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Executive Summary

Despiteastrong economy over thelast
decade, therearestill millionsof work-
ing adultswho lack health insurance.
High costsand difficulty in gaining ac-
cessto carearetheprimary barriersto
insurance coverage both for workers
and for the unemployed. Many low-
incomeworkersarenot offered insur-
ance benefitsthrough their employers.
For them, the cost of private, non-group
insurance planscan be prohibitively ex-
pensive. High costs also force some
workersto declineemployer-sponsored
coverage becausethey cannot affordthe
employee share of thepremiums. The
unemployed facesimilar problems, and
for themfinding affordablehedthinsur-
ance coverage can beeven more diffi-
cult.

Providing tax creditsfor hedthin-
suranceisone approach that has been
proposed as ameans of reducing the
ranksof the uninsured. The Bush Ad-
minigtration, for example, hasproposed
arefundabletax credit for uninsuredin-
dividualsandfamilies. Buttax credits
cannot fully addressthe problemsof ac-

cessand affordability for thevast ma-
jority of the uninsured in the United
States.

The purpose of atax credit isto
lower the cost of healthinsurancepre-
miumssufficiently toalow morepeople
to buy coverage. Proponentsarguethat
ahedthinsurancetax credit would ex-
pand coverage by giving peoplemoney
—either afixed percentage of premium
costs or aflat dollar amount —to use
toward purchasingaplanintheprivate,
non-group market.

To beeffective, the credit must be
large enoughto allow thelow-income
uninsuredto afford coverageandtogive
privateinsurersanincentiveto provide
that coverage. Under current tax credit
proposals, however, healthinsurance
would till beout of reach for most ow-
income Americans. Many very poor
familieswould haveto spend morethan
haf of their annua incomeon hedlthin-
suranceto receive coverage under these
plans. Tax creditsalonewould also do
littletoimprove accessto coverage, be-

cause providing coverage to people
with health riskswill not be profitable
for insurersunlesspremiumsarevery
high or better methods of pooling risks
aredeveloped. Asaresult, insurance
providersmay still turn away someun-
insured because of ageor hedlth status,
evenif theapplicantscan afford to pay
somewhat higher-than-normal premi-
ums

A moreeffectiveway to guarantee
health coveragefor the poor would be
to extend coverage through existing
public programssuch asMedicaid and
SCHIP. Most proposalswould grant
free coverageto thevery poor and a-
low the near poor to buy into public
programsat reduced rates. The advan-
tage of these proposals is that they
wouldvirtudly eiminatethe problem of
hedlth insurance coveragefor the poor,
without spending public resourcesto
subsidizethosewho can dready afford
and gain accessto hedthinsurance. In
thelonger run, offering tax advantages
for hedlthinsurancefor higher-income
employeeswho are not covered by
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employer plansmay eveninduce some
employerstodrop their plans, raising
public costsfor healthinsurance even
further.

. Why Do More Than 38 Million
AmericansLack Health | nsurance?

In 2000, morethan 38 million Ameri-
cansdid not have health insurance at
any point during the entire year, and
many morelackedinsurancefor at least
part of theyear. Further, many of those
who did have someinsurance did not
have enough coverageto dlow themto
pay for al their health care needs.
These problems occurred in spite of
record levelsof employment, themost
commonsourceof hedthinsurance. As
the economy dowsand unemployment
increases, thenumber of uninsured will
continuetorise.

Most of those without insurance
areworking adultsunder the age of 65.
Morethan 75 percent of the uninsured
—some30million Americans—arebe-
tween theagesof 18 and 64. Most of
them are working poor. The over-
whelming majority (75.9 percent)
worked either full or part-time during
theyear, yet morethan half of thenon-
elderly uninsured have household in-
comesthat arelessthan 200 percent of
thefedera poverty level (FPL), which
in 2000 was about $17,500 for afam-
ily of four.

The Nonelderly Uninsured by
Poverty Level, 2000.

<100%

100-149%
150-199%

Source: JEC Democratic Staff analysis of
Congressional Research Service and U.S.

Census Bureau data.

Barriersto Coverage: Accessand
Affordability

Therearetwo primary barriersto cov-
eragefor thelow-income uninsured —
accessand affordability. Thecost of a
comprehensvehedthinsuranceplancan
beasignificant share of alow-income
family’smonthly budget. After paying
rent and buying food, many smply can-
not afford to pay insurance premiums.

