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LIVING WITHOUT HEALTH INSURANCE:
WHO’S UNINSURED AND WHY?

TUESDAY, MARCH 13, 2001

U.S. SENATE,
COMMITTEE ON FINANCE,
Washington, DC.

The hearing was convened, pursuant to notice, at 2:47 p.m., in
room 215, Dirksen Senate Office Building, Hon. Charles E. Grass-
ley (chairman of the committee) presiding.

Also present: Senators Snowe, Baucus, and Bingaman.

OPENING STATEMENT OF HON. CHARLES E. GRASSLEY, A U.S.
SENATOR FROM IOWA, CHAIRMAN, COMMITTEE ON FINANCE

The CHAIRMAN. It is so quiet in here I hate to use the gavel, but
it sure makes you feel good when you do.

First of all, with such a large turn-out, I must apologize, and
should probably apologize even for a smaller turn-out. The fact that
we did not start at 2:30, because there is some Medicare legislation
on the floor of the Senate, an amendment, and I needed to speak
on that. Senator Baucus, who would normally be here by now, is
speaking on that right at this very minute.

We will also be interrupted again shortly with the votes that we
will have. Senator Baucus and I hope to keep the committee going
by the two of us not being absent at the same time, so we can con-
tinue to receive testimony and not keep you waiting any longer.

Today’s hearing is the first in a two-part series to tackle the
issues facing the 42 million Americans who go without health care
coverage today. This is a very hefty task, but one that deserves our
full attention.

It will get the full attention of this committee. In fact, a lot of
staff work has gone into, not just to these hearings, but also work-
ingutowards solutions and bipartisan compromises in these areas as
well.

Specifically, though, for today’s hearing, the purpose is to under-
stand who we are talking about when we say the words “uninsured
Americans.” To do this, we need to understand the special cir-
cumstances that contribute to the status of being uninsured—age,
ethnicity, employment status, geographic location, and you can say
all of the above and others—are key factors.

No one will argue that it is unacceptable for 42 million Ameri-
cans to go without health care coverage. For the most part, quality
health care is an exception. Whether it is regular check-ups or vis-
its to specialists, it is often easy to take our health care coverage
for granted.
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But we must remember that millions of Americans and their
families are not so lucky. Many individuals and families struggle
to stay healthy with little or no access to health care services.

We are fortunate that our Nation has invested mightily in
achieving the best health care system in the world. As a result, the
health care practitioners across the country are treating millions of
Americans every day with the most advanced technology and
science and Americans are experiencing longer, healthier lives than
ever before.

But we cannot settle with having a world-class health care sys-
tem that somehow leaves 42 million Americans behind. That obvi-
ously does not give credit to a lot of charitable care, but that is not
the best way to deliver health care. It is one that we are thankful
for, however.

In recent years, Congress has been working in incremental ways
to ensure that Americans have access to affordable, high-quality
health care. We can look at successes such as State Child Health
Insurance programs and know that 3 million more Americans now
are getting health care coverage than were before, and this is
something that they need and deserve.

The passage of the Kassebaum-Kennedy bill in 1996 was an im-
portant step towards ensuring continuous health coverage. Barriers
to health care have finally been removed for adults with disabilities
who want to work, but fear losing health coverage. Low-income
women who suffer from breast cancer now can have access to treat-
ment.

These incremental improvements have made big differences in
the lives of millions of Americans. But there is a great deal more
that needs to be done, and that is our task today, to learn more
about our Nation’s uninsured population so that we can continue
down the road towards finding solutions.

We have joining us a panel of experts who understand the intri-
cate details of the uninsured population. I thank all of you for your
participation this afternoon, and those who especially had difficult
times coming.

As we will hear in this testimony from them, the uninsured pop-
ulation is extraordinarily diverse and they face many different
challenges in finding health care coverage.

Now, remember. Later this week, the committee will convene a
second hearing and it will be on the subject of the uninsured. At
that time, we will turn our attention to studying possible solutions.
I look forward to continuing a dialogue in this committee about the
uninsured, and invite my colleagues to work together on these solu-
tions.

I am going to introduce our witnesses at this point. When Sen-
ator Baucus comes, I will give him a chance to make an opening
statement, as Ranking Member. So, we welcome you. You can each
come and sit behind your name sign there. Come now, please.

Kathryn G. Allen, Director of Health Care for Medicaid and Pri-
vate Health Insurance Issues at the U.S. General Accounting Of-
fice. Ms. Allen will give a broad outline of different populations
that constitute the uninsured.
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Then Ms. Rowland, executive director of the Kaiser Commission
on Medicaid and the Uninsured. Ms. Rowland will discuss the low-
income uninsured population.

Then we have Mary R. Grealy, president of the Healthcare Lead-
ership Council. Ms. Grealy will address the various working popu-
lations and the reasons they go without health coverage.

The fourth witness will be Dr. Richard W. Johnson, a senior re-
search associate with The Urban Institute. Dr. Johnson will discuss
the insurance status of the near-elderly, ages 55 to 64, and the spe-
cial problems that they face in purchasing and retaining insurance.

Our final witness is Leighton Ku, senior fellow of Health Policy
at the Center on Budget and Policy Priorities. Mr. Ku will address
the immigrant population that is uninsured.

So we will just go the same way, right across there. We will have
each of you testify before we ask questions. Let me say something,
so all of you will know. If you have a longer statement that you
want printed in the record, all you have to do is submit it. You do
not have to ask for permission.

Also, one other housekeeping thing. Depending on how many
people come and ask questions, some that do not come may submit
questions for answers in writing. We would like to have the an-
swers back from you in a couple of weeks. That might even apply
to some of us who are here, knowing the constraint of time we are
under.

Would you proceed?

STATEMENT OF KATHRYN G. ALLEN, DIRECTOR, HEALTH
CARE—MEDICAID AND PRIVATE HEALTH INSURANCE
ISSUES, U.S. GENERAL ACCOUNTING OFFICE, WASHINGTON,
DC

Ms. ALLEN. Thank you, Mr. Chairman. It is a pleasure to be here
today as you consider these issues regarding the large number of
Americans who are uninsured.

Health insurance, as you pointed out, is important from both an
individual and a social perspective. It helps to provide access to
preventive care and early treatment, it helps to mitigate the risk
of personal financial devastation resulting from a catastrophic ill-
ness or injury, and it helps to reduce some avoidable costs due to
uninsureds’ greater use of emergency rooms and the failure to uti-
lize effective preventive services.

Despite the importance, though, that we attach to health insur-
ance, one in six of all non-elderly Americans are, today, uninsured.
It is difficult to paint a portrait of the uninsured without heavily
relying on facts and figures, but doing so also runs the risk of get-
ting bogged down in the numbers and the details.

So to help clarify the issues and themes today, I have included
a number of graphics in my testimony that will help portray these
significant trends. I will refer to these in my remarks.

On a somewhat positive note, the number of the uninsured de-
clined somewhat in 1999, to about 42 million individuals, as can be
seen in Figure 1. This decline, after several years of steady growth,
has been attributed to several factors: a stronger economy in recent
years, an increase in employer-based coverage, which is the pre-
dominant source of health insurance, and the expansion of certain
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public programs such as Medicaid and the State Children’s Health
Insurance Program, which I will refer to as SCHIP.

Whether or not this suggests a reversal in the prior trend of un-
insured, though, is unknown at this point in time. But it does indi-
cate that a significant proportion of the population is uninsured
and not all Americans are affected equally.

Significant disparities exist among different sized firms and in-
dustries, in certain demographic groups, and in different regions of
the country.

First, we should address the issue of the working uninsured. As
illustrated in Figure 2, employment-based coverage has increased
gradually in recent years and now is available to about two-thirds
of all non-elderly Americans.

But it is striking that fully 75 percent of all uninsured adults
are, in fact, working, many of them full-time, yet are uninsured.
These tend to work for small businesses, and in certain industries
such as construction, agricultural, and natural resources industries
such as mining, forestry, and fisheries.

As Figure 4 shows, also, those individuals who work for firms
with fewer than 10 employees are the most likely to be uninsured.
Small firms are much less likely than larger ones to offer health
insurance to their employees. Just over one-third of businesses
with fewer than 10 employees offer health insurance, compared to
nearly all of those with 50 or more employees.

But even in the largest firms we can see that a significant share
of workers, over 10 percent, are uninsured. Not surprisingly, per-
sons with low incomes are most likely to be uninsured. But, even
if they are working and are offered insurance coverage, they often
decline it because they find it unaffordable.

Public programs like Medicaid and SCHIP cover many low-in-
come persons, especially children, but significant numbers of those
eligible are not enrolled and participating in the programs. More-
over, a sizeable proportion of the population is not even generally
eligible, such as adults with no children.

Further analysis points to certain demographic groups that are
disproportionately likely to be uninsured. These include young
adults, especially those between the ages of 18 and 24, and His-
panics and immigrants. One-third or more of each of these groups
is uninsured, in part because of the type of employment they are
engaged in, relatively low incomes, or ineligibility for public pro-
grams.

Finally, health insurance coverage rates vary considerably across
the Nation, as illustrated in Figure 9. The State-by-State share of
persons uninsured ranges from a low of about 10 percent of the
population to a high of 27 percent. Uninsured rates are generally
highest in the south and in the west.

Moreover, more populous States such as California, Florida, and
New York tend to have higher rates of the uninsured. States with
these higher-than-average uninsured rates tend to share certain
characteristics. They include more low-income residents, higher un-
employment rates, fewer firms offering coverage to their workers,
and significantly higher numbers of Hispanics and immigrants.

In conclusion, the profile of the uninsured is a multifaceted and
heterogeneous one, but at the same time certain striking character-
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istics emerge. These include the large numbers of those who are
working but do not have employer-based coverage, those who are
low income but not eligible for, or participating in, public programs,
and the special circumstances of certain other groups who are dis-
proportionately affected such as young adults, Hispanics, and im-
migrants.

Addressing such characteristics, while at the same time consid-
ering the broader needs and very diverse U.S. populations, suggest
that some combination of strategies might be appropriate in consid-
ering any efforts to expand health insurance coverage and its af-
fordability for individuals and for the private and public sectors.

Mr. Chairman, this concludes my statement at this time.

[The prepared statement of Ms. Allen appears in the appendix.]

Senator BAucuUS. Thank you very much, Ms. Allen. The Chair-
man is not here, but I am taking over until he returns. It is not
a coup. [Laughter.]

Our next witness is Ms. Diane Rowland.

Ms. Rowland?

STATEMENT OF DIANE ROWLAND, EXECUTIVE DIRECTOR, KAI-
SER COMMISSION ON MEDICAID AND THE UNINSURED,
WASHINGTON, DC

Ms. ROwWLAND. Thank you, Mr. Chairman, for this opportunity to
testify today on the low-income uninsured population.

Today, over 40 million Americans are without health insurance.
The uninsured are predominantly low-income working families.
Two-thirds of uninsured families have incomes below 200 percent
of the poverty level, or roughly $30,000 a year for a family of three
in 2001.

Low-income adults comprise nearly three-quarters of the $27.5
million low-income uninsured. Largely due to efforts to broaden
coverage through Medicaid and SCHIP, less than a quarter of low-
income children are uninsured, compared to a third of low-income
women, and 44 percent of low-income men.

Most are uninsured because they do not obtain coverage in the
workplace. Eight in 10 of the uninsured come from working fami-
lies, but over 70 percent of uninsured workers do not have access
to job-based coverage.

Low-wage workers are particularly disadvantaged. Only 55 per-
cent of low-wage workers earning $7 per hour are less are offered
coverage, compared to 96 percent of higher wage workers earning
above $15 an hour.

Although most workers participate in employer health plans
when offered, affordability remains a major issue. On average, em-
ployees contribute 26 percent of the premium costs of their employ-
ers. At $1,656 per year for family coverage, the employee’s share,
for a low-wage working earning $15,000 a year, would be more
than 10 percent of the family’s annual income.

If health insurance is not available through a group from an em-
ployer, families are hard-pressed to find and pay for a policy in the
individual market. Such plans are expensive and have limited ben-
efits, exclude prior medical conditions, and require substantial
deductibles and co-insurance. For most low-income families, the
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limited protection is not worth the cost. A $6,000 or $7,000 family
policy would consume a quarter or more of their income.

Medicaid does provide health insurance coverage with limited
cost sharing and essential benefits to 21 million low-income chil-
dren and 8 million parents today. But Medicaid’s reach for low-in-
come adults is severely limited.

Parents of eligible children are often excluded because, in many
States, eligibility levels remain tied to the old income levels for
welfare assistance, which are below the poverty level for adults
who are parents in 33 States, and considerably lower than the min-
imum levels federally established for children.

But the most glaring omission in Medicaid coverage is the wel-
fare-inherited exclusion of coverage for low-income childless adults,
no matter how poor. Nearly half of the uninsured low-income popu-
lation falls outside Medicaid’s reach because they are adults with-
out children.

Health insurance matters for the millions of Americans who lack
coverage. It influences when, and whether, they get necessary med-
ical care, the financial burdens they face in obtaining care, and ul-
timately their health and health outcomes.

The uninsured are far more likely than the insured to postpone
or forego health care and less able to afford prescription drugs, or
follow through with recommended treatments. They struggle to pay
for what care they get, often facing bankruptcy when serious ill-
ness strikes.

The experiences of Diana Oden of Mosier, Oregon and Patricia
Nelson of Louisville, Tennessee demonstrate the problems. Working
all her life in restaurants, Diana Oden has never had health insur-
ance available through her job.

Her income from wages of $6.50 an hour, plus tips is too high
for her to qualify for Oregon’s Medicaid health plan, but not nearly
enough to pay the $213 per month, a quarter of her take-home pay,
for an individual health plan to help with a chronic illness that she
suffers from. Even that health insurance plan would not help pay
for the medications she so desperately needs.

Patricia Nelson, a widow, has been paying at least $25 a month
on a $6,000 debt for her son’s hospitalization for an acute asthma
attack 8 years ago. She still owes the hospital $1,700.

Her own recent kidney infection, coupled with a diagnosis of
Bell’s Palsy for her son, has left her facing another $12,000 in med-
ical bills. She has now enrolled her son in Tencare, but she re-
mains uninsured because enrollment for adults in Tennessee is
closed. Due to her medical expenses, she has recently filed for
bankruptcy.

These are, unfortunately, not unusual stories. Millions of low-in-
come, hard-working families cannot afford health coverage and
struggle every day to cope without coverage while their medical
bills mount and their health suffers.

For the low-income uninsured population, any effort to extend
coverage must address the high cost of coverage faced by people
with limited incomes, and the lack of access to private health in-
surance for low-wage workers.

As the efforts already under way in many States demonstrate,
the most immediate and effective means of broadening coverage is
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to build on the current public programs, Medicaid and SCHIP, that
have been designed to provide health coverage for the low-income
population.

Extending coverage to the millions of Americans without health
insurance is both an important policy and health objective.

Thank you very much.
4 [The prepared statement of Ms. Rowland appears in the appen-

ix.]

Senator BAucuUSs. Thank you very much, Ms. Rowland.

The next witness is Mary Grealy, who is president of the
Healthcare Leadership Council, Washington, DC.

Ms. Grealy?

STATEMENT OF MARY R. GREALY, PRESIDENT, HEALTHCARE
LEADERSHIP COUNCIL, WASHINGTON, DC

Ms. GREALY. Good afternoon, Senator Baucus. It is a pleasure to
be here today, both to testify on an issue of vital national impor-
tance, but also to commend this committee for efforts to make
health insurance coverage more accessible for all Americans.

Today, I will just briefly comment on some of the Healthcare
Leadership Council’s key findings regarding the make-up of the un-
insured population.

For members of the HLC, the chief executives of the Nation’s
leading health care companies and institutions, there is no higher
priority issue. Our members strongly believe that our Nation’s
health care system must not only be characterized by its quality
and innovation, but also by affordability and accessibility.

To better understand the nature of the uninsured problem, the
HLC commissioned in-depth studies, surveyed the Nation’s small
business owners, and studied dozens of local and regional programs
throughout the country.

Through these efforts, I believe we have been successful in put-
ting a face on this issue. In many respects, it is the face of Sheila
Ogle, a North Carolina businesswoman who testified at an HLC
symposium on the uninsured.

