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Introduction 

How to pay for health reform is one 
of the greatest challenges facing the 
Obama administration and the Congress 
in the current debate. There are many 
options being discussed but each 
solution faces strong opposition from 
some quarter. In this paper, we argue 
that a number of strategies could be 
adopted, including savings that could 
be generated from within current 
government health programs, savings 
from creating a public health insurance 
plan to compete with private plans in 
a newly structured health insurance 
exchange, and new revenue sources. 
Further, the nation could be well served 
by adopting many approaches so the 
financing burden is spread broadly and 
no one subpopulation bears too much  
of the burden. 

Financing reform will require 
policymakers to make explicit trade-offs 
between savings options and revenue 
options. For example, if policymakers 
are unwilling to undertake major health 
system reforms or if the Congressional 
Budget Office (CBO) will not “score” 
them, a public plan’s ability to lower 
subsidy costs will become even more 
important to the financing of reform. 
But if the public plan is politically 
unacceptable, policymakers will need to 
rely even more heavily on new revenues 

and other program savings. While 
opposition will exist for each savings 
and revenue option, health care reform 
will only be viable if policymakers are 
willing to accept some of their less-
favored strategies as part of an overall 
financing package. 

Table 1 summarizes our estimate of 
the cost of a hypothetical health care 
reform plan. To calculate program costs 
and the magnitude of savings from 
specific policy options, we assume 
a health reform consistent with the 
broad outlines Congress and the Obama 
administration are considering. It 
includes a Medicaid expansion, health 
insurance exchanges, income-related 
subsidies, and an individual mandate. 
We estimate the cost of a Medicaid 
expansion for all nonelderly individuals 
with incomes up to 100 percent of the 
federal poverty level (FPL) to be $550 
billion over the 2010–2019 period. The 
government’s payments for income-
related subsidies for those with incomes 
above 100 percent of the FPL are 
estimated to be $1.26 trillion over the 
10-year period. The total estimated cost 
for this health reform plan would be 
$1.81 trillion over 10 years. This is a 
10-year cost estimate and assumes full 
implementation in year 1; it assumes 
universal coverage with the exception 
of undocumented immigrants and a 
benefit package just slightly below 

the average for employer-sponsored 
insurance today. Costs will be lower 
if coverage is phased in over a period 
of years, if the mandate is not fully 
effective, if some people are exempt 
from it, or if subsidies or benefits are 
less generous than we assumed. 

Health System Reforms

We first examine savings options from 
various health reform initiatives. These 
are summarized in table 2. The first 
set includes reductions in Medicare 
and Medicaid provider payments. The 
second set includes delivery system 
reforms. There is considerable dispute 
about the magnitude of potential 
savings from delivery system reforms; 
consequently, we have tried to be 
conservative in these estimates. 
However, we find that the research 
evidence supports the expectation of 
some savings from several measures 
and that, taken together, these reforms 
could make an important contribution 
toward financing health care reform.

Medicare and Medicaid 
Provider Payment Reforms

Reducing Payments for Medicare 
Advantage Plans. It has long been 
argued that Medicare Advantage 
plans are paid well in excess of what 
traditional Medicare would spend to 
care for the same individuals.1 MedPAC 
has argued that Medicare should pay 
the same amount for the same benefits 
across all options. Based on CBO 
estimates which we adopt for this 
paper, doing so would decrease federal 
spending by $133.0 billion over the 
2010–2019 period.2 

Table 1. Paying for Health Reform (billions of dollars)

The Cost of Health Reform                                                          2010-2019

Medicaid Expansion (Net) 550.4

Subsidies, No Public Plan 1,256.6

Total Reform Spending 1,807.1
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Reducing Payments for Overpriced 
Physician Services. There is 
considerable evidence that fees for 
certain physician services are too high. 
There has been rapid growth in minor 
procedures, imaging, and nonimaging 
tests.3 The evidence suggests that the 
profitability of the fastest growing 
services is relatively high.4 Reducing 
prices for these services could yield 
considerable savings. We assume that 
the Medicare sustainable growth rate 
(SGR) policy will be altered to yield 
a more predictable rate of growth in 
physician fees. Relative to this revised 
baseline, we estimate that reducing 
the fees for overpriced imaging, tests, 
and minor procedures could save $80 
billion in Medicare over 10 years. If 
other payers followed Medicare’s lead to 

correct physician fee schedule pricing 
distortions, additional private savings 
would be achieved, but they are not 
included here.

