
I 
Primary Source Material Document tile:lIIC/TEMP/1-27-0-1.HTM . 

Thursday January 27, 2000 

,Primary Source Material 
Congressional News Releases 

Congressional News Releases 
Statement by Sen. Jim Jeffords (R-Vt.) on Proposed Health Coverage, 
Access, Relief, & Equity Act, Plus Summary of Proposal 

Document Date: January 26,2000 

January 26, 2000 

Statement of Senator James M. Jeffords (R-VT) 

Announcement of the Health CARE Act 


(The Health Coverage, Access, Belief, & Equity Act) 

TO'day, I am pleased to join with my colleagues in presenting our Health Coverage, Access, Relief & EquityAdt 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 insura'1ce coverage. The Health 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 first major .bipartisan bicameral, market-based initiative on 
behalf of the uninsured since 1994. 

High health care cost increases have caused more people to become uninsured. New Census Bureau data 
indicate that there are now 44 million Americans with no health coverage, an increase of one million from last 
year. This number is unacceptable for a prosperous nation with a strong economy. We believe the issue of access 
to health coverage for the uninsured 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 medical bills. 
Insurance coverage guarantees providers reimbursement for their services, and it helps contain costs by 
encouraging more appropriate use ofthe he.alth 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 0 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 Cp,.RE Act will provide 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 provide a $2,000 credit for 
the purchase of family coverage for those with AGI of up to $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 include the proposal as an important element in a tax bill this 
year. 

The initial estimates show that our proposal will provide coverage to 3.2 million Americans who are pre~ently 
uninsured and give needed financial relief to. another 5.5 million low-income Americans who are using their scarCe 
dollars to buy individual health insurance policies'. . . 

Realizing that insurance coverage is not the single answer for our nation's health access problems, we are also 
developing a second component to the Health CARE Act, which. will focus on improving 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 notcompletely solve the problem of the uninsured, nor will it remove the inequities 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 
millions of Americans purchase health insurance. The central component of this initiative is a refundable 
tax credit targeted to the largest portion of the uninsured. However, a .one-size fits aI/ 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 enrollment in public programs and supporting our safety net providers. 

I. Tax Credit 

A. IMPROVES EQUITY. The CARE. tax credit 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·CARE. 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 CARE. tax credit will complement--rather than dlsplace--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-sponsored coverage, cannot afford health coverage, or are not 
eligible for public programs like Medicaid and S-CHIP. The C.A.RE. 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 eligible for a $2,000 tax credit to use for the health 
care of their choice.' 	 . 

E. REFUNDABLE. ADVANCEABLE. The C.ARE. tax credit will be available to people even if 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. 

II. Purchasing PoWer . . 

The C.A.R.E. Act will include options to help individuals and their families to buy the health coverage of their 

choice, including existing employer plans, the individual market, or through purchasing pools. 


III. Improving Enrollment in Existing Federal Programs . 

Today there are approximately 5 million adults and 4.7 million children who are eligible for Medicaid 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 efficiency 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 increasing 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· 
Th"e Health Coverage, Access, Relief, and Equity Act 

. Questions & Answers 

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

The goals 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 uninsured, but it is 

certainly a big step forward. 


Q. Why did you choose the tax credit approach for achieving health 

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 legislation? 
This is a high priority for us and we will be looking for every opportunity to address the problems of access, equity, 
andthe 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 credit 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 Shield Association support this 

approach. We can provide you with a list of organizations and contacts. . 


Q. How many people would the tax credit help? 
The tax credit is targeted to a broad category of the uninsured. 

Approximately 27 milliqn 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 targeteCl 
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 life 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 pro!;lrams. 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 credit isa 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. 

• 	 Education (primarily school construc;tion) . 

• 	 Health 
1. Long term care 
2. Disabled worker credit 

• 	 Climate change initiatives 

Child care tax credits 
• 
Revitalize communities • 
• 	 New Markets 

• 	 Better America Bonds 

• Low income housing tax credit 
Tax Simplification • 
Pensions• 
Miscellaneous .• 
Total 

Last year's USA proposal cost $250 billion over ten years . • 

5-year lO-year 
2.4 8.0 

5.6 14.2 
0.7 1.7 
3.4 8.8 
6.4 14.3 

1.0 2.0 
0.6 2.8 
1.0 5.4 
0.6, 0.8 
1.4 2.9 

-.1.Q 
25.9 69.5 

~ 



How Big Should Tax Cut Be? 