Sheila regularly employs fewer than 10 people in her small firm.
She cares deeply about her employees and sees them as family. She
wants to provide them, and their dependents, with health care cov-
erage. The problem comes when she looks at her books through the
eyes of every small business owner operating on a tight margin,
and she does not see how she can do it.

Sheila Ogle’s story goes to the heart of this issue. To find the
vast majority of uninsured Americans, you look to the Main Street
businesses throughout this country. HLC recently commissioned an
in-depth analysis by the Rand Company of existing data on the
more than 42 million uninsured.

To us, the results were eye-opening. More than 70 percent of the
uninsured live in a home where there is at least one active worker.
These individuals can be divided into two main subgroups: they
live in families where workers are offered insurance by their em-
ployer, or they are in families where they are not.

Let us take a closer look at these two populations. Over 16.7 mil-
lion people, or more than one-third of the uninsured, live in house-
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holds where at least one employee has been offered employer cov-
erage, but they have turned it down.

Our research shows that, in the predominant number of cases,
these decliners turned down coverage for their dependents, not
themselves. We find that when an offer of insurance is declined, it
is most common among low-wage workers and smaller firms, where
a large share of the premium is passed on to that employee and
where the majority of companies charge a higher premium for de-
pendent coverage.

We also found that, in many of these cases, the worker is un-
aware that his or her dependents might qualify for enrollment in
the State Children’s Health Insurance Program.

The second category that I referred to, where employers offer no
insurance, accounts for 17.3 million, or 36.8 percent of the unin-
sured. As we discussed this population segment, it is instructive to
look at small employer attitudes toward health coverage.

We contracted with a public opinion firm, American Viewpoint,
to survey small business owners throughout the country. This sur-
vey found that many companies currently not offering health cov-
erage want to do so, and they would do so if premiums were sub-
sidized for them by as little as 10 percent.

Conversely, two out of every three employers not currently offer-
ing insurance will continue that practice if no public policy changes
are made to reduce their cost of insurance.

But more alarming to us, is that a significant number of small
employers surveyed indicated that they will drop their coverage if
their health insurance premiums rise by 10 percent or more in the
near future.

Senator Baucus, it is impossible to overstate the critical impor-
tance of this issue. All Americans have access to some form of
health care. But charity care and other safety net programs do not
adequately substitute for health insurance, for that policy is the
key that opens the door to the latest and most effective innovations
in health care treatment and health care technology.

The first step toward a solution is fully understanding the prob-
lem. In view of our research, it is quite clear that the significant
majority of the uninsured are in wage-earning households and that
they can be reached within the current employer-provided health
insurance system.

This issue is critical for working families, as well as for the many
hospitals throughout the country that are in serious jeopardy be-
cause of the expense of acute and emergency room care that they
provide.

But there will be no direct payment for the services that they
provide. If we do not make progress in reducing the uninsured pop-
ulation, the ramifications will be severe for all patients and for all
health care consumers.

The bright side, Senator Baucus, is found in the bipartisan deter-
mination that we are seeing and the willingness to take on this
issue, and to dedicate some of our Nation’s prosperity to solving
this critical challenge.

The Healthcare Leadership Council stands ready to work with
you and with this committee to find answers to help solve this cri-
sis of the uninsured.
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Thank you very much. I will be glad to answer any questions.

[The prepared statement of Ms. Grealy appears in the appendix.]

Senator BAucUS. Thank you very much, Ms. Grealy. Those sta-
tistics were interesting. They are very helpful.

Next, to Richard Johnson, senior research associate for The
Urban Institute in Washington.

STATEMENT OF RICHARD W. JOHNSON, SENIOR RESEARCH
ASSOCIATE, THE URBAN INSTITUTE, WASHINGTON, DC

Dr. JOHNSON. Thank you for the opportunity to address the com-
mittee about health insurance coverage among the near-elderly,
those between the ages of 55 and 64.

This issue is becoming increasingly important, as the first Ameri-
cans born during the baby boom years begin to reach age 55. What
distinguishes the near-elderly from other groups, is that they are
not old enough to qualify for Medicare coverage unless they are dis-
abled, yet they are much more likely to experience serious health
problems than younger people. Thus, health insurance coverage for
the near-elderly merits special attention.

I would like to make five points. First, the near-elderly are less
likely to be uninsured than younger adults. Only about 10 percent
of near-elderly Americans lacked health insurance coverage in
1998.

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 se-
rious consequences at older ages.

This brings me to my second point. Health insurance coverage is
particularly important for the near-elderly because they are more
likely than younger people to have serious health problems.

The prevalence of health problems at older ages translates into
high health care expenses and strong demand for health insurance
by the near-elderly. Families without insurance risk high out-of-
pocket medical costs when serious illness strikes, and they also
defer necessary preventive care. Because the incidence of many se-
rious health problems increases with age, foregoing routine care
can be especially hazardous for the near-elderly.

Third, uninsurance is concentrated among certain vulnerable
groups, particularly Hispanics, blacks, and those with limited in-
come and education. Among the near-elderly, 31 percent of His-
panics and 26 percent of those with incomes below 200 percent of
the poverty level were uninsured in 1998.

My fourth point, is that even among near-elderly Americans with
coverage, there is cause for concern. By the time individuals reach
their early 60’s, many have stopped working. Because most insur-
ance is tied to employment, workers can lose their primary source
of coverage when they retire.

Some firms continue to contribute toward their workers’ health
benefits after retirement. However, retiree health benefits, as they
are known, are only available to slightly more than one-third of
Americans. Not surprisingly, these benefits are most common in
high-paying jobs.

Even those offered retiree health benefits may not be able to af-
ford them. Retiree health benefits are usually less generous and
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they require more cost sharing than health benefits provided to ac-
tive workers. About 1 in 10 elderly retirees who are offered retiree
health benefits turn them down because they say they are too ex-
pensive.

Near-elderly people who lack job-related health benefits have
limited insurance options. Few qualify for Medicare or Medicaid.
Given these constraints, many near-elderly people without coverage
from employers turn to the private, non-group market. Indeed, non-
group coverage rates are almost twice as high for the near-elderly
than for younger people.

However, there are a number of important drawbacks to relying
on the non-group market at older ages. Premiums are more expen-
sive for non-group policies than for group policies, especially when
policyholders have health problems, as many near-elderly Ameri-
cans do.

A related problem, is the limited benefits that many non-group
plans provide. Many policyholders can only afford plans with high
deductibles and high cost-sharing requirements, and many insurers
exclude coverage for preexisting health conditions.

Consequently, many near-elderly people with non-group coverage
may be underinsured, leaving them vulnerable to high out-of-pock-
et costs if they become seriously ill. Even when near-elderly Ameri-
cans are able to afford the high cost of non-group insurance, they
may be denied coverage altogether by insurers because of their pre-
existing health conditions.

My final point, is that recent declines in the proportion of em-
ployers who offer retiree health insurance threaten to jeopardize
coverage for future cohorts of near-elderly Americans.

Between 1991 and 1998, for example, the percentage of large em-
ployers sponsoring retiree health benefits fell from 80 percent to 67
percent. At the same time, employers have been shifting more of
the costs of retiree health plans onto participants.

If employers continue to scale back this benefit or if they make
it unaffordable to many participants by continuing to raise re-
quired premiums, rates of uninsurance among near-elderly Ameri-
cans may rise in upcoming years.

Another threat for future retirees, is that employers are gen-
erally not legally bound to honor their past promises about retiree
health benefits. Employers can amend or terminate retiree health
benefits at will, as long 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 these benefits will continue throughout the individuals’ life-
times, or even until they become eligible for Medicare coverage.

Thank you again for the opportunity to address the committee.
I am happy to take any of your questions.

[The prepared statement of Dr. Johnson appears in the appen-
dix.]

Senator BAucuUS. Thank you very much, Mr. Johnson.

Our final witness is Mr. Leighton Ku, a senior fellow in Health
Policy for the Center on Budget and Policy Priorities in Wash-
ington, DC.
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STATEMENT OF LEIGHTON KU, SENIOR FELLOW IN HEALTH
POLICY, CENTER ON BUDGET AND POLICY PRIORITIES,
WASHINGTON, DC

Mr. Ku. Good afternoon. Thank you for asking me to testify
about the health insurance needs of immigrants.

A very large share of immigrant families lack health insurance
in the U.S., and because of this they have serious problems getting
access to decent, affordable health care, like most of us have.

It is useful to remember that about one-tenth of America’s popu-
lation is foreign-born, and the share is growing. In every State
around the country now, immigrants form a vital part of the work-
force and of the taxpaying public base.

Immigrants tend to work hard and have relatively low unemploy-
ment rates. However, they are disproportionately poor and unin-
sured because they tend to work in low-wage, low-benefit jobs.

Moreover, research tends to indicate that immigrants are less
likely to be offered private insurance by their employers than na-
tive citizen workers, exacerbating their insurance gap. For exam-
ple, while private insurance increased recently for native citizens,
it did not increase for immigrants.

A serious problem, that particularly affects immigrants, is that
in 1996 the Welfare Reform law changed the rules for Medicaid
and for SCHIP so that legally-admitted immigrants who entered
tslge U.S. after that date are no longer eligible for Medicaid or

HIP.

Since that time, data has shown that the number of immigrant
parents and children who have access to public benefits through
Medicaid has dropped. Moreover, the number of uninsured immi-
grants and their children has increased.

At this point, about half of low-income immigrants are unin-
sured. This is a rate that is, roughly speaking, double the
uninsurance rate for native citizens.

A particular area of interest, is that an unintended consequence
of the Welfare Reform law is that it affected children of immigrants
who were born in the U.S., who are, therefore, native citizens.

About one-third of all the low-income uninsured children in the
country live in immigrant families, whether as foreign-born or U.S-
born children. The bottom line there, is that if you really want to
help uninsured children you have to address the needs of children
living in immigrant families.

Because they lack insurance, immigrant families are much less
likely to be able to see a doctor, go to a dentist, even get emergency
room care. But the research does show that, when they have insur-
ance, the health care access for immigrants improves markedly.

Let me just mention that the Welfare Reform law not only af-
fected immigrants, but it also affected the traditional State/Federal
partnership that exists in how we finance Medicaid and the SCHIP
program, so that States and local governments have to bear a much
larger cost of the share of burden for health care for immigrants.
This is a point that has been also noted by the National Governors’
Association.

I would like to take a moment to dispel one popular myth that
comes up a lot. Some have asserted that the U.S. should not offer
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public benefits to legally-admitted immigrants because this just
serves as a magnet to bring poor immigrants to the U.S.

On the contrary, research consistently shows that immigrants do
not come here for public benefits, but they come to the U.S. pri-
marily because they want better jobs, and for other reasons, they
want to rejoin their family members, they are fleeing persecution.

Moreover, in the past decade we have seen that immigrants have
tended to shift from high benefit States, like New York and Cali-
fornia, and are moving, instead, to low-benefit States like Virginia
and North Carolina.

They are doing this not in search of benefits, they are doing this
because that is where they think they can find jobs, further show-
ing that really the welfare magnet hypothesis just does not hold
up.
Before closing, I want to mention the story of the Dominguez
family of Phoenix, Arizona. The family was legally admitted to the
U.S., after waiting for 20 years for entry, about 2 years ago.

Their little girl, who is 2 years old, Athalia, has a heart defect.
Mrs. Dominguez, herself, has serious medical problems that relate
to a miscarriage that she had about a year ago.

Although Mr. Dominguez has a job, working in a bakery, they do
not have health insurance. They are having serious problems pay-
ing for their medical bills for their very serious medical problems,
and they have a huge stack of medical bills.

Were it not for the Welfare Reform exclusions for immigrants,
Mrs. Dominguez and their little girl would be eligible for Medicaid
and for SCHIP and would be able to get adequate and timely
health care services.

Last year, a bipartisan proposal came out to help families like
the Dominguezes, and this was advanced by members such as Sen-
ators Graham, Chaffee, Jeffords, and Rockefeller, Representatives
Diaz-Balart and Waxman, which would have let States have the
option to cover legally-admitted immigrants who were pregnant
women, or children, under the Medicaid or SCHIP programs. This
was also supported by a number of Governors, including Governor
Jeb Bush of Florida.

As Congress and the administration try to figure out better ways
to help reduce the number of uninsured Americans, I really hope
that the committee will pay serious attention and continue to leave
the issues of immigrants and their families at the forefront of pol-
icy.

Thank you.

[The prepared statement of Mr. Ku appears in the appendix.]

Senator BAucus. Thank you all, very much. There is a vote going
on. I think there are about four minutes left for me to get there
and vote. I think Senator Grassley is on his way back, so he should
be continuing the hearing momentarily.

The committee now is in temporary recess.

[Whereupon, at 3:21 p.m., the hearing was recessed to reconvene
at 3:25 p.m.]

The CHAIRMAN. I would like to resume our committee meeting.
Obviously, the testimony, I will have to read on my own because
I only heard the one witness. If you wonder how we are able to ask
questions, well, quite obviously our staff helps us with that process.
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The first one, I would like to ask Ms. Allen. By the way, we will
have five-minute turns here. I suppose, after Mr. Baucus, you will
be able to ask your questions, Senator from New Mexico.

You report that the number of uninsured increased steadily, to
peak in 1998, then dropped in 1999. Does this mean that the esca-
lating uninsured numbers has ended?

Ms. ALLEN. Certainly, the trend in 1999 is encouraging from the
prior 2 years, but it is probably too early to tell if this is any indi-
cation of the future.

Unfortunately, the data that we and other researchers analyzed,
the Current Population Survey, has a 1-year lag in it. We will be
receiving information about the year 2000 later this year. Because
of strong economic conditions, we might expect that the data that
will become available will continue to look strong.

But we all know now that we are beginning to see a different
economic condition unfold. The economy seems to be weakening
just a bit. We see additional increases in health insurance pre-
miums.

We also hear that States are feeling increasing pressures on
their budgets, including Medicaid costs.When considering all of
those, it is really difficult to predict, although one could guess what
the trend might be.

So, although the data were encouraging, it still indicates that
there is a very serious problem with the numbers of uninsured.

The CHAIRMAN. Thank you.

Now, Ms. Grealy, you mentioned lack of information on different
ways to obtain and/or offer health insurance as the reason small
employers might not offer coverage, and ultimately why individuals
then go without coverage.

How much of a role does lack of information play in keeping em-
ployers from offering coverage, and employees from obtaining cov-
erage, either in the employer-based system or through market op-
tions?

Ms. GREALY. Actually, Senator, there are two components here.
I think we were surprised at some recent surveys we saw, one done
by EBRI, that showed that there are many small employers that
did not even realize that they could deduct the cost of providing
health insurance coverage to their employees.

I think we forget sometimes that these are small employers,
many of them employing under 10 employees, and they may not be
as sophisticated on the finances and tax deductions that are avail-
able to them. So, that is one component from the employer’s side.

Also, there was a study done in California that demonstrated
that many employees had a misperception about the affordability
of health care coverage, even with cost sharing. So we think we
have a lot to do in terms of educating both employers, as well as
employees.

I think we have all learned a lesson about the SCHIP program.
Here is a program that is available, but the word was just not get-
ting out to many people who were eligible, or whose children were
eligible for this. So we think it is a significant factor, and one we
should not ignore. It is part of the solution.

The CHAIRMAN. Dr. Johnson, based upon The Urban Institute’s
2001 study on health and retirement, just over 10 percent of the
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near-elderly are uninsured. In fact, the near-elderly represent one
of the smallest groups of uninsured.

Clearly, employer health coverage, as an employee retiree or
through a spouse, is a large contributor to the high insurance rates
of this population.

Your testimony points out that 73 percent of the near-elderly
have workplace coverage, but there must be a reason that we have
10 percent still go without.

Your charts suggest that it is primarily minority populations or
those below 200 percent of poverty. What is unclear, is what pro-
portion of this 10 percent are working. So could you elaborate on
the statistics of why they go without coverage?

Dr. JOHNSON. Certainly. Retirement is an important reason, I
think, for the high rates of uninsurance for this 10 percent number,
the percentage who are uninsured.

The problem is not solely retirement, though. Among the near-
elderly, the proportion without insurance is about the same for
those who are working and those who are not working.

