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KEY POINTS

e The average state provider tax law, which typically taxed a hospital up to 3.5 percent of net patient
revenue, resulted in an increase in ESI premiums of 1.5-1.7 percent, plus any spillover effect on interstate
markets for provider resources.

e By 2026, most states had increased the hospital provider tax rates, with 33 of 47 states imposing a tax
that exceeds 3.5 percent of net patient revenue.

e These findings suggest that the 2025 Working Families Tax Cut (WFTC) legislation may reduce ESlI
premiums by up to 2.2-2.5 percent by 2032 by lowering the provider tax safe-harbor threshold from 6
percent to 3.5 percent.

e Extrapolating from the literature this is a 0.5-0.6 percent increase in wages, or about $640-5730 in
increased wages per year for the average household with ESI, in addition to their premium savings.
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INTRODUCTION

Employment-sponsored health insurance (ESI) premiums have risen significantly over the past 25 years, far exceeding
the rate of inflation. Coinciding with these premium increases, the price of medical care has also grown, with prices for
hospital services increasing most rapidly. Prices paid for hospital services nearly doubled from 2006-2024, far
exceeding the increases for prescription drugs and professional services.! In addition to having the largest price
increases, hospital services account for the largest share of spending among individuals with ESI, representing 56-57
percent of spending from 2016-2019 and serving as a primary driver of ESI premium growth.?

The impact of Medicaid provider taxes on commercial prices remains underexplored. Two Health Affairs Forefront
articles argue that provider taxes and state-directed payments (SDPs) they fund create incentives for state regulators
to ignore or even support hospitals raising commercial prices, as this increases Medicaid payments which are
increasingly tied to commercial prices. >* Through higher Medicaid payments, states maximize federal dollars coming
into the state to fund Medicaid.® By strengthening hospitals' financial position relative to independent physician
practices, these policies potentially accelerate vertical consolidation, which has been identified in the literature as an
important driver of hospital care cost growth.®”8

A recent analysis from the Department of Health and Human Services examined the role of hospital provider taxes in
hospital pricing and estimate that these taxes change prices by approximately 1.41 percent for each percentage point
change in the provider tax rate.® In economic fashion, it emphasizes marginal costs and scarcity in markets for
provider inputs. An alternative perspective emphasizes accounting. It suggests that provider taxes are not
conventional taxes but instead financing mechanisms for Medicaid payments- namely the providers tend to get back
(through an SDP) what they pay through provider taxes. In this view, provider taxes and SDPs provide the funding for
providers to increase commercial prices less than they would otherwise or keep them constant. This paper helps
resolve the debate by testing the alternative hypotheses empirically. If provider taxes and SDPs together fund
commercial price reductions, we should find a reduction in ESI premiums following tax implementation. Alternatively,
if commercial prices move with the marginal cost of serving commercial patients, we should find an increase in ESI
premiums following provider-tax implementation.° Prior to turning to our formal analyses, we first briefly explain how
states use provider taxes and SDPs.

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.! To help fund their share of Medicaid expenditures, nearly all
states use taxes on health care providers, with taxes on hospitals being the most common. By law, these taxes must be
“broad-based”- levied not only on Medicaid revenue.'? Because the provider tax payments are based on revenue or
quantity supplied, they create a marginal cost— additional expenses for each beneficiary served—to health care
providers. Importantly, hospitals generally receive the tax paid back in the form of an SDP which is used to increase
Medicaid reimbursement rates, increasing the marginal revenue of supplying services to those with Medicaid
coverage, but importantly not to those without Medicaid coverage (including those with ESI). Appendix Figure 1
demonstrates how a provider tax coupled with an SDP is expected to result in higher prices for those with ESI.

