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Dear Mr. Chairman: 

This report responds to your March 20, 1987, request concerning Americans with no health 
insurance. As agreed with your office, in this report we focus on providing information on 
the working uninsured, pointing out gaps and limitations in that information. Specifically. we 
discuss the characteristics of the working uninsured, the kinds of employers that do not offer 
health insurance, and the reasons these employers give for not providing it. We also discuss 
where the uninsured obtain medical care, the types of bills they incur, and who pays those 
bills. Finally, we outline the policy options available for providing health insurance to the 
working uninsured. 

This report is one of a GAO series on the uninsured. The first report, Health Insurance: Risk 
Pools for the Medically Uninsurable, requested by the Senate Labor and Human Resources 
Committee. discussed state-sponsored risk pools for the medically uninsurable-their 
characteristics, enrollments, financial performance, and the degree to which they have met 
expectations. A second report, Health Insurance: A Profile of the Uninsured in Ohio and the 
Sation. requested by Senator Howard Metzenbaum of Ohio, discusses the characteristics of 
the uninsured and contains GAO'S analysis of data from the Bureau of the Census’s Current 
Population Survey. A forthcoming report! for the Senate Labor and Human Resources 
Committee, will provide information about selected insurers’ underwriting practices and 
retention rates for small groups. 

Unless you publicly announce its contents earlier, we plan no further distribution of this 
report until 30 days from its issue date. At that time, we will make copies available to 
interested parties. The major contributors to this report are listed in appendix I. 

Sincerely yours, 

Michael Zimmerman 
Director, Medicare and Medicaid Issues 



Executive Summ~ 

Purpose Almost 37 million Americans were without health insurance in 1985. Of 
these Americans, at least two-thirds who were under the age of 65 were 
working adults and their uninsured dependents. Reduced availability of 
health insurance through employment contributed to the growth in the 
number of uninsured between 1982 and 1985. 

Concerned about this problem, the Chairman of the Senate Finance Com- 
mittee requested that GAO provide information on the working unin- 
sured: their characteristics and those of their employers; the delivery of 
and payment for their health care: and the policy options available for 
providing health insurance to them. GAO also provided information on 
the gaps and limitations in existing data that may make it difficult for 
policymakers to design comprehensive solutions to reduce the number of 
working uninsured. This report is one of a series on the uninsured. 

Background Unlike other Western nations, which sponsor health benefits through 
public programs, Americans obtain their health benefits primarily 
through their source of employment -either employer- sponsored or 
union-sponsored health insurance. Only about 11 percent of Americans 
under the age of 65 are covered by public insurance such as Medicaid or 
Medicare; about 64 percent have employment-related insurance. 

The percentage of Americans covered by employment-related health 
insurance has been declining. however, despite recent increases in the 
number of people working. Much of the recent growth in employment 
has been in industries and occupations where health benefits frequently 
are not sponsored. The number of working uninsured grew 22 percent 
between 1982 and 1985. In 1985, almost three-fourths of the uninsured 
who were of employment age worked at some time during the year, typi- 
cally in low-wage or part-time jobs. 

GAO evaluated data from 12 national databases and over 200 research 
studies to obtain information on the working uninsured; GAO also inter- 
viewed health policy analysts who were experts in the field. Through 
these discussions and its own analysis! GAO identified gaps in the 
existing research; therefore, GAO presents its own views on where addi- 
tional research may be needed. 

Results in Brief Generally, the businesses least likely to offer health benefits are those 
that provide low-wage or low-skill employment opportunities, such as 
service industries and retail trade; businesses with fewer than 100 
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Executive Summq 

employees; new businesses; and businesses in the southern and western 
regions of the United States (see pp. 23, 24, and 25). In recent public and 
private surveys, businesses most frequently cited insufficient profits 
and high insurance costs as reasons for not offering health insurance to 
their employees (see p. 26). In one business organization’s opinion, if 
health insurance premiums were lowered through cost-containment 
efforts, greater coverage would be provided. 

Options proposed to provide health insurance for the uninsured include 
mandating employer-sponsored health insurance; expanding Medicaid 
eligibility; establishing industry pooling mechanisms; and providing cat- 
astrophic coverage to all Americans (see pp. 43,45, and 48). These 
options have limitations, such as covering some but not all of the unin- 
sured. Furthermore, many questions remain about the costs or economic 
consequences of implementing these options. 

Principal Findings 

Dat,a Are Limited on 
R’orking Uninsured 

Available data indicate that the working uninsured are a heterogeneous 
group. Although their economic and demographic characteristics are 
known to some extent, the reasons for their lack of insurance remain 
largely unknown; the data on how they obtain health care and the 
number of services they obtain also remain largely unknown. Likewise, 
although much is known about the characteristics of the businesses the 
uninsured work for, limited data are available on why these businesses 
do not offer health insurance. Policymakers may find it difficult to 
design programs to reduce the number of working uninsured because of 
the combination of (1) limited data, (2) the diversity of the working 
uninsured population, and (3) a lack of knowledge about the reasons 
workers do not have health insurance. 

Fewer Services Used by 
Uninsured 

Compared with the poor insured, the poor uninsured generally use 
fewer services (for example, prescription drugs and physician visits), 
receive more free care, and use public hospitals as a regular source of 
care more often (see p. 34). Whether these uninsured use fewer services 
because they are in better health or because they cannot pay for ser- 
vices has not been definitively established. A recent national study, 
however, reported that financial barriers were the primary reason sur- 
vey respondents had difficulty getting health care (see p. 3.5). 
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The medical bills incurred by the uninsured most often are for maternity 
cases and accidents (see p. 36). A study by the California Association of 
Public Hospitals indicated that the uninsured typically experience more 
complex and acute health problems; consequently, when they do receive 
health care, they often require multiple medical treatments and more 
intense services (see p. 37). 

Payment of Services 
rninsured Varies 

for Health care services provided to the uninsured are paid for through a 
variety of sources (see pp. 38-40). Federal, state, and local funds pro- 
vide support for indigent patients (that is, low-income people who are, 
nevertheless, ineligible for public assistance). Philanthropy, in both pub- 
lic and private hospitals, helps to cover some uncompensated care costs. 
In addition, hospitals frequently attempt to increase their charges to 
paying patients to cover their bad debt and charity care. Although data 
show that the uninsured have lower total health expenditures, tl-teir out- 
of-pocket costs are higher than those of the insured (see p. 39). 

Recommendations This report contains no recommendations. 

Agency Comments GAO made copies of the draft report available to the National Federation 
of Independent Business, the ERISA (Employee Retirement Income Secur- 
ity Act) Industry Committee, and Lewin and Associates. Inc. Their com- 
ments were included. as appropriate. 
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Chapter 1 

Introduction 

Almost 37 million Americans were without health insurance in 1985. 
according to our analysis of the Census Bureau’s March 1986 Current 
Population Survey (cps).’ At least two-thirds of the nonelderly (under 
the age of 65) uninsured are working adults and their uninsured depend- 
ents, and the number of this group of uninsured seems to be increasing. 

The Chairman of the Senate Committee on Finance asked us to provide 
information on the working uninsured: their characteristics and those of 
their employers; where these uninsured obtain health care and who 
pays; and the policy options available for providing them with health 
insurance. 

Most Health Insurance Employer-sponsored health insurance has become increasingly common- 

Is Employer- 
Sponsored 

place since World War II, with about 64 percent of the population being 
covered by employer-sponsored or union-sponsored health insurance in 
1985. By contrast, only 7 percent of the population purchased an indi- 
vidual plan that year (see table 1.1): After paid vacations, health insur- 
ance is the most common benefit offered by employers. As a result, 
employees in the United States have grown to rely on employers for 
health insurance. This is in contrast to most other Western nations 
where health benefits are sponsored through public programs. 

‘Health Insurance: A Profile of the I’nmsured m Ohm and the Natwn tG.40, HRD-88-83 
.4ug 30. 1988). 

‘In two earlier reports. GAO studied the avallabibty of mdtvtdual health msurance Health Insurance 
Companng Blue Cross and Blue Shteld Plans Ktth Commerctal Insurers (GAO, HRD-86-110. 
.July 11, 1986) exammes differences m the provision of health msurance to htgh-risk mdtvtduals 
Health Insurance: Rusk Pools for the Medtcally I.nmsurable I GAO HRD-88-66BR. ?ipr 13. 1988 I 
provrdes data on nsk pools operated by six states-thetr charactensttcs and success m meetmg 
expectations. 
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C‘hapter 1 
Introduction 

Table 1.1: Sources of Health Insurance 
for the Population Under the Age of 65 in Population In thousands 
the United States (1982 and 1985) 1962 1965 

Source of insurance Pooulation Percent Pooulation Percent 
Prwate insurance 

Employer-sponsored or 
unron-wonsored 133.613 65 5 134 570 64 3 

lndwdual plan 16.123 79 15 370 73 

Pubk insurance (federal) 

MedIcaId 13.490 66 14.250 68 
Medlcare 2.499 12 2.510 13 

CHAMPUS,,’ Veterans 
Admlnlstratlon, and 
mllrtarv health’ 5 454 27 5.820 28 

Subtotal 171,179 83.9 172,520 62.4 

No Insurance coveraae 32,671 160 36.900 176 

Total 203,649C 1 oo.oc 209,420 100.0 

‘Cwllan Health and MedIcal Program of the UnIformed Serwces 

Armed Forces members and their dependents llwng In off-base housing or on-base mllttary housIng 

Figures do not add because of rounding 
Source CPS Bureau of the Census March 1983 and March 1986 

Number of Uninsured 
Is Increasing 

. 

. 

. 

According to a Congressional Research Service (CRS) analysis of CR data, 
the number of uninsured Americans (both working and nonworking) 
under the age of 65 increased from 28.4 million in 1979 to 36.8 million in 
1986. Although population growth accounts for part of the increase, CRS 

found that this factor accounted for less than 30 percent of the growth 
between 1979 and 1986. This growth in the number of uninsured can 
also be attributed, CRS maintains, to 

increases in the percentage of the nonaged population in the work force: 
increases in employment in service industries, where insurance coverage 
has been limited; 
decreases in the percentage of the population under the age of 18 who 
traditionally would have been covered under their parents’ health 
insurance; 
increases in the number of nonaged living outside of traditional family, 
arrangements; 
employees’ interest in cash rather than noncash compensation because 
of decreased inflation and changes in the tax structure: and 
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. decreased coverage for dependents caused by increases in the cost of 
this coverage, which must be paid by the insured. 

GAO’s analysis of the CPS data showed that although the number of unin- 
sured Americans under the age of 65 increased 13 percent from 1982 to 
1985, the number of working uninsured grew 22 percent during the 
same period. Reduced access to health insurance through employment 
appears to be a major factor in the growth of the uninsured. 

Lack of Insurance Lack of insurance affects the uninsured and society at large in several 

Affects the Uninsured 
ways. The 1986 Kational Access Survey reported that the uninsured are 
less likely to use health care services and are more likely to be in poor 

and Society health than the insured. ’ When the uninsured do receive health services. 
they do not always receive free or charity care: many uninsured pay for 
all or some of their medical care. When they do pay, the uninsured tend 
to pay more out-of-pocket expenses than the insured: Because the unin- 
sured also tend to have low incomes, they may not be able to pay for all 
of their health care. The amount of uncompensated care (care provided 
to a patient that the hospital is not reimbursed for) more than doubled 

‘CKS. Health Insurance and thta I‘nmsured Hackground Data and .tialys~s I .Iruw 9. 198X 1 
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between 1980 and 1984.’ It is likely that most uncompensated care costs 
are generated by uninsured patients.- 

By billing private insurers at rates exceeding costs (commonly referred 
to as cost-shifting), hospitals frequently attempt to shift some of the 
costs of uninsured patients to insured patients. As hospital cost-shifting 
has been constrained in recent years by various health cost-containment 
measures, hospitals increasingly want to treat only insured patients and 
attempt to transfer uninsured patients for economic rather than medical 
reasons (referred to as patient-dumping).’ Evidence suggests an increase 
in the number of these patient transfers. 

