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Statement of Senator James M. Jeffords (R-VT)
Announcement of the Health CARE Act _
(The Health Coverage, Access, Befief, & Equity Act)

Today, | am pleased to join with my colleagues in presenting our Health Coverage, Access, Relief & Equity Act or
Health CARE Act. Legislation that we introduce next month to provide low-income Americans with a refundable
tax credits for the purchase of health insurance coverage. The Heaith CARE tax credit is targeted to those who
are most in need of help, due to their lack of income, access to subsidized employment-based coverage, and
ineligibility for public programs. This-effort marks the fi rst major bipartisan blcamera| market-based initiative on
behalf of the uninsured since 1994,

é;h health care cost increases have caused more people t0 become unmsured New Census Bureau data

icate that there are now 44 million Americans with no health coverage, an increase of one milion from last
year This number is unacceptable for a prosperous nation with a strong economy. We belseve the issue of access
to health coverage for the unmsured must be a top national priority.

Expanding private health insurance coverage is one of the most reasonable approaches to making health care
more widely available. The uninsured often go without needed health care or face unaffordable medicai bilis.
Insurance coverage guarantees providers reimbursement for their servuces and it helps contain costs by
encouraging more appropnate use of the health care system.

Unfortunately, the main sources of coverage --employer-based insurance-- is simply not available to a significant
number of working Americans and their families. About one-half of the full-time-working poor were uninsured last
- year. Many of these individuals work for small firms. In my own state of Vermont, only 27 percent of workers in
- firms employing fewer than 1 O people are offered health insurance. These uninsured working Americans have
one thing in common: they are low wage workers -- with nearly 70 percent making less than two times the
minimum wage. Without additional resources, health insurance coverage is either beyond their reach or only
purchased by giving up other basic necessities of life.

Our Health CARE Act will prowde a refundable tax credit to help low and moderate-income individuals and
families purchase health insurance. The legislation will provide a refundable tax credit of $1,000 for the purchase
of individual coverage to those with adjusted gross incomes of up to $31,000 and it will provnde a $2,000 credit for
the purchase of family coverage for those with AGI of up te $51, 000. We have a flexible approach with respect to
these design features and will continue to evaluate them in the context of our goals to maximize coverage, equity,
and efficiency, and the desire to have Congress inc ude the proposal as an important element in a tax bill this

- year.

The mltlal estimates show that our proposal will provide coverage to 3.2 million Americans who are presently
uninsured and give needed financial relief to another 5.5 million low-income Amencans who are using their scarce
dollars o buy individual health insurance policies. \ .

Realizing that insurance coverage is not the single answer for our natuon s health access problems, we are also
developing a second component to the Health CARE Act, which will focus on |mprov:ng access to health care
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i services and safety net providers, such as community health centers and rural health clinics. This component will
be unveiled at a rater date.

- Our proposal will not ‘completely solve the problem of the uninsured, nor will it remove the mequ:tles of the tax
structure, but it is clearly a substantial step in the right direction. The Health CARE Act will increase the number of
Americans who have health insurance coverage by filling key gaps in the current system and supporting a system
of health care financing and delivery that complements the employment-based system.

The Health C.A.R.E. Act
{The Health Coverage, Access, Relief, & Equity Act)
Senators Jeffords, Breaux & Erist
Representatives Armey & Dooley
-~ January 26, 2000

This bipartisan, bicameral group will introduce legislation that improves access to health care and helps
miflions of Americans purchase health insurance. The central component of this initiative is a refundable
tax credit targeted to the Jargest portion of the uninsured. However, a one-size fits all approach to expand
health coverage and access to health care will not meet the diverse needs of the uninsured population.
Thus, the C.A.R.E. Act will take a multi-pronged approach to address the needs of the uninsured and
employ innovative ways to help individuals and families obtain coverage and secure access to health care
services, such as improving enroliment in public programs and supporting our safety net providers.

I. Tax Credit

A. IMPROVES EQUITY. The C.A. R.E. tax credlt will improve how the tax code treats all Americans
in the purchase of health insurance. Presently, the federal government provides generous subsidies
for employer-sponsored coverage but only minimal or no assistance for individuals who purchase
coverage on their own. This tax credit is a fixed dollar amount available to individuals to purchase
health coverage for themselves and their families. .

B. INCREASES COVERAGE. The C.A.RE. tax credit will help people purchase health insurance.
Many of these people would remain uninsured without this assistance. The tax credit will be set at
$1000 for individual coverage and $2000 for family coverage.

C. FILLS COVERAGE GAPS. The C. AR.E. tax credit will complement--rather than displace--the
existing employer-based system. As a result, the tax credit will be available to at least 27 million
Americans who are neither offered an employer contribution toward the purchase of their health care
nor are eligible for public programs.

D TARGETED. Most of the 44 million uninsured Americans are workers and their family members
who are either not offered employer-spensored coverage, cannot afford health coverage, or are not
eligible for public programs like Medicaid and S-CHIP. The C.A.R.E. tax credit will be available to

_this low and moderate income Americans who are most in need of assistance. For example, a young
family with two children earning $50,000 will be eli g|hle for a $2,000 tax credit to use for the health
care of their choice.

E. REFUNDABLE. ADVANCEABLE. The C AR.E. tax credit will be available to people even sf they.
do not earn enough to owe income tax. This refundable credit will provide those who do not pay
income tax a refund, over and above the Earned Income Tax Credit. So that more people will be
able to take advantage of the credit and purchase health insurance, the tax credit can be advanced
to the insurer or plan when premiums are due.

F. USED ONLY FOR HEALTH INSURANCE. The C.A.R.E. tax credit will be available for the
purchase of private individual or group health insurance, including COBRA coverage.

1L Purchasmg Power
The C.A.R.E. Act will include optlons o help individuals and their famshes to buy the health coverage of their
chonce including existing employer plans, the individual market, or through purchasmg pools.

Il Improvmg Enroliment in Existing Federal Programs

Today there are approximately 5 million adults and 4.7 million children who are eligible for Med:caud but not
enrolled in the program. There are an additional 2,6 million children who are eligible for S-CHIP but are also not
enrolled. The C.A.R.E. Act will improve the efﬂc;ency of these programs to ensure that the populations who are
presently eligible receive the coverage they need ,

XV, Safety Net Providers
The C.A.R.E. Act will include ways to improve our safety net by mcreasmg access to critical primary care services
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to the uninsured and medically underserved populations such as community health centers or high-risk pools.

The Health C.A.R.E. Act -
The Health Coverage, Access, Rellef and Eqmty Act

Questions & Answers

Q. What goals do you hope to achieve with this proposal?

The goais of this proposal are to increase health care coverage, improve tax equity, and provide needed financial
relief to millions of Americans who are struggling to purchase health insurance, and improve access to care.
There are 44 million Americans without health coverage, a number that is too large given the prosperity of our
nation and strength of our economy. This proposal will not solve the entire problem of the umnsured butitis

_certainly a big step forward.