Provider taxes may increase ESI premiums because they are a marginal cost and therefore increase prices paid for non-
Medicaid payers, and this price increase can be passed through to premiums. Provider taxes also fund SDPs which are
payments that are increasingly set as a function of average commercial rates, which encourages providers to increase
commercial rates to secure higher Medicaid payments which then flows into higher ESI premiums.®” In addition, by
increasing Medicaid payments and therefore care provided to those with Medicaid, supply of services for those
without Medicaid will decrease, increasing prices and premiums (Appendix Exhibit 1).2**0On the other hand, provider
taxes have typically been used to fund SDPs and sometimes used to finance Medicaid expansion. Through expansion,
formerly uninsured individuals gained Medicaid coverage, which in turn reduced uncompensated care costs for
hospitals and could thereby reduce commercial prices and ESI premiums.'®> Through SDPs, hospitals receive higher
Medicaid reimbursement which may be a commercial price-reducing subsidy. This study represents the first empirical
test of these two competing hypotheses.

October 2026 ISSUE BRIEF 2



From 2009-2026, 24 states implemented provider taxes on hospitals (Figure 1). Most (18/24=75 percent) were
implemented in the lead up to 2014 Medicaid expansion. Others were implemented after to finance later Medicaid
expansions. For example, the Virginia legislature explicitly notes that a provider tax on acute care hospitals pays for the
state’s 10 percent share of Medicaid expansion costs.® When adopted most states applied a tax not exceeding 3.5
percent. Over time, rates were generally increased and 33 states now have a tax on hospitals between 3.5 and 6
percent (Table 1).Y7

Figure 1: Number of States with a Hospital Provider Tax
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Note: Red box shows the hospital provider tax laws studied in this paper. Counts based on author analysis or KFF Medicaid Budget Survey Data.

DATA AND METHODS

For this study we used state level data from the Medical Expenditure Panel Survey- Insurance Component (MEPS-IC).1®
MEPS-IC is an annual survey of private employers and state and local government. Importantly for our research, MEPS-
IC includes information on total premiums cost for individual ESI coverage, by state, as well as by employer size, for
workers in the private sector (85 percent of the workforce).

While 23 states passed hospital provider taxes pre-2010, our sample period spans 2003 to 2019, and evaluates state
provider taxes implemented from 2010-2019, to be able to measure the effect of the most contemporaneous wave of
hospital provider tax laws for external validity. In particular, a sample period that includes the implementation of the
2010 Affordable Care Act (ACA) and follows the labor market disruption of the 2008-2009 Great Recession provides a
sample that we can justify extrapolating findings from for the present day. We also restrict the sample to pre-2020 in
order to avoid confounding of effects from 2020 COVID-19 Public Health Emergency (PHE), given that a number of
federal policies were passed that could have independently impacted hospital prices and ESI premiums, such as the
passage of hospital subsidies and continuous Medicaid enrollment as part of the 2020 Families First Coronavirus Act
(FFCRA).?®

We also relied on KFF Medicaid Budget Surveys, which we cross-reference with our own environmental scans using
generative Al (Perplexity and ChatGPT) to compile a list of states that implemented hospital provider taxes and their
relative years of implementation.?’ Our scan matched KFF with one exception. Table 1 provides the state level
adoption dates we used for our analysis and compares them to KFF adoption dates.
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Table 1: State Adoption of Hospital Provider Taxes, 2010-2019

Year 1%t Assessed Year 1% Rate at Change over
(Author analysis) Assessed Adoption time
(KFF analysis)

2010 2010 <=3.5% +
| Arizona | 2014 2014 <=3.5% ¥
m 2010 2010 <=3.5% no change
2011 2011 <=3.5% +
2010 2010 <=3.5% +
2012 2012 5.5-6% no change

DC* 2011 2010 <=3.5% no change
2011 2011 <=3.5% no change
m 2013 2013 <=3.5% no change
| Indiana | 2012 2012 <=3.5% ¥
| lowa | 2011 2011 <=3.5% +
2017 2017 <=3.5% +
2010 2010 <=3.5% +
2011 2011 <=3.5% +
2012 2012 <=3.5% +
2011 2011 <=3.5% +
| Utah | 2011 2011 <=3.5% +
2019 2019 <=3.5% no change
2011 2010 <=3.5% no change
2011 2011 <=3.5% no change
T We used 2011 as the year tax was first assessed for DC since our analysis of DC budget records indicate that DC did not collect any revenue from

its DC bed tax till 2011. Source: (Tables 1 and 2) https://www.lincolninst.edu/app/uploads/legacy-

files/gwipp/upload/sources/DC/2011/DC Tax_Facts by Office of Revenue Analysis 2011.pdf. *The WA legislature created a Hospital Safety
Net Assessment (HSNA) Program in 2010; whereas the hospital payments/safety net was established in 2011. Source:
https://lawfilesext.leg.wa.gov/biennium/202122/Htm/Bill%20Reports/Senate/1316%20SBA%20WM%2021.htm