Options 

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

• 	 Traditional offsets and could include some tobacco 

2. 	 Gross tax cut of $320 billion; net tax cut of $200 billion 

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

3. . 	 Gross tax cut of $370 billion; net tax cut of $250 billion 

.• 	 Traditional offsets plus last year's tobacco proposal (i.e., 55 cent excise tax) 
• 	 $50 billion higher gross tax cut than in the FY2000 Budget 

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

• 	 Traditional offsets and could include som,e tobacco 
• 	 $50 billion smaller gross tax cut than in the FY2000 Budget 

Issues 

• 	 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 in a way that makes sense. 

• 	 Some of your advisors would like a smaller tax cut to allow sorne 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?' 

1. 	 Should the tax cut be contingent on both Social Security and Medicare solvency? 

2. 	 Should the tax cut be conti,ngenton either Social Security of Medicare solvency? 

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

4. 	 Without a single large savings-oriented tax cut, is there a way of logically dividing an 
,unpaid tax cut from a paid for tax cut? 

5. 	 It is the feeling.of some of your advisors and Democratic Hill staff that USAs would be a 
more effective block to a large tax bill ne:<t year than proposing other new tax initiatives. 

http:feeling.of


December 10, 1999 

PROBLEMS AND ISSUES WITH A REFUNDABLE 

HEALTH INSURANCE TAX CREDIT 


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

Most uninsured people live in low- and moderate-income families. Research indicates 
that when the cost ofhealth 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 percentof 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 consequences. A credit could result in 
displacemenrof 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 risksjeopardizing 
some'ofthe progress states have made in covering children (and in spme cases parents) under 
Medicaid and CHIP. Using tax policy to further insurarice coverage would foster an 
intensification of the pieced-together 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 ofc.overage 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 memo 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? 

/ Ciose to two-thirds oft~e 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 poverty 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 faniilies. 



It is unlikely that a tax credit could be enacted with a subsidy sufficient to make insurance 
affordable for the vast major~ty of the uninsured - that is, to reduce the cost of coverag~ 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- arid 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 avail,able 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 ofthe 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 qr 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 
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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 
coverage under Medicaid and CHIP? 

Some proponents of tax credits believe displacement ofemployer:..subsidized insUrance 
could be limited if the availability ofa 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 market 
(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 into 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 insurruice 
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 ofother 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 
after 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. 
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Another issue is means-testing. If the credit is limited to families with iilcomes 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 difficult to administer. 

Features that Can Ameliorate the Problems 

Grafting a tax credit onto the already complex and complicated systems ofpaying 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. 

For 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 nnt 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 system 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 
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coverage for recipients of the credit. In addition, the specified plans c.ould 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 o,f the c·ountry and the 
promotion of nearly worthless insurance policies to unsuspecting low-income parents. 
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72 TAX 
SUBSIDIES 

Tax Subsidies For Health 
Insurance: Costs And 
Benefits 
Even the most effective tax S,ubsidies would cost almost $40 
billion a year and cover only 30 percent ofthe uninsured. 

by Jonathan Gruba Clnd Larry Levitt 

PROLOGUE: There is growing support across the political 
speetl"Ulll-fl'Om Rep. DickArmey (R..TIC) on the'right to Rep. 
Pete Stark (D-9A) on the left-fot' USing federal tax credits as 
a sensible way to expand healt:l1 i.:nsurance coverage. Tax 
credit;s would SUPP011: the voluntary purchase of private 
insurance. Howevel". a key question is how much 'broadened 
coverage the federal government could anticipate through this 
appJ.'oach. In this paperJonathan GIUber and Lany Levitt, 
using a new microsimulation model developed specifically for 
this purpose, assert that the ability of taX subsidies to greatly 
J.'educe the number ofuninsured persons remains uncertain and 
unproven. But they also Write that ifCongress decides to 
pursue the expansion of coverage through changes in tax 
policy, some approaches are d1s~t:ly better than others are 
from the standpOint of sound pubJic policy. 