Reducing Medicare Provider 
Payment Rates for Inpatient and 
Post Acute Care. Recently the Obama 
administration has proposed reducing 
provider payment rates, suggesting a 
1 percentage point reduction in the 
update factor for hospital inpatient 
payments under Medicare. The annual 
update factor, the administration argues, 
overcompensates hospitals because it 
ignores productivity gains that occur in 
part because of the Medicare payment 
system. CBO estimates that this would 
save $92.9 billion between 2010 and 
2019.5 CBO has also made estimates of 

the savings from a 1 percentage point 
reduction in payments to providers of 
post–acute care services. The Medicare 
Payment Advisory Commission 
(MedPAC) concluded that Medicare 
payments for post–acute care services 
were too high relative to provider costs 
and recommended that payments be 
reduced.6 CBO estimated that reducing 
the update factor for nursing facilities, 
home health agencies, long-term care 
hospitals, and rehabilitation facilities by 
1 percentage point would save $54.2 
billion between 2010 and 2019.7

Reallocating a Share of Safety 
Net Funds. Hadley and colleagues 
have estimated that the uninsured 
received approximately $56 billion in 
uncompensated care while uninsured 

Table 2. Health System Reforms (billions of dollars)

2010-2019

Government Savings Total Savingsa

Reductions in Payments to Medicare and Medicaid

Establish Competitive Bidding for Medicare Advantage Programb 133.0 133.0

Savings from Reduction in Prices for Overpriced Services 80.0 80.0

Reductions in Other Medicare Payments

Reduce Update Factor for Hospitals’ Inpatient Operating Paymentsc 92.9 92.9

Reduce Update Factor for Payments to Post-Acute Care Providersc 54.2 54.2

Reallocation of Safety Net Funds 264.1 264.1

Total 624.2 624.2

Delivery System Reformsd

Savings from Chronic Disease Management for Dual Eligibles 200.5 200.5

Savings from Reducing Hospital Readmissions in Medicare and Medicaid 14.8 14.8

Savings from Improvements to End of Life Care for Medicare Beneficiaries 90.8 90.8

Savings from Increased Use of HIT to Medicare and Medicaid, or Subsidy Cost 48.5 97.0

Savings from Prevention to Medicare and Medicaid, or Subsidy Cost 142.9 191.0

Savings from Malpractice Reform to Medicare and Medicaid, or Subsidy Cost 129.2 258.5

Increased Health System Reliance on Primary Care/Medical Homes 0.0 0.0

Comparative Effectiveness/Public and Private Payer Coverage of New Technology 0.0 0.0

Total 626.8 852.6

* Additional savings to the privately insured were not estimated in all cases.
a Total savings include savings to the government, as well as those that accrue to individuals with private health insurance coverage.
b �Ten year estimate from Congressional Budget Office. Information on the Options for the Medicare Advantage Program’s Benchmarks for Federal Payments. Letter to the Honorable Mike Crapo. 

2009 May 18. Individual Year estimates were derived using the predicted growth rate of Medicare, assuming a three year phase-in period.
c �The Congressional Budget Office, “Budget Options Volume 1: Health Care,” December 2008, Chapter 7, p. 108-109. Annual estimates come directly from CBO for years 2010 to 2014 and for 
2010-2019 total. Other years are estimated to reach total based on previous years and trends (estimates assume a constant third derivative of annual savings).

d Research evidence and assumptions for these estimates are described in the text.
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in 2008, and about 75 percent of this 
($42 billion) was financed through 
government programs.8 By largely 
eliminating the uninsured population, 
it is hard to justify using these funds 
for the same purposes. Although 
there would still be a need to serve 
undocumented immigrants and others 
who fall through the cracks of the 
reforms, we assume that most of these 
dollars could be reallocated to support 
insurance subsidies. Eliminating 
Medicaid and Medicare disproportionate 
share hospital payments, some payments 
for graduate medical education and 
some payments made to community 
providers would permit reallocation 
of $264.1 billion over 10 years to help 
finance subsidies. This would leave all 
state and local funds currently devoted 
to uncompensated care and a significant 
amount of federal funds now supporting 
community based providers to help 
finance the remaining safety net.

