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Health Care Reform Budget 



Summary of Health Care Reform 
Budget, FY 2010-2019 
• Almost $1 trillion in new 

spending offset by 
spending decreases and 
new revenues. 

• Major spending 
components Medicaid 
and health care 
exchanges 

• Major revenue 
components are savings 
in Medicare and personal 
income and payroll taxes  

Budget Item Amount (Billions $) 
Medicaid $434 

Health Care Exchanges $358 

Credits--individuals $107 

Credits--employers $37 

Other Spending $30 

Medicare and Related  -$455 

New Tax Revenues -$453 

CLASS Revenues -$65 

Penalties -$65 

Associated Revenues -$46 

Education Reductions -$19 

Deficit Change -$143 

Source: Congressional Budget Office (2010)  



Summary of Health Care Reform 
Budget, FY 2010-2019 
•  $453 billion in new tax 

revenues 
•  Payroll taxes 
•  Personal income taxes 
•  Business taxes 
•  Excise taxes 
•  Changes in tax credits and 

deductions 

Budget Item Amount (Billions $) 
Unearned Income and 
High Income Earner Tax 
Increase 

$210.3 

Annual Fee on Health 
Insurance Providers 

$60.1 

High Premium Insurance 
Excise Tax 

$32.0 

Fee on Branded 
Prescription 
Pharmaceuticals 

$27 

Black Liquor Cellulosic 
Biofuel Credit 

$23.5 

Excise Tax on Medical 
Device Manufacturers  

$20.0 

Other Tax Revenues $80.5 

Total $453.4 

Source: Congressional Budget Office (2010)  



PPACA/HCERA Budget 

• Budgetary stimulus 
effects vary over FY 
2010-2019 period 
• Early cuts in outlays 

and steady increase in 
revenues. 

• Real spending impetus 
begins in 2014. 
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National and Regional Health 
Care Studies 



National Analysis of Patient Protection and 
Affordable Care Act  

High 

• Center for American 
Progress (Cutler and 
Sood 2010). 
•  PPACA will increase 

employment by 
250,000-400,000 per year 
this decade. 
•  Payment system, information 

technology improvements, 
and insurance exchanges will 
dramatically reduce health 
care costs. 

 

Low 

•  Heritage Foundation 
(Campbell, Nell, and Winfree 
2010 and Fodeman and 
Book 2010). 
•  PPACA will decrease 

employment by 670,000 per 
year. 

•  Tax and regulatory provisions, 
increasing reliance on third-
party FFS payment systems, 
short-run health care supply 
inelasticity, etc. will increase 
health care costs. 



National Analysis of Patient Protection and 
Affordable Care Act 
• Effects of the legislation on overall employment 
would be small. 
• Statement of Douglas W. Elmendorf.  CBO’s Analysis of 

the Major Health Care Legislation Enacted in March 
2010.  Subcommittee on Health Committee on Energy 
and Commerce. 



National Analysis of Patient Protection 
and Affordable Care Act (PPACA) 
• Juergen Jung and Chung Tran (2011).  Market 
Inefficiency, Insurance Mandate and Welfare: 
U.S. Health Care Reform 2010.  Australian 
National University. Working Paper No. 539.  
Funded by AHRQ. 

• Stochastic Dynamic General Equilibrium Model of 
program.  

•  7 percent increase in aggregate spending on healthcare.  
•  Steady state output decreases by up to 2 percent. 
•  Increase in stock of health capital.  
•  Overall, the reform is socially beneficial as welfare gains are observed 

for most generations. 



Regional Analysis of Health Care Sector 
•  Doeksen, Gerald et al. 1998. 

A healthy health sector is 
crucial for community 
economic development. The 
Journal of Rural Health 14, 1: 
66-72. 

•  Economic effects of rural 
hospital closures due to 
consolidation. 
•  Export base effects  (IMPLAN/

RIMS II type studies) 

•  Bartik, Tim and George 
Erickcek. 2007. Bartik, 'Eds 
and Meds' and Metropolitan 
Economic Development. In 
Urban and Regional Policy 
and Its Effects, Brookings 
Institution Press.  

