
Overview

Universal health insurance has been the great unful-

f i ll ed hope of Am erican health care reform ers , a

s i ren call lu ring countless vi ctims to the shoals of

po l i tical defe a t . One re a s on for this has been the

i n h erent difficulty of o utlining a com pelling seri e s

of self-reinforcing policy changes that would simul-

t a n eo u s ly move the nati on tow a rd universal cover-

a ge and build po l i tical su pport and ad m i n i s tra tive

c a p ac i ty for furt h er steps in that directi on . In s te ad ,

the po l i tical con s traints that Am erican reform ers

i n evi t a bly con f ront have repe a tedly pushed advo-

c a tes to em brace high ly categorical and com p l ex

programs that have proved du ra bly resistant to

expansion beyond their target populations.

To su ggest a way out of this pers i s tent tra p, t h i s

proposal outlines a sequential approach to universal

covera ge—or near- u n iversal covera ge , depending on

h ow many of the steps are taken . It takes an estab-

l i s h ed progra m , Med i c a re , and shows how it migh t

be ex p a n ded thro u gh a series of m e a su res de s i gn ed

to minimize short - term disru pti ons to ex i s ting cov-

erage while creating strong incentives for the forma-

ti on of an inclu s ive social insu ra n ce progra m .

Al t h o u gh con s tru cted on familiar fo u n d a ti on s ,t h i s

proposal com bines el em ents usu a lly vi ewed as dis-

ti n ct : a “s i n gl e - p ayer ” plan that pools risks broadly,

an “ i n d ivi dual mandate” on Am ericans to obt a i n

coverage,and a modified “play-or-pay” requirement

w a iving a modest levy on em p l oyers if t h ey provi de

covera ge . Toget h er, these el em ents would en co u ra ge ,

ra t h er than com pel , working Am ericans to obt a i n

t h eir insu ra n ce thro u gh a com m on fra m ework — a

strategy that might foster a gradual movement away

from employment-based insurance.

Motive and Rationale

Asked to design an ideal, or even broadly acceptable,

health financing stru ctu re , few would pick the

p a tchwork of priva te covera ge and public re s i du a l

programs that exists in the Un i ted States tod ay.

Un l i ke citi zens of o t h er afflu ent dem oc rac i e s , m o s t

Am ericans rely for their health sec u ri ty on vo lu n-

tary employer plans,with public programs only par-

ti a lly filling the gaps left beh i n d . Al t h o u gh the tax

code encourages firms to offer insurance,a substan-

tial share of s m a ll er and lower- w a ge firms do not.

Even wh en em p l oyers spon s or health ben ef i t s , a n

i n c reasing nu m ber of workers decline covera ge

because the expense is too great. Equally important,

econ omists gen era lly agree that Am ericans who are

covered pay for workplace insurance in the form of

l ower wage s , and this for gone income repre s ents a

growing hard s h i p. Over the past two dec ade s , re a l

premiums have nearly tripled, even as most workers’

real wages have risen only modestly.

These vo lu n t a ry arra n gem ents leave more than

 m i ll i on Am ericans wi t h o ut insu ra n ce , almost 

percent of t h em in families headed by workers .

These arra n gem ents leave   to   m i ll i on more

Am ericans insu f f i c i en t ly pro tected against med i c a l

costs and a third of Americans without insurance at

s ome point du ring a two - year peri od .1 Th e s e

a rra n gem ents sad dle Am ericans with pers i s ten t

uncertainty about how they will obtain protection if

they change jobs or if their employer reduces cover-
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adults,and virtually none to workers who have cov-

erage but risk losing it or who can barely afford the

co s t . E l i gi bi l i ty requ i rem ents and the ava i l a bi l i ty of

care differ dramatically across states,and millions o f

u n i n su red Am ericans who are el i gi ble for publ i c

h elp do not obtain it, i n cluding hu n d reds of t h o u-

sands of lower-income families who have lost insur-

ance in the transition from welfare to work. Despite

the push to en ro ll ch i l d ren in Medicaid and pro-

grams set up under the State Ch i l d ren’s He a l t h

In su ra n ce Program (S-CHIP), p u blic covera ge of

ch i l d ren has actu a lly dropped . In deed , as late as

Septem ber    , almost half of the federal mon ey

allotted for S-CHIP had gone unspent.2

For all the shortcom i n gs of the Am eri c a n

a pproach to the uninsu red , h owever, the po l i ti c a l

b a rri ers to reform are a direct out growth of t h e

i n com p l ete financing sys tem that has ari s en in the

Un i ted State s . As the Cl i n ton ad m i n i s tra ti on learn ed

to its misfortu n e ,a ny plan that can be portrayed as a

d i rect threat to the priva te pro tecti ons that many

Am ericans en j oy faces a steep uph i ll journ ey. At the

same ti m e , the ex i s ting mel a n ge of pu bl i c progra m s

a ge . These arra n gem ents ch a n n el the largest tax

breaks to afflu ent workers with gen erous insu ra n ce

while placing the greatest burdens on lower-income

workers and people in poor health. And du ring a

period of notable prosperity, these arrangements are

eroding. Ten million more Americans were without

i n su ra n ce in     than in    , with the most pre-

cipitous decline occurring among low-wage workers

(see figure ). Over the past two decades, Americans

h ave been requ i red to pay more for their covera ge

and to join plans that re s tri ct their ch oi ce of

provider or limit their benefits. The insurance mar-

ket continues to fragment while the financial “slack”

that underwri tes Am eri c a’s tattered medical safety

net grows tighter. If no action is taken, the situation

will only grow worse.

Am eri c a’s public insu ra n ce progra m s , va lu a bl e

as they are for many, do not repre s ent an ef fective

re s ponse to the weaknesses of work p l ace covera ge .

Al t h o u gh Med i c a re re aches vi rtu a lly all el derly and

d i s a bl ed Am ericans thro u gh an inclu s ive nati on a l

program, public programs for people under the age

of  are scattered, incomplete,and often stigmatiz-

ing. Aimed at the indigent and the especially vulner-

a bl e , these state - b a s ed programs of fer meager

a s s i s t a n ce to work i n g - poor parents and ch i l dl e s s

l Highest quintile
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FIGURE 1

Share of Employees* with Health Insurance from Their Own Employers, by Wage Quintile, 1979-1998
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Health Care Coverage and Inequality.” Washington:
Center for National Policy, October 4, 2000, table
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also va s t ly com p l i c a tes the ch a ll en ge of reform .

Because programs for the non - el derly are meant to

f i ll gaps in priva te covera ge , t h ere is constant relu c-

t a n ce to streamline en ro ll m ent or ex tend publ i c

i n su ra n ce up the income lad der, lest public progra m s

d i s p l ace priva te insu ra n ce . Moreover, because these

programs of ten provi de gen erous covera ge to rec i p i-

ents (at least on paper ) , reform ers legi ti m a tely worry

that rep l acing them with a more ex ten s ive and uni-

form plan wi ll deprive some current en ro ll ees of t h e

ben efits they now receive . Little won der then that the

road to reform has proved so rocky and the propo s-

als put forw a rd so mad den i n gly com p l ex .

And yet most Americans believe that the current

financing sys tem fails to live up to the nati on’s

i de a l s .3 Most also dep l ore the significant financial

bu rden and insec u ri ty that this sys tem imposes on

l ower- i n come families, the ill , and those wi t h o ut

i n su ra n ce . The proposal out l i n ed in the fo ll owi n g

pages presents a long-term policy approach to these

fundamental problems based on three principles:

. Af ford a bl e , g u a ra n teed covera ge of fering a

defined package of benefits should be available to all

Am eri c a n s , rega rdless of wh et h er their em p l oyers

sponsor it.

. Su ch covera ge should be de s i gn ed to uph o l d

s ocial insu ra n ce precept s , s pre ading risks broadly

through an inclusive plan that is available to all and

within the financial reach of the less wealthy and the

less healthy.

. Basic insu ra n ce covera ge should be ex pected

of a ll Am ericans as long as all have access to an

affordable plan.

These principles are goa l s , not met h od s —

g u i depo s t s , not pre s c ri pti on s . Th ey must be tem-

pered by judgments about the political and admin-

istrative constraints that a successful proposal must

overcome. Five such judgments guide this proposal:

. Un iversal health insu ra n ce wi ll most likely be

ach i eved thro u gh a series of l a r ge-scale but non et h e-

less partial steps that wi ll need to be calibra ted over

time to the re s ponses of o t h er actors and insti tuti on s

with influ en ce over the bre adth and depth of h e a l t h

coverage.

. Any proposal that is perceived as taking aw ay

or sign i f i c a n t ly raising the cost of ex i s ting priva te

coverage, imposing huge new costs on employers or

individuals, or significantly reducing the benefits of

public programs, is unlikely to be enacted.

. A su ccessful plan must be seen as ben ef i c i a l

and po ten ti a lly ava i l a ble to all Am eri c a n s , not as a

form of organized charity through which the many

aid the few.

. Targeting coverage narrowly on the uninsured

wi ll likely be sel f - defe a ti n g, rei n forcing the curren t

confused welter of programs and leaving unprotect-

ed many Am ericans who are uninsu red , i n su f f i-

c i en t ly insu red , at risk of becoming uninsu red , or

under serious financial pressure because of the cost

of coverage.

. Any plan should be simple to understand and

to en ro ll in, b a s ed on pop u l a rly unders tood and

ti m e - te s ted insti tuti on s , rel a tively stra i gh tforw a rd

to finance and administer, and subject to democrat-

ic control.

These principles and ju d gm ents underlie the

proposal that fo ll ows . It envi s i ons the sequ en ti a l

rep l acem ent of most state - federal public insu ra n ce

programs with a nationwide program modeled after

Med i c a re that all Am ericans wi t h o ut priva te cover-

age could enter by paying an income-related premi-

u m . The first part of the ex po s i ti on lays out the

fundamental features of the proposal as they would

opera te on ce fully implem en ted . The second part

usefully complicates this neat picture by considering

how the proposal might be phased in over time, and

h ow it might attract the nece s s a ry po l i tical su pport

to become robust legislation.

3 To be sure, Americans’ views are complex and multi-faceted.
Nonetheless, a wealth of opinion research indicates that while quite sat-
isfied with the quality (if not the cost) of personal health care, the public
is quite dissatisfied with the overall structure of American health financ-
ing. See, in particular, Rosita M. Thomas. Health Care in America: An
Analysis of Public Opinion. CRS Report for Congress 92-769 GOV,
Washington: Congressional Research Service, 1992; Lawrence R. Jacobs
and Robert Y. Shapiro. Politicians Don’t Pander: Political Manipulation
and the Loss of Democratic Responsiveness. Chicago: University of

Chicago Press, 2000, 232–60; “A Survey of American Attitudes on
Health Care Reform,” conducted by the Program on Public Opinion and
Health Care and Marttila & Kiley, Inc., for The Robert Wood Johnson
Foundation; Altman, Reinhardt, and Shields, 1998, 27–28; Robert J.
Blendon et al. “Who Has the Best Health Care System? A Second Look.”
Health Affairs 14 (4): 220–30; Robert J. Blendon et al. “Satisfaction with
Health Systems in Ten Nations.” Health Affairs 9 (2): 185–92; and Karen
R. Donelan et al. “All Payer, Single Payer, Managed Care, No Payer:
Patients’ Perspectives in Three Nations” Health Affairs 15 (2): 254–65. 



The Proposal in Brief

In broadest out l i n e , the proposal has three cen tra l

components:

. All Am ericans not covered by Med i c a re or

em p l oyer- s pon s ored insu ra n ce would buy into an

ex p a n ded Med i c a re progra m , c a ll ed “ Med i c a re

P lu s ,” by paying an incom e - rel a ted prem iu m . Mo s t

would be en ro ll ed autom a ti c a lly, ei t h er at thei r

p l ace of work or by state outre ach ef fort s . Ex i s ti n g

public insurance programs for the non-elderly poor

and near-poor would be phased out.

. E m p l oyers could ch oose to spon s or covera ge

at least as generous as that available under Medicare

P lus or pay a modest payro ll - b a s ed con tri buti on to

h elp fund public covera ge . Workers whose em p l oy-

ers paid the con tri buti on would be en ro ll ed in

Med i c a re Plus autom a ti c a lly, a l t h o u gh they co u l d

use their em p l oyers’ con tri buti ons (minus a pen a l-

ty) to purchase priva te covera ge that met the same

standards as workplace plans. With the exception of

ex trem ely lavish plans, em p l oyer- s pon s ored insu r-

ance would retain its favored tax status.

. All Am ericans would even tu a lly be asked to

s h ow proof of covera ge . This could be largely don e

at ex i s ting dec i s i on points ra t h er than thro u gh a

s ep a ra te proce ss— wh en em p l oyers dem on s tra ted

that they covered their workers , wh en citi zens were

a utom a ti c a lly en ro ll ed in Med i c a re Plu s , or wh en

those automatically enrolled in Medicare Plus asked

to opt out.

Before revi ewing these three core el em ents in

m ore dept h , it is worth noting some fe a tu res that

the plan does n ot con t a i n . The proposal does not

m a n d a te that em p l oyers provi de com preh en s ive

covera ge . It imposes no massive payro ll tax on

em p l oyers that do not spon s or insu ra n ce . It doe s

not requ i re any em p l oyer to en ro ll its workers in a

public plan or compel any individual to take public

coverage. It does not place vast new requirements on

employer-sponsored plans and,indeed, would mean

h i gh er costs for few em p l oyers that curren t ly of fer

covera ge . It does not el i m i n a te the favora ble tax

tre a tm ent of health ben ef i t s . It does not impo s e

m a j or new reg u l a ti ons on priva te insu ra n ce . It has

no new insu ra n ce poo l s , no com p l i c a ted new tax

subsidies, no complex new system of contracting or

risk ad ju s tm en t . It does not re s tri ct the growth of

priva te health spen d i n g. In deed , it fors we a rs essen-

ti a lly all new direct interven ti ons in the priva te

insurance sector.

