
A series examining proposals that could move private
insurance in the wrong direction

STOPSTOPSTOPSTOPSTOP   Bad Ideas

Too Little, Too Late:
Why a $1,000 Tax Credit Won’t Help the Uninsured

Currently, a record-high 45.8 million Americans lack health insurance coverage1—an
increase of more than 4.5 million people since 2001.2  As the ranks of the uninsured
grow, policy makers are pursuing a wide range of options for helping the uninsured.

Who Are the Uninsured?

Contrary to popular belief, most people
without insurance come from hard-
working families. In fact, about 80 percent
of the uninsured are in families where at
least one member works full- or part-
time.* Unfortunately, despite their high
rate of employment, most of the unin-
sured work in low-wage jobs that not
only fail to offer employer-based health
insurance, but they also pay too little to
cover the price of even the cheapest and
least comprehensive private market poli-
cies. After paying for basic necessities like
housing, utilities, and food, the average

family of four living in poverty has only
$215 a year left over for everything else,
including health care. With such tight
budgets, it’s unfortunate but understand-
able that 60 percent of people living be-
low poverty don’t have any kind of health
insurance.**

* Families USA, One in Three: Non-Elderly Americans
without Health Insurance, 2002-2003 (Washington:
Families USA, June 2004).

** Families USA, Cost-Sharing in Medicaid: It’s Not
about “Skin in the Game”—It’s about Lives on the Line
(Washington: Families USA, September 2005).

The President’s Proposal: A Tax Credit
Every year since 2001, President Bush has proposed a $1,000 tax credit to help uninsured,
low-income people purchase health insurance in the individual market (the President’s tax
credit cannot be used to help pay the cost of employer-based coverage).3 The Administra-
tion claims that the tax credit proposal will make health coverage affordable for the unin-
sured and thus will reduce the number of Americans without health insurance, but the
evidence refutes these claims.
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Tax Credit Justified by Questionable Studies
When the tax credit was first introduced, the President’s Council of Economic Advisers
made two key claims about its likely impact.

First, they asserted that, in most cases, the tax credit would cover half the cost of a
standard policy sold in the individual market.4 But this assertion rested on a faulty
study conducted by a private company that sells individual market health insurance
online.5 This study determined the cost of a standard policy by averaging premiums
for people who actually purchased policies; it did not include premiums for those
who were rejected for coverage or who were unable to buy because they couldn’t af-
ford the policy. The most that can be concluded from their methodology is that the
$1,000 tax credit would have subsidized half the cost of premiums for the healthiest,
most insurable people—those who were able to purchase coverage without benefit of
a tax credit. The true, average cost of a standard policy for the uninsured would be
much higher and, thus, a $1,000 tax credit would cover much less than half the cost.

Second, the Council of Economic Advisers claimed that the tax credit would signifi-
cantly expand health insurance coverage, enabling about four-fifths of the currently
uninsured (85 percent) to purchase policies.6 This claim also withers under scrutiny.
An August 2005 report by the nonpartisan Congressional Budget Office (CBO)
directly contradicts the Council of Economic Advisers. The CBO found that a subsidy
of 50 percent of the premium cost (a much more generous subsidy than that proposed
by the President) would increase uninsured workers’ participation rate in the individual
market by a mere 3.5 percent.7 The President’s tax subsidy, which is significantly
lower, would obviously have a much smaller impact on participation rates.

Furthermore, the assertion that the President’s tax credit would enable up to 85
percent of the uninsured to purchase policies is drawn from a report that did not
cover the President’s proposal. Instead, this report surveyed a range of tax credit
subsidy proposals that could be used to purchase employer-based coverage and
that were not limited to the flawed individual market. In fact, the authors of that
report strongly recommend that any tax credit be available for both individual
and employer-based coverage. 8

Tax Credit Tied to Flawed Individual Market
Insurance premiums in the individual market are likely to be much higher than
premiums in the employer-based market. Families USA has found, for example,
that a healthy, non-smoking, 55-year-old woman can expect to pay $5,780 a year for
a policy (if she can even find a company that will sell her a plan).9 Yet the President’s
tax credit cannot be used to help pay the cost of more affordable employer-based
insurance when such coverage is available.
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The insurance market for individual policies discriminates against older and
sicker workers—those who are most likely to need insurance. In almost every
state, the individual insurance market allows insurance companies to charge
older and sicker people much higher premiums and to exclude coverage for
many critical benefits. Worse, insurance companies are allowed to prevent indi-
viduals from purchasing individual coverage, either by setting premium prices
so high that they are unaffordable or by refusing outright to sell a policy to a
particular individual.

Unless a tax credit is coupled with stringent reform of the individual insurance
market, many of those who are in greatest need of coverage will be unable to
find a suitable policy—with or without a tax credit.

Tax Credits Don’t Make Insurance Affordable
The majority of the uninsured have low incomes: One-third of the uninsured
earn less than $25,000 a year, and another one-third earn between $25,000 and
$50,000 a year.10

In the employer-based insurance market, the average policy for an individual in-
creased in price by 52 percent from 2000 to 2004 (from $2,424 to $3,695 annually),11

compared to a 9.7 percent general inflation rate for all consumer goods over the
same period.12 Since 2000, the price of health insurance premiums has increased five
times faster than the rate of inflation. Despite this inflation, the President has not
proposed an increase in his $1,000 tax credit. Over time, spiraling health insurance
costs will make the $1,000 tax credit increasingly inadequate.

The President’s Council of Economic Advisors points out that the tax credit is intended
to help low-income people purchase “ . . . (plans) which are not ‘first dollar’ plans but
which . . . have per person deductibles of $1,000 for individuals and $2,000 per
family . . . “13—hardly affordable deductibles for the very low-income individuals
and families who are eligible for the President’s full tax credit.14

Conclusion
Clearly, the President’s proposed tax credit would be of little, if any, help to our nation’s
45.8 million uninsured. It isn’t big enough to cover the cost of health insurance, and it forces
people to buy coverage in the individual market, which penalizes people for being old or
sick. For working families living in poverty who have almost no money to spend after they
pay for basic necessities like housing and food, the tax credit is not a solution—it is a sad
smoke and mirrors act that keeps the nation from examining more feasible strategies that
might help the uninsured gain health security.
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