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KEY POINTS  

• Health care provider taxes have been used to fund Medicaid supplemental payments like state-
directed payments (SDPs), drawing down additional federal Medicaid funding to support higher 
provider rates without additional expenditures from state general funds.  

• Shifts in costs from the state to the federal government reduce states’ incentives to be prudent 
purchasers of services. 

• By 2025, all states except Alaska had Medicaid provider taxes. 

• SDPs have increased considerably over time, with managed care organizations receiving $43 
billion in payments in 2021, an amount that rose over three-fold to $144 billion by 2025. 
Payments were expected to reach over $300 billion by 2034, without the Working Families Tax 
Cut (WFTC) legislation, commonly referred to as the One Big Beautiful Bill Act. 

• By 2025, the average service covered by an SDP was compensated at 186 percent of the Medicare 
rate, well above the limit newly set by the WFTC legislation. 

• Reforms to provider taxes and SDPs are projected to reduce non-Medicaid prices by up to 3.5 
percent, relative to a no policy baseline, benefiting non-Medicaid payers by $502-$875 billion 
from 2025-2034. When fully phased in, the annual benefit will be $100-$175 billion. 

• Some of the savings to non-Medicaid payers also accrue to the federal government, saving an 
additional $97-$169 billion beyond its savings on Medicaid and reducing total federal health 
spending by an average of 2.9-5.1 percent, when fully phased in. 
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INTRODUCTION 

U.S. health care spending reached $5.3 trillion or $15,474 per person in 2024, and accounts for 18 percent of 
the nation's Gross Domestic product (GDP). It is projected to increase to $8.6 trillion or $24,200 per person by 
2033, accounting for 20 percent of GDP.1  Government (federal, state, and local) expenditures represented 48 
percent of total health expenditures in 2024 and are projected to grow to 50 percent by 2033. Medicaid 
expenditures are projected to grow from 18 percent of total health expenditures in 2024 to 20 percent in 
2033, with the federal government spending over $600 billion on Medicaid in 2024, and total state and federal 
spending nearing $1 trillion.2 A significant source of Medicaid expenditure growth is the proliferation of state 
directed payments (SDPs) – and their subsidization by provider taxes – with provider tax-supported spending 
growing over 270 percent from 2008 to 2018, far outpacing growth in state general fund spending.3 
 
Since the 1980s, states have used taxes on health care providers to fund their share of Medicaid and have 
simultaneously paid Medicaid providers through SDPs as well as supplemental payments.I As allowable limits 
on SDPs shifted to the average commercial rate (ACR) and providers have asserted that additional funds are 
needed to cover the cost of providing care to Medicaid beneficiaries, states increased SDPs toward this limit, 
which is, on average, 2.25 times Medicare rates.4,5 While there is no evidence that the dramatic increase in SDP 
spending has been associated with any commensurate improvement in quality of care, states’ increasing 
reliance on SDPs contributes to rising federal Medicaid expenditures.6 Because of provider taxes and 
intergovernmental transfers (IGTs), under which revenue from local governments or facilities run by state or 
local governments is transferred to the state, the impact of these increased Medicaid expenditures falls 
disproportionately on the federal budget.7,8 In addition, by linking SDPs to the ACR, hospitals have an added 
incentive to negotiate higher commercial rates, increasing costs to commercial insurance beneficiaries as well.II  
 
In this Research Report, ASPE provides a quantitative framework for understanding how provider taxes and 
SDPs impact non-Medicaid prices. In addition, we provide estimated impacts of the Working Families Tax Cut 
(WFTC) legislation on non-Medicaid prices, as well as total and federal non-Medicaid spending.  

BACKGROUND  

Historical Context 

The Medicaid program is jointly financed by the federal government and states, with states contributing 
between 21 and 45 percent of total Medicaid spending in FY 2024.9,III To help fund their share of Medicaid 
expenditures, nearly all states use taxes on health care providers. As part of the Medicaid Voluntary 
Contribution and Provider-Specific Tax Amendments of 1991, the federal government has placed certain 
restrictions on how provider taxes can be used to fund the state share of Medicaid payments.10 These 
restrictions indicate the taxes must be: 1) broad-based, 2) uniform and 3) they must not hold taxpayers – the 
providers paying the tax – harmless.11  
 
The “hold harmless” provision essentially states that individual providers cannot have a guarantee of getting 
their tax payments back, but rather are paid according to Medicaid services rendered. Three tests are 
described in regulations to determine whether taxpayers are held harmless: a positive correlation test, a 

_______________________ 
 

I SDPs allow states to direct managed care organizations to pay providers according to specific rates or methods. 
II Commercial payers include employment-based and individual coverage. 
III For FY 2026, the Federal Medical Assistance Percentage – or the amount that the federal share of Medicaid funding for each state - 

ranged from 50 percent to 76.9 percent. However, states receive a different match rate for certain categories of spending, including 
administrative costs (50 percent) and the Medicaid expansion population (90 percent). As such, their share of total Medicaid spending 
is lower than their contribution based on the Federal Medical Assistance Percentage (FMAP) alone.  
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Medicaid payment test, and a guarantee test.12,IV However, states can spend provider tax revenue on 
supplemental Medicaid payments broadly to providers in a taxed class, and those providers may collectively 
get back more than they paid in taxes without necessarily violating the “hold harmless” provision. 
 
Because the payments are based on revenue or quantity supplied, provider taxes create a marginal cost – 
additional expenses for each beneficiary served – to health care providers.  To the extent that supplemental 
payments increase reimbursement rates for Medicaid services rendered, the payments by themselves reduce 
the marginal cost of supplying services to those with Medicaid coverage, but importantly not to those without 
Medicaid coverage (those with commercial insurance, Medicare, or who are self-payers). 
 
In fiscal year (FY) 2024, an estimated 68 percent of the state share of Medicaid was from state general funds 
(ranging from a low of 21 percent in Oklahoma to a high of 99 percent in South Dakota and Rhode IslandV), 
while the remaining 32 percent was paid through other state funds, including provider taxes.13,14 The number 
of states, including the District of Columbia, using Medicaid provider taxes increased from 46 in 2010 to 50 in 
2025 (Figure 1).VI  Alaska is the only state that does not have provider taxes. 
 
Figure 1: State (including DC) Adoption of Medicaid Provider Taxes, 2010-2025 

 
Source: Medicaid and CHIP Payment and Access Commission, Health Care-Related Taxes in Medicaid, May 2021, accessed at: 
https://www.macpac.gov/wp-content/uploads/2020/01/Health-Care-Related-Taxes-in-Medicaid.pdf; KFF,  Medicaid Budget Surveys, 
accessed at: https://www.kff.org/series/medicaid-budget-survey/; ASPE staff environmental scans. 

 
Providers often get back a portion of the taxes they paid through Medicaid supplemental payments and SDPs, 
financing mechanisms that increase Medicaid payment rates.  

_______________________ 
 

IV Under the guarantee test, if the provider tax is applied below a “safe harbor” level, which is set based on a percent of the net patient 
service revenues received, then it is determined to not have an indirect hold harmless guarantee and is thus permissible under the law, 
as long as no direct guarantee is in place and the other tests are met. Prior to the WFTC legislation, for taxes above 6 percent (the 
prevailing safe harbor rate), an additional test is applied to assess whether 75 percent of taxpayers in a class receive more than 75 
percent of the cost of the tax back through enhanced Medicaid rates. 
V Data for Connecticut and New Mexico were missing and were excluded from these state-level calculations. Data may not fully account 

for all state funds.  
VI All states with the exception of Alaska have Medicaid provider taxes as of 2025. 
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When these payments are used in conjunction with provider taxes, the costs of the increased Medicaid rates 
shift from the state to the federal government, and the federal spending share exceeds the official FMAP. For 
example, a state could increase net income to providers by $400 with no net contribution from the state 
budget, but a significant increase in the federal spending share.VII 
 
 As Medicaid enrollment has shifted to managed care,15 SDPs, which were created by the Centers for Medicare 
& Medicaid Services (CMS) in its 2016 update to Medicaid managed care regulations, have become more 
prominent as they allow states to direct managed care organizations to pay providers according to specific 
rates or methods.16 A majority (67 percent in 2024) of SDPs are uniform payment increases above base 
payment rates.17  Since their creation, the number services receiving SDPs approved each year has grown 
substantially, rising from 34 in 2017 to 1,667 in 2025 (Figure 2). 
 