•  Health services sector can 
boost metropolitan 
economies. 
•  Export base 
•  Human capital 
•  Economic development 

leadership 
•  Model employer effects on local 

wage levels 



Regional Impacts of Health Security Act 
Map 1

Estimated Neta Increase in the Demand for Health Care
due to Llniversal Access, by Region, 1998

WA

West North Central
East North Central

MT

KS

West South Central

aNet of health care savings projecled by CBO for 1998.
Source: Estimates by Federal Reserve Sank of Boston based on Congressional Budget
Office projections and data from Employee Benefit Research Institute.

East South
Central

Soath Atlantic

~ 4.0 to 5.5 %

F-~ 3.0 to less than 4.0%

E~] 2.0 to less than 3.0%

[~] Less than 2.0%

West North Central regions (Table 2). Coverage is
thinnest in the West South Central and in individual
states, like Nevada, New Mexico, Mississippi, and
California, scattered through the southern and west-
ern parts of the country. Accordingly, the real in-
crease in demand for health care will be relatively
great in the latter areas, while New England will most
likely experience the smallest real increase in demand
for health care.

Map 1 shows a rough estimate of the initial
impact of the Health Security Act on the demand for
health care at the regional level, on the assumptions
that the currently uninsured use just 64 percent of the
health care absorbed by similar individuals with
insurance coverage (U.S. Congressional Budge~ Of-
rice 1993) and that reform will rectify this disc.rep-
ancy. Because New England has the broadest health
insurance coverage of any region, its health care
industries are likely to experience the smallest surge

in demand--slightly less than 4 percent above cur-
rent trends on a gross basis and just under I percent
net of the health care savings the CBO projects for
1998. The East and West North Central and Mid
Atlantic divisions are also likely to experience below
average increases in demand for health care, while
the largest gain (roughly 5.5 percent, net) will occur
in the West South Central division.

Given the modest blip in demand here in New
England, when increased competition and other cost
control mechanisms take effect, this region’s health
care spending .will likely be lower--relative to base-
line expectations--than in the rest of the country
(Figure 2A). In addition, increased emphasis on cost
containment plus the likely growth of national hos-
pital and insurance chains~8 could force New En-

z8 Not necessarily within New England. To date, some observ-
ers point out, for-profit hospital chains have made no inroads into
the region.
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Regional Impacts of Health Security Act 
•  Little, Jane Sneddon and Michael D. Jud. 1994.  The 

regional impact of health care reform – with a focus on 
New England.  New England Economic Review (July/
August): 3-32. 
•  The Health Security Act or any other viable plan could lead to a not 

insignificant shift of economic resources and activity away from 
most New England states, in large part because this generally 
high-income region will help fund improved access and subsidized 
premium payments in other parts of the country. 



  
Geographical Patterns and 
Stylized Facts 
 



Percentage of Population < 65 Years 
Uninsured, 2009 

Source: U.S. Census Bureau. Income, poverty, and health insurance coverage in the United States: 
Historical tables. 

U.S. Rate=18.8%    Virginia=14.7%  



Determinants of Regional Expenditure 
Stimulus 
• What is the net injection or 

leakage as a result of 
PPACA? 
•  Determinants: 

•  Percentage of working age 
population that is currently 
uninsured. 