Accessto coverageisalso aseri-
ous problem. Many people areunin-
sured becausethey do not meet the dli-
gibility requirementsfor group plansor
for public programssuch asMedicaid.
Thosewho have past or present health
problems may beunabletofind anin-
surer willing to cover theminaprivate,
non-group plan, and these plans often
excludeexistingmedica problemsand
arevery expensvewhenthey doexigt.

The problemsof affordability and
accessplaguedl threemarketsfor hedlth
insurance—empl oyer-sponsored group
insurance, public programs, and private
non-group plans.

Employer-sponsored group insur-
ance

Most Americanswith healthinsurance
arecovered by aplan offered by their
employer. However, many of theunin-
sured do not have access to an em-
ployer-based plan. The majority (80
percent) of those who areworking but
uninsured arenot offered or arenot dli-
giblefor an insurance plan at work.*
Smaller firms, which tend to employ
morelow-wageworkers, aemuchless
likely than largefirmsor thosewith a
higher proportion of high-wageemploy-
eesto offer health insurance benefits.
Evenif anemployer offersheath ben-
efits, many part-time and temporary
employeesarenct digibleto participate.
Whileemployer contributionsand tax
advantages make empl oyer-sponsored
plansgenerally more affordable than
non-group plans, the cost of the em-
ployee shareof the premiumsmay till
put insurance out of reach for low-in-
comeworkers. 1n 2001, workerspaid
an average monthly premium of $150
for afamily hedthinsuranceplan.? A
worker making minimum wagewould
earn $716 amonth after deducting so-
cid security payroll taxes; therefore, such
health insurance premiumswould cost
about 20 percent of the worker’s
monthly take-home pay.?
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Public coverage

Medicaid offersaninsurance safety net
for somevery low-incomefamilies, but
notall. Federal law established astrin-
gent set of digibility guiddlinesfor the
program. Very few adultswithout chil-
dren can qudify, regardiessof how poor
they may be. Morethan 80 percent of
uninsured adultswith incomes below
200 percent of poverty do not qualify
for Medicaid coverage* Many of these
adultsaredisabled, but eventheir poor
hedlth doesnot necessarily quaify them
for coverage. In most states, non-
workingindividuaswithachronicdis-
ability arenot digiblefor Medicaid un-
less their incomes are below 74 per-
cent of the poverty line (about $6,800
forasingleadult). A disabled adult be-
ing supported by a spouse or parent
makingtheminimumwage, for example,
would not qualify for Medicaid. The
disabled cannot get Medicare coverage
until they have been receiving Social
Security disability benefitsfor twoyears.
So while public insurance programs
have been very effectivein expanding
coverageto the e derly and poor chil-
dren, alarge portion of thelow-income
populationremansuninsured.

Private non-group insurance

Theonly avenueleft for peoplewithout
accessto employer-sponsored cover-
ageand who do not qualify for public
programsis private, non-group insur-
ance. But securing coverageinthepri-
vatemarketisvery difficult. Insurersin

most stateshavetheright to refuse cov-
eragebased onhedthriskandage. This
meansthat peoplewho havehad aheart
attack or who suffer from chronichedth
problemsmay not beabletofindanin-
surer willing to cover them. One-third
of insurance applicationsfrom people
withmildto severehedth problemsare
rejected.® Even those who are ac-
cepted may not be able to get insur-
ancethat coverstheir pre-existing hedth
problems.

Evenif someoneisableto get cov-
erage, the cost of aplan with adequate
benefitscan be prohibitive. Insurersin
most Satescan chargehigher premiums
based on aperson’sage or health sta-
tus. Thehigh costsput thistypeof in-
surance out of reach for many people.
Inthe group market, on the other hand,
insurers can pool their risk and keep
premiumslower. Low-cost insurance
plansdo exist, but thebenefitsarevery
limited —somedo not even cover basic
maternity care—and thedeductiblescan
be ashigh as $5,000 per year.

A Growingand Persistent Problem

Asunemployment continuestoriseand
health care costsincrease, the number
of uninsured peopleisexpected to grow
in 2002. More than 60 percent of
Americansget their coveragethrough
an employer-sponsored plan. When
people lose their jobs, they are at
greater risk of becoming uninsured.
One egtimate suggeststhat the number

of peoplewithout hedthinsurancecould
increaseby 2.4 millionthisyear.’