Q. Why did you choose the tax cred:t approach for achieving heatth

coverage?

A tax credit is an efficient way to improve equity and expand coverage through private-sector health insurance. A
tax credit, and particularly a refundable credit, is a powerful tool for achieving coverage. Employer-based
coverage receives billions of dollars in federal tax subsidies annually and has been the driver of employer-based
coverage. As a result, most Americans enjoy employer-sponsored health coverage today. However, there are
gaps in the system and employer-based coverage simply is not available to everyone. This proposal is targeted at
filling these gaps, providing new incentives and subsidies for coverage, and helping the people who are left out of
the current system to obtain the health care coverage they need.

Q. In addition to the refundable tax credit what other areas will your proposal address?

We are looking at options to help individuals and families increase their purchasing power in the individual and
group markets. Realizing that insurance coverage is not the only answer to our nation's health care access
problems, we are also developing additional components to the Health CARE Act, which will focus on improving
access to health care services and safety net providers, such as community health centers and rural health
clinics. We are also exploring options to-improve the efficiency of programs like Medicaid and S-CHIP to ensure
that persons eligible for these programs are able to enroll and get the care they need.

Q. What is your strategy for advancing this legisiation? ‘
This is a high priority for us and we will be looking for every opportunity to address the problems of access, equity,
and the uninsured: We will be looking at any tax package as a possible vehicle for this legislation. However, any

‘solutions are going to have to be bipartisan.

Q. When will you be introducing legislation?
We are in the process of drafting legislative language and plan to introduce the tax credi t portion of the bill next
month. '

Q. What groups support this proposal?

A diverse range of organizations support our proposal, including groups that represent small employers
providers, and organizations seeking solutions to the uninsured problem. Organizations such as the National
Federation of Independent Businesses (N FIB), the American Hospital Association, the American Medical
Association (AMA), the Hispanic Business Roundtable, and the Blue Cross/Blue Sh|e|d Association support this
approach. We can prowde you with a list of orgamzat:ons and contacts.

Q. How many people would the tax credit help?

The tax credit is targeted to a broad category of the uninsured.

ApprOX|mate|y 27 million persons would be eligible for our credit. Of these. approximately 21. 5 million are
uninsured.

We estimate that our credit will help at least 9 million people who would claim the credit. Our proposal is targeted
to people with low and moderate incomes who don't have access to employer-subsidized coverage. Some people |
in this category already have health insurance they purchase in the individual market; however, they must do so
with-after tax dollars and sometimes sacrifice other basic necessities of fife in order to do so. See charts.

Q. Who will benefit from this proposal -- by income, age, and working status?

Our proposal is targeted to people whose income is lower than average, but who earn too much to qualify for
federal programs. Because most uninsured persons work, or are in families with at least one worker, we anticipate’
that the typical person who will benefit from our tax credlt is a low to moderate income worker. See charts for
distribution by income.

Distribution of Persons in Families

That Would Be Eligible for the
Credit by Family Income in 2001
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FY 2000 Budget

Last year’s tax initiatives (other than USAs) cost about $26 billion over 5 years and $70
billion over ten years. These were fully offset by revenue raising provisions.

. ~ S-year 10-year
. Education (primarily school construction) 24 8.0
) Health - : \
1. Long term care ‘ ‘ - .56 14.2
2. Disabled worker credit : o - 0.7 1.7
. Climate change initiatives - : 34 - 88
e Child care tax credits . 64 143
) Revitalize communities :
T e New Markets . 1.0 2.0
e Better America Bonds . 0.6 2.8
. Low income housing tax credit 1.0 54
. Tax Simplification =~ = .06 0.8
. Pensions a 1.4 .29
. Miscellaneous : _1.6 62
Total ‘ : 25.9 - 69.5
=

- Last year’s USA proposal cost $250 billion over ten years.



] How Big Should Tax Cut Be?

Options

1.

" Gross tax cut of $320 billion; net tax cut of $250 billion.

. Traditional offsets and could include some tobacco

Gross tax cut of $320 billion; netv‘tax cut of $200 billion

e - Traditional offsets plus last year’s tobacco proposal (i.e., 55 cent excise tax)

vGross'tax cﬁt of $370 billion; net tax cut of $250 billion

o Traditional offsets plus last year’s tobacco j)foposal (ie., 55 cent excise tax)

. $50 billion higher gross tax cut than in the FY2000 Budget

Gross tax cut of $270 billion; net tax cut of $200 billion

. Traditional offsets and could include some tobacco

Issues

$50 billion smaller gross tax cut than in the FY2000 Budget

Warning: because the on-budget surplus is currently projected to be small in the first five
years, there may be little room for tax cuts in the early years of the budget. It may be a
challenge to phase in significant tax cuts m a way that makes sense.

Some of yom advisors would like a smaller tax cut to allow some of the surplus to be set
aside to address Social Security solvency in the ten-year window.

Last year, the tobacco excise tax was used to offset mandatory spending. Some used this

. to label our budget as “tax and spend.”



" Should the Tax Cut be Contingent?
Should the tax cut be contingent'bn both-SOciél Security and Medicare solvency?
Should the tax cut be contmgent on e1ther Social Securlty or Medlcare solvency‘?

Should we have a paid for tax cut and a separate and contmgent unpaid for tax cut like
last year? .

Without a smgle large savings-oriented tax cut, is there a way of logically d1v1d1ng an
unpaid tax cut from a paid for tax cut?

< Itis the feehng of some of your advisors and Democratlc Hill staff that USAs would be a
- more effectlve block to a large tax bill next year than proposing other new tax mmatlves

L
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PROBLEMS AND ISSUES WITH A REFUNDABLE
HEALTH INSURANCE TAX CREDIT

Refundable tax credits for purchase of private health insurance have been proposed:
recently by both Democratic and Republican members of Congress. While such tax credits may
seem attractive at first blush, caution is in order. Most politically achievable forms of a tax credit
are likely to fall short of providing significant help to the uninsured. ‘

Most uninsured people live in low- and moderate-income families. Research indicates
* that when the cost of health insurance exceeds five percent of income, a large portion of such
individuals will not purchase coverage. Some of the leading tax credit proposals, however, offer -
credits equal to 30 percent of premium costs, a level that would result in costs for most uninsured
families that are well above the five-percent-of-income level.

In addition, tax credits risk some adverse conseqilences. A credit could result in
displacement of employer-based group insurance plans in favor of each consumer attempting to
purchase his or her own insurance in an individual market that is known for charging high
premiums or denying coverage for the less healthy. Moreover, a tax credit risks jeopardizing
'some of the progress states have made in covering children (and in some cases parents) under

‘Medicaid and CHIP. Using tax policy to further insurance coverage would foster an
intensification of the pieced-togéther coverage with which low-income families already must
contend, in which children may be eligible for one plan and parents for a different one. It would
be much better to extend Medicaid and CHIP to cover many more low-income parents and older
children than to add an uncoordinated new layer of coverage through a tax credit.