Our analysis sample consists of 448 state-year observations, with 28 states observed over 16 years. During this sample
period, 20 states passed a hospital provider tax, while 8 states had not adopted a hospital provider tax by 2019.%! Four
of these states passed laws from 2020-2026 (NE, NV, NM, TX) and four never did (AK, DE, ND, SD). This provides us
with natural treatment and control groups, with states that adopted from 2010-2019 (20 states) serving as the
treatment groups and states that never or had not yet adopted by each respective treatment year [2010, 2011, 2012,
2013, 2014, 2017, 2019], representing the control groups. Given that our study design leverages this staggered
treatment adoption, we use the Callaway Sant’Anna Difference-in-Difference (DiD) estimation strategy.??

Our model controls for state fixed effects as well as year fixed effects to account for time trends in ESI premiumes,
especially as the ACA passed during our sample period. However, we note that year-fixed effects capture some of the
causal effect, particularly to the extent that providers in different states compete for personnel and other resources.
That is, the coefficient on the policy variable in a specification with year fixed effects understates the national effect.

We also control for the state unemployment rate among 18—64-year-olds since states recovered at different rates
following the Great Recession and this may independently impact ESI premiums by changing the risk pool or the types
of plans being offered by employers.?® The standard errors are clustered at the state level as this is the unit of
treatment.' To account for differences in the price of ESI across states, the main dependent variable is natural log of

"We also ran models using wild cluster bootstrap given concerns about standard error being too small when there is small number of clusters (28
states) and found identical results with point standard errors that were slightly bigger but still had the same statistical significance as the results
shown.
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the state-level ESI premium for single coverage. We use the single coverage premium as the outcome to avoid picking
up the effect of the 2010 ACA dependent coverage mandate on family premiums.?*% Further model details are
available in the Appendix.

LIMITATIONS

The MEPS-IC does not provide state level estimates on premiums in the public sector workforce, leaving out 12 percent
of the ESI population. Our results are also limited to those with ESI and results may be different for the Marketplace
population since all marketplace plans are subject to a medical loss ratio (MLR) of 80 percent, whereas 60 percent of
ESI plans are exempt given they are self-funded. Finally, the data on premiums is among employers that offer health
insurance. Changes in provider taxes could indirectly affect which employers continue to offer ESI, especially small
firms. If higher provider taxes lead some employers to drop coverage, the remaining sample of offering employers in
MEPS-IC may shift toward larger firms and could lead to a compositional change in average premiums post tax
adoption. We compare premiums among small (<50 employees) and large employers (50+) during our sample period
and note there is a negligible difference (<1 percent) in their single coverage premiums, suggesting this compositional
effect will have little to no effect on our estimates.

FINDINGS

Figures 2 and 3 present descriptive analyses showing premium changes before and after hospital provider tax adoption
for the 2012-2019 and 2006-2013 periods, respectively, by treatment status. Given the fact that states adopted these
taxes in a staggered fashion from 2010-2019, we don’t have a singular treatment and control group which is why we
show trends in premiums in two distinct time periods, with two distinct treated and control groups.?® Figure 2 shows
premium trends in a state that implemented provider tax in 2017 relative to states that adopted taxes in 2019 or later,
or never did, from 2016-2019. Prior to tax implementation in 2017, premiums increased to a similar extent in this state
and in control group states (4.3-4.9 percent). From 2012-2016, ESI single premiums cumulatively increased more in
control groups states, relative to the state that adopted in 2017 (13.5 percent relative to 6.4 percent, respectively).
From 2016-2019, ESI single premiums cumulatively increased more in the state that adopted in 2017, relative to the
control group states (16.3 percent and 13.6 percent, respectively) (Figure 2).

