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Introduction

According to the U.S. Census Bureau, the number of Americans without health insurance in 2003 was a
record high 45 million, or 15.6 percent of the population (the highest percentage since 1998). In 2004,
about 85 million, or about 32 percent of the population, were uninsured for at least some period of time.'
A 2004 household survey found that in Virginia, nearly 9 percent of the population was uninsured at a
given point in time and 11.5 percent had no health insurance at some point during the year." Data from
state and national sources indicates the number of individuals without health insurance for all or part of
the year is an endemic problem that continues to grow, adversely impacting public health and economic
conditions. The purpose of this paper is to summarize the scope of the problem and discuss the costs and
consequences of uninsurance.

Background

While 85 percent of Americans have health insurance coverage, uninsured citizens are found in just about
every demographic group. The rate of uninsurance continues to increase, attributed to a number of
factors, including the erosion of employer-sponsored private health insurance coverage (due to rising
premiums and health care costs, and to some extent, a weak economy and rising unemployment in certain
industry sectors)."

Both nationwide, and in Virginia, the uninsured are most often low-wage (</=$9.50/hr), young, non-
white, and employed (working in small businesses). Many low-wage workers do not have access to
affordable insurance, primarily because their employers do not offer it." More than 30 percent of those
without health insurance (about 14 million) are eligible for government-sponsored programs like
Medicaid and SCHIP, but are not enrolled.” Moreover, many uninsured choose not to have coverage
because they don’t think they need it or are unwilling or unable to pay the price for insurance. In Virginia
in 2004, a majority (65.4 percent) of the uninsured had neither requested nor received information about
the state’s public health insurance programs. When asked why they do not participate in employer-
sponsored coverage (ESI), a significant proportion of Virginia’s uninsured workers felt coverage was too
expensive (28.9 percent), did not want it , or felt the benefits offered were inadequate (17.2 percent).”

Erosion of Employer Sponsored Coverage

Although the majority of Americans receive their health insurance through an employment-based health
plan, the proportion of individuals receiving employer-sponsored insurance (ESI) is declining. According
to a 2004 Kaiser Family Foundation survey, ESI decreased from 65 percent in 2001 to 61 percent in 2004.
Drivers influencing the decline in ESI include:

0 Rising health insurance premiums,
Increased cost sharing to employees,
Fewer firms offering coverage to their workers, and
Fewer workers who are employed where coverage is offered and are eligible for the
benefits actually accepting the coverage benefits — decreasing take-up rates.”"
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Declines in employer coverage occurred for both adults and dependent children between 1989 and
2003."" A 2001 nationwide survey of employers found that 14 percent of respondents said that they were
planning to reduce or eliminate health care coverage for their employees in response to growing health
care costs.” A 2005 study predicted the proportion of workers with employer-sponsored health coverage
in California would drop to just over half by 2010 if insurance premiums continue to increase by 10
percent annually.* Looking ahead to 2006, another study projected more than three-fourths of large
companies nationwide will require employees to pay more for coverage, and about one-fourth likely will
reduce wage increases for employees because of rising health care costs. General Motors, in particular,
has recently announced it will eliminate 25,000 jobs in the United States, in part due to financial losses
stemming from rising health care costs. In the second quarter of 2005, those losses amounted to more
than $1.1 billion.™"

In Virginia, employer-sponsored private insurance is a source of coverage for nearly three-quarters of
adults under age 65. Currently, about a quarter of those with private insurance worry they will lose their
coverage, and nearly half are concerned they won’t be able to afford continued coverage. Recent trends
in reported business coverage further support this fear. Fewer than 60 percent of the state’s private
employers offered health insurance to their employees in 2003. By industry sector, agriculture and
construction firms had the lowest offer rate (47 percent) followed by retail and other services (57
percent). Moreover, a growing number of employees who are offered insurance decided not to take it.
Although about 79 percent of employees working for private employers that offer coverage are eligible,
just 76 percent of them decided to enroll; a difference of nearly 56,000 workers.*"

In recent years, some of the most significant changes in employer-sponsored insurance coverage have
been concentrated among low-wage workers:

0 Between 1999 and 2002, individuals ages 19-64 with incomes below 200 percent FPL
realized a 3-percent decline in ESI to just 50.6 percent, compared to all working adults, of
which 83 percent have ESI. During this period, gains in public insurance enrollment
(e.g., Medicaid, SCHIP) for low-wage workers (2.7 percent) nearly offset this decline.

o0 Take-up rates for low-wage workers are declining, due to their small price tolerance for
the cost of health insurance. About three-quarters of the 55 percent of low-wage workers
offered ESI in 2002 took the offer, a greater than two percent decline in the ESI take-up
rate from 1999.