As a result, grafting a tax credit onto the already-complex and complicated systems of
paying for health care in this country seems not the best use of additional dollars that could be
devoted toward covering the uninsured. If a tax credit is proposed, however, the final section of .
this meémo discusses two features we believe would be essential to ameliorate some of the
problems and guard against unintended consequences. : :

Can-a tax credit make insurance affordable?

, Close to two-thirds of the uninsured live in families with incomes below $30,000; three-
fourths live in families with incomes below $40,000. The Urban Institute’s research on the effect
of premiums on the ability to afford-insurance for families below 200 percent of the poveity line
— currently about 57 percent of the uninsured — shows that when premiums for subsidized
public insurance programs exceed five percent of income, only one in five families can afford to
participate. This is why-the CHIP program limits total out-of-pocket expenses — including
premiums, deductibles, and co-pays — to no more than five percent of family income for
families above 150 percent of the poverty line. Stricter limits apply to lower-income familiés.

CHWORKWPHEC35F~1.WPD
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It is unlikely that a tax credit could be enacted with a subsidy sufficient to make insurance
affordable for the vast majority of the uninsured — that is, to reduce the cost of coverage to no
more than about five percent of income. Most tax credit proposals are not generous but instead
provide a refundable credit that equals some fraction of the cost of the insurance. The credit
proposals floated by Senator Breaux and Rep. McDermott this year, for example, set the credit at
30 percent of premium costs. Most proposals also cap the maximum dollar amount that can be
received as a credit; the Breaux proposal cap was $1,000 for individuals and $2,000 for families.

Under these types of parameters, the after-credit cost of obtaining health coverage for many
low- and moderate-income families would still be prohibitively high, between one-fifth to one-
quarter of their income. ‘

For example, a married couple family with income of $20,000 buying a typical family
coverage policy for a premium of $5,700 a year (a premium cost used by GAO as an example of
a mid-level policy with a $1,000 deductible) would get a $1,710 subsidy from this tax credit,
leaving the after-credit cost of insurance absorbing 20 percent of income. Another five percent
of income would have to be expended to cover the $1,000 deductible before benefits would be
available. Under these circumstances, it is reasonable to assume that most low- and moderate-
income families would continue to forgo coverage. '

Will People be Able to Use the Credit to Get Decent, Affordable Coverage?

The issue of affordability is exacerbated by the well-known problems in the individual
insurance market. In many areas of the country, companies evaluate the risk of insuring each
individual separately and set premiums accordingly. Studies show annual premiums for an
individual ranging from about $700 to $6,400, and for a family from about $3,000 to more than
$10,000. (For some people, insurance is not available at any price in the individual market.) The
history of trying to fix or-ameliorate this problem through regulation has sometimes resulted in
insurance companies withdrawing from markets. There is no ready answer to this problem.
Those who most need insurance are unlikely to be able to obtain it at an affordable price through
the individual market, with or without a tax credit.

Can a tax credit be targeted so it does not displace employer-based insurance?

If a tax credit displaces insurance currently provided and subsidized by employers for a
significant number of Americans, it would shift costs from the private sector to taxpayers and
expose more workers to the vagaries of the individual market. In addition, a widely-available tax
credit (i.e., one that isn’t heavily means-tested) could undermine insurance pooling within
companies that continue to offer insurance. It could induce younger and healthier workers to
leave group plans in favor of the individual market if, for example, they could get features they
prefer or the individual market combined with the tax credit resulted in lower out-of-pocket
costs. . This “adverse selection” could result in higher premiums for employers and employees



who remain in the employer-based system. A tax credit restricted to workers whose employers
have not offered insurance coverage in the last year could lessen the displacement effect.
However, it would not provide assistance to millions of workers who cannot afford to take up the
coverage their employers offer. '

Can a tax credit be targeted so it does not displace or degrade children’s
covérage under Medicaid and CHIP?

Some proponents of tax credits believe displacement of employer-subsidized insurance
could be limited if the availability of a credit were restricted to families with relatively low
incomes, perhaps by placing an income ceiling for receipt of the credit somewhere between 100
percent and 200 percent of the poverty line. Only a small faction of workers in this income range
have access to adequately subsidized employer-based insurance, so displacement could be mild.
But at these income ranges, a tax credit could complicate and even degrade the coverage
currently available through Medicaid and separate child health programs funded through CHIP.

In the majority of states, children are covered under Medicaid or CHIP if their family
income is below 200 percent of the poverty line. These options generally provide more
comprehensive coverage at lower cost than would be available in the individual insurance miarket
(or even under employer-sponsored insurance). ‘Some states also are beginning to extend
coverage to parents of children covered under Medicaid and CHIP, which will reduce complexity
for families and also holds promise of bringing more children int6 the Medicaid/CHIP program.
A goal should be to expand Medicaid and CHIP so all members of a family can be covered
together under Medicaid (or a separate state insurance program, depending on the family’s
income and the choices a state makes under CHIP).

Adding a tax credit that subsidizes the purchase of individual private health insurarice
coverage for parents, on the other hand, would introduce yet another publicly-subsidized
coverage option for low-income families with children and could further fragment family
coverage. In addition, some low-income parents might be enticed by aggressive marketing or
other factors to forgo the comprehensive coverage available for their children under Medicaid or
CHIP in favor of lesser benefits at higher cost purchased in the individual market with a tax
credit.

Other Potential Problems

There are a number of other issues that reduce the desirability of a tax-credit approach to
covering the uninsured. One is timing. When a tax credit is used to subsidize taxpayer
purchases, the subsidy reaches taxpayers an average of six months — and as much as a year —
-aftér the expenditure is made. For most of the uninsured, who are low- or moderate-income, this
time lag could be a major impediment to purchase of insurance. ’



Another issue is means-testing. If the credit is limited to families with incomes below a
specified level, some method of phasing out the credit will likely be necessary. If the phase-out
“begins at income levels below the end of the EITC phase-out range ($31,152 for a family with
two children in 2000), families would be subject to extremely. high marginal tax rates.

Still another issue is administration. Depending on the stringency of documentation
required to prove purchase of insurance, a tax credit could either be subject to abuse or fraud and
~ be dlfﬁcult to administer.

Features that Can Ameliorate the Problems

Grafting a tax credit onto the already complex and complicated systems of paying for
health care in this country will inevitably bring problems and unintended consequences. We
believe this is not the best use of additional dollars that could be devoted toward covering the
uninsured. If a tax credit is proposed, however, we think the following two features would be
very important.

