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Takeaways
Cost Caps and Coverage for All is a comprehensive approach to health care. It 
protects everyone through two main parts:

• Cost Caps: Caps premiums, deductibles and other out-of-pocket costs 
for everyone based on income.

• Universal Coverage: Ensures health care is a basic human right by 
automatically covering everyone not currently insured in an  
affordable plan.

Cost Caps and Coverage for All would be paid for by protecting patients against 
high prices, realigning incentives to deliver better value for patients, reducing 
complexity for patients, and targeted tax increases on the wealthy.

The United States can ensure that every single person in the country has stable health coverage 
and lower out-of-pocket costs—without disrupting anyone’s coverage through their employer, 
Medicare, Medicaid, or the exchanges. The Affordable Care Act (ACA) laid the foundation for 
this by protecting everyone with a pre-existing condition and expanding coverage. But rising 
health care costs still squeeze paychecks and drive up deductibles. Forty-one million people 
still struggle to pay health care bills due to coverage gaps. Twenty-nine million people still lack 
coverage altogether. We can boldly finish the job by reforming and expanding the ACA to ensure 
that coverage is universal and truly affordable for all.

Our proposal preserves and improves the coverage that people already have through their 
employers, Medicare, Medicaid, and the Affordable Care Act. It includes a Medicare Early Start 
public plan option for those in the individual market between ages 55 and 64. It reduces out-of-
pocket costs including surprise bills, bends the cost curve on national health care expenditures, 
and is affordable for taxpayers with a price tag at a fraction of what other universal health 
care proposals cost. It provides a unifying platform action that builds on Obamacare instead of 
starting from scratch while also borrowing ideas from progressives seeking an expansion of 
Medicare coverage. And it fulfills the promise of stable, secure, affordable health care for everyone.
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Today’s Health Care Problems
The ACA was a historic step forward. It has covered 22 million more Americans, which includes 
18 million working adults.1  Since 2010, the nation’s growth in health care costs has slowed to half 
the rate it was in the previous decade.2 Americans now have coverage for pre-existing conditions 
and a host of other consumer protections.3 

But our nation has far more to do to ensure stable and secure coverage for all. Even without 
Republican efforts to sabotage the ACA, health care faces three big problems:

	 1.   41 million Americans have inadequate coverage with high deductibles that are a barrier 	
      	      to care and financially risky due to a patchwork of cost protections.4 

	 2.  29 million Americans lack coverage because of specific gaps in federal and state policy.5 

	 3.  Everyone pays too much for health care as incentives push health care providers and 		
	      manufacturers to drive up costs instead of driving up value.

Problem #1: A Patchwork of Cost Protections
What good is coverage if it doesn’t provide access to needed care? Forty-one million working-age 
adults who have coverage also have high deductibles, copays, and coinsurance (also called out-
of-pocket costs), which create an obstacle to care and a financial risk for families. This problem 
has been growing worse as health care costs have increased. The percentage of non-elderly 
adults without adequate coverage has jumped from 12% in 2003 to 28% in 2017 according to a 
survey by the Commonwealth Foundation.6

While deductibles and copayments can help discourage unnecessary use of health care services, 
they can also discourage necessary care – especially if the cost-sharing requirements are out-of-
line with an individual’s income. A $3,000 deductible, which one-in-ten employees have, may not 
be a major financial obstacle for someone earning $100,000.7 But for an employee earning $15/
hour, it would take 6 weeks of paychecks to cover the deductible.8

A standard definition of underinsurance sets 10% as the maximum for out-of-pocket costs for 
most people and 5% for people with incomes under 200% of the poverty level.9 Deductibles over 
5% of income are also considered underinsurance.

Being underinsured is comparable to being uninsured. Forty-one percent of underinsured, non-
elderly adults forgo medical care because of costs.10 That level is not too far from the 59% rate for 
those who lack insurance for part or all of a year.

The ACA forged a standard for affordability for premium contributions and for out-of-pocket 
costs. But the standard is inadequate and limited. Unaffordable premiums and underinsurance 

For an employee earning $15/hour, it would take 6 weeks of 
paychecks to cover a $3,000 deductible.

Forty-one percent of underinsured, non-elderly adults forgo 
medical care because of costs.
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are problems found in every type of coverage to varying degrees. In Appendix A, we detail how 
the underinsured make up 44% of the exchanges, 24% of employer-based coverage, 24% of 
Medicare recipients, and 26% of Medicaid recipients.

Problem #2: Twenty-Nine Million without Coverage
Today, more than nine in ten Americans have health care coverage. While that is a massive 
achievement, the fact is that 29 million people still lack coverage. When fewer people have 
coverage—especially healthy people—health insurance costs more for the people who have it. 
While GOP attempts to continually sabotage the ACA have driven up the cost of coverage and will 
decrease the number of Americans with insurance, the main reasons why uninsured people don’t 
have insurance will stay the same. The chart below identifies the six specific reasons why 29 
million people still don’t have coverage.11



Third Way Report · 4

Strikingly, two out of every three uninsured Americans are actually eligible for free or 
discounted coverage—whether through Medicaid or a subsidy. But they may face other barriers 
to enrollment such as the complexity of enrollment or not realizing the importance of coverage 
to protect their health and finances.