Delivery System Reforms

Chronic Care Management and 
Coordination. We focus on the cost 
of Medicare-Medicaid dual eligibles 
because they are a large share of both 
programs’ spending, and hence the 
source of potential government savings. 
There have recently been a number of 
research studies that suggest approaches 
that offer the promise of significant cost 
savings.9 We describe these alternative 
approaches and the recent evidence 
on effectiveness. We conclude that 
if these interventions were adopted 
on a broad scale and if there were a 
strong commitment by Medicare and 
state Medicaid programs, the cost of 
dual eligibles could be reduced by 5 
percent per year. This would generate 
$200.5 billion in savings over the 10-
year period. We make no assumption 
about savings from extending these 
approaches to others outside these 
government programs.

Reducing Payments to Hospitals 
for Readmissions within 15 Days. 
Rates of Medicare readmissions vary 
significantly across hospitals, suggesting 
that greater attention to the quality 

of discharge instructions, improved 
communication at discharge to patients’ 
usual source of care, and direct follow-
up by transition nurses can reliably 
reduce readmission rates and their 
associated high expenses. This policy 
would reduce payments to hospitals 
for 15-day readmissions for particular 
conditions. For two years, any savings 
from the reduced payments would be 
put back into the base rates for these 
conditions, keeping the hospitals 
“whole” in aggregate and generating no 
government savings. After that period, 
savings would be split 40/60 percent 
between hospitals and the federal 
government. This approach would 
provide $14.8 billion in government 
savings over the 2010–2019 period.

Health Spending at the End of 
Life. Consistently, 25 to 30 percent 
of Medicare spending in a given year 
supports the 5 percent of beneficiaries 
who die during that year.10 We suggest 
a number of approaches to reducing 
spending at the end of life in ways 
that could also improve the quality of 
end-of-life care. These focus on hospital 
palliative care teams, encouraging 
increased use of hospice services, and 
greater patient and family participation 
in decision making near the end of life. 
A 5 percent reduction in end-of-life costs 
would save Medicare $90.8 billion  
over 10 years.

Increased Use of Health Information 
Technology (HIT). There have 
been numerous claims that HIT can 
save huge sums of money. The CBO 
and others have criticized these 
estimates11 – we generally agree with 
the criticisms. However, we believe it 
is also incorrect to assume no savings 
from HIT.12 The benefits from enhanced 
ability to monitor patient outcomes, 
to adhere to best practice standards, 
to provide clinical decision support, 
and to allow electronic ordering and 
drug dispensing and a variety of other 
measures should create significant cost 
savings. We recognize that the fee-for-
service environment, which rewards 
the provision of redundant, unneeded 
services, can mitigate against cost 

savings. While it is difficult to carefully 
estimate savings net of the cost of 
adoption, we estimate that in the last six 
years of the ten year period HIT could 
generate modest savings in national 
health expenditures of 0.5 percent per 
year. This yields estimated government 
savings of $48.5 billion. Additional 
savings would accrue to the private 
sector.

Prevention of Diabetes and 
Hypertension. In 2009, the nation 
is estimated to incur $129 billion in 
medical expenditures on diabetes and 
hypertension, rising to $430 billion 
when the related costs of stroke, heart 
disease, and renal disease are added. The 
CBO has argued that many prevention 
efforts are expensive, not well targeted, 
and unlikely to be cost effective.13 But 
the CBO has also suggested that well-
targeted approaches could yield cost 
savings.14 We describe such an approach 
and, even assuming a relatively low 
take-up of 20 percent, we find that 
government savings net of program 
costs would be $142.9 billion over 10 
years. Additional savings would accrue 
to the private sector. 