A tax credit should fill the gap between what a family can afford to pay for insurance and
the cost of insurance. It should not be a fixed percentage of premium costs or a fixed dollar
amount. ’

Fo’r example, a tax credit could equal the amount by which insurance premiums exceed -
five percent of income. This would have several advantages. It would bring the cost of
insurance within reach of many low- and moderate-income uninsured families. Rather than place
a specific income limit for receipt of the credit, the percentage of income a family could be
expected to spend to obtain insurance could rise with income. This also could allow credits to be
received by some lower-middle-income families without tempting small businesses to as great a
degree to drop employer-based coverage, since the credit would be worth little or nothing to most
higher-paid employees. It also would discourage insurance companies from creating products
that may afford little coverage but are tailored to the maximum size of a specified credit. If this

~design were used in conjunction with the limits on types of policies below, it might not be
necessary to put a dollar cap on the amount of credit a family could receive.

Use of the tax credit should be limited to purchase of a specified type of insurance, such as
a buy-in to.the Federal Employee Health Benefits systém or a limited number of state-
specified plans.

It is essential that a tax credit not become a costly false promise to those most in need of
insurance and that it also not subsidize and encourage the often unconscionable practices of
insurance companies in the individual health insurance market. Limiting the use of the tax credit
to specific, quality plans could help assure that tax dollars are buying reliable, comprehensive

/



coverage for recipients of the credit. In addition, the specified plans could have an obligation to
“screen and enroll” to assure that children are receiving the coverage to which they are entitled
under Medicaid and CHIP. .

The dismal experience in the early 1990's with the refundable EITC health insurance
credit indicates how important such limitations are. Creation of that credit was followed by the
rapid expansion of unscrupulous marketing techniques in some parts of the country and the
promotion of nearly worthless insurance policies to unsuspecting low-income parents.
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TAX
SUBSIDIES

Tax Subsidies For Health
Insurance: Costs And

‘Benefits

Even the most effective tax subsidies would cost almost $40

“billion a year and cover an»ly"SO, percent of the uninsured.

by Jonathan Gruber and Larry Levitt

PROLOGUE: There is growing support across the political
spectrurn—irom Rep. Dick Armey (R-TX) on the'righe to Rep.

' Pete Stark (D-CA) on the left—for using federal tax credits as

a sensible way to expand health insurance coverage. Tax
credits would support the voluntary purchase of private
insurance. However, a key question is how muchbroadened
coverage the federal government could anticipate through this
approach. In this paper Jonathan Gruber and Larry Levire,
using a new microsimulation model developed specifically for
this purpose, assexrt that the ability of tax subsidies to greatly
reduce the number of uninsured persons remains uncertain and
unproven. But they also write that if Congress decides to
pursue the expansion of coverage through changes in tax

. policy, some approaches are disrinctly better than others are |
- from the standpoine of sound public policy.

Gruber is a professor of economics at the Massachusctts

' Instrute of Technology and also directs the Program on -

Children at the National Bureau of Economic Research. During
the 1997-1998 academic year he served as depury assistant
secretary for economic policy at the Treasury Department.

" Gruber earned his doctorate in economics at Harvard

University. His parricular research interests include the
economics of employer-provided health insurance, the
efficiency of current systems that deliver health care to the
indigent, and the economics of smoking. Levitt directs the
Changing Health Care Marketplace Project ar the Henry J.
Kaiser Family Foundation. He served as a senior health policy
adviser during development of the Clinton adrmmstration s

- health care reform proposal

o -
HEALTH AFFAIRS - Volume 19, Number |
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ABSTRACT The contmued rise in the uninsured populatlon has led to conisider-

able interest in tax-based policles to ralse the level of insurance coverage. Using

& detailed microsimulation model for evaluating these policies, we find that ‘

whiie tax subsidies could significantly increase. Insurance coverage, even very
generous tax policies could not cover more than a sizable minority of the
uninsured population. For example, a generous refundable credit that costs

- $13 billlon per year wauld reduce the ranks of the uninsured by onlyfour miflion

persons, We also find that the efficlency of tax policies, in terms of the cost per
newly insured, mevitably wculd fall as more of the umnsured were covered.

ruption in fifteen years and low levels of health care cost
increases, uninsurance rates in the United States continue ro

:Dzsm'rs AN ECONOMIC BOOM. that has had only one inter-

- rise. This has motivated considerable policy discussion at both the

federal and state levels. At the federal level, it Wwas one of the factors

. that led the Clinton administration to promote comprehensive

health system reform. The policy focus has now- shifted to incre-
mental reforms, particularly to the idea of using the tax system to
‘subsidize individuals® purchase of insurance. This would provide
financial benefits to individual coverage holders that are now en-
joyed only by the self-employed or those with employer-sponsored
coverage. Also, tax subsidies for buying insurance would rely on the
~ private insurance system rather than on a government-sponsored -
program that might-carry stigma for some peaple. Finally, it can be

seen as providing a tax cut rather than crearing a more po]ltlcally '

* controversial new spending program.
Yet while the tax-equity argument is compeﬂmg—espcc;tally

‘given the estimated $100 billion in yearly federal tax subsidies for

the purchase of employer»sponsorcd health coverage—tax subsi-
dies’ ahility to meaningfully reduce the number of uninsured per-
sons remains uncertain and unproven. Moreover, the spectrum of

— .
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tax-based approacheés that has been proposed is quite broad, rang- -

ing from deductibility of insurance costs for individuals to refund- -

able tax credis that might cover most or all of the cost of a typical -

health insurance policy.

i

In this paper we assess the potenual xmphcanons of a range of

tax-based approaches using a new microsimulation model devel-

oped specifically for this purpose. We examine how various charac-
exisrics of these proposals are likely to affect the overall cost to the

federal government, the number of uninsured persons who would .
gain coverage, which income groups would benefit from the subsi-

- dies, and how those who now have employer—sponsored coverage
- would be affecred.

- Background. Health insurance is now subsidized through the
tax code in four ways. Fn:st, and most nnportant:ly, employers’ pay-

HEALTH AEFAIRS - ]anuary/Fcbruary 2000
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- tions if nongroup coverage were subsidized; (4) those who hold

ments toward health insurance are excluded from employees’ tax-
able income. Second, those who spend more than 7.5 percent of their
incomes on health care and health insurance can deduct the excess
expenditures on their income tax returns. Third, workers in firms
with 2 group health insurance plan that qualifies under Section 125
of the Internal Revenue Service (IRS) code can make before-tax
premium contributions. Finally, the self-employed can deducr from
their income tax a portion of their insurance expenditures, currently
60 percent but rising to 100 percent by 2003,

Persons who are not self-employed but who are not offered health
insurance by their employers remain outside the current scheme of
tax subsidies. In addition, much of the spending on insurance, even
by those whose employer spending is tax-subsidized, is through
nonsubsidized employee contributions. Using the model described
below we caleulate that roughly 16 percent of the nonelderly popu-
lation is not eligible for a tax subsidy for health insurance ar some
point in time.

