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1e RAND report's Figure B.3. The authors estimated,
th costs would be lower than the status quo for each
~een the 75th and 90th percentiles. However, those
off and worse off,

im the Medical Expenditure Panel Survey of the U5,
neps.ahrq.gov/mepsweb/data_stats/ meps_query.jsp
taken from Medicare.gov’s Medicare Plan Finder. Re-

e-Payer on New York lospitals,” Empire Center
w.empirecenter.org/ wp-content/uploads/2018/11/

ate waivers,” Modern Healthcare, July 25, 2018,
3/NEWS/180729942
{ealthcare Research and Quality. hitps:/ /meps.ahrq,

ate Division of the Budget, May 2018. hitps:/ / www.
f

md, “Hooked on HCRA: New York's 20-Year Health
~empirecenter.org/ publications / hooked-on-hcra/
npire State Repott, March 1994,

lan for Undocumented and Low-Income New York-

In reality, the costs and risks of single-payer
would be much greater, and the benefits much
smaller, than its proponents claim. Sweeping
and coercive even by international standards,
the governmeni-controlled plan would violate
an ancient principle of medical treatment: First,
do no harm.

Consider just a few of the ramifications:

* A system that covers more people and gels
rid of existing cost controls — without slash-
ing provider fees—would unavoidably
drive health-care spending up, not down.

*  Given the exorbitant tax hikes required, a
significant fraction of New Yorkers would
pay more for coverage than they do now,
and many if not most of those people would
be low- or middle-income.

+ Evenif overall spending were kept stable,
the switch to state-controlled prices would
disrupt revenue flows for the entire health-
care industry —representing almost one-
fifth of the economy —=with a desiabilizing
effect on access and guality.

¢ Meanwhile, single-payer would pul vasily

lsswe Briefl
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more power and money into the hands of a
state povernment notoriously prone to cor-
ruption and inefficiency. Health care would
dominate Albany’s time and money to the
exclusion of other priorities, such as educa
tion and infrastructure.

Ironically, the push fer single-payer comes at
a time when New York's uninsured rate has
dropped 1o a hisloric Jow of 6 percent. Many
of the 1.1 million who still lack coverage would
qualify for free or subsidized coverage under
existing government programs.

This means the vast majority of the money,
effort and disruption required 1o implement
single-payer would be devoted lo people who
already have insurance—and who would be
forced to change it whether they want to or not.

State lawmakers looking to improve the health-
care system should focus on measured, practi-
cal solutions targeted at clear-cut needs —and
not the costly and risky radical surgery of sin-

gle-payer.
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Do No Harm

Issue Briel

Canadian system, for example, does not cover
prescription medications and dental care, and
two-thirds of Canadians buy supplemental
insurance for those expenses® In the United
Kingdom, enmoliment in the National Health
Service is not mandatory, and about 11 percent
of people cheose private coverage.®

Other developed countries with near-universal
coverage, such as Switzerland, have hybnd,
multi-payer systems that combine state-run or
subsidized plans with mandalory private in-
surance.”

Despite many unknowns, the bill's supporters
have nonetheless asserted that their plan would
dramatically reduce health spending and save
money for the vast majority of New Yorkers,

In making these claims, Gottfried and other
supporters have primarily relied on estimates
in a 2015 white paper by Gerald Friedman,
chairman of the economics department at the
University of Massachusetis at Amherst.®

An avowed supporter of the single-payer con-
cepi, Friedman projecied that the New York
Health Act would reduce the state’s overall
health spending by $45 billion, or 16 percent.

Also unusual, if ot unique,
is the New York Health Act’s
promise of blanket cover-
age with no deductibles or
copayments, which are the
norm in other country’s sys-
tems.!

The New York Health Act
passed the Democrat-led
Assembly in 1992, the first year it was intro-
duced, then again in 2015, 2016, 2017 and 2018
In the most recent vote, on june 14, 2018, the act
was approved 91-46.°

The bilk never came to the floor of the Senate,
which had been under Republican control.
However, it has wide support among Demo-
crats who won a majority in the 2018 election.

ESTIMATING PRICE TAGS

Implementing the New York Health Act would
be enormously expensive lor state government,
but there is liitle consensus on its cost.

Albany lacks a formal system for estimating the
fiscal impact of proposed legislation, as is rou-
tine in Congress and some state legislatures
Moreover, the act lacks crucial details—such as
tax rates, provider fees and cost-control meth-
odologies—which makes precise forecasting
impossible

lanuary 2019

Implementing the New
York Health Act would be
enormously expensive for
state government, but
there Is little consensus
on its cost,

He further estimated the
plan could be financed
with combined tax hikes
of $92 billion.