Objectives, Scope, and 
Methodology 

At the request of the Chairman of the Senate Finance Committee, we 
gathered data on the working uninsured and, where appropriate, identi- 
fied gaps and limitations in the available data. Specifically, to respond 
to the Chairman’s request, we addressed the following questions: 

. 

. 

. 

. 

. 

. Where do the working uninsured obtain care’? 

. What types of medical bills do the uninsured incur? 

What are the distinguishing characteristics of the uninsured’? 
Do the working uninsured lose more time from work than the working 
insured? 
What kinds of employers do not provide health insurance, and where 
are they located’? 
What reasons do employers give for not offering health insurance to 
their workers? 
Do workers without employer-sponsored health insurance have alterna- 
tive coverage? 

“Amencan Hospnal Assoctatton (AH-A I. Cost and Compassion: Recommendattons for Avotdmg a Crr- 
sis tn Care for the Medically Indigent. X Report of the Special Commntee on Care for the Indigent 
( 19&i). p. 11 

‘I.sing three national data bases-the AH.4 Annual Suney of Hospnals. the Suney of Medical Care 
for the Poor and Hospitals’ Financtal Status. 1983 (Jointly conducted by AH.4 and the i.rba.n Instl- 
tute). and the 1981 Hospital Discharge Sumey-the authors determmed that I’. there 1s a slgnifr- 
cant relattonshrp between the percentage of total hospnal charges to ‘self-pay‘ pattents and the 
amount of uncompensated care the hospnal provides ” Although WC cannot definntvely claim that 
self-paymp pattents are unmsured. and this IS a maJor gap m the avarlablt~ data on the unmsured. it 15 
a logical assumptton. If such patients were msured. on discharge. they would probably claim thctr 
insurance company as the pnmap or secondary payer source 

‘Health Care. Patient Transfers From Emergency Rooms to D.C General flospnal t GAO:HRD-87-3 1. 
Xpr 30. 1987 I: Davtd Htmmelstem and others. “Patient Transfers Medical Practtce as Socml Tnage.“ 
Amertcan .Journal of Public Health. \‘ol 74. No 5 I 1984 1: and Robert Schtff and others. “Transfers to 
a Public Hospttal A Prospectwe Study of 467 Pattents.” The New England .lournal of Mednxw. 
Vol. 314. No 9 iFeb 27. 1986). 
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l Who pays the medical bills of the uninsured? 
l What policy options exist for sponsoring health insurance for the 

uninsured? 
l What changes in insurance have occurred as a result of recent legisla- 

tion affecting terminated workers? 

Because a substantial number of studies have addressed the uninsured, 
we agreed to answer these questions, to the extent possible, using 
existing data. Although a wealth of descriptive data is available on the 
uninsured, gaps in information critical to policymakers still exist: in 
part, this is because of methodological limitations in some of the current 
research. The most critical gap we encountered in preparing this report 
has been the scarcity of specific data on the working uninsured, particu- 
larly their sources of health care, the types of medical bills they incur. 
and the sources of payment for those bills. We have, therefore. used 
data on the uninsured population as a whole to answer several of the 
questions posed; however, we have cited data on the working uninsured 
when available. 

To provide information on the characteristics of the uninsured popula- 
tion as a whole! we used a GAO analysis of March 1986 cps data. dis- 
cussed in a report to Senator Howard Metzenbaum. More information 
and a detailed description of our methodology for this analysis appears 
in that report. We also identified 12 national databases on the uninsured 
and reviewed the methodologies; we noted the limitations (for example. 
low response rates for surveys and noncomparable populations). In 
addition, we reviewed the content and results of over 200 research stud- 
ies and discussed these studies with experts in the health policy area. 
Finally, we present information on the research and opinions in the liter- 
ature we reviewed. We also present our own opinions on where addi- 
tional research may be needed. We did not verify the cost estimates for 
the various options proposed by researchers to reduce the number of 
uninsured. 

Copies of the draft report were made available to the National Federa- 
tion of Independent Business, the EHISA (Employee Retirement Income> 
Security Act) Industry Committee, and Lenin and Associates, Inc. Their 
comments were included as appropriate. 

Our work was done between July 1987 and February 1988. 
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Chaptt>!. :! 

Characteristics of the Uninsured 

Several recent analyses of working-age (18 to 64 years of age) people 
(including those by GAO, the Employee Benefit Research Institute [EBRI]. 

and the Urban Institute’ ) show that the uninsured are most likely to be 
young (19 to 24 years of age), nonwhite. single, poorly educated. and 
employed in low-income jobs, frequently on a part-time or part-year 
basis. 

Demographic 
Characteristics of 
the Uninsured 

Age During 1985, almost 30 percent of those 19 to 24 years of age had no 
health insurance compared with 12 to 16 percent among other groups 
between the ages of 25 and 64, according to GAO'S analysis. An Urban 
Institute analysis of March 1984 cps data reported similar findings: 29 
percent of those 18 to 24 years of age were uninsured. 

Several explanations have been suggested for the disproportionately 
high percentage of uninsured among this age group: 

l This group is just entering the job market and may (1) not have worked 
long enough to be eligible for health insurance sponsored by employers 
or (2) be working in industries that do not offer insurance. About 
53 percent of workers in this age group were in the six industries most 
likely not to offer health insurance, CPS data show. 

l As income levels for this age group are generally below those for older 
workers, this group may be unable to purchase insurance. In fact, 
81 percent of the uninsured in the group aged 19 to 24 earned less than 
$10,000 in 1985, according to Census data. 

l Health coverage, which may have been available through a parent’s 
plan, may no longer be available since insurers frequently drop coverage 
for dependents at the age of 19 (or 22. if the dependent is a student). Of 
those aged 18 to 20 with employer-sponsored private health insurance. 
over two-thirds obtained that insurance as dependents. In the aged 21 to 
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24 group, however, only about 18 percent of those with employer-spon- 
sored private insurance obtained that insurance as dependents. 

l The younger group, generally in better health than older groups, may 
not believe they need health insurance or may believe that they would 
be subsidizing the insurance costs for older age groups. 

l Limited assets and fewer family responsibilities may contribute to this 
group’s accepting more risk than older groups. 

. This group may be more likely to be employed part-time and therefore 
ineligible for health insurance under the employer’s plan. 

According to EBRI, 20 percent of the uninsured children live with a par- 
ent who has employer-sponsored insurance. Available data, however. do 
not indicate whether (1) the insured worker’s plan did not offer depend- 
ent coverage or (2) dependent coverage was available but the worker 
did not elect to take it. According to the National Federation of 
Independent Business (NFIB), small employer plans offer more dependent 
coverage options than larger employers. 

Race and Ethnicity Race and ethnicity also influence the probability of being uninsured in 
the United States. The percentage of Hispanics and blacks who are unin- 
sured is much higher than the percentage of whites, even though 64 per- 
cent of all uninsured are white. GAO and Urban Institute analyses both 
report 15 percent of whites are uninsured, but at least 24 percent of 
blacks and 32 percent of Hispanics are uninsured. These figures are not 
surprising because blacks and Hispanics are also more likely to be unem- 
ployed or employed in low-wage jobs. two other predictors of whether 
or not they have insurance coverage. 

Marital Status The likelihood of being uninsured is greater among the unmarried than 
the married. Nationwide. married people made up 63 percent of the pop- 
ulation aged 19 to 65 in 1985; however, only 11 percent were uninsured. 
Never-married people in this age range made up 23 percent of the 
U.S. population; 28 percent of these people were uninsured. 

Education The likelihood of being uninsured decreases as a person’s education 
increases. For example. of those whose education ended with grade 
school. about 31 percent were uninsured in 198.5 compared with 12 per- 
cent of those completing 1 or more years of college. 
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Although few studies have examined how education relates to insur- 
ance, a positive correlation between education and income exists (that 
is. as education increases. so does income), which may partially accoun 
for the relationship. Income, as discussed later in the chapter. is a pre- 
dictor of health insurance. Thus, education’s correlation with income 
may explain its correlation with health insurance. 

Most Uninsured 
Linked to the Work 
Force 

Our analysis of the March 1986 Census CPS data indicates that in 1985. 
about 72 percent of the uninsured between the ages of 19 and 65 were 
employed at some time during the year, with 28 percent being employed 
full-time (35 or more hours per week) for at least 50 weeks during the 
year. Another 44 percent were either employed part-time (less than 35 
hours per week) or less than 50 weeks during the year or both. The 
other 28 percent of the uninsured between the ages of 19 and 65 were 
either unemployed or not in the work force during 1985 (see table 2.1). 

From 1982 through 1985, the percentage of the uninsured who were 
employed full-time for a full year increased 24 percent; the percentage 
who were unemployed or not in the work force declined about 16 per- 
cent These changes reflect the expansion of the work force in areas 
with traditionally low insurance coverage rather than (1) a decline in 
existing employer-provided health insurance or (2) an increase in Medi- 
caid or other public insurance programs. 
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Table 2.1: Employment Status of the 
Uninsured Aged 19 to 65 (1982 and 1985) In percent 

Employment status 

Full-year, full-time’ 

Part-year. part-time’ 

Nonworker 

__.- 
Distribution 

1962 1965 

22 7 28 2 

44 5 44 1 

-___- 32 8 27 7 

‘Those employed at least 35 hours per week 50 weeks per year 

Those employed less than 35 hours per week or less than 50 weeks per year or both those who 
worked full-time for part of the year are also categorized as part-time employees 

Those who were either unemployed the entire year or were not in the work force 
Source GAO analysis of March 1986 CPS data 

Although we focused our analysis on the employment status of unin- 
sured working-age people, EBRI (also using the March 1986 cps data) ana- 
lyzed the employment status of the heads of households for families 
with uninsured members of any age. 

EBRI found that more than three-fourths (77.5 percent) of the uninsured 
population lived in families in which the family head worked or sought 
work for the full year (35 weeks or more).’ Of those family heads, 52 
percent worked full-time (35 or more hours per week); another 8 percent 
were steadily employed on a part-time basis for 35 or more weeks. 
Another 17 percent worked full-time for 35 or more weeks but were 
unemployed some of the time. Only 9 percent of the uninsured lived in 
families in which the family head worked or sought work less than 35 
weeks per year: 14 percent lived in families in which the head of the 
family neither worked nor sought work at any time during the year. 
This distribution of the uninsured by the work status of the family head 
is presented in table 2.2. 

‘“Family head” 1s defmtd as the family member with the greatest tw-nmgs 
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Table 2.2: Analysis of the Uninsured by 
the Employment Status of Family 
Heads(l985) 

In percent 

Employment status of family head 
Full-year, full-tlrne’ 

Full-vear. part-time’ 

Uninsured 

52 3 

80 

SometImes unemployed’ 172 

Part-year 92 

Nonworker 135 

‘Includes only steadily employed full-year workers 

Includes only workers that worked or sought work 35 weeks or more during the year 

Includes both steadtly employed and sometimes unemployed workers that ,worked or sought work 
fewer than 35 weeks 

‘Includes only those lndlvlduals who neither worked nor sought work at any time dunng the year 
Source EBRI analysts of March 1986 CPS data 

Importance of Income As income increases. so does the percentage of people with health insur- 

to Insurance 
ante. As shown in table 2.3, about 38 percent of the population in the 
United States living in families with income below the federal poverty 

Availability level were uninsured.; This compares with less than 10 percent of those 
in families with income of at least twice the poverty level. Although 
those with low income are more likely to be without health insurance, 
over one-third of all uninsured are in families with income at least twice 
the poverty level. 