* Methodology. In this paper we model a variety of approaches
to expand rax subsidies, to consider their impact on health insur-
ance coverage and costs. We use a derailed microsimulation model,
based on the February/March 1997 Current Population Survey
(CPS) and augmented with data from a variery of sources on health
insurance costs in the group and nongroup markers. The central

fearure of this model is consideration of a wide variety of behavioral -

responses to rax subsidies, such as the extent vo which (1) the
uninsured would purchase insurance if it were subsidized: (2) those
now holding nongroup insurance would take up the subsidy; (3)
firms would drop group coverage or reduce their premium contxibu-

up insurance would switch to nongroup insurance if it were

subsidized: and (5) those whose employers raise conrributions

- would drop their group insurance and become uninsured.' For this

analysis we consider the following types of policies.

Refundable tax credit for nongroup insurance. We fixst consxdcr the -

availability of a tax credit for the purchase of insurance that covers

* insurance costs up to $1,000 for singles and $2,000 for families (the
- “base” policy). This credit covers about 43 percent of the premiurus

—
74 TAX
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of a rypical nongroup policy for an uninsured individual and about
31 percent of the premiums for a typical uninsured family. This
credit is refundable; that is, if the amount of the credit claimed
exceeds the individual's tax liability, he or she can receive a refund
for the difference. This is particularly imporeant because 45 percent
of the uninsured do not pay any taxes against which a subsidy could
be applied. We assume that the availabiliry of this credit is income-
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limited; the full amount of the credit is available only to joint filers
with taxable incomes of $75,000 or less, phasing out to zero credit at
taxable incomes of $100,000; for single filers, the limits are $45,000
and $60,000, respectively. It is available only for non-employer-
sponsored insurance, so thar it cannot be used toward the purchase
of employer health insurance premiums, but it is available to all
persons, even those whose employers offer health insurance.

Nonrefundable credit for nongroup insurance. This policy is identical to
the base policy except that the credit is not refundable, so individu-
als can only claim it up to the level of their existing tax liabilities.

Deduction for nongroup insurance expenditures. We next consider using
instead of a tax credit an unlimited deduction for the costs of non-
group insurance. This parallels the tax treatment of employer-spon-
sored insurance, except that the costs of that insurance also are
shielded from payroll taxarion.

Refundable credit for nongroup insurance restricted to those not oﬁa'ed
insurance. This policy is identical to the base policy bur is restricted
to those who are not offered nongroup insurance. This approach
imposes significant administrative and enforcement difficulries but
has the potential to target the tax subsidies more precisely to pex-
sons who otherwise would be uninsured.

Refundable credit for any insurance expenditure Finally, we consider a
policy that is identical to the base policy but applies to any individ-
ual insurance expenditure, not just to nongroup policy purchases.
Thus, persons can use this credit against the cost of their share of
cmploycrrsponsored insurance premiums.

~ Costs And Coverage Under The Base Policy

= Aggregate impacts. Using our microsimulation mode]l we show
the impacts of the base policy on the total cost of the policy; the
take-up of the subsidy by various groups, categorized by their pre-
subsidy insurance status; and the net change in the size of these
groups from before to after the subsidy (Exhibit 1). We explore in
particular, for the employer-insured, the avenues that lead to the net
change in this group.

The total cost of using the base pohcy would be $13.3 billion pe.r
year (in 1999 dollars). Almost 18.4 million persons would take up the
subsidy (8.2 percent of the total nonelderly population). Of those
taking ir up, 4.7 million would be previously uninsured, 8.6 million

would be previously covered by nongroup insurance, 4.7 million
- would be previously covered by employer-sponsored insurance, and
0.4 million would be previcusly covered by Medicaid On net, the’

number of uninsured persons would fall by slightly more than four
million, the number of persons with nongroup insurance would rise

.

INSURANCE
COVERAGE.

HEALTH AFFAIRS - jaanwvdry/Februacry 2000

75

Rl VUV

vdie


http:incom.es

Lt 2L WER WV AWML LATEIN 4 40 A VAWM ) RIVUWI UL

INSURANCE COVERAGE. -

R
EXHIBIT 1 J )
Impact Gf A Refundable 31,000/52,000 credlt For Nongmup !nsurance, For All
Ellglble Parsons C
Number of ) Pcmm of . < MNetcost .
) i . persons {milllons}]  catagory M@lﬂhﬂs)
Tatal cost _ ' S . ( swam8s
" Yotal takesup of Subsidy . ‘ 1837 T B2% ST
- Previously nongroup _ : 8.60 . . 7.2 . A
Praviously uninsured : - F o 4,855
Previously employsrdnsured o o 3.2 o824
Previougly Medicald o o 208 . S AB ) L =200
Total chenga in population sizg “ . " o
© Nengroup .77 85.0 R " -
* Uninsured o -8.03 -5 7 -
Employerinsured «5,37 - A4 o -*
Fiem dropped to nongroup ~1.05 -7 C -*
Firm dropped to uninsured : -042 01 - : -
Switched to nongroup . -3.64 . - -5
Uninsured due t decreased contribuions  ~0.57 ’ 04 - S -+
Medlcaid -0.38 ; ) -18 e -
Cost per nawly Insured N 53,296
SOURCE: Authors' calculations, ' : k ' k
2 Not applicabic.
i . ‘
6 TAX by 98 rmllxon and the number of persons wu:h employcr«sponsorcd

sussipies  insurance would fall by 54 million. This latter change would be
: . made up of L1 million persons whose firms stopped offering group
insurance and who moved to the nongroup market; 0.1 million per-
sons whose firms stopped offering insurance and who became unin-
sured; 3.6 million persons who switched from group to nongroup
insurance; and 0.6 million persons who became uninsured because
their firms raised the employee share of insurance premiums and
who decided to drop coverage.
While the base policy would lower the number of uninsured
- pexsons, it also would induce a shift from employer to nongroup
coverage. Moreover, 2lmost half of those taking up the subsidy would
be persons who were already purchasing nongroup insurance As a
result, the net cost of the policy per newly insured person would be
~almost $3,300, which is substantial when compared wich average
' employerfbase:d insurance costs of $1,860 per person in our sample
. and nongroup insurance costs of $2,100. That is, because of impex-
fect rargeting, the government would pay about 50 percent more
than the cost of the typical nongroup policy per newly insured person.
It is interesting to note that most of the cost of imperfect target-
ing of this subsidy would arise through take-up by those with non- -
. group insurance, not through dropping group coverage or switching -
to nongroup insurance by those with job-based insurance. Alchough
. persons with employer insurance who dropped or sw;:chcd insur-
HEALTH AFFAIRS - Volume 19, Number |
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ance would cost the government money through their take-up of the
subsidy, they also would save the government revenues by dropping
their currently tax-subsidized employer coverage For example, for
those workers whose firms dropped their health insurance cover-
age, we assume that their wages would rise because their employer
would no longer be paying for health insurance and could thexefore
afford higher wages. These higher wages would then be taxed, rais-
ing new revenues and offsetring the cost of their take-up of the new
insurance subsidy. For those who switched from group to nongroup
insurance, we assume that the cost savings to the employer would
be passed back to workers in the form of higher wages (although not
specifically to the switching employees), once again raising reve-
nues. Revenues also would rise because employers would reacrt to

. this base policy to some exrent by lowering their pretax contributions

for health insurance and again raise wages to compensate for this.