That leaves one in three uninsured people without coverage due to specific problems with public 
policy. Namely, 14 states have not enacted an expansion of Medicaid for people with incomes 
up to 138% of the Federal Poverty Level (FPL). Individuals at 400% of the FPL or higher are not 
protected from insurance premium spikes in the exchanges, which the GOP efforts have made 
much worse. And coverage for immigrants is a patchwork at best with health insurance coverage 
rates of 83% for lawfully present immigrants and 61% for undocumented immigrants.12

Problem #3: High Costs Squeezing Paychecks and Taxpayers
Since 1999, the raises for roughly half the American workforce have gone to support the 
health care system. Back in the 1980s when health premiums were a smaller portion of total 
compensation, it was relatively easy for workers to afford the increases in health insurance 
premiums. But after decades of premiums rising at a faster rate than wages, premium increases 
have swallowed every cent of the raises for 40% of employees with lower incomes who have no 
dependents on their health benefits.13 The situation has been even worse for two-earner couples 
with children: 60% have not seen an increase in their take-home pay after accounting for 
inflation.14

For example, a married worker with earnings just above the median (between the 50th and 60th 
percentile) saw a loss of $1,620 in annual disposable income between 1999 and 2015 due to health 
care costs. Although their hourly wages rose by about $3.96 per hour or $7,920 in terms of annual 
income over that time period, the total cost of their share and their employer’s share of health 
insurance premiums rose $4.77 or $9,540 respectively in 2015 dollars. As the authors of this 
recent analysis put it, health care costs have become a cancer on the American dream.15

If workers were getting more value for such high spending, it might be a different story. But the 
US spends, on average, much more per person on health care than any other developed nation 
and has worse performance across a wide variety of measures, including access to care and 
health outcomes.16 Moreover, study after study has found wide variations in health care spending 
within the US that do not produce better results for patients.17

This variation can help us see the possibility for health care savings right here at home. The US 
health care system is not monolithic—it’s actually comprised of hundreds of mini health care 

Two out of every three uninsured Americans are actually eli-
gible for free or discounted coverage—but they may face other 
barriers to enrollment.

Premium increases have swallowed every cent of the raises 
for 40% of employees with lower incomes who have no de-
pendents on their health benefits.
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markets. Some areas of the US have costs that are comparable to other countries. For example, 
Utah’s raw per capita health care costs are less than Switzerland’s.18

If every region of the nation had the same low costs as the bottom 10% of regions, Medicare and 
employment-based would cost 11% less overall.19 Gradually phasing-in those savings adds up to 
$1.4 trillion in federal spending over 10 years.20

Many studies show a wide variation in costs within regions in the US.21 For example, Medicare 
spending in Austin, TX is 27% more than Portland, OR, after accounting for demographic, cost-
of-living, and health differences.22 Employers also face a wide variation in the cost of health 
benefits for their employees. The cost for employment-based coverage in Houston is 30% more 
than New York City.23 This kind of analysis is why economists have concluded there’s a high level 
of waste in health care.

The waste has two parts: excessive services and high prices. In Medicare, the waste is from an 
incentive structure that pushes too many services (e.g., the number of lab tests, hospitalizations, 
and follow-up visits).24 Medicare doesn’t waste much due to pricing variation among providers, 
however, because it uses a standard pricing system throughout the country.25 In employment-
based coverage, waste is equally the result of both excessive services and high prices.26 

The root of both sources of waste is the fee-for-service payment system. Today, providers 
usually receive a fee for every service they provide whether or not it is needed, wanted, or 
successful. That system creates an incentive for providers to deliver too much care for services 
that are reimbursed on a piecemeal basis (like tests and office visits) and too few services that 
often are not reimbursed (like communication with patients and telehealth). Further, since 
patients don’t know what care they need, they and their employers have little leverage in 
negotiating a price that is fair for individual services. They would have a clearer view of their 
choices if providers charged a single price for bundles of services like for a knee replacement or 
for comprehensive care for a patient with a chronic disease like diabetes. Medicare is moving 
toward such new payments, but employers still lack leverage where providers and health plans 
don’t have competition.

Other sources of waste are duplicate services and administrative overhead. Although providers 
have largely adopted electronic health records, they don’t regularly share that information to 
create a complete health record that can prevent duplication. One recent study found unnecessary 
duplicative tests in one-fifth of the digital records they examined.27 Similarly, the fragmented 
system for processing health care bills drives administrative costs. A single bill can involve up 
to four bank accounts. The accounts of the patient, the doctor, and the health plan are the core 
three. Add to that a flexible spending account, a health reimbursement account, a health savings 
account, or a wellness account that rewards healthy behaviors, which might all be available to 
a single person. While bills are usually processed electronically, they often involve entering the 
same data into a computer multiple times by doctors’ offices, patients, and health plans, which 

The US spends, on average, much more per person on health 
care than any other developed nation and has worse perfor-
mance across a wide variety of measures, including access to 
care and health outcomes.
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is unnecessary when the transfer of standard digital information is commonplace in most other 
sectors of the economy. 