Malpractice Reform. Malpractice 
reform can achieve savings because 
(1) tort reforms can directly lower 
malpractice premiums, (2) the cost 
of defensive medicine would fall, and 
(3) it can help other reforms be more 
effective. Based on research on the 
impact of caps on malpractice awards, 
or on their nonmonetary component 
(e.g., pain and suffering), the CBO 
has estimated that savings from lower 
malpractice premiums would amount 
to 0.3 to 0.4 percent of national health 
spending.15 Research on the effect 
of malpractice reform on defensive 
medicine suggests perhaps another 
0.5 percent of total health spending 
could be saved.16 Combined with other 
related measures to reduce defensive 
medicine, malpractice reform could save 
0.9 percent of health care spending. 
This would amount to $129.2 billion 
in government savings over the 2010–
2019 period. Additional savings from 



Timely Analysis of Immediate Health Policy Issues	 4

malpractice reform would accrue to  
the private sector.

Medical Homes/Comparative 
Effectiveness. Increased use of medical 
homes and expansion of primary care 
offers considerable promise for future 
cost savings. However, the lack of 
evidence on medical homes and the long 
lead time required to expand primary 
care weighs against the assumption of 
near-term cost savings. Comparative 
effectiveness analysis also offers the 
promise of savings if reimbursement 
levels are tied to their findings. However, 
due to current uncertainty about the 
possible savings and whether there will 
be a sufficient commitment to modify 
reform payment methodologies to reflect 
comparative effectiveness we do not 
include resulting savings here. 

Savings from a Public Plan

We examine the possible savings from 
a public plan option that competes 
with private insurance plans within 
the health insurance exchange.17 The 
public plan would be available across 
the nation through the new health 
insurance exchange and would pay 
providers based on local prices, just as 
the traditional Medicare program does. 
The public program would abide by 
all insurance market reforms and offer 
a limited set of insurance packages 
consistent with new federal standard 
benefit guidelines, just as the private 
plans in the exchange would. These 
plans would likely look similar to typical 
employer-based insurance packages. 
The public plan would have the same 
type of administrative structure as the 
traditional Medicare program does today 
and would use the Medicare payment 
systems, although the rates would be set 
between Medicare and average private 
payment levels. The public plan would 
be financially self-sustaining, using 
premium payments made by and on 
behalf of enrollees, just as is the case 
with private plans.18

We believe that considerable savings are 
possible from a public plan option due 
to somewhat lower administrative costs 

and the lower provider payment rates 
that such a plan would use. Significant 
savings are possible even if the public 
plan sets rates between current Medicare 
and private plan rates. Currently, provider 
payment rates by commercial insurers 
are about 30 percent above Medicare 
rates on average. The exchange would 
provide coverage to small employer 
groups and nongroup purchasers, and 
exchange-based coverage (private or 
public) would be the only coverage for 
which income-related subsidies from 
the government could be applied. As a 
consequence of these design choices, 
most of those who now have small-group 
and nongroup coverage as well as those 
who are uninsured but above Medicaid 
eligibility levels will choose to obtain 
coverage through the exchange. A much 
smaller share of those who currently 
have coverage through a large employer 
will seek coverage through the exchange 
to obtain income-related subsidies, 
bringing their employers’ health 
insurance contributions with them. 
Within the exchange, those with low 
incomes will disproportionately choose 
the public plan simply because it is likely 
to be one of the lower-cost options. 

We estimate that 45 million people will 
choose coverage through the public 
plan; about half of those who purchase 
coverage through the exchange will 
choose to enroll in competing private 
plans. All who continue to obtain 
coverage outside the exchange will be 
in private plans; thus, the number of 

people with private coverage will only 
fall from 177 million to 161 million. 