This is not to deny that this proposal wo u l d

bring a sea change in U.S.health financing—and for

the better. All Americans currently eligible for pub-

lic covera ge would join an inclu s ive insu ra n ce poo l

that would allow them to obtain services from near-

ly all providers in their region (or to enroll in a qual-

i f i ed priva te health plan that con tracted wi t h

Med i c a re Plu s , mu ch as priva te plans con tract wi t h

Med i c a re tod ay ) . Most small er and lower- w a ge

em p l oyers would likely dec i de that they wo u l d

ra t h er pay a modest payro ll assessment than spon-

sor coverage,allowing their workers to receive subsi-

d i zed covera ge thro u gh Med i c a re Plu s . E m p l oyers

that sti ll provi ded covera ge would have to meet

m i n i mum standard s , and any Am erican wi t h o ut

workplace coverage, even those turned down by pri-

va te insu rers , could buy into Med i c a re Plu s . Th e

plan’s simple structure would make it easy to under-

stand, efficient to administer, and a visible target for

en ro ll m ent ef fort s . As a very large payer using

Med i c a re’s basic instru m en t s , Med i c a re Plus wo u l d

also have the capac i ty to en su re that ex pen d i tu re s

were con tro ll ed and that en ro ll ees alw ays had the

opti on of maintaining free ch oi ce of provi der. In

short, the nation’s fragmented strategy for plugging

holes in covera ge would be rep l aced with a simple,

inclusive,and familiar public plan through which all

Am ericans wi t h o ut work p l ace insu ra n ce could buy

coverage at affordable rates.

O f co u rs e , this bri ef s ketch leaves out many

t h orny details that must be tack l ed by any reform

p l a n . Accord i n gly, the fo ll owing secti ons take up a

series of critical topics: benefits, coverage, contribu-

ti ons and prem iu m s , em p l oyer and state duti e s ,

ad m i n i s tra ti on , f i n a n c i n g, and hori zontal equ i ty.

Af ter examining these crucial fe a tu res of the pro-

po s a l , I then su ggest how they might be put into

place through a process of “large-scale incremental-

i s m” that rei n force s , ra t h er than ret a rd s , po l i ti c a l

su pport for furt h er steps tow a rd full implem en t a-

ti on . F i n a lly, I con s i der the re a s ons why—and the



conditions under which—this long-awaited journey

to universal insu ra n ce covera ge could become a

possibility.

Benefits

The Medicare Plus benefits package would be simi-

lar to the current Medicare package. It would, how-

ever, be ex pected to inclu de several ben efits now

f u lly or parti a lly exclu ded from Med i c a re cover-

age — most critically, outpatient prescription drugs,

preven tive servi ce s , m ental health servi ce s , a n d

m a ternal and child health. In ad d i ti on , Med i c a re

Plus would not emulate Medicare in two respects. It

would su b s ti tute a single dedu cti ble and coi n su r-

ance rate for Medicare’s extremely high cost-sharing

requ i rem ents for inpati ent hospital care , and it

would inclu de a maximum cap on out - of - pocket

s pen d i n g. F i n a lly, wra p a round programs (ei t h er

s t a te or federal) would con ti nue covera ge for ad d i-

tional services now provided by state Medicaid pro-

grams to low - i n come families and ch i l d ren and to

the working disabl ed . The proposal would not dis-

tu rb current Medicaid arra n gem ents for the non -

working disabled and the elderly.

Taken as a whole,therefore, Medicare Plus’s ben-

efits would be rel a tively modest com p a red with large

em p l oyers’ health plans, m a i n ly because of h i gh er

cost shari n g. Yet , u n l i ke most priva te plans tod ay,

Medicare Plus would provide free choice of provider

and place no limit on maximum ben ef i t s . And it

would sti ll be con s i dera bly more ex p a n s ive than the

c u rrent Med i c a re progra m . Al t h o u gh it would be

desirable if these “extra” benefits were also gradually

i n corpora ted into Med i c a re , this proposal does not

c a ll for any specific ch a n ges in the Med i c a re ben ef i t

p ack a ge . It seems likely, h owever, that the most

i m portant of these ex tra ben ef i ts— pre s c ri pti on

d rug covera ge — wi ll be incorpora ted into Med i c a re

in some form within the next dec ade . Over ti m e ,

m oreover, po l i tical pre s su re from Med i c a re ben ef i c i-

aries would likely push toward convergence of bene-

fit levels ac ross Med i c a re and Med i c a re Plu s ,c re a ti n g

the opportu n i ty for an even tual mer ger. The propo s-

al would also cre a te a new Med i c a re Ben efits Advi s o-

ry Com m i t tee (Med BAC ) , an ex pert advi s ory body

that would assist in de s i gning the initial Med i c a re

P lus ben efit pack a ge , and would revi ew the Med i c a re

P lus and Med i c a re pack a ges annu a lly there a f ter.

Ha rm onizing the two ben efit pack a ges would be on e

of MedBAC’s goals.

Wh a tever the ex act ben efit pack a ge ch o s en , i t

must balance com peting obj ective s . Bec a u s e

Medicare Plus would be expected to enroll a large—

and, most likely, growing—share of the population,

the ben efits that it provi des need to be gen ero u s

en o u gh that en ro ll ed Am ericans would en j oy ade-

quate coverage for the services they need. If the ben-

efits pack a ge were too minimal, m oreover, a ll but

the poorest and sickest Am ericans would be relu c-

tant to en ro ll in the progra m , tu rning it into a

po ten ti a lly sti gm a tizing insu rer of last re s ort .

Wei ghing in the other directi on , h owever, is the

n eed to minimize both the new revenues nece s s a ry

to establish the plan and the new bu rdens on

em p l oyers that spon s or insu ra n ce . Si n ce firms that

wi s h ed to spon s or tax-favored insu ra n ce wo u l d

need to provide benefits at least as good as Medicare

Plus’s, the benefits package should not be so gener-

ous as to require a major upgrade of most employ-

ers’ health plans.

Coverage

All legal U. S . re s i dents wi t h o ut qu a l i f i ed priva te

covera ge would be autom a ti c a lly en ti t l ed to

Med i c a re Plu s .4 E n ro ll m ent would occur thro u gh

three principal channels:

. Wo rk pl a ce en roll m en t . The bulk of Med i c a re

P lus ben ef i c i a ries would be en ro ll ed autom a ti c a lly

at their place of work wh en em p l oyers el ected to

m a ke the payro ll - b a s ed con tri buti on inste ad of

s pon s oring tax-favored covera ge . Si m i l a rly, s el f -

employed workers would be required to show proof

4 Arguably, undocumented workers should be treated in the same fash-
ion as other workers, with their employers either providing coverage
directly or contributing to Medicare Plus. Yet, it is difficult to conceive of
a way in which to levy payroll contributions without relying on Social
Security numbers, and this would seem to preclude allowing undocu-
mented workers into Medicare Plus. Nonetheless, undocumented resi-
dents would continue to be able to use emergency and other services
provided for under current law, and a portion of disproportionate share
hospital payments would be preserved to compensate medical institu-
tions that serve large numbers of undocumented patients. 



of coverage or make the payroll-based contribution

themselves.

. St a te en roll m en t . S t a te outre ach and en ro ll-

m ent ef forts to sign up non - workers (parti c u l a rly

those el i gi ble for Medicaid and other state pro-

grams) would be the second major way in wh i ch

Americans joined Medicare Plus.

. In d ivi dual buy - i n . For those Am ericans out-

s i de the work force who were not sign ed up by the

s t a te s , an indivi dual buy-in opti on would be ava i l-

a bl e , with prem iums scaled to income (but not to

health risk).

Because all Am ericans would be el i gi ble for

Med i c a re Plu s , the ava i l a bi l i ty (in con trast to the

cost) of covera ge would not hinge on income or

assets. Premiums would be based on income report-

ed for tax purposes and con du cted by Med i c a re

P lu s’s en ro ll m ent divi s i on in coord i n a ti on with the

In ternal Revenue Servi ce (IRS). Thu s , s t a tes wo u l d

no longer have a reason to impose cumbersome and

stigmatizing means tests on potential enrollees.

Covera ge of an indivi dual under Med i c a re Plu s

would be con ti nuous unless one of t wo even t s

occ u rred : the indivi dual was hired by a firm that

s pon s ored qu a l i f i ed covera ge , or the indivi du a l

chose to opt out of Med i c a re Plus to purchase pri-

va te covera ge indivi du a lly. In the latter case, t h e

i n d ivi dual would be asked to pre s ent an annu a l

i n su ra n ce con tract that met the same minimu m

s t a n d a rds as those requ i red of work p l ace covera ge .

Opting out would be allowed only at the time of ini-

tial en ro ll m ent in Med i c a re Plus and du ring an

a n nual en ro ll m ent peri od , and exem pti ons wo u l d

h ave to be ren ewed . If the indivi dual worked , t h e

m a n d a tory em p l oyer con tri buti ons made on his or

h er beh a l f , m i nus   percent to com pen s a te for the

cost of h e a l t hy people disproporti on a tely opti n g

o ut , would be forw a rded direct ly to the qu a l i f i ed

p l a n . The indivi dual would be ex pected to pay the

d i f feren ce with after-tax do ll a rs . In the unlikely

event that the employer payments exceeded the pri-

va te prem iu m , priva te plans would be all owed to

rebate the difference.

All Am ericans would even tu a lly be requ i red to

s h ow proof of p u blic or priva te covera ge , wh i ch

could be done by attaching to a federal tax return a

standard form supplied by Medicare Plus and quali-

f i ed priva te plans. All workers and their families

would be en ro ll ed autom a ti c a lly in ei t h er Med i c a re

Plus or employer-sponsored plans,so the individual

mandate would have true significance only for those

without ties to the workforce. To reach the many in

this pop u l a ti on who do not file tax retu rn s , s t a te s

would be given powerful incen tives to en ro ll non -

workers in Med i c a re Plu s . S t a tes would also be

encouraged to subsidize Medicare Plus coverage for

the tem pora ri ly unem p l oyed , and to establ i s h

m echanisms for en ro lling the uninsu red in

Medicare Plus when they sought care.

Contributions and Premiums

Most en ro ll ees in Med i c a re Plus would be workers

whose em p l oyers el ected to make the payro ll - b a s ed

contribution rather than provide qualified coverage.

This con tri buti on would equal a percen t a ge of

w a ge s , ti p s , and salaries up to the Social Sec u ri ty

w a ge base (ro u gh ly    ,    in   ) . The level of t h e

con tri buti on would be dict a ted by three con s i dera-

ti on s .F i rs t , the payro ll - b a s ed con tri buti on should be

l ow en o u gh that it does not impose an undue bu r-

den on low - w a ge firm s , wh i ch are least likely to

s pon s or covera ge . Secon d , the level of the con tri bu-

ti on should en su re that Med i c a re Plus has su b s t a n-

tial en ro ll m en t , with the majori ty of en ro ll ees not

previ o u s ly en ro ll ed in public progra m s . Med i c a re

P lus would not be a public assistance progra m , but

ra t h er the pri m a ry source of covera ge for work i n g

All workers and their families would be enrolled automatically 

in either Medicare Plus or employer-sponsored plans, so the 

individual mandate would have true significance only for those 

without ties to the workforce.



Am ericans who now stru ggle to obtain or afford

i n su ra n ce . F i n a lly, the em p l oyer con tri buti on ra te

should be not be so high that it would impose a large

new cost (in the form of lower cash wages) on poor-

er citi zens who previ o u s ly en j oyed public pro tec-

ti ons or on we a l t h i er citi zens who previ o u s ly

en j oyed heavi ly tax-su b s i d i zed covera ge . These con-

s i dera ti ons all point to a con tri buti on ra te that is

su b s t a n ti a lly bel ow the avera ge amount that em p l oy-

ers now spend for health benefits.

The payro ll - b a s ed con tri buti on su gge s ted here —

for esthetic as well policy reasons—is  percent. This

would be the maximum share of taxable payroll that

any firm would be required to pay for health insur-

a n ce . As de s c ri bed more fully in the secti on on

employers, firms insuring their workers for the first

time,and with very low average wages, would be eli-

gi ble for steep redu cti ons in their initial con tri bu-

tion rate.

For those who wish to recall the bitter debates of

the early    s ,  percent wi ll seem an ex trem ely

m odest lev y, well bel ow the  percent to  percen t

that was com m on in proposals then . It should be

n o ted that these earl i er ra tes were usu a lly divi ded

bet ween em p l oyer and worker, meaning that the

porti on paid direct ly by em p l oyers was lower.

Moreover, the share of w a ges and salaries that

employers spend on health benefits has actually fall-

en by about a percentage point since the early s.

S ti ll , a  percent con tri buti on ra te is sign i f i c a n t ly

lower than the average share of payroll that employ-

ers now pay for health benefits.5 This is intentional:

A play-or-pay requirement with a modest contribu-

ti on ra te is an en ti rely different policy approach

from the same requirement with a higher rate.A low

contribution rate would protect against many of the

risks and probl ems correct ly iden ti f i ed with the

p l ay - or- p ay de s i gn (though , of co u rs e , it does ra i s e

o t h er con cern s ) , and it would cre a te powerful sel f -

rei n forcing ef fects that would serve to bo l s ter the

po s i ti on of Med i c a re Plu s . Non et h el e s s , the con tri-

bution rate should be thought of as a variable rather

than an ex act va lu e . What is crucial is that the ra te

ch o s en is con s i s tent with the goals of the propo s a l

and with the considerations just discussed.

In ad d i ti on to the  percent em p l oyer con tri bu-

tion,many workers enrolled in Medicare Plus would

also be assessed a prem ium that would va ry wi t h

i n come and family size . With rega rd to all but the

poorest Americans,the level of this premium would

be set so as to keep the nominal division of employ-

er and worker re s pon s i bi l i ties rel a tively similar to

what it is today within firms that sponsor coverage.

E con omists are su rely correct that, in gen eral and

over the long term , workers wi ll end up payi n g

mu ch of the “em p l oyer share” t h ro u gh lower cash

w a ge s . Yet this impecc a ble econ omic logic runs up

a gainst the re a l i ty that most workers tod ay do n ot

recogn i ze the ex tent to wh i ch they pay for health

i n su ra n ce thro u gh for gone wage s , and most also

seem to treat the distinction between employer and

em p l oyee con tri buti ons as meaningf u l . If pre s erv-

ing the largely fictitious notion of employer contri-

buti ons is the pri ce that must be paid for

s i gn i f i c a n t ly ex p a n ded covera ge , it seems a small

price indeed.

