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The Financing of National
Health Insurance

Bridger M. Mitchell and William B. Schwartz

The decision on how to finance a na-
tional health insurance program will have
important political and social conse-
quences, and the choice of a funding
mechanism has therefore become the
subject of major controversy. The meth-
od of financing will, for example, deter-
mine whether the public or the private
sector will have primary responsibility
for the new program. If premiums paid by
employers and employees are the princi-
pal source of revenues, the program will
be operated by private insurance com-
panies; but if a payroll tax is the major
revenue source, managerial responsibili-
ties will be shifted to a government
agency.

Of even broader social significance are
two other issues related to financing.
First, how much of the nation’s re-
sources should be allocated to the health
sector? Monies spent on delivery of
health care are, of course, not available
for other important national needs. Sec-
ond, how are the costs of a new in-
surance program to be shared and to
what extent will such a program serve to
redistribute income from the more to the
less afftuent?

The extent to which the total national
resources allocated to health care should
be increased has been widely discussed
(1, 2) and will not be considered in detail
here. Instead, we analyze the financing
provisions of major health insurance bills
before the Congress in order to bring into
view both the distribution of costs and
benefits under each type of proposed
legislation and the social impact of alter-
native financing mechanisms.
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Our analysis is carried out in several
steps. First, we compute the tax burden
and out-of-pocket expenses imposed
across income groups by four bills that
we consider to be prototypes of all oth-
ers. Second, we estimate anticipated con-
sumption of health services at various
income levels and present detailed data
on the degree of income redistribution
that each bill would produce. Third,
we examine the value judgments that
underlie the various financing proposals
and identify key points of consensus and
controversy. Finally, we compare the
effects of the major bills and propose a
compromise that may help to resolve the
controversy over how to finance national
health insurance.

Basic Concepts in the Financing of

National Health Insurance

The total cost (dollar burden) of a na-
tional health insurance (NHI) program
can be financed by two components. The
first, consisting of tax payments, pro-
vides a pool of revenue from which the
insurance plan pays a portion of the
patient’s health care costs. The second,
consisting of out-of-pocket payments,
represents the expenditures that the
patient must make when he obtains ser-
vices. Only one major bill, as discussed
below, has no requirement for cost shar-
ing by patients.

To raise revenues for the tax portion
of a national health insurance bill, the
following three mechanisms are under
consideration: (i) an income tax, (ii) a
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payroll tax, and (iii) a premium (3). As
shown in Fig. 1, each raises a different
amount of revenue from various income
groups. For this reason, the choice of a
given tax or combination of taxes is an
important determinant of the income re-
distribution that will be produced by any
insurance program. A premium imposes
a burden that is constant across income
groups (horizontal line in Fig. 1) because
it is set at a level equal to anticipated
insurance benefits (¢). A payroll tax im-
poses a burden that rises in proportion to
earnings up to some maximum level (in
this example, $17,000 income), after
which no further payment is exacted. An
income tax imposes a burden that rises
progressively as a function of income
and therefore produces the greatest de-
gree of income redistribution.

None of the proposed NHI bills, it
should be noted, envisions using a single
tax to finance an NHI program; each bill
proposes that either a payroll tax or a
premium provide between 50 and 80
percent of the revenues, and that the
income tax provide the remainder. The
proportion of total revenues raised by
income tdxes will, of course, be the
most important determinant of the de-
gree to which a bill causes income
redistribution.

The second major component of dollar
burden, the individual’s out-of-pocket
payments, will be determined by the
coinsurance and deductible provisions of
a given proposal. A coinsurance provi-
sion requires that a patient pay some
fixed percentage of each dollar spent on
health services. A deductible provision
requires that he pay all costs up to a
specified amount before his insurance
coverage becomes effective. Each NHI
bill that requires such payments provides
for a reduced amount of cost sharing by
low-income families; this reduction in
out-of-pocket payments serves as a sec-
ond mechanism (along with taxes) for
redistributing income.

Dr. Mitchell is a senior staff economist at the Rand
Corporation, 1700 Main Street, Santa Monica, Cali-
fornia 90406. Dr. Schwartz is Chairman of the De-
partment of Medicine and University Professor at
Tufts University, Medford, Massachusetts 02155.
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Tax Burden and Income Redistribution
Produced by Four NHI Bills

In this section, we will examine the
tax burden, out-of-pocket costs, and ef-
fects on income distribution of four pro-
totypical health insurance proposals: the
Administration, Kennedy-Mills, Corman-
Kennedy, and Long-Ribicoff bills. The
specific proposals may, of course, be
modified or resubmitted in somewhat dif-
ferent form; however, the basic character
of each is such that in the aggregate they
embrace the full range of options likely

to be considered by Congress, both in
terms of the extent and generosity of
coverage and the nature of the financing
mechanisms.

We direct primary attention to the ef-
fects of the proposed legislation on the
working population younger than age 65.
Our reference unit is a family of four
with one full-time worker. The effects on
those other than the reference family and
the costs of care for those older than age
65 will be dealt with briefly later in this
article. All dollar values are expressed in
terms of fiscal year 1975 (5).

Administration, Kennedy-Mills, and

Corman-Kennedy Bills

The Administration, Kennedy-Mills,
and Corman-Kennedy bills are consid-
ered together because the fundamental
features of each are sufficiently similar
(Table 1) that they lend themselves to
convenient comparison. All three bills
(unlike the Long-Ribicoff bill, which is
discussed below) mandate a nearly iden-
tical package of basic health services for
the entire population, including hospital
care, physicians’ services, and laborato-

Table 1. Characteristics of prototypical national health insurance bills (/8).