Table 2.3: Relationship of Family Income 
to Health Insurance for Individuals Under In percent 
the Age of 65 (1985) Uninsured 

(in each 
Ratio of family income to poverty Population grow) 
Under 1 0 15 1 38 5 

1 o-1 99 185 28 3 
2 0 and over 

Total 
66 3 
99.9 

99 
a 

‘Yot applicable 
Source GAO analysis of CPS data March 1986 

Researchers agree that in 1985, the total money earnings for most of the 
working uninsured was less than $10.000 a year and for nearly all. less 

‘In 1986. the federal poverty level was $10.989 for a farruly of four 
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than $20,000.‘8 As illustrated in table 2.4, EBRI'S analysis indicates that 
three-fourths of the working uninsured earned less than $10,000; only 
‘7 percent earned $20,000 or more per year. 

Table 2.4: Total Money Earnings of 
Uninsured Workers Aged 18 to 64 

Total money earnings 

Lessthan$lOOOO 

$10.000-19.999 

Uninsured workers 
In millions In percent 

123 74 5 

31 188 

$20 000 or more 11 67 

Total 16.5 100.0 

Source EBR’ A ProfIle of the Vonelderly Popuiatlon WIthout Health Insurance (May 1987) D ‘6 

The relatively low earnings reported by uninsured workers, EBRI main- 
tains, were not necessarily related to part-time or part-year work. 
Among full-year workers without health insurance. 69 percent earned 
less than $10,000 in 1985. About one-third of all full-year workers earn- 
ing less than $10.000 were uninsured. 

Even when income from nonwage sources (such as interest, dividends, 
and pension benefits) is included in the calculation of an individual’s 
annual income, 65 percent of the working uninsured had income belo- 
$10,000: 11 percent had income greater than $20.000 per year, as shown 
in table 2.5. 

Table 2.5: Income Levels of Uninsured 
Workers Aged 19 to 65 (1985) In percent 

Income 
$1-9 999 

10.000-19.999 
20000andover 

Total 

______- 
Uninsured workers 

Full-year 
and full- Part-year or 

timea part-timeb Total ~~-__~ - __- .-~~ .____~~~ 
154 49 1 64~5 

154 90 24 4 

83 28 11 1 

39.1 60.9 100.0 

For 50 or more iveeks 35 or more nours per tieeh 

Less tbal 35 hours per ,week or less tnan 5% heels or cotr 
Source GAO analysis of hAarch 1986 ZPS 
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Relationship of Time A report based on the 1977 National Medical Care Expenditures Survey 

Lost From Work to 
(NMCES) data, using disability days as a measure of time lost from work.- 
indicates no substantial difference between the working insured and 

Insurance Availability uninsured. Because other factors may be involved in an employee’s deci- 
sion to take time off from work, we cannot, however, draw conclusions 
about the effect of insurance status on the number of disability days. Of 
the working uninsured, 11 percent had 8 or more disability days com- 
pared with 12 percent of the working insured. 

‘NhlCES was conducted between 1977 and 1979 by the Satlonal Center for Health Senxes Researc,h 
(SCHSR). The goal of the sumey was to Inform national health pohcy decisionmakers by docll- 
mentmg the patterns of health expenditures and health Insurance of the I7 S. clvilian noninstltutlona- 
lzed population. Data were obtained from three ~~urces-lndl~Idual~. health care providers. and 
employers and msurance companies. The study consIsted of 13.000 randomly selected household5 
mtemiewed six times over an lfkmonth pentd dunng 1977 and 19X The sumey began wnh a 91 
percent response rate m the first round of mte~iews. droppq to 82 percent by the fifth round 
Physicians and representatkves of health care facihties provldmg care to household members dunnp 
197 were mtemiewed. Xpproslmatelg 16.000 employers and msurance compares (covering tfrt, F 
percent of the respondents who signed consent forms) were also intenlewed NCHSR has pubhshr,d J 
number of analytical reports based on this study; despite the age of the suney. NW33 continues IO 
be one of the most widely used data sources for health polq research, The 197 !OlCW IS current I? 
btvq? updated by the Sational sledical Expenditure Suneg (SW3 I 
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F’urther Analysis Needed to Detennine Why 
Some Businesses Do Not Offer Health Insurance 

Generally, the businesses least likely to offer health insurance are those 
that provide low-wage or low-skill employment opportunities; busi- 
nesses with fewer than 100 employees: new businesses; and businesses 
in the southern and western regions of the United States. Recent studies 
by the Small Business Administration (SBA) and SFIB found that busi- 
nesses most frequently cite insufficient profits and high insurance costs 
as reasons for not offering health insurance to their employees. 

Although research on employer-sponsored insurance is extensive, there 
are gaps in the information and methodological limitations in some stud- 
ies. For example, the studies (1) are generally descriptive rather than 
explanatory, (2) use databases that are not comparable or that exclude 
certain sectors, or (3) are based on surveys with low response rates. 
Further research is needed on the reasons why businesses do not offer 
health insurance. 

Characteristics of 
Businesses That Do 
Not Offer Health 
Insurance 

Industry The availability of health insurance appears to be related to the type of 
industry the business is part of. As shown in table 3.1, construction, 
retail trade, and service industries (such as business and repair,: 
entertainment and recreation, and personal services) are least likely to 
offer health insurance. .4s also shown in table 3.1, retail trade and ser- 
vice industries (particularly business and repair services) have been 
among the fastest growing in recent years. The Bureau of Labor Statis- 
tics (BU) projects that the service industry will account for a total net 
increase of 11.3 million jobs in 1984-95: retail trade will gain 2.9 million 
jobs, but the goods-producing industry will increase by only 1.8 million 
jobs.- If the rates of health coverage remain the same and the RIS projec- 
tions of job growth are realized, the problem of access to employer-spon- 
sored health insurance could be exacerbated. 
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Table 3.1: Employer-Offered Health 
Insurance by industry Type (1985) 

Industry 

Low level of uninsured workers 

Ftnance. Insurance. and real estate 

Manufacturing 

Durable 
Nondurable 

Mlnlng 

ProfessIonal and related serwes 
Pubk admlnlstratlon 

Transportation, communlcatlon, and 
public utllltles 

Wholesale trade 

Subtotal 

High level of uninsured workers 

Business and repalr services 

ConstructIon 

Entertainment and recreation 

Personal services 
Retail trade 

Subtotal 

Employ;;;, Employment Working 

(thousands; 
growth, 1982- uninsured, 

85 (percent) 1 985b(percent) 

7,170 14 83 

13,320 0 69 
8,980 -1 11 0 

1.110 -10 84 -. 
23,020 5 99 
5,390 10 49 

7.970 9 98 

4 530 1 109 ___- 
71,490 

6.570 26 23 4 

7,820 13 268 

1,360 8 25 6 

4.400 12 29 6 
18.320 8 23 4 

38,470 

Total 109,960 

‘Excludes agriculture forestry fisheries and miscellaneous services 

’ Includes wage and salary workers but excludes the self-employed According to EBRI which also uses 
CPS lo estimate the unmsured about 24 percent of the self-employed. accounting for 9 7 million work 
ers In 1985 had no health coverage 
Source CPS Bureau of the Census Varch 1986 

The availability of health insurance and business size appear to be 
directly related. Data from the Survey of Income and Program Participa- 
tion (SIPP) indicate that the largest number and percentage of working 
uninsured work for businesses with fewer than 25 employees, as shown 
in table 3.2. 

‘SIPP is a natlonal survey mltiated m 1983 by the Bureau of the Census Dr~slqx~d to provide comprc- 
henslve informatlon on the economic sxuatlon of households and mdlvlduals in the I.mted State<, If IS 
a longitudinal study consisting of a serves of overlappmg panels (each panel R mtcnx~\~ed evr~ -1 
months for Z-1 2 years) SIPP is the first sume!: to collect mformatmn on cash and noncx5h mcomt’ 
ell#blht~ and partlcipatmn m various government transfer programs. labor forc,tl statuh, and :tybt’t\ 
and Irablhtles. For the suneg. 15.600 hou.seholds were intenlewrd m the 1983 pant-l. H.lth a 7.7 per- 
cent response rate. and 13.300 households m the 1985 panel. with an 80 percent response rate Data 
on the 1981 panel are currently a\-allable for publx use The 19% data are forthcommg 
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Table 3.2: Uninsured Private Wage-and- 
Salary Workers by Business Size (1984) Uninsured 

Business (employee number) (millions) (percent) 

1-24 39 48 

25-99 12 15 

100-499 10 12 

500 or more 21 26 

Total e.2a 

This includes only pwate wage-and-salary workers The remainder of the 32 mllllon unlxured l,as estl- 
mated in 1984 by the Bureau of the Census) are business owners (1 6 mllllonl government farm or 
household workers (1 6 milhon) those iooklng for work or on layoff (3 7 mllllonl or those outstoe of the 
work force lncludlng cnlldren the unemployed and students (16 7 mIllion) 

Does not add up to 100 percent because of roundtng 
Source Report of the President 1987 SEA p 140 

The Employee Benefits in Medium and Large Firms survey, conducted 
annually by BIS.’ reported that in 1985, 95 percent of full-time, perma- 
nent employees of businesses with 100 or more employees have 
employer-sponsored health insurance. Similarly, a study conducted by 
ICF. Inc., for SBA found that 97 percent of employees in businesses with 
100 or more employees worked for businesses that offered health insur- 
ance: These statistics, however, can be misleading because not all work- 
ers may be eligible for the insurance. This is particularly true for part- 
time or temporary employees. 

Age The age of a business may be a factor in whether an employer offers 
health insurance. Of businesses in existence over 10 years, 63 percent 

‘The BLC; annual sun-ey. Ernployev Heneflta in Medium and Large Forms. reports data on beneflt$ 
provided by I 1 ) busmesses m the pnvatr sector with 100 or more employees and (2 1 some selected 
senxe industy businesses with .%I or more employees. The su~ey covers 1-I t1qx.s of employer- 
provided benefits, but excludes part-time. temporal?. and seasonal workers: travelmp and operatmfi 
personnel: and executives who are policy-makers If benefit plans requu-r an rmplo?ee to pay part ot 
the cost. employees are vountrd onIF If they are employed full-time. elect to rec’elvr the employ&i 
benefit packape. and have paid theu- share of the cost. The sumev does not mdlcate the number ot 
employee\ who either have no a~ess to employer-sponsored health insurance or vhtn)se not to partly 
ipate In the l!Wi in-ry. 1.5ll.1 firm% were <elected bg a weIghted. stratified random sampluq! prints- 
dure. the sume) has a reqxm.se rafts of approsunatrly 91 percent (the rate for the health msuranl’t’ 
part 1s lower. about 80 percent. becaust~ of mlssq mformatl<m, 

SE%.-\ conducted a sun’r) of busmesses m 1986 usuq the Dun and Hradstrwt I S Entcrprlse and 
Establishment Mlcrodata File. which contains a hstmg of apprcxlmatel!. 3 7 milhon busmes%+ Thth 
probablhty sample. stratified by flvr slzt’ catepones and seven mdustn cateycn%. gW?rdttad ii hst 01 

137.5 busmesses or 15 busmesses peF 41. The respome rate for usable sun-t’!-s was only 31 pw’~‘nI 
but 93.4 reports that the nonresponse bias test WLS nepatlvta The sun-ey provides a proflk of the, 
selected businesses. mcludq data on a@ I as of 108.5 ;. revenues. payroll. fnnpe benefits. ellglblllt! 
cntena for partlclpatlon m benefit plans. types of plans offered. employee c,ontrlbutmns. co\t-t’rrn 
tamment measures used. and demo@aphlc characteristics of employees The mformatmn IS publl\hcd 
in Health Care Co\,erape and Costs m Small and Large Busmesses Final Hepcxt. SB.4 (Xpr 1.5. 19% 1 
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offered insurance as compared with 44 percent in existence 10 years or 
less.’ One explanation could be that many new businesses may not be 
willing to incur the cost to offer health insurance until the profitabilit] 
of the business is well established. 