0 An estimated 48 percent of low-wage workers have no viable alternative for coverage
outside of ESI.™Y

0 More than 11 million immigrants in the United States were uninsured in 2003.
Immigrants are disproportionately employed in low-wage jobs and in small firms (EBRI,
2005).""

In Virginia, low-wage workers were much less likely to be offered health insurance through their
employers. Just under half of all employees with household incomes of 150 percent or below the federal
poverty level (FPL) said they were offered coverage.®" In 2003, among firms that primarily employ low-
wage workers, nearly two-thirds of small employers (less than 50 employees) did not offer employee
health insurance.”"

Nationwide, from 2001-2004, the overall decline in ESI coverage translated into 5 million fewer jobs

providing health benefits, with the sharpest drop observed in small businesses. The proportion of small to

medium firms (3-199 workers) offering health insurance dropped from 68 to 63 percent during this
period.™

o Small to medium firms are significantly less likely than large firms (200 or more

workers) to make a significant contribution towards the cost of health insurance. Small
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firms are more likely to pay their workers less than large firms and have a difficulty
fitting family coverage into their employee compensation packages. Such businesses are
financially constrained and have fewer employees to share the financial the risks of high
insurance utilization; as well as lacking access to volume purchasing power available to
large employers.™

o0 In 2002, nearly one-quarter of small firms (2-50 employees) offering health benefits
thought their firm would drop or alter coverage if costs increased an additional 5 percent.
However, most small firms that did offer health insurance acknowledged a variety of
benefits to the business.™

About 40 percent of Virginia’s very small employers (those with 10 or fewer workers) offered health
insurance to their employees in 2003." Individuals working in companies with less than 50 employees
were about twice as likely to be uninsured as those in companies with more than 50 employees. Small
businesses represent over 75 percent of all businesses in Virginia and employ nearly a third of all workers
(over 828,000 persons). Additionally, insurance coverage trends vary by business sector. Very small
employers in the retail and other services sectors had the lowest health insurance offer rate (35 percent),
followed by agriculture and construction sectors (38 percent)."

Rising Insurance Costs

From 2000-2004, American workers and employers saw double-digit increases in health insurance
premiums: Increases of 8 to 10 percent are expected in 2005. At nearly four times the rate of inflation,
these increases have brought annual health insurance premiums for a typical family of four to nearly
$10,000 ($3,700 for single coverage). Since 2000, workers’ costs for health insurance have risen 36
percent nationwide; more than double the average earnings increase of 12.4 percent. Premiums in
Virginia rose 2.4 times higher than the average rise in earnings.”™" In 2003, the average annual premium
in the state was about $3,300 for individuals and just over $9,100 for families.™"

Increasingly, the high cost of coverage is making health insurance unaffordable. More than one in four
American workers under age 65 is projected to have no health insurance by 2013 because they will be
unable to afford the premiums. Unfortunately, the adverse impact of this trend affects entire
communities, not just individuals and families. For each one percent rise in health spending relative to
personal income, the number of uninsured is projected to increase by 246,000.""

Major increases in health insurance costs have contributed to rising proportions of premiums and medical
care costs being paid for by individuals with both private and public insurance. Workers are having to
assume higher deductibles, co-payments and coinsurance, and greater limits on choice of physicians and
hospitals, as employers increase patient cost sharing to lower business costs.™" At least one study
examining the impact of higher co-payments in public insurance programs found that low-income
Medicaid beneficiaries forgo essential care as a result of increasing out of pocket costs.*""

Virginia’s 2004 household survey found that more than half of those with family coverage (54.6%) paid
over $150 per month, while most of those with individual coverage (82.3%) paid $150 per month or
less.”™™ In 2003, the average proportion the employee contributed to the family premium was about 30
percent; for workers in firms with less than 50 employees, the rate was slightly higher.**
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Personal Consequences of Uninsurance
Adverse Health Outcomes