Administration bill

Kennedy-Mills bill

Corman-Kennedy bill

Long-Ribicoff bill*

1) Employers required to offer
comprehensive private insur-
ance

2) Federal and state ‘‘assisted
plan’’ provides coverage of
low-income families and non-
workers, with cost-sharing
subsidies at low incomes

3) Medicare plan for the aged

1) Premiums paid by employer
and employee

2) Under assisted plan, no
employee premium payments
below income of $5000 (em-
ployer premium payment con-
tinues); subsidy financed
from general revenues

Employer plans

1) Deductible of $150 per per-
son before benefits commence;
maximum of three deductibles
per family; separate $50 de-
ductible per person for drug
expenditures

2) Coinsurance payment of 25
percent

3) Maximum out-of-pocket pay-
ments of $1500 per family

State-assisted plans

1) Deductible, coinsurance,
and maximum payments are
reduced for families with
incomes of less than $7500

1) Hospital and skilled-nursing
facilities

2) Physician, laboratory, and
X-ray services

3) Prescription drugs

4) Maternity, well-child care

5) Limited care for mental ill-
ness

6) Dental, vision, hearing ser-
vices for children under
age 13

General approach

1) Federal plan for general
population, with reduced cost-

sharing for low-income persons
2) Medicare plan for the aged

1) Single federal plan that
pays all costs of health care
for entire population (both

older and younger than age 65)

Financing of benefits

1) Payroll tax of broadened
scope applied to earned and
unearned income up to income
level of $20,000 per family

2) General revenues to finance
reduced cost sharing

1) Payroll tax of broadened
scope (50 percent)

2) Federal general revenues
(50 percent)

Cost-sharing provisions

1) Deductible of $150 per per-
son; maximum of two deduct-
ibles per family

2) Coinsurance payments of 25
percent

3) Maximum out-of-pocket pay-
ments of $1000 per family

4) Reduced cost sharing at less
than $8800 family income;
no cost sharing at less than
$4800 income

1) No cost sharing

Covered services

1) Hospital and skilled-nursing
facilities

2) Physician, laboratory, and
X-ray services

3) Drugs for chronic conditions

4) Maternity, well-child care

5) Limited care for mental ill-
ness

6) Dental, vision, hearing ser-
vices for children under
age 13

1) Hospital and skilled-nursing
facilities

2) Physician, laboratory, and
X-ray services

3) Drugs (limited if prescribed
by private physician)

4) Maternity, well-child care

S) Dental care to age 25 (phased
in over first 5 years of
program)

6) Vision services (limited)

7) Limited care for mental ill-
ness

1) Federal ‘‘catastrophic’” insur-
ance for entire population

2) Federal plan, with compre-
hensive benefits for low-
income families

3) Medicare plan for the aged

1) Payroll tax to finance cat-
astrophic plan

2) General revenues to finance
low-income plan

Catastrophic plan

1) Hospital inpatient coverage
after first 60 days of care;
then $21 per day copayment.

2) Physician, laboratory, x-ray,
home health services coverage af- .
ter $2000 of expenditure; then
20 percent coinsurance payment

3) Maximum out-of-pocket pay-
ments of $1000 per person af-
ter catastrophic coverage begins

Low-income plan

1) Families at incomes less than
$4800 pay $3 per physician
visit. All other services
covered in full

1) Hospital, skilled-nursing, and
intermediate care facilities

2) Physician, laboratory, and
X-ray services

3) Maternity, well-baby care

4) Limited care for mental ill-
ness

*A revised version of the Long-Ribicoff bill, introduced 3 October 1975, eliminates copayments and cost sharing for catastrophic benefits. It also gives employers the
option of providing premium-financed private catastrophic coverage in lieu of making payroll tax payments to the federal program for catastrophic coverage.
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ry and radiological studies. Moreover,
because services provided by the bills
are so extensive, each would largely re-
place both existing private insurance cov-
erage and current Medicaid plans for
low-income groups.

There are, by contrast, substantial dif-
ferences in the financing provisions of
the three bills. As shown in Fig. 2, the
Corman-Kennedy bill and the Kennedy-
Mills bill derive half or more of their
revenues from a payroll tax, whereas the
Administration bill relies primarily on a
premium. Furthermore, although each
plan uses the income tax to raise a por-
tion of its required revenues, the Cor-
man-Kennedy bill depends more heavily
on the income tax than do the others.

The provisions for out-of-pocket pay-
ments also differ among the three. The
Corman-Kennedy bill has no cost-shar-
ing requirement, whereas both the Ken-
nedy-Mills and Administration bills have
a deductible provision ($150 per person),
as well as a coinsurance clause that re-
quires payment of 25 percent of all costs
incurred after the deductible is satisfied.
Each of these last two proposals does,
however, set an upper limit on out-of-
pocket payments—$1000 in the Ken-
nedy-Mills bill and $1500 in the Adminis-
tration bill.

Tax burden. As shown in Fig 2, the
total tax burden for the health care of the
population younger than age 65 is very
similar under both the Kennedy-Mills
and Administration bills, amounting in
each case to some $45 billion (on the
basis of the cost of medical services in
1975). By contrast, the burden imposed
by the Corman-Kennedy bill is much
larger, amounting to $68 billion (6).

Table 2 and Figs. 3 and 4 demonstrate
that, although the total tax burden im-
posed by the Administration and Ken-
nedy-Mills bills is nearly the same, the
way in which the burden is distributed
across income groups under the two bills
is very different (7). Only at an income in
the range of $15,000 per year is the im-
pact of the two bills similar; at lower
incomes the Administration bill is consid-
erably more burdensome than the Ken-
nedy-Mills bill (by $300 to $400), where-
as at higher incomes the situation is re-
versed.