•  Population age distribution 
(percentage of working age 
population compared to seniors 
and children) 

•  Income distribution 
•  Size distribution of businesses 
•  Industry structure  

•  Certain industries are singled out 
for taxes: personal services, pulp 
and paper, medical equipment 
manufacturing) 

•  Regional health care costs 
•  Characteristics of existing 

insurance plans  
•  Medicare Advantage versus FFS 
•  High premium plans 

•  Other (e.g., federal government 
administrative economic 
footprint) 

 



Medicaid Provision Net Financial Inflows 

Based on calculations of tax revenue and federal spending by state using data from following sources:  
Holahan, John and Irene Headen. 2010.  Medicaid coverage and spending in health reform: National and state-by-state results 
for adults at or below 133% FPL.  Kaiser Commission on Medicaid and the Uninsured. 
Dubay, Curtis S. 2006.  Federal Tax Burdens and Expenditures by State.  Which States Gain Most from Federal Fiscal 
Operations?  Special Report, No. 139.  Tax Foundation. 
 
   



Health Care Services Employment per 
100,000 Residents, 2009 

Source: Bureau of Economic Analysis 



Health Care Services Employment and 
Insured Population 

Y=-87.3+1.6X  R2=.43 

Alternative Equation: Y=-78.9+1.2INSU65+2.0PSENIOR  
R2=.52 
INSU65=% of population under 65 with insurance PSENIOR=% of population 65 years and older 



Preliminary Estimate of PPACA on Health 
Care Services Employment 
• Congressional Budget Office. 2010.  Director Douglas 

Elmendorf, letter to Speaker of the House Nancy Pelosi, 
March 20,2010.   
•  Under the legislation, the share of legal nonelderly residents with 

insurance coverage would rise from about 83 percent currently to 
about 94 percent. 

• Virginia: 85.3% to 94% (8.7X1.2=10,444 health 
care services jobs) 



Health Care Related Industries 
• Virginia is not a major 
center for several 
important health care 
services supply 
industries 
•  Direct Health and Medical 

Insurance Carriers (NAICS 
52114) 

•  Pharmaceutical and 
medicine manufacturing 
(NAICS 3254) 

•  Medical equipment and 
supplies manufacturing 
(NAICS 3391) 

Area Health 
Insurance 

Medical 
Equipment 

Drugs 

Virginia 0.27% 0.13% 0.11% 

U.S. 0.43% 0.27% 0.21% 

Top 
States 

ND (1.3%) IN 
(0.87%) 

DE (1.0%) 

CT (1.2%) MN 
(0.66%) 

NJ 
(0.60%) 

KY (1.8%) UT 
(0.62%) 

NC 
(0.51%) 

SC (1.1%) NE 
(0.52%) 

RI 
(0.42%) 

Source: U.S. Census Bureau, Current Business 
Patterns, 2009 



  
Methodology 



Methodology 
•  Regional Economic Models Inc. 

Policy Insight (REMI PI+) 
•  Model is well respected with solid 

theoretical foundation 
•  Dynamic regional economic model 

with input-output, econometric, 
computable general equilibrium, 
and new economic geography 
features 

•  Numerous policy variables such as 
consumption, investment, and 
government expenditures, taxes, 
transfer payments, productivity, 
earnings 

•  PPACA/HCERA expenditures and 
taxes were mapped onto REMI 
policy variables 



Papers that have used REMI to Analyze 
Healthcare Reform 
•  Chow, Michael J. and Bruce 

D. Phillips. 2009.  Small 
business effects of a national 
employer healthcare 
mandate. Washington, DC: 
National Federation of 
Independent Businesses  

•  Holahan, John, et al. 
2010.Roadmap to coverage: 
Synthesis of findings.  Report 
for the Blue Shield of 
Massachusetts Foundation. 



Methodology 

• What is captured? 
•  Effects of health care 

reform expenditures and 
taxes 

•  Transactions induced by 
health care reform 
•  Mandates effect of 

displacing other 
consumption spending 

•  Private out-of-pocket 
savings by consumers 
arising from new Medicaid 
coverage 

Consumption Spending Personal Taxes 

Government Spending 
Employee Portion of Payroll Taxes 

Business Taxes 



Methodology 

• What is not captured? 
•  Population & Labor Supply 

•  Effects of benefits on labor 
force participation 

•  Effects of health care 
improvements on population 
(i.e., mortality rate, birth rate) 