I think, for a lot of these people, the reason why they do not have
insurance is the same reasons why people at all ages do not have
insurance. It is closely related to the problems of poverty, to being
in jobs that are paying low wages. So, it is not really possible for
the employers to offer insurance.

I think the main point I guess I would make, is that the 10 per-
cent number, while it is low, the reason why we are concerned
about it is because the lack of insurance is so serious among the
near-elderly because of their high prevalence of health problems.

The CHAIRMAN. By the way, I forgot to invite anybody else that
wants to comment and has something to contribute to the answer
that I ask specific people. Please feel free to speak up.

Now, for Mr. Ku and for Ms. Rowland. It is clear that the dis-
proportionately high rate of uninsured for immigrants deserves
special attention. Your testimony points out that immigrants have
low unemployment rates that also match the 4.3 percent unemploy-
ment rate of native citizens. Yet, these same immigrants are dis-
proportionately uninsured because they tend to be employed in low-
wage, low-benefit jobs.

What do we know about the lack of health coverage for immi-
grants who are employed? Is it mainly an affordability issue, or an
availability issue, or both?

Mr. Ku. The data that I have seen indicate that the major prob-
lem—and again, this is consistent with other low-wage workers—
is that they are not offered insurance at the workplace. This is a
more serious problem for immigrants because of the types of jobs
that they have, and perhaps for some other reasons.

Some immigrants are offered insurance at the workplace. When
they are offered insurance, they take up insurance at the same rate
as native citizens.

So every now and then people will say, “gee, maybe immigrants
really just do not want insurance very much. They do not care
about it.” The data indicate that immigrants want, and take up, in-
surance at the same rate as native citizen workers, when it is of-
fered. The problem is, they are just not being offered it in the first
place.
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The CHAIRMAN. Now, Ms. Rowland?

Ms. RowLAND. I think that what is important here, is that we
are talking about a predominantly low-income population when we
talk about many of the working immigrants, so they are working
in these same jobs where offering is unlikely.

The points that Leighton raised earlier about what has hap-
pened, for recent immigrants, to coverage under Medicaid is, I
think, another aspect that we ought to look at.

Many, in fact, who are eligible or have children who are eligible
for Medicaid coverage, because they are citizens, are not enrolling
now out of fear. So, I think we really have a serious problem
among the lowest-income population, and both offerings in the
workplace.

In a study that we did of small firms, we see a big difference be-
tween those that have a predominant low wage base versus those
with higher wages. Eighty-five percent of small firms who have
over $20,000 a year as their main employee base offer insurance,
35 percent of low-wage small firms do not. Those are the very firms
that immigrants are very likely to be employed in.

The CHAIRMAN. The list on first come, first serve, was Grassley,
Baucus, Snowe, and Bingaman. I told Jeff that he would be next,
but I should call on Senator Snowe.

Senator SNOWE. Go ahead.

The CHAIRMAN. Senator Bingaman, then.

Senator BINGAMAN. Thank you very much, Mr. Chairman.

I also missed your testimony, unfortunately. But I wanted to just
ask a couple of questions about Medicaid, and particularly enroll-
ing children in Medicaid.

In my State, we have expanded Medicaid to cover children and
families with incomes up to 235 percent of poverty. At the same
time, the estimate is, the Bureau of Census says that 28.9 percent
of the children in our States whose families have incomes of less
than 200 percent of poverty are not, in fact, enrolled in Medicaid.
So you have got nearly one-third of the people who are eligible, of
the children who are eligible to be participating, are not, in fact,
participating.

We are looking at trying to propose some changes that would
modernize Medicaid to eliminate the welfare stigma that is associ-
ated with the program, including this assets test, imposition of the
assets test, the requirement that applicants apply through a wel-
fare office.

I wondered if you, Mr. Ku, or any of the rest of you, Ms. Row-
land, had a thought about how much good it would do to eliminate
those barriers. Would it significantly affect the number of these
young people, these children, that in fact get covered by this?

Ms. ROWLAND. I think what we have seen, is that one of the most
important things going on today for coverage of children in Med-
icaid and SCHIP is the simplification of the enrollment process.

When people get insurance through the workplace, they tend to
just sign up through their workplace. We are asking low-income
[S)%rents to go out and actively enroll their children in Medicaid and

HIP.

The more barriers we put in their way, given that they are work-

ing and they often cannot come to a welfare office during the mid-
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dle 1of the day to apply, the less likely they are to come in and
apply.

Since we have done mail-in applications, self-declaration of in-
come, elimination of the assets tests, in many States we are seeing
enrollment levels go up substantially. We are seeing that these pro-
grams could be made to work as health insurance programs instead
of the vestiges of the welfare system that they inherited.

In other States, like Wisconsin, for example, they have also said
that covering the parents along with the children provides an addi-
tional incentive for the families to sign up and gives the whole fam-
ily coverage, so they have a very high participation rate where we
are making the process simple and where we are bringing whole
families together.

So I think it is a hopeful sign. It takes time to change. The
changes are now under way in many States, and I think we will
see a boost in enrollment as a result of them.

Senator BINGAMAN. All right.

Mr. Ku, did you have a thought on this?

Mr. Ku. Yes. I just want to add a little. I will mention that, in
a couple of days, my colleague, Donna Cohen Ross, from the Cen-
ter, will be talking about a number of issues just like this on the
outreach component.

I agree with everything Diane Rowland said. I would also men-
tion that it is worth remembering that the way that we have struc-
tured the child health insurance programs right now, there are two
parts. There is Medicaid, for which States get one match rate, and
then there’s the SCHIP program, which has a higher match rate.

States have shown a lot of ingenuity and effort in trying to sim-
plify, particularly, their SCHIP program. It is because it was a
new, exciting program. In many cases, they have not shown the
same level of enthusiasm and ingenuity in expanding and simpli-
fying their Medicaid programs for children.

Certainly, one of the things that needs to happen, that I think
that you have been interested in, is trying to help States not only
do better in SCHIP, but particularly encouraging them to also
bring do so in Medicaid also, which is particularly important be-
cause it actually serves the lower income kids.

Senator BINGAMAN. Yes, please.

Ms. ALLEN. Senator Bingaman, if I might add to the other two.

A very important component of this is education and outreach.
In addition to the administrative simplification, it is pretty appar-
ent that many eligible families are simply unaware that they may
qualify for these public programs, particularly if they are working.
So, education is a very important component of that, to make them
aware of the program.

A second one, though, has to do with education of people about
the importance of preventive care. Many families, particularly
those who might be low income, perhaps might not understand the
importance of enrolling their children and having preventive care.
They may, in fact, wait until there is a serious health condition and
then seek treatment.

So this is another very important component of outreach and
education that can help enrollment, and many States are pursuing
exactly these approaches as well.
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Senator BINGAMAN. One aspect of this that we are also going to
try to address if we can, if there is anything more legislatively that
can be done on it, is coverage of pregnant women. I gather they are
covered now by Medicaid, but they do not know it in a lot of cases.

A lot of women who become pregnant are not aware that they
are covered, therefore, they do not take advantage of that or enroll.
Therefore, they do not get the very cost-effective health care that
would result if they did sign up. I do not know if any of you have
thoughts on that.

Ms. RowrLaND. Certainly, coverage of pregnant women is ex-
tremely important. That is part of what Kathy was talking about
with regard to education and letting people know that, if they came
in, they are probably eligible.

Most people still think that Medicaid is for the welfare popu-
lation. If they are not poor enough to get welfare, then they do not
have access to Medicaid. But, in fact, for pregnant women and chil-
dren, the income levels are much higher and could bring people in
very early.

But let me also point out that one of the other issues with preg-
nant women, is that today they are only covered for 60 days
postpartum, so that we do get into situations where the child is eli-
gible and stays on Medicaid, but after 60 days the mother becomes
uninsured. I think that is also worth the committee looking at.

Senator BINGAMAN. Thank you very much, Mr. Chairman.

Senator BAucus. Thank you, Senator.

Like all of us, I would like to do all we can to try to solve this
problem. It is tragic, the number of people who are uninsured. I
hear about it, anecdotally, in my home State.

There is one fellow who is a contractor, but he does not own a
large company. When the insurance carrier told him that he had
a 20 to 30 percent increase in insurance premiums for his few em-
ployees because one of them had a preexisting condition, and this
is one of his best employees, somebody that had been with him for
20 years, it just killed him.

So what is he going to do? He finally decided, he is not going to
let this person go. He had to shop around a bit and find another
carrier. But you run across this a lot. As a consequence, a lot of
people just are not insured.

I am going to take the prerogative of focusing my questions on
my home State. Now, let me just state a little bit about where we
are in Montana.

According to the Census Bureau, we rank eighth among States
with the highest proportion of residents without health insurance.
Compared to other States, we rank last in the Nation in terms of
employers offering health benefits.

Forty percent of firms in my State of Montana provide health in-
surance. According to CDC’s National Center for Health Statistics,
only 26 percent of small, private firms—that is, fewer than 10 em-
ployees—offer health insurance.

We rank 47th in the Nation in per capita income, 50th in the Na-
tion in wage per capita income, 51st in the Nation—including
Washington, DC—in per capita disposable income. I think that is
part of the reason why we have so few uninsured. We are a small
business State. We are an agricultural State.
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What do we do? What is your best advice? I think Montana is
not alone. We are not urban, that is clear. But there are a lot of
other parts of America that have some of the same characteristics
as Montana.

How do we get at this problem? Is it more information? When I
was here earlier, some of you were talking about information just
not getting out to employees, whether it is employers not knowing
they could provide insurance, whether it is Medicaid enrollment. Of
1c’lourse, that does not apply to a lot of people we are talking about

ere.

If you could wave a magic wand, not to provide a total solution
but at least to begin to get at some of this, what would it be? I am
just going to, frankly, go to whoever wants to speak to it.

Ms. Grealy?

Ms. GREALY. Senator, I will take the challenge.

I think we all would like to wave the magic wand, but I do not
think there is one solution. Just listening to the testimony today
talking about all of these different populations, it is quite clear that
fve need to target different solutions, perhaps, to different popu-
ations.

But you highlighted your State, which includes a lot of small
business owners. I think the research that we have done highlights
the fact that we need to target some of this relief to small business
and to employees in those small businesses.

Yes, education is part of it. They need to know what is available
to them. But we can get at a large portion of this problem by pro-
viding what would amount to a minimal subsidy to many of these
employers.

Senator BAucus. I heard you say it earlier—I think it was you,
011" peé"haps Dr. Johnson—that 70 percent of uninsured are em-
ployed.

Ms. GREALY. Are attached to the workforce. Either they, them-
selves, are employed or someone in the family. It is interesting. In
the study that we did, you hear a lot about different sectors having
high rates of employers not offering insurance.

What is interesting, as you look through those different sectors,
they may have a high rate of not offering insurance to their em-
ployees, but those employees are somehow connected to someone
else in their family who is offered insurance. So it really is this
family structure.

Somewhere in there there may be an employer who is offering
that coverage. We need to find ways to make sure that the employ-
ees accept that coverage, not just for themselves, but also for their
dependents. Then we also need to find ways to give those employ-
ers thﬁ“: help they need to make sure they can offer the insurance
as well.

Senator BAucus. Ms. Allen?

Ms. ALLEN. Yes. It is tempting to be very specific in responses.
Of course, we do not want to preempt your hearing on Thursday,
either. But I think what we will be discussing, along with others,
on Thursday is exactly what Ms. Grealy just spoke to.

If you currently look at the fact that most Americans are insured
through their workplace, that is the place to begin to look to see
what additional incentives or readjustment of the current incen-
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tives might be possible, through the Tax Code or other means. That
might be both for the firms themselves, as well as individuals.

Second, we have all talked about, even recognizing that people
are attached to the workplace, that public programs may indeed be
a very viable possibility for others. So looking at some expansion
of coverage for those, particularly for individuals who are not now
covered, such as adults without children, is one particular popu-
lation that one might turn to.

Senator BAucus. If I understood you correctly, Ms. Grealy, ear-
lier, about the 70 percent, I think you said 36 percent of employers
do not offer coverage. This means, I guess, that 64 percent do. Is
that correct? So 64 percent of the 70 percent.

Ms. GREALY. We have about a 50/50 split, almost, when you look
at the population that is attached to the workforce, either them-
selves employed or a family member: about 16.7 million, the em-
ployer is not offering insurance; about 17.6 million, the employer
is offering it, but they are declining that coverage.

Senator BAucUs. I do not want to encroach on the time of Sen-
ato‘r; Snowe. But they are offering it. Why, again, are most declin-
ing?

Ms. GREALY. Two things. Many accept it for themselves, but
frankly it is the additional cost for purchasing that family coverage.
Oftentimes the employer is passing that additional cost onto the
employee.

So we get back to what we have heard a lot about. It is the af-
fordability issue as well as the access to the insurance issue.

Senator BAucus. All right. Thank you.

Ms. ROWLAND. Senator, I might add that some of the other data
that one looks at shows a much lower rate of offering within the
workplace, especially for the lowest-income workers, so that only 55
percent of low-wage workers earning $7 or less an hour, which is
where the bulk of the affordability problem is, are even offered in-
surance coverage. Of those that are offered, 75 percent take it up.

So, we still have people using the health insurance system
through the workplace, when it is there. The bulk of workers still
work in employment situations where they are not offered health
insurance coverage.

Senator BAucuUs. Thank you. Thank you very much.

I see the Chairman has returned. My time has expired.

The CHAIRMAN. All right.

I want to thank Senator Baucus for working with me to keep the
hearing going.

Senator Snowe?

Senator SNOWE. Thank you, Mr. Chairman.

I want to welcome all of you. I wish I had had the opportunity
to listen to your testimony, because obviously this is a critical issue
for Congress to grapple with. Clearly, the time is now.

I think there is no doubt that this is one of the most compelling
issues that we can confront in this Congress because of the number
uninsured in America.

I am interested to note that 1987 was the last time that we have
seen a decline in the number of uninsured. Do you all agree on the
number of Americans who are without health insurance? The most
commonly used number is 42 million. Is that essentially right?
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There has been a decline by 1 million this last year, which is the
first time since 1987.

Ms. ALLEN. I believe we all are using the Current Population
Survey which is conducted by the Bureau of the Census, so it is
a commonly-accepted number.

Senator SNOWE. Forty-two million. So even though there has
been a decline, obviously it is not appreciable in that sense.

Do you have any reasons for the fact that the number of unin-
sured was reduced by $1 million in this last year?

Ms. ROWLAND. There were really two factors going on. One, was
we have had a very good economy and we did see somewhat of an
increasing in offering among firms, so there was a little more avail-
ability of insurance through the employer-based sector. More peo-
ple moved into higher levels of employment more likely to have in-
surance coverage.

Last year, Medicaid, which had been declining in the wake of
welfare reform, stabilized somewhat so we did not lose the kind of
Medicaid coverage that we had in previous years. So those factors,
together, gave us the first decline since 1987.

Ms. ALLEN. And might I add one more fact?

Senator SNOWE. Yes.

Ms. ALLEN. That is, the 1999 figures do represent the fact that
the Health Care Financing Administration reports that 2 million
additional children are being insured under the SCHIP program.
So, those numbers also are represented.

Senator SNOWE. Were favorable.

Ms. ALLEN. Yes.

Senator SNOWE. Well, then we could assume, in this declining
economy, it may have a negative effect on the numbers as well.

So the SCHIP program, as we know, has been encouraging from
the standpoint that the more uninsured children we take care of,
and also if the States expand it to the parents as well, that be-
comes an effective means. Obviously that is another area. There is
going to be a bill introduced tomorrow that I am certainly sup-
portive of that would expand the SCHIP program to cover unin-
sured parents.

Do you think that is one way that we could effectively address
the number of uninsured? Do we have numbers in terms of how
much it might affect that bottom line?

Ms. ROwWLAND. Well, we certainly know that there are a number
of parents who are uninsured because they are above the income
levels that their children are at, and those children are now en-
rolled in SCHIP.

We think that about 3 to 3.5 million parents could potentially be
brought into insurance coverage, if we expanded coverage up to 200
percent of poverty for parents as well as children.

So that would make a big improvement in coverage of low-income
families, though it would still leave the childless adults who are
very poor outside the safety net of Medicaid or SCHIP, and that
is another group that should be looked at.