Med i c a re Plus would of fer four types of covera ge :

s i n gle ( i n d ivi du a l ) , cou ple ( i n d ivi dual and spo u s e ) ,

s i n gl e - pa rent family ( i n d ivi dual and ch i l d ren ) ,a n d

f a m i ly ( i n d ivi du a l , s po u s e , and ch i l d ren ) . Th e

amount of the prem ium for each type of covera ge

would va ry with income and mechanism of en ro ll-

m ent and would be dedu cted direct ly from a worker ’s

p aych eck . Al t h o u gh there are several po s s i ble prem i-

um stru ctu re s ,t a ble  de s c ri bes a simple fra m ework

that meshes cl o s ely with the propo s a l ’s goa l s .

These prem iums are high er than the avera ge

monthly amount that insured workers pay today for

s i n gle covera ge ( , down from    in    ) . But

t h ey are close to the avera ge em p l oyee paym ent for

family coverage and to the . monthly premium

that Medicare enrollees pay for Part B coverage. And

m a ny, i f not most, workers en ro ll ed in Med i c a re

Plus would be eligible for subsidies and thus not pay

the full premium.

For indivi duals en ro ll ed in Med i c a re Plu s

5 According to the Bureau of Labor Statistics, the average private
e m p l o y e r’s health spending re p resents between 7 percent and 8 
p e rcent of wages and salaries. Among firms with more than 500
employees, virtually all of which sponsor coverage, the cost is closer 
to 9 percent of payroll. U.S. Census Bureau. Statistical Abstract of the
United States. Washington: U.S. GPO, 1999, 331.



through the workplace, determining premium levels

would be rel a tively simple, because payro ll - b a s ed

con tri buti ons would be based on wages and thu s

could be used as a proxy for incom e . This wo u l d

also be tru e , of co u rs e , of s i n gl e - p a rent families

en ro ll ed thro u gh the work p l ace . The situ a ti on

would be som ewhat more com p l i c a ted for cou pl e

and family coverage. If both members of the couple

were en ro ll ed in Med i c a re Plus thro u gh the work-

p l ace , determining el i gi bi l i ty would be stra i gh tfor-

w a rd . A marri ed indivi dual en ro ll ed in Med i c a re

P lus would simply indicate that his or her spo u s e

was also covered , and the program would bi ll them

as a unit for the cou ple or f a m i ly prem iu m , b a s i n g

subsidies on combined income.6 If, by contrast, one

member of the couple worked for an employer with

priva te insu ra n ce while the other was en ro ll ed in

Med i c a re Plu s , e s ti m a tes of j oint income would be

based on a combination of the employer’s wage and

tax filings and on sel f - reported incom e , with a rec-

on c i l i a ti on process at the time of a n nual tax filing.

Families in this situation could elect to receive fami-

ly covera ge thro u gh the priva te em p l oyer, in wh i ch

case the payroll-based contributions made would be

rebated directly to the employer. Or they could elect

to buy into Med i c a re Plu s , in wh i ch case the firm

with private coverage would contribute  percent of

p ayro ll to def ray the cost of covera ge under

Medicare Plus.

In all cases,there would be an annual reconcilia-

tion process based on tax information to ensure that

Med i c a re Plus en ro ll ees had paid the appropri a te

prem ium in the previous ye a r. Workers who over-

paid would be ref u n ded the differen ce , while work-

ers who had underpaid would be ch a r ged the ad d i-

ti onal amount, wh i ch could be taken direct ly out of

a tax ref u n d , i f a pp l i c a bl e . In the case of m a j or

u n derp aym en t s , a pen a l ty would app ly. Prem iu m s

would be based solely on incom e , so there would be

no requirement to demonstrate limited assets to jus-

tify subsidized premiums or cost sharing.

For those without ties to the workforce, both the

m et h od for determining income and the level of

prem iums would nece s s a ri ly differ. All non - work-

ers , i n cluding the unem p l oyed and rec i p i ents of

public assistance, would receive subsidized coverage

if their income fell below  percent of the federal

poverty level (FPL). As with working Am eri c a n s ,

limits on out - of - pocket spending would app ly to

TABLE 1

A Possible Framework for Monthly Premiums, by Income and Coverage Type* 

Income Relative Single Couple Single-Parent Family
to FPL** Family

Less than % No premium; cost sharing limited

Less than % No premium; cost-sharing subsidies gradually phased out 

Less than % No premium

Less than % – – – –

% or more    

6 It should be noted that the net cost would be the same if, instead of
obtaining couple coverage, the couple paid for two single policies. And
it would also be the same if, instead of purchasing family coverage as a
unit, one member of the couple signed up for single-parent family cov-
erage, and the other paid for single coverage.

*As with employee payments to private health plans, Medicare Plus premiums would generally not receive favorable tax treatment.The main
exceptions would be cases in which premiums plus other health expenses exceeded 7.5 percent of adjusted gross income (under the income-
tax deduction for extraordinary medical expenses) or in which premiums were paid with funds from a qualified "flexible spending account"
set up by an employer.

** In 2000, the federal poverty level (FPL) was roughly $8,500 for an individual and $17,000 for a family of four.



n on - workers with incomes up to   percent of t h e

F P L , phasing out bet ween    percent and   per-

cent. For non-workers with incomes above  per-

cent of the FPL, prem iums would rise on a sliding

scale from zero for non - workers at    percent of

the  FPL to the average actuarial cost of coverage at

 percent. As described later, states would be given

i n cen tives to establish assistance programs for the

tem pora ri ly unem p l oyed . Non - workers co u l d

amend their self-reported income at any point dur-

ing the year if their circumstances changed, and the

same en d - of - year recon c i l i a ti on process wo u l d

apply to non-workers as to workers.

The four simple examples in table  clarify these

guidelines.

The Role of Employers

Although employers would be asked to take on new

responsibilities,their obligations under this propos-

al would be inherently limited.7 Indeed,this propos-

al should actu a lly redu ce costs for many large and

high-wage employers by obligating all firms to pay a

s h a re of the ex pense of covering working spo u s e s

and by reducing cost shifting from uninsu red to

i n su red pati en t s . As for small er and lower- w a ge

em p l oyers , Med i c a re Plus would of fer an inex pen-

s ive and simple opti on for insu ring their workers ,

g u a ra n teeing that no firm would have to pay more

than  percent of covered payroll for insurance.

Many firms,however, would pay much less. This

is because lower-wage firms and firms that had not

previ o u s ly of fered insu ra n ce would be el i gi ble for

significant reductions in their contribution rate. For

l ower- w a ge firm s , the payro ll - b a s ed con tri buti on

would be just  .  percent if avera ge annual wage s

were below ,,  percent if average wages were

bet ween    ,   and    ,   ,  .  percent if avera ge

w a ges were bet ween    ,   and   ,   , and the

full  percent if average wages were , or more.

F i rms that had not of fered insu ra n ce before wo u l d

also be eligible for additional rate reductions during

the tra n s i ti on peri od . These tra n s i ti onal redu cti on s

would equal  .  percen t a ge points and would be on

top of the discounts for low-wage firms. Thus a low-

wage firm that had not offered insurance in the past

could pay as little as  percent of p ayro ll for

Medicare Plus coverage. To be eligible for this tran-

s i ti onal redu cti on , f i rms would have to be in ex i s-

tence at the time the legislation was passed and not

h ave spon s ored insu ra n ce in any of the pri or five

years. This reduction would phase out over  years,

falling from . percent in year one to . percent in

year two and so on.

Be s i des the level of the payro ll - b a s ed con tri bu-

ti on s , the po ten tial bu rdens on business depen d

TABLE 2

Employer Contributions, Monthly Premiums, and Rebates in Four Examples

Enrollee(s) Income  Payroll-Based Monthly Rebate for Cost 
(relative Contribution* Premium Private Sharing 
to FPL) Coverage Limited?

Single worker , (%) ,  (/yr)  No

Family of four , (%) ,   Yes

Family of four , (%) ,  (,) , No

Non-worker , (%)  ** (,)  No

7 I assume that public employers would be treated in the same way as
private ones, but they could simply be required to sponsor coverage
meeting minimum standards, since essentially all do now.

* If the employing firm paid the maximum 5 percent contribution.         ** Assuming the average actuarial cost of single coverage was $2,200.



u pon three key aspects of the propo s a l : () the

n a tu re of the minimum requ i rem ents on covera ge ;

() the com p l ex i ty of ad m i n i s tra ti on and com p l i-

a n ce ; and () the rules for covera ge of p a rt - ti m e

workers , em p l oyee s’ depen den t s , and dep a rti n g

workers. In each area, this proposal offers the maxi-

mum po s s i ble flex i bi l i ty con s i s tent with the goal of

en su ring that all workers and their depen den t s

receive health insurance.

Minimum Requirements on Coverage

The rel a tively modest Med i c a re Plus ben efits pack-

a ge would become the ben ch m a rk against wh i ch

employer-provided health plans were judged. Firms

that did not of fer covera ge that was at least equ iva-

l ent to Med i c a re Plu s’s pro tecti ons would be

requ i red to make payro ll - b a s ed con tri buti ons to

Medicare Plus. Such coverage would not receive spe-

cial tax treatment.

“At least equ iva l en t” does not mean “ i den ti c a l .”

In deed , most em p l oyer- s pon s ored health plans are

already more generous than Medicare Plus would be

and are likely to remain so. Ra t h er, em p l oyer- s pon-

s ored plans would have to meet cri teria similar to

those that curren t ly app ly to priva te health plans

con tracting with Med i c a re : Priva te plans would be

required to include all Medicare Plus covered servic-

e s , but could inclu de ad d i ti onal ben ef i t s . Com p l i-

a n ce would be assessed by the Dep a rtm ent of L a bor

and the IRS, using con gre s s i on a lly approved guide-

l i n e s . These en forcem ent procedu res would build to

a certain ex tent on current law. Federal reg u l a ti on s

a l re ady requ i re that plans furnish a de s c ri pti on of

ben efits to the Sec ret a ry of L a bor, and that plans

with more than    p a rticipants file a det a i l ed annu-

al return with the IRS (Form ).

Administrative and Compliance Requirements

To the fullest ex tent po s s i bl e , this proposal would rely

on ex i s ting ad m i n i s tra tive and en forcem ent mech a-

nisms ra t h er than new on e s . In parti c u l a r, the ch oi ce

of p ayro ll - b a s ed con tri buti ons as a major financing

m echanism builds on the well - devel oped sys tem for

co ll ecting Federal In su ra n ce Con tri buti ons Act

(FICA) taxes for old-age and su rvivors’ i n su ra n ce ,

d i s a bi l i ty insu ra n ce , and Med i c a re . On top of the  . 

percent FICA tax that em p l oyers alre ady pay, f i rm s

that did not spon s or priva te covera ge would con-

tri bute an ad d i ti onal  percent to  percent of cov-

ered wage s . Som ewhat more com p l i c a ted , t h ey

would also have to dedu ct the Med i c a re Plus prem i-

um from paych ecks and report these wi t h h eld con-

tri buti ons on tax statem en t s . Because prem iu m s

would be based on incom e , formulas for esti m a ti n g

prem iums based on current wages and sel f - reported

i n come would be stra i gh tforw a rd to devel op. For

i n s t a n ce , a new line could be ad ded to work s h eets for

c a l c u l a ting workers’ a utom a tic tax withholding (W-

forms) to determine if workers had ad d i ti on a l

i n come that might ch a n ge their prem iu m .

Existing mechanisms would also be expanded to

assess wh et h er em p l oyers were exem pt from the pay-

roll-based contributions. The IRS is already charged

with determining wh et h er em p l oyer- provi ded

health ben efits qualify for favora ble tax tre a tm en t .

Un der this propo s a l , the IRS’s role would expand in

t h ree main directi on s . F i rs t , the IRS would assess

whether employers actually sponsored insurance for

t h eir workers and depen den t s . Secon d , the IRS (in

concert with the Department of Labor) would judge

wh et h er this covera ge met the minimum standard s

n ece s s a ry to all ow the em p l oyer to be exem pt from

p ayro ll - b a s ed con tri buti ons for the fo ll owing tax

ye a r. Th i rd , the IRS would become the con du i t

bet ween en ro ll ed workers and Med i c a re Plu s , co l-

l ecting payro ll - b a s ed con tri buti ons and prem iu m s

while recording plan exit and en try. Accord i n gly,

f i rms would be requ i red to notify the IRS wh en

workers entered or left their employ. All these duties

would be com p a ti ble with ex i s ting IRS procedu re s

and could be carried out using the normal tax calen-

dar and reporting mechanisms.

The favora ble tax tre a tm ent of health insu ra n ce

would be largely preserved under this proposal, with

two important exceptions.First, supplemental plans

provi ded by em p l oyers whose workers en ro ll ed in

Med i c a re Plus would not be tax-exem pt . This not

only would protect against large revenue losses, but

also would discourage employers from economizing

by dropping insu ra n ce and providing wra p a ro u n d

ben efits to bring covera ge back up to previous lev-

el s . Secon d , the tax exclu s i on for health ben ef i t s



would be capped at a level twice that of the imputed

Med i c a re Plus prem iu m . (A more com p l i c a ted

a l tern a tive , wh i ch would account for regi onal pre-

m ium va ri a ti on s , would be to cap the level at twi ce

the avera ge amount paid by Med i c a re Plus to con-

tracting priva te plans in a given geogra phic are a .

Given how high the cap is, this seems unnecessarily

com p l ex.) All other ben efits curren t ly receivi n g

f avora ble tax tre a tm en t—or slated to receive it, a s

with the dedu cti bi l i ty of prem iums for the sel f -

employed—would continue to do so.