Locat ion Data from the March 1986 CPS show that the businesses least likely to 
offer employees health insurance are located more in the southern 
(South Atlantic, East South Central, and West South Central) and west- 
ern regions (Mountain and Pacific) than in the rest of the United States. 
as shown in table 3.3. 

Table 3.3: Health Insurance Sources of 
Population Under 65 Years of Age by 
Region j 19851 

Region 
East 

Sources 
Total private Total public No 

TotaP insured insuredb insurance 
(thousands) (percent) (percent) (percent) 

New England 10.733 80 9 99 12 1 

Mlddle Atlantic 31.412 75 2 130 144 

North -___ 
East North Central 35.678 76 2 133 13 7 
West North Central 13 928 78 4 106 14 1 

South 

South Atlantic 32,627 73 1 120 188 
East South Central 12.511 70 4 11 8 21 : -~-~ 
West South Central 22.487 69 9 98 23 4 

West 

Mountain 10,889 74 7 96 194 

Pacific 29 499 70 3 133 20 2 _. ~__. 
Average 73 9 120 174 

Total 199,764 

‘Numbers do not Include indiwduals In mllltary or agricultural sectxs 

MedicaId reclplents 

Source EBRi A ProfIle of Nonelderly Populatlcn Without Health Insurance (May 1987) pp ‘4-15 

Regional differences in health insurance coverage among the employed 
may reflect the greater degree of industrialization and unionization in 
regions with higher numbers of working insured. For example, in 1984. 
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69 percent of production workers in the Midwest were covered by collec- 
tive-bargaining agreements (which often include health insurance), com- 
pared with 32 percent in the South. On the other hand. regions with 
higher numbers of uninsured may reflect the greater incidence of small 
and service-sector businesses. These businesses tend to hire nonunion 
workers more than businesses in the manufacturing industry. It is. 
therefore, not clear what factors are most critical in explaining these 
regional differences. 

Reasons Employers In two recent studies by SBA and ~-FIB,; employers most frequently cited 

Give for Not Offering 
either insufficient profits or high insurance costs as reasons for not 
offering health insurance. Although both surveys have methodological 

Health Insurance limitations and low employer response rates, the results were generally 
consistent and provide some indication of employer thinking (see table 
3.4). 

Table 3.4: Reasons for Not Offering 
Health Insurance Reported by Small 
Businesses 

In percent 

Reason SBAa NFIBa 

Business InsuffIcIently profitable 67 20 

Insurance costs too high 

Employee covered under spouse s or parent’s poky 
Employee turnover too great 

Group coverage not available 

Employee not Interested 

Employees prefer wage compensation 
Admtnlstratlve costs too high 

State-mandated benefits 

62 33 
. 26 

19 15 

16 19 

13 . 
. 8 

9 8 
1 l 

Other 9 4 

“Responses add up to more than 100 percent because of multIpIe answers 
Sources SBA Offlce of Advocacy Health Care Coverage and Costs In Small and Large Businesses 
(Apr 1987) p III-15 ana NFIB Small Business Employee Benefits (Dee 1985) p 26 

-Two sumeys were conducted b!: NFIB. one In 1978 and one tn 1985. Both sumevs sent mall ques- 
tionnaires with a Z-week follow-up to a randomly selected sample of small busmesses All regular 
members were eligible except for those busmesses with no full-time employees The 1978 SUI-LY~ 
conducted from nud-May to mid-June. of 6.492 XFIB members, resulted m a total of 1.608 usable 
suneys. glvmg a response rate of 25 percent. For the 1985 sumey of 7.750 busmesses. 1.13R usable 
sumevs were returned, glvmg a response rate of 19 percent. Although at least one expert consider> 
both response rates unacceptable for purposes of peneralizatlon. SFIB clauned that the 19% usable 
responses did not significantly differ from either the suney sample or the estimated umverse of 
small busmesses. The results of the survey are avaIlable from NFIB. 
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Profits and Costs 
Interrelated 

Insufficient profits and high insurance costs are two frequently cited 
and interrelated reasons businesses give for not offering health insur- 
ance. In both the SBA and NFIB studies, businesses reported that health 
insurance is increasingly too expensive relative to their financial posi- 
tion. EBRI found that businesses’ health care costs rose nearly 280 per- 
cent between 1974 and 1984; the Health Insurance Association of 
America found that insurance premiums rose about 45 percent betweei 
1980 and 1983. For comparison, prices in general rose almost 100 per- 
cent between 1974 and 1984 and 22 percent from 1980 to 1983.- 

Insurance costs are generally higher for small businesses. A 1987 SB.~ 

report,” in comparing small businesses with larger ones, found that small 
businesses pay 10 to 40 percent higher premiums for comparable plans 
and benefits. This is so for a number of reasons. First, the estimated cost 
to a business of sponsoring health insurance is approximately 25 per- 
cent of the minimum wage ($3.35 an hour) per employee,“’ about $0.84 
per hour per employee. Because small businesses tend to have more low- 
wage employees, health insurance costs represent a greater percentage 
of total compensation (wages plus benefits) for these businesses as com- 
pared with larger businesses. Particularly affected. according to NFIB, 

are labor-intensive businesses (such as maid services and painting con- 
tractors). KFIB maintains that if premiums were lower, greater coverage 
would be provided. Also increasing the cost of insurance are state man- 
dated-benefits laws. Such mandates, the ERISA (Employed Retirement 
Income Security Act) Industry Committee claims1 increase costs and 
inhibit the ability of businesses to provide employees with basic and 
economical benefits packages. 

In addition, small businesses are more likely to be sole proprietorships 
or self-employed. Generally, under the Internal Revenue Code (section 
162(a)), employer contributions to employee health plans are fully 
deductible. However, under the Tax Reform Act of 1986 (P.L. 99-514). a 
self-employed person may deduct only 25 percent of his or her health 
insurance costs. Furthermore, small businesses are frequently offered 
standard plans and may not be able to negotiate lower levels of benefits, 
higher deductibles, or higher copayments (or all three) to achieve cost 

‘As measured by the implut pnce deflator for the gross natwnal product 

“The State of Small Busmess. SB.4. p 167 

“‘Beth Fuchs, “Access to Health Insurance.” CRS Seminar (.Jan 13. 1988). p 2 

’ ‘The commIttee is a trade asoclatlon of large corporate pension and welfare benefit plans 
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savings. Too, small businesses are more likely to change insurance carri- 
ers, and there are costs associated with these changes. Finally, certain 
costs associated with providing health insurance are fixed, such as 
sales, eligibility determination and verification. and collection. Large 
businesses have more workers over which to spread these fixed costs. 

Alternative Coverage and In the NFIB study, over 25 percent of small businesses stated they do not 

Worker Turnover Also offer insurance because their workers are already covered by spouses’ 

Cited or parents’ insurance; this is especially true, businesses say. of part- 
time, temporary, and seasonal workers. Data supporting this claim of 
alternative coverage, however, are limited. Data are based on the total 
population not on the employed (see table 1.1); therefore, they do not 
show whether a worker who does not have employer-sponsored health 
insurance has another source of insurance (for example, Medicare) or is 
uninsured. The 36.9 million uninsured (shown in table 1.1) is an esti- 
mate of the number of those who have no health insurance. not an esti- 
mate of the number of working people without health insurance. 

Another reason why some businesses do not offer health insurance, 
cited by 15 to 19 percent of businesses in bot,h the SBA and NFIB studies. 
was because these businesses had a high turnover rate for workers. In 
the studies, 8 to 13 percent of businesses reported they did not sponsor 
health insurance because workers were not interested or would rather 
have higher wages than paid health insurance. For example, young 
workers. in particular, were believed to prefer higher wages to health 
insurance because they are usually healthy and do not feel they need 
insurance. 

Group Coverage Not 
Availa .ble 

Another frequently cited reason small businesses give for not offering 
health insurance is the unavailability of group coverage. This problem 
exists, according to NFIB, when businesses are too new to qualify for cov- 
erage or are in an industry for which many insurance companies do not 
offer coverage. 

SF113 said that small businesses tend to operate in distinct and specialized 
niches and that insurance companies do not offer coverage to businesses 
in certain industries. This. SFIB notes, leaves the small business owner 
out in the marketplace with no information and with limited resources 
to find an insurance carrier that does write insurance for a specific 
industry. According to SFIR. the information gap is significant for both 
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finding coverage and controlling costs or increasing benefit levels of 
plans already in existence. 

In a separate report, being prepared at the request of the Chairman. 
Senate Committee on Labor and Human Resources, we will be providing 
further information about restrictions on the availability of health 
insurance coverage to small businesses. 

Analysis of Research Although the research on employer-sponsored health insurance is exten- 

Limitations 
sive, there are gaps in the available information and limitations on its 
usefulness, for example: 

. Much of the existing research describes the characteristics of the work- 
ing uninsured, but does not explain why they are uninsured. Without 
knowing the underlying reasons why workers do not have health insur- 
ance, it is more difficult to decide which policy option will most effec- 
tively reduce the number of uninsured. 

. Analyses of the same data can give different results about the charac- 
teristics of the working uninsured because of the different ways in 
which terms such as “part-time” are defined. Policymakers need to be 
aware of such definitional problems in designing and evaluating policy 
options. 

l The usefulness of some studies is limited because (1) data were not col- 
lected on certain segments of the population or (2) survey response 
rates were low. These limitations raise questions about whether the data 
accurately and completely portray the characteristics of the uninsured. 

Descriptive Studies Most studies of the uninsured are descriptive rather than explanatory. 
They provide information on the characteristics of the working unin- 
sured, but they do not address the question of why they are uninsured. 
Furthermore, the links between the various factors that affect a 
worker’s insurance status have not been fully explored. For example, 
the literature consistently indicates that workers in small. new. and ser- 
vice-sector businesses are least likely to have employer-sponsored 
health insurance. These business characteristics are related to each 
other-many new businesses are small and many service-sector busi- 
nesses are both new and small. It has not. however. been determined 
which factor or set of factors explains the decline in employer-spon- 
sored insurance. 
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Comparabili 
Databases 

ty of One limitation of existing research relates to the comparability of data- 
bases. Variations in the way data are collected affect analysts’ ability to 
compare different study results. For example, the BLS annual sumey 
separates businesses on the basis of the number of workers in order to 
indicate the size of the business. These groupings are businesses with 
50; 100; 250; 500; 1,000; and so on, up to 10,000 workers. EBRI. however. 
determines business size by 25, 100, 500, and 1,000 workers. Because of 
these differences, the studies may be describing different groups of 
workers when analyzing the rates of employer-sponsored health insur- 
ance by business size. 

A related issue is that various estimates of the working uninsured may 
not include the same groups of people. For example, some studies esti- 
mate the lack of insurance only among people between the ages of 18 
and 64; some include all people under the age of 65, and others use the 
entire national population. 