Mr. Ku. I would like to add something, just to sort of put it into
context. The information we have for Medicaid indicates that par-
ents typically are eligible up to about 70 percent of poverty. That
is about $10,000 a year for a family of three. Whereas, typically,
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for SCHIP the eligibility range goes up to about 200 percent of pov-
erty, so it is around $28,000. So parents are far less eligible for
public assistance right now.

We had done research in the past that indicates that, when
States have expanded coverage for parents, that not only did it
help the parents who were the obvious target, but one of the things
that was a nice side benefit was that it stimulated enrollment for
children.

So to the extent that we really want to help children as well as
parents, that is part of the motivation for believing in expanding
parents’ coverage. A number of States have done this to help both
the parents as well as the kids.

Senator SNOWE. It has been reflected in some of the percentages,
too, in the States, has it not? Where parents have been able to be
covered, so are more children being covered.

Mr. Ku. That is exactly right.

Ms. RowLAND. Yes. In fact, Wisconsin really has its eligibility
rates for children and parents tied together. They are now reaching
most of the children they hoped to reach because they are bringing
the whole family in.

Ms. GREALY. Senator, we think the States are also looking for ad-
ditional flexibility. As we look at the employer-based system, we
know that there are employers that are out there willing to put
some money on the table.

If there was some way that we could take some of those SCHIP
dollars and sort of leverage and build on what those employers are
willing to do, that that may also be another way to get at a broader
population, perhaps using it to purchase that family coverage,
where the adults are taking it for themselves but not for their fam-
ily.

Senator SNOWE. What is the most effective means to help the
small business, the small employer? Because it is obviously the em-
ployer with 10 or fewer employees that is less likely to provide any
health insurance coverage than the major corporation that has
1,000 or more. It is reflected, again, in the statistics.

What could we do that would be most effective in getting at that
employer, to assist them in providing insurance to their employees
and to those who are working for small firms? Because it seems,
from the numbers, again, that most of the uninsured are those who
happen to be working. Or at least 7 out of the 10 uninsured happen
to be in a household with at least one person working.

Then on the other hand, we hear that small employers said they
would at least need a third of the subsidy costs, subsidies for a pre-
mium cost. Is that true?

Ms. GREALY. Well, that is definitely what we found in looking at
a lot of the local and regional programs at the State level, where
there are programs that are helping employees and employers.

But those employers, if they could put a third on the table, the
employee could put a third on the table, and if there was a subsidy
for that remaining third, but also reducing some of the barriers
and giving them some of the advantages that those large, self-in-
sured employers have as well.

Senator SNOWE. Tax credits. Do you have any idea, if we were
to provide a certain sized tax credit, how many employers would
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take advantage of that kind of tax credit to provide health insur-
ance? Do you have any numbers at all?

Ms. GREALY. We are doing further analysis of that. But, just in
our survey, there was a significant number that said tax credits
were definitely a tool that they would use to provide that insur-
ance.

Senator SNOWE. Thank you.

The CHAIRMAN. I would ask Senator Baucus. I have got 5 min-
utes of questions. Then if you have questions, if you would adjourn
the meeting.

Senator BAUcuUS. Go ahead.

The CHAIRMAN. All right. Thank you. I thank you for your co-
operation, too.

Ms. Allen, the young, and also the near-elderly adults, are often
in transitional phases of their lives, particularly in regard to em-
ployment.

I would like to have you elaborate on how this transitional work
experience relates to their health insurance status and what impli-
cations it would have for coverage.

Ms. ALLEN. Young adults, particularly those who are age 18 to
24, are a very unique population within those who are uninsured.
Often, they are no longer eligible for their parents’ own insurance.

They are just entering the workforce and, as a result, they typi-
cally are in lower-wage jobs. They may be employed part-time.
They may change jobs frequently. They may just work for smaller
employers in industries that are less likely to offer health insur-
ance.

Another interesting characteristic of this cohort, is that they may
not feel the need to take up insurance, that they are young, often
feel invincible, and feel like this is a cost that they can defer for
a while.

Lastly, if they wanted to be covered by public programs, they
would generally not be eligible. So again, to address this particular
population, one would again look at the types of jobs and industries
that they are in to try to increase their insurance status.

The CHAIRMAN. Ms. Grealy, I am concerned about the fact that
one of the largest groups of uninsured are working minorities, obvi-
ously, all the groups that we call Hispanic, African-American,
Asian-American, but other working minorities as well.

What characteristics are unique to these working populations
that cause them to go without health coverage? Are there social
and cultural barriers that make it more difficult to assess coverage
or might prevent enrollment in health insurance plans? Is there
any commonality of reason among all of the minority groups?

Ms. GREALY. Well, I think what we have heard from many of our
witnesses here today, working in low-wage jobs, where either the
employer is not offering the insurance or the cost sharing is too
great for that employee to take the insurance, either for them-
selves, or even if they take it for themselves they may not be tak-
ing it for their family.

Now, we have found that there may be some cultural differences.
This gets to the educational aspects of really educating people
about the importance of having health insurance.
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At our Uninsured Symposium, we had someone from Tyson’s
Foods talking about, they have a lot of recent immigrants that
work for them in the poultry industry. They have made a great ef-
fort to educate their employees to not just take coverage for them-
selves, but also for their dependents.

What they were finding, is that they may be coming from a coun-
try where insurance is just not a way of life and they are not famil-
iar with the product. Again, we can do a lot to educate them about
the need to take this.

But I think we keep coming back to, it is an issue of affordability
and access to that group coverage that really are the most impor-
tant factors, and that probably cuts across all of these different
groups.

The CHAIRMAN. All right.

Back to Ms. Allen. In part of your testimony, you pointed out the
distinct characteristics of States, particularly those with high unin-
sured rates, and these include the types of employment and eco-
nomic characteristics.

So how much of the total population of uninsured is concentrated
in the States where the uninsured rates are disproportionately
high due to the economic situation of the State?

Ms. ALLEN. In our analysis, we identified 13 States that, as a
group, have higher uninsured rates than the rest of the Nation.
Those 13 States include some of the more populous States, such as
New York, California, Florida, and Texas. Those 13 States make up
about 40 percent of the Nation’s population.

Now, those 13 States, as a group, also tend to have higher pov-
erty levels in each State, somewhat higher unemployment rates,
and firms that are less likely to offer coverage.

We did not specifically look at the individual economic conditions
of those States, but some of these are indicators that these States
do stand out somewhat from others.

The CHAIRMAN. Mr. Ku, you referred to the toughest year for an
immigrant being the first year. Then somehow, after becoming nat-
uralized, immigrants gradually move closer to parity with native
citizens in terms of income and insurance coverage.

Do you attribute this to a change in the migration patterns that
you also discussed in your testimony? In other words, are immi-
grant workers moving to areas of the country where employer-spon-
sored health coverage is more easily obtained than in the States
where the uninsurance rate would be higher than 20 percent?

Mr. Ku. A lot of the data shows that immigrants improve their
status the longer theyre in the U.S. This research has actually
been going on for a couple of decades, even before the change in
the migration trends.

The major reason that happens, is when immigrants first get
here they are having a hard time getting set up in jobs, they still
have language problems, they are still trying to figure out how to
work in the American system, so they are at a disadvantage.

The longer that they are here in the U.S., the more they are able
to figure out how to do things. Their language skills improve, they
get better jobs. So, they have the progress that Americans often
have as they improve over time.
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As far as the shift in migration from State to State, that has
happened somewhat more recently. Really, a lot of it has happened
in the last part of the 1990’s. That could be part of it, but I do not
think that is the primary reason.

The CHAIRMAN. All right.

I am going to ask Senator Baucus and Senator Snowe to finish
the hearing, so I can go to another meeting.

Before I leave, I would like to, once again, emphasize what I said
in my opening statement. Today’s meeting is to define who these
uninsured Americans are, the uninsured of America. We are having
another hearing this week that will deal with finding solutions.

Obviously, the two meetings, together, are very important for us
to arrive at a bipartisan package with which we can deal with this
whole subject, or as much of the 43 million uninsured as we can.

I thank Senator Baucus and Senator Snowe for their under-
standing.

Senator BAucus. Thank you very much, Mr. Chairman.

One thing that struck me not too long ago when I was looking
at OECD numbers and OECD countries and the degree to which
they insure their citizens compared with the United States, was
that most countries achieved universal coverage between 1960 and
1997.

Of all OECD countries—and the most recent data I have is
1997—the percentage of citizens without government-assured—not
necessarily government-sponsored—health coverage, the U.S. is an
outlier. That is, we are the worst, by far.

Let me just go down these OECD numbers, the percent where
citizens are assured insurance, one way or another. They are as-
sured to have health insurance. Again, not government-sponsored,
but in some way the government makes sure that companies pro-
vide it, or one way or another.

Australia, 100 percent; Austria, 99 percent; Belgium, 99 percent;
Canada, our next-door-neighbor, 100 percent; Denmark, 100 per-
cent; Finland, 100 percent; France, 99 percent; Germany, 92 per-
cent; Greece, 100 percent; Hungary, 99 percent; Iceland, 100 per-
cent; Italy, 100 percent; Japan, 100 percent; Korea, 100 percent.
Here is one that has slipped a little: Mexico, 72 percent. New Zea-
land, 100 percent; Poland, 100 percent; Spain, 99.8 percent. Here
is the next-to-lowest: Turkey, 66 percent. The U.K., 100 percent.

Guess where the United States is? Thirty-three percent. Can you
imagine that? It just seems to me that, in this projected budget
surplus, we ought to find some way—I am not saying direct aid,
I am saying some way to help provide some incentives, perhaps
through incentives to employers, small business employers, particu-
larly if 70 percent of the uninsured are in some way associated
with employment, to help solve this problem.

I grant you that there is no magic wand. We have to do this a
step at a time, find the little nooks and crannies and figure out,
in the American system, how we do this. But I would just urge all
of us to turn those statistics around. I am not vouching for their
accuracy.

I am only telling you, this is what the OECD has come up with
based upon 1997 data. I do not know how they define all this. But
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all I know is, it is not good and there is something we can do about
it.

I might explore with you a little, we want this American boom
to continue. I have no idea what the stock market did today. It is
really not relevant to most people we are talking about here, at
least not directly.

But what happens when our economy does take a bit of a dip?
How is that going to affect the number of uninsured?

Ms. ROwLAND. Well, in the past when the economy has taken a
dip the number of uninsured has risen, and the number of people
dependent on Medicaid, because it covers the low-income popu-
lation, has grown.

So we can expect that, as the State revenues go down in an eco-
nomic downturn, they will also be facing additional pressure on
their Medicaid budgets and additional numbers of uninsured peo-
ple. So, that has been our historical trend.

We have been very fortunate in the last year to see the decline,
which we think was largely due to the improved economy and to
the competitiveness in the workforce, which has led to more insur-
ance offerings and a stabilization, really, of employee contributions
to health insurance costs.

So, as we see health premiums rise as well, we may see an in-
crease again in the number of uninsured. So, it is likely to get
worse, not better.

Senator BAucuUSs. Does anybody have a contrary view? Do the
rest of the panelists tend to agree?

Ms. GREALY. Senator, I would just add one thing. We also have
to make sure that we are not doing things to increase the cost of
those insurance premiums. There are a lot of issues that are being
debated now in the House and Senate that could affect employers’
possible affordability of insurance.

So I think, as we are looking for solutions for expanding em-
ployer-based coverage, that we also have to make sure that we are
not doing any harm in increasing those costs as well. But I think
we are all concerned about the economy and what effect that might
have on employers providing insurance.

Senator BAucus. Thank you, very much.

Senator, do you have any questions?

Senator SNOWE. Just a couple.

Senator BAUCUS. Go ahead. Why don’t you close it out, Senator?

Senator SNOWE. All right. Thank you.

Senator BAucus. Thank you very much.

Thank the panelists, very much.

Senator SNOWE. Just to follow up, Ms. Grealy. You mentioned
earlier that 57 percent of small employers do not know that their
health insurance premiums are tax-deductible. Is that true?

Ms. GREALY. I am not sure if I cited that statistic. In EBRI’s
study—and I apologize, I do not have the percentage off the top of
my head—we were all surprised that someone did not know that
they had that tax deduction available to them.

Senator SNOWE. So it is possible that if, through an education ef-
fort to inform employers that this is a matter of law, at least 60
percent at this point, and goes up to 100 percent in the year 2003—
it should be 100 percent today, frankly—but in any event, if they
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were informed about this deductibility, that also could help to ex-
pand employer-based coverage.

Ms. GREALY. Absolutely. They would view it as more affordable.

Senator SNOWE. I do think it has to be very important for us to
figure out what would be the best design for a program to expand
employer-based coverage. Obviously, that could affect a significant
number of uninsured in this country if we could develop an effec-
tive tax approach that would encourage employers to offer this
health insurance, especially the smaller employer.

Do you have any way of getting those numbers?

Ms. GREALY. As I said, we are currently working on a study to
get a better cost analysis of what those numbers would be, how
much would be required, where the different break points are. So
that is something that is ongoing for our organization.

Senator SNOWE. I guess that 57 percent number came from a
survey that was conducted last year by the Employee Benefit Re-
search Institute.

Ms. GREALY. Yes.

Senator SNOWE. Yes. So I think informing small businesses and
employers that this is available now would help, at least in some
way, to hopefully expand the coverage. But obviously, we have got
to do a great deal more to provide that coverage.

So are we saying that tax credits, refundable tax credits for em-
ployees, would help as well?

Ms. GREALY. Well, I think a good example is the Earned Income
Tax Credit. One of the things we saw last year, was the number
of individuals that were moving out of poverty and moving into the
workforce as a result of the Earned Income Tax Credit. I think that
is a good model.

It is something that we will probably see reflected in the legisla-
tion that is being introduced tomorrow. So, I think that could go
a long way in encouraging employees to take that insurance and
make it more affordable.

Senator SNOWE. We have been looking at the numbers of 42 mil-
lion and how we can get to eliminating that number, adding up the
possibilities. It is not going to be a one-size-fits-all, it is clear. It
is going to take a variety of solutions to address this problem be-
cause it is so multifaceted and diverse.

I noted with interest, Ms. Allen, you mentioned the geographical
differences, what accounts for geography that makes a difference in
terms of who is insured and uninsured, and noted that the North-
east and Midwest had the highest number of insured.

Ms. ALLEN. Yes.

Senator SNOWE. What would account for that differential?

Ms. ALLEN. There are several factors that help explain that.
What we did, was we tried to look at three different strata, three
different groups of States. What we found, was for those States
that tended to have a higher rate of uninsured, they had several
common characteristics.

One, is that they had higher rates of poverty. They had higher
unemployment rates. They had fewer firms who were offering cov-
erage.
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Now, part of this, also, is that some of these States have much
larger populations of immigrants and Hispanics, which again are
in some of the firms that we have been speaking of.

Some other interesting demographics of those States, Some of
them are very rural States. Again, the rural aspect also lends
itself, perhaps, to some of the occupations people are involved in,
whether it be the construction, agriculture, or natural resources in-
dustries.

Having said that about rural, it is also interesting that there are
other rural States, though, that do not have that same experience.
It could be that they have adopted a different approach, either in
terms of the industry in their economy, or maybe even with the
State-provided programs.

Senator SNOWE. Can anybody address the question about, what
are the costs overall for those who are uninsured when it comes to
health care to those that are insured? There obviously must be a
major difference when it comes to analyzing the costs because these
individuals are without health insurance.

Are there any such numbers available, Dr. Johnson?

Dr. JOoHNSON. We clearly know that the uninsured are much less
likely to receive care. This is even true among people with chronic
health conditions. Families, USA put out a study recently that
showed that, even among people with heart disease, with arthritis,
with chronic back pain, they are about 25 percent less likely to see
doctors, they are much less likely to have a regular source of care.

People without health insurance are less likely to have regular
blood pressure screenings, regular cholesterol and blood level
screenings. So we know that, in terms of individual health, the
costs are quite high.

Senator SNOWE. Yes. Because they do not have the ability to take
the preventive steps necessary to avoid the more serious illnesses
down the road.

Dr. JOHNSON. That is right.

Senator SNOWE. Or for emergency care. Ultimately, it may end
up that they may need to rely on emergency care, which obviously
is most expensive.