Figure 2: Total Number of Services Receiving Approved State-Directed Payment by Calendar Year 

 
Source: ASPE analysis of CMS OACT data on approved SDP pre-print submissions as of May 1st 2026 

 
A 2017 Medicaid and CHIP Payment and Access Commission (MACPAC) report estimated that 80 percent of 
provider taxes and donations were returned to the same providers through a Medicaid payment, an estimate 
that the U.S. Government Accountability Office determined to be appropriate after discussions with states and 
a review of additional data.18,19 Of the $35.8 billion spent on SDPs in 2022, more than two-thirds of the non-
federal share ($8.4 of $12.3 billion) was financed through provider taxes or IGTs.20 This effectively increased 
the federal share of directed payments by 14 percentage points.21 As Medicaid is jointly financed and 
administered by the state, it is important that states are fully participating in the financial arrangement set out 
in law, which requires that 40 percent of state’s share of total Medicaid expenditures must be funded through 
state funds.22 When provider taxes increase and state costs are shifted away from their general funds, states 
have less incentive to be prudent purchasers of services and ensure that both federal and state taxpayers are 
receiving sufficient value. 
 

Policy Prior to the Working Families Tax Cut Legislation  

While most supplemental payments are limited to a reasonable estimate of what Medicare would pay for the 
same services, prior to 2024, SDPs had no such limit and were only required to be reasonable and 

_______________________ 
 

VII Consider a state with an FMAP of 65% and a $1,000 dollar Medicaid budget; $650 financed by the federal government and $350 by 
the state itself. Let’s suppose this state finances a $400 SDP through a provider tax that generates $400 for the state’s general fund. 
The state’s Medicaid budget has now increased to $1,400, with no change in spending for the state, but an increase of $260 for the 
federal government. Through this financing arrangement the state share of total spending ($1,400) has decreased from 35% to 9% and 
the federal spending share has increased from 65% to 91%, even though the official FMAP is only 65%. 
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appropriate.VIII In 2024, CMS updated regulations to make it easier for states to implement SDPs and 
formalized their policy allowing SDPs up to the ACR.23 As of June 2025, 30 states use the ACR as the benchmark 
for hospital or nursing facility SDPs, and 24 states have at least one SDP that reimburses providers at more 
than 90 percent of the ACR.24 The increased use of the ACR as the rate basis for SDPs has resulted in rates that 
far exceed Medicare rates. In addition, CMS has approved SDPs that are 350 percent of Medicare rates.25,IX 
ASPE analysis indicates that among states with approved SDPs using the ACR as the benchmark payment rate 
(96 percent of SDPs in 2025), the average Medicaid-to-Medicare payment rate after including the SDP 
payment is 186 percent, nearly doubling from the original base Medicaid-to-Medicare payment rate of 96 
percent.   
 
As a result of this 2024 rule, the Congressional Budget Office (CBO) projected an additional $58 billion in 
Medicaid spending over the 2025-2034 period, on top of $85 billion from existing growth in SDPs.26 Overall, 
CBO projected that SDP spending would grow by an average of 11 percent from FY 2025 to 2028, with a slower 
growth rate of about 4 percent annually from FY 2028 to 2034.27 However, CBO does not have access to the 
pre-prints submitted to CMS, limiting its ability to accurately project spending. Information available to date 
indicates this projection may be an underestimate. The actual growth rate from FY 2024 to 2025 was 34 
percent (Figure 3), significantly higher than CBO’s projection.  The Office of the Actuary (OACT) projects that 
absent the WFTC legislation, SDP spending would reach $316 billion, with about two-thirds of this spending 
coming from the federal government.28 
 
Figure 3: SDP Spending ($ Billions) in US, Actual and OACT Projection FY 2021-2035, Absent WFTC Legislation 

 
Source: CMS SDP pre-print submission data (includes pre-prints approved as of 5/1/2026) for 2021-2023 spending. Federal spending 
from 2021-2023 is extrapolated by multiplying total spending by 65% since this is the average share of federal spending assigned by 
OACT from 2024-2035. OACT projection based on Table 13 in https://www.federalregister.gov/documents/2026/05/22/2026-
10292/medicaid-program-medicaid-managed-care-state-directed-payments-and-medicaid-fee-for-service-targeted#h-50. 
Note: Projection based on extrapolating the change in SDP spending from 2021-2025 to 2026-2035. This assumes growth in spending 
will continue at the same rate over time and does not take into account reforms made as part of the 2025 WFTC legislation. SDPs 

_______________________ 
 

VIII Currently, for physician services and payments to academic medical centers or safety net hospitals, supplemental payments can be 
made up to the average commercial rate. CMS has proposed changes to payment limits in the fee-for-service delivery system in their 
proposed rule “Medicaid Managed Care State Directed Payments and Medicaid Fee-for-Service Targeted Medicaid Practitioner 
Payments,” released May 22, 2026: https://www.govinfo.gov/app/details/FR-2026-05-22/2026-10292  

IX Under the 2024 rule, states would have to show that these SDPs did not exceed ACR for the relevant provider group, suggesting that 
ACR is 3-5 times above Medicare in these states. 
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included in the sample include SDPs that will be unaffected by the WFTCL; inpatient rural hospital SDPs. These account for 3 percent% 
of all SDPs and 14 percent% of spending. 
 

In the following subsection, we briefly describe the economic theory behind why provider taxes that are used 
to fund the state share of SDPs can be expected to increase non-Medicaid prices for inpatient hospital services. 
The takeaways from the framework shown below can be applied broadly to all health care markets. 
 
The Supply-Demand Relationship Between Provider Taxes, SDPs, and Non-Medicaid Prices in the Inpatient 
Health Care Market 
 
Figure 4 presents demand and residual supply curves for the inpatient hospital services market and illustrates 
the potential impact of provider taxes and SDPs on non-Medicaid prices. Residual supply refers to the hospital 
market’s capacity to provide care to other payers—such as privately insured, Medicare, or self-pay patients—
after Medicaid's demand for hospital services has already been met. The main assumption we make is that the 
tax is levied on all hospitals regardless of payer mix.X  
 
The non-Medicaid price of inpatient health care services is shown on the vertical axis, while non-Medicaid 
utilization (i.e., the quantity of services provided) is shown on the horizontal axis.  Demand for health care 
services is a downward sloping line, reflecting the fact that patients generally use more health care services as 
prices fall. Residual supply for health care services is an upward sloping line, reflecting the fact that the 
hospital market provides more services when those services are better compensated. The equilibrium price 
and quantity in the market for hospital services occurs where these two lines intersect (P* and Q*).XI 
 
Figure 4: The Market for Inpatient Hospital Services 

 
 

_______________________ 
 

X Prior to the WFTC legislation, some states designed taxes that taxed Medicaid volume at a higher rate than non-Medicaid volume. The 
WFTC legislation prohibits this practice and in January 2026, CMS codified this prohibition in the rule “Medicaid Program: Preserving 
Medicaid Funding for Vulnerable Populations – Closing a Health Care-Related Tax Loophole.” https://shvs.org/cms-finalizes-rule-
prohibiting-certain-non-uniform-provider-taxes-including-new-compliance-deadlines/. However, this does not affect our estimates as 
we assume a policy of uniform taxation in the baseline and in the alternative (under WFTC legislation). 