Exclusion of Certain 
Sectors From Databases 

Several sectors of the population either have not been included in the 
databases we reviewed or may need to be examined more closely. These 
sectors include (1) agricultural and service industries, (2) part-time and 
temporary workers. and (3) people who are not eligible for health bene- 
fits through work even though they may work for businesses that offer 
health insurance to other workers. This is important because many busi- 
nesses are counted as providing health insurance to their work force 
regardless of how many of their workers are not eligible for benefits: 
data collected on these businesses may not accurately portray the 
number and types of businesses that provide health insurance. 

The agricultural sector is frequently excluded from studies of the unin- 
sured. An EBRI official noted that the characteristics of this group- 
including high mobility, heterogeneity, and a large number of undocu- 
mented workers-make it difficult to gather dependable data. The 
working uninsured in the service sector have not been closely exammed. 
Although this sector continues to be the fastest growing one in the labor 
market! this sector is not homogeneous because it includes both high- 
paying and low-wage jobs. For example, almost half of all jobs created in 
1986 were professional or managerial, with above-average pay across 
all industries. This may help to explain the data indicating that some 
small businesses do sponsor insurance. Links have not yet been estab- 
lished between the increasing number of small businesses, the growth 
and diversity of the service sector, and a business’s decision not to spon- 
sor insurance for its workers. More research is needed in this area. 
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Finally, many databases exclude workers who are not eligible for 
employer-sponsored insurance. Two notable examples of this type of 
exclusion are found in a 1980 national survey of employer-sponsored 
health insurance for both large and small businesses.‘- Although the 
response rate in the 1980 survey was high and the sample was represen- 
tative, the study did not cover employees with no access to health bene- 
fits through employment. The BLS annual survey excludes part-time. 
temporary, and seasonal employees, who are among the groups least 
likely to have employer-sponsored health insurance. Although these 
employees have traditionally been considered members of the secondary 
(marginal) work force (that is, second-income earners rather than pri- 
mary-income earners for the family), they have recently become a major 
part of the work force. As a result of these employees’ exclusion from 
the BIS survey, little information is available about the characteristics or 
size of the secondary work force. In addition, our review of the litera- 
ture did not identify any study that examined variations in employers’ 
eligibility requirements for their sponsored insurance. 

Low Response Rates for 
Surveys 

We identified only two survey that have attempted to document why 
certain employers do not sponsor health insurance. The SBA survey had 
a 20 percent response rate. If the employers that responded have differ- 
ent characteristics from those that did not, the low response rate is a 
potentially serious problem. According to SBA, there was no difference 
between respondents and nonrespondents. It is possible that new busi- 
nesses with fewer than 10 employees or from 10 to 19 employees were, 
however, disproportionately represented in the nonresponse group. This 
could be because these businesses traditionally have higher failing rates 
in the first year of business than businesses with 20 or more workers. 
.The 1985 NFIB response rate of 19 percent has the same potentially seri- 
ous problem. Furthermore, the survey sample was drawn from members 
of NF-IB. Since its members may be better established, this sample could 
understate the problems small businesses have in providing insurance. 

“The Emplovee Welfare Benefit Plans and Plan Sponsors in the Private Nonfarm Sector in the l.ruted 
States, 1978-79. study was sponsored by the Department of Labor under contract to the Battelle 
Human Affams Research Center. The study sought to I 1 I develoo orofiles of olam and plan soonson. 
(2) determme eligibility rules and thetr relationship to contnb&on rates. adrkstrative and’fundmg 
arrangements. and other benefits: (3 1 examine changes m the types and scope of benefits offered to 
employees. and (4) examme the Impact of ERISA on plan operattons and admuustratton. Battelle 
usmg a stratified random samplmg techmque. drew two samples becamse of the availability of 
employer lists: one sample for small employers iless than 100 employees) and one sample for 
medium-tolarge employers ( 100 or more employees). From December 1978 to February 1979. data 
were collected by telephone mtemtews and by sobctting written descnptlons of employers’ pians 
Battelle obtamed 1.273 completed usable intervrews for large employers. resulting m a 77 percent 
response rate. and 1.170 for small employers. resultmg III an 81 percent response rate. 
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For example, the unavailability of insurance coverage for new busi- 
nesses could be understated as a problem for small businesses because 
most SFIB members have been in business long enough that such restric- 
tions no longer apply. 
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Health Care for the Uninsured 

Questions that need to be considered in developing solutions to the prob- 
lem of how to provide health care to the uninsured include (1) where the 
uninsured obtain health care, (2) what types of bills they incur, and (3) 
who pays those bills. The research available to answer these questions 
comes in a variety of forms-national data (such as the NMCES, SIPP, and 
cps data), case studies at state and local levels surveys directed at cer- 
tain target groups or issues (such as the Robert Wood Johnson Founda- 
tion h’ational Access Survey), and studies that use indirect or proxy 
measures (such as studies of uncompensated care’ ). Each type of 
research has certain limitations. For example, studies frequently use old 
data, exclude certain types of data, use proxy measures to determine the 
cost and delivery of services to the uninsured, or are not based on com- 
parable target groups or data. 

Despite these limitations. in combination, the studies provide a fairly 
coherent, although incomplete, picture of health services provided to the 
uninsured. Briefly, the uninsured are most likely to obtain health care 
services at public and teaching hospitals in metropolitan areas. Most of 
the medical bills incurred by the uninsured are for maternity cases and 
accidents. Health care services provided to the uninsured are paid for 
directly-by the uninsured themselves out of pocket and by public 
funds and philanthropy-and indirectly-through cost-shifting to those 
that have the ability to pay. 

‘“L’ncompensated care” IS defined as unretmbursed senxes and cous1st.s of two parts-bad debts 
and chanty care. Bad debts refer to sen-ices that are btlled to-but not collected from-pattents. 
including debts of msured patients who do not pay their copayments or deductibles or both and debts 
of the nonpoor uninsured. Charity care refers to services for which no collection effort IS made Each 
provtder makes its own determmatron in each case as to ahtch pattents fall mto this category and 
what kmd of collectton effort will be made. Because of vanattons tn providers defmmons of bad debt 
and charity care as well as in accounting procedures, there has been little attempt to dtstmguish 
between the two sources of debt-pantcularly m agregate data. Thus, studtes of uncompensated 
care generally do not dtstmguish between nonpayment by the insured and the unmsured For those 
most likely not to pay for health care services. these studies do however. provide mformation on 
demographic charactertstrcs. t-ypes of illnesses. and costs of senxes 
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Sources of Care for the According to nationally based studies that use data on uncompensated 

Uninsured 
care,’ the providers of care to the uninsured are most likely to be public 
and teaching hospitals in metropolitan areas. I Compared with the poor 
insured, i the poor uninsured generally use fewer services, receive more 
free care, and use hospitals as a regular source of care more often. 

In metropolitan areas in 1982, uncompensated care, as a percentage of 
total charges, was 8.6 percent for public hospitals compared with 3.7 
percent for voluntary hospitals When further broken down by teaching 
and nonteaching status, teaching hospitals with 249 beds or more pro- 
vided a higher percentage of uncompensated care relative to total 
charges in both public and voluntary hospitals.‘, For example, the 
uncompensated care debt (as a percentage of total charges) for teaching 
public hospitals is 15 percent, compared with 7.2 percent for nonteach- 
ing hospitals. 

‘The L’rban Institute and AHA jointly conducted A Survey of Medical Care for the Poor and Hospi- 
tals‘ Financial Status in 1980. 1982. and 1984. The sumeys were conducted to determme ( I I whar 
changes in the amount and distribution of free hospital care had occurred between 1980 and 1984 
and (2) how hospitals were reacting to an increasingly competitive environment. Specifically. the 
surveys were to (1) measure the amount of care hospitals provide to low-mcome and unmsured mdi- 
viduals; (2) provide data that could clarify the relationship between charity care. bad debt. and a 
hospital’s fmancial status: and (3) identify early wammg signs of hospital financial distress. The 
1980 and 1982 surveys are based on samples of 3.000 nonfederal short-term hospitals with 100 or 
more beds In addition. a random sample of about 400 smaller hospitals (less than 100 beds) m I RHO 
and 800 hospitals m 1982 were included The response rate was about 50 percent for both sun-ey\. 
and the data reported were based on a maximum of 1.208 private nonprofit and public. nonfederal 
hospitals that responded to both sun;eys. This group then formed the sample population for the 1984 
survey so that valid comparisons could be made over the I-year period. Although the 1984 sample I\ 
smaller and more select. the respomse rate was i5 percent. representmg about 900 hospitals The 1Uri-l 
data have not yet been published 

‘According to the Association of American Medical Colleges. a teachmg hospital is one that is a mtn- 
ber of the Council of Teachmg Hospitals and ha\ ( 1 ) a documented affiliation agreement with a mcdi- 
cal school accredited by the Liaison Committee on Medical Fducation: I 2) a letter of recommendation 
from the dean of the affiliated medical school: I 3) at least four approved active residency programs. 
and (4) at least two of the four residency programs in the following areas-internal medicmc. surf 
gery. pediatrics, psychiat?. family practice. or obstetrics and gynecology. 

“‘Poor” IS defined in this study as family or mdividual m’omc at or beknv the federal po\ ert\ Ic\~~l 
for 1977 “5ear poor” is defined as those with income between 101 and 15 percent of the 167 
federal poverty level For a farmly of four. “poor” is defined as those famihes lvith mcomr at oi- 
below $8.000; the category of “near poor” is defined as those with mcomc bet\reen $8.0(1(1 and 
.$10.000 

-A “voluntary hospital” is a private. not-for-profit hospital that is autonomous and self-suppc~nln~ 

Frank Sloan and others. “ldentifyq the Issues. .A Statistic,al Prclfile.” m l.mompensated Ilc~sl~~t~l 
Care- Defining Rights and Assigning Responsibilities (\‘andcrbilt 1 .mversity Press. 19)8(i). ply H WNI 
11 

Page 34 GAO HRD-89-45 Working I’ninsurrd 



Chapter 4 
Health Care for the Uninsured 

Data from the 1977 NMCES demonstrate that those poor and near poor 
who are always uninsured use fewer health care services across a vari- 
ety of utilization measures than those with private insurance, Medicaid, 
or Medicare. In the categories of prescription drugs, ambulat.ory non- 
physician visits, and hospital stays, the insured poor and near poor use 
two to three times the number of services as do the uninsured poor and 
near poor. 

An analysis of NMCES data by the National Center for Health Services 
Research (NCHSR) produced similar results for the working insured and 
uninsured. Almost 77 percent of the working insured reported at least 
one physician visit during the year compared with 62 percent of the 
uninsured. In addition, the working insured are (1) more likely to use 
prescription drugs (61 percent) than the working uninsured (49 percent) 
and (2) more than twice as likely to be hospitalized (11 percent) than 
the uninsured (5 percent). 

Precisely why these uninsured use fewer services is not clear. To some 
extent, they may be in better health and therefore find it unnecessary to 
use services, or they may be people who need care but are not able to 
gain access to the care they need. According to a 1986 national tele- 
phone survey on access to health care, approximately 16 percent of the 
sample population reported difficulty in obtaining necessary health ser- 
vices; for almost half of the 16 percent, the barrier was financial.- 

The 1977 NMCES data also indicate no differences in use of physician ser- 
vices between insured poor and nonpoor. Although the poor and near- 
poor uninsured use fewer services than the poor and near-poor insured, 
the uninsured account for a much greater portion of free care. For 
example, 23 percent of the population covered by private insurance at 
least part of the time received free ambulatory nonphysician visits com- 
pared with 41 percent of those who were always uninsured. Similarly. 
12 percent of the uninsured received free hospital care in comparison 
with 2 percent of the privately insured population. 