What is COBRA?
The Consolidated Budget
Reconciliation Act of
1985 (COBRA) requires
employers with 20 or
more employees to offer
the option of continuing
group health insurance
coverage if an employeeis
fired, has his or her hours
reduced, retires, dies, or
gets divorced or separated.
Workers who are fired or
have their hours reduced
can continue coverage for
18 months, otherwise they
can carry it for 36 months.
Employers do not pay any
share of the premiums.
The individual must pay
the full cost of the health
insurance premium as
well as a 2 percent
administrative fee.

The Consolidated Budget Recon-
ciliation Act of 1985 (COBRA) (see
box) alowsmany peoplewho havein-
surance coveragethrough their jobsto
continueit after they arelaid off. The
vast mgority of laid-off workerseither
cannot or choose not to take advan-
tage of thisopportunity, however. Over
40 percent of workersand their adult
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dependents, often thosein thelower-
incomebrackets, fall tomeet COBRA's
eligibility standards. Small firms, for
example, arenot obligated to offer CO-
BRA coveragetoworkers. High costs
prohibit many of theremaining 50to 60
percent of unemployed workersfrom
participating. Under COBRA, employ-
eesmust shoulder the entire burden of
the premium costsplusan additiona 2
percent administrativefee.

Theincreaseinthecost of health
insurancefor theindividua losing ajob
can be substantial because, on average,
employerspay amost three-quartersof
thecost of thehedthinsurancethey pro-
videasafringebenefit for their employ-
ees? Few continueto pay ashare of
hedlth insurance premiumswhenwork-
ersbecomeunemployed, however. In
2001, theaveragemonthly premium (in-
cluding both employee and employer
shares) for an employer-sponsored plan
was $221 for anindividual and $588
for afamily®. Thismeansthat average
workerswithfamily coveragewould see
their shareof premiumsrisefrom $150
amonth when they were employed to
$588 amonth when they were unem-
ployed and usng COBRA.

Even thoseworkerswho areem-
ployed may find healthinsurancemore
difficult to getintough economictimes.
Asthejob market getstighter, employ-
ershavelessincentiveto offer hedlth

insurance benefitsto lure new employ-
ees. They may stop offering insurance
or shift agreater share of the premium
cost to employees.

II. Can a Health Insurance Tax
Credit Help theUninsured?

Tax creditshave been proposed asone
option to help reducetheranksof the
uninsured. A hedlthinsurancetax credit
would give people money — either a
fixed percentage of premium costsor a
flat dollar amount —to usetoward the
purchase of aheadth insuranceplanin
theprivate, non-group market. (Some
proposalswould also allow the credit
to be used toward COBRA coverage
or theemployee share of premiumsin
an employer-sponsored plan.) Refund-
ablecreditswoulddlow any digiblein-
dividual to get the credit, evenif heor
she does not have any incometax li-
ability.

Proponentsarguethat hedthinsur-
ancetax credits can help expand cov-
erage by giving peopletheresourcesto
purchase coverage and allowing them
the freedom to choose among the op-
tionsinthe private market. However,
tax creditsarean inefficientand rela-
tively high cost tool to expand health
insurance coverage, particularly for
low-income people. Tax creditsdo not
addresssome of thefundamental prob-
lemswith access and affordability of
coverageintheprivate, non-group mar-
ket.

What isa Tax Credit?
A tax credit is usad to reduce
an individud's tax liahility.
The recipient generdly must
complete an income tax return
to get the credit. If the credit is
refundable, amounts in excess
of a worker's tax liahility are
pad to theworker. Asopposd
to a tax deduction, which
reduces an individud’s taxeble
income, thevaue of atax credit
is the same for everyone ad
does not incresse for those in
higher tax brackets

Affordability of I nsurancewith Tax
Credits

The tax credits proposed to date are
too small —relativeto the cost of pre-
miumsin the private, non-group mar-
ket —to alow many of thelow-income
uninsured to buy adequate coverage.
Evenwith the additional funds, insur-
ancepremiumscan beaggnificant share
of incomefor poor individuasand fami-
lies. For someyoung and hedlthy indi-
viduadswho canfind inexpensive cov-
eragefairly easily, atax credit could
make coverage more affordable. But
premiumsfor non-group coveragecan
be sgnificantly moreexpensvefor and
lesshedlthy people.
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Timing of paymentsisalsoacru-
cid part of makinginsuranceaffordable.
Peopl e need the money on amonthly
basisto pay their premiums. Tax cred-
its are typically paid out as annual,
[ump-sum payments.