XI Although supply must slope up and demand slope down as in Figure 4, the magnitude of the slopes is part of our investigation and 
can be different than shown in the figure. 

https://shvs.org/cms-finalizes-rule-prohibiting-certain-non-uniform-provider-taxes-including-new-compliance-deadlines/
https://shvs.org/cms-finalizes-rule-prohibiting-certain-non-uniform-provider-taxes-including-new-compliance-deadlines/
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We show the effect of a tax on hospitals—specifically, a per-unit sales tax by shifting the original residual 
supply curve (“Residual Supply 0 (no tax)”) up by the amount of the tax (t) to a new supply curve (“Residual 
Supply 1 (with provider tax)”). This shows the tax has three consequences: 

 
1. There are now two effective prices: the price with the tax that non-Medicaid consumers 

(patients/insurers) pay: P (paid with tax), and the price net of tax, which hospitals receive: P (received with tax) 

 

2. Non-Medicaid consumers and hospitals are worse off with the tax.  Before the tax, non-Medicaid 

patients paid the price P*, which was also what hospitals received for their services. After the tax, 

patients pay more (P (paid with tax) > P*), while hospitals are paid less for services rendered to non-

Medicaid patients than before (P (received with tax)  < P*) (“supply price”).  

 

3. Finally, non-Medicaid quantity of services is lower than it was pre-tax (Q (with tax) < Q*).  This occurs 

because non-Medicaid patients now pay a higher price, leading to a reduction in health care demand 

(a movement along the residual demand curve). 

While the principal purpose of hospital provider taxes is to generate revenues to fund state’s share of 
Medicaid spending, provider tax revenue may also be used to fund SDPs for hospitals to increase Medicaid 
compensation rates. As noted above, imposing a tax usually makes firms, or in this case hospitals, worse off as 
sales and supply prices fall, leading to a decline in total revenue. However, in the unique situation of provider 
taxes, proceeds from the tax are used to pay the hospitals at higher Medicaid rates through an SDP. Here we 
assume that at least some hospitals increase Medicaid volume in response to the higher payment (a supply 
response to higher Medicaid reimbursement), which has been observed.29,XII As Medicaid volume increases, 
non-Medicaid volume may decrease in response, depending on the extent of provider entry and provider 
switching from non-Medicaid to Medicaid, which is shown by shifting the Residual Supply 1 curve to the left to 
Residual Supply 2 curve.XIII This has the effect of further increasing non-Medicaid prices (namely; P (paid w/tax + SDP) > 
P (paid with tax ) > P*). That hospitals can raise prices for non-Medicaid patients and receive revenue from the 
provider taxes themselves may explain why provider taxes are a rare case where an industry supports taxes 
being levied on itself.XIV,XV  
 
Some studies suggests that hospitals will “cost shift”—namely, if public payer (Medicare and Medicaid) 
reimbursement increases, private payer reimbursement rates can fall since hospitals don’t have to rely on 
higher private rates to make up for public payer shortfalls.30 However, even if individual providers or hospitals 
can cost shift, hospital employees will still want to go where compensation is higher, which will drive up 
compensation for private payers. Therefore, in a market which reflects supply and demand for health care 
services based on prices or compensation rates, cost shift does not occur on aggregate. There is also doubt 
whether cost shifting occurs even at a hospital level as can be seen in a variety of literature reviews and 
studies – one study found that a 10 percent reduction in Medicare payment was associated with a 7.7 percent 
reduction in private payment.31,32  
 

_______________________ 
 

XII If hospitals don’t increase Medicaid volume in response to these payments, there will be no shift from Residual Supply Curve 1 to 2. 
XIII Provider entry is likely limited in the short run, so the provider switching effect is expected to dominate, especially as states set SDPs 

up to the ACR, leading to a decline in non-Medicaid supply. 
XIV For example, see the American Hospital Association’s resistance to reductions in the provider tax mandated in the WFTC legislation. 

(https://www.aha.org/fact-sheets/2025-02-07-fact-sheet-medicaid-provider-taxes).  
XV This does mitigate some of the deadweight losses associated with a tax.  See Summers, L. Some Simple Economics of Mandated 

Benefits. American Economic Review 1989;79(2):177-183. 

https://www.aha.org/fact-sheets/2025-02-07-fact-sheet-medicaid-provider-taxes
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Together, the supply curve shifts in Figure 4 depict how provider taxes and SDPs lead to an increase in a 
hospital’s non-Medicaid prices. The same analysis applies to other provider classes subject to provider tax and 
supplemental Medicaid payments. We turn next to discussing provider tax and SDP policy changes under the  
WFTC legislation as well as our quantitative analysis of how these changes can be expected to increase non-
Medicaid prices and costs across health care markets affect by this legislation. 
 

Policy Changes Under the Working Families Tax Cut Legislation 

The WFTC legislation changes the Medicaid financing system in three related ways. First, it lowers the 
permissible payment ceiling for major SDPs. For inpatient and outpatient hospitals, nursing facilities, and 
academic medical center professional services, the old ceiling tied to the ACR is replaced with a Medicare-
based ceiling.XVI Section 71116 of the WFTC legislation requires that expansion states are generally limited to 
100 percent of Medicare, while non-expansion states are limited to 110 percent. While already-approved SDPs 
are grandfathered for a transition period, the WFTC legislation aims to reduce the state’s ability to shift from 
state to federal funds and to use SDPs to push Medicaid managed-care payments up toward commercial 
levels.   
 
Second, section 71115 of the WFTC legislation restricts states’ ability to increasingly shift the financing of 
Medicaid to the federal government by effectively locking in provider tax rates at their July 2025 levels, with 
no new taxes and no increases in existing tax rates generally permissible under the law. In expansion states, 
the safe-harbor threshold is then phased down from the current 6 percent threshold to 3.5 percent by FY 2032 
(a decline of 2.5 percentage points) in annual steps beginning in FY 2028, although nursing facilities and 
intermediate care facilities for individuals with intellectual disabilities (ICF/IIDs) are exempt from that phase-
down. Based on hospital provider tax rates in FY 2025, among the 36 states and DC that expanded Medicaid 
and have a provider tax on hospitals, 11 (AZ, NE, NV, NH, NJ, NM, OH, OR, RI, VT, VA) will have to reduce their 
tax rates from a range of 5.5 to 6 percent in FY 2025 to at most 5.5 percent in FY 2028. By FY 2034, 29 
Medicaid expansion states (~80 percent) with hospital provider tax rates above 3.5 percent will have to lower 
their rates to the threshold of 3.5 percent.33,XVII  
 
Although non-expansion states are not required by WFTC legislation to cut their provider taxes, we expect that 
they will face local political pressure to do so.  Providers had often supported the taxes because they funded 
SDPs magnified with federal matching, but even non-expansion states were required by WFTC to cut their SDPs 
enough to bring their final rate at or below 110 percent of Medicare fee-for-service (FFS) rates.XVIII   
 
Third, section 71117 of the WFTC legislation makes it more difficult to preserve aggressive tax arrangements 
through waiver strategies. It gives CMS more authority to scrutinize taxes that are not fully broad-based or 
uniform and, in particular, to reject arrangements that concentrate the tax burden on high-Medicaid providers. 
This will have the effect of discouraging states from designing taxes that formally satisfy the waiver tests, but 
that still disproportionately fall on providers most likely to be repaid through Medicaid. 
 
