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Thank you for the opportunity to address the committee about health insurance coverage
among the near elderly, those between the ages of 55 and 64. Thisissueis becoming
increasingly important as the first Americans born during the Baby Boom years begin to reach
age 55. What distinguishes the near elderly from other groupsis that they are not old enough to
qualify for Medicare coverage (unless they are disabled), yet they are much more likely to
experience serious health problems than younger persons. In addition, many near elderly
persons have already retired, which can interfere with insurance coverage because most
Americans receive their health benefits from their employers. Many of those without employer-
sponsored insurance face problems obtaining coverage in the private nongroup market because
of their age and health problems. Thus, health insurance coverage for the near elderly merits
special attention.

| would like to make five points:

1. Thenear elderly are about as likely to be uninsured as younger Americans.

2. Uninsurance is concentrated among certain vulnerable groups, particularly Hispanics,
blacks, and those with limited income and education.

3. Lack of insurance can be more serious for the near elderly than for younger people,
because older people are more likely to have serious health problems. Families without
insurance risk high out-of-pocket medical costs when serious illness strikes and may also
defer necessary preventive care.

4. Even among near elderly Americans with coverage, thereis cause for concern. Many
receive coverage from private nongroup plans, which are generally less comprehensive
and more expensive than coverage obtained from employers. Moreover, private
nongroup policyholders are often subject to large increases in premiums, especially when
they develop health problems.

5. Recent declinesin the proportion of employers who offer retiree health insurance threaten
to jeopardize coverage for future cohorts of near elderly Americans. Many retired
Americansin their early sixties receive coverage from their former employers. If
employers continue to scale back this benefit, or if they make it unaffordable to many
participants by continuing to raise required premiums, rates of uninsurance among near
elderly Americans may increase in upcoming years.



The Uninsured

About 10 percent of near elderly Americans lacked health insurance coverage in 1998,
according to Urban Institute tabulations of data from the Health and Retirement Study, a
nationally representative survey of Americans ages 50 and %der that was conducted by the
University of Michigan for the National Institute on Aging.= Thisfigureis similar to or even
somewhat lower than estimates of the rate of uninsurance for all nonelderly adults. Estimated
rates of uninsurance differ across surveys, but virtually all surveys agree that the near elderly are
no more likely to lack coverage than other nonelderly adults. For example, in the Urban
Ingtitute’s National Survey of American Families, 13.4 percent of respondepis ages 35 to 54
lacked coverage in 1997, compared with 9.5 percent of those ages 55 to 64.* Concern about lack
of coverage among near elderly Americans arises not because they are more likely to be
uninsured than other age groups, but because the lack of coverage can have especially serious
consequences at older ages.

As at younger ages, coverage rates vary substantially across different demographic
groups of the near elderly. Figure 1 reports uninsurance rates by race, education, income, and
overall health status. Lack of coverage at ages 55 to 64 is especialy prevalent among Hispanics,
blacks, those with incomes below 200 percent of the federal poverty level, those who did not
complete high school, and those with fair or poor health. For example, 31 percent of Hispanics
and 26 percent of those with limited incomes were uninsured in 1998. In addition, 15 percent of
the near elderly in fair or poor health were uninsured in 1998, compared with only 8 percent of
those reporting excellent or very good health.

Importance of Insurance Coverage for the Near Elderly

Health insurance is especially important for Americansin their late fifties and early
sixties. Persons at this age are much more likely to experience serious health problems than
younger persons. For example, individuals at ages 55 to 64 are six times as likely to have cancer
than those ages 53 to 44 and five times as likely to suffer from heart disease.™ The prevalence of
health problems at older ages trandlates into high health care expenses and strong demand for
health insurance by the near elderly. Average health care eﬁenditures are twice as high for
those between the ages of 55 and 64 than for those 35 to 44.

Numerous studies have documented the impact of health insurance status on health care
access and utilization. At all ages, those without insurance are less likely to seek routine and
preventive care, which can lead to avariety of preventable and potentially costly health
episodes.™ Among the near elderly, the uninsured are about three times more likely than those
with health benefits from their employers to lack a usual source of health care, meaning that the
uninsured may not receive services when needed. In addition, women without insurance are only
about 70 percent as likely to receive regular breast exams as those with employer-sponsored
insurance.~ Because the incidence of many serious health problems increase with age, foregoing
routine care can be especialy hazardous for the near elderly.



Coverage Optionsfor the Near Elderly

Like other Americans, the near elderly obtain health insurance from a mix of public and
private sources. However, the relatively high risk of health problems that they face limits their
coverage options.