e Healthinsurancepremiums
can beasignificant shareof
income for poor families,
even with the added funds
from atax credit. Very poor
families—evenwith the benefit
of atax credit —would likely
haveto spend half or more of
their annual incomeinorder to
purchase a health insurance
plan. According to the Em-
ployer Health Benefits Survey
2001, the cost of anemployer-
provided family planwasabout
$7,000 in 2001. The
Adminigration’stax credit pro-
posal would givea$1,000 per
adult and $500 per childfor a
maximum of $3,000for afam-
ily. Itisimportant to note that
theseedtimatesarebased onthe
cost of premiums for group
policiesoffered throughanem-
ployer. A non-group plan that
included the sametype of ben-
efitscould betwice asexpen-
sive and would consume an
evengreater shareof family in-
come.

Cog of Group Health Insurance As a Per centage of Family | ncome

Credit =$1,000 per adult, $500 per child

With a$2,000 tax credit With a$3,000 tax credit
one adult, two children two adults, two children
Family Income Per centage of Family Income Per centage of | ncome
(2001%) Income (2001%)
$7,100 70% $9,000 45%
gpproximetdy 50% of poverty goproximetdy
50% of poverty
$14,300 35% $18,000 22%
gpproximetdy at poverty level goproximetdy at
poverty leve
$21,400 23% $25,000 16%
goproximetdy 150% of poverty goproximetdy
140% of poverty
Source: JEC Democratic Saff caculations.
A tax credit would dolittletoward plan based onaperson’shedth

making insurance affordablefor these
individudsandfamilies. Andternative
approach that would do moreto make
insurance affordable would beto cap
the cost of premiums paid by poor
people. For example, federa law caps
the cost of premiumsfor low-income
familiesenrolledinthe State Children’'s
Health Insurance Program (SCHIP) to
5 percent of family income. Thisap-
proachwould helptotarget federd sub-
gdiesfor hedthinsurancetoward those
who need them most.

e Premiumsinthenon-group
market are generally more
expensivethan comparable
employer-provided or public
insuranceplans. Insurerscan
and do increasethe cost of a

datus. Inonestudy, amost half
of al accepted applicationshad
premiums above the standard
rate because of apre-existing
health problem. The added
costsarenot just for peoplein
very poor hedth. Common af-
flictionssuch ashay fever and
sports-related kneeinjuriescan
dsorasethepriceof insurance
in the non-group market.°
Premiums & so increase with
age. Insome cases, ahealthy
55 year-old can be charged
twiceasmuchasa25 year-old
for the same type of cover-

wel 11
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Recent Tax Credit Proposals

Examples of recent health insurance tax credit proposals include:

Inits FY 2003 budget, the Bush Administration has proposed a refundable
income tax credit for the purchase of health insurance in the private, non-
group market for people under age 65.

e The maximum value of the credit would be $1,000 per individual,
$500 per child, maximum credit would be $3,000 for afamily.

e The credit would be targeted to low-income people. It would begin
to phase out for individuals without dependents with an adjusted
grossincome (AGI) of $15,000 and for families with two or more
children and an AGI of $25,000.

e Starting in July 2003, recipients could receive the credits in advance.

e Eligibility for the credit would be based on the prior year’ sincome.

e ThelRSwould not seek to reconcile advance payments with actual
earned income at the end of the year.

e The credit could not be used to pay premiums for employer-
sponsored or public health insurance plans.

e Starting in 2004, states could allow certain individuals to use the
credit to purchase private insurance through a state-sponsored
purchasing pool.

The economic stimulus package passed by the House of Representativesin
December 2001 included atemporary, refundable health insurance tax credit
for unemployed workers that would pay up to 60 percent of health insurance
premiums for a plan under COBRA or one purchased in the private, non-
group market.

e Only workerswho were laid off after March 15, 2001 and eligible for
unemployment compensation or are certified by a state as eligible for
benefits but are beyond their benefit year or have exhausted their
maximum benefit levels. would be eligible for the credit.

e Thereisnoincome eligibility requirement.

e The credit would only be available for 12 months.