The WFTC legislation’s goal is to align federal and state Medicaid financing incentives by enforcing regulations 
addressing tax “loopholes” that increase the federal share of funding for Medicaid beyond the statutory FMAP. 
Together, these provisions address both sides of the SDP financing apparatus. The SDP cap reduces the gross 
amount that can be directed to providers through managed care, while the provider tax provisions limit states’ 
ability to raise the state share needed to finance those payments. Further, by delinking Medicaid rates from 

_______________________ 
 

XVI Under the old ceiling, Medicaid payments for other services could not go up the ACR. 
XVII Non-expansion states do not face the phase-down, but they are still prevented from expanding provider taxes beyond their current 
structure. The practical effect is that states cannot easily offset lower SDP caps by broadening the tax base or raising the tax rate. 
XVIII The deadline for the cuts is January 1, 2028, or earlier if the SDP was not grandfathered.  The requirement is more complex, and 
potentially more restrictive, for nursing-facility rates that are not published by Medicare. 
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commercial rates and reducing the added incentive for hospitals to negotiate higher commercial prices, the 
WFTC legislation will alleviate the upward pressure on commercial insurance hospital rates and hospital costs 
to the consumer, which in turn will reduce the likelihood of independent physician practices being acquired by 
hospitals.Error! Bookmark not defined.  

METHODS 

This Research Report uses a calibration approach with estimates from the literature to estimate the expected 
effects of reducing provider tax rates and SDPs on non-Medicaid prices and costs.  The calibration assigns 
numerical values to key model parameters by drawing on estimates established in prior empirical literature, 
rather than estimating those parameters jointly from a particular dataset being analyzed.XIX  Calibration is well-
suited to microeconomic policy exercises where the analyst has a clear, theoretically motivated question, but 
where a single dataset provides too little information (relative to the overall literature) about the magnitudes 
of interest. Another advantage of our calibration approach is that it generates national estimates, which are 
ideal given that capital and labor employed by providers are mobile across states to some degree, particularly 
over a longer time horizon. 

Capital and labor mobility means that even states without provider taxes may be affected by the provider tax 
policies in other states. As a percentage of national prices, interstate “spillover” effects are small because a 
single state changing its policy is small relative to the nation. Nevertheless, the dollar amount of the spillover 
effect is comparable to the dollar amount of the state’s policy change because the small national percent 
change is applied to a large national volume. Because the prices in a state depend both on that state’s policies 
and the policies in the other states, our national calibration approach is preferable to an interstate “difference-
in-differences” estimate of the “effect” of provider taxes on non-Medicaid prices.  The latter would understate 
the effect on a state’s prices. See also Minton and Mulligan (2024) and Jaffe et al. (2026).34,35 

The key predictions made in this analysis are (1) the impact of a percentage point change in the provider tax 
rate on the non-Medicaid price and (2) the total benefit to non-Medicaid payers when the WFTC legislation is 
fully phased in. In the Technical Appendix we show that (1) and (2) are functions of the price elasticity of 
demand for medical services, the price elasticity of supply for medical services, the federal share of state 
Medicaid spending, and the share of federal revenues generated through states’ use of provider taxes that is 
allocated towards Medicaid spending. The values we assign to each of these terms come from the literature, or 
are objects of sensitivity analysis, and are discussed further in the Technical Appendix. Table 1 summarizes 
these parameters’ estimates. 
 
Table 1: Parameter Estimates Used for Calibrating the Non-Medicaid Price Impact of a 1 Percentage Point 
Change in the Provider Tax Rate and the Cost Savings from the WFTC legislation. 

Parameter                           Estimate 

Price Elasticity of Demand (Ed) -0.33* 

Price Elasticity of Supply (Es) Range [0.33, 5] 

Federal Share of Medicaid Spending (f) 0.65ϯ 

Share of Federal Revenue from Provider tax spent 
on Medicaid (μ) 

0.2Ϯ 

Notes: Es range set by ASPE researchers. * is the midpoint from estimates in the literature [-0.2, -0.5]: See Technical Appendix for 
further details, ϯ is from FY 2024 share of federal Medicaid spending. Ϯ is the Medicaid share of total state expenditures.  
Sources: Federal and State Share of Medicaid Spending, KFF. https://www.kff.org/medicaid/state-indicator/federalstate-share-of-
spending/; 2025 State Expenditure Report. National Association of State Budget Officers from: https://www.nasbo.org/reports-
data/state-expenditure-report. 

_______________________ 
 

XIX It is a form of Bayesian reasoning in which the prior literature is the source of Bayesian priors.  Sensitivity analysis across the range of 
published estimates is the practical analog of integrating over a prior distribution.  

https://www.kff.org/medicaid/state-indicator/federalstate-share-of-spending/
https://www.kff.org/medicaid/state-indicator/federalstate-share-of-spending/
https://www.nasbo.org/reports-data/state-expenditure-report
https://www.nasbo.org/reports-data/state-expenditure-report
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FINDINGS 

Figure 5 presents the main estimated effect of the WFTC legislation on non-Medicaid prices and the 
corresponding benefit for non-Medicaid payers across health care markets. The estimates in Figure 5 are based 
on the midpoint result from the range of estimates shown in Appendix Figure 1. Our main results indicated 
that a one-percentage point reduction in provider tax rates will reduce the price paid to providers by non-
Medicaid payers by 0.72 percent (referred to as pass through). In addition, reduced Medicaid activity frees up 
resources for additional non-Medicaid services performed, which we refer to as supply-side crowd out when 
Medicaid payments are increased, and the reverse when they are decreased.  We estimate that payment 
reductions associated with a one-percentage point reduction in provider tax rates will reduce non-Medicaid 
prices by an additional 0.69 percent from this supply side crowd effect. In total, the non-Medicaid price will be 
reduced by 1.41 percent (pass through + supply-side crowd out) for each percentage point reduction in the 
provider tax rate. For expansion states that would have ended up at the current six percent “safe harbor” 
threshold, the WFTC legislation reduces provider tax rates by at least 2.5 percentage points.XX  This yields a 
total scaled effect of a 3.5 (2.5 x 1.41) percent reduction in the prices paid to providers by non-Medicaid 
payers when the reforms to provider taxes and SDPs are fully phased in under the WFTC legislation. The results 
in Figure 5 indicate that about half of the non-Medicaid price reduction will come from reducing supply side 
crowd out and the other half will come from reduced pass through. The results in Figures 5 and 6 put this 
percent reduction in non-Medicaid prices into context, showing the total estimated dollar value of the benefits 
to non-Medicaid consumers from this reduction in prices, as well as the projected non-Medicaid health care 
expenditure savings overall and for the federal government, from 2025-2034.  
 
Figure 5: Estimated Non-Medicaid Price Effect of a One Percentage Point Cut in Provider Tax Rates 

 
Note: Estimates are derived from the demand-supply model calibrated by ASPE economists.   

   
Figure 6 shows that the provider tax and SDP provisions in the WFTC legislation will generate benefits of $502-
$875 billion for non-Medicaid consumers over 2025-2034. Of this total, $293-$510 billion reflects lower prices 
paid by non-Medicaid purchasers, while $209-$365 billion reflects the value of additional health care services 
they purchase in response to lower prices. 
 
The first two estimates ($502-$619 billion) are derived from RAND and CBO projections, respectively, of the 
effects of the SDP and provider tax provisions in the WFTC legislation on total Medicaid spending.36,37  CBO 
projects $332 billion less federal Medicaid spending from 2025-2034, while RAND projects that federal 
spending on Medicaid is reduced by $410 billion. We rescale both to calculate a total Medicaid spending 
reduction of $511 and $631 billion, respectively, by noting that the federal spending share of Medicaid was 65 

_______________________ 
 

XX Under this scenario, provider tax rates would fall by at least 2.5 percentage points, because states can set a rate below the 3.5 
percent “safe harbor” threshold. 
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percent in FY 2024.XXI In addition, we have an additional sensitivity analysis which takes into account the fact 
that the RAND budget score is based on only half of total SDP spending in 2025.XXII In this sensitivity analysis, 
we use the RAND estimate for the federal provider tax savings estimate and scale the federal SDP savings 
estimate by 2, to get a total combined savings estimate of $579. Our federal savings estimate for combined 
effect of the provider tax and SDP provisions is about the size of the SDP effect alone ($510 billion) estimated 
by OACT in a recent proposed rule.28 We then scale this estimate in the same way as the prior two estimates to 
get the total (federal and state) savings estimate of $891 billion from 2025-2034. This yields a total benefit 
estimate of $875 billion from 2025-2034. 
 
