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In the August 19th issue of this journal, Himmelstein and Woolhandler argue that the taxation of employer paid health insurance is regressive.  With the exception of one notable component – an expenditure that reaches a maximum, this is not possible when benefits are treated as exemptions from income and the income tax rate structure is progressive, defined as the tax rate increases with income level.  Similar to a cap on the income level for which the payroll tax funds social security, health insurance premiums diminish as a share of income and eventually level off while income continues to rise. 
From an equity perspective - the sole focus of the authors - one should also include the probability that families in each income category have employer arranged coverage.  Thus, to determine the effect on a family in a given income bracket, one needs to incorporate both the probability of being insured and the marginal tax rate.  The product of these two rates defines the effective tax expenditure rate; these rates for various family taxable income levels are displayed in Table 1.  The calculations clearly show that when both the percentage of families with coverage and the marginal income tax rate rise with income, the effective tax expenditures rate rises much more than proportionately with income.  The rise in this benefit rate moderates as income rises, but the rate clearly rises much more rapidly than income for those with income below $100,000.





Table 1
	Taxable Family Income
	Marginal Tax Rate (%)
	Employer Coverage (%)
	Effective Tax (%) Expenditure Rate

	15,000
	10
	13.8
	1.38

	35,000
	15
	33.3
	5.00

	60,000
	15
	51.5
	7.73

	85,000
	25
	58.5
	14.63

	150,000
	28
	61.8
	17.30

	250,000
	33
	61.8
	20.39

	500,000
	35
	61.8
	21.63


Of course, families with higher incomes have more comprehensive, and thus more expensive, health insurance which further skews the tax expenditure benefits.  Table 2 provides a characterization of the realized tax expenditure benefits for two different options 1) the same health benefit plan and 2) a benefit level that rises with income.






Table 2

	Taxable Income
	Tax Benefits - $10,000 Plan
	Benefits % of Taxable Income
	Assumed Family Insurance Plan
	Tax Benefits – Assumed Plan
	Benefits % of Taxable Income

	15,000
	$138
	0.92%
	$5,000
	$69
	0.46%

	35,000
	$500
	1.43%
	$7,000
	$350
	1.00%

	60,000
	$773
	1.29%
	$10,000
	$773
	1.29%

	85,000
	$1,463
	1.72%
	$10,000
	$1,463
	1.72%

	150,000
	$1,730
	1.15%
	$12,000
	$2,076
	1.38%

	250,000
	$2,039
	0.82%
	$15,000
	$3,059
	1.22%

	500,000
	$2,163
	0.43%
	$20,000
	$4,326
	0.87%


Based on the benefits rates shown in the last column of Table 1, a $10,000 health insurance plan would yield tax expenditures benefits of $138 to an average family with $15,000 of taxable income and benefits of $2,163 for an average family with $500,000 of taxable income. For the most part, benefits as a share of income rise up to the $85,000 level, a level beyond which employer participation levels off.  When the family insurance package rises with income – as prescribed in the 4th column of Table 2, the regressivity of the existing benefit becomes clear up to $85,000.
The taxable family income levels used in the two tables were chosen to reflect both the increasing rates of employer-based coverage and marginal tax rates.  Based on the above calculations, it would appear that removing the tax exemption for health insurance benefits would improve the equity in the benefit structure up to some amount of family income between $85,000 and $150,000.  A few more calculations would yield a more accurate estimate, but would not change the argument made here.  For incomes well in excess of $100,000, progressivity stops, but this result is solely based on the notion that even those who are well-off have a limit to how much they spend on health insurance.  Since the benefit does not continue to increase with income, the tax benefit rate under the current system would be lower for very high income families than for those at roughly twice median household income ($100,000).

Removal of the tax-exemption for health insurance benefits would not only improve the equity of the exemption, but it would also provide additional funds (estimated well in excess of $200 billion annually by Sheils 
and others) to fund programs such as subsidies to assist low income families in the purchase of insurance or reduced Federal deficits.  Finally, removal of the tax subsidy for insurance, especially at the comprehensive coverage end of the spectrum, would improve the efficiency of the health care delivery system.  The 1970s Rand national health insurance study and a number of other studies
 clearly document how increased health insurance benefits yield higher expenditures without necessarily improving health.
Himmelstein and Woolhandler’s claims of regressivity are largely based on ignoring the very small percentage of low income people who have employer-based coverage and the fact that very high income people’s use of the benefit differs relatively modestly from those with family incomes at twice the median family income level.  U.S. public policy has not been well served by this tax expenditure, and social welfare could be improved by its removal or replacement by a tax credit program that declines with income.
� Himmelstein, DU and Woolhandler, S. The Regressivity of Taxing Employer-Paid Health Insurance. Published August 19, 2009 at NEJM.org (10.1056/NEJMopv0907478).


� U.S. Census Bureau, 2005-2007 American Community Survey, accessed August 24, 2009 at http://factfinder.census.gov/


� Sheils, J. Ideas for Financing Health Reform: Revenue Measures that Also Reduce Health Spending. Statement for the Senate Finance Committee, May 12, 2009. 


� Manning, WG and Marquis, MS. Health insurance: The Tradeoff Between Risk Pooling and Moral Hazard. Journal of Health Economics, 1996:15: 609-639. 