e Eligibleindividuals would file for a health insurance credit eligibility
certificate as part of the process for applying for unemployment
compensation. Individuals would pay 40 percent of their premium to
their insurance company, and the federal government would directly
reimburse the provider for the balance.
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Peopleneed themoney on a
monthly basis. Insurance
paymentsaredueevery month,
but most tax creditsaresingle,
lump-sum payments. Without
amonthly flow of funds, hedth
insurancewill not beaffordable
for many low-income house-
holds. To best help low-in-
comehouseholdsthat facetight
monthly cash congraints, finan-
cial assstancefor hedthinsur-
ance needs to be spread
throughout theyear. Thecur-
rent tax systemisnot structured
to meet thisdemand. Changes
would have to be made—new
procedures, new tax laws, new
tax forms—to an already com-
plicated tax codein order to get
thehealth insurancetax credit
fundsout onamonthly bas's.

Theavailability of low-cost
plansislimited and theben-
efitsarepoor. Giventhehigh
cost of comprehensiveinsur-
ance plans, oneoption for the
uninsured would beto purchase
aplan equal to the size of the
tax credit. Whiletherearesome
low-cost insurance plans
($1,000 0r lessannua premium
foranindividud) availableinthe
private, non-group market, re-
cent surveyssuggest that these
plansarenot abundant, they are
not dwaysavailablenationwide
and they aregenerally poorin
qudlity of coverage.

A sudy by FamiliesUSA found
that six of twenty-five states
surveyed did not have any
$1,000 plans available for a
healthy 25 year-old woman.
Eighteen states did not have
$1,000 plansfor ahealthy 55
year-old woman. Becausein-
surance coveragefor families
and peoplein less-than-good
healthismore expensive, itis
likely that peopleinthosecir-
cumstances will have even
fewer options. And evenwhen
low-cost insurance plans are
available, thereisno guarantee
that insurance providers will

approve specific applicantsfor
coverage.

Thelow-cost plansthat do ex-
is havelimited coverageandare
of littleuseto thelow-income
uninsured. Almost noexisting
insuranceplanswithannud pre-
miumsof $1,000 or lesscover
maternity careand many do not
cover emergency care, menta
health servicesor prescription
drugs. The deductibles are
very high—often ranging from
$500 to $15,000 for afamily
plan. After the deductibleis
met, many plansasohaveaco-
insurancefeetha wouldrequire
theinsured to pay acertain per-
centage of the costs of any
medical services they used.
Some argue that deductibles,
co-insurancefeesand co-pay-
mentshelplimitthe* mora haz-

Page 7

ard” problemin health insur-
anceby creatinganincentivefor
people to limit unnecessary
treatment. However, the ex-
tremely high cost of some
deductibles and coinsurance
rates can put health care com-
pletely out of reach for many
low-income people.

Supportersof tax credits sug-
gestthat familiescould set aside
fundsintax-advantagedflexible
savings accounts (FSAs) to
cover the cost of deductibles.
Whilethismay beagood op-
tion for some peoplewith ac-
cessto an FSA and sufficient
disposableincome, it would not
help most of the low-income
uninsured. First, workerscan
only access an FSA through
their employer. Part-time
workersand workersin small
firmsarelesslikely to haveor
be eligible for an employer-
sponsored FSA. Second,
workersmust have sufficient
disposableincometo contrib-
ute to the account. Low-in-
comeworkersontight budgets
would belesslikely tobeable
to afford regular contributions.
They would also get lessof a
tax break ontheir savingsthan
higher-incomeworkers. Even
if FSAsaremodifiedto allow
workersto rollover contribu-
tions from year to year (cur-
rently, aworker must forfeit any
unused fundsat the end of the
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year), it could still takealong for the credit is based on prior-year _
timefor alow-incomeworker earnings, ashasbeen suggested, people Crowding Out

toaccumulaesufficient fundsto
make a $5,000 or higher de-
ductibleaffordable.

Insurance companieshavelittle
incentiveto offer low-cost in-
surance plansbecausethey are
not likely to bevery profitable.
The market for these plansis
limited becausetheir coverage
ispoor and most peoplewith-
out known health problems
would get little benefit from
them, soinsurersdo not havea
largepool over whichto spread
therrisks. If asgnificant num-
ber of people with low-cost
plansincur high medica costs,
theinsurerscouldlose money.

Accessto | nsurancewith Tax
Credits

Money isnot theonly barrier to cover-
agefor theuninsured. Thereisnoguar-
antee of coverageinthe private, non-
group insurance market. Insurersin
most states have the right to deny or
limit coverage based on ageand hedlth
condition”> Evenwith fundsfromatax
credit, someof the uninsured may sm-
ply not be ableto find aprivateinsur-
ancefirmwillingto offer them adequate
coverage. A tax credit doesnothingto
addressthisproblem.