•  Effects of health care 
improvements on labor force 
participation 

•  Effects of health care 
improvements on relative 
amenity endowments 

Birth Rate 

Amenities 

Labor Force Participation Rate 

Employer Mandates Labor Market Effects Labor Productivity 

Workers Comp and 
Disability Payments 

Virginia Federal Government Spending Footprint 

Survival Rate 

Other 
Business 
Costs 



Methodology 

• What is not captured? 
•  Labor & Capital Demand 

•  Effects of health care 
improvements on labor 
productivity 

•  Effects of workforce and 
information systems 
investments on health care 
workforce productivity 

•  Employer mandates labor 
market effects 

•  Output and demand 
•  Federal government spending 

footprint.  Virginia’s 
geographical advantage vis-à-
vis expansion in federal 
government spending 

Birth Rate 

Amenities 

Labor Force Participation Rate 

Employer Mandates Labor Market Effects Labor Productivity 

Workers Comp and 
Disability Payments 

Virginia Federal Government Spending Footprint 

Survival Rate 

Other 
Business 
Costs 



Methodology 

• What is not captured? 
•  Wages, Prices and Profits 

•  Private sector administrative 
costs of implementing health 
care reform 

•  Effects on workers comp and 
disability payments 

•  Effects of health care reform on 
health care insurance costs. 

Birth Rate 

Amenities 

Labor Force Participation Rate 

Employer Mandates Labor Market Effects Labor Productivity 

Workers Comp and 
Disability Payments 

Virginia Federal Government Spending Footprint 

Survival Rate 

Other 
Business 
Costs 



Model Simulation Flow 

•  Run baseline Virginia 
forecast (control forecast) 
based on current national 
forecast 

•  Run new national forecast 
based on PPACA/HCERA 
expenditures, taxes, and 
related spending 

•  Run new Virginia forecast 
based on some Virginia 
specific adjustments 

•  Compare Virginia 
alternative forecast to 
control forecast 



  
Results 



U.S. Results 

• Positive Impact in 
2019 (+235,672) 

• General consumption 
spending has import 
leakages 

• Health care spending 
is entirely local and 
has strong U.S. 
supply chain -1,000,000
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What is the Net Federal Stimulus for 
Virginia?  
•  Medicaid 

•  High-end estimate from Urban 
Institute.  $1,391 federal expenditure 
per capita in VA compared to $1,722 
for entire U.S. 

•  Medicare 
•  Lower Medicare Advantage 

enrollment (14.6 percent compared to 
24.9 percent nationally) 

•  Lower than average Medicare costs 
per enrollee (2nd quartile) 

 

•  Health Care Exchanges 
•  No estimates available but probably 

below average federal spending 
because of relatively low uninsured 
rate 

•  Other PPACA Health Spending  
•  Unknown  

•  Revenues  
•  Virginia per capita income is 110% of 

national average 
•  Tax Foundation: Relative Tax Burden 

was 107% in FY2004 

•  Federal Spending Footprint 



Total Employment Results 



Economic Impact Results 

Total Employment Real GDP 
(2000=100) 

Real Disposable 
Personal Income 
(2000=100) 