Coverage Rules

E m p l oyers that did not make payro ll - b a s ed con tri-

butions to Medicare Plus would be required to offer

com p a ra ble insu ra n ce covera ge to all of t h ei r

em p l oyees as well as their em p l oyee s’ s pouses and

n on - working ch i l d ren under the age of  . Th ey

would also be required to automatically enroll all of

their workers in one or more qualified health plans,

a ll owing indivi duals to opt out on ly if t h ey had

a l tern a tive covera ge . In practi ce , this would mean

that em p l oyers could on ly exclu de from covera ge a

worker who had a family policy thro u gh Med i c a re

Plus (in which case the firm would contribute  per-

cent of the worker ’s payro ll to Med i c a re Plus) or

through another employer (in which case the work-

er would show proof of priva te covera ge under

a n o t h er em p l oyer ’s plan, and the two firms wo u l d

be free to arra n ge tra n s fer paym en t s , i f t h ey

de s i red ) . Aga i n , i f an em p l oyer covered a spo u s e

working for a firm that did n ot s pon s or priva te

insurance,the non-sponsoring firm’s  percent con-

tribution would be transferred to the other employ-

er. Similar rules would app ly to workers with more

than one job. For ex a m p l e , i f one em p l oyer of a

worker with two jobs provided private coverage and

the other did not, the latter em p l oyer would con-

tri bute  percent of covered payro ll to pay for the

private policy.8

The minimum share of priva te prem iums that

em p l oyers would be requ i red to con tri bute wo u l d

va ry with the type of covera ge and the nu m ber of

h o u rs an em p l oyee worked .9 For em p l oyees wh o

worked more than half-ti m e , the minimum share

would be three - qu a rters of the prem ium for singl e

covera ge and two - t h i rds for family covera ge .1 0 ( If a n

em p l oyer of fered mu l tiple qu a l i f i ed plans, the con-

tribution floor would apply to the lowest-cost plan.)

For em p l oyees who worked bet ween one and  

h o u rs a wee k , the minimum share would be lower,

t h o u gh ex act ly how mu ch lower is hard to say,

because the requ i rem ent would need to be sen s i tive

to esti m a ted ef fects on em p l oyer and worker spen d-

i n g. One po s s i ble approach would be to have the

s h a re fall by a percen t a ge point for each hour fewer

than  worked per week. An employee who worked

  h o u rs a wee k , for ex a m p l e , could be asked to pay

as mu ch as  percent of the prem ium for single cov-

erage and  percent for family coverage. This would

lower the expense of part-time workers without cre-

a ting incen tives for firms to increase rel i a n ce on su ch

workers to evade covera ge requ i rem en t s . A we a k n e s s

of m a ny past plans that rel i ed on an em p l oyer man-

d a te or play - or- p ay requ i rem ent is that they wo u l d

h ave dra s ti c a lly redu ced the cost of i n su ring part -

time workers , en co u ra ging firms to hire part - ti m e

workers or limit existing workers’ hours.

This proposal would maintain the Consolidated

Omnibus Budget Reconciliation Act (COBRA) con-

8 These rules are less complex than they may appear at first. Recall that
a worker whose employer did not offer coverage would be automati-
cally enrolled in Medicare Plus. If that worker had coverage from
another employer, he or she would simply notify Medicare Plus and
show proof of coverage, and Medicare Plus would transfer the payroll
contribution made by the first employer to the second. The same is true
in the case of spousal coverage. A worker enrolled in Medicare Plus
who had alternative coverage through a spouse would ask to decline
Medicare Plus coverage and show proof of private coverage, and
Medicare Plus would transfer the worker ’s contribution to the sponsor
of the spouse’s plan. To be sure, this approach carries the risk that some
workers will not report alternative coverage and simply remain in
Medicare Plus (or take coverage from both sources). At least among
those who are paying a premium to Medicare Plus, however, this would

seem a relatively unattractive option.

9 Independent contractors would be treated as self-employed workers,
while temporary and contract workers would have to be insured by the
firm judged to be their primary employer—either the firm to which they
provided services or the firm that arranged their employment.

10 Across all employers sponsoring plans in 2000, the average share of
the premium paid was 86 percent for single coverage and 73 percent for
family coverage, although the average shares have been as low as 79
percent and 68 percent, respectively, over the past decade. Jon Gabel et
al. “Job-Based Health Insurance in 2000: Premiums Rise Sharply While
Coverage Grows.” Health Affairs 19 (5): 147–48. Under the Federal
Employees Health Benefits Program, government premium contributions
average just over 70 percent.



ti nu a ti on requ i rem en t , but would slash its co s t s .

Al t h o u gh displaced workers could obtain COBRA

covera ge , most undo u btedly would ch oose su b s i-

d i zed insu ra n ce under Med i c a re Plu s , e s pec i a lly if

s t a te unem p l oym ent insu ra n ce programs hel ped

with the prem iu m s . For this re a s on , em p l oyers

would have markedly gre a ter re a s on to inform

departing workers of their statutory rights than they

do now, because many em p l oyees who might have

taken up COBRA coverage in the past would choose

Medicare Plus instead.As under COBRA, employers

would be required to provide standard information

describing departing workers’ options.

The new costs and ben efits for em p l oyers are

su m m ed up in table . On the cost side , em p l oyers

that do not sponsor health insurance now will have

to pay at least  percent of covered payroll for health

ben ef i t s . E m p l oyers that do spon s or health insu r-

a n ce wi ll have to bear new costs if t h eir covera ge

fails to meet the minimum standards and they

choose to upgrade it, or in the rarer event that they

provi de health covera ge so ex pen s ive that it ru n s

a foul of the new cap on the tax exclu s i on . All firm s

will have to comply with the proposal’s modest new

ad m i n i s tra tive and com p l i a n ce requ i rem en t s . O n

the benefit side, firms that do not now provide cov-

erage will be able to purchase low-cost coverage for

their workers through Medicare Plus and will be eli-

gi ble for tra n s i ti onal redu cti ons in the Med i c a re

P lus payro ll con tri buti on . Ma ny firms that provi de

coverage for working dependents of their employees

wi ll receive a new tra n s fer paym ent to of fs et the

co s t . Some firms that now provi de covera ge may

also benefit from the option of enrolling their work-

ers in Med i c a re Plu s , wh i ch would ef fectively cap

their direct obligations. The cost of COBRA contin-

u a ti on covera ge wi ll also be dra m a ti c a lly redu ced ,

and all firms wi ll ben efit from the redu cti on in

unpaid medical bills incurred by the uninsured.

The Role of the States

This proposal would end Medicaid and S-CHIP as

we know them. Those now eligible for Medicaid and

S-CHIP with ties to the workforce would be covered

by Medicare Plus or employer-sponsored plans. For

TABLE 3

Costs and Benefits of Employers’ New Role

Firms that Do Not Sponsor Insurance Firms that Sponsor Insurance

New Costs At least  percent of covered payroll for New requirements governing level and

health benefits breadth of coverage

Reporting and compliance expenses Cap on tax exclusion

Reporting and compliance expenses

New Benefits Access to low-cost coverage for workers New payments to cover working

through Medicare Plus spouses

Ten-year transitional reductions in Opportunity to limit cost of health

Medicare Plus contribution rate benefits by paying into Medicare Plus 

Reduced cost of COBRA requirement Reduced cost of COBRA requirement 

makes coverage more affordable makes coverage more affordable

Reduction in unpaid medical bills Reduction in unpaid medical bills 

makes coverage more affordable makes coverage more affordable



el i gi ble non - workers , the role of the states wo u l d

largely be transformed from a provider of insurance

i n to a portal for covera ge under Med i c a re Plu s .

Non et h el e s s , s t a tes would sti ll retain a su b s t a n ti a l

ro l e . This role wo u l d , in important re s pect s , be

financial.States would be required to make “mainte-

n a n ce - of - ef fort” p aym ents to Med i c a re Plus equ a l

to their ex i s ting and proj ected spending on

Medicaid and S-CHIP ben efits for ch i l d ren , n on -

el derly adu l t s , and the working disabl ed . Yet state s

would also serve vital ad m i n i s tra tive and en ro ll-

ment functions. Not only would they be expected to

continue to finance long-term care for eligible pop-

u l a ti on s , t h ey also would be re s pon s i ble for ()

en ro ll m ent of n on - workers , () provi s i on of wra p-

around coverage, and () subsidization of Medicare

Plus premiums for the unemployed.

Enrollment of Non-Workers

Al t h o u gh many Am ericans el i gi ble for Medicaid and

S-CHIP would be autom a ti c a lly en ro ll ed in

Med i c a re Plus thro u gh their place of work , s t a te s

would be given strong incen tives to en ro ll the

remaining uninsu red in the progra m . These incen-

tives would come in the form of redu cti ons in the

s t a te’s mainten a n ce - of - ef fort requ i rem en t . For each

u n i n su red pers on previ o u s ly el i gi ble for Medicaid or

S-CHIP that a state en ro ll ed in Med i c a re Plu s ,t h e

s t a te’s mainten a n ce - of - ef fort paym ents would be

redu ced by an amount proporti onal to previ o u s

s t a te per capita spen d i n g. This cred i t , in ef fect ,

would give states that had expanded coverage in ear-

l i er ye a rs com p a ra tively gre a ter scope to redu ce thei r

financial re s pon s i bi l i ti e s . In ad d i ti on , of co u rs e ,

states would directly reduce their spending on Med-

icaid or S-CHIP by shifting ben ef i c i a ries into

Med i c a re Plu s . For non - workers not previ o u s ly el i gi-

ble for Medicaid or S-CHIP, a small er credit wo u l d

be aw a rded . A porti on of pri or Medicaid spen d i n g

would also be earm a rked for on going outre ach

ef fort s , with costs shared bet ween the federal gov-

ernment and the states,as under current law.

Provision of Wraparound Coverage

An important principle of this proposal is that cur-

rent recipients of public coverage should not receive

less generous benefits than they do now—although,

of co u rs e , s ome would be paying a porti on of t h e

cost of covera ge that they curren t ly receive free or

vi rtu a lly free . It is import a n t , t h erefore , that wra p-

around coverage be available to provide those eligi-

ble for Medicaid with benefits that are not included

in Med i c a re Plus or are not com m on ly covered by

employer-sponsored health plans. This wraparound

covera ge would be provi ded to form er rec i p i en t s

who continued to meet their state’s income eligibili-

ty cri teri a . It would also be provi ded to all those

a utom a ti c a lly el i gi ble for Medicaid covera ge under

federal law.11 Employers of workers likely to fall into

either category would be informed that no-cost sup-

plemental policies were available.

In providing wra p a round covera ge , the state s

would have two opti on s . Th ey could con ti nue to

opera te state programs to provi de these ben ef i t s ,

with the state share of s pending cred i ted aga i n s t

maintenance-of-effort payments. Alternatively, they

could agree to have these pop u l a ti ons en ro ll ed in a

set of standardized federal supplements to Medicare

Plus. States would be encouraged to choose the sec-

ond opti on by gen erous term s : For each en ro ll ee ,

the state’s con tri buti on would be equal to the

(regionally adjusted) average cost of the supplemen-

tal pack a ge mu l ti p l i ed by   percent of the state’s

previous matching share of Medicaid spen d i n g.

Thus, if a state previously paid  percent of expen-

d i tu re s , it would pay  percent of the cost of t h e

su pp l em ental pack a ge .1 2 Both the state’s con tri bu-

ti on and the   percent savi n gs would be cred i ted

against maintenance-of-effort payments.

Subsidization of Coverage for the Unemployed

The tem pora ri ly unem p l oyed repre s ent a disti n ct

pop u l a ti on that states could do mu ch to hel p.

Al t h o u gh workers bet ween jobs may be el i gi ble for

C O B RA covera ge , t h ey must finance the en ti re co s t

at a time when they are often under financial strain.

Moreover, su ch workers may end up having non -

11 Over the long term, it would be desirable if the eligibility requirements
for wraparound coverage were standardized and federalized to ensure
equal treatment of citizens across states.

12 This formula is similar to the enhanced federal matching rate under S-
CHIP.



trivial incomes for the year and thus be reluctant to

p a rti c i p a te in Med i c a re Plus out of fear that they

wi ll be asked to rep ay subsidies or incur a pen a l ty.

(This con cern would be largely unfo u n ded bec a u s e

workers could amend their expected income during

the ye a r.) Those who are bet ween jobs and unin-

su red are , in short , prec i s ely the sort of group for

wh i ch a social insu ra n ce sys tem requ i ring small

sums to be put aside for future contingencies would

be well su i ted . Cu rren t ly, h owever, no su ch sys tem

exists.

As a re s ponse to this probl em , s t a tes would be

encouraged to develop a framework of subsidies for

the tem pora ri ly unem p l oyed . This sys tem co u l d

opera te in con ju n cti on with unem p l oym ent insu r-

a n ce and be financed by a small su rch a r ge on state

u n em p l oym ent taxe s . Al tern a tively, s t a tes co u l d

operate federally backed low-interest loan programs

p aying the Med i c a re Plus prem iums of the unem-

p l oyed , with full or partial for giveness of fered to

workers whose income after regaining employment

fell bel ow a spec i f i ed level . At a minimu m , s t a te s

would be requ i red to provi de en ro ll m ent inform a-

ti on to all rec i p i ents of j obless ben ef i t s . S t a tes that

opera ted su ch progra m s , wh i ch would be largely

s el f - f i n a n c i n g, would receive a redu cti on in thei r

contribution requirement proportional to the num-

ber of unemployed residents assisted.

The rep l acem ent of s t a te insu ra n ce progra m s

with altern a tive arra n gem ents poses unavoi d a bl e

challenges. This is as true of many tax credit propos-

als as it is of the Medicare expansion outlined here.

Rep l acing Medicaid and S-CHIP with a ref u n d a bl e

tax credit, for example, could easily cause some for-

m er ben ef i c i a ries to lose ben ef i t s , f ace high er co s t s ,

or fail to obtain coverage. By comparison, the tran-

s i ti on process envi s i on ed under this proposal con-

tains on ly minor ri s k s . All current Medicaid and

S-CHIP ben ef i c i a ries with ties to the work force

would be autom a ti c a lly guara n teed covera ge , a n d

most would be el i gi ble for gen erous su b s i d i e s .

Virtually all of the remaining beneficiaries would be

m em bers of pop u l a ti ons that states are requ i red by

federal law to cover—most notably, individuals who

m eet el i gi bi l i ty cri teria for the form er Aid to

Families with Depen dent Ch i l d ren progra m , preg-

nant wom en , and very poor ch i l d ren . At the same

ti m e , s t a tes would have overwh elming financial

i n cen tives to move these rec i p i ents into Med i c a re

P lu s . F i n a lly, a ll form er Medicaid ben ef i c i a ri e s

would be guaranteed supplemental benefits through

state or federal wraparound programs.