The problem of access also ex-
tendstothetax credititsdlf. If digibility

inneed of health insurance assistance
thisyear may not qualify for thecredit.

e Morethan athird of appli-
cationsfor non-group cover -
age may be denied due to
mild or serious health con-
ditions, accordingtoarecent
study.®® Further, morethan 60
percent of the accepted appli-
cationsimposed somekind of
restriction based on pre-exist-
ing hedlth conditions. Evenmi-
nor problems can cause diffi-
culties. Inonecase, somein-
surance carriers rejected a
womanwith hay fever andmore
than 80 percent of her accep-
tances camewith coverage ex-
clusons. A coverageexclusion
meansthat theinsurance plan
will not cover costsrelating to
aspecificillnessor apart of the
body. So while money isan
important part of the equation
for expanding health insurance
coverage, itwill not help people
who areeffectively shut out of
the market asaresult of their
ageor hedth status.

Ininitial descriptionsof itstax
credit palicy, theAdminigration
suggeststhat theuninsured
could get accessto insurance
through state-sponsored insur-
ance purchasing and high-risk
pools. However, intheir cur-
form, high-risk poolswould not

If the government offers atax credit
for health insurance, there is a risk
that some people will drop their
employer-sponsored coverage in
order to collect the money and
purchase a private plan. This is
called crowding out. Thisraisesthe
possibility  that, over time,
employerswill be lesslikely to offer
insurance so that their employees
can take advantage of the tax credit.
Without the option of affordable,
group insurance that mandates
coverage, more people may become
uninsured.

be much better than the private
market. Not all stateshavea
high-risk pool, and those that
do havethemusudly limitthe
number of enrollees. Only
about 110,000 peoplenation
wideareinsured through these
pools. Whilepeople may be
ableto get an offer of cover-
age, thepremiumsareof

ten very high—an average of
$3,083for anindividud planin
1999 —and the deductiblesand
coinsuranceratesareaso high.
Inaddition, many poolshavea
sx totwelvemonthwaiting pe
riod beforean applicant can get
coverage.t
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People who need financial
assistancethemost may not
be able to access the tax
credit. Most recent tax credit
proposal s have addressed the
problem of eligibility for very
low-income individuals by
meakingthecreditsrefundable—
alowing peopleto get the credit
evenif they havenotax liability
fromwhichtodeductit. Most
tax creditscan only beused to
offset taxesowed, but arefund-
able credit can be paid
directlyto people evenif they
do not have taxableincomes.
However, even refundable
creditsarenot generally avail-
ableuntil tax returnsarefiled,
which maybe ayear or more
aftera worker has become
uninsured. Thiswoulddolittle
to help those who need health
care coverage now.

Sometax credit proposals
would dedl withthisproblemby
payinginsurancesubsidiesto
thosewithlow incomesassoon
asthey becomeunemployed
or loseinsurance, without re-
quiringreconciliationat theend
of theyear. Thismeansthat
people could get the credit
without having to go back &t the
end of theyear and verify that
theirincomesfor theyear asa
wholeremained below thedli-
gibility guiddines. Havingtodo

sowouldbeamagjor adminis
trative headacheand could
expose someworkersto
large, unexpected tax liabili-
ties. But suchasystemhas
great potential to beabused if
noincomeverificationisever
required.

Toallow the credit to be pre-
pai d—without requiring those
whoturnoutto beindigibleto
pay it back —proposalsgener
aly basedigibility ontheprior
year'searnings. Thismeans
that peoplewho losetheir job
or suffer asignificant financia
setback thisyear would likely
not beableto clamthecreditif
they had good incomesl|ast
year. Atthesametime, those
who have good incomes now
but did not last year could
qualify for thecredit based on
last year’stax return.

[11. Implementation Problemswith
aHealth Insurance Tax Credit

Thereareinherent problemsinusingthe
tax system to get money to the people
who need it themost, when they needit
themost. Thetax systemisbased onan
annud accounting of incomeand annua
paymentsof refundsand credits. But
anindividual’sincome and expenses,
particularly for low-incomehouseholds,
canvary greatly onamonthly basis. In
order for ahealth insurancetax credit
to be effective, people need to get the

money every monthto pay their premi-
ums. Making ahealth insurance tax
credit “ advanceable’ —ddivering sub-
sidieson amonthly basis—poses seri-
oushurdlesto effectiveimplementation.