Employer-Sponsored Coverage and Retiree Health Insurance Benefits

By the time individuals reach their early sixties, many have stopped working. At ages 62
to 64, only 48 percent of men were employed in 1998, compared with 85 percent at ages 50 to
54. For women, the employment rate in 1998 dropped from 71 percent for those between the
ages of 50 and 54 to 36 percent for those ages 62 to 64. Because most insurance coverageistied
to employment, retirement complicates patterns of health insurance. Some firms continue to
contribute toward their workers' health benefits after retirement. These benefits, known as
retiree health insurance (RHI), generally continue until age 65, when Medicare coverage begins,
and sometimes supplement Medicare benefits after age 65.

However, RHI benefits are not available to most Americans. Asreported in Figure 2,
only 37 percent of men and 34 percent of women ages 50 to 54 in 1998 reported access to RHI
from their own employers or their spouses employers. Not surprisingly, RHI benefits were most
common in high paying jobs. About 45 percent of full-time workers ages 50 to 54 earning more
than $20 per hour participated in employer-sponsored health plans that offered RHI benefits. By
contrast, only 29 percent of full-time workers earning less than $10 per hour were offered RHI
benefits.

Even those offered RHI may not be able to afford it. RHI benefits are usually less
generous and require more cost sharing than health benefits provided to active workers. In 1995,
for example, large firms that offered health benefits paid an average of 77 percent of the
premium costs for active workers, But those that offered RHI paid only 52 percent of the
premium costs for retired workers.™ About one irB]ten early retirees who are offered RHI benefits
turn it down because they say it is too expensive.

Most retirees who lack accessto RHI can continue to receive their employer-sponsored
coverage for alimited time. Under COBRA regulations, employers with 20 or more employees
are required to provide continuation coverage to former workers for up to 18 months (or 29
months if the worker is disabled). However, the cost to the beneficiary can be high because
former workers assume full responsibility for 102 percent of tEOE_| employer’ s group rate. These
costs contribute to the low take-up rate for COBRA coverage.™ Only about 2 percent of the near
elderly report COBRA coverage, according to Urban Institute estimates. Because of the limited
availability of RHI coverage, the limited duration of COBRA coverage, and the relatively high
costs of both types of coverage, the near elderly are significantly lesslikely than younger adults
to have employer-sponsored coverage. According to data from the National Survey of
America's Families, 73 percent of persons ages 55 to ecei ved coverage from an employer in
1997, compared with 76 percent of those ages 35 to 54,11



Public Sources

Near elderly persons who lack job-related health benefits have limited insurance options.
Nonelderly adults can qualify for Medicare or Medicaid benefits only if they are blind or
disabled. In addition, Medicaid benefits are subject to strict income and asset tests, and
Medicare benefits do not begin until at least 29 months after the onset of disability.

Private Nongroup Coverage

Given these constraints, many near elderly persons without coverage from employers turn
to the private nongroup market. Indeed, private nongroup coverage rates are amost twice as
high at ages 55 to 64 than at ages 35 to 54.*~ However, there are a number of important
drawbacks to relying upon the private nongroup market at older ages. A primary concern isthe
affordability of nongroup coverage. Compared to those for group policies, premiums are
generally higher for private nongroup plans because risk pooling is more limited, administrative
costs are higher, and employer subsidies are generally unavailable. Among a sample of
individual s between the ages of 53 and 63 in 1994, annual nongroup premium costs were about
$2100, while those with employer-sponsored coverage paid out of pocket just under $900.

The affordability issue is compounded by the health problems that many retirees have
when they enter the nongroup market, increasing the risk-rated premiums they face. Figure 3
reports the average monthly premiums that a sample of Americans ages 62 to 64 faced in 1998
for comprehensive nongroup coverage. Estimated premium prices were based on a survey of
insurance providers conducted by the Urban Institute. Private nongroup premiums faced by
individual s with two or more serious health problems were more than twice as high as those
faced by individuals without any serious health problems. When previously healthy individuals
become sick, their premiums can rise dramatically. Because health problems are more common
among the poor than those with higher incomes, those in poverty faced substantially higher
premiums on average than other individuals. Thus, the poor are doubly disadvantaged in their
efforts to acquire coverage in the private market, because they lack sufficient resourcesto
purchase health insurance and because they face particularly high prices.

Related to the high price of private nongroup coverage is the problem of limited benefits.
Many private nongroup plans do not provide comprehensive benefits to policyholders. Because
of the high cost of comprehensive coverage, many who purchase nongroup policies opt for plans
that offer only limited coverage, with high deductibles, high cost-sharing requirements, and
limited benefits. Moreover, insurers are often reluctant to offer low-deductible comprehensive
coverage because these policies generally attract persons with health problems who use many
services. This adverse selection problem drives up premiums and discourages all but the most
heavy users of health services from purchasing coverage, causing the market for these policies to
break down. Many insurers also exclude coverage for pre-existing health conditions. Urban
Institute estimates indicate that about 12 percent of Americans ages 55 to 64 with private
nongroup coverage have restrictions on their policies because of pre-existing conditions.
Consequently, many near elderly persons with nongroup coverage may be underinsured, leaving
them vulnerable to high out-of-pocket costsif they become serioudly ill.