Under the ACA, the overall cost growth since 2010 slowed to half the rate it was in the previous 
decade.28 And Medicare’s cost growth has been even lower—one-third of the previous rate.29 
Without a significant new policy direction, however, costs will continue to rise without much 
benefit. In eight years, health care spending will consume one of every five of the nation’s dollars 
according to federal projections (up from the 18% of the estimate for 2017).30

The Plan: Cost Caps and Coverage for All
Cost Caps and Coverage for All will make health care universal, stable, and affordable for 
everyone without disrupting existing coverage through employers, Medicare, Medicaid, and the 
exchanges. It will protect everyone with a limit on how much they have to pay and guarantees 
universal coverage. This sweeping policy builds off the architecture of the Affordable Care Act 
and has two main parts:

	 •   Cost Caps: It caps premiums, deductibles, and other out-of-pocket costs for everyone 		
	      based on income.

	 •   Universal Coverage: It ensures health care is a basic right by automatically covering 		
	      everyone not currently insured in an affordable plan.

	

Part #1: Cost Caps: Cap premiums, deductibles, and other 
out-of-pocket costs for everyone
Cost Caps and Coverage for All provides a simple guarantee to everyone in the country: you will 
be protected from paying too much for your health care, no matter where you get your coverage. 
It accomplishes this through four steps:

	1. For those in the ACA exchanges: people with low-incomes will pay less in premiums, and 
those in the middle class will finally have premium protection. Out-of-pocket caps will be 
fairer across income levels.

	 2. For those in employment-based coverage: out-of-pocket costs will be capped to make it 		
 more affordable for individuals, and employers will have options to adjust coverage 		
	they provide.

	3. For those in Medicaid: the current cap on premiums and out-of-pocket costs will be reduced   	
    for the most vulnerable.

	 4. For those in Medicare: out-of-pocket caps will be added to help the middle class, and there   
will be an overall cap on drug costs.

Cost Caps and Coverage for All  will make health care 
universal, stable, and affordable for everyone without 
disrupting existing coverage through employers, Medicare, 
and Medicaid. It will limit how much they have to pay and 
guarantee universal coverage without disruption.
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Step 1. Protect People in the ACA exchanges
Let’s start with the people who get their coverage on the ACA exchanges. In order to cap costs in 
the exchanges fairly across all income levels, Congress should reduce premium caps for people 
with low-incomes while adding caps to those in the middle class. It should also smooth out the 
out-of-pocket costs for all income levels.

Technically, this means Congress should expand cost-sharing reductions to people with incomes 
from 200% to 400% of FPL as shown in the chart below. It should also extend premium support 
through subsidies for everyone at 400% of FPL and above, which would end an abrupt cut-off 
under current law known as the subsidy cliff.

 

Step 2. Protect workers in employer-based plans
One hundred fifty-six million people get coverage through their employers, and most are 
satisfied with it except for the cost.31 In our proposal, employer-based health coverage will 
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continue to flourish but out-of-pocket costs will be capped to make it more affordable for 
individuals. To usher in this change, employers would have various options to adjust the coverage 
they provide:

	• Adopt out-of-pocket caps voluntary. Employers could adapt their current health benefits to 
the caps shown below. For example, they could vary their deductibles by income as some 
employers already do while bearing the additional costs of doing so.32 Under this option and 
generally, the Cadillac plan tax cap, which imposes a 40% tax on health plans with rich 
benefits, would be repealed to give employers more flexibility to redesign their benefits to 
accommodate the caps.

• Use exchange subsidies. Employers could continue to offer the same benefits as today and use 
the exchange subsidies that today are available only to individuals under the ACA. In return 
for using the exchange subsidies, employers would agree to follow the Cost Caps and Coverage 
for All  limits on employees’ health costs. This option could be particularly attractive to 
employers with lower-wage workers and smaller employers, although administrative costs 
might be higher. Employment-based plans could continue to self-insure or offer some or all 
of the health plan choices from the exchanges.

If an employer did not choose either of those options, their employees would have the option to 
utilize the exchanges in order to get coverage with cost caps. This option would require changing 
current law that prevents employees from getting subsidized coverage through the exchanges if 
they can get affordable coverage through their employer. Employers could still provide premium 
assistance to unsubsidized employees under a new health reimbursement arrangement (HRA) 
regulation under consideration by the Administration.33 This new regulation would let employers 
offer employees the chance to choose the own coverage in the individual market with an 
employer contribution through an HRA.
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The employer mandate from the ACA would no longer be necessary because the protection it 
provides for workers would be superseded by the cost caps.  

Step 3. Protect people on Medicaid
To protect individuals on Medicaid, we should make Medicaid’s current cap on premiums and 
out-of-pocket costs consistent with the exchange caps. With this, the caps in Medicaid for 
adults under 150% of FPL would be lowered as shown in the chart below. States should also have 
flexibility in how they provide the extra out-of-pocket protection, including combining Medicaid 
coverage with exchange-based coverage for ease of administration.
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Step 4. Protect People in Medicare
Finally, Medicare beneficiaries should also be protected with cost caps through improved 
supplemental coverage. Currently, most beneficiaries already have some form of supplemental 
coverage (including private supplemental coverage called Medigap, prescription drug coverage 
called Part D, Medicare Advantage private plans, or the Medicare Savings Program for low-
income beneficiaries administered by Medicaid), which provide critical limits on out-of-
pocket costs for most beneficiaries. But that supplemental coverage is inadequate to protect 
low-to-moderate income beneficiaries, and no one in Medicare is guaranteed protection from 
catastrophic drug costs.