Gruber is a professor of economics at the Massachusetts 
Institute ofTechnology and also directS the Program on 
Children at the National Bureau of Economic Research. During 
the 1997-1998 aeadem1c yeat he served as deputy assistant 
secretary for economic policy at the Treasury Departme~t. 
GIUber earned his doctorate in economics at Harvard 
Umvel'Sity. His particular research interestS include the 
e<;onomics'of employer ..provided health insurance. the 
efficiency of current systetnS that deliver health care to the 
indigent, and the economics ofsmoking.•Levitt directs the 
Changing Health Care Marketplace Project at the HenryJ. 
l<aiser Family Foundation. He Sel"Ved as a senior health policy 
adviser during development of the Clinton administration's 
health care reform proposal. ' 
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ABSTRACT: The continued rise iii the uninsured population has led to corisider­
\. '. " 

able interest in 1BX-baSed policies to raise the level of insurance coVerage. USing 

8 deWillild microsimulation model for evaluating these Policies,\ we find that 

while texsubsidies could significantly Increase.lnsurance coverafile. even very 

generous tax policies could not cover more than a . sizable minQrity of the 

uninsured population. Far example, a generous refundable credit that costs 


: $13 billion per ye1;lrwould reduce the ranks of the u'nlnSured by only four million 

persons. we also flnd that the efficiency of tax policies. in tennsofthe cost per 
newly insured. inevitably would fall as more of the uninsured were covered. ' ESPI:rE '~N .E~ONOl&IC BOoM that'has had only one int~­


ruptlOn In fifteen years and low levels of health' care cost 

increases. uninsutance rates in the United States continue 'to 


rise, Tws has motivated considerable; policy discUssion at both the 

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

that led the ClintOn administration to ,promote comprehensive 

h(!alth system reform. Thepoliey focus has now shifted to incre­

mental reforms, particularly to the idea of using the tax system to 

. subsidize indiViduals' purchase 'of insurance. Tws would proVide: 
financial benefits to llldiVidual coverage holders that are now en­
joyed only by the self,employed OJ: those withemployer,sponsored 
coverage. Also, tax subsidies fOJ: buying insurance would rely on the lNSURANCE 73 

private insurance system rather than on a govenun.ent..sponsored ,COVERAGE 

program that might,carry stigma ,for some people:. Finally. it can be 
seen as providing a tax cutratber than creating a more politically 

, controversial new spending program. 
Yet while thetax..equity argument is compe:Jling-especially 


given the: estimated $100 b~on in yearly federal tax subSidies for, 

the purchase of employer..sponsol:ed health coverage~tax stlbsi.. 

dies' ability to meaningfully reduce 'the number of uniDsured per' 

sons remains uncertain.and unproven. Moreover, the spectrum of 

tax..basedapproaches that has been propoSed is quite broad, rang' " 

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

able tax .credits that might COVel::. most or all o{ the cost of a typical 

health insurance policy., 


In this paper' we assess the potential i.rnplica.tions of a range of 

wc:..based approaches using a new riricrosirnulation model devel­

oped specifically for this purpose. We Wmine how various charac­

teristics of these proposals are likely to affecr the overall cost to the 

federal governinent. the number of uninsured persons who would' . 

gain coverage, which mcomegtoups would benefit from the sub~,.' 

dies, and 'how those who now have employer,spOIisored coverage 

would be affected. ',' , 


D 

• Background. Health insutaru::eis now supsidized through the 

tax code in four ways. FirSt. and. most importan:~y. employers' pay~ 

\ . 
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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 
expenditu~ on their income tax returns. Third, workers in £inns 
with a group health insurance plan that qualifies under Section 125 
of the Intemal Revenue Service (IRS) code can J;n.ake before'tax 
premium contributions. Finally, the self,employed can deduct from 
their income tax apornon of their insurance expenditures, cunencly 
60 percentbut rising to 100 percent by 2003. 

Persons who are not se!f,employed but who are not offered health 
ins'Utatlce 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 
nonsub5i~ed employee contributions. Using the model described 
below we calculate that roughly 16 percent of the noneldedy popu, 
lation is not eligible for a tax subSidy for health insurance at some 
point in time. 