The Corman-Kennedy bill, although it
raises approximately 50 percent more
total revenue than the other bills, places
a much smaller burden on low-income
families than does the Administration
bill; this burden, moreover, is only slight-
ly larger than that imposed under the
Kennedy-Mills bill (Fig. 5 and Table 2).
At high income levels, on the other hand,
the tax burden imposed by the Corman-
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Fig. 1 (left). Tax burden across income groups as imposed by a payroll tax, an income tax, and a
premium in order to raise $10 billion of revenue. In this and succeeding figures, the curves repre-
sent the tax burden on a family of four with a full-time wage earner (‘‘reference family’’). The
“income tax’’ curve includes the burden of both the personal income tax and the corporate
profits tax (appendix A). The payments shown in the figure, if multiplied by the number of fami-
lies at every income level, would not total to $10 billion because such a calculation does not in-
clude payments made by single persons or by families of a composition different from that of the
reference family. Fig. 2 (right). Tax burden imposed on the nation by each of four proto-
typical health insurance bills under consideration by the Congress. The income tax component
includes the funding of existing health care programs that would be continued, as well as of
new services specified under each bill. The small payroll tax component under the Administra-
tion bill is used to finance the program for care of the disabled (appendix C).
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Fig. 3 (left). Administration bill: tax burden, out-of-pocket payments, and ‘‘other’’ costs across
income groups. The ‘‘income tax’’ component of the tax burden in this and succeeding figures
includes both personal income and corporate profits taxes (appendix A). The abrupt reduction
in tax burden and out-of-pocket payments below an income of $5000 is accounted for by the
elimination of the employee’s share of the premium and by provisions for reduced cost sharing.
Fig. 4 (right). Kennedy-Mills bill: tax burden, out-of-pocket payments, and ‘‘other’’ costs across
income groups.

Table 2. Tax burden at representative income levels under four prototypical bills before the
Congress (family of four with one full-time worker). Amounts are given in dollars; the values
shown in this and subsequent tables in the text have been rounded to the nearest $5 when they
are less than $100, and to the nearest $10 when they are more than $100.

Prototypical bills*
Family
income Admin- Kennedy- Corman- Long-
istration Mills Kennedy Ribicoff
3,000 460 130 190 25
6,000 640 280 410 65
9,000 690 450 660 120
12,000 730 600 880 170
15,000 780 780 1140 230
20,000 880 1080 1570 310
30,000 1140 1410 2240 530
40,000 1450 1760 3030 790
50,000 1780 2140 3880 1070

*Calculation of the tax rates and tax burden for each income group is described in appendices A and C. The
‘‘income tax’’ component of the tax burden includes the indirect burden of the corporate profits tax, as well
as the direct burden of the personal income tax. Under the Administration bill, the abrupt reduction in the tax
burden at incomes less than $5000 is accounted for by the elimination of the employee’s share of the premium.
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Kennedy bill is approximately twice as
large as that imposed by the other two
proposals; for example, at an income of
$50,000 per year, the tax burden is nearly
$4000 as compared with approximately
$2000 under both the Administration and
Kennedy-Mills bills.

Out-of-pocket expenses. As shown in
the middle sections of Figs. 3 and 4,
average out-of-pocket expenditures at all
incomes greater than $10,000 are similar
under both the Kennedy-Mills and the
Administration bills, amounting in each
case to some $300 (appendix D). Out-of-
pocket payments for low-income fam-
ilies (those earning less than $5000) are
reduced to approximately $200 under the
Administration bill and are eliminated
under the Kennedy-Mills bill. As men-
tioned earlier, under the Corman-Ken-
nedy bill, there are no out-of-pocket pay-
ments for any income group.

Total burden. In Figs. 3 to 5, the top
curves represent the total dollar burden
across income groups under each bill.
Total burden, as shown in each figure,
consists of the tax burden, out-of-pocket
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Fig. 5. Corman-Kennedy bill: tax burden, out-
of-pocket payments, and ‘‘other’’ costs
across income groups.

payments, and a small ‘‘other’”” com-
ponent required for the support of gov-
ernment programs which provide ser-
vices that would otherwise be made
available through an NHI plan (for ex-
ample, Maternal and Child Health and
Veterans Administration programs).

Three features of these figures and of
Table 3 are of particular interest.

1) The total burden on middle-income

Table 3. Total burden (tax plus out-of-pocket payments plus other costs) across income levels
under four prototypical bills before the Congress (family of four with one full-time worker).

Amounts are given in dollars.

Family Dispo§able Prototypical bills*
income family Admin- Kennedy- Corman- Long-
incomet istration Mills Kennedy Ribicoff
3,000 2,410 640 130 190 40
6,000 4,700 990 490 410 590
9,000 6,960 1040 750 670 870
12,000 9,260 1090 900 900 990
15,000 11,550 1140 1070 1170 1060
20,000 15,280 1240 1380 1610 1150
30,000 22,380 1520 1720 2320 1420
40,000 29,440 1860 2080 3180 1730
50,000 36,050 2220 2470 4080 2070

*Calculation of out-of-pocket payments is described in appendix D. The income tax component of the tax
burden includes the indirect burden of the corporate profits tax, as well as the direct burden of the personal

income tax.

tCalculated from total effective tax rates in 1966 for federal, state, and local taxes (19,

varient Ic, table 4-8). These rates include the individual income tax, corporate income tax, property tax, sales
and excise taxes, payroll taxes, and personal property and motor vehicle taxes.