Medicare beneficiaries can have cost protection without 
disruption or further changes to their existing coverage.
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To better protect beneficiaries, out-of-pocket caps should be added to Medicare. The Medicare 
Savings program, which provides supplemental coverage for low-income individuals, should 
be expanded to help people all the way up to 400% of FPL using 100% federal funding through 
Medicaid. In addition, the same level of assistance should be available through Medicare 
Advantage plans similar to the cost-sharing reduction program in the exchanges. Lastly, to 
protect beneficiaries from catastrophic drug costs, Medicare Part D should have an overall cap on 
drug costs as proposed by the Administration along with additional measures to constrain drug 
prices as discussed below in Part #3.34 Medicare beneficiaries can have cost protection without 
disruption or further changes to their existing coverage.

The result of these changes is summarized in the chart below.
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Part #2: Universal Coverage: Automatically cover everyone 
in an affordable plan.
Cost Caps and Coverage for All would complete the coverage expansions achieved under the ACA, 
Medicare, and Medicaid to create a system that is stable and secure for every single American. 
For those unenrolled, or in the individual market, this new system would make coverage 
automatic and easier for people to navigate – similar to how employment-based coverage often 
works. In the past, enrollment in individual health care coverage often required waiting for 
people to apply for it. That leaves out millions who forget to enroll or cannot otherwise navigate 
the system. Modern health care coverage should be delivered to your doorstep automatically with 
easy-to-follow instructions. We would accomplish this through four steps:

	1.  Automatic enrollment: 14.2 million people who qualify for free coverage but have not    
enrolled will be automatically enrolled in the best-valued health plan in their region.

	2.  Automatic application: 10.3 million people who qualify for subsidized coverage but have 
not enrolled will receive an automatic, one-click application to activate coverage for the 
highest-valued plan in their region.

	3.  Automatic backstop: Catastrophic-like coverage through a new program called Critical Care 
Backstop will be provided for those who remain unenrolled.

	4.  Medicare-E Option: Those 55 to 64 years old currently in the individual exchange market 
will have the option to enroll in an expanded Medicare program.

Step 1. Automatic Enrollment
An estimated 14.2 million people who are eligible for free coverage would be automatically 
enrolled in the best-valued health plan in their region.35 They would receive multiple notices and 
have 60 days to opt-out or change plans. In 2017, 4.7 million uninsured people were eligible for 
free coverage through a health insurance exchange plan but not enrolled.36 Similarly, in states 
that have expanded Medicaid coverage, 7.3 million people are eligible for free coverage but not 
enrolled.37 And 2.3 million low-income Americans would be eligible for Medicaid if their state 
had expanded Medicaid.38 Cost Caps and Coverage for All  would provide coverage through the 
exchanges and Medicaid. It would give states much stronger financial incentives to expand 
Medicaid as described in the question and answer section below.

This approach builds off Rep. Ami Bera’s (D-CA) bill to encourage states to use automatic 
enrollment and to give states the information available through federal agencies that is needed 
to determine eligibility for automatic enrollment.39 Designing and testing new enrollment 
procedures with consumers will be critical to making automatic coverage successful. For 
example, changing the open enrollment period from the end of the calendar year to a period that 
corresponds with filing income taxes could facilitate automatic enrollment based on the most 
recent income information.

An estimated 14.2 million people who are eligible for free 
coverage would be automatically enrolled in the best-valued 
health plan in their region.
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Step 2. Automatic Application
For people without an option for free coverage, Congress would authorize an auto-application 
process. An auto-application would use the same data for automatic enrollment for the 
application. But instead of going as far as automatically enrolling a person, individuals would 
receive a notice followed by one-click instructions about activating the coverage and authorizing 
premium payments for the highest-valued plan in their region. 40

In order to make auto-enrollment and auto-application fully functional, Congress will have 
to simplify the ACA eligibility rules and coverage verification systems. For example, to create 
certainty about the level of financial assistance individuals can receive, individuals should be 
able to use their previous year’s income (or current year income if less than the previous year) to 
qualify for assistance.

Auto-application would help a total of 10.3 million people who are uninsured but do not qualify 
for free coverage.41 This group consists of the following:

	 1.  3.4 million uninsured who qualify for discounted coverage on the exchanges if they pay 
a portion of the monthly premium. Under the ACA, everyone in this group is already 
guaranteed to pay no more than 2.1% to 9.9% of their income on premiums.

	 2.  3 million uninsured who cannot get affordable coverage due to widely discussed issues 
like the family glitch and the subsidy cliff. Together, they provide significant reason for 
why many low- and middle-income individuals and families have to pay more than 10% 
of their income. Rep. Frank Pallone (D-NJ) has proposed legislation that provides a good 
starting point in addressing the remaining holes in ACA protections to make coverage 
financially affordable for all.42 

	 3.  3.8 million uninsured who qualify for discounted coverage through their employer but 
do not enroll. Many employers already provide coverage that costs employees less than 
9.9% of their income through an automatic enrollment process. If they do not, then 
employers could choose to adopt an automatic enrollment process along with using the 
exchange subsidies as outlined above.

Step 3. Automatic Backstop
Anyone who is not otherwise covered and chooses to opt-out of automatic coverage would have 
an automatic backstop through a new program called Critical Care Backstop. No one in America 
should have to worry about life-saving treatment because they couldn’t enroll in coverage or 
made a mistake by not enrolling. And health care providers shouldn’t have to worry about trying 
to collect payments from people without coverage.