Figure 2: Percent Changes in ESI Premiums, Before and After Hospital Provider Tax Adoption in 2017, by
Treatment Status
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Notes: Data come from 2012-2019 MEPS Insurance Component (MEPS-IC). Treated state is a state that adopted a provider tax in 2017. Control

group states are AK, DE, ND, SD, and VA. We assume no immediate effect which is why we include states that adopted a provider tax law in 2019
in the control group and use all years through 2019. Restricting the sample to 2016-2018 yields identical results.

i In 2024 there were 19.9 million public sector employees and 139.4 million private sector employees. Thus public sector employment represents
12.5 percent of all employment. Source: 2024 MEPS-IC. https://datatools.ahrg.gov/meps-ic
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In Figure 3 we show premium changes from 2006-2013 among states that adopted these laws in 2010 or 2011 (13
states), relative to a control group of states that never adopted or adopted in 2013 or later."" This analysis makes clear
that from 2006-2009, ESI premiums among states in our control group had similar cumulative growth in premiums as
compared to states that adopted provider taxes (13 vs 12 percent or 4.3 (13/3) vs 4 (12/3) percent per year,
respectively). From 2010-2013, the annual ESI premium growth rate among control group states slowed to 3.6 percent
per year [(19.4-8.7)/3]. By comparison, the annual ESI premium growth rate among states that adopted hospital
provider taxes in 2010 or 2011 increased to 4.7 percent per year [(18.5-4.5)/3].

Figure 3: Percent Changes in ESI Premiums, Before and After Hospital Provider Tax Adoption in 2010 or
2011, by Treatment Status
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Notes: Data come from 2006-2013 MEPS Insurance Component (MEPS-IC). Treated states are (AL, AR, CA, CO, DC, GA, IA, NJ, NC, PA, TN, UT, WA,
WY (Control group states are AK, AZ, DE, HI, LA, NE, NV, NM, ND, SD, TX, and VA.) We assume no immediate effect which is why we include states
that adopted a provider tax law in 2013 in the control group and use all years through 2013. Restricting the sample to 2006-2013 yields identical
results. MEPS-IC data was not collected in 2007.

These descriptive analyses provide suggestive evidence that hospital provider taxes may have contributed to ESI single
coverage premium increases. We formally test this using a staggered treatment adoption DiD analysis and present our
findings in Table 2.

Table 2 presents our main estimates from the staggered adoption DiD model (Column 1). The average treatment effect
on the treated (ATT) indicates that ESI premiums for single coverage increased by 1.7 percent following the
implementation of a hospital provider tax, which is similar in magnitude and not statistically different from the group
average treatment effect of 1.5 percent. Overall, our main results indicate that hospital provider taxes generally
increase premiums.

In a sensitivity analysis, we also re-estimated our main model using only not-yet treated states as the control group as
these states may be a better counterfactual for states that implement taxes as compared to those that don’t (Column
2). The results from this model are qualitatively similar to our main findings: hospital provider taxes increase ESI
premiums.?’

il MEPS-IC data was not collected in 2007.
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Our primary ATT and group average treatment effects in Table 2 can be used to back out a hospital price change
associated with a hospital provider tax. For this calculation, we use a premium increase of 1.6 percent (average of 1.5
and 1.7). We also assume (1) a MLR of 85 percent in the large group market, (2) a MLR of 80 percent in the small group
market, (3) the share of ESI plans in the small group market (<50 employees) is 27.5 percent, and (4) the share of ESI
plans that are in the large group market (>=50 employees) is 72.5 percent (Based on 2015 small group vs large
employment shares and 2015 simple loss ratios).?®? Finally, we assume hospital claims spending accounts for 56
percent of total ESI claims in this sample period.? This indicates that if 85 percent of the premium goes to paying
healthcare claims in the large group ESI market, then the hospital price increase in this market segment is 2.43 percent
[0.85*1.6*(100/56)].2 In the other (small-group) market segment, we assume 80 percent of premium is spent on
paying claims so the hospital price increase is 2.29 percent [0.8*1.6*(100/56)].

