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Introduction

Over the past several years, hundreds of regional mul-
tisector partnerships have formed across the country 
to improve population health. These partnerships rec-
ognize that the health and well-being of the residents 
in their regions are produced by a variety of conditions 
and determinants—including housing, education, the 
environment, and the economy—and that clinical 
health care is but one of these. The partnerships also 
recognize that if they fail to widen their focus toward 
improving population health, chronic conditions and 
health care costs will continue to rise, and deep health 
inequities will remain [1,2]. While successful strategies 
are emerging, professionals working on population 
health remain challenged by the lack of sustainable 
fi nancing for eff ective interventions. Most multisec-
tor partnerships operate on shoestring budgets and 
overwhelmingly rely on grants for their funding [3]. 
Changing these conditions to an environment of more 
reliable funding would make a critical diff erence in en-
abling the partnerships’ progress.

There are many more substantial and sustainable 
funding sources to which multisector partnerships 
might turn, including direct government funding, but 
these sources are not easy to access. Nonetheless, 
the stakes are high in the work of improving popula-
tion health, and those involved must examine ways 
to secure sustainable funding. This discussion paper 
explores one such possibility: tax credits. Tax credits 
are a type of tax expenditure or tax break. Through tax 
credits, taxpayers share the cost of purchasing or pro-
ducing a good or service with those in private markets, 
with the intent of stimulating the markets for that good 
or service. 

This paper reports the outcomes of research explor-
ing the potential of tax credits as both a sustainable 
fi nancing source for population health and a sound 
investment for taxpayers. First, it establishes that tax 
expenditures are commonly used in policy, totaling tril-
lions of dollars annually in the United States. Next, it 
suggests certain population health interventions that 
are suitable candidates for a tax credit. Design is criti-
cal to the eff ectiveness of any tax credit, so this paper 
reviews the design elements of various types of tax 
credits to see how they might be applied to a popula-
tion health tax credit. Based upon this exploration, the 
paper concludes by providing two potential prototypes 
for state population health tax credits, to illustrate how 
states might begin to put this idea into practice.

This paper does not provide a comparative analysis 
of various fi nancing options. It does not discuss the en-
tire tax policy landscape or compare and contrast the 
merits and drawbacks of direct government spending 
versus tax credits.

A Brief Overview of Tax Expenditure Policy

Tax policy is two-sided, much like an old-fashioned vi-
nyl record. Side A concerns the imposition of taxes—
who should pay and how much—and plays out amid 
hot public debate and attention. Side B concerns tax 
expenditures, commonly known as tax breaks, and 
typically receives much less attention. It might come as 
a surprise that the growth of federal tax expenditures 
has exceeded that of federal discretionary spend-
ing over the last 40 years [4]. Tax expenditures were 
claimed on 169 million federal tax returns in 2016, 
netting out at around $1.5 trillion, roughly the same 
amount as total discretionary spending in the federal 
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budget (see Figure 1).
The simplest way to think of tax expenditures is as 

a set of gigantic rebate programs. Some of the rebate 
programs are straightforward and simple, while others 
require a great deal of paperwork, accounting, and le-
gal counsel. Some programs off er rebates to corpora-
tions, some to individuals, and some to both. The “ex-
penditure” of tax breaks comes in the form of reduced 
revenue to the US Treasury (or other taxing entity).

The federal tax code has allowances for approxi-
mately 170 tax expenditures across sectors as diverse 
as national defense, agriculture, housing, energy, 
natural resources, international aff airs, health care, 
transportation, community development, education, 
income security, and more. State tax structures often 
mirror the federal structure, allowing the same deduc-
tions, exclusions, and credits. In addition, states and lo-

calities operate their own tax programs, especially re-
lating to business incentives, such as enterprise zones 
(where tax expenditures are off ered to encourage 
business investment and job creation in impoverished 
areas) and fi lm production credits. State and local busi-
ness incentives available in 2015 totaled an estimated 
$45 billion [5].

Unlike government appropriations—which pay di-
rectly for goods and services (one major type of ap-
propriation is a government transfer: money sent to 
individuals, other units of government, or entities that 
then use the money to make purchases in the private 
market)—tax expenditures are intended to incentivize 
the supply or demand for goods and services in the 
private market. Through the “rebate,” tax expenditures 
reduce the cost of producing or consuming a good or 
service, thereby encouraging more supply or demand.

Figure 1 | Revenues, Tax Expenditures, and Selected Components of Spending, 2017
SOURCE: Shakin, J., “Tax expenditures, March 2017,” Congressional Budget Offi  ce, https://www.cbo.gov/publica-
tion/52493 (accessed July 25, 2018). 



