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In the face of escalating costs, 
uneven quality of care, and the 

growth of the uninsured popula-
tion, there is broad agreement that 
the U.S. health care system re-
quires reform. However, Demo-
crats and Republicans remain 
sharply divided over how to reform 
it, as evidenced by the health care 
plans offered by the parties’ presi-
dential candidates. The ambitious 
reform agendas of Senators John 
McCain (R-AZ) and Barack Obama 
(D-IL) would take the U.S. health 
care system in very different di-
rections.

McCain’s plan embraces mar-
ket forces and promotes individ-
ually purchased insurance (see red 
box). Its centerpiece is a change in 
the tax treatment of health insur-
ance. Currently, workers do not pay 
taxes on health insurance pre-
miums paid by their employers. 
The McCain plan would eliminate 
this tax exclusion and use the rev-
enue generated — projected to be 
$3.6 trillion over 10 years — to pay 
for refundable tax credits for 
Americans obtaining private in-
surance ($2,500 for individuals, 
$5,000 for families). Uninsured 
Americans could use their credits 
to help buy insurance coverage on 
the individual market, and work-
ers with employer-sponsored in-
surance could use theirs to off-
set the cost of paying taxes on 
their employers’ premium contri-
butions or to purchase coverage 
on their own.

The McCain campaign empha-
sizes key advantages of this ap-

proach. First, the current tax ex-
clusion disproportionately benefits 
higher-income Americans, since 
its value depends on a worker’s 
tax bracket.1 Providing an equal 
credit to all Americans is a fairer 
allocation of federal revenues, and 
since the credit is refundable, even 
those who do not pay taxes would 
qualify for federal payments. Sec-
ond, the tax exclusion benefits 
only persons with employer-spon-
sored insurance, whereas under 
the McCain plan everyone, includ-
ing the unemployed and workers 
whose employers do not offer cov-
erage, would receive a credit to 
purchase insurance regardless of 
where they obtained it.

In terms of cost control, the 
McCain plan offers several initia-

tives aimed at spurring competi-
tion and changing the status quo 
in health insurance and medical 
practice. It would deregulate the 
insurance market to allow insur-
ers to sell policies across state 
lines; residents of states that ex-
tensively regulate insurance (for 
example, by mandating covered 
benefits) would be able to shop 
nationwide for less comprehensive, 
less costly health insurance poli-
cies than those available in their 
home states.

McCain’s plan also calls for 
changing the way Medicare pays 
for medical services — moving 
away from fee-for-service reim-
bursement and toward bundled 
payment for episodes of care and 
payments based on outcomes. The 
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Key Elements of John McCain’s Plan for Health Care Reform.

Elimination of current tax exclusion for employer-paid health insurance premiums

Using revenues generated from eliminating tax exclusion, provision of refundable 
tax credits ($2,500 for individuals, $5,000 for families) for all persons ob-
taining private health insurance; if insurance costs less than the value of 
the credit, remaining funds can be deposited into health savings accounts

Creation of guaranteed access plan to provide insurance pool for persons who are 
medically uninsurable on the individual market

Promotion of individually purchased insurance and less comprehensive insurance 
policies

Deregulation of insurance markets

Reform of Medicare to make bundled payments for episodes of care and to pay on 
the basis of outcomes

Other proposed measures to control costs and improve quality:

Enhanced competition

Faster introduction of generic drugs

Emphasis on prevention and better management of chronic conditions

Greater use of health information technology

Medical malpractice reform
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hope is that Medicare payment re-
form would drive broader changes 
in the health care system.

In addition, replacing the in-
visible, unlimited tax exclusion 
with a visible, limited tax credit 
could slow health care spending. 
Making employer premium pay-
ments taxable income would make 
insurance costs more transparent 
to workers, many of whom are un-
aware how much their employers 
are paying for their insurance. 
And since Americans would re-
ceive a fixed credit, the expecta-
tion is that they would seek out 
lower-cost, less comprehensive 
insurance plans, fostering com-
petition among insurers. Other 
cost-control provisions include 
speeding up generic-drug devel-
opment, encouraging prevention, 
improving care for chronic dis-
eases, and adopting medical mal-
practice reform.

How the McCain plan would 
affect costs and coverage is un-
certain. Nobody knows how ef-
fective repealing the tax exclusion 
would be in controlling costs, but 
if it turns out not to be a magic 
bullet, the plan lacks other mech-
anisms for reliably slowing spend-
ing. Prevention, better care for 
chronic conditions, and enhanced 
competition represent aspirations 
rather than concrete policies for 
controlling costs.