We estimate that the government 
savings from the public plan would 
range from $224.1 billion to $399.8 
billion depending on how aggressive 
the public plan is setting provider 
payment rates (see table 3). We estimate 
the effects of setting public plan 
rates at Medicare plus 20 percent and 
Medicare plus 10 percent, and assume 
public plan administrative costs to 
be 5 percent lower than private plan 
costs. We assume private plans in the 
exchange would respond to competition 
from the private plan by lowering 
their rates relative to today. Savings 
from the public plan are surprisingly 
large because of the structure of low-
income subsidies. Because individual 
premium contributions are capped at a 
percentage of family income, a change 
in premium does not translate into a 
change in individual payments for those 
eligible for subsidies—the individual or 
family continues to pay the appropriate 
fixed percentage of their income. 
Consequently, as the public plan 
lowers premiums for the population 
covered through the exchange, the 
resulting savings among the subsidized 
population accrue almost entirely to 
the government. The public plan also 
generates additional private savings to 
unsubsidized individuals and employers 
who purchase coverage through the 

Table 3. Public Plan Savingsa (billions of dollars)

2010-2019

Government 
Savings

Total  
Savingsb

Subsidies, No Public Plan 1,256.6 1,256.6

Savings From Public Plan

Medicare Payment Rates + 20%c 224.1 412.0

Medicare Payment Rates + 10%d 399.8 788.0

a �Methods for estimating savings are described in John Holahan, and Linda Blumberg. 2009. “Is the Public Plan Option a 
Necessary Part of Health Reform?” Washington, DC: The Urban Institute.

b �Total savings include savings to the government, as well as those that accrue to individuals with private health insurance 
coverage.

c Results in 15% savings on public plan, including administrative costs.
d Results in 25% savings on public plan, including administrative costs.
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exchange due to the availability of 
lower-cost plans.

Increasing Revenues 

We then looked at a number of revenue 
raising options which are summarized  
in table 4. 

Capping the Exclusion of Employer 
Contributions to Health Insurance 

from Taxation. Many have suggested 

eliminating the current tax exclusion as 

a way to raise revenue to help finance 

reform and to improve tax equity. 

The tax exclusion is highly regressive, 

contributes to high and rising health 

care costs, and costs the federal 

government a substantial amount in 

forgone revenue. However, eliminating 

the tax exclusion could severely disrupt 

the employer health insurance market. 
Capping the exclusion would have a less 
significant effect on employer coverage 
and yet can yield a substantial amount  
of revenue. 

In addition, the financial effects of 
capping the tax exclusion fall primarily 
on the highest-income groups, making 
this a relatively progressive change 
in the tax code. Caps at the 75th 

Table 4. Options for Increases in Revenue (billions of dollars)

2010-2019

Government Revenue

Cap on Exclusion for ESI at the 75th Percentile

Indexed to CPI, income tax revenue 456.2

Indexed to CPI, income and payroll tax revenue 722.4

Indexed to GDP, income tax revenue 224.1

Indexed to GDP, income and payroll tax revenue 354.3

Employer assessment

4% payroll tax, no cap 427.4

4% payroll tax, capped at Social Security wages 307.9

Tax rate varies with worker wages, no cap 569.7

Tax rate varies with worker wages, capped at Social Security wages 391.1

Sin Taxesa

Sugar-sweetened beverages, add excise tax of 3¢ per 12 oz 51.4

Cigarettes, increase excise tax by $1 per pack, adjusted for CHIPRA tax 34.1

Alcohol, increase excise tax to $16 per proof gallon 61.0

Income Tax Options

Raise all tax rates on ordinary income by 1 percentage pointb 508.5

Limit the tax rate at which itemized deductions reduce taxable liability for all deductions except charitable 
contributionsc 232.9

Extension of individual share of Medicare tax to cover unearned incomed 434.7

Raise the income tax on ordinary taxable income over $1 million for joint filers and $500,000 for individuals  
by 5 percentage pointse 224.3

a �From Congressional Budget Office, “Budget Options Volume 1: Health Care,” December 2008, Chapter 11, p. 192-196. To estimate a tax implemented in 2010, a growth rate was calculated 
from years 2011 to 2013 annual estimates and 2009-2018 total revenue estimate. The first year after implementation is revenues are adjusted upward). The estimated revenue from cigarette 
taxes is adjusted to account for increased tobacco taxes under CHIPRA legislation by subtracting JCT estimated revenue under CHIPRA from baseline revenue estimates (Joint Committee on 
Taxation, “Estimated Revenue Effects of the Internal Revenue Code Provisions Contained in H.R. 2, Fiscal Years 2009-2018, As Amended by the Senate on January 29, 2009.