Exploring the Potential of Tax Credits for Funding Population Health

NAM.edu/Perspectives Page 3

Two Premises for Making Eff ective Tax 
Expenditure Policy

There are numerous types of tax expenditures. The 
three most common types are tax deductions (e.g., 
certain expenses, such as charitable giving, reduce tax-
able income), exclusions (e.g., sources of income, such 
as social security income, are not counted in taxable 
income), and tax credits (e.g., a dollar-for-dollar reduc-
tion in tax liability, such as the child care tax credit). 
Of the three, tax credits typically provide a larger and 
more predictable fi nancial incentive because they re-
duce a taxpayer’s liability on a dollar-for dollar basis (a 
$100 credit reduces taxes by $100). Compare this, for 
example, to a $100 deduction, which reduces taxable 
income by $100. So to a taxpayer paying a 15 percent 
marginal tax rate, the deduction is worth only $15. 

Despite the ubiquitous use of tax breaks, the authors 
of this paper discovered that very few are specifi cally 
aimed at improving population health. Why couldn’t 
there be more broadscale tax credits for interventions 
shown to improve population health? What would it 
take to create an eff ective population health tax credit?

This paper is based on two premises about how tax 
expenditure policy ought to be approached. First, tax 
expenditures represent an investment by taxpayers. 
Taxpayers should expect positive returns to public 
welfare; if not, why grant tax breaks? These tax breaks 
must be held to produce positive public returns. How-
ever, this premise is not held unilaterally.

The US Government Accountability Offi  ce reported 
in 2016 that federal agencies named only 11 tax expen-
ditures as contributing to their mission or goals [6]. In 
its review of the $45 billion in state and local business 
incentives, the W. E. UpJohn Institute for Employment 
Research reported, “Incentives do not have a large cor-
relation with a state’s current or past unemployment 
or income levels, or with future economic growth” [5].

Second, the eff ectiveness of a tax expenditure pro-
gram is largely contingent on how it is structured. Many 
tax expenditure programs suff er from weak design, 
including inattention to the structure and strength of 
underlying markets, vague goals, imprecise criteria 
for claiming the tax break, and lack of accountability 
mechanisms.

Population Health: A Good Candidate for Tax 
Credits

A Portfolio of Interventions

What would a population health tax credit fund? Pop-
ulation health is not a good or service itself, but an 
outcome from an array of interventions designed to 
improve health. One might think of investments in pop-
ulation health as a portfolio of interventions designed 
to improve the health and well-being of the community 
at large, much like employer wellness programs pay 
for an array of services to improve employee health. 

Population health is a good candidate for tax cred-
its for two reasons. First, it is a “merit good,” and thus 
society at large stands to gain from additional invest-
ment in population health. Population health interven-
tions have the following attributes of a merit good: 1) 
the benefi ts or returns accrue over time, so they are 
undervalued when making consumption decisions; 2) 
benefi ts or returns are captured by numerous entities 
in addition to the buyer; and 3) low-income individu-
als are not able to aff ord the full market price, which 
means they will underconsume. In short, merit goods 
are undervalued by the consumer, leading to too little 
supply. 

Second, there are numerous evidence-based inter-
ventions that potentially off er taxpayers and private 
investors enough fi nancial and/or social returns that 
certain markets may be activated to produce improved 
population health. 

Currently, population health interventions, as a 
set of desirable goods and services, reside in a state 
of market failure: the private market is “incomplete,” 
producing too few of these goods and services. An in-
complete market is one where not all of the necessary 
conditions for market formation exist. In the case of 
incomplete markets, total supply is insuffi  cient to meet 
the needs of consumers.

Positive Return on Population Health Investment

A wide body of evidence attests to the fact that popu-
lation health spending falls short of socially optimal 
levels. While it may not be possible to specify exact-
ly where the optimal level lies, various studies have 
shown positive return on investment (ROI) when just 
$10 to $400 per capita is spent. For a frame of refer-
ence, the US health care system’s per capita spending 
on health care was $10,348 in 2016, with administra-
tive costs alone estimated at around $800 per capita. 
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Employer wellness programs average about $700 a 
year, per employee [7,8].

At the intervention level, numerous population 
health investments have been demonstrated to have 
positive ROI for taxpayers and society at large. For ex-
ample, the Washington State Institute for Public Pol-
icy (WSIPP) conducted meta-analyses of hundreds of 
social and health interventions to estimate expected 
yields from any given intervention in order to iden-
tify the best candidates for investment. This robust, 
evidence-based database catalogs costs, benefi ts, re-
cipients of benefi ts (e.g., taxpayers, individuals, or oth-
ers), sector to which the benefi ts accrue (e.g., educa-
tion, health, employment), and time frame over which 
the benefi ts materialize [9]. Interventions with proven 
eff ectiveness can be found in numerous sectors and 
include mental health treatment for adults and chil-
dren, promotion of maternal health, substance abuse 
prevention and treatment, lead abatement, child wel-
fare improvement, K-12 education, healthy eating and 
weight loss programs, and criminal justice programs.