Table 4. Income redistribution under the Administration, Kennedy-Mills, and Corman-Ken-
nedy bills for a family of four with one full-time worker. Amounts are given in dollars.

Redistribution*

Incremental redistributiont

Family

income Admin- Kennedy- Corman- Admin- Kennedy- Corman-

istration Mills Kennedy istration Mills Kennedy
3,000 +400 +890 +960 +410 +900 +970
6,000 —40 +430 +740 -5 +470 +780
9,000 -90 +110 +480 -15 +190 +560
12,000 —140 —-40 +250 =20 +80 +370
15,000 -190 =210 -10 =30 -50 +150
20,000 =300 -520 —450 -50 -270 =210
30,000 —580 —860 -1170 —-100 —380 —-690
40,000 -910 —-1220 —2020 -170 —470 -1270
50,000 -1270 -1610 —2930 —230 =570 —1890

*Redistribution (net gain or net loss) is equal to total consumption minus total burden. The computation of
total consumption is described in appendix D. tThe incremental increases in income distribution pro-
duced by each bill are calculated by subtracting the tax burden of current public health care programs from
the total values for redistribution shown in the left half of the table. This calculation assumes that the benefits
of current health care programs, such as Medicaid, flow to those who are earning less than $3000 or who are
working less than full time (appendix B).
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families under the Administration, Ken-
nedy-Mills, and Corman-Kennedy bills
is of roughly the same magnitude; for
example, at an income of $12,000 to
$15,000, the total payments under all
three are in the range of $1000 per year.

2) The total burden on low-income
working families is much greater under
the Administration bill than under the
other two bills; for example, at an in-
come of $3000, total payments are more
than $600 under the Administration bill
as compared with payments of less than
$200 under each of the other two bills.

3) The total burden at high income lev-
els is substantially larger under the Cor-
man-Kennedy bill than under either the
Administration bill or the Kennedy-Mills
bill; for example, at an income of
$50,000, payments are nearly twice as
large (34100 as opposed to $2200 and
$2500, respectively).

Income redistribution. A family’s net
gain or loss of income under a given
health insurance plan is determined by
the difference between the value of
health services that it uses and the costs
it incurs in acquiring care [taxes, out-of-
pocket costs, and ‘‘other’ expenses (8)].
Figures 6 and 7 show the pattern of
income redistribution produced by the
Administration, Kennedy-Mills, and Cor-
man-Kennedy bills; the cross-hatched
areas indicate net gains of income and
the shaded areas indicate net losses. The
line representing consumption of ser-
vices under a given bill is an approxima-
tion that reflects the effects of many fac-
tors, including the extent of services cov-
ered, the amount of cost sharing required
under the bill, the level of education, and
the ease of access to care (appendix D).
The line representing total burden is tak-
en from Figs.3to 5.

As is apparent from the figures and
Table 4, the earnings level at which a
family switches from a position of net
gain of income to net loss varies mark-
edly among the bills. Under the Adminis-
tration bill (Fig. 6), the switch occurs at a
low income, approximately $5000 per
year, with the result that most working
families emerge as net losers. This net
loss on the part of nearly all working
families serves chiefly to subsidize ser-
vices for low-income families without a
full-time worker. Under the Kennedy-
Mills bill (Fig. 6), the switch occurs at
approximately $11,000, meaning that
nearly all low-income families are net
gainers at the expense of those in middle-
and upper-income groups. Under the
Corman-Kennedy bill, which relies more
heavily on the income tax than do the
other two bills, the shift from gain to loss
occurs at a still higher level, about
$15,000 (Fig. 7). Furthermore, the net
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loss at higher incomes under the Cor-
man-Kennedy bill is considerably great-
er than under the other two proposals.
For example, at an income of $50,000 per
year, the net loss of $2900 is nearly twice
as large as that exacted by the Adminis-
tration or the Kennedy-Mills bills ($1300
and $1600, respectively).

Finally, we should emphasize that a
major portion of the net losses at upper
income levels does not, in fact, represent
a new burden created by the bills. Be-
cause each bill would continue to redis-
tribute income to low-income, non-
working families who now receive bene-
fits from existing programs such as Medi-
caid and neighborhood health centers,
the increment in redistribution would in
every instance be appreciably less than
the total redistribution (see Table 4). As
a result, under the Administration bill
there is virtually no incremental loss of
income among families earning between
$5,000 and $30,000; and even at earnings
levels above $30,000, the changes are
small, amounting to no more than $100
or $200. Under the Kennedy-Mills bill,
the changes are more substantial, but
only the Corman-Kennedy bill produces
a major incremental change, for example,
a loss of approximately $2,000 at an in-
come of $50,000 (9).

Long-Ribicoff Bill

We have reserved the Long-Ribicoff
bill (Fig. 8) for separate discussion be-
cause, unlike the other three bills, it
would have no effect on the basic in-
surance coverage of the great majority of
families. Families earning more than
$4800 a year would receive coverage that
consists solely of protection against mas-
sive (‘‘catastrophic’’) expenditures and
benefits would become available only af-
ter out-of-pocket or private insurance
payments in a given year had reached

$2000 to $6000, depending on the type of

medical expenses (see Table 1). The typi-
cal family earning more than $4800 could
therefore be expected to maintain its
existing private coverage for basic health
care services and to face the same high
level of out-of-pocket expenditures as it
does now (10). Families earning less than
$4800 per year would receive quite differ-
ent treatment in that they would be ex-
cused from essentially all out-of-pocket
payments and would thus be provided
with full insurance coverage (11).