Real Personal 
Income Per 
Capita 

2010 4,200 0.314 0.155 24 

2012 466 0.051 -0.122 -21 

2013 -3,440 -0.204 -0.378 -55 

2014 -21,415 -1.660 -1.616 -167 

2015 -11,834 -1.072 -1.726 -126 

2016 233 -0.247 -1.520 -67 

2017 9,276 0.419 -1.647 -8 

2018 8,687 0.417 -1.794 -1 

2019 4,950 0.121 -2.062 -5 

2020 2,623 -0.084 -2.272 -76 



Employment Impacts by Industry 

-4,000 -2,000 0 2,000 4,000 6,000 8,000 10,000 12,000 

Forestry, Fishing, & Other 

Mining 

Utilities 

Construction 

Manufacturing 

Wholesale Trade 

Retail Trade 

Transportation & Warehousing 

Information 

Finance & Insurance 

Real Estate and Rental and Leasing 

Professional and Technical Services 

Management of Companies & Enterprises 

Administrative & Waste Services 

Educational Services 

Health Care and Social Assistance 

Arts, Entertainment, and Recreation 

Accommodation and Food Services 

Other Services 

Government 

About 3.12% of 2008 Health Care 
Services Employment 

Health Care Services=10,370 



Postliminary Estimate of PPACA on 
Health Care Services Employment 
•  8.7 percentage point boost in the insured population 
•  The uninsured population consumes about 50-60% of the 

amount of health care services as the insured population. 
•  They only pay for a portion of the total.  Part is out-of-pocket.  A large part 

is charity/uncompensated care. 

•  They would consume about 90% of the amount of health 
care as currently insured population with health insurance. 

•  8.7X(0.3 or 0.4)=2.61 to 3.48 percent increase in health 
care expenditures (average of 3.05) 



Employment Impacts by Occupation, 
2019 

Gains Losses 

Nursing, psychiatric, and 
home health aides 

1,964 Retail sales workers -1,071 

Health diagnosing and 
treating practitioners 

1,951 Construction trades and 
related workers 

-591 

Health technologists and 
technicians 

1,237 Material moving 
occupations 

-253 

Other healthcare support 
occupations 

676 Material recording, 
scheduling, dispatching 

-201 



What about items left out? 
•  Labor Demand.  Effect of 

“Play or Pay” employer 
mandates is similar to 
imposing a higher 
minimum wage. Results in 
a reduction in quantity of 
labor demanded which 
reduces employment 
between 157,300 and 
366,200.  
•  Lewin Group. 2010.  Patient 

Protection and Affordable 
Care Act: Long Term Costs 
for Governments, Employers, 
Families and Providers. Source: Bureau of Labor Statistics 

% of Workers at or Below 
Federal Minimum Wage, 2010 



What about items left out? 

Labor Force 

•  Effect of expansion of Medicaid 
and subsidies through the 
exchanges will be increased 
income and higher effective 
marginal tax rate.  Reduced 
employment of approximately 
800,000 by 2021. 
•  CBO’s Analysis of the Major 

Health Care Legislation Enacted 
In March 2010.   

Labor Productivity 

•  Health insurance can improve 
health for at least some 
subgroups (e.g., infants, 
children) and conditions (e.g., 
diabetes, AIDS). 
•  Levy, Helen and David Meltzer 2008.  

The Impact of Health Insurance on 
Health.  Annual Review of Public 
Health. 29: 399-409. 

•  Improved health may 
decrease absenteeism and 
presenteeism. 

•  But, the connection between 
health insurance and labor 
productivity has not been 
firmly established. 



What about items left out?  
• Health Care Costs. 

 
 

 



  
Conclusions 



Conclusions 
• Health Care Reform impacts vary over time.  The 
timing of spending cuts and tax increases may not be 
auspicious given the current weak recovery. 

• Positive impacts on employment for nation by 2019 
due to more consumption spending on U.S. final 
goods and services and strong national supply chain. 

• There are still many unknowns about the net federal 
budgetary impact on Virginia, but . . .  
•  Virginia will likely be affected less severely by Medicare cuts 

than other states. 
•  Virginia will likely receive lower per capita funding than 

average from Medicaid and Health Care Exchanges because 
of its relatively low uninsured population. 

•  Virginia will shoulder a greater burden of taxes per capita 
than other states because of its relatively high income 



Conclusions 
• U.S. and Virginia health care services sector receive large 

positive stimulus.  Most other industrial sectors see 
employment losses. 

• Results do not fully incorporate labor market effects or 
other plausible positive (but of uncertain magnitude) 
changes in economic/demographic outcomes resulting 
from health care reform. 

• Using estimates available on certain labor market effects 
from other sources would probably negate or reverse any 
positive employment effects by 2019.  