Administration

A crucial virtue of this proposal—or crucial vice, for

those who harbor deep - s e a ted animus tow a rd the

Health Ca re Financing Ad m i n i s tra ti on (HCFA)—

is that it builds on well - e s t a bl i s h ed and ti m e - te s ted

i n s ti tuti ons of ad m i n i s tra ti on and finance . Th i s

ch oi ce is not inciden t a l : Med i c a re is a familiar and

overwh el m i n gly popular progra m , Am eri c a n s’

f a m ed distrust of govern m ent notwi t h s t a n d i n g.1 3

Ju d ged ac ross many dimen s i on s , m oreover, it su c-

ceeds ad m i ra bly in covering a high - n eeds pop u l a-

ti on that priva te insu rers shu n n ed almost en ti rely

before its implem en t a ti on . It has a well - devel oped ,

if not well-funded, administrative infrastructure; an

e s t a bl i s h ed sys tem of priva te ad m i n i s tra tive inter-

m ed i a ri e s ; a soph i s ti c a ted hospital and phys i c i a n

payment schedule;an improving procedure for con-

tracting with private health plans; and,above all, an

accepted and longstanding place in American med-

ical finance . Any health policy analyst could no

doubt dream up health financing systems that work

far better than Medicare does. But existing and nec-

e s s a ri ly imperfect insti tuti ons — wh et h er publ i c

programs or priva te ben ef i ts—should first be

judged,not against rosy visions of ideal reforms, but

against concrete alternatives. Expanding Medicare is

the best ro ute to inclu s ive and nati on a lly com p a ra-

ble coverage that reaches all Americans not insured

through employment.

That said, the new re s pon s i bi l i ties inherent in

this proposal wi ll requ i re improvem ents in Med i-

13 Ninety-five percent of Americans believe it is “important” or “very
important” that Medicare be preserved, putting it alongside Social
Security as the cherished core of American social insurance. And among
Americans within 15 years of entering the program, Medicare is more
trusted as a provider of high-quality and easily accessible care than
either employer-sponsored insurance or privately purchased individual
coverage. Cathy Schoen et al. Counting on Medicare: Perspectives and
Concerns of Americans Age 50 to 70. New York: The Commonwealth
Fund, 1999.



care’s occasionally creaky administrative machinery,

i f on ly because this proposal envi s i ons a major

ex p a n s i on of the progra m . Because Med i c a re’s

ad m i n i s tra tive costs are alre ady qu i te low (less than 

percent of total program expenditures), administra-

tive spending could be boo s ted wi t h o ut bri n gi n g

ex pen d i tu res any wh ere close to the ad m i n i s tra tive

costs of private health plans.

Under this proposal,HCFA would have primary

re s pon s i bi l i ty for Med i c a re Plu s , as it does now for

Med i c a re . The Social Sec u ri ty Ad m i n i s tra ti on and

Tre a su ry and Labor dep a rtm ents would see the

ex p a n s i on of t h eir historical roles as managers of

the FICA tax system and regulators of the operation

and tax treatment of private health plans. As already

discussed, states would also have important admin-

i s tra tive duties rel a ted to the en ro ll m ent of n on -

workers in Med i c a re Plus and, i f t h ey so ch o s e , t h e

provision of wraparound coverage. With few excep-

ti on s , t h en , Med i c a re Plus would expand ex i s ti n g

ad m i n i s tra tive insti tuti ons ra t h er than cre a te new

ones.

Like Medicare, Medicare Plus would consist of a

default fee - for- s ervi ce program co u p l ed with a sys-

tem of contracts with private health plans. Medicare

P lus would use ex i s ting Med i c a re ra te s , ad ju s ted

when necessary for the lower costs of the non-elder-

ly. In servi ce areas wh ere Med i c a re covera ge doe s

not now extend, new rate schedules would be devel-

oped based on ex i s ting met h odo l ogi e s . Med i c a re

Plus would contract with private health plans using

procedu res similar to those now used or under

devel opm ent by HCFA . Because en ro ll ees in

Med i c a re Plus are more likely to be familiar wi t h

health maintenance organizations and other private

p l a n s , and less likely to have ch ronic con d i ti on s ,

t h ey wi ll prob a bly be more intere s ted in priva te

plans than are el derly Med i c a re ben ef i c i a ri e s . O n

the other hand, because Med i c a re Plus wi ll cover a

m ore com preh en s ive ra n ge of ben efits than

Med i c a re , Med i c a re Plus en ro ll ees may have less

incentive than Medicare beneficiaries to join private

plans of fering ben efits not covered under the fee -

for-service program.

Financing

Nei t h er the payro ll - b a s ed con tri buti ons nor the

premiums are designed to cover the full cost of pro-

viding Medicare Plus benefits. The chief reasons for

this are fivefold:

• The oppo s i ti on of businesses that do not pro-

vi de insu ra n ce would likely be overwh elming if t h e

p ayro ll - b a s ed con tri buti ons were ra i s ed to a level

cl o s er to full funding. Un der this propo s a l , a ll

em p l oyers would make some con tri buti on to the

cost of i n su ra n ce , but none is forced to assume a

large new burden.

• A high er tax, even wh en proporti onal to

i n com e , also places a significant bu rden on low -

wage workers, who are not only least capable of pay-

ing any new lev y, but also most likely to have

e a rn i n gs at or near the minimum wage . For these

workers , n ew labor costs cannot be fully of fs et by

wage cuts and may increase unemployment.

• The prem iums and payro ll - b a s ed con tri bu-

ti ons are set so that vi rtu a lly all working and non -

working participants in Med i c a re Plus wo u l d

p u rchase covera ge at high ly su b s i d i zed ra te s , wi t h

lower-income participants receiving a large subsidy.

This cannot be done wi t h o ut tapping into other

funding sources.

• Relying on mu l tiple sources of financing guard s

a gainst the disru pti ons that might occur if a ny on e

source failed to produce the expected revenue.

• Most important from a po l i tical standpoi n t ,

mu l ti p l e - s o u rce financing is essen tial if l egi s l a tors

are to minimize the visible new costs that Americans

Expanding Medicare is the best route to inclusive and 

nationally comparable coverage that reaches all Americans 

not insured through employment. 



wi ll face . Cu rrent financing arra n gem ents funda-

m en t a lly ob s c u re the real costs to Am ericans of

health insurance. Any transition away from this sys-

tem wi ll requ i re careful policy ch oi ces de s i gn ed to

avoid imposing large, visible, and immediate losses,

and this entails sacrificing some degree of clarity in

the interest of political feasibility.

The magnitude of the funding shortfall depends

on three principal factors : () the gen ero s i ty of

Med i c a re Plus covera ge , () the nu m ber of workers

whose em p l oyers ch oose to make payro ll - b a s ed

con tri buti ons ra t h er than to spon s or qu a l i f i ed cov-

erage, and () the income and health characteristics

of those who en ro ll in the progra m , wh i ch wo u l d

influence both revenues and costs. Since the benefit

package has already been discussed, the brief analy-

sis that fo ll ows examines the second and third of

these three crucial factors.

How Many Americans Will Be Enrolled in 

Medicare Plus?

This proposal requ i res firms to provi de basic health

covera ge , but all ows them to limit their financial

obl i ga ti ons by en ro lling workers in Med i c a re Plu s . It

t hus incorpora tes the core el em ent of the (now

mu ch - m a l i gn ed) play - or- p ay plans of the early

   s , wh i ch were su bj ect to a nu m ber of s ep a ra te

e s ti m a ti on s .1 4 Al t h o u gh this proposal differs marked-

ly from these earl i er plans, the va rious analyses con-

du cted non et h eless provi de some guidance as to its

l i kely ef fect s .

The key va ri a ble in esti m a ting the nu m ber of

working Am ericans who wi ll be covered under a

p l ay - or- p ay proposal is the “p ay ” requ i rem en t —

that is, the share of p ayro ll that em p l oyers are

requ i red to con tri bute to the public plan if t h ey

ch oose not to insu re their workers . A lower con tri-

buti on requ i rem ent wi ll re sult in more workers

en ro lling in the public plan.1 5 Typ i c a lly, a n a lys t s

h ave assu m ed that em p l oyers (and, by implicati on ,

workers) do not care wh et h er covera ge is public or

priva te , and wi ll ch oose the opti on that minimize s

costs. This assumption seems persuasive with regard

to firms that do not spon s or insu ra n ce but som e-

what more qu e s ti on a ble with rega rd to firms that

do. After all, these latter firms sponsor insurance in

the absen ce of a ny covera ge requ i rem en t , pre su m-

ably because of labor competition and tax policy. If

workers in this firm’s labor pool continued to desire

priva te covera ge , and if tax policy rem a i n ed essen-

ti a lly the same, these em p l oyers might con ti nue to

s pon s or priva te insu ra n ce de s p i te being able to

obtain public pro tecti ons for a lower co s t . Bec a u s e

of the significant uncertainty surrounding employer

re s pon s e s , forecasts based on the assu m pti on that

em p l oyers minimize costs should be con s i dered

upper-bound estimates of public plan enrollment.

Previous estimates suggest that at a  percent to

 percent contribution rate, between  percent and

 percent of the non - el derly pop u l a ti on would be

covered by public insu ra n ce , com p a red wi t h

a pprox i m a tely  percent tod ay. It is important to

recognize, however, that most of this increase is due

to the movem ent of Am ericans who are uninsu red

or have non - group insu ra n ce into public covera ge ,

not the tra n s fer of workers out of em p l oym en t -

based health plans. Indeed, earlier estimates suggest

that even at con tri buti on ra tes as low as  percen t ,

the share of Am ericans en ro ll ed in em p l oym en t -

based plans would most likely increase as the unin-

su red and non - group insu red moved into bo t h

public coverage and workplace plans.

This would cert a i n ly not be the case if the payro ll

con tri buti on ra te were  percent or lower. S ti ll , t h e

shift from priva te group covera ge to Med i c a re Plu s

m i ght not be as large as earl i er esti m a tes su gge s t . In

14 For example, The Pepper Commission. A Call for Action. Washington:
U.S. GPO, 1990; Jack A. Meyer and Sharon Silow-Carroll (eds.,). Building
Blocks for Change: How Health Care Reform Affects Our Future. Reston,
VA: ESRI, 1993; John Holahan, Marilyn Moon, W. Pete Welch, and
Stephen Zuckerman. Balancing Access, Costs, and Politics: The American
Context for Health System Reform. Washington: Urban Institute, 1991;
Sheila R. Zedlewski, Gregory P. Acs, and Colin W. Winterbottom. “Play-
Or-Pay Employer Mandates: Potential Effects.” Health Affairs 11
(1)(2000): 61–83. 

15 Many of these earlier estimates further assume that employers mini-
mize their direct contributions under each option (rather than total pre-
miums, including the share paid by workers). Yet it is not clear why the
respective shares of the premium paid by employers and workers should
make a difference for firm decisions (as long, of course, as both receive
favorable tax treatment). Rather, employers would be expected to com-
pare the total cost required to provide coverage via private insurance to
the total cost of providing insurance under public auspices.



the first place ,s i n ce the early    s , em p l oyers have

kept health costs in ch eck du ring a peri od of i m pre s-

sive wage growth. As already noted, employer health

s pending is lower as a share of w a ges now than it was

a dec ade ago. Moreover, the recent upswing in the

i n c i den ce of em p l oym en t - b a s ed covera ge masks a

l on g - term decline in ra tes of plan spon s orship and

covera ge among low - w a ge em p l oyers .G iven that the

employers most likely to take advantage of the “pay”

opti on incre a s i n gly do not provi de health ben ef i t s ,

the ex pected shift from public to priva te covera ge

m ay well be less significant tod ay than it was a

dec ade ago. F i n a lly,  percent repre s ents on ly the

m a n d a tory em p l oyer con tri buti on , not the total co s t

of Med i c a re Plus covera ge . Workers with incom e s

a bove    percent of the federal poverty line wo u l d

h ave to pay ad d i ti onal prem iu m s , so the ef fective

con tri buti on could exceed  percent for workers

obtaining single covera ge and  percent for workers

obtaining family coverage.16

Al t h o u gh rel i a ble forecasts wi ll requ i re

m i c ro s i mu l a ti on model i n g, a very ro u gh high - en d

estimate based on earlier studies and current data is

that approx i m a tely  percent to   percent of t h e

n on - el derly pop u l a ti on would be en ro ll ed in

Med i c a re Plus wh en the program was fully imple-

m en ted .1 7 Put more simply, the plan would be very

l a r ge — cert a i n ly larger than was con tem p l a ted (at

least open ly) by any of the spon s ors of p l ay - or- p ay

proposals in the past, wh en cri tics loudly ch a r ged

that a public plan with a third of the non - el derly

pop u l a ti on was an abandon m ent of the Am eri c a n

w ay.1 8 These cri tics wi ll re su rf ace wh a tever the size

of the public plan. But this is an area where an intu-

i tive and wi dely held noti on—that displacem ent of

em p l oym en t - b a s ed covera ge should be avoi ded at

all costs—is fundamentally at odds with good pub-

lic po l i c y. A large public plan should be em braced ,

not avoided. It is,in fact, key to fulfilling the goals of

this proposal.

The vi rtues of a large public plan are mu l ti p l e

and compelling. First,a large plan enrolling a signif -

icant share of the pop u l a ti on en su res that a divers e

c ro s s - s ecti on of Am ericans wi ll be within a com-

mon insurance pool, which is essential both for the

po l i tical strength of the program and to guard

against the prospect that the public plan will be sad-

dl ed with the high e s t - risk gro u p s . Secon d , a large

public plan facilitates cost control by simultaneous-

ly increasing the bargaining power of the publ i c

plan and the share of health costs paid by it. Third,

and perhaps most of ten overl oo ked , a large publ i c

plan en su res that subsidies for covera ge are ava i l-

a bl e , not just to the very poor and the previ o u s ly

uninsured, but to near-poor and lower-middle-class

workers, who are burdened the most by high premi-

ums and at the gre a test risk of losing covera ge .

Because the prem iums of em p l oym en t - b a s ed plans

e s s en ti a lly con s ti tute a regre s s ive head tax, a low

con tri buti on ra te and large public plan inevi t a bly

produce a more progressive distribution of the costs

of health covera ge than a high er con tri buti on ra te

and smaller public plan.