• Methodology. In this paper we model a variety of approaches 
to expand tax subsidies, to consider their impact on health insur, 
ance coverage and costs. We use a derailed microsimulation xnodel, 
based on the February/March 1997 Cunent Population Survey 
(CPS) and augmented with data from a variety of sources on health 
insurance costs in the group and nongroup markets. The central 
feature of r:.his model is consideration of a wide var.i.ery of behavioral 
responses to taX subsidies, such as the extent to which. (1) the 
i.lni.nsw:ed would purchase insurance if it were subSidized; (2) those 
now holding nongroup insurance would take up the subSidy; (3) 
finns would drop group coverage or reduce their premium contxibu­
tions if nongroup coverage were subsidized; (4) those who hold 
group insurance' would switch to nongtOup insurance if it were 
subsidiz~ and (5) those whose employers raise contributions 
would drop their group insurance and become uninsured.' For this 
analysis we consider the follOwing types of poliCies. ' , , 

R.eju:n.dablGcax craiic for nongroup insurance. We fust consider the 
availability of a taX credit for the purchase of insurance thar:: covers 
insurance costs up to $1,000 for singles and $2,000 for families (the 
"base" policy). This credit covets about 43 percent of the premiums 
of a typical nongroup policy for an uninsured individual and about 
31 percent of the premiums fot a typical uninsured family: 1bis 
credit is refundable; that is, if the amount of the credit claimed 
exceeds the individual's tax liability. he Ot she can receive a refund 
for the difference. This is particularly important because 45 percent 
of the uninsured do not pay any taxes against which a su bsid y could 
be applied. We assume that the availability of this credit is income' 
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limited; the full amount of the credit is available only to joint filers 
with taxable incom.es of$75,000 or less, phasing out to zero credit at 
taxable incomes of $100,000; for single ftlel:s, the limits are $45,000 
and $60,000. respectively. It is a'Yailable only for non'employer.. 
sponsored insurance, so that it cannot beused toward the purchase 
of employer health insurance premiums, but it is available to all 
persons, even those whose employers offer health insurance. 

Nonrefundable crC'dit for ncmgroup insuralll:t. 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. 

DtXlul:tionfor nongroup insuranceexpcrtdirures. We next consider using 
instead of a tax credit an unl.imited 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 taxation. 

R.Gfundable crtXlit for nongroup insurance rtStril:[tXl to those,not offued 
insurance:. This policy Is identic:al to "the base policy but is restricted 
to those who are not offered nongroup insurance. This approach 
imposes Significant administrative and enforcement dilliculties but 
has the potential to target the tax subsidies more precisely to per" 
sons who otherwise would be un.i.nsured. INSURANCE 7S 

Refundable credit for any insurance expenditure. Finally, we consider a COVERAGE 

policy that is identical to the base policy but applies to. any individ~ 
ua,l insurance expenditure, not just to nongroup policy purchases. 
Thus, persons can use this credit against the cose of their share of 
employer..sponsored insurance premiums. 

Costs And Coverage Under The Base Policy 
• Aggregate Impacts. Using our microsimulation tp.odel 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 :in.su:rance 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 policy would be $13.3 billion per 

year (in1999 dollars). Almost 18.4 m.i1lion persons would take up the 

subsidy (8.2 percent of the total nonelderly population). of those 

taking it 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 inilllon would be previously covered by Medic:aid. On net, the" 

number of uninsured p~rsons would fall by slightly more than four 

rn:i.l.lion, the number of persons withnongroup msurance would rise 
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Nanlherof PClfGCIM of Netc:ost 
pel'SOllS (mIIUons) , categOll/ ~ltilorn;l 

Total cost (;PfL>
Total take-up of subsidy 	 :1A37 8.2%' 
, 	PrevloU!lly nongroup liI.eo !57.2 7.006 

Previously uninsured 13.1 ••655 
Previously em~nsun:d 3.2 3.824~!~ 	 -200 ' PrevIOU$IY Mecllcald 	 1.8 

EXHIBIT 3.. ,J 

Impact Of A Refundable Sj"OQO/$2,OOO Credit For Non"rDup Insurance, For All 
Eligible Persons ' 

Total change In populatJon &i.tc 
, No"grou~ 

Uninsured 
9.77 

-4.03 
as.O 
-9.5 

." 
-" 

Employer-ll\&ured 
Arm drOppell to nongroup 

-5.31 
-1.05 

-3.7 
0.0.7, 

-" 
-" 

Arm dropped tv ul'Ill'l$Ured 
5wlu:nea to nongrcup 
Uninsurlld due to decreased eontrltlLltlllll!l 

-0.12 
-3.64 
-o.!1 

-'()'1 
-2.5 
-0.4 

-".. 
-" 

Medicaid -0.36 -1.8 -' 

~ per newly Insurud 	 S$.296 

SOURCE: AutIIom' calculllllono. 