Consider, for example, an opioid addiction treat-
ment program that costs $350 per person (the ex-
ample draws on WSIPP data) . In two years, it returns 
$2,700 in fi nancial gains and the equivalent of $5,300 
in social gains per person treated. This looks like a very 
attractive investment on its face because the benefi ts 

far outweigh the costs, and the returns are realized in a 
very short time. But a major reason these investments 
are not already being made is that the fi nancial gains 
are split across many parties. Taxpayers save $350 in 
health care costs and health plans save an additional 
$350 in health care costs. Neither receives enough gain 
to be willing to bear the full program cost of $350—
each would only break even after two years.

A population health tax credit would create a fi nan-
cial incentive for the potential investors. Suppose a tax 
credit rebated half the cost to the health plans; the 
cost of the program is split 50-50 between taxpayers 
and health plans. The net cost to each is $175, but they 
each receive $350 in fi nancial gain. The incentive to in-
vest is now greatly enhanced. Meanwhile, many other 
sectors would have also benefi ted for zero investment 
cost.

A state interested in the use of tax credits for popula-
tion health has two options. The fi rst is to create a new 
tax credit. The immediate eff ect of a new tax credit is 
to reduce revenues to the treasury, making it more dif-
fi cult to balance the state budget (which is required of 
all states except Vermont) and/or reducing revenue 
available for direct appropriations [10]. A second op-
tion is to repurpose an existing tax credit and apply it 
to population health. The fi rst case is similar to a stock 
market investor adding money to stock market hold-

Figure 2 | Hypothetical Portfolio of High-Impact Population Health Investments
SOURCE: Reprinted with permission from ReThink Health
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ings and choosing less discretionary income (at least 
for the time being). The second is like rebalancing a 
stock portfolio, thinning underperforming stocks and 
adding new, more promising opportunities. In the fi rst 
case, the investor seeks positive returns above some 
threshold. In the second case, the investor seeks high-
er returns than the current portfolio is yielding. The 
second way off ers states the opportunity to improve 
their investment returns over time, with no added 
costs to their budgets.

Methodology

The authors of this paper sought to explore how tax 
credits could stimulate sizable and sustainable fi nanc-
ing for population health and, if so, under what condi-
tions. Tax credits are numerous, and of many diff erent 
types and intended objectives, so the application of tax 
credits to population health is not immediately clear. 
To make the exploration more manageable, we fi rst 
sorted tax credits into classes according to the manner 
by which they operate to increase the supply of and 
demand for goods and services. Four classes emerged 
that are relevant to this paper’s analysis: 

1. Demand credits, such as solar energy tax cred-
its, operate similarly to consumer rebates. 
They reduce the price of a good or service for 
consumers, thereby stimulating demand. 

2. Supply (or production) credits subsidize the 
cost of producing a good or service, such as 
in the case of cellulosic ethanol (biofuels from 
plant fi bers) tax credits.

3. Investable tax credits are a form of production 
credit in which claimants deduct a percentage 
of investment costs from their tax liability. In-
vestable tax credits often create a marketable 
fi nancial asset in the process, because these 
tax credits are transferrable. The most promi-
nent example is the Low-Income Housing Tax 
Credit (LIHTC).

4. Charitable tax credits are a lesser-known form 
of credit off ered by some states to stimulate 
an increase in charitable giving. It is similar to 
the well-known deduction for charitable giving. 
However, the charitable tax credit is a more fi -
nancially powerful tax credit form, because it 
off ers the donor a credit back on a portion of 
the donation in an amount greater than the de-
duction. For example, a $100 donation made 
with a 30 percent tax credit enables the donor 
to deduct the full $100 from federal taxes while 

recovering $30 of the donation through the 
tax credit. Examples include the Iowa commu-
nity foundation tax credits and the Arizona tax 
credit for anti-poverty programs.

A fi fth type of credit has the primary purpose of pro-
viding income support. An example is the Earned In-
come Tax Credit (EITC), which is the largest single tax 
credit in terms of dollars [11]. This class of tax credit 
was not considered within this paper because it can-
not be used as a direct fi nancing source for population 
health interventions, although one could clearly make 
the case (based on growing evidence) that income sup-
port, and EITC specifi cally, helps improve population 
health [12,13].

To better understand how tax credits could be-
come a source of fi nancing for population health on 
a broader scale, the authors of this paper then exam-
ined the literature for each of the four classes of tax 
credits. In addition to focusing on evaluative research, 
we reviewed specifi c tax credits from each class to gain 
insights. Our research also uncovered some emerging 
examples of tax credits created to support population 
health. Table 1 briefl y outlines the current examples, 
including the emerging population health examples, 
for each class. This paper goes on to discuss the fi nd-
ings related to the structure and design of each class 
of credit.