A number of studies conducted over the past 5 years have established 
that the uninsured rely more heavily than the rest of the population on 
hospitals for ambulatory services and as a regular source of care. The 
research also indicates that reliance on hospital outpatient departments 

The Robert iVtx)d .Johnson Foundatwn. Special Report ~cwss to f+alth (‘art, In the, I ‘nited Statw 
Rrsults of a 1986 Sunev. No 2 (Prmceton. Sew Jersey. Robert B’(H~ .Johnxm Foundation C‘ommunl- 
catmns Offwe. 1987 I, p i 
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and emergency rooms has increased slightly more among the uninsured 
than among the general population. Between 1976 and 1982, the per- 
centage of uninsured who used hospitals as a regular source of care 
increased 29 percent; the average in the overall population increased 
25 percent. 

Types of Medical Bills The medical bills incurred by the uninsured most often involve mater- 

Incurred by the 
Uninsured 

nity cases and accidents, as shown in table 4.1. 

Table 4.1: Self-Pay and No-Charge 
Patients by Major Diagnosis In percent 

Diaanostic orouo 

Estimated charges 
Self-pay/no-charge billed to self-pay/ 

patient9 no-charge oatientsb 

Maternity 40 26 

Accidents 13 16 

Total 53 42 

Digestive disorders 7 9 

Mental disorders 6 9 

Respiratory dtsorders 5 6 

Circulatory disorders 5 9 

Comokated rxeanancles 5 2 

Genltounnary disorders 5 5 

Other 15 19 

Total 48 59 

Note Numbers do not add up to 100 percent because of roundrng 

‘Self-pay and no-charge are used as indrcators of unrnsured patrents 

““Estrmated charges refers to the estimated total dollar amount that the hosprtal brlled to patrents for 
medrcal se ss rendered For example 26 percent of all hospital charges brlled to self-pay and no 
charge pa:leI-is was for maternfty care 

fncfudes rnfectrous and parasrttc drseases neoplasms endocrrne nutrrtronal and metabolrc &eases 
drseases of the blood blood-formrng organs and musculoskeletal system congenrtar anomalres and 
condrtrons of the pennatal period and mrscellaneous condrtrons 

Source Frank Sloan and others ldentrfylng the issues A Statlstlcal ProfIle In Uncompensated Hospi 
tat Care Defrnrng Rrghts and Assrgnrng Responsrbrlrtres iVanderbrlt Ilnrverslty Press 1986‘1 p 22 Data 
are from the 1981 Hospital Discharge Survey conducted by the Natronai Center for Health Statrstics 

The uninsured are also most likely to receive care in public and teaching 
hospitals and have surgery on the day of admission: 

‘Sloan and others. “Identlfyq the Issues~ .A Statismal Profile.” pp 12 and 21-X 

Page 36 GAO #RD-8935 Working Uninsured 



Chapter 4 
Health Care for the Cninsured 

Statewide studies and case studies that report data on uncompensated 
care are often not comparable because of differences in their collection 
methods and data sources. Three studies, however, presented data on 
unpaid charges and unresolved bills. In a 1984 statewide study of 21 
hospitals in Tennessee, researchers reported that nearly one-half of the 
charges for the hospitalized uninsured were below $1 .OOO; the mean 
total charge was $1,505, and the mean unpaid charge was $936. In a 
case study at Vanderbilt Hospital, the same researchers reported that 
only 2 to 5 percent of uncompensated care cases involved bills of more 
than $25,000, but in total these cases accounted for 35 percent of the 
uncompensated care debt” A statewide study of hospitals in Florida 
indicated that in 1983, unresolved bills averaged between $1,291 and 
$2.312,” depending on how the data are analyzed.‘- In this study. cata- 
strophic expense cases represented 2 percent of all cases and 16 percent 
of the total unresolved bills for all respondent hospitals.’ 

A study conducted in 1984 by the California Association of Public Hos- 
pitals suggested that patients in public hospitals (who, as discussed 
above, are more likely to be uninsured) are sicker, i typically present 
more complex and acute health problems, and require multiple medical 
treatments with more intense services. In addition, transferred patients, 

‘Frank Sloan and others. .4nalys1s of Health Care Optrons in Tennessee: Incompensated Care. Final 
Report I Tennessee, \‘anderbilt I’mverstty. institute for Public Policy Studies. Health Pohq Centrr. 
Jan 198.5). p 4i 

“‘Sloan and othrra. “Identifying the Issues A Statistical Profile.” p. 30 

’ ‘“l‘nresolved” in this study refers to thr amount a patient is billed mums contractual adlustments 
and minus the amuunt received It is. m rssrncr. the total of bad debt and chat-try car? 

I-R. Paul Duman. .Jan L Colbert. and .Jatw F Pendergast. State I’mversity Study of Indigtnt Cart. 
\‘()I. L’ The .tial)-tic Report 1 I.niversity of Florida and Board of Regents. 1986). pp. 2 31-Z 9.5 Tht* 
1983 data arc presented m a variety of ways. such as unresolved bills by payment source. sex. et hnw 
ity. manta1 status. sourw of admission. rrpion of the state. hospital bed sizt’. and hospital owntrship 
As a result. the averagt’ unresolved bill vanes according to the vanablr- measured 

The Secretary of flealth and Human Senices describes catastrophic as ” a nwasiirc that alkm. 
us to identify illnrss costs that cannot be borne by mdividuals and t’arn~bc+ without having to signit’~- 
cantly chanpca their hftx style or drastically modify their expectations of hving standards m thr, 
future.” Catwtrcqhic Illness Expenses 1 Department of Ilealth and 1Iumsn Strvtws \I)\ 1W; 1. 11 Ii 

‘In 1984. the California Awciation of Public Hospitals conductc’d a stud!- of Cdliforma hospital5 III 
I I 1 defmc thr swcial contributions and needs of public and cwunty hospitals and 1 L1! idintif> Jw)licx+ 
that would prrw~c~ their vital functions. Data were taken from the C‘aliforma Ilcalrh Facilities C‘om- 
mission. the Offs of Statwvidt~ Ilralth Planning and Dt~velopmrnt. and Calitimia‘~ \lrdic;ud I’ro- 
@am \ltd-Cal The study alsci gather-tad data on its membtlr mstttution\ 
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who are generally uninsured,” represented less than 2 percent of the 
uncompensated care cases in the Florida study, but had higher average 
bills than uncompensated care cases that were not transferred.” The 
transferred patients’ uncompensated care debts averaged $2,133, com- 
pared with an average of $1,274 for a routine admission. 

Paying the Medical Health care services provided to the uninsured are paid for directly- 

Bills of the Uninsured 
out of pocket by the uninsured themselves and by public funds and phi- 
1 ant h ropy-and indirectly-through cost-shifting to those people with 
health insurance or the ability to pay. Federal. state, and local funds 
provide support for indigent patients (that is, those with low income but 
ineligible for public assistance). Philanthropy, in both public and private 
hospitals, helps to cover some uncompensated care costs. In addition 
hospitals frequently attempt to shift some of the costs from nonpaying 
to paying patients by raising rates. 

Total annual health care expenditures are compared with total annual 
out-of-pocket expenditures by insurance status for expenditures over 
$1,500 and over $5,000 (see table 4.2). At both levels of expenditures, 
the uninsured have lower total health expenditures but higher out-of- 
pocket costs. 

“Although there are no nattonal data on transferred patients. case studtes mdlcate that the percent- 
age of patients transferred to pubbc hosprtals who were unmsured ranged from 63 percent m Ala 
meda County. California. to 85 percent in Chrcago. Illtno~~. See for example. GAO. Pattent Transfers 
From Emergency Rooms to DC General Hosprtal tGAO;HRD-87-31. Apr. no. 19871. p.39 Schtff and 
others. “Transfers to a Public Hospttal: A Prospecttve Study of 467 Patrents.” The Sew England 
Journal of Medicme. Vol. 314. No. 9 (Feb 27. 1986 1, pp. 552-57, and Hunmelstem and others, “Pattent 
Transfers: Medtcal Practrce As Soctal Tnage.” .4mencan Journal of Public Health. Vol 74. No 5 I &la> 
1984). 

“‘Duncan and others. State l~mversity Study of Indigent Care, p. Z.59 
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Table 4.2: Comparison of Annual Total 
Health Care Expenditures With Annual 
Out-Of-Pocket Expenditures by 
Insurance Status (1977) 

In percent 

Insurance status 

Population with annual total health care 
expenditure@ 

Over $1,500 Over $5,000b 
Total Out-of-pocket Total Out-of-pocket 

No tnsurance 27 17 9 4 

Prwate 40 11 17 2 

Medlcatd 49 3 30 1 

‘Numbers are rounded from origlnal data source 

’ Includes expenditures over $1 500 
Source Department of Health and Human Services Catastrophic Illness Expenses (Nov 1986) pp 56~ 
57 Data are from 1977 NMCES aged to 1987 

Using data from the 1977 NMCES, NCHSR demonstrated that although the 
working insured have higher average expenditures for hospital services 
($510, compared with $367 for the working uninsured), in part because 
the working insured have higher rates of hospitalization! their out-of- 
pocket expenditures are somewhat lower ($180 compared with $217). 
NCHSR also reported that among the employed in fair or poor health, the 
uninsured paid an average of $373 out of pocket annually for their 
health care; the insured paid $258, a difference of $115. This difference 
is even more pronounced for those who lose more than 8 days from 
work (considered a measure of poor health) because of health-related 
problems. The average annual out-of-pocket expenditure for an insured 
person in this category is $376; the comparable expenditure for an unin- 
sured person is $638 annuaily, a difference of $262 
(70 percent).‘; 

Providing a greater percentage of care than voluntary hospitals to the 
uninsured, public hospitals are supported primarily by Medicaid (32 
percent), state and local non-Medicaid subsidies (28 percent), and Medi- 
care (16 percent). According to studies by GAO and the Sational Associa- 
tion of Public Hospitals, however, the ability of public hospitals to 
provide for the increasing number of uninsured has diminished because 
of (1) reductions in state and federal subsidies for health programs and 
(2) the limited ability of counties to increase the local tax base. 

Private hospitals also bear a substantial burden of uncompensated care. 
For example, in 1983, private facilities in California absorbed almost 

“Monheit and others, “The Employed rnmsured and the Role of Public Pobcy.” lnquxn. \‘ol 22. 
p. 31 

A 
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$600 million in bad debt and charity care.,’ Although private institu- 
tions treat proportionally fewer uninsured than public institutions, pri- 
vate institutions compose 95 percent of the hospitals and 88 percent of 
the beds. As a result. the aggregate private sector contribution to 
uncompensated care is considerable. 

Analysis of Research Although much information is available to answer the questions of 

Limitations 
where the uninsured obtain care, the types of medical bills they incur, 
and who pays those bills, the data have limitations that render the pic- 
ture of health care services for the uninsured incomplete. These limita- 
tions include (1) exclusion of certain types of information, (2) use of 
indirect (proxy) measures to determine the cost and delivery of services 
to the uninsured, (3) use of different target groups and lack of compar- 
able data, and (4) use of old data. An incomplete picture of these limita- 
tions makes developing solutions more difficult. 

Current data collection efforts involve only the uninsured who obtain 
health services. For these uninsured. little data exist on outpatient or 
physician care; no data exist for those who do not gain entry to the 
health care system. Data on the working uninsured population are 
sparse. Most of the available data are case studies that may not reflect 
the national situation. Further, the uninsured population are a heteroge- 
neous group of people. Their demographic characteristics and their 
health needs, as well as risks, vary. 