8 Nat ilP~lc.,bIc. 


, by 9.8 million; and the number of persons with eniployer-&ponsored,76 	 TAX 
SUBSIDIES . insurance would fall by'5.4 inillion. This latter change would be 

made up of 1.1 million persons whose firms stopped offering group 
insurance and who' moved to the nongroup market: 0.1 million per­
sons whose £inns stopped offering insurance and who became un.in~ 
sured; 3.0 million persons who switched from group to nongroup 
insurance:; an~ 0.6 million persons who became 1llii:J::iSured because 
their fi.rms raised the employee shue of insurance premiuIJ."!,s and 
who decided to drop coverage., , 

While the base polity Would lower the number pf uninsured 
, persons, it also would induce a shift from ei:nployer to nongroup 

coverage. Mo1;'eovet', almost hall of those taking up the subSidy would 
be pexsons wp,o were already purchasirig nongroup'irisu:r:ance. As a 
result, th~ net cost of the policy per newly inSured person would be 

, almost $3,300, which is substantial when compared with average 
, employer~.based insurance COSts of $I,860'per person in our sample 
and nongroup insurance costs of $2.100. That is, because of imper­
fect targedng, 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 cos,t 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 th6se with job-based insurance. Alt;hough 

, persons with employer insurance who dropped or switched insur~ 
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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 th~r'employer 
would no longer be paying for health insurance and could therefore 
afford higher wages. These higher wages would then be taxed. rals' 
ing new revenues and offsetting 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 fonn of higher wages (although not 
specifically to the switching employees), once again raising reve, 
nues. Revenues also would. rise because employers would react: to 

. this base policy to some extent by loWering their pretax contributions 
for health insurance and again raise wages to compensate for this. 

• Dlstrlbutlonallmpac:ts. Given the strong correlation between 
insurance status and income, it is important to consider not just the 
aggregate impacts of the base'policy subsidy, but its distributional 
implications as well. Exhibit 2 shows the distributional effects of 
the policy for different segments 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 ~osts attribm:able to the COVERAGE 

group; the subsidy take ..up in absolute arid percentage (relative to 
group size before the policy impact) terms; the change in the unin" 
sured in absolute and percentage tellOs; and the COSt per newly 
insured person (that is, total dollars spent: On that group relative to 
the reduction in the uninsured). 

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 

r:his group would gain coverage, which is about one'third of the 

total humber of uninsured who would gain coverage across all in, 


EXHIBIT 2 
Distributional Analysis Of Model Tax-5ubsldy.Pollcy 

p_at OvaraD Ctlange In Percent CGnpot 
laCODlu Net- ofOO$1S IUI)aIdy Percent unllllMlred CIIaIII:Oln nuWly 
!:IouI' nOllllngto tlk1HIli GIl_me \IIItIIln unlnaurad lnaur" 
(perQ8Dt (U999, Inaome Ingraup glOOp Ingame £roull Wlt/IID wtthln ~up 
Of FPLl mlldans) I!:oup (mllilollt) talk1n/Ul2 !mlDloll5l GIOUI! (~l 

'100'1(, $3,489 2G~ . 4.39 8.6% -1-27 -(j.S96 S 2,739 
1DO-200'l(, 4.01.2 SO.2 5.s1 1:1.6 . -1.64 -1.;1.1 2.447 
200-SQO'lI. 2,478 18,7 3.50 9.2 -0.71 -13.1 3,Q06 
SOQ-400% 1.466 1:1.0 \ 2.20 7.7 -0.24 -11.3 8.040 
'400% 1,840 13.9 2.97 4.8 -0.17 -5.3 10.95t1 

SOURCE: Au\hCr$' aalC1Jlationa. 
NOTE fPL 19 federal P<MIrtY II:IId ($17,474 rOt 8 family or tour). 
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come groups. Overall, this policy is more efficient for trus subgroup 
than for the full popuhttion. with a cost of $2,739 per newly insured 
person. This is prtmarily because there would be few persons with . 
nongroup insurance taking up the polley in this income range, rela~, 
Dve to the number of uninsured persons r::aking it up. 