Important Considerations in Designing a 
Population Health Tax Credit

The authors’ review of literature suggested that nu-
merous design features are important when creating 
a tax credit for population health. This section is hardly 
exhaustive, but it highlights some of the more salient 
questions for the policy maker’s consideration. 

Some key questions to consider: 
• Source of funds: Who is the taxpayer?
• Market conditions: Are there markets that can 

be stimulated to produce population health?
• Price sensitivity: What is the optimal size of 

the tax credit?
• Distributional impacts: Is there a gap be-

tween who claims the tax credit and who actu-
ally benefi ts from the proceeds? 

• Accountability: How do taxpayers know that 
the tax credit is achieving its aims? 

• Simplicity: What is required to administer the 
tax credit?  
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Source of Funds: Who is the Taxpayer?

Although it seems obvious, it is still worth stating: tax 
credits have value only for those who pay taxes. Many 
population health interventions are rooted in the pub-
lic and nonprofi t sectors, but neither public sector nor 
nonprofi t providers pay income or property taxes. 
Thus, the fi rst task is to identify entities that would 
benefi t from reduced taxes and that have an interest 
in population health outcomes.

Market Conditions: Are There Markets That Can Be 
Stimulated to Promote Population Health?

A tax credit is a tool designed to shift markets and le-
verage private sector capital. Tax credits will be inef-
fective when market conditions are insuffi  cient to sup-
port investment or are not aligned with the purpose of 
the credit. For example, the federal cellulosic ethanol 
credit failed to produce energy at the targeted levels 
in part because manufacturing capacity was too im-
mature to take advantage of the incentive [12,15]. Job 
creation credits in state-level enterprise zones have of-
ten failed to materialize as intended because the jobs 
being created did not match the skill sets of residents 
in the zones [16,17,18].

On the other hand, by spurring demand, the 2006 

federal Solar Tax Credit has expanded the market for 
solar energy. The emerging solar industry required 
volume sales to reduce production costs so that solar 
could be off ered at a price attractive to consumers. The 
tax credit provides temporary price reductions (of 30 
percent) to achieve that volume. The number of so-
lar installations has increased by 1,600 percent since 
2006, the cost of installation has decreased more than 
70 percent, and the solar job market has boomed [19]. 
The solar industry employs over 260,000 people and 
employment has grown by 123 percent since 2010 
[20]. Grid parity or better is expected for solar by 2020 
(meaning solar will be cheaper than fossil fuels), sug-
gesting that the market can remain successful beyond 
the tax credit, which will sunset by 2021 for residential 
solar and continue at 10 percent beyond 2022 for cor-
porations [21]. 

Likewise, the LIHTC has been widely lauded for cre-
ating a market for aff ordable housing. Since its incep-
tion in 1986, the LIHTC has provided over 3 million af-
fordable housing units. It has become “the single most 
important form of federal assistance to preserve and 
expand the supply of aff ordable rental housing for 
low-income households” and has done so with bipar-
tisan congressional support [22]. In addition to provid-

Current Examples of the Tax Credit Some Emerging Examples for 
Population Health

Demand

• Solar Investment Tax Credit (federal; 
individual and corporate)

• Health Premium Tax Credit (federal; 
individual)

• Canada’s health behavior tax credit 
(federal; individual)

Production

• Enterprise zones (state; corporate)
• Cellulosic ethanol (federal; 

corporate)

• Health Enterprise Zones (MD, PA, NJ) 
(state; individual and corporate)

• New York farm credit (state; 
corporate)

Investor

• Low-Income Housing Tax Credit     
(federal; corporate)

• New Markets Tax Credit (federal; 
corporate)

• Mid-State Health used a $3.4 million 
New Markets Tax Credit to fund 
the building of a community health 
center in rural Plymouth, NH (federal; 
corporate)

Charitable 
Giving

• State credits such as the Arizona 
credit for donations to anti-poverty 
agencies (individual and corporate)

• New Hampshire credit for opioid 
program coordination (state; 
corporate)

Table 1 | Four Classes of Tax Credits That Could be a Financing Source for Population Health
SOURCE: Reprinted with permission from ReThink Health
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ing aff ordable housing, the program has created jobs. 
According to the National Association of Home Build-
ers, in a typical year, LIHTC development supports ap-
proximately 95,700 jobs; $3.5 billion in federal, state, 
and local taxes; and $9.1 billion in wages and business 
income [23].

With these examples in mind, the authors of this pa-
per explored two possible markets that could be stimu-
lated to spur investment in population health interven-
tions.