Al t h o u gh anathema to the ph i l o s ophy of s om e

on the lef t , the noti on that the public sector should

cover lower- and middl e - i n come Am ericans wh i l e

l e aving the more afflu ent in priva te arra n gem ents is

not re a lly so exo tic or thre a ten i n g. Social Sec u ri ty ’s

ben efit formu l a , a f ter all , provi des income rep l ace-

m ent ra tes that are far lower for high - i n come work-

ers than for low - i n come workers , and few are su r-

pri s ed or dismayed that, as a re su l t , most upper-

16 The highest effective rate would be paid by a worker at exactly 300
percent of the federal poverty level—roughly, $25,500 for an individual
and $51,000 for a family of four. With the full Medicare Plus premium
set at $600 per year for an individual and $1,680 for a family, the effec-
tive rates would go up by 2.3 percentage points (600 divided by 25,500)
and 3.3 percentage points (1,680 divided by 51,000), respectively. 

17 This would include all or virtually all former recipients of Medicaid and
other public insurance programs (approximately 9 percent to 10 percent
of the non-elderly population); nearly all of the previously uninsured (15
percent to 18 percent of the non-elderly population); 80 percent to 100
percent of Americans with non-group insurance (4 percent to 5 percent
of the non-elderly population); and a third to three-fifths of Americans

who are currently covered by employment-based coverage (22 percent
to 39 percent of the non-elderly population). These expected enrollment
rates use the high-end estimates of Zedlewski, Acs, and Winterbottom,
2000, as the low end of the range of possible effects. Data on the cur-
rent distribution of coverage among the non-elderly come from the
Current Population Survey tabulations of John Holahan and Johnny Kim.
“Why Does the Number of Uninsured Americans Continue to Grow?”
Health Affairs 19 (4): 189. 

18 Confusingly, a chorus of criticism also raised the concern that the pub-
lic plan would be too small—an unpopular, stigmatizing, residual plan
enrolling only those on the periphery of the economy or dependent
upon public assistance.



i n come workers obtain priva te su pp l em en t s . In the

Net h erl a n d s , a bo ut a third of c i ti zens are all owed to

remain out s i de the statutory health progra m , wi t h

no dire ef fect s . Similar rules app ly in Germ a ny. In

con tra s t , the trad i ti onal Am erican approach has been

to target new covera ge at the bo t tom third of t h e

i n come scale while trying not to distu rb covera ge

a m ong the top two - t h i rd s . But the bet ter approach ,

on both po l i tical and distri butive gro u n d s , is qu i te

the oppo s i te : Provi de good , a f ford a ble covera ge to

the bo t tom two - t h i rds of Am eri c a n s , and let the top

on e - t h i rd essen ti a lly do what they please.

O f co u rs e , c ri tics wi ll dec ry this approach as an

u n s topp a ble ex p a n s i on of govern m en t’s purvi ew.

But they will also argue for a minimal tax on strug-

gling small and low-wage firms,and a lower tax will

mean a larger public program. Moreover, the initial

en ro ll m ent in the public plan wi ll not be etch ed in

s ton e . If the priva te sector keeps insu ra n ce co s t s

down,then an increasing number of workers will be

shifted back into employment-based plans. Nothing

in this plan prevents em p l oyers from provi d i n g

qualified coverage on their own. In contending that

the scope of the public plan wi ll inexora bly grow,

oppon ents must essen ti a lly con cede that em p l oyers

cannot be co u n ted on to provi de insu ra n ce or

restrain the growth of private premiums.

What Will Be the Characteristics of Medicare Plus

Enrollees?

In ad d i ti on to the vi rtues just enu m era ted , a large

p u blic plan also ad d resses the second major cri ti-

cism of past play - or- p ay propo s a l s : that the publ i c

plan wi ll be su bj ect to a deva s t a ting influx of t h e

u n h e a l t hy. Su ch adverse sel ecti on is alw ays a po ten-

tial probl em , but mu ch less so wh en half or more of

Am ericans under age  a re en ro ll ed in the publ i c

plan.

To begin wi t h , those most likely to be moved into

p u blic covera ge are prob a bly n ot mu ch more co s t ly

than avera ge .1 9 Al t h o u gh some of the uninsu red are

in poor health (in part because they lack insu ra n ce ) ,

m a ny are young and inex pen s ive to insu re . The same

is true of l ower- w a ge workers . Past esti m a tes su gge s t

that the overa ll costs of u n i n su red Am ericans should

be abo ut equal to the rest of the pop u l a ti on on ce

t h ey are covered . If Med i c a re Plus simply en ro ll ed all

c i ti zens up to a given wage level — say, t h ree ti m e s

the poverty level — t h ere would be little re a s on to

ex pect significant adverse sel ecti on .

But , of co u rs e , that is not what Med i c a re Plu s

would do. E m p l oyers that can obtain lower ra tes in

the priva te market are free to opt out of the progra m ,

and indivi duals and families can el ect to get back  

percent of em p l oyer payro ll con tri buti ons to purch a s e

covera ge on their own . As a re su l t , em p l oyers wi t h

h i gh - risk work forces would have a stron ger financial

i n cen tive to pay the fixed payro ll con tri buti on than

s i m i l a rly situ a ted em p l oyers with low - risk work-

force s , and high - risk indivi duals and families wo u l d

be less likely to opt out of Med i c a re Plus than low -

risk indivi duals and families. These re s ponses wo u l d

raise the avera ge risk of en ro ll ees in Med i c a re Plu s .

For several re a s on s , the prob a ble ef fect appe a rs

m a n a ge a bl e . With rega rd to em p l oyers’ beh avi or,

the overriding determinant of the ch oi ce bet ween

public and private coverage would be average wages

ra t h er than the health ch a racteri s tics of workers ,

because the cost of coverage is so heavily subsidized

at lower wage level s . In ad d i ti on , n e a rly all small er

f i rms would prob a bly en ro ll their workers in

Medicare Plus to avoid the large administrative and

l oading costs of priva te insu ra n ce in the small -

group market . Thu s , most firms that opted out

would be larger groups, which would be expected to

have more heterogeneous risk profiles. Moreover, to

the extent that there was moderate adverse selection

a gainst Med i c a re Plus because high - risk gro u p s

opted in, this could be defended as the equivalent of

a federal high - risk poo l , pro tecting the priva te

group market from the de s t a bilizing ef fects of a n

extremely skewed distribution of risks.

19 The only possible exception is the 12 million Americans with non-
group insurance, who do appear to be above-average risks. Mark Pauly
and Bradley Herring, Pooling Health Insurance Risks, Washington: AEI,
1999, ch. 6; Alice M. Rivlin, David M. Cutler, and Len M. Nichols. “Cost
Estimates: Authors Respond.” Health Affairs Supplement (Spring 1994):

55; P. Anthony Hammond. “Actuarial Memorandum: Premiums in
Regional Health Alliances under the Clinton Administration’s Proposed
Health Security Act.” Health Insurance Market Reform, Hearing before
the Committee on Finance, United States Senate, 103rd Congress, 2nd
Session, February 1, 1994, Washington: U.S. GPO, 1994, pp. 102–4.



If adverse sel ecti on were more severe , s evera l

po s s i ble rem edies could be adopted . An obvi o u s

solution would be to impose community rating and

o t h er reforms on the priva te insu ra n ce sector. But

this would inspire considerable political opposition

and interfere with the practi ces of s el f - i n su red

health plans. Instead, an attractive halfway measure

would be to make it more difficult for employers to

shift bet ween public and priva te covera ge . For

example, exemptions from the payroll-based contri-

butions could be renewed on a five- or -year basis

rather than annually, forcing employers to stay in or

out of Medicare Plus for a long, continuous period.

E m p l oyers could also be pen a l i zed for opting into

the plan in proporti on to the nu m ber of ye a rs they

h ad stayed out s i de it, d i s co u ra ging opportu n i s ti c

switching as workforces age.

Similar rem edies could be used to redu ce

adverse sel ecti on caused by the indivi dual opt - o ut

provision, but fewer problems should arise here for

at least four re a s on s . F i rs t , those who opt out of

Med i c a re Plus receive back on ly the amount that

their employer contributed to the program,minus a

 percent penalty designed to reduce adverse selec-

ti on . In other word s , no incom e - rel a ted su b s i d i e s

a re ava i l a ble for the purchase of n on - group cover-

age. Second, private non-group coverage is, in most

cases, not eligible for special tax treatment.20 For all

but very-high-income buyers,this means that a fair-

ly substantial portion of private premiums will have

to be paid with after-tax dollars. Third, opting out of

Med i c a re Plus wi ll requ i re an affirm a tive dec i s i on

and a po ten ti a lly co s t ly search . Evi den ce on priva te

ben efit plans su ggests that, even with minimal

switching costs, levels of participant inertia are very

high.21 Fourth, and finally, non-group premiums are

com p a ra tively ex pen s ive and, a b s ent insu ra n ce

reform, undoubtedly will remain so.

For po l i tical re a s on s , it seems pru dent to all ow

people to leave Med i c a re Plus if t h ey have qu a l i f i ed

priva te covera ge . Some afflu ent Am ericans wi ll su re-

ly seize this expensive exit option,as do affluent citi-

zens in other social insu ra n ce sys tems that all ow it.

But in practi ce very few Am ericans wi ll find the

rebate attractive.

Additional Financing

Despite the advantages of a lower contribution rate,

it does have the disadva n t a ge that it bri n gs in less

revenue per en ro ll ee , even as it increases the size of

the public plan. The amount of revenue for gone at

l ower con tri buti on ra te s , h owever, is not propor-

tional to the reduction in the rate. This is because a

s i gnificant proporti on of en ro ll ees in Med i c a re

P lus — public assistance rec i p i en t s , n on - workers ,

very - l ow - w a ge workers— would pay little or noth-

ing tow a rd the cost of covera ge at any tax ra te .

Furthermore, as the tax rate goes up, fewer employ-

ers con tri bute to the plan, and they con tri bute less

on avera ge . F i n a lly, as alre ady discussed , advers e

s el ecti on is likely to be a gre a ter probl em at high er

contribution rates than at lower ones.

The contribution rate and premiums envisioned

in this proposal cl e a rly imply a significant net gov-

ern m ent co s t .2 2 How significant a cost is the bi g

qu e s ti on . It be a rs noting that several fe a tu res of t h e

proposal help to keep net ex pen d i tu res in ch eck .

F i rs t , a ll workers en ro ll ed in Med i c a re Plus have a

share of their wages automatically devoted to health

i n su ra n ce . Al t h o u gh this proporti on is rel a tively

m odest and wi ll cover on ly a small fracti on of t h e

cost of covera ge at the lowest wage level s , s om e

workers who previously received public coverage for

f ree wi ll now make a con tri buti on , while some wi t h

h i gh er earn i n gs wi ll pay all or most of the cost of

their coverage. This differentiates this proposal from

plans relying on ref u n d a ble tax credits or ex p a n s i on s

of l ow - i n come progra m s , because these plans typ i-

20 The exceptions are when it is purchased by the self-employed, or
when premiums plus health costs exceed 7.5 percent of income, under
the deduction for extraordinary medical expenses. If the opt-out provi-
sion were destabilizing Medicare Plus, however, the extraordinary
expense deduction could be amended to exclude private non-group
insurance premiums.

21 Brigitte C. Madrian and Dennis F. Shea. “The Power of Suggestion:
Inertia in 401(k) Participation and Savings Behavior.” National Bureau of

Economic Research Working Paper No. W7682, Cambridge: NBER, May
2000.

22 This is to be distinguished from a net cost to the economy as a
whole. In the short term, new spending on the uninsured would raise
economy-wide costs, but if Medicare Plus effectively slowed the rate of
increase in health expenditures, these costs would be outweighed by
savings quickly.



cally raise little or nothing directly from recipients.

Secon d , this proposal limits new subsidies for

covera ge to those insu red by Med i c a re Plu s .

Al t h o u gh the ra ti onale for this fe a tu re is discussed in

the next secti on , the important point to note is that

it further reduces the budgetary costs of the plan.

Th i rd , the proposal el i m i n a tes federal spen d i n g

for S-CHIP and for some porti ons of the Med i c a i d

program, while recapturing a large share of previous

state spending for these purposes (as well as unspent

S-CHIP funds). By va s t ly reducing the strain on

provi ders that serve low - i n come com mu n i ti e s , i t

would also allow for a significant reduction in feder-

al and state spending on disproporti on a te share

hospital payments.

Fo u rt h , the proposal wi ll natu ra lly cre a te three

positive revenue effects: a reduction in tax subsidies

for workers who shift from tax-favored private cov-

era ge into Med i c a re Plu s , a redu cti on in tax su b s i-

dies now re a l i zed by people who purchase very

expensive health coverage, and a long-term increase

in payro ll and income tax recei pts caused by the

su b s ti tuti on of w a ges for health ben efits amon g

f i rms that pay less for insu ra n ce than they wo u l d

have without reform.

Non et h el e s s , ad d i ti onal financing wi ll be need-

ed. A significant share could come from the -year

budget surplus, roughly  trillion of which is due to

the recent slowdown in the growth of Medicare and

Med i c a i d .2 3 Ta ble  lists a handful of ad d i ti on a l

sources of revenue that could potentially be tapped.

(The list is illu s tra tive , not ex h a u s tive.) All recei pt s

TABLE 4

Other Potential Sources of Revenue, with CBO Estimates

Source Revenue, - Rationale

Expand Medicare to include . billion Most excluded workers qualify for 

uncovered public employees coverage on the basis of another job

or their spouse’s employment.

One to  percent “health tax” No CBO estimates Would compensate for adverse 

on private insurance payments available selection against Medicare Plus and

or provider revenues from ensure that high-income workers

private sources made some contribution to the program.

Would also reduce externality costs of

rising private health costs

Increase the cigarette tax Up to  billion Increasing excise taxes would reduce 

up to  cents/pack the health costs of smoking.

Increase the federal alcohol tax Up to  billion Increasing excise taxes would reduce

up to  per proof gallon the health costs of alcohol consumption.

Three percent excise tax on – billion Would reduce the subsidy for benefits 

non-retirement fringe benefits without requiring the valuation of each 

employee’s benefits.