Tax burden. The tax burden under the
Long-Ribicoff bill is highly progressive
because two-thirds of the funds are de-
rived from the income tax (Table 2 and
Fig. 8). As a consequence, families in low-
income brackets would pay less than $100
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Fig. 6. Income redistribution under the Ad-.

ministration bill and the Kennedy-Mills bill.
The cross-hatched area below the ‘‘total con-
sumption’’ line represents net gains of income
and the shaded area above the consumption
line represents net losses. The average total
consumption of services has been assumed
constant except for low-income groups (ap-
pendix D). The higher values shown for the
total consumption of low-income families are
accounted for by reduced requirements for
out-of-pocket payments by such families.

per year in taxes, whereas those in high-
income brackets would pay as much as
$1000 per year. (The revised version of
the Long-Ribicoff bill, introduced in
October 1975, would eliminate cost shar-
ing for catastrophic coverage and thereby
increase the tax burden shown in the
tables and figures by about 5 percent.)
Income redistribution. The largest
fraction of the tax revenues raised by the
Long-Ribicoff bill would subsidize the
health care of low-income groups. Fam-
ilies with earnings of less than $4800
would be net gainers to the extent of ap-
proximately $900 per year. Middle- and
upper-income families, except for the 1
to 2 percent suffering catastrophic ill-
ness, would face a net loss of income.
However, because the health care of
many low-income, nonworking families
is already heavily subsidized by public
funds, the incremental effect of the
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Fig. 7. Income redistribution under the Cor-
man-Kennedy bill. The cross-hatched area be-
low the ‘‘total consumption’’ line represents
net gains of income, and the shaded area
above the consumption line represents net
losses. Because the bill has no cost-sharing
provisions, the average total consumption of
services has been assumed constant for all

income groups (appendix D).

Long-Ribicoff bill on the income redistri-
bution of middle- and upper-income fam-
ilies would be quite small, amounting to
a net loss of $50 at an income of $20,000
and $170 at $50,000.

Effects on Other Than a Family of
Four with a Full-Time Worker

In the following paragraphs, we briefly
examine the effects of the proposed legis-
lation on single individuals, on families
without a full-time worker, and on the
population older than age 65.

Single individuals. Under all bills,
single individuals would incur smaller
net gains (or larger net losses) than
would families at the same income level.
Although a single individual consumes
fewer services than a family, he pays a
similar amount of income and payroll
taxes. The Administration bill is less dis-
criminatory toward individuals than are
the other proposals because it reduces a
single person’s premium (but not his
taxes) to reflect his smaller anticipated
benefits.

Families without a full-time worker.
Families without a full-time worker
would be in a favorable position under all
the proposed bills. Such families, be-
cause they have limited incomes, would
typically pay little tax and would not be
required to make appreciable out-of-
pocket payments (appendix D). As a re-
sult, they would be net gainers in
amounts ranging from $800 to $1200. For
nonworking families who are not cov-
ered by Medicaid or other public pro-
grams, nearly all of this gain would repre-
sent an increment in income redistribu-
tion. Families that are now covered by
public programs would have an in-
cremental gain that is dependent on the
extent to which their current benefits are
improved. In states with generous Medi-
caid benefits, the incremental gain would
be small; in other states, the incremental
gains would be more substantial.

The over-65 age group. Under all bills,
the cost of the program for the over-65
age group would be borne almost entire-
ly by the working population younger
than 65, as is now the case with Medi-
care. The reason is as follows. Although
most of those now retired paid taxes into
the Medicare account during their work-
ing years, these monies have not been ac-
cumulated and are therefore not avail-
able to pay the promised benefits. In-
stead, current payroll taxes and income
taxes from the population younger than
65 are, and will be, used to pay such com-
mitments. We have, however, excluded
these costs from our analysis of income
redistribution because those who are
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now supporting the program can look for-
ward to being the beneficiaries of similar
payments by the next generation of work-
ers. (The problem of demographic
changes that may invalidate this assump-
tion is beyond the scope of our article.)

Total expenditures on health care for
the elderly under each of the four major
bills are strikingly similar, ranging from
$21 billion to $24 billion per year (appen-
dix B). This similarity results from the
fact that each bill, in essence, continues
the Medicare program and simply man-
dates a slight expansion of existing bene-
fits.

Effect of Each Bill on National

Expenditures and on Federal Budget

Figure 9A shows the amount by which
each of the four bills can be expected to
increase total national expenditures on
health services, that is, on the care of
those older as well as younger than age
65. These new expenditures range from a
low of $3 billion under the Long-Ribicoff
bill to a high of $13 billion under the Cor-
man-Kennedy bill. Our calculations ig-
nore the price increases that can be ex-
pected to occur in response to an in-
creased demand for care (1, 12).

The effects of the bills on the federal
budget are shown in Fig. 9B. In several
instances, the budgetary changes are sub-
stantially larger than the changes in na-
tional expenditures. The explanation lies
in the fact that increases in the federal
budget are determined largely by the
choice of a taxing mechanism (income
taxes and payroll taxes appear on the
budget but premiums do not), whereas in-
creases in actual expenditures are deter-
mined solely by the degree to which a
particular bill reduces out-of-pocket pay-
ments and thus stimulates use of ser-
vices.