That would represent
more than doubling the
state’s overall tax burden.
Still, Friedman estimated
that 98 percent of New
Yorkers would save money compared to what
they now pay for insurance premiums.

However, Friedman's analysis rested on dubi-
ous assumptions.” He took for granted that the
federal government would grant all necessary
waivers, which the Trump administration has
said it would deny. He further assumed state
officials would successfully negotiate deep dis-
counts on drugs, and that administrative sav-
ings would be greater than those forecast by
other experts.

A more skeplical analysis was produced by
Avik Roy of the Foundation for Rescarch on
Equal Opportunity.” In a May 2017 report,
Roy predicted that medical fees and utilization
would spiral upward, that administrative sav-
ings would be relatively stall, and that federal
waivers would be denied. Tle estimated that
the plan would require combined tax hikes of
$226 billion in the first yeas, roughly quadru-
pting the state’s overall tax receipts.
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How these conflicting forces would balance out
is hard to forecast.

RAND projecied spending growth under the
New York Health Act would moderate slightly,
rising by 49 percent over the first 10 years as
compared to 53 percent under the status quo.®

However, the state’s previ-

However, the large tax hikes required—and
the double-digit gap they would open between
New York’s top marginal rate and those of oth-
er states — would creale an obvious tisk of slow-
ing the economy and dampening job creation.

Certain to be eliminated sould be tens of
thousands of jobs in the insurance industry.
That would likely be offset

ous atiempt at price regula-
tion in the health-care sys-
tem raises warning flags.

The New York Health Act
is the equivalent of a

1o some extent by hiring by
health-care providers in re-
sponse to higher demand.

multi-organ transplant—a

From 1983 to 1996, the state
regulaied hospital fees paid
by most private health
plans. The sysiem, the New
York Prospective Hospital
Reimbursement  Method-
ology (NYPHRM), was the focus of perennial
battles in the Legislature, as hospitals lobbied
for more money and employers and insurers
pushed back.”

State officials took for granted that the system
was keeping a lid on cosis until 1994, when a
study revealed New York's per-capita hospital
spending was the second-highest in the US—
and rising faster than the national average.®

Shortly after that revelation, state lawmak-
ers moved to deregulale hospital rates in the
Health Care Reform Act of 1996, Since then,
New York's per capita hospital spending—
though still higher than average—has moved
closer to the national noem.

A single-payer system would effectively rein-
stale NYPHRM-style rate-setling, not just for
haospitals, but all providers—which could eas-
ily bring back the previous growth pattern.

JOBS AND THE ECONOMY

The unprecedented nature of the New York
Health Act—and the many missing details
about how it would work—make it difficult to
predict economic effects with any certainty.

desperate step that should
only be taken when there
are no alternatives.

With respect to the rest of the
economy, RAND forecast a
net increase in employment
of about 2 percent, or aboul
160,000 jobs.”® This was
based largely on a projected
shift in disposable income from higher- 1o Jow-
er-income houscholds, which typically spend
a greater share of their disposable income on
consumer goods and services.

However, RAND specified that its job forecast
did not factor in the economic effect of wealthy
residents fleeing the stale due to high tax rajes.

The more pessimistic analysis by the Foun-
dation for Research on Equal Opportunity—
which anticipated much higher costs and tax
rates—predicted a net loss of 175,000 jobs.*

CONCLUSION

The New York Health Act is the equivalent of a
multi-organ transplant—a desperaie step that
should only be taken when there are no alter-
natives.

Single-payer would cut out major componenis
of the existing health-care infrastructure—its
systems for negotiating prices, paying claims,
enrolling members, collecting premiums, set-
Hing disputes, policing fraud, improving qual-
ity and more—and replace them with new and
different systems that have never been tried
before.

Do No Harm

administration. The argument is that one big
state-operated plan would operate more effi-
ciently than dozens of private plans, each with
their own staff, facilities, overhead and claims
requirements. There would be fewer execu-
tive salanies and zero profit-taking. Providers
would also save money on clencal work, be-
cause they would be dealing with one organi-
zation rather than many.

The hote in this theory is that much of the
private plans’ administrative spending holds
down costs—whether by winnowing out
fraud, reducing waste or encouraging pre-
vention. Also serving as a brake on spending
are the deductibles, copayments and coinsur-
ance—which, for better or worse, cause people
to think twice before seeking care, and which
would go away under single-payer.

The state would have to replace at least some
of these private-secior functions with paper-
work requirements of its own—if only 1o make

sure that patients really exist and actually re-
ceive the service in question. Experts disagree
about what the optimal level of administrative
speading would be, bul it's not zero.