Our analytical framework quantifies the relationship between changes in Medicaid and non-Medicaid spending 
that result from changes in provider taxes and the supplemental Medicaid payments they finance.  Because 
the price change comes from a change in supply to non-Medicaid consumers, their benefit is the product of 
the price change and their baseline purchases of health care services. 
 
Because we have three estimates of Medicaid spending changes to support our estimates, we have three 
estimates of the benefit to non-Medicaid payers from the WFTC legislation’s changes in provider-tax and SDP 
policies.   Specifically, our quantitative framework predicts that non-Medicaid payers benefit $0.98 for each 
dollar that provider-tax and SDP restrictions reduce Medicaid spending.  Therefore, non-Medicaid cost savings 
(total benefits) range from $502-$875 billion from 2025-2034, or $100-$175 billion when fully phased in.  
Calibration details and results are available in the Technical Appendix. 
 
Our analytical framework also quantifies the relationship between Medicaid spending changes and non-
Medicaid expenditure changes that result from changes in provider taxes and the supplemental Medicaid 
payments they finance.  Specifically, the combination of non-Medicaid consumers paying a lower price and 
demanding a greater quantity means that they spend $0.573 less for each dollar that provider-tax and SDP 
restrictions reduce Medicaid spending.  Therefore, non-Medicaid spending falls $293, $361, $510 billion over 
ten years (relative to a baseline of no WFTC legislation), depending on whether RAND’s, CBO’s or the ASPE 
sensitivity analysis fiscal estimate is used, respectively.  
 
The dollar value of the benefit to non-Medicaid payers exceeds the reduction in their spending because of the 
additional medical services (increased quantity) they purchase.  Figure 6 shows these two components of the 
overall benefit, as well as their combined total of $502-$875 billion. 
 
To summarize, we estimate that the provider tax and SDP provisions in the WFTC legislation will generate 
benefits of $502-$875 billion for non-Medicaid consumers of similar services over 2025-2034. Of this total, 
$293-$510 billion reflects less expenditure by non-Medicaid purchasers, while $209-$365 billion reflects the 
value of additional health care services they purchase in response to lower prices.   
 
 
 
 
 
 
 
 
 

_______________________ 
 

XXI Using 65% as the federal share of Medicaid spending from: https://www.kff.org/state-category/medicaid-chip/medicaid-spending/ 
XXII In their report, RAND notes that SDPs with approval dates prior to July 19, 2025, were included in their analysis. ASPE analysis of the 

full set of SDP pre-prints for services provided in 2025 indicates that this is only represents half the SDP spending in 2025.  

https://www.kff.org/state-category/medicaid-chip/medicaid-spending/
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Figure 6: Estimated Benefit to Non-Medicaid Consumers ($Billions) from the WFTC Legislation, 2025-2034 

 
Note: Estimates are derived from the demand-supply model calibrated by ASPE economists to budget scores. 

 
Table 2 shows how the estimated spending reductions discussed above ($293-$510 billion) will be distributed 
across the federal government versus other payers (private, state, local, all other). The federal government is 
expected to spend $97-$169 billion less from 2025-2034 due to lower non-Medicaid prices resulting from 
provider tax and SDP limitations under the WFTC legislation. Specifically, the provider price reductions will 
reduce federal expenditures on Medicare by $50-$88 billion, as well as its tax subsidies for employer-based 
coverage and ACA premium tax credits by $47-$81 billion.XXIII,XXIV  On an annual basis, when fully phased in, 
WFTC legislation will reduce federal non-Medicaid spending by $19-$34 billion. In addition to the $97-$169 
billion reduction in non-Medicaid spending by the federal government from 2025-2034, these provisions in the 
WFTC legislation will reduce Medicaid spending by $322, $410, and $579 billion from 2025-2034, according to 
CBO, RAND, and our sensitivity analysis, respectively.36,37  This represents about 4-7 percent of what CBO 
estimated federal Medicaid spending would be prior to the WFTC legislation.38  Total federal spending is 
therefore expected to fall by $419-$748 billion, during this period, relative to spending levels absent this 
legislation, or $84-$150 billion annually when fully phased in.  
 
 
 

_______________________ 
 

XXIII The federal Medicare spending changes are derived by scaling non-Medicaid payer benefits by the product of (1) the average share 
of hospital and nursing facility non-Medicaid Medicare spending (30.8%), (2) the share of the spending response relative to total payer 
benefits (0.79), and (3) the spending share weighted average of Medicare FFS and MA price elasticity with respect to the commercial 
price (0.412). This yields a total Medicare savings of $50 billion ($502*0.308*0.79*0.412), $62 billion ($619*0.308*0.79*0.412), and 
$88 billion ($875*0.308*0.79*0.412), depending on if the budget score comes from CBO, RAND or the ASPE sensitivity analysis, 
respectively. The federal spending reductions coming from reduced support in the ACA and ESI market  are based on scaling our total 
expenditure estimate by the average share of federal dollars spent on ACA + ESI, non-drug personal health care expenditures (15.9%), 
yielding savings estimates ranging from $47-$81, depending on if the budget score comes from CBO, RAND or the ASPE sensitivity 
analysis, respectively. 

 
XXIV We expect that lowering provider prices will reduce federal spending in traditional FFS Medicare and Medicare Advantage (MA), 

although by a lesser percentage than for the commercial sector. MA negotiates hospital rates in a market setting.  Facing higher 
market costs, MA plans rationally increase their bids, which in the aggregate determine Medicare payments to MA plans. Federal FFS 
costs also reflect broad market trends, because market prices influence market-basket updates linked to input prices in health care 
markets.  The Technical Appendix explains how we quantify these effects. 
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Table 2: Effect of WFTC on Non-Medicaid Health Care Spending ($ billions), 2025-2034, by Budget-Score 
Source   

CBO RAND ASPE Sensitivity Analysis 

Federal spending on Medicare -$50 -$62 -$88 

Federal support of ESI and ACA -$47 -$58 -$81 

Federal Total -$97 -$120 -$169 

All other payers (state, local, self-pay, 
non-ACA plans) 

-$196 -$242 -$341 

Total -$293 -$361 -$510 

Note: Estimates are derived from the demand-supply model calibrated by ASPE economists to budget scores. 

 
 
 

CONCLUSION 

Policies in the WFTC legislation related to Medicaid health care provider taxes and SDPs are expected to 
reduce non-Medicaid prices by up to 3.5 percent in hospital markets and other markets that have provider 
taxes. From 2025-2034, the price reductions benefit non-Medicaid payers by about $502-$875 billion, or $100-
$175 billion annually when fully phased in. Forty percent of the non-Medicaid consumer benefit will come 
from increased medical care utilization, while 60 percent will come from reduced spending on baseline 
utilization. In addition to reduced federal expenditures on Medicaid, the provisions related to health care 
provider taxes and SDPs in the WFTC legislation are expected to reduce federal expenditures in non-Medicaid 
markets by $97-$169 from 2025-2034, leading to a total spending reduction for the federal government of 
$419-$748 billion. By reducing the federal deficit, the WFTC legislation provisions also reduce inflationary 
pressures. 
 
The federal government is projected to spend $2.94 trillion on health expenditures in 2033.1 When fully 
phased in, the changes to provider taxes and SDPs under the WFTC legislation are expected to reduce total 
government health spending by about 2.9-5.1 percent ($84-$150 billion/$2.94 trillion). This significant 
reduction in government health expenditures will come with reduced prices and increased health care 
utilization for nearly 280 million Americans (82 percent of the population), highlighting the value of this policy 
change.XXV With lower prices faced by non-Medicaid payers likely leading to premium reductions in these 
markets, a potential additional benefit of the policy change is increased take-up of non-Medicaid coverage, 
specifically employer and Marketplace coverage, as these coverage options become more affordable than they 
would be without the WFTC legislation.  
 