« Distributlonal Impacts. Given the strong correlation between
insurance status and income, it is important to consider nort just the
aggregate impacts of the base-policy subsidy, but its distributional
implications as well. Exhibir 2 shows the distributional effects of
the policy for different segiments of the population relative to the

_+

federal poverty level ($17,274 for a family of four). For each group we  INsuRANCE 77
show the net cost and the percentage of costs atrributable to the COVERAGE
group; the subsidy take-up in absolute and percentage (relative to
group size before the policy impacr) terms; the change in the unin-
sured in absolute and percentage terms; and the cost per newly
insured person (that is, total dollars spent on that group relaﬂve to

~ the reduction in the uninsuxed). :

First, we find that the lowest income group, which contains 45
percent of the uninsured, would receive about 26 percent of the net
spending on this policy. Only about 1.3 million of the uninsured in
this group would gain coverage, which is about one-third of the
rotal number of uninsured who would gain coverage across all in-
N
EXHIBIT 2 |
. Dlstributlonal Analysls Of Model Tax-Subsidy Policy

' Parcert  Ovarull Change In Parcant  Cost por
focama Net of costs subsldy  Parcant uninsured changeln  newty
graup cast flowingta takeup  ofIncome  within uninsured  Inaured
(patcant (81999, Inoome in graup group Income graup  within within group
of FPL) miltiona) Eroup (miltions) __ takingup ___ (millions) group - (53999)
- 100% $3489  262% - 439 8.6% =127 -6.6%  § 2,739
100-200% 4012 302 531 116+ -164 -13.1 2,447
200-300% 2,478 18.7 3.50 8.2 | =074 -13.1 3,506
300-400% 1466 11.0 2.20 77 -0.24 -11.3 8,040
- 400% 1ge0 139 . 207 48 -0.17 -5.3 10.956

SOURCE: Authors® asleulationa.
NOTE: FPL |8 federal povorty level ($17,274 far s family of four).
.}
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come groups. Overall, this policy is more efficient for this subgroup
than for the full popnlation, with a cost of $2,739 per newly insured

person. This is primarily because there would be few persons with”
nongroup insurance taking up the policy in this income range, rela--

tive to the number of uninsured persons taking it up.
Second, those with incomes. Eetwcen 100 percent and 200 per-
cent of poverty, a group that contains another 30 percent of the

uninsured, would receive about 30 percent of the ner spending from -

this policy, and abour 1.6 million fewer persons in this group would

“be uninsured. '
Third, persons with incomes between 200 and 300 pexcent of

poverty would receive almost 20 pexcent of the net spending from
the policy, but the number of uninsured persons would fall by only
0.7 million. As a resnlt, spending would be less efficient for this
group, with a cost per newly insured person of more than $3,500.

Finally, persons with incomes above 300 percent of poverty would
receive 24 percent of the net spending of this policy, but the number
of uninsured persons would change only slightly, mostly because so
few persons in this income group are uninsured. As a result, spend-
ing would be much less efficient at these higher income levels.

Thus, a majority of spending (56 percent) under this policy would
be targered to those with incomes below 200 percent of the poverty

level, and three-quaxters would be targeted to those with incomes
- below 300 percent of poverty. Bur the spending for those above 300

percent of poverty would be very inefficient: A total of $3.3 billion
would be spent on this group to reduce the number of uninsured
persons by only 400,000.

Costs And Coverage Under Alternative Policies
The base policy mimicks a number of proposed tax subsidies; how-

‘ever, a host of alternarive structures have been proposed. We cannot

do justice in this limited space to the full variety of alternatives
available to policymakers, so we consider several alternative ap-

‘proaches to provide a flavor of how the effects of rax pohcy change

- as the structure of 2 program is alrered.

 » Making the credit nonrefundable. One option that would
greatly lower costs and simplify administration is to make the sub-

sidy nonrefundable. However, this would severely limit the benefics

of this subsidy for the uninsured, more than 60 percent of whor

* have tax liabilities of less than $1,000 (and therefore can only par-

tially benefir from a nonrefundable credit).

A nonrefundable $1,000/$2.000 tax credit would indeed lower
the costs of the subsidy, which would fall to almost half the cost of
the refundable base-policy credn; (Exhibit 3) But che mpact on the
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EXHIBIT 3
Alternative Palicles For Tax Suhbslidizatlon Of Health Insurance

going to the previously nongroup- or employer-insured. Moreover,

the distributional consequences of this'approach are much less at-
tractive. Only 23 percent of the spending through this policy would

go to those with incomes below 20 percent of the poverty line.

There are a number of political and administrative arguments

against refundability, most significantly the question of whether net

tax refunds to low-income- families are hidden forms of “welfare

payments. But the resules hexe spéak clearly: Refundability is criti-
cal for appropriare raxgeting of tax incentives to low-income pes-
sons who are uninsured.

* Using a deduction. Another altemanve that could limit costs
Further is to use a tax deduction rather than a credit, buc this ap-
proach has problems similar to those of nonrefundabiliry in reaching
the uninsured. Moreover, of the half of the uninsured who do pay
taxes, 90 percent are in the 15 percent tax bracket, so a subsidy in
the form of 2 deduction would be worth relarively lictle to them.

In our microsimulation model we assume thar an unlimited de-
duction of nongroup health insurance costs is an “above-the-line”
deduction that would be available to all taxpayers, not just to those
who itemize their deductions. The costs of this policy (only $870
million per year) would be dramatically lower than those of the
alternatives. But its impact on insurance coverage would be much
more modest, wu:h only 250,000 uninsured persons gauung cover-
I

HEALTH AFFAIRS - January/February 2000

Changeln Changaln Cost Porcent
Total | Total Changa in nongroup employer  por newly af nenefis
. tAKeup cast uninsured nsured {nsuped tnsured ) for e 200%
o o Srollliong}  (Wlllong) (milona) (mitiloss) (mllllons] (thowsands) FPL
Base pallcy 1837 513,286 =408 977 537  $3,296 56.4%

. Nenrefundable credit 1110 6,878 -182 5.95 -4.07 | 3827 © 234
Deduction a3z 871 025 - 159 -1.33 3,544 268 .
Umhed o those not C

offered Insurance 10.03 6,153 -2.10 8.36 -4.07 2927 8.8
Creditforall insurance 12730 - 62477  -12.43 3.41 980 5003 368
$500/51.000 credh 1443 3838 -L71 407 ~2.14 2,239 822

%% $2,000/$4,000 credit 3227 1 3758) -n72 - 2224 -1395 [Zpi5| 482
Nofiquidly constraints 19,91 . 14652  -5.46 1136 -537 2883 %45
$2,000/$4,000 cap and

noliquidityconstraints 3701 44345 -1210 2743 -1383 3665 848
SOURCE: Authors’ eskeulations.