Ms. RowLAaND. We also know that they tend to pay a lot out-of-
pocket for their own care, so that it is not that they are not paying
anything at all. Today, it is one of the major causes of bankruptcy,
is medical expenses by the uninsured.

So I think the burden on the individuals of being uninsured is
substantial, but we also see that in our payment rates for other
programs where we have to try and compensate for the uncovered
care of the uninsured.

Senator SNOWE. What would you recommend for Congress, in
terms of being most doable? Is it either to address various compo-
nents or to try to develop a goal for reaching the greatest number
of uninsured over time, a certain percentage each year, or whatever
the case may be, where we ultimately eliminate the entire number
of 42 million, or as close to that number as possible?

Ms. ROwWLAND. Well, certainly the steps that Congress has taken,
such as the enactment of the Children’s Health Insurance Program,
are steps in the right direction, and focusing on those for whom
health insurance is least affordable and building on the infrastruc-
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ture that is already there through the Medicaid, and now the
SCHIP program, would be a way to bring in, as you said earlier,
more of the parents of these children and to really focus on low-
income families.

I think, to have a goal of trying to eliminate the 42 million, that
is exactly where we should be going, even if it is just piece by piece.

Ms. GREALY. But I think maximizing our resources, again, com-
ing back to, we know that there are employers out there who are
putting money on the table, if there is some way we can get the
employee to step up to that.

For those employers who are not putting money on the table,
how can we help them? We know, again, it is just such a large per-
centage of the uninsured. I think our target should be, obviously,
eliminating the entire problem.

But I like the idea of, let us set targets and let us make sure
we are meeting those targets and making progress towards finding
a solution. It will be a diverse solution. There is definitely not one
answer to this.

Mr. Ku. Can I just add one thing?

Senator SNOWE. Yes.

Mr. Ku. I think the impression that we have from our analyses,
as well as the combination of what Diane Rowland and Mary
Grealy are both talking about, is that you need a diverse strategy
that includes both public program expansions, as well as ways of
stimulating the employer side of insurance through things like em-
ployer tax credits. Those are probably a promising and relatively
efficient and effective way to reduce the level of uninsurance.

Senator SNOWE. Well, I thank you all very much. We certainly
appreciate your testimony here today on a most important matter
that we will be continuing to address, and hopefully come up with
some answers.

This committee stands adjourned.

[Whereupon, at 4:16 p.m., the hearing was concluded.]
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The CHAIRMAN. Today’s hearing is the second part of a two-part
series focusing on the problems of 42 million Americans not having
health insurance.

The goal of the first hearing was to better understand the diverse
characteristics and the needs of the uninsured. I think that, reflect-
ing on Tuesday’s hearing, we achieved that goal.

We had a panel of five expert witnesses present well-documented
testimony that highlighted specific issues such as age, ethnicity, so-
cioeconomic status, types of employment, as some of the key factors
that contribute to uninsurance.

The goal of today’s hearing is to take the next step and to begin
to identify solutions. As we head down this path, it will be critically
important for us to keep in mind that there is no one-size-fits-all
solution. Instead, we have to think about incremental changes for
the different populations that make up the uninsured.

President Bush has come forth with a series of such incremental
options that would help millions of uninsured individuals and fami-
lies gain health coverage. We know that over 70 percent of the un-
insured adults are employed, but they still go without health insur-
ance.

The President’s proposal to offer refundable tax credits would
help this working population very much. In fact, my colleagues—
even colleagues on this committee like Senators Jeffords, Breaux,
Snowe, and Lincoln—have also spent a great deal of time working
on individual tax credit options as well. We ought to thank them
for their leadership, particularly, because it is bipartisan.

The President’s proposal also encourages States to utilize State
flexibility to improve outreach and enrollment efforts to cover mil-
lions of adults and children who may already qualify for existing
Federal health programs, but are not yet enrolled.

(29)
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As we will hear today, I think, effective outreach efforts can go
a long way towards reducing the number of uninsured. Options
such as streamlining the application process, and reducing paper-
work burdens on families, are all common-sense ways to make
these programs more accessible.

Now, overall, there are many different ideas that we must ex-
plore. It is my hope that we continue to press forward on this crit-
ical issue, but that we also do it in a sensible fashion.

Clearly, programs such as Medicare, Medicaid, and the State
Children’s Health Insurance Program are integral to our Nation’s
health care system. However, there are limitations in the role that
these programs can play in meeting the needs of the uninsured
population.

But, first and foremost, it seems to me that we should examine
those existing programs and find ways to strengthen and preserve
them, kind of in a building-block fashion.

Our efforts to address the needs of the uninsured population
should be guided, I think, two principles, or at least two principles:
supporting innovative efforts by the States to address State-specific
health coverage needs; second, bolstering and revitalizing the pri-
vate employer-sponsored market.

Trends have shown that more and more Americans rely on em-
ployment-based health insurance. In addition, a large part of the
reduction in the uninsured in the past few years is a direct result
of that reliance on increased employer-sponsored insurance. We
must be careful not to act in any way that would have an adverse
impact on our employer-based system.

Before closing, let me just say that I am encouraged by the
strong bipartisan will to find a solution. Senator Baucus and I have
had private discussions on this, our staff has been working on it.
We have had evidence of other members of this committee, inde-
pendent of our efforts, working on it. So I think it speaks very well
of the chances of doing something in this area.

So, there are many ideas before us. I look forward to working
with my colleagues, and obviously I look forward to working with
the President, to reach success on this issue this year.

Senator Baucus?

OPENING STATEMENT OF HON. MAX BAUCUS, A U.S. SENATOR
FROM MONTANA

Senator BAUcUS. Thank you very much, Mr. Chairman. Good
afternoon. Good afternoon to everyone in the room.

Tuesday, we learned a lot about the problem. Today, I hope we
start focusing on some of the solutions. We know that about 43 mil-
lion Americans are uninsured.

An interesting statistic that I found yesterday, was that of the
uninsured, 70 percent are people who are involved with work, ei-
ther they themselves are working, or their children, or spouse is
working. But 70 percent of the uninsured are tied to the workforce.

There are several different suggestions. Some suggest that the
best approach is just to expand existing programs like Medicaid
and SCHIP. Others suggest—and I might add, with equal vigor—
that the only sound approach is through tax incentives.
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I, at this point, believe we should look at both of those general
approaches, and be pragmatic, not ideological about this, and look
to see what works, forgetting about some ideological inclination.

I think that program expansions are very efficient. It is certainly
a very efficient part of the solution. Looking at the numbers, I
think you get more bang for your buck by expanding programs like
SCHIP, which has been very successful, I know in my State, and
most States.

Tax incentives can also be very helpful because they can give
working families some assistance in purchasing health insurance
that they now cannot do. I think, however, when we look at tax in-
centives we have to be certain that they are written pretty care-
fully, and to the extent possible, should be targeted to those who
need it the most.

There are kind of a couple of conflicting cross currents when it
comes to tax incentives and health insurance. One is tax equity,
the other is health equity. Nothing is perfect. We have to, again,
be pragmatic about this.

In other words, I believe that a solution is somewhere in the mid-
dle, some combination. A modest expansion of programs that are
working along with targeted tax incentives for taxpayers, I believe,
and particularly an employer-based tax incentive, and particularly
for small business. Many, many small business people just do not
have the wherewithal today to provide health insurance for their
employees.

There are other factors to consider. We need to improve Medicaid
and improve SCHIP, and help find ways to enroll the literally mil-
lions of people who are eligible for public assistance but, for some
reason, are not signed up.

There is one thing I know for sure: we are not going to solve this
overnight. There is no silver bullet. I think the 1994 health care
debate certainly taught us that. But if we work together and take
this a step at a time, I think we can make very significant
progress. At least, that is our charge.

John Kennedy once said, the best time to fix the roof is while the
sun is shining. Well, I think that is a good point. The sun is shin-
ing, at least figuratively, in the sense that we will have projected
budget surpluses. I think these projected surpluses will give us an
unprecedented opportunity to begin to solve this problem.

I think the American public agrees that we should spend some
of the surplus dollars, generally, on important issues like edu-
cation, prescription drugs, and it would also include helping the
uninsured.

With 43 million Americans uninsured, I think it would be wrong
to spend the entire surplus without making a significant invest-
ment in providing more health coverage to Americans who, today,
have none. That just would not be the right thing to do.

I look forward to working with you, Mr. Chairman. You have
been a great chairman to work with. Let us see what we can come
up with.

Thank you.

The CHAIRMAN. Thank you.
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Senator Bingaman, I think I will go ahead. Is that all right? If
you had anything you wanted to say, and wanted to say it quickly,
I would be glad to let you.

Senator BINGAMAN. I would just as soon get to the testimony.

The CHAIRMAN. All right.

We are going to start with a person that I relied on very much
over the last 4 years in my chairmanship of the Aging Committee,
Dr. Scanlon, from the General Accounting Office. I welcome him
back for the first time before me as chairman of this committee.

It is my understanding that he will deal with an overview of the
uninsured population, the reason for lack of coverage, and some
general description of the varied approaches to providing health
coverage to the uninsured.

Then Ms. Janet Trautwein is director of the Federal Policy Anal-
ysis for the National Association of Health Underwriters. She will
discuss what factors to consider in order to effectively implement
tax credits and ensure efficient utilization of individuals and fami-
lies in the uninsured population.

Then we have Dr. Jack A. Meyer, president of the Economic and
Social Research Institute, which you often see quoted in research
publications, particularly on tax issues. He is going to discuss the
Federal tax credit aimed at providing incentives to employers to
provide health insurance for their workers.

I think we will go in the way I introduced: Dr. Scanlon, Ms.
Trautwein, then Dr. Meyer. We will make sure that we have ques-
tions when you are done with your panel.

STATEMENT OF WILLIAM J. SCANLON, DIRECTOR, HEALTH
CARE ISSUES, GENERAL ACCOUNTING OFFICE, WASH-
INGTON, DC

Dr. ScANLON. Thank you very much, Mr. Chairman. It is a pleas-
ure to provide you assistance in a new venue.

Mr. Chairman and Senator Bingaman, I am very pleased to be
here today as you begin considering options to expand health insur-
ance coverage for the 1 in 6 non-elderly Americans who are unin-
sured.

As you have heard and you summarized with respect to the testi-
mony that was given before this committee earlier this week, the
uninsured are a very heterogeneous population, with some groups
being disproportionately affected. But the uninsured simulta-
neously include

The CHAIRMAN. Can I interrupt just a second?

Dr. SCANLON. Sure.

The CHAIRMAN. Now, we are going to do what I announced before
the meeting started. We are going to take turns. So, I will not be
here to hear all of the testimony, but I will be back. Then he will
go vote, et cetera. If Senator Bingaman can help us with that, that
would be appreciated as well.

Senator BAucus. Go ahead.

Dr. ScaNLON. All right. Thank you.

As was discussed in the testimony on Tuesday, the uninsured is
a very heterogeneous population, with some groups being dis-
proportionately affected. But at the same time, the uninsured popu-
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lation includes people from all types of employment, income levels,
demographic groups, and regions.

Given this heterogeneity, as you have indicated, a variety of ap-
proaches have been proposed for Congressional consideration to in-
crease private or public coverage.

My written statement provides an overview of different ap-
proaches that would use tax subsidies to encourage individual pur-
chases, or employers to offer coverage, as well as options that
would expand public programs, including Medicaid, the State Chil-
dren’s Health Insurance Program, and a Medicare buy-in for the
near-elderly.

It also highlights some considerations that could impact these
proposals’ effectiveness in reaching significant numbers of the un-
insured. I would like to provide you a brief summary of aspects of
the written statement.

The success of new tax incentives to promote private health in-
surance will depend very much on whether they are large enough
to impact the premium costs enough to induce individuals to pur-
chase insurance, or for more employers to begin offering coverage
or increasing their contributions to workers’ coverage.

Tax credits, rather than deductions, will likely produce a larger
effect, as 90 percent of the uninsured have no tax liability or are
in the 15 percent marginal tax bracket.

Credits in the amount of $1,000 for individuals and $2,500 for
families with incomes below specified thresholds have been pro-
posed by several members of this committee.

How much such credits will reduce premiums for persons buying
individual insurance will vary considerably, as premiums fluctuate
with purchasers’ age, location, and health.

Last year, we reported several examples of individual policy pre-
miums. At the low end, a young, healthy male in Arizona would
pay less than $750 per year. In the middle, a resident of rural New
York, where State law prohibits premiums to vary by age or health
status, would pay about $2,700 a year. On the high side, a near-
elderly male who smokes in urban Illinois would pay about $7,000
per year.

Tax credits will also be more effective if they are available when
low-income persons purchase insurance rather than in the fol-
lowing year when tax returns are filed. But making tax credits
payable in advance will involve administrative challenges.

Mechanisms and resources would be needed nationwide to assure
that the credit is provided to persons likely to qualify, and to effi-
cie(riltly and equitably reconcile over- and under-payments at year-
end.

The only experience with such prepayment arrangements has
been with the Earned Income Tax Credit, which may not be a good
guide, as only about 1 percent of recipients of that tax credit elect
the advance payment option.

Let me now turn to some of the considerations that may affect
proposed expansions of public programs. Despite past expansions to
Medicaid and the recent creation of the SCHIP program, millions
of low-income children and adults remain uninsured. Childless
adults are not generally eligible for Medicaid, and parents of eligi-
ble children are not generally eligible for SCHIP.
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Some proposals would expand eligibility to these groups, while
others would increase the income eligibility levels that States could
use in both programs.

However, States’ willingness and ability to use additional Fed-
eral flexibility will be the key to how much public coverage would
expand. Some States have already used Federal authority to ex-
pand Medicaid and SCHIP to people not traditionally enrolled, or
people with higher incomes.

However, States with high uninsured rates typically have lower
eligibility thresholds for Medicaid. These States also tend to have
lower per capita incomes and already have a larger share of their
residents on Medicaid.

They have been less likely to pursue current options to expand
eligibility and may also have more limited capacity or willingness
to pursue additional options.

The success of any effort to expand public programs will also be
contingent upon the effectiveness of outreach programs to enroll
those who would be eligible. At present, many eligible individuals
are not participating in these programs.

In prior reports, we found that nearly one-fourth of children eligi-
ble for Medicaid were uninsured. Also, more than 40 percent of
low-income Medicare beneficiaries did not participate in existing
programs intended to pay Part B premiums or out-of-pocket costs.

Last year, Congress took steps to better identify and notify po-
tentially eligible low-income Medicare beneficiaries of these pro-
grams. Similar efforts may be necessary for any effort to expand
public programs to ensure that they are reaching the targeted pop-
ulations.

Finally, I would like to acknowledge the concern that efforts to
publicly support private coverage or expand public programs is
going to crowd out existing private purchases. Crowd-out has been
the concern, and likely a reality, with prior expansions of Medicaid
or the implementation of SCHIP.

Though analysts disagree about its extent, concern about crowd-
out led the Congress to include a requirement in SCHIP that
States devise methods to avoid it or minimize it.

While some approaches may offset its extent, some degree of
crowd-out may be inevitable in order to provide stable health care
coverage for a significant number of the currently 42 million unin-
sured Americans. Our focus should be on what benefits such cov-
erage will produce and what the costs of securing these benefits
will be.

Thank you very much, Mr. Chairman. I would be happy to an-
swer any questions that you have.

[The prepared statement of Dr. Scanlon appears in the appen-
dix.]

Senator BAucus. Thank you, Dr. Scanlon.

Our next witness is Janet Stokes Trautwein, director of Federal
Policy Analysis, National Association of Health Underwriters in Ar-
lington, Virginia.

Ms. Trautwein?



35

STATEMENT OF JANET STOKES TRAUTWEIN, DIRECTOR OF
FEDERAL POLICY ANALYSIS, NATIONAL ASSOCIATION OF
HEALTH UNDERWRITERS, ARLINGTON, VA

Ms. TRAUTWEIN. Thank you.

I would like to tell you a little about our organization, first. The
National Association of Health Underwriters is an association of al-
most 17,000 insurance professionals involved in the sale and serv-
ice of health insurance, long term care insurance, and related prod-
ucts.

Our organization has been a proponent of refundable health in-
surance tax credits to address the problem of the uninsured for
more than a decade, and we are pleased to have this opportunity
to discuss the practical application of a tax credit with the mem-
bers of the committee.