Stimulating Private Sector Demand for Population Health 
Interventions

Health care insurers and self-insured employers have 
huge fi nancial interests in population health, because 
eff ective population health investments reduce health 
care costs and improve productivity. For-profi t health 
plans fully insure 62 million Americans (total enroll-
ment includes 122 million Americans). An estimated 
100 million Americans are covered by self-funded em-
ployer plans [24]. At an average of $10,348 in health 
care spending per capita, this “market” covers 162 
million Americans and totals $1.7 trillion. A modest 
tax credit of half of 1 percent ($50 per covered life), 
for example, would yield roughly $80 billion annually 
(depending on the size of the tax credit, much greater 
investment might occur) for population health invest-
ments. Judging whether this a good investment can be 
complicated, but this idea can be compared to those 
already in existence. For example, the primary preven-
tion vehicle currently used by employers is the employ-
ee wellness program. These programs are off ered by 
nearly 80 percent of employers, at an average cost of 
nearly $700 per employee annually, even though the 
ROI of many such programs is questionable [25].  

Even though investments in population health inter-
ventions could reduce health care costs and improve 
productivity, current investment by insurers and self-
insured employers is limited (notwithstanding sizable 
investments in employee wellness programs) for im-
portant reasons that could well be addressed by the 
tools of tax policy: 

• One important factor limiting current invest-
ment is the length of the return horizon. Corpo-
rations of all types are under intense pressure 
to produce fi nancial results in the short run. Fi-
nancial returns from investments in population 
health interventions can take anywhere from a 
year (e.g., prenatal care for Medicaid mothers), 
to a few years (e.g., improving adherence to 

medication for those suff ering from hyperten-
sion or diabetes), to decades (e.g., preventing 
tobacco use among children and adolescents). 

• A second factor limiting current investment is 
that private health plans experience consider-
able enrollment churn (patients enrolled today 
may not be enrolled tomorrow). In the com-
mercial insurance market, patient turnover has 
been estimated at about 15 percent per year 
[26,27]. Churn is exceptionally high in the Med-
icaid market—as high as 50 percent per year. 
The instability in their patient bases leaves 
some insurers reluctant to invest in popula-
tion health measures because, if patients leave, 
they fear they will not capture their expected 
ROI.

• A third factor limiting current investment is 
the widespread distribution of benefi ts, of-
ten called “the wrong pocket problem.” Many 
population health interventions create posi-
tive returns, but these returns are often spread 
across numerous sectors and benefi ciaries. In 
the case of lead paint hazard control, for ex-
ample, benefi ts far outstrip costs, accruing in 
the form of health care savings, reduced crime, 
lower special education costs, higher lifetime 
earnings, and higher tax revenues [28]. Costs 
are typically born by a single payer, however, 
and the subset of benefi ts that accrue to that 
payer may not fully compensate those costs.

While these limitations are certainly signifi cant, they 
could be greatly mitigated by lowering the cost of in-
vesting in population health interventions through a 
tax credit that is large enough and extends over a long 
enough period to overcome these challenges. In lower-
ing the cost of investing, the risk burden can be dra-
matically shifted.

Stimulating Investment Capital for Population Health 
through Charitable Donations

Individuals and businesses that are charitably contrib-
uting to their communities provide a potential supply 
of investment funding for population health. Charita-
ble giving totaled $358 billion in 2014, including $258 
billion in donations by individuals and $18 billion by 
corporations [29]. Since 1968, growth of charitable giv-
ing in the United States has been roughly twice that of 
the S&P 500 [30].

Many states already off er charitable tax credit pro-
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grams for specifi c organizations and/or purposes to 
stimulate donations (see Table 2). The largest of the 
state programs provided credits for donations that 
raised $20 million in Arizona for specifi ed anti-poverty 
organizations, $40 million in Michigan for homeless 
shelters and food banks, and $24 million per year in 
Iowa for community foundations [31]. Colorado’s tax 
credit for donations to child care providers has raised 
an average $12.6 million in donations in each of the 
past eight years [32]. 

Charitable tax credits have the potential to jump-
start or expand a donor base for population health in-
terventions. However, like any new or underdeveloped 
market, the donor base must be cultivated to give over 
a period of time, in a range of conditions, and in mean-
ingful amounts. Research suggests that charitable giv-
ing can be spurred through tax credits, although giv-
ing is also sensitive to a variety of factors, such as the 
health of the economy, the sector being donated to, 
the income of the giver, whether the donation can be 
structured as a match, and other features of the state 
tax code [30].

Price Sensitivity: What Is the Optimal Size of the 
Tax Credit?

Another key consideration in developing any tax credit 
is its optimal size. The Solar Tax Credit, for example, 
seems to have successfully matured the market for 
solar energy with a 30 percent tax credit—that is, con-
sumers receive a rebate equal to 30 percent of the cost 
of the solar installations. Price sensitivity—the degree 
to which the price aff ects consumer or production be-
haviors—is a function of the underlying markets. Yet, 
how to arrive at the optimal size of the tax credit bears 
special attention. If the tax credit is too large, it wastes 
money by investing more than necessary or by paying 
for activity that would have occurred anyway. If it is too 
small, it will fail to stimulate the desired investment.