RAND's estimate is that savings on adminis-
tration would be almost exacily balanced out
by the additional expense of covering the unin-
sured and getting rid of cost-sharing—meaning
that single-payer would be roughly a wash."
That calculation is based on iffy assumplions—
chief among them, that the state would effi-
ciently manage this massive and unprecedent-
ed program, and that federal Medicare and
Medicaid waivers would minimize the neces-
sary administrative costs.

‘The less-rosy view ~ reflected in studies of na-
tional single-payer plans by groups such as the
Urban Institute”—is that simultaneously ex-
panding coverage and removing the restraints
of privale insurance would result in higher
spending, not lower.

Table 1. Tax rates under the New York Health Act
{as projected by RAND for 2022)
Payroll Tax
Taxable payroll income MNYHA tax rate Employer share fmployee S LTl
pay pioye share rates {single filers)*
Upto $27.500 b.1% 4% 1.2% 4.0-5.25%
$27.501 - $141,200 12.2% X 2.4% 5.25% - 6.33%
Over §141,200 18.3% 14.6% A7% 633 -8.82%
Non-payrall tax
Taxable non-payrolf NVHA tax rate Current income 1ax rales
ncorme (single filers)*
Up to §27,500 6.2% 4.0-4.5%
$27,501 to $141,200 12.4% 5.25%- 6.33%
S Over $141,200 18.6% 6.33% - B.82%
M “Applies 10 income after exemptions and deductions. NY's personal income tax exempts the full amount of Social
K Security aml governmenl-sponsored pensions and the firgt $20,000 per year of private retirement income,
January 2019
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Figure 7. Budget buster

All-funds state spending before and after the NY Health Act

Stalus quo

NYHA

s All olber spending 1 Health care

Source: Division of the Budget, Empire Center estimales

supplants ERISA-protected plans and subjects
their operators to a payrolt tax would almost
cerlainly be challenged in court, and could well
be pared back or overturned.

If the state were obliged to carve out ERISA
plans, it would be losing a major fraction of
its revenue and face additional administrative
complexity.

STRETCHING ALBANY

Under the Nuw York Health Act, viclually all
health spending in New York State—currently
about $290 billion a year®—would become a
line item in the state budget.

The “all funds” budget, including federal aid,
would mushroom from $170 billion™ to about
$390 billion (Figure 7). And three out of four of
those dollars would go Io a single program -
the New York Health Plan, The addition of cov-

erage for long-lerm care would add some $20
billion to those totals.®

Evety other spending priority of the state—
public schools, mass transit, roads and bridges,
parks, environmental profection—would nec-
essarily take a back seat.

The stale's bureaucracy would balloon with a
new army of health plan administrators.

The health-care industry—which is already one
of the state's biggest spenders on lobbying and
campaign donations—would likely pour even
mare money into Albany, creating an addition-
al risk of corruption in a notoriously dysfunc-
tional staie Capitol.

A mere 3 percent increase in health plan costs,
which has been typical for medical inflation
in recent years, would translate to a 39 billion
deficit 1o be closed.

Do No Ham
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Figure 2. Historic heights

New York's net tax cost after federal deduction

With single-payer fax
inon-payrik
J13%

Afer cap on SALT
deduction:
127%

B A S T R S R S e@e%e,ﬁa,

m New York State

4

&5
H New York City

Source: NYS Depanment of Taxation and Finance, NYS Division of the Budget

Factoring in the employer share, total state
taxes on both payroll and non-payroll income
would more than double at the low end and
more than triple at the high end.

The scale of the resulting tax bite would be an
outlier—both in comparison to other states,
and by the standards of New York history.

New York State’s top marginal income tax rate
of B.82 percent is currently the 10th highest in
the country,™ but the combined state-local mar-
ginal rate in New York City, at 12.7 percent, is
second only to California’s

With the addition of single-payer taxes, the ef-
fective top rale on non-payroll income would
vault 1o 27.4 percent for the stale as a whole,
and 31.3 percent in New York City—more than
double California’s rate (Figure 1, page 7).

I3
2
&
]
™
=]
@

Historically, the high-water mark of New York's
income tax was 15.375 percent in the late 1960s
and 1970s, and the combined state-city rate
peaked at just under 20 percent in 19762 At the
time, state and Jocal taxes could be claimed as a
deduction against federal faxes, which reduced
their net impact by more than half.

Under the 2017 federal tax legislation, however,
the deduction for state and local taxes (known
as SALT) has been capped at $10,000 per year -
meaning the highest-income taxpayers are how
fully exposed to the state’s and city’s top mar-
ginal rates.