Data on medical bills for the uninsured are obtained indirectly by using 
indicators of uncompensated care. for example, the “self-pay” category 
of hospital discharge data. Only a few studies have attempted to distin- 
guish between the categories of “bad debt” and “charity care,” so little 
is known about the extent to which uncompensated care is a function of 
lack of insurance, high copayments and deductibles, or lack of stop-loss 
coverage. I * 

The data used to address these questions come from studies that 
address a broad range of issues. including those on uncompensated care. 
access to health care, and utilization of health care services. FrequentI>-. 
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the studies draw their target groups from different populations so that 
the data are not always comparable. In addition, the available data are 
primarily descriptive rather than explanatory; for example, data are 
available on (1) those who experience financial barriers to medical care 
or (2) the differences in health care utilization rates between insured 
and uninsured patients; we do not, however, know why these differ- 
ences exist or what they mean. 

Finally, much of the data available to answer the questions posed in this 
chapter are based on h'MCES, a study conducted 10 years ago. The age of 
this study poses a major limitation because so many changes in the 
financing and delivery of health services have occurred since NMCES was 
done. Until the new data from the updated National Medical Expendi- 
tures Survey (NMFJS) are released (anticipated in 1989), however, SMCEZS 
is still the best available source of national data on health care utiliza- 
tion and expenditures. 
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As discussed earlier, the uninsured are a heterogeneous group, varying 
in age, income, and employment. Most approaches for providing health 
insurance to the uninsured deal with only one segment of the uninsured 
population; few provide estimates of the costs to implement the propos- 
als or evaluate their effects on other segments of the population. Three 
broad courses of action are available: leave the situation as it is. restruc- 
ture the current system, or use a step-by-step approach. 

Leaving the situation as it is would not be a cost-free course of action. 
Through a variety of government health care delivery programs and 
ad hoc health care financing mechanisms, society is currently paying for 
most of the health care provided to the uninsured. These costs are typi- 
cally passed on to others in the form of higher hospital charges, insur- 
ance premiums, and taxes. 

In the late 1970’s a number of approaches were put forth to restructure 
the health care financing system in the United States. One such 
approach. called the Consumer Choice Health Plan (CCHP), was intended 
to replace the current system of (1) open-ended tax exclusions for all 
employer-provided health insurance and (2) Medicaid, which services 
only some of the poor.’ CCHP encouraged universal health insurance, 
independent of job status. Under this proposal. the federal government 
would use tax credits to subsidize the purchase by the nonpoor of health 
insurance from qualified plans. These plans would be required to pro- 
vide a basic list of medical services and catastrophic expense protec- 
tion conduct annual open enrollment, and use community rating to set 
premiums. Since the poor may need a subsidy to ensure their access to a 
qualified plan, CCHP included vouchers that could be used only towards 
payment of the premium for one of these plans. CCHP, along with others 
of its scope proposed during the 1970’s. was not, however, adopted. 

An alternative to restructuring the system is developing a series of poli- 
cies designed to fill the gaps step-by-step in the present structure of 
employment-sponsored insurance for the employed and limited public 
programs for some of the unemployed. Although the incremental pro- 
posals discussed in the literature are many, the most prominent include 
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mandating employer-sponsored insurance; expanding Medicaid; estab- 
lishing industry pooling mechanisms, including multiple employer trusts 
(METS) or Taft-Hartley arrangements; and encouraging a catastrophic ill- 
ness program for all Americans. Other more limited options have been 
suggested, including risk pools for the medically uninsurable,-’ as 
well as 100 percent tax deductions for the purchase of health benefits 
by the self-employed and unincorporated businesses. Finally, in 1986 
the Congress, in an attempt to address the needs of a limited segment of 
the uninsured, passed title X of the Consolidated Omnibus Budget Rec- 
onciliation Act of 1985 (COBRA) (see p. 50). 

Mandated Employer- The approach of mandated employer-sponsored insurance has received 

Sponsored Insurance 
considerable attention lately because of the introduction of the Mini- 
mum Health Benefits for All Workers Act of 1987 (S. 1265, 100th Cong.) 
by Senator Edward Kennedy in May 1987: The bill, as reported, would 
have required employers to provide employees who work 17-l /2 or 
more hours a week and their dependents with insurance for hospital 
care, physician services, diagnostic and screening tests, and prenatal 
and well-baby care. Employers would have had to pay at least 80 per- 
cent of the cost; for employees earning less than $4.19 per hour, how- 
ever, employers would be required to pay 100 percent. Employers would 
also have been required to provide protection for catastrophic medical 
expenses, limiting annual out-of-pocket health care costs to $3,000 per 
household. 

The bill would have created a pooling mechanism intended to cut small 
business insurance costs. A regional health insurance carrier would be 
competitively selected and required to offer two indemnity plans and 
two managed-care plans to small employers in that region.‘, In introduc- 
ing the legislation, Senator Kennedy stated his belief that the combina- 
tion of competition and economies of scale could reduce the cost of 

A “managt&c~are plan” 1s defined m the leglslatlon as ” a hwlth benefit plan under v hlvh wm+ 
or sen‘~ces must penerall~ be furnished either by--l A) provldtv ha\mp a umtrwtual rt4atwnshlp 
wth the plan: or (I3 I providers mcludcd on a 11% specified by rhr plan that consists of a group of 
provldws m a State that 15 more restncted than all Iwn.sed providers m the Statv ” 
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insurance to small employers, who would be required to participate in 
the regional pools.- 

The annual per worker cost to employers for this proposal would aver- 
age $708 for coverage of individuals and $1.798 for family coverage, as 
estimated by the Actuarial Research Corporation, using a rating model 
of health expenditures derived from various data sources. including 
these: NHCFS, the Rand Health Insurance Experiment. and the National 
Health Expenditures estimates from the Department of Health and 
Human Services. The first-year total cost of this approach is estimated 
by the Congressional Budget Office (CBO) to be about $27.1 billion, $21.8 
billion in new employer contributions, $3.3 billion in new employee con- 
tributions, and $2 billion for new benefits under existing policies. 

CBO estimates the bill would require new insurance or insurance from a 
different source for 51 million people. This would include 23 million-or 
nearly two-thirds-of those who were previously uncovered. Only indi- 
viduals employed less than 17-l/2 hours per week (and their families) 
would continue to be without health insurance. The characteristics of 
the workers who would be affected by the bill, according to CBO. would 
be disproportionately employed by small businesses, concentrated in 
certain industries, and of low income (see table 5.1). 

‘.4t the request of .Senator Kennedy. GAO hat obtamed data on thr undenvntmg and rate-wttmc 
methods of a sample of insurers currently offer-q coverage to small groups A report I?J btw+! 

prepared 
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Table 5.1: Characteristics of Workers 
Who Would Have Been Affected by 
H.R. 2508 

In percent 

Characteristic 
All workers 

Affected 
workers 

29 

Size of business 
Under 25 employees 50 
25-99 37 

100-499 26 
500-999 
1 000 or more 

Industry 
Aartculture 

21 -.. 
IO 

62 

ConstructIon 38 

Finance 24 

Manufacturtng 16 

Mlnlnq 15 

Public admlnlstratlon 

Retail trade 

Services 

13 

51 

Professlonal 29 

Other 47 

Transoortatlon 17 

Wholesale trade 20 

Famtly income (In 1986 dollars) 

Under $10.000 67 

$10.000-$19.999 36 

$20.000 and over 25 

Source CBO tabulations of CPS May 1983 for business size (the most recent avaIlable and March 
1987 for industry and family Income 

Other experts have suggested alternate approaches, such as allowing 
employers a deduction for health insurance contributions only if all 
employees (including part-time and temporary), family members. or 
both are covered and minimum coverage is offered. 

Expansion of Access The Medicaid program was enacted to provide the poor with access to 

to Medicaid 
mainstream health care. Authorized under title XIX of the Social Secur- 
ity Act, Medicaid is jointly financed with state and federal funds. Within 
broad federal guidelines, each state designs and administers its own 
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Medicaid program. Consequently, significant interstate variations exist 
along important program dimensions, including eligibility requirements.’ 

Medicaid’s eligibility provisions are among the most complex of all assis- 
tance programs. At a minimum, states must cover (1) all categorically 
needy people receiving cash payments from the Aid to Families With 
Dependent Children (AFDC) program and (2) most people receiving pay- 
ments from the Supplemental Security Income (SSI) program. States have 
the option to provide cash assistance to other groups, such as poor fami- 
lies with unemployed parents or children over 18 years of age who are 
attending school. If the state extends AFDC coverage to these groups, it 
must extend Medicaid coverage as well. States not extending .dFnccover- 
age, however, may still elect to offer Medicaid coverage to groups that 
are not receiving payments (for example, AFDC or ssl) because members 
of the groups are in institutions. In addition, states can extend Medicaid 
coverage to the medically needy-those who (1) meet all criteria for the 
categorically needy, with the exception of income, and (2) have incurred 
relatively large medical bills. 

For those below, at, or above the federal poverty level, options for 
expanding Medicaid eligibility have been proposed by a number of 
researchers. These options propose expansion of Medicaid coverage for 
families with income below the federal poverty level to (1) all children 
under the age of 18 years living with those families, (2) parents of 
dependent children in those families, and (3) all adults in those families 
without dependent children, possibly allowing them to buy Medicaid 
coverage as they would private insurance. A fourth option proposes 
expansion of eligibility to all those families at or above the federal pov- 
erty level (within 200 percent). According to EBRI, 62 percent of the 
nonelderly uninsured fall into one of these four groups.” Expanding 
Medicaid to these groups would reduce the uninsured population, 34.8 
million, by 21.6 million, as shown in table 5.2. 

‘GAO, Medicaid: Interstate Yariatwns m Benefits and Expenditures (GAO ,HRD-Ri-67BR. May 4 
1987, 

‘EBRI. “Public Policy Optlons to Expand Health Insurance Coverage Among the Nonelderly Popula- 
tlon.” Issue Bnef 67 (-June 1987) 
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Table 5.2: Expanding Medicaid Eligibility 
to Families Below, At, or Above the In millions 
Federal Poverty Level Proposed expansion in relation to poverty level for Family members affected 

Famllles below the poverty level 

Children 43 

Parents 24 

Adults 

Famllles at or above the poverty level 
Chtldren. parents. and adults: 

45 

104 

Total 21.6 

?Those wlthout dependent children 

Above IS wlthln 200 percent 
Source EBRI. 1987 

A bill introduced by Senator John H. Chafee, the MedAmerica Act of 
1987 (S. 1139, 100th Cong.), sets forth an expanded Medicaid option. 
This bill would have given states the option of extending Medicaid cov- 
erage to an individual (1) whose family income does not exceed a level 
established by the state or is below 200 percent of the federal poverty 
level, (2) who is uninsurable or has exhausted his or her private insur- 
ance benefits, or (3) whose employer has 25 or fewer employees and is 
unable to provide health insurance at a reasonable cost. 

The bill would have set an annual premium, linked to a state’s average 
per capita expenditure for Medicaid beneficiaries. The premium would 
be limited to 3 percent of the adjusted gross income for those with fam- 
ily income between 100 and 200 percent of the federal poverty level. 
Families with income below the federal poverty level would be exempt 
from the premium and any copayment other than the premium and 
copayment imposed on the categorically needy. 

In 1983, it was estimated that it would cost about $3 billion to expand 
Medicaid to the 3.5 to 4 million people in families without a household 
head in the labor force.“’ In 1986, it was estimated that to expand Medi- 
caid eligibility to all those below the federal poverty level would cost the 
public sector (state and federal governments) $6.1 billion annually.!’ 

‘“Robert Blendon and others. “Health Insurance for the Inemployed and I‘nmsured.” Satlonal .lour- 
nal (May 28.1983). - 

’ ’ Patricia M. Danzon and Frank A. Sloan. Covering the ITnmsured. How Much Would It Cost’.’ (Van 
derbilt Institute for Public Pohcy Studies. Nashville: k. 1986) 
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Industry Pooling 
Mechanisms 

Pooling previously unrelated individuals is an often mentioned mecha- 
nism for improving access to health insurance. Two types of pooling 
that have possible wide application are the formation of METS and Taft- 
Hartley trusts. Proponents claim these types of pools could lower the 
costs of health insurance and ease the burden on the small employer. 
providing health insurance benefits that are usually available only to 
big companies at low cost for the small employer. 