Second, those with incomes between 100 percent and 200 per~ 
cent of poverty, a group that contains another 30 percent of the 
uninsuted,,would receive about 30 percent of the net spending from 
this policy, and about 1.6 million fewer persons in this group would 

,be: uninsured. 
Third. persons With incomes between 200 and 300 percent of, 

poverty woUld receive almOSt 20 percent of the net spending from 
the policy, but'the number of uninsured persons would fall by only 
0.7 million. As a result, spending would be less efficient for this 

group, with a cost pel' 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 50 

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 targeted to those with incomes below 200 percent of the poverty 
level.,and three-quarters would be targeted to those with incomes . 
below 300 percent of povet'ty. Bur:: the spending for those above 300 
percenr: 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 alternative strUctures have been proposed. We cannOt 
do justice in this Umited 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 tax policy change 
as the structure of a program is altered. 

• 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 benefits 
of this subsidy for the uninsured, more than 60 percent of whom 
have tax liabilities of less than $1,000 (and therefore can only par... 
tially benefit 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 credit (Exhibit 3). But me impact on the 
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E~HIBIT 3 
Alternative Policies For Tax Subsidization Of Health Insurance 

CNlnlloln caange 1ft Coat POtcont 
TotoII TImII Cllangaln lIongroup amployor IlOl' neWly of benefits 
tsKCHIp coat IInlnllltlHl IIIIU,M Insured lft!Ull'ed for· 200% 
SmllDontl !!!1I1lOI1'1 !mlllloll5! ~mUUolIII~ imlllJonel WlOllU"dt, FPL 

Bsse polley 18.37 $lS.2S5 -4.03 9.'1'1 -5.37 $3.296 56.4% 
_NOI\refuntlebie credit 

D!!ductlon 
1:1.10 
1U2 

6.978 
a71 

-1.82 
-().25 

5..95 
:1.59 

-4.0'1 
-1.33 

I 3.827 
3.544 

23.1­
2Ei.8 

Umlted to those not 
offered Insurance 10.03 6.153 --2.10 fJ.3tI -4.0'1' 2.927 68.8 

Credit fOl' alllnsur3/1ec 127.30 ' 62.17'r -12.43 3.41 9.60 5.003 3G.!5 

, $500/51.000 credit 

t,~~ t..S, ~ $2.000/$4.000 credit 

11.43 
32.27 

3838 

~!!J 
-1.71 
-7.72 

4.07 
22.24 

--2.14 
-13.95 

2,239 

t::,!915::J 

62.2 
49.2' 

, No liquidity eol\StralnlS 19.91 . 14.652 -5.46 1:1.36 -5.31 2.683 !59.S 
$2.000/$4.000 cap and 

no liquidity c;OI'I$b'aI~ts 37.11 44.345 -12.10 27.13 -13.93 3.665 54.9 

SOURCE:. AlJIhol'$' ealeulatlcn!L 

NCJE:: f'I'llS tooWIlCMln:Y Ioo1:l ($11.274 for e famlltoffour). 


. 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 with the refundable credit 
($3,296), largely because such a high share of the dollars would be 
going to the preViously nongroup- or employer-insured Moreover, 
the distributional consequences of this 'approach are much less at­
tractive. Only 23peocen,t of the spending thiough 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 significandy the question of whether net: 
tax refunds to low-income- families are hidden fOTIns of "welfare" 
payments. But the results here speak clearly: Refundability is criti.. 
cal for appropriate targeting of tax incentives to low-income per­
sons who are uninsured. 

• Using a deduction. Another ilternative that could l.in:!1t costs 
further is to use a tax deduction rather than a credit, but this ap­
proach has problems similar to those of nonrefundability in reaching 
the uninsured. Moreover, of the half of the 1lIli.nsured who do pay 
qrxes, 90 percent are in the 15 percent tax bracket. so a subsidy in 
the fonn of a deduction would be worth relatively little to them. 