In addition, this model may not fully capture the WFTC legislation’s downward pressure on commercial prices.  
One factor is the incentives created when linking SDPs to the ACR. Because higher commercial rates would, in 
the baseline, allow for a higher absolute limit on SDPs, states in the baseline are additionally incentivized to 
support policies that increase commercial rates in order to draw additional federal funds.39 Because hospitals 
receive more compensation and states receive more federal Medicaid dollars for each service provided, this 

_______________________ 
 

XXV Number of Americans in 2024 without Medicaid (includes private coverage, Medicare, VA or CHAMPVA, and the uninsured) from 
https://www.census.gov/library/publications/2025/demo/p60-288.html 

 
 

https://www.census.gov/library/publications/2025/demo/p60-288.html
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will also affect hospital and state incentives to manage utilization.40,41 In addition, because SDPs 
disproportionately go to hospitals, elevated SDPs may also promote hospital acquisition of independent 
physician practices, further increasing prices.39  As a result of these dynamics, the WFTC legislation may have 
other positive impacts on commercial prices beyond what is modeled in this paper.   
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TECHNICAL APPENDIX 

This appendix displays the algebra of the demand-supply model from Figure 4, measurement of the key 
parameters, and our treatment of the Medicare program.  One key takeaway is that the featured results are 
fairly insensitive to assumptions about the supply of providers.  If the market for providers is capacity 
constrained, then the pass-through rate of provider taxes is low, but Medicaid payments are a major 
determinant of non-Medicaid prices due to limited supply.  At the other extreme, a provider market with 
highly elastic supply passes through essentially all provider taxation to consumers while Medicaid demand has 
little effect on non-Medicaid markets. 
 
Variables of Interest 

• 𝑞𝑐: Non-Medicaid quantity 

• 𝑞𝑚: Medicaid quantity 

• 𝑝𝑐: Non-Medicaid price on the demand side 

• 𝑝𝑚: Medicaid price on the demand side 

• 𝑡: provider tax, per unit quantity 

• 𝑟: state-directed payment (SDP) rate, which is paid to providers per unit quantity 

• 𝐷(𝑝𝑐): Non-Medicaid quantity demanded, which decreases with its price 

• 𝑆(𝑝𝑐 − 𝑡): supply of providers, which increases with the net price received by providers 

• 𝐸𝑆: the price elasticity of provider supply, approximated as pc S’(pc - t)/S(pc - t)  

• 𝑝𝑡: pass-through rate in the provider market.XXVI 

• 𝑠ℎ𝑚: Medicaid share of provider payer mix. 

• 𝑓: federal share of total state Medicaid spending 

• 𝑔: state Medicaid financing, excluding provider taxes and federal share 

• 𝜇: the share of additional federal revenue from matching the state revenue generated through 
provider taxes that is spent on Medicaid rather than relieving other parts of the state budget 

𝑝𝑚 corresponds to the “Medicaid base price”: what patients and plans pay providers before the addition of 
state-directed payments 𝑟. Although patients are paying 𝑝𝑚 + 𝑟 to providers, 𝑝𝑚 is the net price or the price 
that the patient/insurer pays because the state finances the 𝑟 part of the payment.  The units of 𝑞𝑚 should be 
understood as units of time and effort of provider employees, or a quality-adjusted unit of quantity.  These 
units can differ from the quantity units specified in Medicaid programs, such as number of patients or 
procedures.  Indeed, CMS has historically described SDPs as a tool for increasing the quality of Medicaid 
services, which can be economically interpreted as increasing the amount of provider resources (𝑞𝑚) for each 
unit of Medicaid services. 

Algebraically, the demand-supply model has three equilibrium equations, two definitions, and five 
sign conditions. 

Equilibrium 

 𝑞𝑐 = 𝐷(𝑝𝑐)
  𝑞𝑐 + 𝑞𝑚 = 𝑆(𝑝𝑐 − 𝑡)

 𝑝𝑐 − 𝑡 = 𝑝𝑚 − 𝑡 + 𝑟
 

_______________________ 
 

XXVI This is the fraction of the provider tax that is passed on to consumers in the form of higher prices. If supply is more price-elastic 
than demand then providers will pay a smaller share of the provider tax (and the pass-through rate will be higher), and vice versa. 
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Definitions 

pt =
𝑆′(𝑝𝑐 − 𝑡)

𝑆′(𝑝𝑐 − 𝑡) − 𝐷′(𝑝𝑐)

shm =
𝑞𝑚

𝑞𝑚 + 𝑞𝑐

 

Sign conditions 

𝑟 > 0,  𝑡 > 0,  𝑆(𝑝𝑐 − 𝑡) > 0, 𝑆′(𝑝𝑐 − 𝑡) > 0,  𝐷(𝑝𝑐) > 0, 𝐷′(𝑝𝑐) < 0 

Interpretation of the Equilibrium Conditions 

1. 𝑞𝑐 = 𝐷(𝑝𝑐) means that non-Medicaid enrollment or utilization is determined by the non-Medicaid 
price faced by patients and plans. As 𝑝𝑐 changes, non-Medicaid quantity moves along the demand 
curve. 

2. 𝑞𝑐 + 𝑞𝑚 = 𝑠(𝑝𝑐 − 𝑡) means that total quantity supplied to the market must equal the sum of non-
Medicaid and Medicaid quantities. Providers choose supply based on the net-of-tax price they receive 
(𝑝𝑐 − 𝑡). 

3. 𝑞𝑚 may also follow a demand curve. But policy also shifts the demand curve. In particular, each state 
has a substantial influence on Medicaid enrollment and utilization within its borders. As policies affect 
the rate of federal subsidy, they change states’ incentives around Medicaid policies. For brevity, here 
we refer to changes 𝑑𝑞𝑀, understanding them to be combination of price-induced movements along a 
Medicaid demand curve and shifts of the curve due to non-price related factors like state eligibility 
policies, among others. 

4. 𝑝𝑐 − 𝑡 = 𝑝𝑚 − 𝑡 + 𝑟 means that providers are indifferent at the margin between serving non-
Medicaid and Medicaid patients once taxes and state-directed payments are factored in. In the market 
equilibrium, prices adjust so that the net payment from a non-Medicaid patient is equal to the net 
payment from a Medicaid patient plus the state directed payment (SDP, interpreted broadly to include 
other supplemental Medicaid payments). In other words, this model shows whether, and how much, 
SDPs reduce equilibrium base rates 𝑝𝑚. 

One immediate, and familiar, result is that the pass-through rate is between zero and one. 

0 < pt < 1 

The pass-through rate exceeds 1/2 if supply is more price-elastic than demand, which is the likely case for 
health care markets. 

A second result is that the non-Medicaid price increases with the provider tax rate and with the Medicaid 
quantity. These are the two basic mechanisms that SDP policy affects health care affordability. 

d𝑝𝑐 = pt d𝑡 +
pt

𝑆′(𝑝𝑐 − 𝑡)
 d𝑞𝑚 

When transformed to a partial elasticity,  𝑑𝑞𝑚 becomes: 

𝑠ℎ𝑚

𝑝𝑡

𝐸𝑆
 

where 𝐸𝑠 denotes the price elasticity of provider supply. 
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SDP financing and Supply-side Crowd-out 

We assume that all provider-tax revenues are spent on Medicaid supplemental payments, and that the 
additional federal matching revenue is split 𝜇 and 1 − 𝜇 between additional Medicaid spending and relaxing 
contributions 𝑔 from the rest of the state’s budget, respectively. 