It is generally accepted that lack of health insurance coverage contributes to poor personal health status.
Having insurance is considered a key factor in ensuring access to appropriate and timely health care that
impacts individual health.*" Thus, stable insurance coverage is an important consideration in overall
efforts to improve public health status. Unfortunately, the problem of individuals entering and exiting
health insurance coverage has been increasing. Between 1998 and 2000, nearly one in three of
individuals up to age 62 experienced a ‘spell’ of uninsurance, a circumstance often referred to as
‘churning.”  Worse yet, the burden of insurance instability falls disproportionately on low-income
families, young adults and minorities. "

While many uninsured are without coverage for just part of the year, the number of those without
coverage all year is growing nationwide. These individuals are more than three times as likely as full-
year insured to not have a usual source of care and to lack confidence in getting access to needed care.
More than half of uninsured individuals reported that they had not visited a doctor in the past 12
months. "

Furthermore, foregoing care or receiving inadequate care may lead to increased morbidity and mortality.
According to a 2003 Institute of Medicine (IOM) study, being uninsured and not receiving adequate care
may be life threatening. The IOM estimates that the lack of insurance leads to 18,000 deaths a year,
making it the sixth leading cause of death among people ages 24 to 64. Additionally, other individual
consequences of uninsurance are thought to include irregular and/or poor-quality care. Therefore, the
uninsured are less likely to have a regular source of care, do not receive preventive care or benefit from
early detection of medical problems, and do not receive appropriate care for chronic illness. Also, the
uninsured are more likely to have difficulty obtaining care if they live in areas with a high percentage of
uninsured, and are more likely to face burdensome medical bills. Unfortunately, the number of
individuals affected is large: The IOM estimates there are 8 million uninsured with chronic illnesses who
receive fewer services and have an increased rate of morbidity; another 41 million uninsured are less
likely to receive preventive and screening services.”"

In 2002, a synthesis review of 25 years of health services research (230 research articles) found that lack
of insurance leads to the uninsured being hospitalized for conditions that should have been managed in
ambulatory care settings, if care were provided in a timely manner. Consequently, the review
extrapolated there were from three to five percent of avoidable hospital days attributable to the
uninsured.”"

Adults who lack health insurance coverage are also less likely to have a personal doctor or health care
provider than those with coverage. According to the Behavioral Risk Factor Surveillance System
(BRFSS), more than half of uninsured adults (55.6 percent) do not have a personal doctor or health care
provider compared with those who are insured (16.3 percent). The national survey also found that adults
without health insurance are more likely to go without medical care. Nineteen percent of individuals with
insurance (compared to 4.7 percent of uninsured individuals) reported not getting the medical care they
needed in the past 12 months.”™"" Another study on access to care by uninsured children found that 6
percent postponed receiving care; 13 percent missed doctor appointments and one in ten did not refill
prescriptions because of cost. " More recently, a 2005 survey found 67 percent of all uninsured women
reported delaying or going without care they needed in the past year because they could not afford it. "
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In 2004, 41 percent of the uninsured in Virginia reported not seeing a doctor in the past year due to cost;
even more (74 percent) reported not having an emergency room or urgent care visit within the past 12
months. Most unfortunate however, is that almost 13 percent of uninsured Virginians reported being in
poor health.*™ This raises concerns about increased costs related to foregone care and treatment of
complications when extant conditions worsen and care cannot be avoided.

Adverse Economic Effects

The lack of health insurance contributes to financial hardship for families. Nearly one-quarter of the
uninsured reported changing their way of life significantly in order to pay medical bills.' The result of
declining coverage and increased cost sharing has left many American families with medical debt that
they cannot afford to pay. A recent Commonwealth Fund survey found 41 percent of all adults under the
age of 65—and 60 percent of all uninsured adults under 65—had problems paying off medical debt
incurred in the past year or were paying off debt accrued in the past three years.”" In Virginia, about 5
percent of the uninsured in 2004 reported bankruptcy caused by medical expense debt. "

Concern about health insurance coverage affects many family decisions, such when/whether to retire or
change jobs. Nationwide, ‘Job lock’ (lack of job mobility because of fear of losing insurance coverage) is
reported to be a growing a problem, but little research has been done to document the full economic effect
of a person being unable to leave a job for higher wages due to the availability and extent of offered
benefits at the new position of employment. ™ In Virginia in 2004, nearly 19 percent of those with
private health insurance coverage and 7.7 percent of those with public coverage said they could not leave
a job because it would result in loss of insurance.