b �The Congressional Budget Office, “Budget Options,” February 2007, Chapter 3, page 277. While CBO estimates were for years 2008 to 2012, the estimates shown are the CBO estimates for 
2010 to 2012 (unadjusted) projected out using the average growth rate required to obtain the CBO estimate for total revenues from 2008 to 2017.

c �Base estimates from the Joint Committee on Taxation, “Estimated Budget Effects of the Revenue Provisions Contained in the President’s Fiscal Year 2010 Budget Proposal,” 30 March 2009. 
Estimates are adjusted to retain full deductions for charitable contributions by subtracting the weighted average share of total deductions taken for charitable contributions for taxpayers with over 
$200,00 in income from 2006 IRS data, Internal Revenue Service, “Table Gross Income, Tax Year 2006.”

d �Citizens for Tax Justice. 2009. “Progressive Revenue Options to Fund Health Care Reform.”
e �Congressional Budget Office, “Budget Options.” February 2007.
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percentile of premiums, indexed either 
to the CPI or the GDP, would provide 
revenues of $722 billion or $354 billion, 
respectively, over 10 years.19 Of this, 
$456.2 billion and $224.1 billion would 
be increased income-tax revenues that 
could be used to help finance health 
care reform. The difference represents 
payroll tax revenues that we assume 
would be dedicated to financing Social 
Security and Medicare. 

Employer Assessments. The second 
option is to place an assessment 
on employers who do not provide 
insurance coverage. Generally termed 
an employer pay-or-play mandate, this 
option would impose an assessment on 
all employers, which could be offset 
dollar for dollar by contributions toward 
their workers’ health insurance. Those 
who do not obtain coverage through 
an employer would obtain coverage 
through the exchange or through 
Medicaid. Employer assessments can 
generate a significant amount of money 
but are difficult to design and can have 
adverse effects on workers’ wages  
and employment. Economists agree that 
payroll taxes imposed on employers will 
eventually be passed back to workers 
through reduced wages or employment. 

We estimate that the revenue that could 
be generated under a 4 percent payroll 
assessment on firms with 10 or more 
workers could yield $427.4 billion over 
the 2010–2019 period. If the assessment 
is only applied to Social Security wages, 
it would generate $307.9 billion over the 
10-year time period. A more progressive 
employer assessment that ranged from 2 
to 6 percent and increased with worker 
wages would yield $569.7 billion over 
2010–2019, or $391.1 billion with a 
cap at the Social Security wage level. 
The option with the assessment that 
varies with worker wages would have a 
more modest impact on the wages and 
employment of low-wage workers.

Sin Taxes. We analyzed a variety of 
“sin” taxes, that is, excise taxes on such 
products as tobacco, alcohol, and sugar-
sweetened beverages. These types of 
sin taxes already exist; the proposal is 

to increase them to higher levels. Using 
estimates from a variety of sources, we 
calculate that a modest set of taxes on 
sugar-sweetened beverages, cigarettes, 
and alcohol would provide $146.5 
billion in federal revenues over 10 
years.20 While sin taxes tend to be fairly 
regressive, with their financial burden 
falling more heavily on those with lower 
incomes, the positive benefits of health 
care reform will disproportionately 
help the low-income population as well, 
making the overall impact of reform still 
a progressive one.

Income Taxes. Finally, we examined 
three alternative income tax options. 
The first is a 1 percentage point 
increase in the income tax rate for 
each tax bracket. This strategy would 
generate $508.5 billion in revenue over 
10 years.21 The approach would be 
somewhat regressive—a 1.0 percentage 
point increase in tax rates would 
generate a much higher percentage tax 
increase for taxpayers in lower brackets 
than in higher brackets. Additionally, 
many higher-income tax payers would 
be subject to the alternative minimum 
income tax, which would not increase 
under this proposal. However, much 
of the benefit from health reform 
would go to lower-income groups and 
it is worth taking into account the full 
distributional effects of financing and 
program benefits. 