METS are group insurance plans in which individual employers (usually 
in the same or related industries) participate; these employers-brought 
together by an insurer, agent, broker. or administrator-provide insur- 
ance for their employees, under a master contract issued to a trustee 
under a trust agreement. Taft-Hartley trusts, so-called because they 
derive from the provisions of section 302 of the Taft-Hartley Act.‘- were 
developed for unionized workers in industries with high labor turnover 
(for example, construction); the trusts act as holders of the employees’ 
health and welfare policies. Employers pay into the trusts on the basis 
of the number of hours an employee worked. Since the trusts are the 
holders of the health plans, employees do not lose membership in these 
plans as they move from job to job within the industry. A similar 
arrangement could be developed for nonunionized employees who 
change jobs frequently within an industry. 

Catastrophic Illness 
Programs 

Catastrophic illness programs differ in scope and benefits, but their 
common purpose is to protect individuals and families from being ruined 
financially by very large medical expenses. These programs generally 
cover all out-of-pocket medical bills in approved categories. Typically. 
the insured pays a deductible and co-insurance based on income or 
assets or both. A catastrophic program is essentially a major medical 
program with a large deductible.’ Currently, 35 states have this type of 
medically needy program for Medicaid recipients. 

Estimates of the cost to provide catastrophic coverage with a $750 
deductible and S 1.750 upper limit on out-of-pocket expenditures per 
person have been devreloped. Such coverage could be provided to the 
uninsured at or below 200 percent of the federal poverty level for $6.9 
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billion and to all uninsured for $11.4 billion. i I Under such a catastrophic 
coverage program, the insured, on average, would pay an estimated 3i 
percent of the total health costs in any given year. 

hes Two approaches frequently mentioned to target the medically uninsur- 
able and the self-employed are state risk pools and use of pretax dollars. 
Each might provide some relief for the targeted group. but would make 
only limited progress on the overall problem of the uninsured. 

According to a GAO report! 15 states have legislation establishing risk 
pool programs to help the medically uninsurable-those with medical 
conditions that make them unacceptable risks to private insurers- 
obtain health insurance protection. I’ Researchers estimate that 1 million 
to 2 million uninsured cannot obtain insurance because of medical condi- 
tions. The six programs that GAO reviewed have assisted a limited 
number of people. There are, as yet, no (1) conclusive evidence of the 
effectiveness of risk pools and (2) data that would allow comparisons of 
risk pools with other mechanisms for financing health care for the 
uninsured. 

These state risk pools provide insurance to medically uninsurable people 
at rates that are typically 25 to 50 percent higher than standard risk 
rates. These rates have historically been too low to cover health care 
costs incurred, and pool deficits have been shared among the health 
insurance companies in the state. Covered services vary, but usually 
include a reasonably comprehensive package of health care services. 

Another frequently mentioned incentive for employers to offer health 
benefits is to allow all employers to use pretax dollars to purchase 
health insurance. The Tax Reform Act of 1986 allows the self-employed 
to deduct 25 percent of the premiums for their own health insurance 
plan from adjusted gross income.l’ Two bills introduced in June 1987 
would give the self-employed an 80 or 100 percent deduction, such as 
other businesses are now entitled to. 

i ‘Damon and Sloan. Coverme the ~~mnsured 

‘-Health Insurance. Risk Pools for the Medically I-mnsurable iGAO:HRD-88-66BR. Apr 13. 19881 

” Gail Wilensb. “F’ubhc. Prtvate Sector Options to Cover I.mnsured N’orkers.” Busmess and Health 
(.Jan. 1987,. p. 43 

Page 49 GAO/HRLb89-45 Working Uninsured 



Chapter 5 
Policy Options for Providing Health Care 
Insurance to the Uninsured 

Title X of COBR4 Title X of COBRA (P.L. 99-272) attempted to fill some of the health insur- 
ance gaps that frequently result from changes in employment status. It 
requires employers with 20 or more employees to offer some terminated 
employees and their families the option to buy health insurance identi- 
cal to that provided before they became ineligible.‘: The reasons for inel- 
igibility include employment termination (other than by reason of gross 
misconduct), reduction in work hours, divorce, legal separation, Medi- 
care entitlement, or a dependent child’s reaching the age at which cover- 
age is terminated under the insurance plan. Continuation coverage must 
be offered to qualified beneficiaries for (1) 18 months for termination or 
reduction in hours and (2) 36 months for all other qualifying events. 
Under COBRA, the employer is not required to pay for the extended cov- 
erage, and the employee maybe charged up to 102 percent of the 
premium. 

The Notice of Proposed Rulemaking for COBRA was issued on June 15. 
1987, by the Treasury Department. Treasury is responsible for imple- 
menting the proposed regulations because title X of COBRA required an 
amendment to the Internal Revenue Code; Treasury therefore held hear- 
ings on the proposed regulations. As of December 1988, however. the 
regulations had not been made final. In the meantime, employers must 
act in good faith to comply with the proposed regulations. 

Limitations of 
Approaches 

In general, although nearly every authority on the subject of the unin- 
sured has an approach to providing health benefits to them, few have 
estimated the costs of their approaches. And, when estimates are availa- 
ble, in general, no differentiation is made between (1) added costs result- 
ing from increased access to and use of services by the uninsured and 
(2) costs shifted from other payers. 

Currently, health care services provided to the uninsured are being paid 
primarily through out-of-pocket payments by the uninsured, by public 
hospitals and clinics, and, to a lesser extent. by private hospitals 
through uncompensated care. The various approaches would essentially 
shift part of the burden of paying for such care either to the employer 
(mandating employer-sponsored health insurance). the state and federal 
government (Medicaid expansions and catastrophic insurance propos- 
als), insurers and their insureds (risk pools). or employers and the fed- 
eral government (tax incentives). Thus, the cost of a particular 
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approach must be balanced with the resultant savings to hospitals and 
other groups. 

How the various approaches affect overall health care spending 
depends largely on the extent to which they improve access to health 
care services. For example, catastrophic coverage, because of its high 
deductible, would most likely do little to improve access to routine medi- 
cal services for the uninsured and would primarily shift the costs of a 
catastrophic illness from the individual and hospital to the state or fed- 
eral government. In contrast, by providing comprehensive health insur- 
ance to high-risk individuals, risk pools can be expected to result in 
increased use of routine health services by covered individuals. Risk 
pools would thus result both in (1) a shifting of costs already being 
incurred by the individuals and providers and (2) an increase in costs 
resulting from improved access. Both the new and shifted costs would 
be paid by insurers (and their insureds) and the state. 

The potential effects of the various proposals on health care cost-con- 
tainment efforts also need to be considered. Over-utilization of services is 
one of the primary factors contributing to rising health care costs. An 
effective way to reduce overutilization is to give people a financial stake 
in their health care benefits. As we noted in a 1982 report, 

14 the structure of the third party system isolates many consumers from the 
financial effects of their use of the health care system. Thus, the price of care for 
many is no longer a significant factor in health care decisions. As a result. consum- 
ers desire and health care providers deliver extensive. high quality care even when 
only marginal value would result.” ” 

Clearly, the uninsured currently have a financial stake in their health 
care utilization as do the providers, both public and private, who must 
absorb any costs that the uninsured cannot pay. The problem facing 
policymakers is how to ensure access to needed medical services with- 
out encouraging unnecessary utilization. Both the individual and the 
provider should, in our opinion, continue to have a financial stake in the 
individual’s health care services. 
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According to one study, per capita health care expenditures rise as cost- 
sharing falls;’ ’ people with 50 percent copayment spent about 33 per- 
cent less on medical services than those with full coverage. In addition. 
full coverage led to more people using services and to more services per 
user without a commensurate improvement in health status. The chal- 
lenge facing policymakers is to select a level of cost sharing that will 
discourage unnecessary utilization of services. but will not deter individ- 
uals from obtaining needed care. 

Just as individuals may be insulated from the financial effects of their 
overuse of medical services by third-party coverage, so too are provid- 
ers insulated through the fee-for-service payment system. Under this 
system, providers’ income is directly tied to the volume of services pro- 
vided. Although both public and private third-party payers have 
increasingly turned to health maintenance organizations (HMOS) and 
other prepaid health plans in an effort to remove the incentive to 
overuse and overprescribe health care services, employers are increas- 
ingly questioning the ability of HMOS to contain health care costs. 

In addition to determining how to equitably distribute the costs of pro- 
viding coverage, policymakers need to consider the economic conse- 
quences (that is, effects on employment, economic growth, and 
competitiveness in foreign markets) that will result from each approach. 

The approaches discussed earlier also have more specific limitations. 
Mandates are an attractive option to some because a large number of the 
uninsured could be covered; the cost burden would be on the private, not 
the public, sector: and precedents for mandating benefits exist. To the 
extent that program costs were passed on as lower wages, fewer jobs, or 
higher prices for consumer goods, mandating benefits could be a signifi- 
cant burden on employers and, ultimately, employees. 

Senator Edward M. Kennedy’s proposal to require businesses to provide 
health benefits to most of their workers and their dependents would not 
solve the problem for all of the uninsured. The nonworking uninsured 
would remain uncovered. as would the self-employed and their depen- 
dents. as well as those working less than 17-l i2 hours per week. 

Medicaid expansion could ( 1) reduce work disincentives whereby work- 
ers earning too much lose all Medicaid support and (2) provide health 

’ ‘Kohert Brook and others. The Effect of Comsurance on thr Health of .Adults- Kesults From thti Kand 
Health Insurancr Esperiment. Hand Corporation c Dee 198-lr. p III 
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insurance to people who earn too much to be eligible for Medicaid but 
whose income is too low to permit them to put aside enough of their 
wages to purchase health insurance. On the negative side, some employ- 
ers might (1) discontinue the insurance they currently sponsor for those 
workers who are below the federal poverty level or (2) encourage those 
workers to apply for Medicaid. Finally, expanding Medicaid would need 
to be mandated for all states before its impact would be felt on a signifi- 
cant portion of the uninsured. Experience has shown that when states 
are given the option of expanding Medicaid, the poorer states are less 
likely to respond. For example. 15 states have not extended Medicaid 
eligibility to the medically needy. The poorer states, however, may 
believe that they do not have a sufficient tax base to support a major 
expansion of their Medicaid program. In addition, expansion of the 
Medicaid program would most likely heighten existing problems with 
the program. such as limited participation by providers, complex eligi- 
bility processes, and ineffective utilization controls. 

Because of the high deductible and upper limit on out-of-pocket expendi- 
tures (stop-loss coverage), the cost of a catastrophic program could be 
limited. Since such a program does not take effect until a person has a 
serious and expensive illness, there would be little incentive to overu- 
tilize services for minor episodes of care. On the other hand, the high 
deductible could be a barrier to access for routine and preventive care. 
Finally. a catastrophic program alone would still leave some segments of 
the population at risk for significant out-of-pocket expenditures. 

Title X of COBRA does not affect employers with less than 20 employees. 
These employers are among those most likely not to sponsor health 
insurance: title X also does not affect employees who do not have access 
to health insurance through work. Therefore, the COBRA provisions are 
likely to provide limited relief for the uninsured. Moreover, many of 
those who are eligible beneficiaries under COBKA may not be able to 
afford the full cost of the premiums, even at the group rate, because of 
loss of income caused by terminated employment. 
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