Auto-application would help a total of 10.3 million people 
who are uninsured but do not qualify for free coverage.

No one in America should have to worry about life-saving 
treatment because they couldn’t enroll in coverage or made 
a mistake by not enrolling.
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This would essentially function like catastrophic coverage. Critical Care Backstop would provide 
payment for things like emergencies and cancer treatment. Patient costs would be based on 
a sliding scale similar to the way community health centers work today. It would be financed 
through a tax assessment on anyone who doesn’t have coverage. While the individual mandate 
levied a financial penalty, people had to pay the penalty and got nothing in return. Under this 
plan, they would pay a fee—but then get coverage. Exemptions from the individual mandate 
penalty, such as not being able to afford the fee, would apply to this new fee.

Critical Care Backstop would not require anyone to sign up for coverage because their bills would 
be paid regardless through Medicaid. It would apply to everyone without coverage irrespective of 
an individual’s legal residency status as long as they pay federal income taxes. Currently, legal 
immigrants qualify for coverage and subsidies through the exchanges, but not Medicaid. Cost 
Caps and Coverage for All  would end that policy and also cover the 4 million people in America 
who are undocumented immigrants and uninsured through Critical Care Backstop.

Step 4. Optional Medicare–E Public Plan
For those aged 55 to 64 who are currently participating in the exchanges, a variation of a public 
plan called Medicare-E (“E” for early start) would have the option using Medicare as a new 
source of coverage.43 Currently, a little over three million individuals aged 55 to 64 participate 
in the exchanges.44 This step would allow them to enroll in Medicare with the same level of 
subsidies and benefits they receive today through the exchanges.

Many near-retirees will likely appreciate the security of Medicare and also the continuity of 
coverage when they eventually turn 65. The earlier Medicare can enroll individuals, the stronger 
the incentive for Medicare Advantage plans to make investments in individuals’ health to prevent 
chronic diseases like diabetes that have a long-term pay-off.45

Making the Numbers Add Up
To make health coverage available and affordable for everyone, we need to ensure the overall 
cost of care is under control and the projected cost increases are dramatically reduced – both 
nationally and individually. Cost Caps and Coverage for All  would focus health care delivery on 
the best value for patients instead of the highest price, putting patients before the health care 
industry. It would do this through three steps:  

	 1.  Replace expensive fee-for-service: Payments to providers will be based on value instead 
of wasteful fee-for-every-service, and drug manufacturers will be held accountable for 
the value of prescription drugs.

	 2.  Ban surprise bills: Out-of-network charges will be capped and patients will no longer 
receive surprise bills.

	3.  Reduce complexity: A single health record will be provided to all individuals to reduce 
duplicative services and administrative costs.

Federal budgetary savings from these measures would finance the coverage expansions while 
lowering projected health care spending as the ACA accomplished. Any remaining costs of the 
proposal not covered by the actions above would be paid for through targeted tax increases on 
the wealthy.
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Step 1. Replace expensive fee-for-service.
Congress needs to replace expensive and wasteful fee-for-service payments with pay-for-value. 
Value-based payments, which make providers accountable for the quality and cost of care, are 
gaining traction and come in many shapes and sizes. Take, for example, a knee replacement 
under a bundled payment. Rather than getting nickel and dimed for everything from anesthesia 
and bandages to hospital food and physical therapy, health plans and patients pay one “bundled” 
payment that combines everything into one negotiated price. That gives all providers a strong 
incentive to work together to get patients back on their feet quickly. Another example of a value-
based payment is for an accountable care organization (ACO), which covers all the medical care 
services that a patient receives. That gives surgeons an incentive to work with home health care 
aides so patients can successfully recover at home and not have to return to the hospital.

Under recent legislation, Congress positioned Medicare to lead the movement away from fee-
for-service toward value-based care.46 It is time to make these types of value-based payments 
ubiquitous throughout the health care system, replacing fee-for-service with pay-for-value.

To usher in a new era of value-based care, Congress should align all Medicare and Medicaid 
payments under fee-for-service with the amount of money spent for the same care under a pay-
for-value payment to the maximum extent it is practical.47

Congress should also establish a federal financing and support program for the infrastructure 
and management needed to be accountable for the quality and cost of care. And it should 
eliminate regulatory barriers to value-based care as Third Way has proposed previously.48

Lastly, in addition to the broader efforts to control costs, Congress should protect patients from 
excessive drug prices by ensuring they only pay for value. The high cost of innovative drugs 
and biological therapy can be worth it, but only if prices reflect the value to patients. Drug 
prices today depend on whatever the market will bear. Instead, payments for drugs should be 
tied to explicit performance metrics that measure the value of drugs and enable health plans, 
clinicians, and patients to make affordable choices about drugs. Meaningful performance 
metrics may include preventing or curing disease, stopping or slowing damage from disease, 
fewer side effects from treatments, and quicker recovery. Such metrics need to be developed and 
validated by independent organizations like the Patient-Centered Outcomes Research Institute. 
As Third Way has described in a separate proposal, Congress should take a series of steps to hold 
manufacturers accountable for the value of a drug or biological therapy including a requirement 
for performance reporting for all drugs, reduced coverage for less effective drugs, and the 
elimination of barriers to value-based contracts.49

Step 2. Ban surprise bills
Fee-for-service payments for out-of-network care in private plans should be capped at a fixed 
percentage over Medicare prices. The price cap would be phased-in over several years in order 

Cost Caps and Coverage for All would focus health care 
delivery on the best value for patients instead of the highest 
price, putting patients before the health care industry.

https://www.thirdway.org/report/clearing-a-regulatory-path-for-value-based-health-care
https://www.thirdway.org/blog/to-fight-high-drug-prices-you-have-to-be-focused
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to allow time for providers to switch to pay-for-value. The phase-in would occur faster in areas 
where health care costs were the highest.