Although there are many reasons why a given individual may be
uninsured, the most likely reason is the inability to afford health
insurance coverage. NAHU believes the best solution to this prob-
lem is a refundable health insurance tax credit designed to be used
either to buy coverage in the individual health insurance market
or to help an employee pay his or her share of premiums in an em-
ployer-sponsored plan.

People without access to employer-sponsored coverage who pre-
viously were faced with paying the entire cost of health insurance
on their own would, for the first time, have real help with the cost
when they needed it.

Low-income employees would be able to supplement their em-
ployers’ contributions with the tax credit, providing the funds nec-
essary for them to come up with their share of their family’s health
insurance premiums.

It is very important that a health insurance tax credit be
advanceable monthly when premiums are due. For this reason, we
recommend that a tax credit be a flat credit.

Although health insurance costs are different for different popu-
lations, especially in the individual health insurance market, a tax
credit based on individual demographics could be difficult to ad-
minister.

If administration becomes too difficult, it will not be cost-effective
for employers and insurers and they may elect no to advance tax
credits to individuals. This could result in the tax credit not being
available until the end of the year when people file their tax re-
turns.

A health insurance tax credit, we feel, should not be designed to
take away the traditional role of the employer and the financing of
coverage, or to replace personal responsibility.

A credit in the range of $1,000 for individuals and $2,500 for
families would not be large enough to cause an employer to stop
providing coverage for employees, yet it still provides a good base
to finance coverage, even for employees purchasing coverage in the
individual health insurance market.

In most States, individual health insurance requires that a per-
son be in relatively good health. But if a person does not qualify
for coverage based on their medical history, many States do have
a high-risk pool or some other mechanism to ensure that coverage
is available.
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A refundable health insurance tax credit could help these indi-
viduals afford the cost of health insurance coverage in high-risk
pools the same way that it would be used for those who purchased
coverage elsewhere.

The Treasury Department would have primary responsibility for
administering health insurance tax credits, of course. What we are
proposing is that the credit would be owned by the individual, an
important protection in the event of job change or change of an in-
surance policy.

Although it would be owned by the individual, though, it would
not be paid directly to the individual. Normally, we would envision
that it would be assigned to an insurance company, employer, high-
risk pool, or other organization maintaining the individual’s insur-
ance account. The credit could be used only for the payment of pri-
vate insurance premiums, and could not exceed the total cost of the
premiums.

Another way to help employees pay their share of premiums
might be to allow them to combine health insurance tax credit dol-
lars with other Federal or State programs that they or their family
members might be eligible for, such as the Earned Income Tax
Credit or the SCHIP program.

Concerns about whether or not adequate coverage would be pur-
chased under any of the combined programs would be addressed
through the administration mechanism of a health insurance tax
credit, which requires the purchase of HIPAA creditable coverage,
certified by either the employer or the insurance company.

Finally, a discussion of the uninsured would be incomplete with-
out mention of the Children’s Health Insurance Program. I would
like to, just very briefly, suggest a change to make it more effective
in reaching uninsured children.

In designing SCHIP, Congress allowed both Medicaid and private
sector options for implementation of the program. One of the pri-
vate sector options was to allow children to be enrolled in the em-
ployer-based plans of their parents.

Unfortunately, due to some of the SCHIP program requirements
in BBA, many States have not been able to adequately implement
this full range of options allowed by the legislation. The basic prob-
lem involves a 5-percent limit on cost sharing, which includes both
premium and co-insurance liability.

A quick calculation of the maximum potential co-insurance liabil-
ity of an average plan, such as the type of plan many Federal em-
ployees and private employers have, would make those plans unac-
ceptable in this arrangement.

In summary, a refundable health insurance tax credit represents
a simple and realistic way to extend private health insurance cov-
erage to those uninsured individuals and families most in need of
assistance. It is a private sector solution to a difficult public prob-
lem. It gives people the tools to make their own decisions.

In addition to a tax credit, the Children’s Health Insurance Pro-
gram could be greatly improved and made available to many more
eligible uninsured children if coverage through employer-sponsored
plans were encouraged by changing the definition of cost sharing
in the SCHIP program to premium liability only.
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Thank you for this opportunity to testify. I would be glad to an-
swer questions later.

4 [The prepared statement of Ms. Trautwein appears in the appen-
ix.]

Senator BAucus. Thank you.

I think I am going to recess the hearing right now. There is 5
minutes left on this vote, and I do not, Dr. Meyer, want you to be
cut off in the middle of your testimony.

So when Chairman Grassley returns, he will undoubtedly have
you begin. I expect him to be returning momentarily.

So the committee is in temporary recess, my guess is, about 5
minutes. Thanks.

[Whereupon, at 2:54 p.m., the hearing was recessed to reconvene
at 3:00 p.m.]

STATEMENT OF JACK A. MEYER, PH.D., FOUNDER AND PRESI-
DENT, ECONOMIC AND SOCIAL RESEARCH INSTITUTE,
WASHINGTON, DC

Dr. MEYER. Thank you, Mr. Chairman.

I would like, with your permission, to just summarize the high-
lights of my testimony, submitting the full text for the record.

I would also like to submit a paper that I prepared with my in-
stitute colleague, Elliott Wicks, for the Commonwealth Fund. It is
entitled “A Federal Tax Credit to Encourage Employers to Offer
Coverage.” I offer that for the record.

The CHAIRMAN. That will be received. And if the rest of you did
not ask, everybody, and the next panel as well, without your ask-
ing, if you want your full statement put in the record, it will be
printed the way you submit it.

Dr. MEYER. Thank you.

[The information appears in the appendix.]

Dr. MEYER. I would like to begin by endorsing your opening com-
ments, Mr. Chairman, about the need for a pragmatic approach
that pulls together different strands.

Although I am going to concentrate on income tax credits, I do
think we need to reach out to vulnerable populations directly. I
think that we need to enroll eligible populations.

I just looked at a food stamp application that was 21 pages. Med-
icaid has done a little better than that. But there are a lot of bar-
riers for people who are now eligible for Medicaid and SCHIP, and
we need to address those.

This is not an either/or situation, where either we do or don’t do
a tax credit.As you and Senator Baucus pointed out, we need a
combination of things. There are also, as Bill noted, many very
poor adults who do not qualify for Medicaid, including homeless
people and others, for whom it would be an unlikely solution to
think of a tax credit, since they are not working.

But for many low- and moderate-income families with a full-time
worker, particularly, they are often going to be ineligible for those
programs. We do not want to keep raising and raising the thresh-
olds, as you pointed out.

So we have designed a tax credit to try to jump-start many small
employers and other employers to get them into the game. As you
noted, small employers are often not able to offer coverage. Among
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firms that have less than 10 employees, only 6 of 10 offer coverage,
compared to 97 percent among those with more than 50 workers.

So we have designed a tax credit that is varied with the wage
level of the employee so that firms with a very low wage labor
force, say less than $7 per hour on average—and there are many
firms like that in America—would get a credit equal to about half
of the premium of a standard plan that would be defined to include
mental health, and prescription drugs, and hospital care, and phy-
sicians.

But it would not be a minimum benefit. It would just set the
price target. Firms could have a little more of this, and a little less
of that, above those services, but it would pay up to half of the pre-
mium.

I would also add that this is not mutually exclusive with a tax
credit for employees, who need some help, as my colleagues have
noted, with their half of the premium when the employer only con-
tributes half, or perhaps even help paying 25 percent, if the em-
ployer pays three-fourths.

So, again, these are not mutually exclusive options. In our view,
the credit should go to all employers who are offering coverage, not
just those offering it for the first time, because, after all, those that
have been offering it have been doing the right thing, so to speak.

We do not want to discriminate against them. Their workers
have presumably given up some wages and other benefits and are
paying a good share of the premium in order to have the coverage.
So, they need some relief from their current burden as well.

We think that the credit should be uniform across the country.
It should be updated. Employers should have access, like employ-
ees, to advance payments during the year. They need to show proof
that they have done this.

I think that there are a lot of opportunities. Also, you need to
take your credit somewhere. You need to be able to use it for af-
fordable coverage. So, we need to pay attention to purchasing co-
operatives or alliances into which people could take their credit.

I really worry about giving the uninsured a tax deduction, not
only because, as I believe Bill pointed out, most of them have no
tax liability, but also because they might take their $2,000, or
$1,000, into a $7,000 or $8,000 policy in the individual market. If
they are sick, that might be $9,000, $10,000, or $12,000.

So we really need to pay attention to having a risk pool, whether
it is purchasing alliances or a State employee benefit plan, where
people could get affordable coverage, that they might be getting
help with $3,000 if the standard plan is priced at $6,000, toward
a $5,000 or $6,000 policy.

Then if you were working on both the employer and employee
side, you suddenly have an affordable product. We have found, as
Bill noted, that skimpy credits yield skimpy take-up rates.

The credits must also be viewed as permanent and not tem-
porary. Experiments have shown that with temporary credits, firms
are very unlikely to get involved, because they are worried that
these will be taken away.

It is very difficult for a small company with 5, 8, 10, 20 employ-
ees to be able to afford $6,000, $7,000 a year per worker, particu-
larly when they are paying those workers $14,000, $15,000,
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$16,000 a year. It becomes an enormous percentage add-on to the
cost of the coverage.

So we think that, even though economists would argue whether
you subsidize the employer or the employee is a distinction without
a difference, there is some research evidence to suggest that em-
ployers might have a strong take-up rate if you structured it in the
right way, sent them the right signals.

So we offer this up, not as a panacea, but as a complement to
efforts to reach out to vulnerable populations, enroll more people
who are eligible, and expand eligibility around the margin to those
who have very low incomes and should have public aid. This way,
we think we can have a public/private partnership.

Thank you very much.

[The prepared statement of Dr. Meyer appears in the appendix.]

The CHAIRMAN. Well, I thank you all very much. Obviously, I
only heard your testimony, but I thank all of you for participating.

My first question is to all of you on the panel in any direction
you want to take it. It is me stating a proposition, and then bottom
line, asking you to comment on it.

Obviously, I am encouraged by all of the hard work that has
gone into thinking about ways to provide health insurance coverage
for the people in America that do not qualify for Federal health
care programs.

Now, I have this concern about the adverse effects that expan-
sion programs could have on individuals in the private market. The
predominant principles that guide me: (1) trust in the private mar-
ket approaches; (2) autonomy from government or personal inde-
pendence.

In other words, I think we, the Congress, should do what it takes
to help make the private insurance market work, and do it for this
segment of our uninsured.

It seems to me that mandated expansion of Federal health pro-
grams could weaken the private insurance industry by disincen-
tives to employers from offering coverage, shrinking the private
market risk pool, thereby increasing premiums for Americans, and
even more importantly than shifting costs of health care from em-
ployers to the Federal Government.

Dr. Meyer, do you want to start?

Dr. MEYER. Sure. I understand your concern, Mr. Chairman. I
would say that if expansions of public programs are very carefully
targeted to bring into the public safety net populations with very
low incomes who are unlikely to have a realistic private market in-
surance option, such as adults with an income of 50, 60, or 70 per-
cent of the Federal poverty line—which, for a family of four, is a
very low amount, $8,000, $10,000 a year—bringing them into pub-
lic coverage should not have that kind of adverse impact.

But I agree with you that, if we take today’s income eligibility
lines and start moving them above 200 percent of the poverty line
toward 300 percent, we are into the middle income, where viable
private market options are available, that there could be some dis-
placement effects.

So, I would push for enrolling those who are already eligible, ex-
panding eligibility in a limited way to very low-income people who



40

are discriminated against for one reason or another because of the
accident of their family status at that moment in time.

Maybe some modest expansions, and also using government mon-
ies to support private insurance. We tend to think of this as either/
or. But, for example, in Iowa, your home State, the HIP program
uses Medicaid monies to help people who are in employer-spon-
sored coverage afford their share of the employer plan.

So there is a case of some targeted public dollars—in this case,
Medicaid—actually supporting private insurance, employer group
insurance, and we could do more of that under Medicaid and
SCHIP.

So I think if we are careful about this and do not just think of
public programs covering everybody, we could avoid the problem
you have raised.

The CHAIRMAN. Ms. Trautwein?

Ms. TRAUTWEIN. I would agree with Dr. Meyer that we need to
be careful about how high we raise that income bar. As long as we
keep that at a reasonable level, there is probably some safety in
that.

But we have actually done quite a bit of research into what em-
ployer behavior might be in the event that you repaired some of the
problems with the SCHIP program and you allowed the SCHIP
program to be used in conjunction with employer plans, and also
in conjunction with the big question about whether or not it is fea-
sible to use a tax credit in an employer plan. We have looked a lot
at typical employer behaviors.

What we found, especially in some recent surveys that we have
done, is that employers would be highly unlikely to either reduce
their contributions or stop providing the coverage that they are al-
ready providing today.

Part of that has to do with, in a means tested program, what you
do for those lower-income employees you also are pretty much tied
in to doing to the higher-income employees.

In a tight labor market, it is very unlikely that employers would
do less than they do now, or stop doing what they are doing alto-
gether in terms of their contributions.

So I think, as long as we are careful not to raise that income bar
too high and it is a means tested program, I think that we avoid
a lot of that.

The CHAIRMAN. Dr. Scanlon?

Dr. SCANLON. Mr. Chairman, the research on all of the alter-
natives that we have been discussing indicates that, while there
are different methods that can make an alternative more success-
ful, the take-up rates are never going to be 100 percent.

As Dr. Meyer indicated, we need to, therefore, think about a
multifaceted strategy, one portion of which is likely to include some
public program expansions.

The fact that childless adults are not eligible in most States for
any Medicaid assistance creates a population that may have no
chance of getting employer-based coverage and not be able to afford
individual coverage, even with a healthy tax credit. It creates a sit-
uation where, potentially, that type of public program expansion is
beneficial.
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At the same time, we do not want to excessively crowd out pri-
vate insurance. What I think you will hear in the next panel, the
notion of building public dollars into private insurance, is one way
of trying to strengthen the private insurance side, while simulta-
neously filling some of the gaps that exist.

The CHAIRMAN. One of the groups or populations that I remem-
ber reading about maybe 4 or 5 years ago on an analysis of the un-
insured, was young males in their 20’s who had a feeling, regard-
less of what was available, that they would never need it, so why
spend a little bit of money to get it, even if it was offered by the
employer, if they had to pay a portion of it?

I am going to ask Ms. Trautwein this, but anybody else can com-
ment on it.

One of the important issues with any refundable tax credit op-
tion is to ensure that it can cover the cost of private sector cov-
erage, and it can be effectively implemented.

Would you elaborate on the research of your organization that is
done on the affordability of private sector health coverage, and also
ways to implement a refundable credit that is effective, provides
consumer protection, and protects against potential fraud?

Ms. TRAUTWEIN. Well, first of all, included in our written testi-
mony that we submitted were several different recent research
projects that we have completed.

One of them actually picked an amount of a $2,500 tax credit,
or about that amount of money, to see what that would buy in all
50 States. We were actually surprised to find that you could find
a reasonable level of coverage in all 50 States for around that level
for a single mother with two small children, which was the target
family that we looked at. We also did some studies for a higher
level of benefits, and we included that with our testimony.

We think that the way that a tax credit, though, is delivered, is
very critical. We believe, as I said in my earlier testimony, that it
has to be advanced. This could be very easily done through em-
ployer plans whereby, let us say, an employee, currently uninsured
right now, had a paycheck where their current deduction would be
$100 a month.

Well, you could add back in a tax credit for that amount and de-
liver that directly through the employees’ paycheck. There would
be little opportunity for fraud because the money does not ever
cross the person’s hands. The employer is certifying that coverage
was purchased.

You could have the same type of an arrangement, whether you
were purchasing an employer plan or through an individual health
plan. That advancement through the insurer or through the em-
gloyer pretty much fraud-proofs the arrangement that you are

oing.

The other thing that is very important, and particularly as we
talk about combining with any other Federal programs, is that we
think it is very important to protect the legislation that has al-
ready been passed through the Health Insurance Portability and
Accountability Act, HIPAA.

People were very much protected against being discriminated
against because of job changes with that legislation. We think that
if you state that a policy must be HIPAA creditable coverage, that
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you have already eliminated the possibility of plans that have been
problematic in the past, such as specified disease plans, hospital in-
demnity plans, and those types of things.