A second proposal would limit the 
tax benefit of itemized deductions to 
28 percent as proposed in President 
Obama’s 2010 budget. This proposal 
would be quite progressive as it would 
only affect taxpayers in tax brackets 
above 28 percent;22 however, the 
proposal has been strongly opposed 
because of its potential negative 
consequences on charitable donations.23 
We provide an estimate for a proposal 
that did not limit the deductibility of 
charitable contributions. With this 
exemption, the limit on deductibility 
would generate roughly $233 billion 
over 10 years.

The third option would extend the 1.45 
percent Medicare tax, currently levied 

only on wage income, to all income. 
By treating unearned income the same 
as earned income for this health tax 
purpose, an additional $434.7 billion 
could be raised over 10 years.24

The fourth option would create a new 
income tax bracket for those with 
incomes above $500,000 for individuals 
and $1 million for joint filers. The 
marginal tax rate for this bracket would 
be 44.5 percent, assuming the end of 
the Bush era tax cuts for higher-income 
taxpayers. This change would yield $224 
billion in new revenues over the 10-year 
period and could generate substantially 
more if the income thresholds were 
lowered. Options that shift the financing 
burden to the highest-income groups 
may have political appeal to some but 
are at odds with approaches taken by 
other nations that have financed health 
coverage with broad-based consumption 
or payroll taxes.

Conclusions

We conclude that there are a variety of 
ways to raise money to pay for health 
reform. All of the proposals taken 
together would yield more money than 
is needed to support comprehensive 
reform and near-universal coverage 
(Table 5). But all impose costs on 
certain subpopulations and almost 
all would consequently be strongly 
opposed by some groups. There are 
clearly tradeoffs. The fewer savings 
options adopted (or scored by CBO), 
the more other measures such as the 
public plan must be relied on. If the 
public plan is politically unacceptable, 
or if there is an unwillingness to 
reallocate safety net funds or to 
enact malpractice reforms, then it 
is more necessary to rely on new 
revenues. There are also hard choices 
on revenue measures including the 
cap on the tax exclusion of employer 
contributions to health insurance, an 
employer assessment, or income taxes 
– each option carrying very different 
distributional consequences. However, 
by spreading the costs across an array 
of savings and revenue options, the 
burden can be spread broadly and 
reform can be fully paid for.

The full report is available at www.rwjf.org/healthreform or www.urban.org/health_policy

www.rwjf.org/healthreform
www.urban.org/health_policy
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Table 5. Total Funds for Reform (billions of dollars)

2010-2019

Government Savings Total Savings a

Estimated Available Funds

Highb 3,331.5 3,945.6

Lowc 2,377.8 2,791.5

Cost of Reform Less Estimated Available Funds

Highb - 1,524.5 - 2,138.5

Lowc - 570.7 - 984.4

a �Total savings include savings to the government, as well as those that accrue to individuals with private health insurance 
coverage.

b �High estimates of available funds include all savings from reductions in payments to Medicare and Medicaid and delivery 
system reforms, as well as savings from Medicare payment rates +10%; income tax revenue from a cap on exclusion for ESI 
at the 75th percentile, indexed to the CPI; revenue from an employer assessment that varies with worker wages and has no 
cap; all sin tax revenue; and revenue from raising all tax rates on ordinary income by 1 percentage point.

c �Low estimates of available funds include all savings from reductions in payments to Medicare and Medicaid and delivery 
system reforms, as well as savings from Medicare payment rates +2-%; income tax revenue from a cap on exclusion for ESI 
at the 7th percentile, indexed to the GDP; revenue from a 4% employer payroll tax, capped at Social Security Wages; all sin 
tax revenue; and revenue from raising the income tax on ordinary taxable income over $1 million for joint filers and $500,000 
for individuals by 5 percentage points.
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