Surprise billing should be banned using a similar method. Surprise bills occur when a patient 
receives care from an out-of-network provider at an in-network facility. Excessive out-of-
network charges can come from providers whom the patient may not even interact with 
such as the anesthesiologist, pathologist, or radiologist. Congress should prohibit surprise 
bills for all services provided at in-network facilities by out-of-network providers and 
emergency department services. To ensure fair-market reimbursement, Congress should set a 
reimbursement benchmark such as a percentage of the Medicare reimbursement rate for the 
service or the health plan’s average in-network rate for that service. That way, any out-of-
network provider who provides services as part of in-network care would receive payments at 
in-network rates.

Step 3. Reduce Complexity
To reduce costs and make health care easier and simpler to use, people need a single record for 
health records and claim payments.50 In the past, most people had a health plan that covered 
nearly everything and one doctor who held much of their medical records. Today, most people 
need multiple online accounts to get access to their health care records and pay their health care 
bills. This complexity is inconvenient, frustrating, and wasteful. Consumers would be better 
served if they could have a single record— encrypted for security—that would consolidate all of 
their health care records and transactions.

Like financial websites that tie together multiple bank accounts, a single record would bring 
together multiple types of health accounts into a single point of control for each person. It should 
also allow individuals to search and conduct transactions across multiple systems.

For example, an employee paying for an out-of-pocket cost must typically deal with three or 
more separate systems: the provider’s billing office, a health plan’s claims office, a flexible 
spending account, and possibly a health reimbursement account or a health savings account. 
Nearly half of all employers offer multiple combinations of such accounts.51  While each type 
of account has its own important role, they all require processing the same basic information 
multiple times. All that processing time and labor adds up to higher administrative costs for 
everyone.

Similarly, for patients’ medical records, each provider has their own online portal for accessing 
records and communicating with doctors online, a result of the push for electronic health care 
records under the Obama Administration. But because no provider has a complete copy of a 
patient’s electronic record, patients receive duplicative testing and providers miss opportunities 
to coordinate care, which is especially important for people with chronic conditions.

Consolidation of records is starting to occur. For example, Apple has made it possible to 
download health records from multiples sources onto an iPhone. Some health plans have 
consolidated the processing of claims from providers and flexible spending account claims. But 
far more needs to be done to make health care simpler and easier for everyone.

Under Cost Caps and Coverage for All, every individual would have a single record with secure 
personal identity protection that would consolidate all of their health care transactions—from 
payment methods (e.g. FSA, HRA) to health information (i.e. electronic medical records). Congress 
should authorize the Department of Health and Human Services (HHS) to develop a common 
format for a single record system through a bottom-up, multi-stakeholder process. HHS would 
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then offer them to Medicare beneficiaries, other public health care programs, and as part of 
the essential benefits under the ACA. The common format would handle multiple accounts, 
but also provide a way for individuals to have all of their key transactions in one place just like 
smartphones bring together apps under a common platform and let users decide which ones to 
use.

Complexity over health records and claims is not just a convenience issue. If patients cannot 
use their benefits wisely for the care they truly need, they will run out of financing for it. The 
problem has become so severe for cancer patients that researchers have coined a term for it: 
financial toxicity, where bad information and choices actually kill or harm patients.52

Together, these cost-saving measures add up to a virtuous cycle of lowering costs and ensuring 
coverage for everyone. The phase-in of expanded coverage and cost protections would extend 
over five years. Priority would be for individuals who opt into coverage followed by those who 
are automatically covered. The total spending for the coverage expansions and cost protections 
would be $2.8 trillion over 10 years starting in 2021.53 The spending would be largely offset by 
annually cutting 10% of the waste from the variation in health care spending that doesn’t benefit 
patients. The cuts would be spread out over nine years and would be the equivalent of reducing 
the projected growth rate for per capita Medicare spending by one-third and by one-quarter for 
employment-based coverage. 

The other offset would consist of targeted tax increases on the wealthy such as restoring the 
federal estate tax to 2009 levels and raising income tax rates in 35% tax bracket and higher 
($200,00 for individuals, $400,000 for couples) by two percentage points.

For proof of the feasibility for funding coverage expansions and reducing costs at the same time, 
one need look no further than recent history. Under the ACA, the United States increasingly saved 
money compared to the costs projected right before it was enacted. At the same time, the portion 
of the population without coverage fell from nearly 16% to less than 9% as shown in the graph 
below.54
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Questions and Answers
What about stabilizing coverage in the exchanges? 

Cost Caps and Coverage for All would include permanent funding for market stabilization 
measures like reinsurance, which helps offset insurer costs for individuals with very high health 
care expenses. The ACA initially provided initial funding for three years, and permanent funding 
would help lower premiums as shown in states that have adopted such programs.55

Would Cost Caps and Coverage for All  reduce racial and ethnic health care disparities?

