Funding Medicare for All

The campaign for single payer has hit a new high with the filing by Senator Bernie Sanders of a
single-payer bill in the Senate with 16 cosponsors.! While this bill, and its house counterpart HR
676, has more support than any similar measure has ever had in Congress, it still faces serious
opposition because of the cost, and the required new taxes.?

There is an alternative. Much of the revenue needed for a full single-payer program like that
proposed by Senator Sanders is required for “Improved Medicare for All” (IMFA) or a national
health insurance program providing full coverage to everyone. By contrast, the existing
Medicare program, enacted in 1965, provides relatively skimpy coverage, comparable to a
Bronze plan on the ACA Exchanges, and includes considerable built in revenues. As was once
proposed by Senator Daniel Moynihan, simple Medicare for All (MFA) could be enacted by
removing the age limits in the laws establishing Medicare, and it could be done with a fraction of
the taxes required for IMFA.2

| estimate the revenue needed for MFA and report the results in an article in The Conversation.
Below, | explain my calculations, summarized in Table 1. (I base my calculations on 2015, the
last year for which we have data on all relevant values.)
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Table 1. Funding Medicare for All, 2015 (Sbillions).

Coverage replacement S 754.1
Covering uninsured S 81.8
Total cost: S 835.8
Savings:

Provider administration S 89.5
Insurance administration S 75.4
Hospital monopoly pricing S 53.1
Total savings: S 218.0
Net cost: ) 617.9
Revenues:

Tax expenditure savings: S 141.9
Reduced ACA subsidies S 19.2
Premiums: S 210.3
subtotal, natural enhancements: S 371.5
New revenue needed: S 246.4
New revenue needs as share of 2.99%
payroll:

Coverage replacement: Medicare currently covers 7% of the spending by the population under
age 65. | assume that under MFA it would cover 52% of these costs.* The difference, 45% of
spending for those under 65, comes to $656.8 billion in 2012. 1 bring this up to 2015 to match
enrollment data; assuming the new coverage amount increases at the same rate as national health
expenditures between 2012 and 2015, or by 1.1482; multiplying this by $656.8 gives $754.1 b. in
2015.°

Covering the uninsured: The population of uninsured in 2015 is 28,455,000. ° Assuming that
they spend 55% as much as do the insured, | estimate that their per capita spending without MFA
is $3800.” With insurance, they would spend 80% as much as the insured, or an average of
$5527. Multiplying the population by this per capita spending gives total spending of $137
billion. Assuming that MFA would cover 52% of this spending, this gives spending of $71
billion.

Total new spending is the sum of these or $835.8.
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Savings from provider administration: A full single payer plan would save about 10% of costs in
provider offices.® MFA would shift a quarter of healthcare spending to the Centers for Medicare
and Medicaid Services, and | assume it would save a quarter of these costs, or 2.5% of total
spending.

Savings from insurance administration: Traditional fee-for-service Medicare operates at a
Medical Loss Ratio of about 98% compared with 88% for private insurance.® This means that
there is an administrative savings of 10% of the money shifted from private insurance to the
MFA program, or $75.4 billion.

Hospital monopoly pricing: Medicare reimburses hospitals at about 22% less than private
insurance. % Hospital spending comes to almost a third of total spending. The savings from
lower hospital prices are estimated as .22*.32*754.1=$53.1 billion

Total savings are the sum of these three lines or $218 billion.

The net cost of the program is the difference between $835.8 billion in new costs and the $218.0
in savings, or, allowing for rounding error, $617.9 billion.

New revenues from savings on tax expenditures: Tax expenditures on employer provided health
care are estimated by the Treasury as $235 billion, or 18% of spending on private health
insurance.!* Applying this to the $754 in reduced private health gives an increase in tax revenue
of $141.9 billion.

New revenue from reduced ACA subsidies. ACA subsidies in 2015 were $28 billion.*? If MFA
replaces 68% of private health insurance spending, then | assume it will replace the same share
of ACA subsidies.

New revenues from Medicare Part B premiums: | calculated the distribution of the population by
income from the IRS Statistics of Income and applied to each income group the Medicare Part B
premium for that income. For households eligible for ACA subsidies or Medicaid, | assumed
premium payments would be no more than the ACA allows for private insurance premiums. |
then calculated premium payments assuming that each tax return represents 2.13 persons.

Total revenue “natural enhancements” is new revenue that would come without any new
legislation. It is the sum of revenue from these three sources, or $371.5 billion.
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After subtracting “natural enhancements” from the revenue needs, $246.4 in additional new
revenue is needed. | divided this by the Bureau of Economic Analysis estimate of wage and
salary income to get a payroll tax increase of just under 3.0%.