𝑡(𝑞𝑐 + 𝑞𝑚) + 𝑔 = (𝑝𝑚 + 𝑟)𝑞𝑚(1 − 𝑓) 

The first term is provider-tax revenue. The second term is additional state financing of Medicaid. (𝑝𝑚 + 𝑟)𝑞𝑚 
is Medicaid spending, a fraction 1 − 𝑓 of which is financed with state revenues, making the full term on the 
right-hand side total state Medicaid spending (which is equivalent to the left-hand side). The state budget 
constraint can be rewritten to isolate the provider tax and federal matching: 

𝑡(𝑞𝑐 + 𝑞𝑚) + (𝑝𝑚 + 𝑟)𝑞𝑚𝑓 = (𝑝𝑚 + 𝑟)𝑞𝑚 − 𝑔 

The parameter 𝜇 measures how additional federal funds are split between increasing (𝑝𝑚 + 𝑟)𝑞𝑚 and 
reducing 𝑔. Expressing the constraint in differential form, we have the effect of provider tax revenue on 
Medicaid spending: 

d[𝑞𝑚(𝑝𝑚 + 𝑟)] = d
(𝑞𝑐 + 𝑞𝑚)𝑡

1 − 𝜇𝑓
 

In algebraic terms, we have three definitions and five equilibrium conditions linking nine model differentials 
(that is, actual-counterfactual differences in, or “impacts on,” nine model variables).  Two of the definitions are 
df = 0 and dµ = 0.  A third dpm = 0 holds constant the Medicaid base rate, which is a normalization because 
what matters for the economics and the legal requirements is not the base rate itself but rather its sum with 
the SDP rate r.  One equilibrium condition is the differential version of the state budget constraint shown 
above.  Another is the definition of µ, because it also relates state spending and revenue differentials.  The 
remaining three conditions are the differential versions of the three equilibrium conditions shown on the first 
page of this Appendix. 

Therefore, eight differentials can be expressed as functions of a nineth impulse variable.  For our purposes, it 
does not matter whether the impulse variable is a legislated value dt (the change in the provider tax rate) or a 
legislated value dr (the change in the SDP rate). 

The model allows for the Medicaid share of provider payments shm, the pass-through rate pt, the price 
elasticity of supply, and the price elasticity of demand to be affected by a legislated changes in provider tax 
rates or SDP payment rates. 

Calibration of the Model Parameters 

𝑠ℎ𝑚 and 𝑓 are the Medicaid share of provider utilization and the federal matching rate on Medicaid spending, 
respectively. They are well-known accounting statistics at the state level. For national-level calculations, we 
assume shm = 0.2 and 𝑓 = 0.65, which are in the middle of their respective ranges across states. 

To calibrate 𝜇 for a national calculation, we use 20 percent, which approximates the share of Medicaid 
financing in state budgets for those states most using provider taxes.42 Health care demand is thought to be 
price inelastic, with many quantitative estimates in the range −0.2 to −0.5.43,44,45,46,47 We use 
−0.33, 𝑎𝑠 𝑡ℎ𝑖𝑠 𝑖𝑠 𝑡ℎ𝑒 𝑚𝑖𝑑𝑝𝑜𝑖𝑛𝑡. That leaves only the price elasticity 𝐸𝑆 of provider supply, for which we 
consider a wide range [-0.33,5]. As we will show, the results are not very sensitive to 𝐸𝑆 because it increases 
the pass-through effect on non-Medicaid prices while it reduces supply-side crowd-out. 
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Measuring policy changes and baselines 

For the purpose of describing the price effects of the WFTC legislation on provider markets that would have 
ended up at the six percent “safe harbor” threshold, such states would respond to the restrictions on SDPs and 
provider-tax rates by reducing tax rates by an average of 2.5 percentage points. 

To get a national-average price effect of the WFTC legislation, including untaxed, exempt, and grandfathered 
providers in the average, we build on fiscal reports published by the Congressional Budget Office (CBO) and 
RAND. CBO estimates that the combination of provider-tax and SDP provisions will reduce the federal deficit 
by $332 billion over the 2025-2034 period. Assuming that federal revenue changes contribute little to CBO’s 
fiscal estimates, and that the federal share of Medicaid spending is 65 percent, the total Medicaid (state and 
federal) spending impact that is consistent with CBO’s report is $511 billion over the 2025-2034 period ($332 
billion (65%) from federal spending and $179 billion (35%) from state spending). RAND estimates that these 
provisions will reduce total (federal) Medicaid spending by $410 billion, which we scale to get a national 
impact of $631 billion. 36,37. When citing results for subintervals of 2025-2034, we assume that the years 2025-
2027 contribute little to the total due to the WFTC’s delayed provisions. The full phase is not until the year 
2032. From this phase-in pattern, we estimate an annual effect of $102-$126 billion when fully phased in.XXVII 
While the provider taxes rates will not start being reduced till 2028, limits on SDPs may be in effect earlier. 
Furthermore, the WFTC legislation may be preventing provider-tax increases that would have otherwise 
occurred from 2025-2027.  Given that providers may not be as willing to be taxed at current rates, as their 
payments are reduced, it is plausible that states may start lowering provider taxes before 2028. In this case, we 
have underestimated the fiscal and consumer benefits of the provider tax and SDP provisions in the WFTC 
legislation.XXVIII 

Pass-through and Supply-side Crowd-out increase non-Medicaid Prices 

The aforementioned state budget dynamics allow us to quantify the effect of provider taxes on non-Medicaid 
prices that occur through crowding out non-Medicaid supply. This effect was previously represented as a 𝑑𝑞𝑚 
term and appears below as the second term in parentheses. 

dln(𝑝𝑐) ≥ 𝑝𝑡 (1 +

1
1 − 𝜇𝑓

− 𝑝𝑡 𝑠ℎ𝑚

𝐸𝑆 + 𝑝𝑡 𝑠ℎ𝑚
)

d𝑡

𝑝𝑐
 

This inequality applies to tax increases and is an equality in the neighborhood of 𝑡 = 0. 

Recall that the pass-through rate 𝑝𝑡 is a function of the supply and demand elasticities. Appendix Figure 1 
below graphs the estimated non-Medicaid price impact as a function of 𝐸𝑆 over the range 0.33 to 5. 

Here we set 𝜇 = 0.2, 𝑓 = 0.65, 𝑠ℎ𝑚 = 0.2, 𝑝𝑐 = 1, 𝑑𝑡 = 1, 𝐸𝑆 = [0.33, 5]. 

_______________________ 
 

XXVII 4 years where the rate is being phased in by being lowered by 0.5 percentage points per year and 3 years where the rate is 3.5 
percentage points (fully phased in). 

XXVIII We assume that RAND and CBO have no provider tax cuts prior to 2028.  



August 2026   RESEARCH REPORT 19 

 

Appendix Figure 1: Non-Medicaid Price Impact per One Percentage Point Increase in Provider Tax Rate (t)

Note: Estimates are derived from the demand-supply model calibrated by ASPE economists.  

The figure shows that the pass-through term increases with 𝐸𝑆 while the supply-side crowd-out term falls. This 
is expected, because with elastic supply market prices are primarily determined by costs such as taxes rather 
than quantities. With inelastic supply, it is quantities driving prices. 

The question of interest is the combined effect of provider taxes on non-Medicaid prices. This also falls with 
𝐸𝑆, but much less because the pass-through term is rising. The figure shows a range of 1.11 − 1.70 for the 
combined effect. The midpoint of 1.41 is used in the main text. 

For states that would have ended up at the current six percent “safe harbor” threshold, the WFTC legislation 
reduces provider tax rates by at least 2.5 percentage points. Applying that to Appendix Figure 1’s midpoint of 
1.41 translates to a 3.5 percent reduction (2.5*1.41) in prices paid to providers by non-Medicaid payers. 