A comparison of the Administration
and Kennedy-Mills bills dramatically il-
lustrates how particular tax choices have
different effects on the budget. The two
bills, as has been pointed out, mandate
similar reductions in out-of-pocket pay-
ments and would therefore induce nearly
identical new expenditures of some $5
billion to $6 billion. However, the Ad-
ministration bill would have a relatively
small effect on the budget because it
raises some 70 percent of its revenues by
means of a premium, whereas the Ken-
nedy-Mills bill would have a substantial
impact because it raises the same frac-
tion of its revenues by a payroll tax. In
the case of the Corman-Kennedy bill, the
massive increase of approximately $64
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billion in the federal budget results from
both the choice of financing mechanisms
(payroll taxes and income taxes) and the
shifting of all current out-of-pocket pay-
ments to the public sector.

Reliability of Estimates

Our estimates of the total costs of each
bill, and of the distribution of costs and
benefits under each, rest on a large num-
ber of detailed calculations (see appen-
dices). In this section we briefly consider
how the uncertainty surrounding these
estimates affects our conclusions con-
cerning income redistribution.

The estimates of total costs are subject
to the most uncertainty because we can-
not precisely calculate the amount by
which each program would increase de-
mand for care, and because there is no
satisfactory method of estimating how
much the price of medical services
would be increased by a given change in
demand.

The distribution of costs by income
group can be estimated more reliably be-
cause the calculations are based on ex-
tensive data defining tax payments at
each level] of income. The estimates of
distribution of benefits by income group
are less precise, however, because there
are only fragmentary data defining the
way in which additional insurance cov-
erage influences the consumption of ser-
vices at various income levels.

Fortunately, these uncertainties do
not significantly affect our estimates of
the income redistribution produced by
any given bill. Because total costs are
equal to total consumption, any adjust-
ment in total consumption would pro-
duce offsetting adjustments in the distri-
bution of both dollar burden and con-
sumption (Figs. 6 and 7) and would thus
have little effect on the pattern of income
redistribution.

Implications of the Financing Provisions

Any NHI plan reflects a set of values
about society’s responsibility for provid-
ing access to health care and about the
appropriate way to distribute the costs of
medical services. A comparison of the
proposals now being considered by Con-
gress demonstrates that lawmakers are
approaching a consensus with respect to
certain key values, while others remain
in contention. In this section, we com-
pare the philosophies underlying the four
bills discussed above in order both to illu-
minate areas of agreement among vari-
ous political factions and to identify is-
sues around which controversy still ex-
ists.

The individual bills, although they dif-
fer appreciably in their definitions of who
is poor, all reflect the view that access to
health services by persons of low income
should be at least equal to that of the rest
of the population. Each bill attempts to
achieve this goal by reducing or eliminat-
ing out-of-pocket payments by the poor
and thus largely removing financial bar-
riers to care. The bills, in addition, re-
flect the consensus that the tax contribu-
tions of the poor should be kept low (13),
and that the burden of subsidizing such
favorable tax treatment should be distrib-
uted in a progressive fashion by the use
of the income tax.

Finally, all the bills reflect the view
that the entire population should be pro-
vided with protection against major fi-
nancial loss due to catastrophic illness.
The extent of the ‘‘catastrophic’’ cov-
erage varies markedly among the propos-
als, but each ensures, as a minimum, that
a family’s health expenditures in a given
year will not exceed several thousands of
dollars.

Beyond the areas of consensus, there
are, however, important areas of con-
troversy. The first of these centers on
how much more of the nation’s re-
sources should be devoted to providing
care to the general population, that is, to
all those who are in other than very low
income groups. The divergent views on
this issue are reflected in the degree to
which each bill reduces out-of-pocket
payments by the nonpoor and thus stimu-
lates their use of services. The Long-
Ribicoff bill, by leaving current methods
of payment unchanged (save for cata-
strophic illness), provides almost no
stimulus to consumption. The Corman-
Kennedy bill, by eliminating all out-of-
pocket payments, encourages the maxi-
mum use of services. Between the two
are the Administration apd Kennedy-
Mills bills, each of which includes a mod-
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erate coinsurance and deductible provi-
sion.

The value judgments lying behind
these financing provisions are fundamen-
tally different. At one end of the spec-
trum, as exemplified by the full coverage
provisions of the Corman-Kennedy bill,
are those who feel that ‘‘health care is a
right”’—that access to health services
should neither be limited nor rationed by
price. Many who hold this view also be-
lieve that early and regular use of health
services will help to prevent later serious
illness and, therefore, that the use of am-
bulatory care should be encouraged.

At the other pole, as exemplified by
the provisions of the Long-Ribicoff bill,
are those who see no justification for a
societal decision to commit additional re-
sources to the care of the general popu-
lation, except for the treatment of cata-
strophic illness. Some who hold this
view argue that such resources could be
better spent on pollution control, hous-
ing. or education. Others maintain that
the decisions to spend more on health
care rather than on other goods and ser-
vices should remain with the individual
and not be brought into the public do-
main. Analysis of this complex con-
troversy lies beyond the scope of this ar-
ticle but is discussed in detail elsewhere
a,?2).

Controversy also exists across a sec-
ond major dimension of the financing
problem. There is sharp disagreement
along the political spectrum over how
the burden of total health expenditures,
once decided on, should be distributed.
This conflict of views can be seen in the
contrasting financing provisions of the
Kennedy-Mills and Administration bills.
These bills, as mentioned earlier, are sim-
ilar in that they cover a nearly identical
package of basic health services, man-
date virtually the same deductible and
coinsurance payments, and will require
nearly the same tax revenues. They dif-
fer significantly, however, in that the
Kennedy-Mills bill relies on a payroll
tax, whereas the Administration bill uses
a premium to fund virtually all program
costs other than those for the poor. The
payroll tax strategy is designed to limit
the burden on the less affluent and to use
the financing provisions of the program
as a means of effecting income redistribu-
tion. The premium strategy, on the other
hand, is aimed at avoiding significant re-
distributive effects by linking the size
of tax payments to anticipated benefits
4).