Sources: Congressional Budget Office. Budget Options. Washington: Author, March 2000; Sherry Glied. Chronic Condition: Why Health Reform
Fails. Cambridge: Harvard University Press, 1997, ch. 8.; Sheldon D. Pollack. “It’s Alive.” American Prospect 11 (17) (July 31, 2000).

23 Karen Davis, Cathy Schoen, and Stephen C. Schoenbaum. “A 2020
Vision for American Health Care.” Annals of Internal Medicine 160 (22)
(2000).



would be tra n s ferred direct ly into a ded i c a ted

Med i c a re Plus trust fund that would have access to

perm a n ent bu d get aut h ori ty, a ll owing bu d get

resources to be spent without new legislation.24

Fiscal Sustainability

Programs need to do more than get up and running;

t h ey must also be fiscally su s t a i n a ble over ti m e .

Given that medical cost escalation has fairly consis-

tently outpaced wage growth, is there any reason to

expect that a public program covering a defined set

of ben efits would be able to con ti nue into the

f utu re , a b s ent hu ge tax increases? And what assu r-

ances are there that the surplus that now makes gen-

eral revenues look attractive won’t eva pora te in the

f utu re , forcing a Darwinian stru ggle among a ra s h

of underfunded programs? The second question has

an easy answer: There is no assurance that any pro-

gra m , even one financed solely by earm a rked con-

tri buti ons and possessing en ti t l em ent statu s , wi ll

not con f ront futu re fiscal pre s su re s . The su gge s ti on

that gen eral revenues should finance a porti on of

Med i c a re Plus ref l ects twin policy ju d gm en t s : f i rs t ,

that the su rp lus is due in su b s t a n tial part to redu c-

tions in Medicare and Medicaid spending; and, sec-

ond,that the program should not be financed solely

by payro ll levi e s , wh i ch would impose exce s s ive

costs on lower- w a ge workers and the firms that

em p l oy them . It also ref l ects a po l i tical ju d gm en t

that Medicare Plus will be large and popular enough

to weather potential fiscal storms.

The broader con cern abo ut fiscal su s t a i n a bi l i ty

is more seri o u s . Here too, h owever, i m portant fe a-

tu res of Med i c a re Plus promise to keep its co s t s

m a n a ge a ble over ti m e . In the first place , a f fected

businesses wi ll put heavy po l i tical pre s su re on

Con gress to minimize the payro ll - b a s ed con tri bu-

tions. Although these contributions are not the only

financing source, keeping them at modest levels will

act as an ef fective re s traint on program growt h . It

will also ensure that Medicare Plus enrolls a signifi-

cant share of the work force , maximizing the pro-

gra m’s abi l i ty to use its con cen tra ted purch a s i n g

power to keep medical expenditures in check.

In deed , i f su s t a i n a bi l i ty is a con cern , it app l i e s

equ a lly well to priva te - s ector spen d i n g. Med i c a l

costs that rise con s i s ten t ly faster than the econ omy

as a whole translate into a growing share of national

i n come devo ted to health care , wh et h er those co s t s

a re financed by public or priva te source s . Th ere is

no com pelling re a s on to ex pect that Med i c a re Plu s

would be more profligate than the private sector. To

the contrary, if Medicare’s experience since the early

   s is any guide , Med i c a re Plus should be at least

as capable of con tro lling costs as priva te health

p l a ns — i n deed , b a s ed on the past few ye a rs of

e s s en ti a lly zero growt h , s i gn i f i c a n t ly more capabl e .

But if em p l oyers did hold down costs more ef fec-

tively, t h en priva te insu ra n ce would becom e

i n c re a s i n gly attractive com p a red with Med i c a re

P lu s . And if, by con tra s t , priva te health prem iu m s

were not kept in line,an increasing share of employ-

ers would en ro ll their workers in Med i c a re Plu s . In

short, the structure of the proposal ensures that the

sector most capable of controlling costs gains a larg-

er share of the population. It does so, moreover, in a

con text in wh i ch minimum standards for covera ge

and strong pro tecti ons for lower- w a ge workers

would ensure that cost containment did not simply

equal cost shifting.

Horizontal Equity

The financial architecture of this proposal raises the

i m portant issue of “h ori zontal equ i ty,” the noti on

that similarly situ a ted Am ericans should be tre a ted

s i m i l a rly. Un der this propo s a l , Am ericans wi t h

i n comes bel ow    percent of the poverty level

would receive high ly su b s i d i zed covera ge if t h ei r

em p l oyer el ected to make payro ll - b a s ed con tri bu-

tions to Medicare Plus, but only existing federal tax

subsidies if they did not. Thus, a low-income work-

er whose employer sponsors coverage would receive

significantly less in federal subsidies than a similarly

situated worker enrolled in Medicare Plus.

This probl em could be recti f i ed by provi d i n g

24 Some may find it strange to create a trust fund when full funding for
Medicare Plus would not come from earmarked payroll taxes. But this is
quite consistent with the financing of many existing trust funds, includ-
ing Medicare’s Part B trust fund, which is financed principally by general
revenues. See Eric M. Patashnik. Putting Trust in the U.S. Budget:
Federal Trust Funds and the Politics of Commitment. New York:
Cambridge University Press, 2000.



ad d i ti onal subsidies for health covera ge to low -

i n come workers who receive covera ge from thei r

employer—or, if desired, who purchase coverage on

t h eir own . But providing incom e - rel a ted su b s i d i e s

to all workers would be complicated (would subsidy

amounts va ry by regi on , for ex a m p l e , or with the

health characteristics of workers?),and it could raise

costs dramatically. It would also, of course, discour-

a ge em p l oyers with low - w a ge workers from

en ro lling in Med i c a re Plus by reducing the ex pen s e

of providing em p l oym en t - b a s ed covera ge . Th i s , i n

tu rn , would redu ce the abi l i ty of Med i c a re Plus to

pool risk and provi de com m on pro tecti on to low -

wage workers. In addition, there would be no guar-

a n tee that subsidies would cover a re a s on a bl e

porti on of the costs of covera ge , as there would be

u n der Med i c a re Plu s . Thu s , i f the probl em were

judged sufficiently pressing, a better solution might

be to furt h er lower the con tri buti on ra te for

em p l oyers insu ring their workers for the first ti m e

and perhaps also for em p l oyers with very small

groups or very-low-wage workforces.

In practi ce , n e a rly all small er and lower- w a ge

em p l oyers would likely ch oose to con tri bute to

Med i c a re Plus ra t h er than provi de covera ge on

t h eir own . For firms that had low avera ge wage s

or faced very high priva te prem iu m s , the po ten ti a l

s avi n gs of fered by Med i c a re Plu s’s fixed con tri bu-

ti on ra te would be overwh el m i n g. Low - w a ge

workers who obt a i n ed priva te covera ge from thei r

em p l oyers would therefore be pri n c i p a lly con cen-

tra ted in high - w a ge sectors in wh i ch the payro ll -

b a s ed con tri buti ons were larger and em p l oyers saw

adva n t a ges in providing insu ra n ce . Ava i l a ble evi-

den ce su ggests that low - w a ge workers in su ch

i n du s tries are alre ady tre a ted com p a ra tively well ;

t h eir ra tes of covera ge are high er and their aver-

a ge con tri buti ons lower than other low - w a ge

em p l oyee s .2 5

It also should be noted that those covered by pri-

va te em p l oym en t - b a s ed plans would con ti nue to

receive federal tax su b s i d i e s . These subsidies are

worth little to workers who face low marginal tax

ra te s , but they are qu i te va lu a ble for the high er-

i n come workers who are most likely to remain in

priva te work p l ace plans under this propo s a l . Th e

break-even point at which existing federal tax subsi-

dies would be gre a ter than federal subsidies for

Medicare Plus coverage is probably around ,

to , in annual income for a single worker and

  ,    to    ,    for a family of fo u r. ( By way of

com p a ri s on , the median household income in the

United States is about ,.) In effect, then, this

proposal would replace the regressive tax subsidy in

current law with a subsidy structure whose benefits

were distri buted more equ a lly ac ross the incom e

ladder, even without creating a complex new system

of tax credits.

Implementation

Because this proposal builds on ex i s ting insti tu-

ti on s , it could be implem en ted swi f t ly. Cert a i n ly

the task would be no more daunting than the ori g-

inal establ i s h m ent of Med i c a re , wh i ch , in the

pre - d i gital era , went from passage to the paym en t

of ben efits in a single ye a r. It is more re a l i s tic to

ex pect , h owever, that implem en t a ti on would be

ex ten ded over several ye a rs and bro ken down into

a series of d i s c rete step s . In that con tex t , the key

i s sue would be wh et h er each step increases the

ch a n ce of f utu re progress tow a rd full implem en t a-

ti on or, to the con tra ry, blunts po l i tical interest in

f u rt h er movem ent or even all ows oppon ents to

s c uttle progress altoget h er.2 6

In practice, nearly all smaller and lower-wage employers 

would likely choose to contribute to Medicare Plus

rather than provide coverage on their own.

25 Jon Gabel et al. “Class and Benefits at the Workplace.” Health Affairs
18 (3) (1999): 144–50.

26 Alan Weil. “Increments Toward What?” Health Affairs 20 (1) (2001):
68–82.



The typical American approach is to extend cov-

era ge by pop u l a ti on gro u p : f i rs t , the el derly; t h en ,

poor children; then, the near-elderly; then, the par-

ents of poor ch i l d ren ; and so on . The adva n t a ge of

this approach is that it fixes po l i tical atten ti on and

public sympathy on specific vulnerable groups that,

as a rule,are not expected to be able to obtain cover-

a ge on their own . But the adva n t a ges of t h i s

approach are counterbalanced by a principal disad-

va n t a ge : The divi de - a n d - cover stra tegy does not

l end itsel f to re ady movem ent beyond the target

pop u l a ti on . Wh en public assistance for a re s i du a l

group is defen ded as a special excepti on , everyon e

else is presumed to be well served by the status quo.

At the same time, addressing the plight of the most

s ym p a t h etic groups furt h er redu ces interest in a

gen eral soluti on . Thu s , while Med i c a re Plus co u l d

well begin by covering a specific population, such as

ch i l d ren , t h ere would be no assu ra n ce that this ini-

tial step would be fo ll owed by others , a n d , in fact ,

some reason to think it would not.

A more promising ro ute would be to phase in the

com pon ents of the proposal on an ex ten ded

ti m et a bl e . This could be done by, for ex a m p l e , s of t-

ening the initial requ i rem ents for em p l oyers , su b s i-

dizing firms being asked to provi de covera ge for the

f i rst ti m e , exem pting certain em p l oyers at the out s et ,

or gradu a lly moving non - workers and low - w a ge

workers from state programs into Med i c a re Plu s .

Two fe a tu res of the propo s a l , in parti c u l a r, could be

delayed or softened substantially without sacrificing

its fundamental goa l s . The first is the limit on tax-

f ree em p l oyer- s pon s ored health ben ef i t s , wh i ch

would affect few ex i s ting plans but could be made

even less thre a tening wi t h o ut cri ppling the propo s a l .

The second is the indivi dual mandate . Because all

workers would be en ro ll ed in priva te plans or

Med i c a re Plu s , while many non - workers would be

form er rec i p i ents of s t a te programs who would be

a utom a ti c a lly en ro ll ed as well , the remaining pool of

the uninsu red would consist pri n c i p a lly of peop l e

who are bet ween jobs and high er- i n come citi zen s

who have ch o s en to for go insu ra n ce . Covering Am er-

icans who con ti nue to go wi t h o ut insu ra n ce even

a f ter being inform ed of the high ly su b s i d i zed pro tec-

ti ons ava i l a ble under Med i c a re Plus would natu ra lly

be a lower pri ori ty than guara n teeing basic health

s ec u ri ty for low - w a ge workers who now lack it.

The approach I have just out l i n ed is best term ed

“l a r ge-scale increm en t a l i s m ,” and it is similar to the

s tra tegy pursu ed by Med i c a re’s ori ginal arch i tect s ,

who saw public covera ge for the el derly as merely the

f i rst step tow a rd universal health insu ra n ce .2 7 Wi t h-

o ut adopting the high ly categorical ro ute that

Med i c a re’s arch i tects too k , it is po s s i ble to outline a

com p a ra ble step - by - s tep agenda for full re a l i z a ti on

of this proposal that would play out over five or   or

even  years following initial legislative enactment.

Step : Laying the Fou n d a ti o n . In the initial ye a r

a f ter en actm en t , em p l oyers and indivi duals wo u l d

be allowed to buy into Medicare Plus, with employ-

ers that enrolled their workers in the program mak-

ing payro ll - b a s ed con tri buti on s . Tra n s i ti onal ra te

redu cti ons for em p l oyers newly insu ring thei r

workers would be made available and widely publi-

c i zed . Because their va lue would phase out over  

ye a rs , t h ere would be strong incen tives for em p l oy-

ers to take adva n t a ge of these redu cti ons immed i-

a tely. S t a tes would begin the process of m ovi n g

Medicaid and S-CHIP ben ef i c i a ries into Med i c a re

Plus.

Step : Re q u i ring Em pl oyer Spo n so rs h i p. In the

s econd phase of i m p l em en t a ti on , em p l oyers that

did not enroll their workers in Medicare Plus would

be requ i red to of fer, but not con tri bute to the co s t

of, at least one private health plan for their workers

that would have to meet very minimal standards to

receive favorable tax treatment.

Step : Re q u i ring Em pl oyer Co n tri bu ti o n s . In the

t h i rd ph a s e , em p l oyers that did not con tri bute at

least half of the cost of private coverage for full-time

workers would be requ i red to do so. Over a peri od

of ye a rs , the con tri buti on requ i rem ent would be

raised to the full cost. Simultaneously, the minimum

s t a n d a rds for priva te covera ge would be upgraded

gradually to ensure that private plans were at least as

generous as Medicare Plus.

Step : Closing Ga p s . If a non trivial proporti on

27 For a fuller explanation of the strategy behind Medicare and its only
partial success, see Theodore R. Marmor. The Politics of Medicare, 2d ed.
Hawthorne, NY: Aldine de Gruyter, 2000.



of Am ericans rem a i n ed uninsu red , the indivi du a l

m a n d a te would go into ef fect . The final two piece s

of the propo s a l , the cap on tax-free health ben ef i t s

and the tax on supplementary coverage, would also

be put in place ; yet these el em ents could be po s t-

poned indefinitely if circumstances required it.