Impact on Medicare 

On behalf of Medicare beneficiaries, the payers include the federal government, Medicare Advantage (MA) 
plans, and the beneficiaries themselves.  Additional provider supply benefits these payers in terms of less 
spending and additional quantity, as in the commercial sector.  Due to Medicare rules, these benefits can take 
different forms than they do in the commercial sector, such as adding supplemental benefits as favorable 
supply conditions support lower bids by MA plans; supplemental benefits are an important way that MA plans 
compete for enrollees.  Additional supply also reduces the deadweight loss of government-mandated prices in 
traditional Medicare, which is a benefit to those participants.  We quantify the benefit to Medicare payers by 
following Shephard’s Lemma from microeconomics and applying the impact dln(𝑝𝑐) to non-drug Medicare 
spending.  However, the true benefit is greater due to the deadweight losses that are absent from the 
Shephard-Lemma framework. 

In order to isolate the benefit to federal financing, we note that provider markets for Medicare members differ 
between traditional Medicare (to a first, approximation, fee for service, FFS) and MA.  CMS scales its FFS 
Medicare payments by an annual "market basket" that is an index of input prices paid by providers.  That is 
different from commercial payments that reflect equilibrium output prices, particularly in terms of the 
inclusion of taxes.  In our notation, the composite of input prices is (𝑝𝑐 − 𝑡) while the output price is pc (see 
also Figure 4).  Both are reduced by the WFTC, especially because SDPs by themselves affect Medicaid demand 
and thereby move input and output prices together.  The overall effect on input prices is less due to the 
WFTC’s change in provider taxes.  Denoted the price elasticity of demand as ED < 0, the equilibrium relationship 
between input and output prices can be written as: 

dln(𝑝𝑐 − 𝑡) =
(1 − 𝜇𝑓)(𝐸𝐷 − 𝑠ℎ𝑚) + 1

(1 − 𝜇𝑓)𝐸𝑆 + 1 
dln(𝑝𝑐) 
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Using our midpoint parameters, this coefficient is about 0.29.  We apply the same coefficient to relate 
commercial expenditures (at the output price) to FFS expenditures (at the input price).  We do not calculate an 
expenditure coefficient that accounts for equilibrium effects on upcoding or supply-induced demand in 
Medicare, but expect that it would be greater in magnitude. 

In percentage terms, we expect provider spending by MA plans to resemble commercial spending because MA 
plans negotiate contract terms with providers.   However, changes in Part A and B spending by MA plans do 
not translate one-for-one to federal reimbursement because the latter is a weighted average of plan bids and 
FFS rates.  The former reflects output prices, and as already discussed, the latter reflects input prices.  For a 
hypothetical plan with the national average bid (24 percent below the MA benchmark) and the typical rebate 
percentage (65 percent), the elasticity of federal MA payments with respect to commercial spending is about 
0.50. 

Assuming that 58 percent of Part A and B spending will be on MA beneficiaries during the time horizon that we 
analyze, with the other 42 percent on traditional Medicare, the spending-weighted average of these two 
elasticities is 0.41.   

Impact on Medicaid Spending 

The equilibrium change in Medicaid spending from an increase in the provider tax rate is bounded below by: 

dln(𝑞𝑚(𝑝𝑚 + 𝑟)) ≥
1

shm

1

1 − 𝜇𝑓

d𝑡

𝑝𝑐
 

The inequality is an equality in the neighborhood of 𝑡 = 0. It reflects both provider taxes as a source of state 
Medicaid funding and their effect on increasing federal funds for Medicaid financing. 

In this way, provider taxes increase Medicaid spending at the same time that they increase non-Medicaid 
prices. The model quantifies the rate at which the former changes relative to the latter. In the neighborhood of 
𝑡 = 0, 

dln(𝑝𝑐) = 𝑝𝑡 
(1 − 𝜇𝑓)𝐸𝑆 + 1

𝐸𝑆/𝑠ℎ𝑚 + 𝑝𝑡 
dln(𝑞𝑚(𝑝𝑚 + 𝑟)) 

The change in costs to non-Medicaid payers is the product of dln(𝑝𝑐) and baseline non-Medicaid 
expenditures. In other words, the ratio of the dollar impact on cost to the dollar impact on Medicaid spending 
is: 

𝑞𝑐d𝑝𝑐

d(𝑞𝑚(𝑝𝑚 + 𝑟))
= 𝑝𝑡 

(1 − 𝜇𝑓)𝐸𝑆 + 1

𝐸𝑆 + 𝑝𝑡 𝑠ℎ𝑚
 (1 − 𝑠ℎ𝑚) 

This ratio links a question of interest – the change in costs to non-Medicaid payers – to fiscal estimates (from 
CBO or RAND).XXIX The ratio depends on the elasticity 𝐸𝑆 both directly and through 𝑝𝑡. Appendix Figure 2 below 
graphs the coefficient as a function of 𝐸𝑆 over the range 0.33 to 5. 

 

 

 

 

_______________________ 
 

XXIX This quantity does not include the cost in their role as federal taxpayers. 
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Appendix Figure 2: Impact on Non-Medicaid Costs per Dollar of Medicaid Spending Impact 

Note: Estimates are derived from the demand-supply model calibrated by ASPE economists to budget scores.  

The figure shows a range of 0.77 − 1.19 for the combined effect. The midpoint of 0.982 is used in the main 
text. 

As already noted, the CBO fiscal report suggests that the WFTC’s effects on total state and federal Medicaid 
spending is a reduction of $511 billion over the 2025-2034 period. The annual reduction when fully phased 
would be $102 billion. Multiplying by the 0.982 midpoint, the WFTC legislation will save non-Medicaid payers 
$502 billion over the 2025-2034 period in the form of lower provider prices than would be the case without 
the WFTC legislation. When fully phased in, the annual savings will be $100 billion.XXX Using RAND estimates 
the total Medicaid spending reduction is $631 billion from 2025-2035, and the corresponding non-Medicaid 
cost reduction is $619 billion, with an annual savings of $124 billion when fully phased in. 

The change in non-Medicaid expenditures is less than the change in non-Medicaid costs to the extent that 
payers react to lower prices by purchasing more.  That expression is given by: 

d(𝑞𝑐𝑝𝑐)

d(𝑞𝑚(𝑝𝑚 + 𝑟))
= (𝑝𝑡

1 + 𝐸𝑆

𝑝𝑡 𝑠ℎ𝑚 + 𝐸𝑆
) [(1 − 𝜇𝑓)𝐸𝑆 + 1] 

The figure shows a range of 0.695 − 0.451 for the estimated change in non-Medicaid expenditures for each 
unit change in Medicaid expenditures induced through provider tax and SDP reductions. The midpoint of 0.573 
is used in the main text. 

Calculation of Average Share of Federal Dollars Spent on Non-Medicaid, Non-Drug Personal Health Care 
(PHC) ExpendituresXXXI 

 

Federal share of non-Medicaid non-drug PHC expenditures is calculated as the average spending from 2025- 
2034 on: 

(1) Medicare PHC Excluding Prescription + (2) total federal subsidies for Employment-Based Coverage + 
(3) (1.5XXXII x total federal spending on ACA Marketplace subsidies and payments for risk adjustment) 
__________________________________________________________________________________ 

(4) total PHC Excluding Medicaid]XXXIII 

_______________________ 
 

XXX This is based on taking an average over the phase in period (2028-2031, 4 years) and the full phase in period (2032-2034, 3 years). 
XXXI PHC expenditures is used instead of total health expenditures as this policy change is mainly expected to affect expenditures on 

direct patient care and not the other terms included in total health expenditures like investment, spending on public health programs 
and health insurance administration costs. 

XXXII Based on the estimated relationship between a 1% change in marketplace premiums and the resulting % change in subsidy 
spending. This is added to capture the fact that federal ACA subsidy spending will fall more for a given change in premium costs. 

XXXIII (1) and (4) from Table 5 in https://www.cms.gov/files/zip/nhe-projections-tables.zip, (2) and (3) from 
https://www.cbo.gov/system/files/2024-06/51298-2024-06-healthinsurance.xlsx 
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