Even when near elderly Americans are able to afford the high cost of private nongroup
coverage, they may be denied coverage by insurers. According to a recent study of the nongroup
health insurance market in ten states, insurers often deny coverage for such health problems as
rheumatoid arthritis, chronic headaches, kidney stones, angina, heart disease, and stroke.

A number of laws and regulations at both the federal and state levels have been enacted
recently to address problems with the private nongroup market, but it is not yet clear how
effective these initiatives will be in improving access to nongroup coverage for near elderly
Americans. With the passage of the Health Insurance Portability and Accountability Act
(HIPAA) in 1996, federal law now requiresinsurersto offer policies to retirees who have
exhausted COBRA coverage. However, there are no restrictions on the premiums they can
charge, so this legisation does not address concerns about the affordability of nongroup
coverage. Some states now limit the variation in the price that private insurers can charge across
different age or health groups, which could lower premium costs for the near elderly, but these
restrictions are not present in every state. Moreover, restrictions on premium variation without
other market reforms could raise health insurance premiums for everyone in the private
nongroup market.

Types of Coverage Received by Near Elderly Americansin 1998

Figure 4 reports the distribution of health insurance coverage in 1998 for men and women
between the ages of 55 and 64, based on estimates from the Health and Retirement Study.
Overall, for men and women combined, about 41 percent of near elderly Americans were
covered by their own current employers. Another 13 percent received coverage from former
employers, and 16 percent received coverage through their spouses employers. Inall, 73
percent of the near elderly had workplace coverage. About 8 percent purchased private
nongroup coverage and 9 percent received public benefits through the Medicare or Medicaid
programs. Just over 10 percent of the near elderly were uninsured in 1998.

There are important differences in coverage between men and women in their fifties and
early sixties. Asreported in Figure 4, women are much less likely than men to receive coverage
through their own employment, either as active workers or asretirees. Conversely, they are
much more likely than men to receive coverage from their spouses’ employers. Asaresult,
divorcees and widows stand to lose their insurance coverage. Women are also more likely than
men to purchase private nongroup coverage and are more likely be uninsured (11.4 percent vs.
9.1 percent).

Rates of uninsurance increase slightly as individuals move from their early fiftiesto their
early sixties. Asreported in Figure 5, rates of uninsurance in 1998 rose from 9 percent among
those between the ages of 50 and 54 to 10.3 percent among those between the ages of 62 and 64.
However, differencesin the type of coverage individuals received were more dramatic than
differences in uninsurance rates. The likelihood that individuals receive health benefits from
current employers steadily falls during this critical decade of life, while the likelihood of
receiving coverage from former employers, private nongroup plans, and the public sector
steadily rises. For example, at ages 50 to 54, some 74 percent of Americans reported coverage



from current employers. The comparable figureisonly 36 percent for ages 62 to 64. Coverage
rates from former employers were 30 percent at ages 62 to 64 — far higher than the 6 percent rate
for Americans at ages 50 to 54. Even so, coverage from current employers drops off so
precipitously for older groups that overall employer-sponsored coverage was 14 percentage
points lower at ages 62 to 64 than at ages 50 to 54 (66 percent vs. 80 percent). What does of fset
the shortfall in employer-sponsored coverage at older ages are sharp increasesin private
nongroup coverage and public coverage, both of which were twice as prevaent at ages 62 to 64
than at ages 50 to 54. Almost al of thisrisein public coverage comes from an increasein
disability-related Medicare coverage.

Changes in the composition of coverage as individuals approach the Medicare eligibility
age have important implications for the health security of the near elderly. Private nongroup
coverage is generally less comprehensive and more expensive than employer-sponsored
coverage. In addition, individuals who develop serious health problems can experience large
premium hikes. Similarly, individuals pay more for retiree health insurance than for employer-
sponsored insurance received while working. Recent declines in the proportion of employers
offering retiree health insurance may also jeopardize coverage for future cohorts of near elderly
Americans.

Outlook for Coverage of the Near Elderly in the Future

Insurance coverage for the near elderly may deteriorate in the near future, primarily
because of recent declinesin RHI coverage. The availability of RHI benefits has been declining
steadily over the past decade. Recent declinesin the availability of RHI may further erode
employer-sponsored coverage for the near elderly in upcoming years. Between 1991 and 1998,
for example, the prevalence of retiree health benefits sponsored by large employers fell from 80
percent to 67 percent. When these workers retire in upcoming years, fewer of them will be
ableto rely upon employer-sponsored coverage than the current generation of near elderly
retirees.