The CHAIRMAN. On another point, your testimony touches on the
cost sharing provisions of SCHIP. You make the case that these
provisions impede States from exercising a full range of options for
families and children eligible for that program.

Could you elaborate, but more importantly give an example, of
how the cost sharing provisions tie the hands of States who might
want to explore that option?

Ms. TRAUTWEIN. For example, for a low-income person, the way
the cost sharing provisions are written in the law, cost sharing is
limited to 5 percent for anyone that is above 150 percent of pov-
erty.

Now, the 5 percent does not just mean what the amount of the
premium is. That includes all the co-insurance, pretty much, that
is within that plan as well. So if there is a 10 percent, or 20 per-
cent co-payment on certain services, that is included in the cost
sharing.

This proves to be a pretty big impediment for States who might
like to use the SCHIP as designed, to be allowed to be used in em-
ployer plans with each employer plan being completely different,
just the mechanism of going through and counting each individuals’
co-insurance liability has caused a number of States just to say, we
cannot do it, the administration is too difficult. Many plans, such
as those that a lot of us are insured under today, would not meet
that test.

So, for example, the plan that I have my child insured under
would not be good enough for the SCHIP program, and I think we
have pretty good coverage.

So that is just something that should be corrected. I cannot imag-
ine that that was the intent of the legislation when it was written.

The CHAIRMAN. I want to turn, now, to all the panelists on this
issue of the fact that small businesses, particularly those of 25 or
less employees, experience difficulty in offering affordable coverage
for their employees.

Can each of you discuss innovative ways to encourage small busi-
ness to provide health insurance? Dr. Meyer?

Dr. MEYER. Yes. Well, first of all, they have to have a place to
join in with other small businesses so that they can take advantage
of the law of large numbers and lower the administrative costs.

So, I point you to such examples as the alliance in Denver, Colo-
rado, a purchasing coalition that has 27,000 members now, 1,800
companies. Some of these have done better than others. In Cali-
fornia, there are over 100,000 enrolled in such an alliance.

So they need to be able to group together. COSI, in Cleveland,
is another example of that. However, you need favorable regulation
that limits the ability of insurance companies to cherry pick among
small employer groups by saying, “We would like you because you
have a young, healthy workforce, so come join us;” or “we do not
think we like you, you have an older workforce with a bad profile.”

So putting some limits on that within the context of a free mar-
ket could also help so that employers are not afraid that, the
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minute someone gets really sick in their company of five or six peo-
ple, that they are going to experience a doubling of their premium.

So those are a couple of measures that can be taken to do that.
I think, also, there are going to have to be some subsidies, some
help, at least at the front end to help these employers get started.
Even if you are able to lower the cost, say, from $7,000 or $6,000
to $5,000, it is still a big swallow for some of these companies and
they may need some help.

The CHAIRMAN. You probably are not familiar with it, but we ran
into that same problem on small businesses getting pensions start-
ed. Senator Baucus and I, and Senator Graham of Florida have had
a one-time tax incentive suggestion that we would give for the ad-
ministrative costs of starting that up.

Now, I presume in this particular instance that might be an on-
going situation. As you suggested, it is not just an administrative
cost. Is that very important, too?

Dr. MEYER. Well, that is a good analogy. You are right. I am sug-
gesting that it would be preferable to have a permanent subsidy.
But certainly, as compared to doing nothing, a front-end assist, like
you mentioned in pensions, would certainly be better than doing
nothing.

The CHAIRMAN. But is that related, in the case of health insur-
ance, to start-up costs for a health insurance program that would
be similar to a pension program, do you think? Or is that not as
complicated for health insurance?

Dr. MEYER. Having just gone through that for my company on
the pension side, I would say almost nothing is as complicated as
pensions. I do not think it is quite as complicated.

The CHAIRMAN. All right.

Dr. MEYER. You can call a broker and choose among three or four
plans. I find the pension area much more difficult.

The CHAIRMAN. All right.

Dr. MEYER. But there is a lesson there, nonetheless, that busi-
ness will need some help. These purchasing co-ops may need a
credit to get going, as New York City has done at the front end for
their purchasing co-op, which now also has about 2,200 people en-
rolled.

The CHAIRMAN. Dr. Scanlon, any additional suggestions from
you, and Ms. Trautwein?

Dr. SCANLON. Mr. Chairman, we have looked at purchasing co-
operatives in the past. We agree with Dr. Meyer that they resolve
some of the administrative problems that are associated with try-
ing to purchase insurance. It is something that you confront on an
annual basis because you have to renegotiate your contract.

The key is, they need to be structured in a way that they are
going to be perceived as attracting all risks as opposed to being the
haven for companies that have higher-risk individuals.

Dr. Meyer’s suggestion of some type of subsidy is one technique
that may be productive in that regard. Some of those 25-year-olds
that you mentioned who thought they were extremely healthy
might be attracted by a lower premium.

Another device, which actually is in some of Dr. Meyer’s work,
would be the idea of a reinsurance pool, so that insurers would not
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feel that these small businesses were as risky because large losses
would be covered by a reinsurance pool.

The CHAIRMAN. Ms. Trautwein?

Ms. TRAUTWEIN. Yes. I think we would agree with you that
maybe a reinsurance pool might be a better idea, and only for this
reason.

Some of the discussions around purchasing pools and various
types of pooled purchasing arrangements have indicated that those
types of arrangements would have different rules than other plans
in the market. I think we have to be very careful that, in our zeal
to do something good, we do not disrupt what is already working
out there.

So I would say that the purchasing pools are fine, as long as they
play by the same rules as plans that operate outside of the pur-
chasing pool arrangement. Otherwise, you might end up losing
some availability that you had before.

The CHAIRMAN. Ms. Trautwein, would you give us some more in-
formation from your perspective? You talked about alternative op-
tions. One option you talked about was combining a new tax credit
with the existing Earned Income Tax Credit, and another option
could include allocating or expanding a portion of the Earned In-
come Tax Credit towards the purchase of health insurance.

Ms. TRAUTWEIN. Right. As you all know, the Earned Income Tax
Credit is advanceable. By the way, we do not have to limit this just
to EITC. There are other programs that could be combined, such
as the SCHIP program.

But one of the things that we have looked at, is how can we
maximize a tax credit when it appears to be just not quite enough?
Extend it a little bit further. It is particularly important for the
really low-income people.

There is really no reason—in fact, the Earned Income Tax Credit
can be advanced in the same way that we have described the
health insurance tax credit to be advanced—why those two pro-
grams could not be combined all in one process.

The CHAIRMAN. I think we are going to take a short break here,
because I should not start a second panel. I believe Senator Baucus
will want to ask questions. So the second vote will start in just a
second. The first one was just completed. The 15-minute votes
around here are really 40-minute votes.

Anyway, I think we will just recess for a minute while we wait
for Senator Baucus, then I will go over and cast my vote. In fact,
the light just went on. He will be here. It takes about 4 minutes
to get here.

Probably what I will do, is introduce the second panel. I will be
over there casting this vote, plus the beginning of the next vote.

[Whereupon, at 3:20 p.m., the hearing was recessed to reconvene
at 3:32 p.m.]

Senator BAucCUS. The hearing will come back to order.

I would like to ask a question of you, Ms. Trautwein, just to get
a sense of where we are here.

You suggested advance payments of a refundable tax credit to in-
dividuals are quite simple and fraud-proof. I would like you to ex-
pand on that a little bit, because I think it was you, or someone,
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referenced the EITC as a potential model, even though it is not
perfect.

Our experience with the EITC shows that advancing credits, in
fact, is quite difficult to administer and lends itself to fraud and
high error rates. Also, less than 1 percent of people use the option
in the EITC for advance payment. Taxpayers tend to fear owing
money. They do no want to owe it.

There is some evidence that advance payment may actually
cause more fraud. I wondered if you are familiar with the evidence
that only 1 percent used advanced payment of the EITC. It does
not really work very well.

Ms. TRAUTWEIN. We think it could work better. Here is why we
think that this might be a different situation than what we have
experienced with EITC.

First of all, if you look at the advancement option on EITC, it
was not associated with the same strict parameters for the type of
policy purchased. When we use the standard of HIPAA creditable
coverage, that gives people a lot of leeway on what type of policy
they might want to select. But it has a precedent. It ensures that
adequate coverage is purchased.

In terms of the 1 percent take-up, the way that we would envi-
sion, and the way we have seen some of the pieces of legislation
written, is that rather than having an abrupt drop-off in eligibility,
there would be a gradual phase-out.

Usually, when you look at these means tested tax credit pro-
posals that have advance payment provisions in them, they gradu-
ally phase off at about $10,000 over the income limit. So at the end
of the year, with the health insurance tax credit, it is much less
likely that someone is going to be just bumped off the edge the way
they can be with the EITC. We think, for that reason, people will
be less reluctant to exercise the opportunity than they have with
EITC.

I think I answered your questions. But I would also like to point
out something that we just completed in terms of whether or not
employers want to have anything to do with this process of ad-
vancement.

This is a survey that was not included in our testimony because
it literally was just done before we came over here. The survey that
we just completed indicated that 84 percent of small employers sur-
veyed support a credit to help their low-income employees pay their
share of the premium, and that 71 percent of them would abso-
lutely cooperate in the administration of that.

This would be a meaningful effort to ensure that adequate cov-
erage was purchased, that coverage was really purchased. We
think it is a good effort, anyway, to prevent the type of fraud that
we know has occurred with EITC in the past. We think that some
of the strings attached to the way it would work would prevent
that from happening.

Senator BAucus. All right. I think, off the top, employer-based
incentives would help quite a bit.

I want to explore a little bit, if I can, the efficacy or just how re-
alistic it is, for taxpayers electing to claim an individual credit,
that they would actually do so.
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I know I am treading on toes here. This proposal is advanced by
members of this committee. But take a family with $50,000 of in-
come, claiming a $2,500 tax credit. The cost of an average health
plan available in the non-group market would be $7,000, a refund-
able tax credit t $2,500, and the remaining cost to the family of the
health plan would be $4,500. That is 9 percent of their gross in-
come. I am just wondering if that is a little high. It would make
it a little difficult for people to really participate.

Or let us take a family with $30,000 claiming the same credit.
The calculation comes down to 15 percent of gross income, that is
what the family would have to pay, in the non-group market, with
a $2,500 tax credit.

If it is a $50,000 income with a $2,000 tax credit, it is 10 percent
of gross family income. If it is $30,000 income with a $2,000 tax
credit, which is the President’s proposal, it is 16.67 percent of gross
income.

Are we kidding ourselves by thinking that credits of that amount
are high enough to get the job done, or not? My sense is, that 10,
15, 16, 17 percent is pretty expensive. Dollars are short. I am not
so sure that people will take advantage of this.

Either you, Ms. Trautwein, or Dr. Meyer, or both? I would en-
courage you to think about that.

Ms. TRAUTWEIN. I have an initial response. First of all, it de-
pends on what kind of policy you buy. You can buy a policy that
provides more catastrophic coverage so, in the event of some really
serious illness, you would have a higher deductible, and that type
of thing. Then the policies, first of all, would not be as expensive
as you had described.

Second to that, though, those people, hopefully right now, are at
least looking at trying to buy coverage in that market right now.
Now they have nothing. They have no help at all. I believe that
they would appreciate some assistance in purchasing. I think many
families would appreciate that $2,500.

We also think that, in bringing more people into the market, you
will find that insurance companies will try to design policies that
are somewhat geared to the size of the credit so that people have
less out-of-pocket expense.

Finally, most important, we want to be sure when we design
these credits that we do not do anything to discourage employers
from doing what they are doing now. Certainly, people could use
a higher credit, and we could have all the dollars in the world to
try to pay for that.

But the big problem is, if you design a credit to be too high—
and we have done a lot of research into this—employers would be
discouraged from continuing to do what they are doing now. They
insure most of the people that are insured today. And that is what
we are most concerned about, is to make that credit such that it
will not disrupt that.

Senator BAucUs. Dr. Meyer, do you have any thoughts on this
subject?

Dr. MEYER. Yes. I think you have raised a very good point that
highlights two critical needs for making a tax credit approach
work. As I highlighted in my testimony, it cannot be a panacea. It
has to go along with other measures.
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One is, if you take your arithmetic, which is interesting, and you
raise the $2,000 credit to $3,000, and then you say to the family,
we are going to put you in a purchasing cooperative or State em-
ployee benefit plan, thinking a little more creatively, or even
FEHBP, thinking even more creatively, where you can get that
family policy, not for $7,000, but for $5,500, now you have got
$3,000 toward $5,500.

Your share is $2,500, which, in your example, would be 5 percent
of your $50,000 income. Still some money, but a little more of a
stretch. Then you say to the $30,000 family, you may need more
than $3,000, you may need $3,500 or $4,000. We really need to
think realistically, because I think you are right.

If you just give people a small credit and turn them loose in the
individual market, it is $7,000 for a healthy family, but for a family
with a really sick kid, it might be $10,000 or $12,000. This is not
fiction. These are real numbers.

So you really need to combine a healthy credit, which I think has
to be at least half the premium, with a place to take it and some
reform of the individual market to deal with this risk selection and
discrimination against sick families.

Senator BAucus. I had to step out for votes. Before I turn to Sen-
ator Rockefeller, do any of you want to respond to anything any of
the panelists have thus far said, for the sake of the order here?

Dr. ScANLON. I would just like to add, Senator, in following up
on Dr. Meyer’s comments, it is really an issue of what type of in-
roads you want to make in terms of the problems of the uninsured.

In some respects, it is simple economics here. As the credit in-
creases in the share of premium that it is going to cover, and as
the share of your income goes down, we are going to make bigger
inroads.

The reality, though, is that over 50 percent of the uninsured are
in families with incomes less than 200 percent of poverty, so we
have mostly low-income people. If it is not a sizeable credit it is
going to be a large share of their income, and, therefore, the take-
up rates are going to be much lower.

Senator BAucus. Thank you.

Senator Rockefeller?

Senator ROCKEFELLER. Thank you, Senator Baucus.

What is frustrating to me in this discussion, is that Jack Meyer,
as usual, is trying to inject some reality into this, but we do not
choose to do that when it comes down to taking this subject up.

There are the people who are the tax credit people. Everybody
has their little point of view and it becomes ideological, then people
become set and the uninsured remain uninsured. So we went down
a million. We have still gone up so many.

The point is, Max Baucus is entirely correct. You say, Ms.
Trautwein, yes, it would be nice if there was a little bit more
money. The folks that are going to be with you are not going to
offer more money.

In West Virginia, that means that people are going to have to
pay 25 percent of their gross income. Twenty-five percent. It is like
not giving them any money at all.
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You say, you think they would appreciate a little bit of help. I
am sorry, they will not because it will not buy them one dime of
health insurance. Not one dime.

You say, well, maybe they will cut down a little bit and offer
them another kind of plan. Well, it does not work like that either.
It just does not work like that.

So if you are going to do health insurance for people, then you
have to do it properly. The tax credit is the wrong approach. It is
the 1zzvrong approach, period. That is all there is to it. It will not
work.

It will not work at the figures that are being offered by you, it
will not be offered by the figures that will come from, in part, the
other side, maybe some from our side. It will not work.

I think we have to decide, on this committee, do we want people
to get health insurance or do we not? Lloyd Bentsen repealed some-
thing that had been done 3 years before, is that not right, Jack
Meyer, because he thought it seemed like it work. It did not work,
so he went ahead and repealed it.

Dr. MEYER. That was only $500.

Senator ROCKEFELLER. I understand that. But the principle is
the same. There was an attempt, it did not work. Health care was
cheaper then, too.

Dr. MEYER. Right.

Senator ROCKEFELLER. So the affordability issue is everything. It
does not matter if you offer $2,000 or $2,500. If it is 25 percent of
their gross income that they are going to have to come up with,
they are not going to buy it. Do you disagree with me?

Ms. TRAUTWEIN. No, I do not disagree with you. But I would just
disagree with one thing that you said earlier. We are not strictly
tax credit people. We have talked extensively about——

Senator ROCKEFELLER. Well, there is a tax credit question. I was
not characterizing——

Ms. TRAUTWEIN. I understand.

Senator ROCKEFELLER. Yes.