Yes, it would. The lack of coverage is the biggest demographic and economic barrier for the 
quality of health care that minorities receive.56 Through our proposal for universal coverage and a 
cap out-of-pocket costs by income, minority populations will no longer face financial barriers to 
get the care they need. In addition, it would pay providers based on patients’ outcomes through 
which disparities for racial, ethnic, and economic groups can be readily identified and reduced 
using payment incentives that reflect the goal of equitable health care.

How does value-based care take into account people’s unique preferences?

Value-based care is about achieving the best health care for each dollar spent. Determining 
the best health care depends, in part, on specific measures of patient outcomes (e.g. five-year 
survival rates from cancer across a diverse population). It also depends on patients’ experiences 
in dealing with side effects from treatment, which patients themselves can answer through 
surveys. With such information laid out objectively and customized for their characteristics, 
patients and their providers can make care decisions based on their preferences and 
circumstances in a process known as shared decision-making.57   

What happens to people who have high out-of-pocket costs year after year?

While Cost Caps and Coverage for All  provides a new level of protection for all individuals, there 
is room to go even further to help patients with chronic conditions who reach the cap year-after-
year. One solution is called value-based insurance design which can lower out-of-pocket cost for 
people with chronic conditions.58 Another is first-dollar coverage for chronic disease treatment 
through health saving accounts, which help patients cover out-of-pocket costs in high deductible 
policies.59 Congress should enable both of those solutions and examine other possible solutions 
like multi-year deductibles.

How will employers determine household income to implement cost caps by income level?

Employers currently use an employee’s individual income, not family income, to determine 
whether they are offering coverage that costs less than 10% of the individual’s income (as 
required under the employer mandate). Under Cost Caps and Coverage for All, employees who 
need family coverage would have cost caps based on their family income. Employees should 
have the opportunity to report their family income to their health plan confidentially without 
employers knowing the amount. That way, they can be sure to get the right level of subsidies for 
their family and avoid having to pay back excessive subsidies, which would be reconciled as part 
of annual tax filings.

What level of benefits would be the basis for the cost caps?

The cost caps would be based on the same level of benefits under the ACA. For example, the 
premium limits in the ACA are tied to the actuarial value of essential benefits and the second 
lowest-cost silver plan in an area.

https://www.thirdway.org/report/medical-discussion-guides-less-confusion-better-decisions-for-patients
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Would health reimbursement account contributions from employers count towards caps on 
out-of-pocket costs? 

Yes, they would. Health reimbursement accounts are an important way that employers offset the 
impact of high deductibles. An HRA contribution for an employee’s out-of-pocket costs can be as 
valuable to employees as the coverage itself.

What benefits would Medicare-E cover?

Medicare-E would cover all the essential benefits required under the ACA. And like traditional 
Medicare, Medicare-E would cover some of those benefits through supplemental coverage, like 
Medicare’s current prescription drug coverage.

How would Medicare-E set its premiums?

Medicare-E would set its premiums according its projected expenses for each year and its losses 
or gains in the previous year. Expenses would include the same health care taxes and fees paid by 
private plans. Its income and expenses would be accounted for separately in the federal budget.

In Medicare-E, would providers be paid at current Medicare levels? 

No. Providers serving Medicare-E patients would be paid at the same rates set for the out-of-
network limits, which would be set at a percentage higher than Medicare rates. Setting those 
rates will require consideration of many factors, including the prices that plans currently pay in-
network providers and incentives for providers to participate in value-based care arrangements.

Will the Critical Care Backstop program include EPSDT for children? 

Yes. The Early and Periodic Screening, Diagnostic and Treatment benefit ensures children get 
comprehensive care for all of their health needs. For children, coverage would be automatic and 
universal regardless of the status of a parent’s coverage. Adults under Critical Care Backstop 
would not receive coverage for preventive and primary care but would have it available on a 
sliding scale through community health centers. 

Would Critical Care Backstop discourage enrollment in Medicaid or the Exchanges?

While some individuals may indeed choose not to enroll in any coverage and pay the tax 
assessment fee, the impact of Critical Care Backstop on coverage would be minimal for five 
reasons. First, Medicaid and subsidized exchange coverage will still cover most health care costs 
and will be a better deal for most people than Critical Care Backstop, which would cover fewer 
costs for about the same premium contribution. Second, anyone who had not paid any required 
fee would have to start paying it before receiving care in order to discourage free-riders. Third, 
the incentives for health plans and providers to encourage enrollment in Medicaid and exchanges 
from which they will have greater revenue would more than offset any incentive by a state to 
steer people to Critical Care Backstop, which would be cheaper for the state. Fourth, states would 
be required to automatically enroll eligible people in Medicaid and the exchanges (if they run 
their own exchange), which would make it difficult for a state to steer individuals to Critical Care 
Backstop. Fifth, Critical Care Backstop would be implemented after the automatic coverage and 
market stabilization measures are fully enacted in order to further minimize disruption.

What about states that haven’t expanded Medicaid?  

States that haven’t expanded Medicaid would have five years to do so with the same enhanced 
federal funding option as states had following the ACA’s enactment. After the five-year period, 
any state that hasn’t expanded Medicaid would face a reduction in federal Medicaid funding.60
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Would Medicaid spending be cut due to cost saving initiatives?

No. Although Medicaid would save money from reductions in cost variation and value-based 
health care, those savings would be used to increase Medicaid’s low provider payment rates. 