The charitable tax credit provides a good case in 
point. If a tax credit were off ered to stimulate popu-
lation health donations, the goal would be to ensure 
that the amount of giving will increase. A poor outcome 
would be paying for donations that already occur and/

or shifting the donation from one sector to another 
without increasing the overall level of giving. Survey 
research suggests that people give for reasons other 
than the tax break and the importance of the fi nancial 
benefi t is not the primary motive. But the tax subsidy 
does seem to matter: while the results were mixed, a 
review of the literature found that charitable giving is 
sensitive to the size of the incentive, especially among 
higher-income individuals [33]. Other research has 
found that charitable donations are infl uenced signifi -
cantly by tax incentives [34]. 

As shown in the summary of selected charitable tax 
credits (Table 2), the size of the credit (“the price”) varies 
from 15 percent in Nebraska to 100 percent in Arizona, 
meaning that Nebraskans could claim $15 of credit for 
every $100 of giving, and Arizonans could claim the full 
amount of their donation (subject to caps of $400 per 
individual). One evaluation study estimated that the 
Arizona tax credit did little to increase overall giving, 
while Iowa’s charitable giving credit of 25 percent, with 
a more generous cap of $300,000, increased donations 
by 125 percent for both individuals and corporations. 
Even though Iowa’s tax credit is much smaller than 
Arizona’s, the generous cap mattered more than the 
amount of the credit [31].

The federal health insurance Advance Premium Tax 
Credit (APTC) provides another good example of how 
price sensitivity can impact eff ectiveness. Launched 
in 2014 as part of the Aff ordable Care Act, the APTC 
assists individuals and families at 138-400 percent of 
the federal poverty level (individual income between 
$16,400 and $47,550, and in non-Medicaid expansion 
states) in paying for health insurance. The tax credit in-
creased insurance coverage among the lowest income 
individuals (who received an 80 percent subsidy), but it 
spurred no signifi cant changes in insurance for those 
at higher income levels, who received only a 10 percent 
subsidy [35]. 

Distributional Impacts: Is There a Gap Between Who 
Claims the Tax Credit and Who Actually Benefi ts 
from the Proceeds?

The distributional impacts of tax credits can be ana-

Table 2 | A Summary of Selected Charitable Tax Credits  (printed on opposite page)
SOURCE: Teles, D., Do tax credits increase charitable giving? Evidence from Arizona and Iowa, Tulane University 
Economics Working Paper Series.
NOTE: Table above has been split into two to fi t on the printed page. Notes below the table are part of the origi-
nal table and have been reproduced to fi t on the printed page.
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*Alaska Education Credit is available for up to 50% of annual contributions up to $100,000, 100% of the next $200,000, and 50% of annual 
contributions beyond $300,000.
*Connecticut provides a 100% credit for energy conservation projects and construction or rehabilitation of low-income housing units.
***The Kansas Community Service Program 70% credits for contributions in rural areas.
****Endow Kentucky requires preliminary authorization be requested by the donor rather than the grantee organization.  
*****Nebraska’s Qualifi ed Endowment Credit provided a 15% credit for individuals, S corporations, partnerships and limited liability 
companies and a 10% credit for C corporations.
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lyzed at two levels. First, tax credits create a fi nancial 
gain for the claimant who claims them. Second, the 
proceeds from the credit are used to invest in various 
goods and services, the recipients of whom can vary—
sometimes it is the same as the claimant and some-
times not. 

Federal tax expenditure (as opposed to tax credit) 
data show that, with a few notable exceptions, indi-
vidual claimants tend to skew heavily toward those in 
upper incomes. Of the 10 largest individual tax expen-
ditures in dollars, 50 percent were claimed by house-
holds in the top 20 percent of income, and 17 percent 
were claimed by households in the top 1 percent in-
come bracket. 

There are straightforward reasons for this. First, the 
“rebate” requires itemization on one’s tax return. Most 
lower-income households have little fi nancial incentive 
to itemize. They take the standard deduction because 
it is typically larger [36]. Second, consumers must have 
the money up front to pay for the service or good in 
question, which may not be possible for many lower-
income households. Third, the tax break has no value 
if there is no tax liability, which is often the case for 
low-income households. Also, for tax deductions and 
exclusions (unlike credits), the tax break is worth more 
for higher-income households because they tend to be 
in higher marginal tax brackets. 

There are notable exceptions, however, which are ac-
complished through the mechanism of “refundablility,” 
in which the claimant receives the full value of the tax 
credit even if the claimant’s tax liability is less than the 
value of the credit. Two very large tax credits are re-
fundable: the APTC and the EITC. For this reason, if one 
looks at just tax credits rather than the full range of tax 
expenditures, a very diff erent distribution emerges—
one skewed toward the lower range of incomes.