Economic analysis cannot, of course,
determine what amount of income redis-
tribution is appropriate for society. This
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Fig. 9. Increase in national spending on health
services (A) and increase in the government
budget (B) under each of four health in-
surance bills before the Congress. The values
shown include increased expenditures for
both those older than and younger than the
age of 65. The data do not include any correc-
tion for the rise in the unit price of services
that would be produced by the increased de-
mand for care.

issue can only be resolved through the
political process. However, by bringing
into focus the practical consequences
caused by a given financing proposal,
analysis can facilitate both dialogue and
compromise. For example, payroll tax
advocates and premium advocates ap-
pear to be so far apart on basic goals that
the possibility of reconciling their differ-
ences seems remote. However, when the
competing approaches are examined in
terms of the tax burden that each im-
poses on middle- and upper-income tax-
payers, the differences, expressed as a
proportion of income, prove to be sur-
prisingly small (Table 2). Indeed, the
data suggest that despite the controversy
over principle, compromise on a financ-
ing strategy may be possible.

To this end, let us consider the con-
sequences, under the Administration
bill, of using a premium subsidy to re-

Table 5. Effects on tax burden of substitut-
ing a subsidized premium for the mandated
premium in the Administration bill for a family
of four with one full-time worker. Amounts
are given in dollars; all values include a 0.22
percent payroll tax on earnings up to $14,100
which would fund the current disability pro-
gram under Medicare.

Family Mandated Subsidized
income premium* premium¥
3,000 460 130
6,000 640 290
9,000 690 470
12,000 730 650
15,000 780 840
20,000 880 980
30,000 1140 1340
40,000 1450 1770
50,000 1780 2230

*Premium of $600 plus 7.46 percent income surtax.
tPremium graduated from $0 to $600 plus 10.42 per-
cent income surtax (appendix A).

duce the burden on families earning less
than $12,000 to the amount that would be
produced by a payroll tax program. The
notable finding, as shown in Table 5, is
that such a subsidy would cause relative-
ly minor increases in the tax burden on
middle- and upper-income families. The
cost to those earning between $12,000
and $25,000 would be only $50 to $150
per year; to those in higher income brack-
ets, it would be no more than an addition-
al $200 to $400 per year (15). (In the case
of the Corman-Kennedy bill, replace-
ment of the payroll tax by a subsidized
premium of similar design would have
only a slightly larger effect.)

The degree of additional income redis-
tribution caused by such a subsidy is
small enough (some $5 billion in the ag-
gregate) that premium advocates might
accept it, provided they received in re-
turn a concession from the payroll tax
supporters. The desired concession
would almost certainly relate to the gov-
ernment’s role in the administration of
an NHI program. Many premium sup-
porters object to a payroll tax. not only
because of its effect on income distribu-
tion, but also because they believe that it
would lead to government domination of
the health care sector and sharply dimin-
ish the role of private enterprise. Be-
cause payroll tax revenues become part
of the federal budget, an NHI program
based on a payroll tax would be adminis-
tered and controlled by a government
agency such as the Social Security Ad-
ministration; the private insurarice indus-
try would thus be excluded from under-
writing health insurance and would re-
tain, at most, a role in the processing of
claims. Furthermore, government admin-
istration of an NHI program would al-
most inevitably lead to a major expan-
sion in federal control of both the price
of health services and the terms under
which health care is provided. A subsi-
dized premium program would, on the
other hand, allow health insurance to re-
main in the private sector.

Supporters of the payroll tax would, of
course, favor the added income redistri-
bution resulting from a subsidized pre-
mium but might not feel that this is suf-
ficient compensation to justify a major
concession on government control.
Many payroll tax supporters believe, al-
beit on the basis of weak evidence,
that the government could operate an in-
surance program more efficiently than
private insurers and that many of the ills
of the health care system can be solved
only by increased government regu-
lation (16). Thus a program based on pre-
miums, even if appropriately subsidized,
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will still be viewed by some payroll-tax
advocates as basically unacceptable. It
should be noted, however, that a subsi-
dized premium does overcome a serious
objection that can be leveled at an ordi-
nary premium program. An ordinary pre-
mium imposes a larger tax burden on the
employer of low-income workers than
does a payroll tax and thus acts as an im-
portant disincentive to the hiring of low-
wage employees (appendix E). Under a
subsidized program, both the employer’s
and the employee’s premiums are re-
duced to the level imposed by a payroll
tax, and this disincentive is removed
(17).

We do not mean to suggest that the on-
ly way for advocates of alternative fi-
nancing strategies to resolve their differ-
ences is through the use of a subsidized
premium. Other compromises may well
be possible. For example, another prom-
ising approach might use a combination
of premiums and payroll taxes as a
means of increasing the role of govern-
ment while still leaving a significant por-
tion of control in the private sector.

Conclusion

In this study we have developed a con-
ceptual framework for the analysis of
NHI financing and have defined the ex-
tent to which four different legislative
proposals would redistribute income.
Our analysis of the various proposals has
made it clear that there is broad political
agreement on the need to provide univer-
sal protection against the expense of cat-
astrophic illness and to make health care
more accessible to the poor.

Despite this consensus, important un-
resolved issues have led to a deadlock
among proponents of various NHI bills.
Controversy centers on several ques-
tions. For example, how large a role
should government play in the adminis-
tration of a national program? How
much of the nation’s resources should be
devoted to health care? To what degree
should an NHI bill serve to redistribute
income?