On average, the estimated hospital price increase is about 2.4 percent [0.725(2.43) + 0.275(2.29)]. A recent ASPE
report indicates that each percentage point change in the provider tax rate changes prices by 1.41 percent. Given that
prices are estimated to have increased by 2.4 percent as result of the hospital provider taxes studied, this implies that
the tax rate is 1.7 percent (2.4/1.41). This is approximately the midpoint of the tax rates set at adoption in our sample
(Table 1). To summarize, we find that ESI single coverage premiums increased by 1.5-1.7 percent, at an average implied
rate of 1.7 percent. This indicates that each percentage point of tax raises ESI premiums by 0.88-1 percent.

Table 2: CSDID ATT, and Average Group Effects, Outcome: Ln(ESI Single Coverage Premium)
(2) (2)

Main Specification Alternative Specification

Control Group= Control Group=
Never + Not Yet Treated Not Yet Treated
Coefficient Coefficient
(SE) (SE)
Average Treatment Effect 0.017* 0.022**
on Treated (ATT) (0.009) (0.010)
Group Average Treatment 0.015** 0.021%**
Effect (0.008) (0.008)
# of Observations 448 384

Notes: Regression includes state FEs, year FEs, and controls for state-year unemployment rate. Data from 2003-2019. Standard errors clustered
at the state level. 20 states implemented provider taxes from 2010-2019.

Our event study estimates in Figure 4 indicate that, conditional on covariates, premium costs were not trending
differently prior to hospital provider tax adoption in states that implemented taxes relative to those that never and
had not yet implemented taxes. This is evidence in favor of the conditional parallel pre-trends assumption holding and
the interpretation of our parameters as causal estimates of the premium effect of hospital provider taxes. The post
treatment coefficients indicate that the premium effect appears one year after tax implementation, consistent with
insurance price adjustments having a one-year lag relative to price changes. The increased premium effect is then
roughly constant over time, increasing by an average of 2.6 percent 1-2 years post implementation, before falling
about 46 percent to 1.4 percent 3-5 years post tax implementation. This pattern is consistent with Medicaid expansion
lowering uncompensated care costs at hospitals.®

Most states in our sample period adopted these taxes 3-4 years prior to the 2014 Medicaid expansion, so the
coefficients showing the effects 3-5 years post provider tax adoption also reflect effects of Medicaid expansion. On
average, the effect in this period (3-5 years post) is still positive but smaller than 1-2 years post adoption, suggesting
that expansion ameliorates the commercial price and premium effects through reductions in uncompensated care.
However, the effect of increased commercial prices still dominates.
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Figure 4: Event Study Estimates of Impact of Provider Taxes of ESI Premiums
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Notes: Regression includes state FEs, year FEs, and the state-year unemployment rate. Standard errors clustered at the state level. Figure shows
point estimates as well as 95 percent confidence intervals.

DISCUSSION

Considerable research has highlighted that rising health care costs and premiums have reduced wage

growth, 3031323334 This study provides evidence that hospital provider taxes raise ESI single coverage premiums,
thereby increasing health care costs for the 181 million Americans covered by ESI and their employers.® Therefore, a
policy like the 2025 Working Families Tax Cut (WFTC) legislation that lowers health care costs for Americans will have a
twofold impact on affordability; less spending on premiums and higher take-home wages. By lowering the provider tax
safe-harbor threshold from 6 percent to 3.5 percent, the legislation would not only produce direct premium relief but
could also slow the feedback loop between Medicaid payment policy and commercial price inflation by limiting new
SDPs to set Medicaid payments at no more than 100-110 percent of the Medicare rate and delinking them from the
average commercial rate. We estimate ESI premiums reductions up to 2.2 (0.88*2.5) -2.5 (1*2.5) percent when fully
implemented, relative to a counterfactual of no-WFTC legislation.3®" Extrapolating from the literature this is a 0.5-0.6
percent increase in wages,*” or about $640-$730 in increased wages per year for the average household with ESI, in
addition to their premium savings.3®