NOTE: FPL (5 fadaral poverty leve! ($47,274 for & family of four).

* size of the uninsured population would fall even more, with fewer
than two million uninsured persons gaining coverage (only 4.3 per-
cent-of the uninsured). As a result, the cost per newly insured per-
son ($3,827) would be even higher than wich the refundable credir w———
($3.296), largely because such a high share of the dollars would be L’fi‘;‘;’;‘;ﬁ L
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age This is because there would be only a modest overall take-up of

this subsidy by the uninsured to begin with (600,000 persons), and -

much of this would then be offset by firms' dropping group coverage
and reduced coverage because of firm contribution reductions. Esti-
mating with precision the change in the number of uninsured per-

sons in the range around zero is difficult, but it is clear that the .

effects of a deduction on both costs and coverage would likely be
minimal. At the same time, this policy would have much worse
distwibutional characterisrics: Less than 30 percent of the benefits
would accrue to persons with incomes bdow 200 percent of the
poverty line.

Note that the cost that would arise from this pchc:y would not be

| the result of take-up by the previously employer-insured. The gov-

ernment would actually make money on this population, because

the government revenue from higher wages as a result of firms"

dropping coverage and reducing contributions would outweigh the
government’s cost of subsidy take-up. Rarber, the inefficiency
would arise primarily from the fact that three-quarters of those who
would take up this subsidy would already have nongroup insurance.

+ Umiting the credit to those not offered coverage. One way
to berrer taxger the subsidy may be to limit the refundable
$1,000/$2.000 credit ro those who are not eligible for employer-
sponsbred insurance. There are of course difficult administrative
issues associated with implementing and enforcing such a policy?
But the advantage is that being offered insurance by one’s employer
is closely related to being covered by insurance, so this policy pro-
vides 2 device for better targemng submdy dollars to the currently
uninsured. :

The total cost of this option is much lower than that of the base
policy, only $6.2 billion per year, alchough the number of newly
insured persons would fall as well (to 2.1 million) (Exhibit 3). The
efficiency of this alternative would be sornewhat better than in che
base case, ar $2,930 per newly insured person. This increase in effi-
ciency arises from the lower take-up of this policy by persons with
nongroup insurance, since many of them are offered employer-based
insurance. On the other hand, firms’ dropping group coverage would
cause a much larger increase in the uninsured pool. We estimate
thar firms would drop 3.2 million persons from their insurance rolls,
and 630,000 of them would remain uninsured.

This policy is somewhat more distributionally avtractive than the
base policy, with more than two-thirds of the benefits accruing to
persons with incomes below 200 percent of poverty. These modest
distributional gains, however, must be balanced against the costs
and difficulry of enforcing this administratively awkward restric-
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tion (which we have not accounted for in our estimates).

* Expanding the subsldy to apply to all Insurance spending. .
An alternative direction is to expand from the base-case subsidiza-

tion of just nongroup premiums to subsidization of all spending on
insurance, even the employee portion of employer-sponsored cover-
age. On the one hand, this would greatly increase costs, as more than
70 percent of the employer-insured pay some or all of their premi-

ums, and all of these costs would now be paid by theé government.
On the other hand, the CPS reports that almost 40 percent of the
uninsured are offered group health insurance, and a large subsidy
would essentially make insurance free for this population, with dra-

matic impacts. Moreover, there would be neither firms dropping -

group insurance nor employees switching to nongroup insurance
under a policy such as this.

The cost of this policy would indeed be substantial: $62.2 billion
per year (Exhibit 3). On the other hand, the impact on the uninsured
would be equally dramatic, with more than 12.4 million uninsured
gaining coverage. Overall, however, this is the least efficient of the
policies considered, thh a cost of more than $5,000 per newly
insured person. . -

Expanding the subsidy would have a very broad reach, with more

. than 127 million persons taking it up. This group would of course be

predominantly made up of the employer-insured, who would take
up the subsidy to cover their share of premiums. Indeed, a major
difference between this and the policy options mentioned earlier is
that the number of employer-insured persons would be rising, not
falling, which may be of intrinsic value to some policymakers.

This policy alternarive is less distributionally attractive than a

refundable credit would be, but it spends a higher share of ies dollars

at the borrom of the income distribution than does. the nonrefund-
able credit or deduction. (Only 36.5 percent of the spending is on
those below 200 percent of poverty.) It is worth noting, however,
that the inefficiency of this policy comes moré from its scale than
from its structure. As we show in the next section, the cost per
newly insured person from this approach would not be appreciably
higher than the cost from the base palicy, which would provide
hlgher levels of coverage to the uninsured. .

+ Changing the scale of the subsidy. While we have chosen a
credit of $1,000 for singles and $2,000 for families as our base-case
policy, one could consider less or more generous alcernatives as well,
Thus, we now consider first halving, then doubling, the generosity
of this policy. We find that smaller credits cover fewer people but do
so in a more targeted way. For example, with a credit of $500 for
singles and $1,000 for families, we estimate that costs would be only

.
INSURANCE"

COVERAGE
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“Large tax credits can induce substantial changes in the uninsured
population, but only at a very steep cost per newly insured person.”
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30 pexcent of those of the base case, but the reduction in the unin-
sured would be almost half as large. As a result, spending per newly
insured person would be only $2,239, well below even average group
costs per person. On the other hand, with a credic of $2,000 for
singles and $4,000 for families, which would approximate the full
cost of insurance for these populadons, we estimate thar costs
would rise almost threefold, but the number of newly insured per-
sons would almost double, so that spending per newly insured
would rise to $4.915 per person. At the same time, the small credit
would cover only 2.1 million newly insured persons, whereas the
larger credit would cover more than 7.7 million.

The smaller subsidy also would varger its spending more directly
to the poor, with more than 60 percent of the dollars flowing to
those with incomes below 200 percent of poverty. On the other
hand, the $2,000/$4,000 credit would spend less than half of its

dollars on those with incomes below: 200 percent of poverty. This

worsening of the distributional impacts as generosiry rises reflects
the dramatic increase in take-up by both the (relatively high in-
come) nongroup-insured and the employcrfmsured.

Thus, there is a clear trade-off as the genexosity of the tax credit is
changed Modest credits cannot deliver a very large change in the
uninsured popularion, but the newly insured persons who are cov-
ered tend to be those with the lowest incomes, Very large tax credirs
can induce substantial changes in the uninsured population, but
only at a very steep cost per newly insured person.