In an attempt to resolve the present
stalemate, it is likely that new legislative
proposals will emerge that will incorpo-
rate combinations of taxes and out-of-
pocket payments significantly different
from those embodied in the four bills we
examined. We believe that the quan-
titative evaluation of such proposals, us-
ing the techniques described here, will
yield insights that can promote rational
political dialogue and thus can help to re-
solve the current controversy over na-
tional health insurance.
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Supplementary Information

The full appendices to this article are
included in the reprints of the article.
However, to give the reader an overview
of the methodology and the data sources
that we have used, a brief summary of
each appendix is provided below.

Appendix A

Calculation of the tax burdens associated
with raising $10 billion of revenue. The pro-
portion of income derived from three major
sources—wages, property income, and non-
taxable income—is calculated for each level
of family income on the basis of federal in-
come tax returns and Census population sur-
vey data. The tax rates required to raise $10
billion from each of the three revenue
sources—payroll tax, income tax, and pre-
miums—are obtained from tax bases calcu-
lated as follows. The payroll tax base is deter-
mined (with Social Security Administration
data) by increasing the fiscal 1975 wages cur-
rently subject to payroll taxes by the amount
that would be raised from the wages of work-
ers not now taxed. Earnings in excess of the
maximum taxable amount ($17,000) are ex-
cluded from this calculation. The income tax
base is determined from the combined yield of
personal and corporate income taxes project-
ed in the 1975 U.S. budget. We assume that,
at each level of income, increased revenue
will be derived by applying a uniform per-
centage surtax to a family’s personal income
tax liabilities and that the burden of the in-
crease in the corporate tax is proportional to
property income. The base for premiums is de-
termined for HEW statistics on the number of
persons and families younger than age 65; in
our calculations we assume that the premium
for a single individual will average 40 percent
of the family premium.

Appendix B

Total costs under four prototypical NHI
bills. To maintain comparability with other
discussions of NHI proposals, we use HEW
estimates of the total costs of each bill for fis-
cal year 1975 and exclude costs of long-term
care. The HEW figures are within the range of
independent estimates derived from calcula-
tions of the ‘‘induced demand’ for services
caused by improved insurance coverage. We
do not include a value for added expenditures
that result from increases in the price of medi-
cal services as induced by insurance. Ex-
penditures for the populations younger than
age 65 are disaggregated into tax payments
(payroll tax, income tax, and premium pay-
ments) and out-of-pocket costs.

Appendix C

Tax revenues from each source of financing
for prototypical NHI bills (under-65 popu-
lation). Revenues from premiums and payroll
taxes are calculated from the premium and tax
rate specifications of each bill. The difference
between total required revenues (calculated in
appendix B) and revenues from premiums
and payroll taxes is allocated to income taxes
except in the case of the Corman-Kennedy
bill, which specifies that the required reve-
nues shall be raised equally from payroll and
income taxes.

Appendix D
Calculation of total consumption of health
services at various incomes (under-65 popu-

lation). To obtain average values for consump-
tion of services by middle- and upper-income
families, we first calculate total consumption
under the Administration bill, by using as the
basis for our estimates the actuarial experi-
ence under similar benefit packages written
by private insurance companies. The average
value for the Administration bill is then ad-
justed to reflect both the benefits and the
amounts of cost sharing mandated under the
other three bills. For each bill, the average val-
ue (calculated as just described) is used to rep-
resent total consumption of families at all in-
comes greater than $10,000.

The value for consumption of services by
lower-income families under the Corman-
Kennedy bill is calculated on the basis of stud-
ies indicating that, in the absence of cost shar-
ing, total consumption of low-income families
is the same as that of families earning more
than $10,000. This value (corrected for differ-
ences in services covered) has also been taken
to represent the consumption of those families
who, under the Kennedy-Mills and Long-
Ribicoff bills, face no cost-sharing require-
ments. Values of consumption by low-income
families who do face out-of-pocket expenses
(Kennedy-Mills, Long-Ribicoff, and Adminis-
tration bills) are estimated by adjusting the
“‘no cost sharing’’ values by the fraction of to-
tal consumption that a family must pay out-of-
pocket.

Appendix E

The implication for the employee of the em-
ployer’s share of a payroll tax or premium. In
our calculation of tax burden, we assume that
the employer’s share of a premium or a pay-
roll tax is, in fact, borne by the employee. The
employer, over time, shifts his burden to the
employee by failing to increase wages as rap-
idly as he would in the absence of the required
premium or payroll tax payment. Workers
earning near the minimum wage may consti-
tute an exception if the legal minimum rises as
fast as do inflation and productivity. In such a
case, minimum-wage workers will face a low-
er tax burden than the one we have calcu-
lated, but they will also face an increased risk
of unemployment.
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statement of its impact upon the human
environment.

Clean Air

To illustrate how profound the .eco-
nomic, social, political, cultural, and de-
mographic impacts can be of an action
which seems at first blush to be physical
and local, consider the Clean Air Act (2),
which was enacted in its present form on
31 December 1970. The statute is in-
tended to eliminate air pollution and the
ensuing hazard to health resulting from
breathing noxious fumes. The statute’s
mechanism for achieving this result af-
fects all of us directly in our professional
as well as personal lives.

The act requires the establishment by
the administrator of the Environmental
Protection Agency (EPA) of national am-
bient air quality standards for specific
types of air pollutants. Primary stan-
dards must be established which in the
judgment of the administrator of the
EPA are ‘‘requisite to protect the public
health’’; secondary standards are to be
established which in the judgment of the
administrator are ‘‘requisite to protect
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