In our microsimulation model we assume that an unlin:iited 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 poUcy (only $870 
million per year) would be dramatically lower than those of the. 
alternatives. But its impact on insuranc.e c.overage would be much 
more modest, with only 250,000 uninsured persons gaining cover-
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age. This is because there would be only a: modest' overall tak.e~up of 
this subsidy by the unlnSlJred to begin with (600,000 persons), and . 
much of this would then be offset by firms' dropping group coverage 
and reduced coverage because of fi.rm contribution reductions. Esti, 
mating with precision the change in the l?-umber of uninsured per J 

sons in the range around zero is difficult:. but it is clear that the . 
effects of :a deduct!.on on both costs and covera.ge would likely be 
minimal. At the same time, this policy would have much worSe 
distributional characteristics: less than 30 percent of the benefits 
would acCItle to persons with· incomes below 200 percent of the 
poverty line. 

Note that r:he cost that would arise from this policy would not be 
the result of take,up by the previously emplayer ..insured. The gov~ 
ernment would acrually ma.ke money on this population. because 
the government revenue from higher wages as a ...esult aCIions', 
dropping coverage and redudng contributions would outweigh the 
government's· cost of subsidy take ..up. Rather, the inefficiency 
would arise primarily from the fact that three..quarters of those who 
would take up this subsidy would already have nongroup insurance. 

• Umltlng the credit to those not offered coverage. One.way 
to bettel' target the subsidy may be to limit the refundable 
$1.000/$2,000 credit to those who are not eligible for employer, 
sponsored insurance. Thtte are of course d.i.Eficultadmirristtative 
issues associated with implementing and enforcing such a policy.l 
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 a device for better· targeting subSidy dollars to the currently 
uninsured. 

The total ~ost of this option is much lower than that of the base 
policy, only $6.2 billion per year, although the number of newly 
insUred persons would fall as well (to 2.1 million) (Exhibit 3). The 
efficiency of this alternative would be somewhat better than in the 
base case. at $2,930 per newly insured person. This increase in effi, 
dency 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. fi.rms> dropping group coverage would 
cause a much larger increase in the uninsured pool. We estimate 
that finns would drop 3.2 million persons from their insurance rolls, 
and G30~OOO ofthern would remain uninsured. 

This policy is somewhat moredistributionally attractive than the 
base policy, With more than two-thirds of the benefits :accruing to 
persons with incomes below 200 pacent of poverty. These modest 
distributional gains, however, must be balanced against the costS 
and di£Eiculr:y of enforcing this administtatively awkward restrie, 
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tion (which we have not accounted for in our estimates). 
• Expanding the subsidy 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 meir premi, 

urns, and all of these costs would now be paid by the g6vernment. 

On the other hand, the CPS reports that ahnost 40 petcent 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 yeat (Exhibit 3). On the other hand, the impact on the uninsured 
would be equally dnroaclc, with more thanU.4 million uninsured 
gaining coverage. Overall, however, this is the least efficient of the 
policies considered, with a COSt of more than $5,000 per newly 
insured person. 

Expanding the subsi9.y would have a very broad reach, with more INSURANCE· 81. 

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

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

This policy alternative is less distributionally attractive man a 

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

at the bottom of [he 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 more from its scale than 

from its stru~~. AE, 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 policy, which would provide 

higherlevels of coverage to the unillsured. . 


• 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 alternatives as well. 

Thus, we now consider first halving, then doubling, the generosity 

of this poliey. We find that smaller credits cover fewer people but do 

so in a more tatgeted way. For example, with a credit of $500 for 

singles and $1,000 fot families, we estimate that costs would be only 
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30 percent of those of the base case, but the reduction in the unin, 
sured would be almost hallas large. As a result. spending per newly 
insured person would be only $2,239, well below even avera.ge group 
costs per person. On the other hand, with a credit of $2,000 for 
singles and $4,000 for families, which would approximate the full 
cost of insurance for these populations, we estimate that costs 
would rise almost threefold. but the number of newly msured 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 target its spending more directly 
'[0 the poor, with more than ~O 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 bali of its 
dollars on those with incomes below 200 percent of poverty. This 

82 TAX 
worsening of the distributional impacts as generosity rises reflects SUIilSIDIES 
the dtamatic increase in take,up by both the (relatively high in~ 
come) nongroup~insured and the employer~insured 

Thus, there is a clear trade..off as the genex'osity of the tax credit is 
changed Modest credits cannot deliver a 'Very large c.h.ange in the 
uninsured population, but the newly insured persons who.are cov~ 
ered. tend to be thos.e With the lowest incomes. Very large tax credits 
can induce substantial changes in the uninsured population, but 
only at a veIysteep cost per newly insured person. 