MakingtheTax Credit
Advanceable

Current tax credit proposasdo not fully
addressall aspectsof the processthey
would use to advance money on a
monthly basis. Most tax credit propos-
alsacknowledgethe need to makethe
credit advanceable so that people will
have the money on a monthly basis.
However, thereisnot an existing pro-
cessby whichto do thisand most pro-
posalsoffer only alimited description
of how they will implement their idea.
For example, the Bush Administration
proposes that the credit would be
paiddirectly to hedthinsurance provid-
ers. Individuaswould pay their monthly
share of the premium and, using atax
credit identification number, providers
would be directly reimbursed by the
Treasury Department.

I mplementation Questions

What process would be used to de-
termine income?

Asnoted above, thereare problemsin
using the prior year’sincometo deter-
minedigibility for atax credit because
some peoplewho need themoney now
may not qualify if they had good earn-
ingslastyear. If theincometax return
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isused to determineincomedigibility
for thetax credit, it would create two
problems. First, peoplewho were not
required tofileanincometax return last
year, but otherwisewould bedigiblefor
thetax credit, would not be ableto get
it. Second, peoplewould need to ap-
ply for thetax credit throughout theyear
—notjustin April whenthey filetheir
return.

What process would be used to dis-
tribute checks on a monthly basis?

If atax credit wereto bepaid directly
to theinsurance provider, it raisesthe
guestion of how thegovernment would
determinewhat constitutesan eligible
provider. In order to guard against
fraud, aprocesswould haveto be de-
veloped to make sure that insurance
providers are legitimate. Thiscould
certainly delay the processof implemen-
tation.

What incentive would health insur-
ance providers have to participate?

Itisunclear whether health insurance
providerswould have sufficient incen-
tiveto participate. Whilethey would
get new business under this scenario,
they would haveto weigh that benefit
against the costs of devotingtimeand
resources to accounting for a new
streamof funds. If thegovernment does
not issuethe monthly premium checks
inatimely manner, theinsurance com-
pany could beforced to carry the cost

of unpaid premiums. Inaddition, insur-
erswould haveto beheld harmlessfor
any fraudulent use of healthinsurance
tax numbersby individuas.

Advancing the Tax Credit through
Payroll Deductions

Another option for getting the money
into peopl€ shandsonamonthly basis
istolower thewithholdingintheir pay-
checks. Thiswould requirethe coop-
eration of employers. Almost dl of the
peoplewhowould bedamingthiscredit
would beworking infirmsthat did not
offer hedthinsurance. Itisunlikely that
these employerswould want to takeon
the added burden of paperwork and
adjusting withholding. Of course, indi-
viduals who do not work would not
beable to claim the credit with this
method.

The Earned Income Tax Credit
(EITC) offersan example. Datashow
that amost al recipientsopt totakethe
credit asalump-sum payment as part
of their tax return. Asfew asone per-
cent of recipientsopt to submit the nec-
essary paperwork totheir employerin
order to receivethe credit throughout
theyear intheir paycheck. Economic
theory would suggest that low-income
individuasontight budgetswould pre-
fer toreceivethemoney over thecourse
of theyear to help meet basic expenses.
Whilethereisno evidence about why
most EITC recipientsopt for thelump
sum, it raisesthe possibility that the

added paperwork burden and the in-
volvement of employersmay discour-
age some people.

Accessto State-Sponsored Pools

Asnoted earlier, theAdministration has
recommended state-sponsored pur-
chasing and high-risk poolsasoneav-
enuefor theuninsured to get accessto
coverage. Thisraisessomeimplemen-
tation questions:

How will the federal government
encourage the formation of state-
sponsored pools?

Only 29 states currently have high-risk
insurance poolsand many of theselimit
thenumber of peoplewhocanjoin. Ac-
cording to arecent report by The Com-
monweelth Fund, dl of theexigting high-
risk pools operate at afinancial loss.
Whilesomelimited fundsare contrib-
uted by insurance companies, state bud-
getsareleft to make up the bulk of the
shortfal. Theinitia descriptionsof the
Adminigtration’stax credit proposa do
not include any funding or reimburse-
ments to states to encourage them to
establish or expand astate-purchasing
pool. Assatesfacetighter budget con-
straints, many stateswill not havethe
necessary resourcesto cover thepools.
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How will the government pool risk?