- » Easing llquldity constralnts. A key issue in implementing tax
credits is the mismatch between the flow of vax subsidies and the
How of insurance premium payments. Low-income households thac
would like to take advantage of tax credits during a given year, but
that only receive their credir the next spring, may face liquidiry
problems. If the government can find a solution to this timing mis-

. match, it could increase the propensity of the uninsured to take up

tax subsidies. A variety of analysts have proposed solutions to this
problem, such as paying tax credits directly to insurers.’ But our
track record with the earned income tax credit (EITC) suggests
caution in assuming that this problem can easily be overcome: Al-
though persons can claim theixr EITC throughout the year, and pre-
sumably for many it would be of some value to do so, more than 99
percent of claimants receive the credit 2sa lump sum the next spnng

I————_
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We bhave assumed that hqmd.my constraints reduce takc—up in
our base-case calculations; however, it is important to assess the
impact of easing these constraints by assuming that the government

would solve the liquidity problem. As shown in Exhibir 3, easing

liquidity constraints would increase by $1.4 billion the cost of the
base policy (absent any additional interest or other costs to the
government of easing these consrraints) and would insure an addi-
donal 1.4 million persons, for a total of 5.5 million newly insured
persons. This implies a substantial increase in the efficiency of the
policy, with a cost of only $2,683 per newly insured person. More-

over, the impacts -of easing liquidiry constraints would also be

heightened for larger tax credits. With a $2,000/$4,000 credit, the
costs would increase by $6 billion per year, but the number of newly
insured persons would rise to more than twelve million.

Weighing The Pros And Cons

Federal policymakers continue to look to tax Pohcy as a politically
attractive vehicle for addressing the problems of the uninsured in
the United States, so the implications of alternative approaches to

tax subsidizarion must be carefully assessed. Although the effeces of

any major change in health care financing cannot be estimared with
perfect precision, simulation analyses using common assumptions

are particularly useful for comparing the effects of alternative pro-

posals. Our approach in analyzing alrernarive tax-based mecha-
nisms for covering the uninsured in this way is similar to a recent

series of analyses carried out by a Henry J. Kaiser Family Foundation

project to study incremental health reform.’

- Summary of findings. Several clear conclusions follow from

our analysis. First, it is difficulr to design a tax policy that insures a
large number of new persons at a modest cost per person. The base
policy considered here is more generous than are many of the pro-
posals being considered by federal policymakers, and yet it still
would subsidize less than half of the estimared cost of typical non-
group insurance. Although it would decrease the number of unin-
sured persons by an estimated four million (less than 10 percent of
the uninsured population), the average cost per newly insured per-
son would be $3,300. Raising the value of the credit would insure
‘more people but also would raise the cost per newly insured person.

Second, there are clearly more and less efficient ways to cover'a
given number of uninsured persons. We find in particular that non-
refundable credirs wonld be much more expensive per uninsured
person covered and would cover fewer of the uninsured. We also
find thar policies that can match the timing of tax subsidies with the
timing of insurance payments could improve borh the scope and the

L S,
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“Most states allow insurers to exclude pcoplc who are in poor
health, which could reduce takefup rates.”
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efficiency of tax pohcy

Third, differenc approaches to tax subsidies vary also in how
effective they are at targeting resources to those with low incomes.
For example, a policy that would target refundable credits of $1,000
to singles and $2,000 to families would provide 56 percent of its
benefits to persons with incomes kelow 200 percent of poverty. In
contrast, a policy that allowed people to deduct nongroup insurance
premiums would provide less than 30 percent of its benefits o
people in that income group, and a credit that was not refundable
would target an even smaller portion of aid to them.

Finally, tax-based subsidies—particularly those whose subsidies
are most generous—would likely lead to reductions in the number
of persons with employer-based coverage. For exarnple, we estimate
thar the base-case policy would reduce rthe number of persons with
employer coverage by 5.4 million. Most of these (3.6 million) would
switch from employer to nongroup insurance because they would

'find the new tax subsidies more attractive than their current situ-

ations. However, the remainder would either be dropped from their
firms' insurance rolls or become uninsured because their employers
increased the amount that employees must pay for insurance. Poli-
cies thar mirigate firms’ dropping coverage ol employees’ switching
to nongroup insurance tend to cost more in total and also per newly
covered persomn.

= Potentlial Impact of insuranca market reforms. If chere are
pooling advantages to having individuals obtain their insurance
through the workplace, then this is a potential concern with policies

targeted only to nongroup coverage. Qur analysis, in fact, assumes

that policies in the individual market are universally available (at
healrh risk-adjusted prices). While such “guaranteed issue” in the
individual market is required in some states, most states allow in-
surers to exclude people who are in poor health, which could reduce
take-up rates. State or federal regulators could accompany tax sub-
sidies with individual market regulations to limit such practices,
but these regulations are controversial. Also, the net impact of insur-

~ ance market reforms in the context of tax subsidies is uncertain,

because it would raise costs for the most healthy persons and lowex
them for the least healthy.
On the other hand, doubling the size of the nongroup insurance

market (as we estimate would occur in the base policy) could
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greatly improve the functioning of this market, in terms of both

administrative efficiency and reduced adverse selection. Also, non-

group insurance plans might design palicies targeted specifically to

the available level of the credit, further increasing take-up from

what is modeled here (although take-up mighc be for plans with less

generous benefits than are typical today). Moreover, delinking in-
_ surance from the workplace could improve the functioning of the-

labor market by reducing insurance-induced unmobﬂlty across jobs,
or “job lock."

LTHOUGH TAX POLICY SHOWS PROMISE 4§ a means of pro-
Adding health insurance to some of the uninsured, covering
ubstantial numbers of uninsured persons will require very

large expenditures, both overall and per newly covered person. Even
the most effective tax policy considered here—a $2,000/$4,000
credit accompanied by a solution to liquidiry problems—would
cost almost $40 billion per year and cover only 30 percent of the

uningured. Thus, tax policy can likely be most useful as one part of
an overall strategy to address uninsurance in the Unired States,

rather than as a solution in and of itself.
* INSURANCE 85
COVERAGE
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NOTES
The exact struerore of the modal. and a detailed description of the behavioral
responses we assume, can be found in ], Gruber, “Tax Subsidies for Health
Insurance: Evaluaring the Costs and Benefits™ (Report prepared for the Henry
J- Kaiser Family Foundarion, 1999}, available cnline at www.kf org

" 2. Thesc issues are discussed in . Meyer, §. Silow-Caroll, and E. chks, “Tax
Reform to Expand Health Coverage: Administrative Issues and Cballcngcs
(Report prepared for the Kalser Family Foundation, 1999). available onlinc at
wwrw kit org

3. L. Ethexedge, “Tax Credirs for Uninsured Workers™ (Mxmw. Health Insur-
ance Reform Praject of the George Washington University, 1999).

4. J. Leibman, “The Impace of the Farned Income Tax Credit on Incencives and
Income Distxiburion,” Tax Policy and the Econonty 12, ed. §. Poterba (Cambridge,
Mass.: MIT Press, 1998), 83-120.

5. TheConference Report, by cochairs Judith Feder and Sheila Burke, is available ac
www .k org/content/1999/153); and several expert proposals and issuc papets
are available on the Kaiser Family Foundation' Web sire,
www .kff org/docs/sections/kemu/inerementalreformproject.html.
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