The adverse effects of uninsurance on health have been shown to have economic consequences as well.
The Institute of Medicine (IOM) estimates the greatest economic losses resulting from the growing
number of uninsured Americans are attributable to worse health and shorter lifespan, not just higher
health care costs. The IOM estimates the economic value of foregone health for at least 40 million
uninsured to be between $65 and $130 billion annually. Each year, an individual who lacks insurance,
experiences an average wage loss of $1,645 attributable to decreased life expectancy and a combined loss
of $3,280 attributable to shorter life span and increased morbidity.

Societal Consequences of Uninsurance
Costs to Employers and Employees

Of equal concern is the impact the lack of health insurance has on society—particularly employers, the
health care system, and tax-paying public. The rise in the number of uninsured in recent years is
attributed almost entirely to decline in employer-sponsored health insurance coverage, due largely to
health care cost increases. Without employer insurance coverage, the medical costs of uninsured workers
are assumed by employers, government and tax payers. A recent study found that employers spent an
estimated $31 billion in dependent coverage in addition to approximately $150 billion on their workers’
health care costs. Of approximately 36 million workers without job-based health insurance, about 16
million are covered by other employers through dependent coverage. Another 13 million remain
uninsured, leaving 7 million covered by public programs or private individual coverage.™"
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Families USA examined the higher costs of health care attributable to services provided to the uninsured
and found just over half were paid by the uninsured themselves or through government programs, with
the remainder paid for (subsidized) from higher private, employer-based health insurance. In 2005,
premium costs for employee-based family health insurance coverage is estimated to include an extra $922
($341 for individuals) attributable to the ‘passed on’ cost of care for the uninsured. Between 2004 and
2005, this represented an 8.5 percent increase in the cost of employer-sponsored insurance. The Families
USA analysis also projected individual workers with employer-sponsored health insurance will pay an
average of $532 in additional premiums (and an extra $1,052 for family coverage) by 2010 to subsidize
those without insurance. Estimates for Virginia, 2005, indicate the additional premium costs for health
services for the uninsured to be about $277 for individual plan premiums and $734 for family plan
premiums (slightly below the national average).*"

It is interesting to note that a small Virginia business survey found that more than half of employers that
offered insurance used co-payments or deductibles to offset the costs of coverage. Premium assistance
was ranked as the best public policy option by these employers to assist them in offering health insurance.
Small firms not offering coverage cited the relative high cost of health insurance as the primary reason for
not doing s0.*"!

Other consequences of uninsurance include the costs associated with employee absenteeism and reduced
employee productivity. For example, a 2001 survey found that 16 percent of the uninsured (versus 8%
insured) were absent from work during the year because of dental problems alone." Another study
estimated that lost productivity from absenteeism hurts employers and lowers tax revenue by $130 to
$285 billion annually. "

Costs to the Healthcare System

Recently, Families USA reported the costs of uncompensated care will exceed $43 billion nationally in
2005, or about 35 percent of the total cost of health care services provided to the uninsured. By 2010,
uncompensated care costs are estimated to be greater than $60 billion. In Virginia, uncompensated care
costs were estimated at just under $1 billion ($995.3 million) in 2005, and expected to rise to nearly $1.4
billion by 2010

These figures do not include certain hidden costs such as inefficient use of the health care system (e.g.,
using the hospital emergency room for primary care) and other difficulties in managing and monitoring
care for the uninsured (e.g., issues associated with coverage dis-enrollment and reinstatement). Periodic
lapses in insurance coverage (Churning) also increases health costs through higher administrative costs
and affects the movement of medical records, provision of unnecessary care, and other costly activities
for health care providers and insurers. These and other costs associated with care for the uninsured
ultimately have pressured many physicians and other health care providers to curtail the amount of
uncompensated care they deliver.

Public hospitals are typically the largest providers of care for the uninsured and underserved. A recent
survey of public hospitals in eight states found that half of them had seen an increase in their uninsured
populations. In 2002, nearly two-thirds of patients who received care from public hospitals were either
uninsured or covered by Medicaid. Patients of these hospitals who received outpatient care were much
more likely to be uninsured than were individuals receiving inpatient care. About a fifth of the total costs
in these hospitals are considered uncompensated care, although an even greater percentage is un-
reimbursed (payments received do not cover the full costs of providing services).! A Minnesota study
found that an increase in enrollment in the state’s Medicaid program in the 1990s helped to reduce the
state’s hospital uncompensated care by nearly $60 million."
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Virginia’s teaching hospital centers, like other academic facilities across the country, are burdened with
significant financial challenges threatening their future viability. The Virginia Joint Commission on
Health Care released a report in 2000 that indicated that provision of uncompensated care for uninsured
individuals poses the greatest financial threat to these centers, which provide valuable specialty and
tertiary care services to Virginians.