In addition, most uninsured 
Americans would probably remain 
uninsured under the McCain plan. 
Given the high price of health in-
surance, even with the new tax 
credits, many lower-income peo-
ple would still not be able to af-
ford coverage. And if the credits 
are not indexed to the rate of 
growth in health care spending, 
that affordability gap would grow 
over time (as would the number 

of Americans who would pay high-
er taxes for employer-sponsored 
health insurance). Indeed, with the 
proposed credits, many Americans 
could afford only high-deductible 
insurance policies. The McCain 
plan could consequently trigger a 
move from comprehensive insur-
ance toward thinner coverage pol-
icies that shift costs onto sicker 
patients. Moreover, some employ-
ers, particularly smaller business-
es, might stop offering insurance 
if the tax benefits of employer-
sponsored insurance were elimi-
nated. As a result, some currently 
insured workers could lose cov-
erage.

Perhaps the most serious prob-
lem with McCain’s plan is its re-
liance on the individual insur-
ance market. Individual insurance 
policies are administratively ex-
pensive, typically involve medical 
underwriting so that sick persons 
and those with preexisting con-
ditions are charged higher pre-
miums (premiums also increase 
with age) or are denied coverage 
altogether, and generally offer 
less comprehensive benefits than 
employer-sponsored insurance.2

The McCain campaign has pro-
posed a “guaranteed access plan,” 
whereby the federal government 
would work with states to create 
insurance alternatives for those 
unable to afford coverage on the 
individual market. The plan builds 
on the experiences of the 34 states 
that operate high-risk pools for 
residents who are deemed to be 
medically uninsurable. Yet such 
a program is unlikely to remedy 
problems inherent in the individ-
ual market. State high-risk pools 
ironically suffer from the same 
problems (high costs, limited ben-
efits, preexisting-condition exclu-
sions) that plague the insurance 

markets from which they are sup-
posed to offer refuge.3 Further-
more, the McCain plan for inter-
state insurance markets could 
weaken regulatory protections in 
some states.

In contrast to John McCain’s 
emphasis on markets and dereg-
ulation, Barack Obama’s reform 
plan relies on an employer man-
date, new public and private insur-
ance programs, and insurance-
market regulation (see blue box). 
The core of the Obama plan is a 
requirement that employers either 
offer their workers insurance or 
pay a tax to help finance coverage 
for the uninsured (some small 
businesses would be exempt, and 
others would be subsidized). The 
Obama plan would also create two 
new options for obtaining health 
insurance: a new government 
health plan (similar to Medicare) 
and a national health insurance 
exchange (a purchasing pool anal-
ogous to the Massachusetts Con-
nector) that would offer a choice 
of private insurance options. Both 
would be open to persons with-
out access to group health in-
surance or other public insurance, 
as well as to small businesses that 
wanted to purchase coverage for 
their workers. Income-related sub-
sidies would be provided to help 
lower-income persons afford cov-
erage. And private insurers could 
not deny coverage because of pre-
existing conditions or charge sub-
stantially higher premiums to sick 
enrollees: the Obama plan would 
end medical underwriting accord-
ing to health status.

The Obama campaign empha-
sizes that its plan offers a choice 
of insurance options. Rather than 
deciding whether public or pri-
vate insurance is a better model, 
the plan would allow people to 

The Partisan Divide — The McCain and Obama Plans for U.S. Health Care Reform

Copyright © 2008 Massachusetts Medical Society. All rights reserved. 
Downloaded from www.nejm.org on November 27, 2009 . For personal use only. No other uses without permission. 



n engl j med 359;8  www.nejm.org  august 21, 2008

PERSPECTIVE

783

choose between them. In addition, 
the new national health plan and 
insurance exchange would provide 
insurance pooling and purchasing 
power that, along with insurance-
market regulation, would effec-
tively address the problems that 
Americans without group cover-
age encounter when trying to pur-
chase affordable insurance on the 
individual market.

The Obama campaign says that 
the insurance exchange, by pro-
viding broader pooling and cut-
ting marketing expenses, can re-
duce administrative expenses in 
private insurance and promote 
competition. The plan also calls 
for a new system of reinsurance, 
whereby the federal government 
would reimburse employers for a 
portion of the costs they incur 
for employees with high-cost, cat-
astrophic medical cases — theo-
retically enabling businesses to 
reduce insurance premiums and 
particularly benefiting smaller 
businesses whose risk pools are 
too small to spread the costs of 
expensive cases.

Other cost-control measures 
include accelerated adoption of 
electronic medical records, pro-
moting disease management and 
better coordination of long-term 
care, paying providers on the ba-
sis of performance and outcomes, 
strengthening prevention, permit-
ting the federal government to 
negotiate prescription-drug pric-
es for Medicare patients, cutting 
excessive payments to private 
health plans contracting with 
Medicare, and establishing an in-
stitute for comparative-effective-
ness research to generate informa-
tion about effective treatments.