This step - by - s tep approach is not, of co u rs e ,

wi t h o ut ri s k s . Perhaps the most thre a tening is that

oppon ents of the propo s a l , be a ten in the initial leg-

i s l a tive ro u n d , wi ll non et h eless rise anew to scut t l e

Med i c a re Plus later. This po s s i bi l i ty, m ade vivid by

the repeal of the Med i c a re Ca t a s trophic Covera ge

Act , would be far less likely if i n i tial en ro ll m ent in

Med i c a re Plus were su b s t a n tial and broad - b a s ed .

Not on ly would significant initial en ro ll m ent cre a te

a large pool of ben ef i c i a ries re ady to mobi l i ze aga i n s t

b ack track i n g ; it would also cre a te a new bu s i n e s s

con s ti tu ency in favor of con ti nu ed progre s s . Just as

l a r ge em p l oyers have typ i c a lly been more favora bl e

tow a rd em p l oyer mandate s , em p l oyers who en ro ll ed

t h eir workers in Med i c a re Plus would likely becom e

m ore su pportive of m e a su res requ i ring their com-

petitors to assume similar burdens.

In com p a ri s on , o t h er risks seem more tract a bl e .

It is tru e , for instance , that adverse sel ecti on is likely

to be significant with a voluntary buy-in option. Yet,

i f i m p l em en t a ti on proceeded as envi s i on ed , t h i s

would be a tem pora ry ph en om en on . In i tial unfavor-

a ble sel ecti on could be tre a ted as a tra n s i ti on co s t

and financed thro u gh short - term tra n s fers from

gen eral revenu e s . More tro u bl e s ome perhaps is the

po s s i bi l i ty that some em p l oyers wi ll drop covera ge

and en co u ra ge their workers to purchase Med i c a re

P lus on their own . Some mon i toring would prob a-

bly be nece s s a ry to prevent flagrant abuses of t h i s

option,and some “crowd-out” is to be expected. But

unless employers were already planning to eliminate

covera ge (in wh i ch case Med i c a re Plus would be

c u s h i oning an inevi t a ble bl ow ) , it seems unlikely

that they would wish to su d den ly con f ront thei r

workers with the fairly large direct costs of buyi n g

i n to Med i c a re Plus indivi du a lly, e s pec i a lly bec a u s e

these firms would be forfei ting the goodwi ll that

employer-sponsored coverage buys.

Political Robustness

This proposal runs against the grain of c u rren t

political debate in a number of key respects. It pres-

ents an integrated approach to universal coverage in

an era in wh i ch increm ental steps have become the

m odus operandi of U. S . health po l i c y. It shifts the

primary locus of public insurance protections from

the states to the federal government after more than

t wo dec ades in wh i ch new covera ge has been

ach i eved under state auspice s . Perhaps most po l i ti-

c a lly ch a ll en gi n g, it su ggests a dra m a tic ex p a n s i on

of an establ i s h ed federal program at a time wh en

America’s political class firmly believes that the only

ro ute to broaden ed covera ge is via modest ex p a n-

s i ons of s t a te - b a s ed programs or a bevy of n ew tax

subsidies for priva te health insu ra n ce . Su rely this

proposal defies all re a s on a ble standards of po l i ti c a l

feasibility.

In the near term , this is undo u btedly tru e : Th e

pro s pect that the current Pre s i dent and Con gre s s

will follow the map outlined here is nil, and,in fact,

t h ere is little pro s pect that ei t h er wi ll take su b s t a n-

tial steps tow a rd universal covera ge by any means.

Some bel i eve that a tax credit approach wi ll attract

wi de s pre ad su pport , but the magn i tu de of c red i t s

requ i red to redu ce sign i f i c a n t ly the nu m ber of

u n i n su red is unlikely to materi a l i ze anytime soon .

Far more likely is a modest new pack a ge of c red i t s

and dedu cti ons that throws more mon ey into the

priva te insu ra n ce sector but ach i eves limited tangi-

ble results.

In the long term, however, the tides of American

po l i tics are more difficult to foretell . Just a dec ade

ago, it is worth recalling, leading corporations, trade

a s s oc i a ti on s , and profe s s i onal or ga n i z a ti ons were

wi dely convi n ced that major reforms would be

en acted , and many en tered the deb a te favoring an

a pproach be a ring some similari ty to the on e

de s c ri bed here . Hi s tori c a lly, health reform has

become a major issue abo ut every   ye a rs , a f ter a

peri od of dormancy du ring wh i ch po l i ticians and

priva te leaders cel ebra ted priva te market soluti on s .

If the past is prelude to the future, the next big tide

of health policy ferm ent is set to ro ll into

Washington sometime near the end of this decade.



At the moment,this tide may seem unthinkable.

Yet the same was thought in the early s, when,as

n ow, t a x - b a s ed reform was the ra ge , and em p l oyers

s eem ed sold on the “n ew ” i nven ti ons of uti l i z a ti on

revi ew and managed care . It is instru ctive to rec a ll

what happened next. Faced with a significant reces-

s i on , m a ny large firms became alarm ed abo ut the

cost of providing health insurance, and a significant

number stridently argued that smaller firms (whose

workers were of ten insu red by large firms thro u gh

f a m i ly policies) should be requ i red to provi de cov-

erage.State governments, too, faced hard times,feel-

ing the pinch of an expanded Medicaid program at a

time of fiscal distre s s . And as em p l oyers tri ed to

con trol co s t s , Am ericans grew alarm ed abo ut the

u n cert a i n ty and incre a s i n gly vi s i ble costs of h e a l t h

benefits that many had once taken for granted.28

Tod ay ’s preferred policy opti on s — i n acti on ,

symbolic gestures, or, at most, modest tax credits or

small program expansions—are a reflection not just

of the long shadow of the Clinton health plan’s fail-

ure, but also of good economic times and the histor-

i c a lly low ra te of i n c rease in priva te prem iums that

has come with them . If the econ omy con ti nues to

we a ken , i f the cost of priva te health insu ra n ce

returns to the high growth rates of the past (as it has

over the past few ye a rs ) , and if the states begin to

face new fiscal pressures (as they already have start-

ed to ) , the interest of em p l oyers and the states in

strict cost containment may revive once again. Yet it

wi ll do so after a dec ade du ring wh i ch both players

have used nearly all the managerial and administra-

tive tools at their disposal, in the process prompting

a public backlash against some of the most re s tri c-

tive of t h eir practi ce s . The altern a tives left wi ll be

much less attractive: for the states,cutting Medicaid

benefits for the very poor to retain or expand cover-

a ge for the near- poor; for em p l oyers , s wi tching to

s o - c a ll ed def i n ed con tri buti on arra n gem ents in

which workers are given a fixed amount for medical

costs that is pegged to inflati on or com p a ny rev-

enues rather than health costs. Judged against these

opti on s , Med i c a re Plus may become not simply a

vi a ble altern a tive , but an attractive soluti on for

m a ny key stakeh o l ders—not least the Am eri c a n

public.

If it doe s , this proposal wi ll have at least three

i m portant po l i tical adva n t a ge s . F i rs t , it builds on

po s i tive aspects of broadly popular and wi dely

u n ders tood insti tuti on s — n a m ely, Med i c a re and

em p l oym en t - b a s ed health insu ra n ce . Group health

plans work well for better-off workers in large firms.

This proposal all ows them to con ti nue to do so,

while at the same time using the workplace as a con-

duit for public covera ge for the rest of the work i n g

pop u l a ti on . Med i c a re Plus also immed i a tely ga i n s

the legi ti m acy and familiari ty of a well - l i ked pro-

gram. No great leaps of faith are required to antici-

p a te how it wi ll opera te . Nor are tales of s i n i s ter

bu re a u c racies qu i te so fe a rs ome wh en the bu re a u-

cracy in question already takes care of grandparents,

parents, neighbors, and friends.29

Secon d , this proposal is de s i gn ed to impo s e

minimal new costs on em p l oyers that do not now

provi de insu ra n ce and to redu ce costs for most

em p l oyers that do spon s or covera ge . At the same

ti m e , it provi des new subsidies for lower- w a ge

workers wi t h o ut imposing large , vi s i ble new co s t s

on other Americans.

Th i rd , this proposal promises to retain a su b-

s t a n tial role for priva te health insu ra n ce and to

s p a re insu rers that ch oose not to con tract with the

program from ex ten s ive reg u l a ti on of t h eir bu s i-

ness. Implicitly, it strikes a bargain: Insurers that can

t h rive in a market dom i n a ted by large em p l oyers

and a public contracting regime will be free to oper-

a te as they have before . Those whose com peti tive

adva n t a ge rests on ch erry - p i cking healthy small

groups will face harder times.

To be sure,the political challenges will be formi-

28 Jacob S. Hacker. The Road to Nowhere: The Genesis of President
Clinton’s Plan for Health Security. Princeton: Princeton University Press,
1997, ch. 1.

29 It is often noted that some do not recognize that Medicare is a govern-
ment program. A frequently repeated story, for example, describes an
elderly woman leaping up at a congressional town hall meeting to

demand that her elected representatives “keep government’s hands off
my Medicare.” Commentators quickly go on to conclude that Medicare
is in woeful shape: Even its beneficiaries don’t know that the federal
government runs it. Yet, if anything, this seems another strong political
count in the program’s favor—and a strong reason to base an expanded
public program on it.



dable. Yet this proposal holds a final a dvantage over

other likely contenders—what might be termed

“political robustness.” Political robustness refers to

the ability of a proposal to function successfully

despite alternative specifications and to sustain

itself politically over time. This proposal is politi-

cally robust in both senses. First, a number of its

features could be altered (or new features could be

added) without fundamentally compromising its

effectiveness. For example, this proposal would be

compatible with a system of refundable tax credits

targeted at lower-wage workers, as long as the cred-

its could be applied to Medicare Plus as well as to

priva te insu ra n ce prem iu m s , and the def a u l t

opti on for workers wi t h o ut em p l oyer- s pon s ored

i n su ra n ce was Medicare Plus. Indeed, one possible

f i rst step in implem en ting this proposal would be

to provi de a ref u n d a ble tax credit of a rel a tively

low value (say, , per person), but make it fully

convertible into coverage under Medicare Plus.

(The same could be done, of course, if a refundable

tax credit were alre ady in place.) This would all ow

Am ericans to app ly the credit to em p l oyer- s pon-

s ored or non - group insu ra n ce if t h ey ch o s e , but also

would en su re that they could buy into a com preh en-

s ive program by paying a mode s t , i n com e - rel a ted

prem iu m .

By com p a ri s on , ref u n d a ble tax credit sch em e s

a re not so robu s t : It is difficult to guara n tee , for

i n s t a n ce , that a tax credit wi ll purchase adequ a te

ben efits over ti m e , and because take-up of priva te

i n su ra n ce is high ly sen s i tive to the level of the su b-

sidy, the effects of a tax credit program on coverage

are dramatically different at alternative levels.

Secon d , and more import a n t , the proposal cre-

a tes several powerful sel f - rei n forcing processes that

a re likely to fac i l i t a te its ex p a n s i on over ti m e . O f

t h e s e , one that has alre ady been men ti on ed is the

l evel of the payro ll - b a s ed con tri buti on . Th ere wi ll

be strong political pressure to keep the contribution

ra te low. Yet , p a radox i c a lly, a low con tri buti on ra te

wi ll bo l s ter the size and bargaining power of

Medicare Plus. Similarly, if private health premiums

rise more qu i ck ly than the payro ll - b a s ed con tri bu-

ti on , t h en the share of the pop u l a ti on en ro ll ed in

Medicare Plus will also rise over time.

An o t h er source of po l i tical robu s tness is the

s tru ctu re of the prem iu m s . As en ro ll m ent re aches up

the income lad der, Med i c a re Plus wi ll natu ra lly bri n g

in more revenue per en ro ll ee . As the income of n ew

en ro ll ees re aches the bre a k - even poi n t , the su b s i d i e s

requ i red for new en ro ll ees wi ll be of fs et almost

en ti rely by the savi n gs in federal tax subsidies for pri-

va te health covera ge . Moreover, con tro lling Med i c a re

P lu s’s spending wi ll also autom a ti c a lly redu ce the tab

for ex i s ting tax subsidies by lowering the level of t h e

tax cap on priva te work p l ace covera ge .

A final source of political robustness is the char-

acter and source of the su b s i d i e s . By targeting new

subsidies on workers enrolled in Medicare Plus, the

proposal ensures that the bulk of new spending goes

to the most vu l n era bl e , and that these subsidies are

spent on a defined-benefit package that spreads risk

broadly across a large population. Not only does this

mean substantial savings over more scattershot sub-

sidy arrangements; it also means clear lines of polit-

ical acco u n t a bi l i ty that would gen era lly be lack i n g

in proposals that simply of fered new tax credits for

private health plans. And because these subsidies are

f i n a n ced almost en ti rely at the federal level , t h ere

would be no con cern that states would be under

com peti tive pre s su re to keep spending low, or that

re s pon s i bi l i ty for the program would be lost in the

interstices of state and federal duties.

In su m , this proposal of fers med iu m - term

promise of po l i tical su cce s s . More import a n t , i t

holds out the hope that the next big step in

Am erican health po l i tics wi ll lead not to another

political dead end but to the beginning of the diffi-

cult yet nece s s a ry journ ey tow a rd universal health

insurance in the United States.
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Jacob S. Hacker has proposed a plan to achieve universal coverage by building

on the Medicare program. The proposal includes the following elements:

       either to offer and automatically enroll em-

ployees in a plan at least as generous as that available under an enhanced

Medicare benefits package or to pay a modest payroll-based contribution

to help fund enrollment of their employees in Medicare Plus.

    the contribution instead of providing

their own plan would be enrolled automatically in Medicare Plus at their

workplace, although they could use their employers’ contributions (minus

a penalty) to purchase other coverage that met the same standards as the

workplace plans.

       to use outreach

efforts to enroll non-workers in Medicare Plus, which would effectively

replace Medicaid and the State Children’s Health Insurance Program 

(S-CHIP).

                who are not enrolled by their 

state would have an individual buy-in option available, with the premium

based on income.

Hacker Proposal

Key Elements
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