Costs to the General Public

The majority of the money spent to cover uncompensated care costs comes from the federal government
through disproportionate share hospital (DSH) payments under the Medicaid and Medicare programs.
Some states have also financed the provision of uncompensated care by public hospitals and other
providers by making direct payments to these providers and implementing uncompensated care pools.
Virginia’s Indigent Health Care Trust fund provided more than $4 million in payments to hospitals
providing charity care in the Commonwealth in 2004. These monies are provided through federal and
state tax subsidies funded by the general public and are distributed in the form of appropriations and/or
service payments to public and teaching hospitals to assist in the provision of expensive services such as
trauma and high-level burn care, support for federally-qualified and community health clinics, and public
health departments. At least one study has documented these expenditures, estimated to be about $30
billion a year." In Virginia, about $160 million in Medicaid Disproportionate Share Hospital (DSH)
payments are projected for 2005-2006."" Lastly, the general public also assumes the burden of some of
the hidden costs of the uninsured, such as the cost of communicable diseases that go untreated and costs
to the criminal justice system associated with untreated mental illness.

The Impact of Medicaid

In recent years, Virginia has experienced an increase in the number of individuals who are eligible for and
enrolled in Medicaid programs. From 2002-2003, the number of individuals eligible for Medicaid
increased 6.5 percent. According to the Department of Medical Assistance Services (DMAS), 725,798
individuals were eligible for Medicaid in 2003, about half being children. Public insurance options
provided coverage for approximately 19 percent of Virginia residents in 2003; in June 2004, more than
58,000 children were enrolled in the Commonwealth’s FAMIS and SCHIP expansion programs.

While some of the increases in Virginia’s Medicaid enrollment can be linked to expansion of eligibility
for individuals under the Aged, Blind and Disabled categories and FAMIS outreach programs, some
increase in Medicaid enrollment can be attributed to economic conditions.™ Enrollment rates for indigent
adults increased 9.4 percent in 2004. According to analysis of U.S. Census data by the Weldon Cooper
Center for Public Service, rates of individuals living in poverty in Virginia have been increasing. In 2000
some 8.3 percent lived in poverty compared to 10 percent in 2003," in line with national trends."’
Spending projections for Virginia’s Medicaid program are projected to see a 13.67 percent increase in
expenditures for 2005, and an additional 9.49 percent increase in 2006, costing the Commonwealth
$4.776 billion by 2007.""

While there is discussion in the professional literature about the impact of public health insurance
coverage expansion causing reductions in private coverage (i.e., crowd out), data on the impact of private
insurance expansions reducing or averting future public coverage is not readily available. However, a
number of states have begun to consider the link between increases in Medicaid enrollment and erosion of
affordable employer sponsored health uninsurance. In California, the hidden public costs of low-wage
jobs have been studied. Simulation models using state administrative data and CPS data estimated a
savings of $2.2 billion if low-wage families currently on public assistance programs had access to
affordable health care.""
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Summary

The rising number of uninsured in the US and Virginia generate significant costs and adversely impact
individuals, employers, providers, government and the public in general. Costs of the uninsured in
Virginia in 2004 alone included:
¢ An inestimable amount of indirect costs in resulting from poor health and reduced access to care.
e More than $ 4 million in monies from the General fund for payments made to providers by the
Indigent Health Care Trust Fund
e More than $10 million in payments made to hospitals for uncompensated care under State and
Local Hospitalization funds
e Provision of care of more than $69 million by free clinics in Virginia for care of the uninsured
and an untold amount of uncompensated care by individual healthcare providers within the
Commonwealth.

The impact of uninsurance is associated with escalating health care costs and rising insurance premiums;
cost shifting to employees and erosion of employer-sponsored coverage; increased morbidity and
mortality; adverse effects on individual finances and economic development; rapidly rising levels of
uncompensated care; and increased enrollment in public assistance programs. Unfortunately the rising
costs and adverse consequences of uninsurance will continue to worsen as the number and age of the
uninsured increase, causing some to refer to the problem as “the perfect storm.”
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