The Obama plan’s precise im-
pact on coverage is impossible to 
gauge. If the payroll tax is set low, 

many businesses would choose to 
pay it rather than offer coverage, 
and enrollment in a new national 
health plan could be substantial. 
The capacity of the Obama plan 
to expand insurance coverage de-
pends on the scope of subsidies, 
premium prices, and the effective-
ness of automatic enrollment or 
other participation-boosting poli-
cies, but details of those policies 
are not clear. Since the plan lacks 
an individual mandate for adults 
(coverage is mandated for chil-
dren), it would not cover all the 
uninsured and therefore would 
provide universal access to insur-
ance rather than universal cover-
age. However, most Americans 
without insurance would gain 
coverage through the new public 
and private insurance options, and 
Obama has not ruled out adopt-

ing an individual mandate in the 
future if the plan does not produce 
universal coverage.

Although the Obama plan 
would substantially expand access 
to insurance, it lacks reliable cost-
control mechanisms and a viable 
financing source. Reinsurance 
would shift private-sector costs 
for catastrophic cases to the gov-
ernment but would not reduce 
total health care expenditures. 
The plan also assumes that sub-
stantial savings will be achieved 
by increasing the use of electron-
ic medical records, improving the 
management of chronic condi-
tions, and strengthening preven-
tion, but none of these worthwhile 
measures is likely to control costs 
in the short run. The new nation-
al health plan could control costs, 
but its effectiveness in slowing 
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Key Elements of Barack Obama’s Plan for Health Care Reform.

“Play or pay” employer mandate requiring businesses either to offer workers insur-
ance or to pay a tax (very small businesses would be exempt)

Creation of a new national health plan (similar to Medicare) for the uninsured and 
small businesses

Establishment of new national health insurance exchange that would offer choice 
of private insurance options for the uninsured and small businesses

Mandate that all children must have coverage

Subsidies for lower-income Americans to help them afford coverage

Expanded coverage financed through the payroll tax, letting tax cuts for families 
making over $250,000 expire, and savings from electronic medical records, 
disease management, and other system reforms

Regulation of all private insurance plans to end risk rating based on health status

Establishment of federal reinsurance program to insure businesses against the 
costs of workers’ expensive medical episodes

Other proposed measures to control costs and improve quality:

Reduction in the administrative costs of private insurance

Accelerated adoption of electronic medical records

Promotion of disease management

Emphasis on prevention and public health

Payment of providers on the basis of performance and outcomes

Reduction in excessive payments to private plans contracting with Medicare

Allowing Medicare to negotiate with drug companies

Establishment of a comparative-effectiveness research institute
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In the wake of Cyclone Nargis, 
which devastated the Myanmar 

delta in early May, and the seis-
mic earthquake that shook China 
shortly thereafter, access to safe 
drinking water and proper sani-
tation have become top priorities 
among those attempting to pre-
vent epidemic diseases. But even 
without catastrophic disasters, the 
lack of access to clean water and 
basic sanitation represents a si-
lent crisis affecting more than a 
third of the world’s population.1 
Some 443 million school days are 
lost annually to water-related ill-
ness, millions of women and girls 
spend up to 2 hours a day collect-
ing water, and every day in Ban-
gladesh alone 28 million to 35 mil-
lion people consume drinking 

water containing dangerously el-
evated levels of arsenic.2 Given 
that the United Nations has de-

clared 2008 the International Year 
of Sanitation — and that in the 
United States this year marks 
the 100th anniversary of the first 
chlorination of a public water sup-
ply — this seems an appropriate 
time to reengage in an ancient 
conversation about safe water and 
sanitation.

The first documented attempts 
to treat drinking water, which 
may date back to 4000 b.c., were 
recorded in Greek and Sanskrit 
writings that describe the boiling 
and filtering of water, primarily 
to make it smell and taste better, 
although reducing visible particles 
and turbidity was also a goal. 
Hippocrates invented the cloth-
bag filter (or Hippocratic sleeve) 
and was among the first to be-
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spending would depend on its en-
rollment and the political willing-
ness to restrain provider payments.

The Obama campaign says it 
would finance the $50 billion to 
$65 billion in new federal spend-
ing for its health plan by allowing 
tax cuts adopted in 2001 and 2003 
for families making over $250,000 
to expire. However, the Congres-
sional Budget Office (CBO) al-
ready assumes in its projections 
that these tax cuts will end after 
2010, so their expiration will not 
generate new revenues to satisfy 
congressional budget rules.4 And 
if savings from prevention, disease 
management, and electronic med-
ical records are not realized — 
or if the CBO does not validate 
them as an acceptable financing 

source — then the Obama plan 
would need substantial addition-
al revenues to fund expanded cov-
erage.

The McCain and Obama health 
plans are best viewed as sketches 
rather than finished portraits, with 
many important details yet to be 
revealed. Still, the 2008 presiden-
tial election clearly offers voters 
dramatically different alternatives. 
The candidates’ opposing visions 
of health care reform reflect fun-
damentally different assumptions 
about the virtues and vices of mar-
kets and government. With the 
debate over how to reform U.S. 
health care far from settled, who-
ever wins the presidency can ex-
pect fierce opposition to any at-
tempt at comprehensive reform.
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