Charitable tax deductions are claimed across the in-
come spectrum. Giving rises with household income, 
both as a percentage of households that donate as well 
as the average donation. However, it falls as a percent-
age of household income donated as income levels 
rise [37]. In the case of investor tax credits such as the 
LIHTC, claimants tend to be sophisticated investors, 
given the complexity of the credit and its function as an 
asset in fi nancial markets. The majority of LIHTC credits 
are claimed by corporations in the fi nance and insur-
ance sector, and by holding companies] [38].

Untangling who actually benefi ts from the proceeds 
of a tax credit can be quite complicated. The LIHTC, 
for example, is intended to benefi t low-income house-

holds. However, housing projects must generate posi-
tive cash fl ow to entice investors, which has the eff ect of 
limiting the LIHTC’s capacity to serve the lowest income 
households. Additionally, the transferability of the LI-
HTC has created a secondary market for fi nanciers who 
may consume 10-27 percent of the total equity invest-
ment [38,39]. In the case of enterprise zone programs, 
the Federal Reserve Bank of San Francisco wrote in its 
March 2015 Economic Letter: “Our overall view of the 
evidence is that state enterprise zone programs have 
generally not been eff ective at creating jobs. . . . even 
if there is job creation, it is hard to make the case that 
[tax advantaged] enterprise zones have furthered dis-
tributional goals of reducing poverty in the zones. . . . it 
is likely that they have generated benefi ts for the real 
estate owners who are not the intended benefi ciaries” 
[40].

Tax credits for population health can be designed 
to help achieve distributional objectives. For example, 
higher-income communities and more profi table busi-
nesses have more taxable income to invest in their own 
neighborhoods than lower-income communities and 
smaller or less profi table businesses. This challenge 
could be addressed by off ering a refundable credit 
and/or allocating tax credits with the explicit intent of 
ensuring that lower-income communities can also ben-
efi t from the credit.

Accountability: How Do Taxpayers Know the Tax 
Credit is Achieving its Aims?

Accountability may well be one of the biggest criticisms 
of tax credit programs, but accountability can be, and 
has been, built into the design of some programs. Once 
a tax credit is approved, the expenditures take place 
more or less automatically unless they are set to ex-
pire. Many agencies have been drawing attention to 
tax expenditures and calling for greater accountability 
[41,42].

There are numerous ways to build accountability into 
a tax credit program for population health, such as set-
ting very clear population health and ROI goals and lim-
iting the credit to specifi ed evidence-based population 
health interventions with threshold ROIs. In the case of 
a charitable tax credit, accountability might be fostered 
by formally certifying the agencies receiving the chari-
table donation and/or imposing a small participation 
fee for state evaluation and monitoring. Various state-
level institutional structures, such as special districts 
(e.g., in California), community health network areas 
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(Massachusetts), and community development fi nance 
agencies could possibly perform these accountability 
functions. Sunset provisions are another mechanism 
to ensure accountability. Such provisions call for a tax 
credit to expire after a set number of years, allowing 
for renewal if successful.

Simplicity: What is Required to Administer the Tax 
Credit?

The administration of tax credits can be quite simple or 
highly complex. At one end of the spectrum, the sim-
plest tax credits are nonrefundable demand credits, 
such as the Solar Tax Credit. Here, taxpayers simply 
claim the credit on their tax returns. Refundable de-
mand credits, such as the health insurance APTC or the 
EITC, may be complicated to varying degrees, because 
eligibility for the credit must be ascertained.

At the other end of the simplicity spectrum are the 
investor tax credits, which tend to be very complex and 
typically require experts to assist in navigating the sys-
tem. For example, there is considerable “leakage,” or 
ineffi  cient diversion of funds, caused by multiple and 
complex layers of housing agencies, sponsors, syndica-
tors, lawyers, accountants, and others needed to allo-
cate, create, track, and document the LIHTC [22].  

While each state has its own processes for busi-
ness tax credits, cumbersome certifi cation processes 
in some states may discourage participation. For ex-
ample, in New Jersey, the evaluation of the Urban En-
terprise Zone stated, “administrative ineffi  ciencies re-
sult from complex and bureaucratic processing” and 
the “cumbersome certifi cation processes increased 
administrative costs and discourage business partici-
pation” [43]. 

These examples suggest that simpler tax credit de-
signs are not only less costly to administer but also 
may be more accessible and transparent. However, 
simplicity must be weighed against other design fea-
tures that can be layered on a simple structure to im-
prove accountability and equity, as discussed above.

Additional Considerations

The design elements described above are not exhaus-
tive. Other considerations include: 

1. Awareness: Do taxpayers know the credit ex-
ists? Many tax credits go unclaimed because 
payers are unaware of the credit [44,45]. If the 
taxing entity is willing to off er the incentive, it 
should include a way of creating broadscale 

awareness of the benefi t. Solar panel manufac-
turers widely advertised the cost savings asso-
ciated with the solar credit. 