• Easing liquidity constraints. Akey issue in implementing tax 
credits is· the mismatch between the flow of taX subsidies and the 
flow of insurance premium. payments. Low,income households that 
would like to uke adv~tage of tax credits during a given year, but 
that only receive their credit the ne.x.t spring, may face ).iquidity 
problems; If the goveIIllnent can find a. solution to this timing rois# 
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. l But our 
track record with die earned income tax credit (EITC) suggests 
caution in assuming that: this problem can easily be overcome: Al~ 
though persons can claim theiJ: EITC throughout the year, and pre­
sumably formany it would pc:: of ,some value to do so, more than 99 
percent of claimants receive the credit as a lump sum the next: Spring.4 
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We have assumed that liquidity constraints reduce take~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 Exhibit: 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 constraints) and would insure an addir 

tional 1.4 lnillion persons, Jor 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 liquidity 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 pel'Sons would rise to more than twelve million. 

Weighing The Pros And Cons 
Federal policymakers continue to look to tax policy as a: politically 
attractive vehicle for addressing the problems of the uninsured in 
the United States; so the implications of alternative approaches to 
tax subsidization must be carefully assessed. Although the effects of " 
any major ch~ge in health care financing cannot be estimated With INSURANCE 

perfect precision, simulation analyses using common assumptions COVERAGE 

are particularly useful for comparing the effects of alternative pro~ 
posals. Our approach in analYzing alternative 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 co study incremental health refonn.' " 

• Summary of findings. Several clear conclusions follow from 
our analysis. First, it is difficult 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 a.re many of the pro­
posals being considered by federal policymakers, and yet it still 
would subsidize less than halI of the eStimated cost of typical non~ 
group insurance. Although" it would decrease the number of unin­
sured persons by an estinl.ated 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 c~dit 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 credies would be much more expensive per uninsured 

person covered and would" cover fewer of the uninsured_ We also 

find that policies that can match the timing of taX subsidies with the 

timing of insurance payments could improve both the scope and the 
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"Most states allow insurers to exclude:: pe::ople who are in poor 
health, which could re::duce:: take--up rates." 

84 TAX 
SUBSIDIES 

efficiency of tax policy. 
Third, different 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 below 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 to 
people in that income group, and a ctedit 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 exa.inple. we estimate 
that the base~case policy would reduce the 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 
finns' insurance rolls or become uninsured because their employers 
increased the amount that employees must pay fat insurance. Poli~ 
cies that mitigate firmS' dropping coverage or employees' switching 
to nongroup insurance tend to cost more in total and also per newly 
covered person. . 

• Potential Impact of insurance market reforms. If there 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. Our analysis, in fact, assumes 
that policies 'in the individual market are universally available (at 
health risk-adjusted prices). While such Kguarmteed issue" in the 
individual market is reqmred in some st,ates, roost 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 l'aise costs for the most healthy persons and lower 
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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grea.cl.y improve the functioning oftms m.u.ket, in terms of both 
administrative efficiency and reduced adverse selection. Also. non~ 
group insura~ce plans might design policies targeted specifically to 
the available level of. the credit, further increasing take,up from 
what is modeled here (although take~upmight 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 immobility across jobs, 
or "job lock... 

A;
"h~OUGH TAX POUCY SHOWS PRO:MlSEasanieanso£.pro~ 

viding health insurance to some of the uninsured. covering 
. ubstantial numbers of uninsured persons will require very 
large ~ditures. both ov¢rall and per newly covered person. Even 
the most effective taX policy considered. here-a $2,000/$4,000 
credit accompanied by a solution to liquidity problems-would 
cost almost $40 billion pet year and COVet only 30 percent of the 
Uninsured. Thus, taX policy can likely be.most useful as one part of 
an overall strategy to address uninsurance in the United States, 

. . rather than as a solution in and of itself . 
.. ................... ;...................... .... ........ .............. ........................................ , INSURANCE 85 
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Mass.: MIT Press,1!l!)S). 83-120. 
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