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he fiscal challenges facing the

federal government in com-
ing decades are widely recognized.
According to a recent analysis by
the Congressional Budget Office
(CBO), if current policies contin-
ue, the amount of federal debt
held by the public would be nearly
as large as the annual gross do-
mestic product (GDP) in 10 years
and would spiral upward even
more rapidly thereafter.! Federal
spending on health care is a ma-
jor driver of the projected surge
in government borrowing, so an
important question is whether
federal policies to promote a
healthier population would have
an appreciable effect on future
spending and budget deficits.

also boost total earnings — and
thus revenues from income and
payroll taxes — if healthier peo-
ple stayed in the labor force
longer and were more productive
at work.

To explore these issues, we at
the CBO modeled a hypothetical
policy for reducing smoking: an
increase of 50 cents per pack in
the federal excise tax on ciga-
rettes. (The increase would be
indexed over time to keep pace
with inflation and with growth
in average income. Such a policy
lies within the range of previous
legislative changes to the federal
excise tax, currently at $1.01 per
pack) The CBO’s modeling ap-
proach entailed following predict-

By discouraging people from smoking,

the higher excise tax would improve the

average health status of the population . . . .

[L]Jower health care spending per capita would

push down federal spending, but increased

longevity would have the opposite effect.

Such policies could affect the
federal budget by changing peo-
ple’s behavior in ways that would
result in improvements in health
and associated changes in health
care spending, life expectancy, and
earnings. Specifically, better health
would tend to reduce the federal
government’s annual health care
spending per capita. On the other
hand, since a smaller proportion
of Americans would die prema-
turely, the number of people re-
ceiving federal health care and
retirement benefits would in-
crease. But better health could
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ed cohorts of smokers and people
who would have been smokers in
the absence of the policy and
comparing their expected mortal-
ity rates, expected annual per cap-
ita spending for their health care,
and their projected earnings un-
der current law and under the
policy.?2 (Other researchers have
also developed models to gauge
the effects of reduced smoking
rates, but the CBO study attempts
to capture the effects on a wide
range of federal programs and
revenue sources.3>) The analysis
took many factors into account,
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including variations by age in peo-
ple’s responsiveness to changes in
cigarette prices; other character-
istics affecting health outcomes
that typically differ between smok-
ers and nonsmokers, including
age, sex, education level, and var-
ious risk-taking behaviors; the
timing of improvements in health
for people who quit smoking; and
the reduction in nonsmokers’ ex-
posure to secondhand smoke.
The results of the CBO analy-
sis indicate that by discouraging
people from smoking, the higher
excise tax would improve the av-
erage health status of the popu-
lation. By 2021, almost 1.4 mil-
lion adults would be nonsmokers
because of the policy — includ-
ing about 10,000 adults who
would not otherwise have sur-
vived to that year. The policy’s
effects on the average health and
longevity of the population would
grow over time because of sever-
al factors — the continuing im-
provement in health for people
who stopped smoking, the de-
cline in the share of the popula-
tion that took up smoking, and
the cumulative effects of lower
mortality rates. By 2035, some
63,000 additional adults would
be alive because of the higher
cigarette tax. And by 2085 (the
final year of the analysis), more
than 3 million adults would be
nonsmokers because of the policy,
including about 200,000 who
would otherwise have died earlier.
In terms of the policy’s effect
on the budget, lower health care
spending per capita would push
down federal spending, but in-
creased longevity would have the
opposite effect (see top graph).
Throughout the first decade of the
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A Effects on Federal Outlays
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B Effects on Federal Revenues
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C Effects on Federal Deficit
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Effects on Federal Outlays (Top Graph), Revenues (Middle Graph), and the Deficit (Bottom Graph) of the lllustrative Increase
in the Cigarette Tax.

Data are from the Congressional Budget Office.?
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policy, reduced health care expen-
ditures (primarily for Medicare
and Medicaid) would mean that
the federal government would
spend less than it would have
otherwise. The reduction in feder-
al outlays would total $730 mil-
lion over the period between 2013
and 2021. During the second
decade, however, the effects on
longevity would begin to domi-
nate and federal spending would
be higher than it would have been
otherwise — an effect that would
continue through 2085. The two
principal drivers of that increase
in spending would be Social Se-
curity and Medicare. Improve-
ments in longevity from a reduc-
tion in smoking tend to have
their greatest effect on the size
of the elderly population and thus
tend to boost spending on pro-
grams aimed at that population.
Spending for Medicaid, by con-
trast, would be reduced through-
out the period of the projection
— a reflection of the wider age
range of that program’s benefi-
ciaries.

The policy would also affect
revenues (see middle graph). Most
directly, the additional cigarette
tax receipts would represent about
0.018% of GDP in most years
through 2085. In addition, im-
provements in health would lead
to higher income-tax and payroll-
tax receipts from people who
worked longer or were more pro-
ductive at work, increasing reve-
nues by about $700 million, or
0.003% of GDP, in 2021. Over
time, that revenue increase would
continue to grow, eventually reach-
ing about 0.01% of GDP.

Focusing only on the policy’s
health-related effects, our analy-
sis shows three phases of bud-
getary impact. For approximately
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the first 15 years, the primary def-
icit (the difference between spend-
ing and revenues, excluding inter-
est payments on the debt) would
be smaller than it would other-
wise be, because of both lower
outlays and higher revenues from
income and payroll taxes (see
bottom graph). Outlays would be
lower in that initial phase because
decreases in per capita health
care spending would outweigh
the costs of greater longevity.
From about the middle of the
second decade onward, however,
the effects of increased longevity
would outweigh decreases in per
capita health care spending, and
outlays would rise; but until
about the mid-2060s, that growth
in outlays would be more than
offset by the increase in tax rev-
enues from higher earnings. The
largest deficit reduction from the
health-related effects — about
0.005% of GDP annually —
would occur from about 2030 to
2035. After the mid-2060s, the
deficit would be larger than other-
wise because the higher outlays
would outweigh the health-related
revenue increase.

Incorporating the additional
cigarette-tax receipts, which are
large compared with the health-
related budgetary effects, would
lead to a net reduction in the pri-
mary deficit in every year through
2085. The net deficit reduction
from the policy would range
from 0.022% of GDP in 2021 to
0.023% in 2035 and 0.015% in
2085. Such reductions are small
relative to the size of projected
deficits. For example, the CBO
projects that if current policies
continue, the primary deficit
would exceed 7% of GDP in 2035.

Other policies aimed at im-
proving the health of the popula-
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tion might have larger or small-
er effects on health, health care
spending, longevity, and earnings
than the hypothetical increase in
the cigarette tax that the CBO
analyzed. In general, reductions
in the deficit resulting from low-
er health care spending per capi-
ta and higher earnings (and any
revenues collected if the policy
involved levying a tax) would be
combined with increases in the
deficit resulting from greater
longevity; the net impact on the
deficit would depend on the mag-
nitude of the various effects.

Consequences for the federal
budget are only one factor that
lawmakers may consider when
developing policies to promote
health. Others factors include ef-
fects on people’s health and well-
being, views about the appropriate
role of government in influenc-
ing behavior, the burdens that
policies might impose on people
in various circumstances, and ef-
fects on the budgets of state and
local governments.

Disclosure forms provided by the authors
are available with the full text of this article
at NEJM.org.
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