Uninsuredindividuaswill likely turnto
state-sponsored purchasing pool safter
they have been rglected by insurersin
theprivatemarket. Thismeansthat the
vast majority of peopleinthesepools
will have past or present health prob-
lemsthat makethem apoor risk inthe
eyesof theinsuranceprovider. Thein-
surance coverage optionsavailableto
suchahigh-risk pool will belimited and
carry high premiums.

V. Conclusion

Despite dramatic increasesin wealth
and prosperity during the 1990's, the
lack of healthinsurance—particularly
among low-incomeindividuals—re-
mains a persistent problem. While
health insurance tax creditsmay help
somehedlthy peoplewith goodincomes
to buy coverage, millionsof Americans
will not be hel ped by thisapproach.

Tax creditsdo littleto addressthe
fundamenta reasonswhy so many low-
income people are not ableto get ad-
equate healthinsuranceinthiscountry.
Thesizeof proposed tax creditswould
not make healthinsurancemoreafford-
ablefor many of theuninsured. Premi-
umsfor adequate hedthinsurancewould
consumeasignificant share of income
for poor households — even with the
boost from atax credit. Low-costin-
surance plansarenot widely available
andther benefitsarequitelimited. And
tax creditsdo nothing to addressthe

serious problem of accessto insurance
coverage. Even with the necessary
funds, many of the uninsured could be
turned awayfrom insurance providers
because of their age or health status.

Expanding public insurance pro-
gramsavoidssomeof theinherent prob-
lemswithtax credits. Most current pro-
posa swould grant coveragefreetothe
very poor and allow the near poor to
buy into public programs at reduced
rates. Expanding apublic programto
everyonebelow acertainincomelevd,
regardless of age and health status,
would have a dramatic effect on the
ability of thelow-incomeuninsured to
accesscoverage. Theclear advantage
of these proposalsisthat they would
virtualy diminatethe problem of hedlth
insurance coveragefor thevery poor.

In order to solve the persistent
problem of theuninsured, the nationwill
need to makeasignificant investment.
Over thelong-term, the cost of having
millionsof peoplewithout healthinsur-
ance and thuswithout accessto basic
carewill put pressure on public health
services and reduce earnings among
peoplewho can least afford it.

For further ass stance, plesse contact
JEC Economist Kathleen HtzGerdd

a 202-226-4065 or

<Kathleen FtzGerd d@ jecl.house.gov>

Endnotes

1 Workers Without Health Insurance:
Who Are They and How Can Policy
Reach Them? Bowen Garrett, Len M.
Nichols and Emily K. Greenman. The
Urban Institute for the W.K. Kellogg
Foundation.

2 Employer Health Benefits 2001 An-
nual Survey. The Kaiser Family Foun-
dation and Health Research and Educa-
tional Trust, September 2001.

3 Calculations by the Joint Economic
Committee Democratic Staff. Assump-
tions: minimum wage of $5.15 per hour,
35 hour work week, 4.3 work weeks per
month and 7.65% social security tax.
4“The Health Care Safety Net: Millions
of Low-Income People Left Uninsured.”
FamiliesUSA, July 2001.

> How Accessible is Individual Health
Insurance for Consumers in Less-
Than-Perfect Health? Karen Poallitz,
Richard Sorian and Kathy Thomas. The
Henry J. Kaiser Family Foundation, June
2001.

& “Current Population Reports. Health
Insurance Coverage: 2000, Robert J.
Mills, U.S. Census Bureau, September
2001.

"*Rising Unemployment and the Unin-
sured,” December 2001, Kaiser Family
Foundation. Analysisby Jonathan Gruber
suggeststhat for every percentage point
increase in the unemployment rate the
number of uninsured peopleincreasesby
860,000. This estimate assumes unem-
ployment risesto 6.8%.

8 Employer Health Benefits Annual
Survey 2001.  1n 2001, employers paid
73% on average for a family health in-
surance plan.
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Tax Credits for the Uninsured. Fami-
liesUSA Foundation, September 2001.
2 Fifteen states require insurersto guar-
antee coveragefor all participantsin non-
group plans. However, half of these
states only require insurers to offer a
basic plan. Even with a guarantee of
coverage, insurersinamost al statescan
charge higher premiums based on health
status and age.
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