The net impact of those taxes after deductions,
which had hovered between 6.4 percent and
8.8 percent over the past 30 years, jumped to
12.7 percent when the SALT cap took effect in
20182 With enactment of the New York Tealth
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as income rises, which would erede the over-
all tax base. At the same time, people with in-
comes below those tipping points would have
an incentive o move into the state, especially if
they require expensive treatment, which would
add to health costs.

Of course, lawmakers woukl likely sel the
rales and brackets of the single-payer taxes at
different levels than RAND projected. Indeed,
Gottfried has said that he believes lower-in-
come residents should be entirely exempt from
the payroll tax, which would case the negative
impact on that group. This, however, would
entail raising more revenue

Providers are currently pail a mix of rales by
different health plans. Government-sponsored
plans such as Medicaid and Medicare generally
pay tess, and private health plans generally pay
more. Some providers are able o command
higher private fees than others, either because
of consumer demand or market leverage. Some
providers also treat a larger share of private-
ly-insured patients than others, and do belter
financially as a result.

By its nature, a single-payer system would put
all providers on a level playing field - which
would significantly redistribute revenue, cre-

from the middle- and high-
¢r-income groups.

RAND considered an al-
fernate scenarie in which
people with incomes below
$27,500 were exempt from
single-payer taxes. The share
of the overall population
who siood to pay more for coverage dropped
from 31 percent to 20 percent. To make up the
lost revenue, RAND said the payroll tax rate
on middle-income residents would have to in-
crease by sixth-tenths of a point to 12.8 percent,
and the rate for bigh-income residents would
jump another 7.3 points to 25.6 percent.™

It should be pointed out that single-payer tax-
es would likely have to increase over time, be-
cause medical costs have a long-term pattern
of growing faster than the overall economy.
RAND assumed cost growth would slow un-
der a single-payer system, but still predicted
the top payroll tax rate would gse from 183
petcent in 2022 {projected as the plan’s first
year of operation) to 20 percent by 2032,

PFROVIDER TURMOIL

Although the New York Heatth Act offers few
details aboul how providers would be reim-
bursed, there is certain to be significant disrup-
tien.

Aithough the New York
Health Act offers few defails
about how providers would

be reimbursed, there is

certain to be significant
disruption.

ating a mix of winners
and losers. The industry
would experience  this
disruption even if, as
RAND projected, over-
all funding for providers
was preserved at status
quo levels.

A recent analysis by the
Empire Center and the Manhaitan [nstitute™
gauged the impact on a core group of provid-
ers—hospitals—under two scenarios: a “Medi-
care for All” system in which hospitals are paid
at Medicare Jevels for all patients, and a “'spend-
ing-neutral” system in which Medicare fees are
enhanced across the board to keep combined
hospital funding at current levels.

Under the “Medicare for All” scenario, com-
bined hospital revenues would drop by about
17 percent, or $10 billion, and three out of four
institutions would lose money.

Under the spending-neutral scenario—with
combined revenues held constant—two out of
three hospitals would gain money. One in three
would get less, and ane in nine would stand to
lose 15 percent or more of their revenue,

Such a shift could, of course, improve the finan-
cial condition and quality of safety-net hospi-
tals serving poorer neighborhoods. At the same
time, it would have a negative effect on hospi-

Do No Hamm

Issue Briel

single-payer have portrayed this trade-off as a
net benefit for the majority of New Yorkers—
suggesting that 90 percent or more would save,
and that only the wealthy would pay more*

To the contraty, the RAND analysis estimated
that almost one in three New Yorkers would
face higher costs under single-payer-—and that
half of those people would be low- and mid-
dle-income.®

‘The rough distribution of winners and losers
is shown in Figure 3 (page 9), which reflects
findings in the RAND report. Using a project-
ed Federal Poverty Level for 2022, it shows the
vast majority of New Yorkers above 1,000 per-
cent of the federal poverty level {$276,100 for

family of four) would, indeed, pay more in sin-
gle-payer taxes than they now pay ininsurance
premiums and out-of-pocket health costs.

Also coming out behind are about 45 percent
of those below 139 perceat of poverty ($38,378
for a family of four), and 27 percent of those be-
tween 139 percent and 200 percent of poverty
{up 10 $55,220 for a family of four). This is be-
cause virtually everyone in those income cate-
gories 1s eligible for free or nearly free coverage
under Medicaid or the Essential Plan. Many of
these people have jobs and would see a net loss
if they were 1o pay even a small amount in ad-
ditional taxes. Note, too, that smaller but sig-
nificant shares of middle-income New Yorkers
would also be in the red.

Figure 4. Taxes vs. premiums
Impact of NYHA on employees with single coverage
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