Our findings contribute to an emerging literature documenting the spillover effects of Medicaid financing mechanisms
outside the Medicaid program itself. Provider taxes are often viewed as a way for states to draw down additional
federal Medicaid funding with limited consequences for non-Medicaid populations because the taxes are largely
returned to providers through higher reimbursement rates via SDPs. Our findings indicate that provider taxes raise
marginal costs and fund price-increasing Medicaid payments. As states have increasingly relied on provider taxes and
SDPs to finance supplemental payments and sometimes used to finance Medicaid expansions, these spillover effects
have become more consequential. When assessing Medicaid financing policies, policymakers and analysts should
consider not only their direct effects on state and federal budgets, but also their indirect effects on ESI, the broader
commercial insurance market, and working American families.

v This calculation is based on our estimated change in ESI single coverage premiums for a 1 percent point change in provider taxes (0.88-1), and
the assumption that provider taxes will be reduced up to 2.5 percent under the WFTC legislation (from 6 to 3.5 percent).
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TECHNICAL APPENDIX

The Supply-Demand Relationship Between Provider Taxes, SDPs, and Non-Medicaid Prices in the Inpatient Health
Care Market

Appendix Figure 1 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."

The non-Medicaid price of inpatient health care services is shown on the vertical axis, while non-Medicaid healthcare
use (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*)."

Appendix Figure 1: The Market for Inpatient Hospital Services

Residual Supply 2 (with provider tax + SDP)

Non-Medicaid Price Residual Supply 1 (with provider tax)
SDP (s}
<+ Residual Supply 0 (no tax)
Provider
' ftax (t)

P[paid with tax]

Pt

P (received with tax]

Non-Medicaid Demand
Non-Medicaid Quantity

Qa

w/tax + SDP wy/ tox

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 (Paidwithtax) 3nd the price net of tax, which hospitals receive: P (received with tax)

V Prior to the WFTC legislation, some states designed taxes that would tax 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).

Vi 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.
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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 (P2
withtax) 5, p*) ‘while hospitals are paid less for services rendered to non-Medicaid patients than before (P (received
withtax) < p*) (“supply price”).

3. Finally, non-Medicaid quantity of services is lower than it was pre-tax (Q ™ < 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 main 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 (but not commercial) 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 in the prior literature,3% 4% 41,42 43vii Ag 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." This has the effect of further increasing non-Medicaid prices (namely; P (paidw/tax+50p) > p (paid withtax) 5 P*)  Hospitals
being able to raise prices for non-Medicaid patients and receiving revenue from the provider taxes themselves may
explain why provider taxes are a rare case where an industry supports taxes being levied on itself.™*

Staggered Adoption Differences in Differences (DiD) Model Specification

The estimating equation is:

Yst = 6D5t+ Bxst +VYs+ )\t + Est

Where:

e Y. isthe outcome of interest [Ln(ESI single premium] for state s in year t

e Dqis anindicator variable equal to 1 if state s has adopted the treatment by year t, and 0 otherwise. This
variable switches on in the period of adoption and remains 1 in all subsequent periods, capturing staggered
(time-varying) treatment adoption across states.

o §isthe main effect of interest: the average treatment effect of adoption.
e X is the unemployment rate for state s in year t, included to control for time-varying economic conditions

e ysis avector of state fixed effects, absorbing all time-invariant unobserved heterogeneity across states

Vil |f hospitals don’t increase Medicaid volume in response to these payments, there will be no shift from Residual Supply Curve 1 to 2.

Vil 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.

X 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).

*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.
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e A:is a vector of year fixed effects, absorbing aggregate time trends common to all states

e &g is anidiosyncratic error term

Main Identifying Assumption

The key identifying assumption is the parallel trends assumption: in the absence of treatment, the average outcomes
of adopting and non-adopting (not-yet adopted) states would have followed parallel trajectories over time.

For the Callaway Sant’Anna DiD estimation we need the following assumption:

Conditional Parallel Trends based on “Not-Yet-Treated” Groups

For each(s,t)€{2,...,T}x{2,...,T},g€G such that t>g, s>t

E[Y:(0)-Yi-1(0) | X,Ge=1]=E[Y:(0)-Y:_1(0) | X,Ds=0,Gg=0] a.s.

This says that absent treatment, states that are about to adopt would have followed the same outcome trends as
states that haven't adopted yet, conditional on the included covariates.
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