2. Predictability and sustainability: What as-
surances do taxpayers need to invest? In some 
cases, taxpayers need to count on a continued 
benefi t as they pursue long-term fi nancing ar-
rangements to underwrite their investments. 
For example, ethanol fuel investors were reluc-
tant to invest in commercial-scale production 
plants without assurance that the tax credit 
would remain in place for several years [15]. 
In population health, the interest is in scaling 
the production of a variety of interventions 
over the longer term. Providers of these inter-
ventions will be unlikely to build this capacity if 
there is uncertainty about the level of funding 
from year to year.

3. Local control and input: Is there an opportu-
nity for local input regarding how the funds are 
invested? Population health needs vary from 
region to region. To maximize the impact of tax 
credits, local input or administration may be 
important in determining who makes the de-
cisions about how funds from tax credits are 
used and what organizations should be trusted 
to make the most productive use of funds.

Two Illustrative Prototypes for Population 
Health Tax Credits

Two possible prototypes are explored here in draft 
form to inspire further thinking and design. The fi rst 
is a demand credit for self-insured employers, and the 
second is a charitable tax credit to spur donations to a 
wellness fund or trust (a funding pool used to support 
a portfolio of interventions) [46, 47]. Brief summaries 
of each idea, written as if they were being presented as 
a summary of a bill to a state legislature, follow.

An Act Establishing a Tax Credit for Self-insured 
Employers 

The purpose of this act is to engage self-insured em-
ployers. The act establishes a tax credit for self-insured 
employers to invest in certifi ed population health in-
terventions for employees and their families for the 
purposes of improving health, reducing health care 
costs, and increasing productivity, thereby achieving 
an ROI. Private sector self-insured employers are eli-
gible to receive a 50 percent credit, capped according 



Page 12 Published September 24, 2018

DISCUSSION PAPER

to the number of employees. The state Department of 
Health shall create and maintain a list of certifi ed in-
terventions. These should be evidence based and have 
a demonstrated fi nancial ROI for state taxpayers of at 
least 100 percent within fi ve years of implementation. 
Each year, the state shall report to the legislature with 
an evaluation of the tax credit’s eff ectiveness. Prior to 
the sunset scheduled for January 1, 2023, the legisla-
ture shall review all fi ve annual reports to determine 
whether this tax credit is serving the residents and em-
ployers of the state, recognizing that some positive ef-
fects will not be seen in the fi rst fi ve years. The legisla-
ture shall determine the continuation of the tax credit 
no later than October 1, 2022. 

An Act Establishing a Charitable Tax Credit to Sup-
port Wellness Funds

The purpose of this act is to encourage individuals, 
businesses, and fi nancial institutions to contribute to 
local investments in evidence-based population health 
interventions to improve health outcomes and reduce 
health inequities. The act establishes a 60 percent tax 
credit to incentivize charitable donations to regional 
accountable communities for health (multisector part-
nerships that form to improve a community’s overall 
health) that operate 501(c)(3) “wellness funds.” The 
credit increases each year by three percentage points 
for up to fi ve years of consecutive giving to mitigate vol-
atility in giving from year to year. Allowable uses of the 
donated funds are stipulated as follows: no less than 70 
percent in certifi ed interventions; up to 12 percent for 
backbone/integrator organization expenses, capped at 
$2.5 million; up to 5 percent for marketing the credit to 
potential donors, capped at $1 million; and 8 percent 
to revert to the state for reallocation to other areas of 
the state that may not have equitable conditions for 
donor activity. The state shall create and maintain a 
list of certifi ed interventions, which shall be evidence 
based and meet certain ROI thresholds as well as other 
health objectives. Each year, the state shall report to 
the legislature with an evaluation of the tax credit’s ef-
fectiveness. The tax credit sunsets on October 1, 2022, 
and may be renewed upon a determination that it has 
met its stated objectives.

Conclusion

The authors of this paper began with the observation 
that multisector partnerships in regions across the 
country are doing the hard work of transforming their 

communities to become vital places where health and 
well-being are possible for everyone. This is diffi  cult 
work that requires long-term commitments to chang-
ing norms and practices. This shift also requires bold 
eff orts to change the conditions that enable partner-
ships to prosper. Therefore, it is critical that leaders in 
the fi eld of population health think creatively and act 
boldly to develop sources of sustainable fi nancing to 
support this dramatic shift.  

This paper has shown that tax credits, as a policy 
tool, have the potential to unlock signifi cant resources 
to support high-impact population health interven-
tions. The authors have examined the important fea-
tures that may comprise the building blocks of tax 
credit design. Finally, this paper off ers prototypes that 
illustrate how such population health tax credits might 
be structured to maximize merit good for the taxpayer, 
while minimizing potential concerns.  
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