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Th e country needs a health care reform plan that would 
replace Obamacare, while increasing access, lowering costs 
and improving the quality of care—all the things Obamacare 
was supposed to do but doesn’t. Th e principles for creating 
a consumer driven, market-oriented health care plan that 
would achieve those goals have been around for years, and 
a number of Republicans have included them in their vari-
ous reform proposals. Below we highlight 10 steps that would 
establish a market-oriented health care system. 

1. ESTABLISH TAX FAIRNESS 

About 156 million Americans get their health insurance 
through an employer.1 Th e tax system is the primary reason 
that the employer-based system survives, when almost all 
other types of insurance are bought and paid for by individu-
als. Employer money spent on health insurance is excluded 
from employees’ income. Th e Offi  ce of Management and 
Budget estimates the tax exclusion costs the federal govern-
ment about $170 billion in 2012 in lost income tax revenue 
and another $130 billion in lost payroll tax revenue.2 Redi-
recting that tax break directly to the individual, rather than 
having it fl ow through the employer, could be both budget 
neutral and would create a level tax playing fi eld.

President George W. Bush proposed ending the tax exclu-
sion and giving everyone a standard deduction: $7,500 for 
an individual, $15,000 for a family. As a presidential can-
didate, Senator John McCain proposed giving workers a 
refundable tax credit: $2,500 for an individual or $5,000 for 
a family. Either approach would have gone a long way toward 
implementing tax fairness because everyone, including the 
self-employed and employees without employer-provided cov-
erage, would get the same break. 

2. EXPAND CONSUMER DRIVEN OPTIONS LIKE HSAS 

Th e primary reason Americans spend so much on health care 
is that comprehensive health insurance insulates them from 
the cost of care. Health Savings Accounts (HSAs), in com-
bination with a high-deductible health insurance policy to 
cover major accidents or illnesses, allow workers and their 
employers to deposit money in a tax-free account owned and 
controlled by the individual. Patients use their HSA money 

to pay for allowable small and routine medical care and medica-
tions, but they keep it if they don’t use it, giving them a reason to 
be value-conscious shoppers in the health care marketplace. 

Several studies have demonstrated that HSAs lower health 
care spending without any negative impact on patients’ 
health.3 Obamacare reduced the number of allowable HSA 
expenditures; those restrictions should be reversed to allow 
the widest possible use of HSAs.

3. CAP THE TAX DEDUCTION FOR HEALTH INSURANCE

Historically, the health insurance tax break was unlimited, 
encouraging employees, and especially unions, to try to get 
the most comprehensive coverage they can get, which has the 
unintended consequence of increasing health care spending 
and use. Capping that tax break—as the standard deduction 
and tax credit would do indirectly—encourages people to 
choose high-deductible coverage, which would dramatically 
lower health care utilization and total spending. 

4. PROVIDE HELP FOR LOW-INCOME FAMILIES 

Th ere’s general agreement that there should be some public 
assistance for low-income families that cannot aff ord cover-
age, but what’s the best way?

Innovative Insights on Today’s Policy Debates
                February, 2014

ative Insights on Today’s Policy Debates
Ideas

Increase of Large Employers Offering Health Accounts4

*est. 2013



Th e standard-deduction approach discussed above doesn’t help 
if a family pays no income tax—and nearly half of U.S. house-
holds pay little or no income tax—but a refundable tax credit 
would. A family owing, say, $1,000 in income tax would still 
have $4,000 left over from a $5,000 refundable credit to apply 
toward health coverage, signifi cantly lowering the family’s eff ec-
tive cost and providing direct help for purchasing coverage.

But while the refundable tax credit serves two purposes—tax 
fairness and a subsidy for low-income families—tax experts 
also believe it is more susceptible to fraud. 

5. CREATE A SAFETY NET FOR THE UNINSURABLES 

One of President Obama’s primary justifi cations for reform-
ing health insurance was that millions of Americans were 
being denied coverage because of a preexisting medical 
condition. But employer-based coverage, Medicare and Med-
icaid—covering perhaps 260 million total—accept eligible 
people with a preexisting condition. And 35 states have (or 
had) state-based high-risk pools to provide coverage for those 
who couldn’t get it, plus seven states required health insurers 
to accept all applicants. In other words, while being denied 
coverage because of a preexisting condition was a real issue 
for some, the vast majority of Americans could get coverage 
even with a preexisting condition.

We need to return to the system of high-risk pools that 
Obamacare is unraveling, with some additional funding and 
some best-practices to ensure they all work eff ectively. 

6. PRIVATIZE MEDICARE 

Republicans have lost their way on Medicare, only propos-
ing to cut benefi ts and raise taxes. Th e better solution, which 
Republicans used to strongly support, is shifting to a system 
of personal retirement accounts, both for income and health 
care after retirement. Th e only real conservative approach is 
to allow people to put their own money aside during their 
working years and buy their own coverage in retirement. 

7. GIVE VETS AND MEDICAID RECIPIENTS VOUCHERS 

Th e only health coverage worse than what we provide for 
veterans is what we provide for the poor (i.e., Medicaid). 
Many states have been clamoring for more fl exibility with 
their Medicaid dollars to experiment with diff erent solutions. 
Washington should give them that fl exibility. 

We could also build on the Medicare Advantage (MA) pro-
gram by giving vets and the poor a defi ned contribution 
to buy into an MA-type private health plan. More than 25 
percent of seniors already choose a similar option under 
Medicare. Forcing the poor, and especially our vets, to get 
substandard coverage is shameful; there’s a much easier and 
better way. 

8. ALLOW CROSS-STATE HEALTH INSURANCE PURCHASES 

Allowing people to buy health insurance across state lines is 
a good idea, though it isn’t a panacea. Th at’s because health 
insurers selling in one state may not have a network of 

physicians and hospitals in the state where a consumer wants 
that policy. But it would work in some states and create more 
competition in those instances.

9. PUSH MALPRACTICE REFORM 

Federal malpractice reform is an important step, but Repub-
licans have been unsuccessful in reforming the malpractice 
system at the federal level, even when they controlled both 
Congress and the White House. So states have acted on their 
own, which has lowered malpractice premiums and attracted 
doctors to those states. 

10. SHRINK HHS 

Th e Department of Health and Human Services has 76,000 
full-time equivalent employees and an annual budget of more 
than $900 billion—and the potential for untold mischief.5 
Even when the Republican-led House has tried to defund 
parts of Obamacare, HHS just shifted around millions of 
dollars within its budget and proceeded largely undeterred. 
Th e department’s spending authority should be dramatically 
cut in future appropriations bills. Partially defunding the 
beast would help limit the damage it does.
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