How would Cost Caps and Coverage for All be phased in?

Automatic coverage should start with states that are prepared to implement it first with federal 
funding for the technology start-up costs. Initially, we estimate that 10 states could lead the way 
and help develop best practices. Within five years, automatic coverage would be implemented 
nationwide. The phase-in of the cost caps should occur as quickly as possible commensurate 
with cost savings, and priority should be given to helping individuals who are at the greatest 
financial risk today. Lastly, the phase-in of limits on fee-for-service payments under Medicare 
and for employment-based and individual coverage will be phased-in over nine years. The 
specific annual limits will depend on the development of value-based payments as Third Way 
has proposed previously.61 A renewed effort with a revised charter for the Center for Medicare and 
Medicaid Innovation would help support their rapid development. Congressional deadlines for 
achieving savings will also be critical.

 

https://www.thirdway.org/report/bundled-payments-a-stable-foundation-for-medicare-financing
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Appendix A—THE UNDERINSURED
Exchanges—44% Underinsured
Although the exchanges have made premiums affordable for most people in them, they do not 
provide adequate protection from out-of-pocket costs, which leaves 42% of non-elderly adults 
financially vulnerable.62 The existing protections are uneven across income levels. Thanks to a 
program called cost-sharing reduction (CSR), a family of four with an income $50,000 per year, 
which is just under 200% of FPL, has a limit on their potential out-of-pocket costs as high of 7% 
of their income in 2019 (without the CSR program, the financial risk for that family would be 16% 
of their income).63 But with a slightly higher income of $53,000, that same family would have to 
face out-of-pocket costs of 13% of their income.

The chart below shows an evenly increasing cap on premiums by income today except at 
incomes of 400% or higher. The cap on out-of-pocket costs is high and uneven at most income 
levels. Only at 400% and above does the out-of-pocket cost cap adequately protect people from 
excessive financial risk.
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The lack of a cap on premiums at 400% and more is called the subsidy cliff. Without a cap, 
premiums rise dramatically around that income level. For example, a couple who are both 55 
years old living in Pittsburgh and earning $65,000 would pay over $7,000 extra for coverage if 
their income increased by $1,000.64

Employment-Based Coverage—28% Underinsured
For the one-quarter of employees who are underinsured, the financial risks are particularly 
severe for low-income workers.65 One-fifth of employees face a $6,000 maximum for out-of-
pocket costs.66 For a $15/hour earner, that is 20% of their income.

The ACA has a premium contribution cap for employees as part of the employer mandate, 
which applies to firms with 50 or more employees. The cap is just under 10% for a premium 
contribution to individual coverage. The cap is for coverage that covers 70% of an employee’s 
out-of-pocket costs. That leaves $7,900 of potential out-of-pocket costs in 2019 for employees at 
all income levels. Thus, lower-wage workers have a much greater financial risk as a percentage of 
their income as shown in the chart below.
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Another problem called “the family glitch” stems from the fact that the 10% premium 
contribution cap does not apply to employees who need family coverage. As a result, employees 
with family coverage can be required to contribute much more than 10% of their income as 
shown in the chart.

Medicare—24% Underinsured
Even with Medicare’s near-universal coverage for older Americans, one in four Medicare 
beneficiaries are underinsured according to another Commonwealth Fund analysis, which uses 
somewhat different criteria for being underinsured.67 One-third of Medicare beneficiaries with 
incomes under 200% of FPL are underinsured because their costs for premiums and out-of-
pocket costs exceed 20% of their income.

The lack of adequate cost protection for Medicare beneficiaries is due to two factors: 1) gaps in 
supplemental coverage; 2) inadequate support for supplemental coverage for low to moderate-
income beneficiaries. Medicare without supplemental coverage pays for 73% of beneficiaries’ 
health care costs (compared to 83-85% for typical employer plans in 2007).68 Most beneficiaries 
have some source of supplement coverage, which could be a Medigap plan, a Medicare Advantage 
plan, a prescription drug plan, a low-income supplement known as Medicare Savings Programs, 
or various combinations. The prescription drug plan has the biggest gap in coverage because it 
does not fully protect patients against very high drug costs.69 The Medicare Savings Programs, 
which are run by state Medicaid programs, are inadequate because they go up to only 135% of 
FPL, eligibility criteria vary by state, and enrollment rates are half or lower.70 The slightly more 
generous Low-Income Subsidy program for prescription drug phases out at 150% of FPL.

As the chart below shows, the premiums being paid by Medicare beneficiaries between 100% 
and 250% of FPL are a significant financial burden and nearly all beneficiaries face unlimited 
financial risk from very expensive drugs.
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Medicaid—26% Underinsured
Medicaid, which is intended to help lower-income Americans, is not without problems. With 
a 26% underinsured rate, Medicaid has similar rates of underinsurance to employer-based 
coverage.71 Medicaid puts a 5% cap on the combination of premiums and out-of-pocket costs (the 
cap for children is lower). While many Medicaid beneficiaries face no cost-sharing as a result of 
individual state policies, an increasing number face significant financial risk.72 The amounts they 
are paying are growing twice as fast as their incomes on average.73

In contrast to older Americans in Medicare, the lowest-income Medicaid beneficiaries face costs 
that are out-of-line with their income level as shown in the chart below. 
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