At the same time, employers have been shifting more of the costs of RHI plans on to
participants. Among full-time workers in medium and large firms that offered RHI coverage, the
percentage who would be required to make contributions upon retirement to of at least part of
the cost of their plansincreased from 35 percent in 1985 to 91 percent in 1995.8) \When these
workers retire, the high level of contributions required by their former employers might force
many of them to decline RHI coverage. Other cost-cutting measures that firms have increasingly
implemented in recent years include the tightening of eligibility requirements, the introduction of
caps on the future obligations that employers could face for their RHI plans, and the substitution
of indemnity plans with managed care plans. The cutbacks are generally attributed to rising
health care costs and new accounting rules, introduced in 1993, requiring employers for the first
time to recognize the present value of expected future retiree health care costs as liabilities on
their balance sheets.

Another threat to RHI coverage for future retirees is that employers are generally not
legally bound to honor their past promises about retiree health benefits. Unlike employer-



sponsored pension plans, retiree health benefit plans do not vest. Asaresult, employers can
amend or terminate retiree health benefits at will, aslong as they indicate that the terms of the
plan are subject to change. Even though employers may offer retiree health benefits when
individuals are working or when they retire, there is no guarantee that those benefits will
continue throughout the individuals' lifetimes or even until they become eligible for Medicare
coverage.

One possible response to the decline in RHI benefitsis that workers could delay
retirement until they reach the Medicare eligibility age. By remaining at work instead of
withdrawing from the labor force, they could retain their employer-sponsored health benefits. In
fact, anumber of studies have shown that workers are substantially lesslikely to retireif their
employer-sponsored %%/erage does not continue until they reach age 65 than if their employers
provide RHI benefits.*= Encouraging healthy workers to remain in the labor force has some
obvious public policy advantages. But, for those who are forced to retire early because of health
problems, the lack of RHI benefits can have serious consequences, especialy if they do not
qualify for disability-related Medicare benefits. Even for those who do qualify for Medicare, the
29-month waiting period for benefits can be burdensome.

Implicationsfor Reform

In many respects, policy issues concerning uninsurance among the near elderly are
similar to those concerning uninsurance among younger adults. The overall percentage of near
elderly Americans without health insurance is no higher than the percentage of younger adults
lacking coverage, and across all nonelderly ages uninsurance is concentrated among certain
disadvantaged groups. Thus, just as for younger persons, for many persons ages 55 to 64 the
lack of health insurance results from their limited incomes. For other near elderly persons, the
lack of adequate insurance coverage isrelated to their age and to health problems. Some lose
health benefits when they retire, and comprehensive health insurance coverage is difficult to
purchase in the nongroup market at older ages.

The expansion of tax credits for the purchase of individual health insurance plans has
often been discussed as a possible way to reduce uninsurance rates. Although my task hereis not
to discuss the advantages or disadvantages of this approach, it isimportant to note that the
problems that the near elderly confront in the private nongroup market suggest that tax credits
will have only limited effects on coverage rates at older ages. Reducing the after-tax premium
cost to individuals will not resolve the problems of adverse selection, denials of coverage, and
pre-existing condition exclusions that confront many near elderly Americansin the private
nongroup market.

A Medicare buy-in plan, in which persons below the age of full digibility would be
allowed to purchase Medicare coverage, has also been proposed as a way to help uninsured near
elderly Americans obtain coverage. By offering Medicare benefits, the buy-in approach does not
rely on the fragile nongroup market. A forthcoming study by the Kaiser Family Foundatign
indicates that a cost-neutral buy-in plan would not substantially increase coverage rates.

Because many of the uninsured have limited incomes, few persons without private coverage



could afford the high premiums that the program would have to charge to cover its costs.
However, a buy-in program could substantially improve coverage rates for the near elderly if it
subsidized premium costs for low-income individuals. Under one set of income-related
premiums, a Medicare buy-in plan could cut uninsurance rates for the near elderly aimost in half.
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Figure 1
Percentage Uninsured, Ages 55 to 64, by Demographic Characteristic, 1998
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Figure 2
Percentage of Persons Ages 50 to 54 With Access to RHI Benefits, 1998

50%
45% 1
40% 1
35% 1
30% 1
25% 1
20% 1
15%
10%

5%

0%

Women Less than $10 Between $10 and $20 More than $20
All Persons with Offers From Own Full-Time Workers with Offers From
Employer or Spouse's Employer, Own Employer, By Hourly Wage

By Gender

Source: Urban Institute tabulations from the 1998 Health and Retirement Study, 2001

10



Percentage

Figure 3
Average Mean Monthly Premiums for Private Nongroup Coverage, Ages 62 to 64, 1998
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Figure 4
Health Insurance Coverage at Ages 55 to 64, 1998
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Figure 5
Health Insurance Coverage by Age, 1998
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