Ms. TRAUTWEIN. We think that it is very important that, number
one, you maximize the ability to coordinate with employer contribu-
tions in employer plans for those people that do have it available.
We believe that you have got to reach as many people as you can.

Also, we are very concerned about some necessary changes being
made to the SCHIP program so that it works better. We do not
think SCHIP is a bad program. We think that it just needs a little
tinkering to make it coordinate a little bit better with the private
sector.

Senator ROCKEFELLER. I agree. That is why John Chafee and I
fought until—well, he did not die because of that. He was a great
man, and we fought to keep it out of the hands of the States. We
were overruled by the Governors.

It should have been run by Medicaid. Then we would not have
had this problem. There would not have been 50 different bureauc-
racies doing 50 different things, and we would be far ahead of
where we are today. We would be talking already two or 3 years
about adding parents on to SCHIPs. But we are not. We are still
weltered in 50 bureaucracies with charges and countercharges in
50 different States.
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So, I agree with you. We should be doing the SCHIP program
better. We should be doing a lot of things better. But the whole
point of all of this is to get people health insurance. Because of the
1992-1993 so-called Clinton health care experience, we have all be-
come traumatized by doing anything dramatic, bold, or creative. So
we do these little chips and carvings.

I am not personalizing this. I know it looks like, and I do not
mean to be. But I feel strongly about the subject because I rep-
resent people where 26 percent, or close to that, or 20 percent, have
no health insurance whatsoever. It is more than that. With chil-
dren, it is much higher. I resent that.

I started out as a VISTA volunteer, and I worked with those chil-
dren for 2 days every single day of my life. Neither they, nor their
parents, nor their grandparents had any health insurance whatso-
ever. Those are the people that I have been fighting for ever since,
and those are the people I will fight for until the day that I drop
dead, in this place or somewhere else.

So I am not interested in talking about tax credit where the
money is not enough. That is all I want to say.

Jack?

Dr. MEYER. Senator, I think you and I probably both know we
will never really solve this problem in this country until health in-
surance, like Social Security and Unemployment Compensation, is
viewed as a cost of doing business and the government puts some
sizeable subsidies into helping very low-income people pay their
share. Most people are afraid to say that, but I am not.

In the meantime, however, until we get an administration and
a Congress that is willing to step up to that reality of making
health coverage contributions a cost of doing business and putting
some of this enormous budget surplus into helping low-income peo-
ple, we need a mixed bag of tools.

I do think it is possible that tax credits could be in that tool bag,
not for very poor people whom we need to get into Medicaid who
are excluded now, and that we could mix a strategy of some SCHIP
and Medicaid expansion, and even mesh a strategy of SCHIP and
Medicaid expansion, with some good-sized tax credits. This could be
an effective strategy, with the tax credits helping more of the mid-
dle class people and the entitlement programs helping more of the
very low-income people, and then some mix in between.

Senator ROCKEFELLER. I agree with that, Jack. I think what you
are saying is exactly what I feel, that we need to recognize that
America is a market-based system. Our health care is a market-
based system. We start out with that premise and that promise.

Then, as you say, we carry that as far as we can, but when it
ceases to become efficient, then we have to understand there is
something called government which has a role to play. We cannot
be afraid to say that and to act on it.

I am not leaving in a pout, I just have to go vote.

The CHAIRMAN. As he goes out, I want to say that we do not con-
sider tax credits the solution to this. It is one of several solutions
we have to have, but to me, a very viable one.

I am going to ask you to depart. Thank you very much for your
participation.
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I would welcome our second panel. Karen Davis, president of The
Commonwealth Foundation. Dr. Davis will address policies to ex-
pand existing programs, including Medicaid and the State Chil-
dren’s Health Insurance Program, to cover populations that are
currently ineligible, and policies to expand coverage for the near-
elderly.

The second witness is Christine Ferguson, director of the Rhode
Island Department of Human Services. Ms. Ferguson is testifying
on the use of State flexibility in Medicaid and State Children’s
Health Insurance Programs to better serve eligible individuals.

Following Ms. Ferguson, is no stranger to this committee. We are
going to hear from Donna Cohen Ross. Ms. Ross is outreach direc-
tor, Center on Budget Policies and Priorities. Ms. Ross will discuss
the use of outreach and enrollment in Medicaid and SCHIP to
reach eligible, but unenrolled, individuals.

When I was introducing Ms. Ross I looked at Dr. Davis because
I thought we were going that way. We will go with Karen Davis,
then Ms. Ferguson, then Ms. Ross.

STATEMENT OF KAREN DAVIS, PH.D., PRESIDENT, THE
COMMONWEALTH FUND, NEW YORK, NY

Dr. Davis. Thank you, Mr. Chairman, for this invitation to tes-
tify regarding the expansion of health insurance coverage, particu-
larlydcoverage to cover the sickest and poorest of our Nation’s unin-
sured.

As this committee knows well, Medicare, Medicaid, and SCHIP
today cover 1 in 4 Americans. These programs have improved ac-
cess to health care and warrant serious consideration as the base
on which to build to expand health coverage to America’s 42.6 mil-
lion uninsured people. Better incentives for employer coverage and
improved linkages between public programs and employer coverage
are also important.

Medicare and Medicaid get more health care for the dollar be-
cause they cover large numbers of people. They are able to obtain
care at a discount to the normal market price, and most of the
money goes for health care, not administration, averaging less than
2 percent compared with 8 to 12 percent for large employer plans,
and 30 to 50 percent administrative overhead for non-group plans.

Medicare and Medicaid have more than 35 years’ experience cov-
ering the sickest and poorest beneficiaries. Two-thirds of the unin-
sured have incomes below twice the poverty level, or they are in
fair or poor health.

With the exception of Medicare’s lack of prescription drug cov-
erage, public programs provide benefit packages that are well-suit-
ed to their needs.

Conversely, non-group health insurance is the smallest, weakest,
and most poorly performing sector of the U.S. health insurance sys-
tem. It gives the least health care for the premium dollar because
of high marketing costs, commissions, underwriting, administrative
costs, and profits. It charges much higher premiums to those who
are older, and it excludes many who are seriously ill.

Expansion of public programs can help the private market, how-
ever, work better and have more affordable premiums by taking
the sickest and the disabled.
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The most straightforward way to cover low-income adults would
be to expand Medicaid and SCHIP benefits to uninsured parents,
and uninsured family members of special needs children and dis-
abled Medicaid beneficiaries. Many family care-givers are unin-
sured and do not qualify for Medicaid, even if a disabled family
member does.

Expanding coverage to parents would ensure about 2.2 million
currently uninsured low-income parents with incomes below 200
percent of the poverty level. Medicaid offers the kinds of benefits
that are needed by many low-income people who often have serious
health problems, require ongoing treatment, and cannot afford
deductibles and co-payments.

The last panel talked about the importance of going higher on
that, but many people find even 5 percent of income a high ex-
pense.

Expanding public programs to the family members of those who
are already covered by Medicaid or SCHIP would be an effective
way to reach many uninsured quickly. We know where their par-
ents are.

Expanding Medicaid and SCHIP would also increase the stability
of coverage for low-income families and promote healthy families by
improving the continuity of coverage and care.

Turning to Medicare. Expanding Medicare to more disabled,
chronically ill, and older adults would give them the choice to be
covered by an insurance program they both trust and prefer.

Expanding Medicare coverage to the near-elderly would provide
financial protection and access to health care for 3.4 million unin-
sured older adults over age 55 who are at high risk of serious ill-
ness or disability. One could also broaden the definition of the dis-
abled, eliminating the 2-year waiting period, picking up as many
as 3.7 million uninsured disabled.

Expanding Medicare coverage would promote continuity and
would avoid the empty promise of coverage under individual pri-
vate health insurance that is neither affordable nor genuinely open
to high-risk individuals.

There were a lot of questions on the last panel about the afford-
ability of coverage. A Sixty-year-old woman in major urban areas
today faces a premium of $8,000 per person if purchasing non-
group insurance over the Internet.

Turning to employer coverage. Employer coverage is the main-
stay of the American health insurance system. It covers 158 million
Americans. Building on this base is also important, by providing in-
centives for employers to offer and expand coverage.

Small businesses and low-wage employers could be permitted to
buy coverage through public programs. The last panel mentioned
buying into State public employee plans or Federal employees, but
one could also permit low-wage employers to buy coverage through
Medicaid or SCHIP, helping as many as 5 to 13 million uninsured.

Also, low-income employees could receive premium assistance to
participate in their employer’s plan, assisting as many as 6 million
uninsured. In any event, the goal should be greater flexibility for
public program funds, to be combined with employer contributions
to finance coverage for working families.
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We are at a propitious and historic moment. We had the luxury
of a substantial 10-year budget surplus, at least $1 trillion of which
was generated by economies in Medicare and Medicaid in the last
part of the 1990’s. It is an ideal time to reinvest a significant share
of those savings in improved health care for those left behind.

Thank you.

[The prepared statement of Ms. Ferguson appears in the appen-
dix.]

The CHAIRMAN. Now, to Ms. Ferguson.

STATEMENT OF CHRISTINE C. FERGUSON, DIRECTOR, RHODE
ISLAND DEPARTMENT OF HUMAN SERVICES, CRANSTON, RI

Ms. FERGUSON. Mr. Chairman, it is a delight to be here again.

I have two sections to my testimony, one written and one set of
charts that I am going to refer to briefly. I am just going to high-
light a few things from my testimony, somewhat in response to
some of what I have heard so far.

As a State, Rhode Island is first or second, depending on whose
data you look at, in the country in terms of the number of people
who are insured.

We have seen the largest decrease in the uninsured in the coun-
try in the past 5 years. Perhaps more important, our health out-
comes or the result of that insurance and coverage, as well as satis-
faction of coverage, has been pretty extraordinary in terms of im-
provement.

You can see in the first chart the slope of expansion, which ex-
plains why we are at the top. We went, from a population of 1 mil-
lion people, from 75,000 people, roughly, to 110,000 people, rough-
ly, in a period of 2V2 years in terms of coverage through the SCHIP
program and the Medicaid program.

So I am speaking to you from a State that has done everything
in terms of flexibility, we have used better application processes,
mail-in applications, done outreach that was extraordinary, and we
accomplished our goals.

But I think that sometimes people in Washington, DC, and hav-
ing been one of you for 15 years, forget what Medicaid is in the
States. Medicaid is a major part of State budgets. It is a minor part
of the Federal budget, but it is a major part of the State budget.

Sixteen percent of our population is covered through Medicaid,
and it is a third of our State budget. One other third is education,
and everything else is the rest. So you can imagine, it is like being
the 800-pound gorilla in your State when you are running the Med-
icaid program.

We are now facing our biggest challenge, which is actually not
further expansion, it is sustaining the expansion we already did.
We are facing exploding health care costs and limited revenue
growth in the States.

We are facing the inability of businesses to pay exploding pre-
miums because we are in that part of an insurance cycle. We are
facing everyone’s fear of an economic downturn. Those things com-
bined do not bode well for future incursions into the uninsured who
remain.
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There is plenty of flexibility for us still if we wanted to expand
coverage. But the bottom line is, we cannot go any further, we have
hit the wall, unless we get some help.

We can do premium subsidy programs. We can do a combination
of programs. We can do all of those things. It is not hard. It is actu-
ally relatively easy, wrapping around a premium subsidy program
for co-payments, and everything. That is not hard. It is not rocket
science. It is harder than rocket science, but it is still not difficult.

But the reality is, unless we have some new dollars in the form
of tax credits—it can be in the form of tax credit because we can
use State Medicaid and SCHIP dollars to subsidize families who
are also getting tax credits. That alleviates the total burden that
the State would have in terms of providing coverage—or we get
some enhanced match or new grants to States, but unless some-
thing is done we are not going to be able to go further. We have
the base. We have the capacity. We can do it. It is a matter of not
having the financial resources.

The second thing that we would need, besides new dollars, or in
the alternative of new dollars, is some flexibility around the tradi-
tional things you would think about when you say flexibility: being
able to limit the number of people who come in in a given year,
if you are using an expansion population; the ability to impose a
higher share of premium or a higher co-payment on higher-income
people; the ability to change the benefits package slightly for high-
er-income people to make it more compatible with employer-based
coverage, all of those things which are normal flexibility that you
have heard States asking for for the last 20 years. Those kinds of
things are important opportunities.

The third, is what I call flexibility outside the box, things you do
not normally think of. For example, most of our dollars are not
spent on the people we are providing insurance for. Most of them
are spent on people who are dually eligible for Medicaid and Medi-
care.

If we had a true partnership with the Federal Government
around managing the cost of those folks, we would free up dollars.
If you go to a prescription drug benefit for Medicare, you will free
up dollars in the States that could be used for expanded coverage.

There are all kinds of things about the management of resources
across block grants, Medicare, Medicaid, and ERISA, and tax cred-
its that, if you look at them combined, there is tremendous oppor-
tunity to use resources more wisely.

That is where I am, from the perspective of the State that has
done everything that it is supposed to do. At this point, we cannot
go further unless we can manage our resources more effectively.
That needs to be a true partnership with the Federal Government
around those kinds of opportunities.

Thank you.

[The prepared statement of Ms. Ferguson appears in the appen-
dix.]

The CHAIRMAN. Thank you, Ms. Ferguson.

Now, Ms. Ross?
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STATEMENT OF DONNA COHEN ROSS, OUTREACH DIRECTOR,
CENTER ON BUDGET POLICIES AND PRIORITIES, WASH-
INGTON, DC

Ms. Ross. Thank you, Mr. Chairman. I appreciate the oppor-
tunity to talk with you today about this very important subject.

As we have heard, the enactment of SCHIP, the State Children’s
Health Insurance Program, set in motion an unprecedented wave
of activity to expand health coverage to uninsured, low-income chil-
dren. States have used their SCHIP funds to expand Medicaid or
to create separate child health coverage programs.

Today, 95 percent of uninsured children in families with income
below 200 percent of the Federal poverty line qualify for Medicaid
or the separate SCHIP program in their State.

Making health coverage available is a first, necessary step, but
taking that step does not guarantee that children will enroll. Con-
gress envisioned the need to take aggressive action to ensure that
children actually benefit from the expansions in coverage and in-
cluded outreach requirements and resources in the SCHIP law.

States are now conducting widespread public education cam-
paigns and they have made application assistance available at
health clinics, schools, child care programs, and other community
sites. My written testimony gives some specific examples of some
very innovative strategies being used around the country.

These efforts are clearly working. We now have 20 million chil-
dren covered under Medicaid and 3.3 million covered under SCHIP.
Recent Census data revealed that 1.1 million fewer children were
uninsured in 1999 than in the previous year. These children, the
vast majority of whom are in working families, now have access to
affordable health benefits.

But the job is not yet done. Research shows that many working
families still may not know that health coverage is available, they
often find application forms confusing, and the required docu-
mentation hard to collect.

To address these problems, two things matter a great deal: sim-
plification matters and alignment matters. States have substantial
flexibility to do both. Most States are exercising their options—
Rhode Island is a model—and have established programs that
allow applications to be submitted by mail, they no longer count
family assets in determining eligibility, and they have greatly re-
duced verification requirements.

States also have this flexibility to adopt these measures in Med-
icaid. That is what we mean by alignment. But States with sepa-
rate SCHIP programs could do more to make Medicaid just as sim-
ple as they have made their SCHIP programs. A continued empha-
sis on alignment will help reinforce Medicaid’s identity as a health
insurance program, not just an arm of the welfare system.

I should add that simplification and alignment also matter when
it is time to renew eligibility. This is key to making ongoing, sus-
tainable progress on enrollment and will help protect our invest-
ment in outreach.

As child health coverage programs continue to evolve at the
State level, there are some additional steps that Congress can con-
sider. Perhaps the most critical, and we have heard it earlier today,
is support the expansion of family-based coverage.
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New research shows that providing family-based coverage helps
make substantial gains in enrolling children who are already eligi-
ble. While States have aggressively expanded eligibility for low-in-
come children, in most States parents qualify for Medicaid only if
they have very, very low incomes.

States now could extend Medicaid to more parents, but so far
only about a third of them have done so. There is a lesson to be
learned here from the SCHIP experience. States were permitted to
expand eligibility for children far beyond the minimum levels long
before SCHIP was established, but a number of States felt them-
selves unable to do this until SCHIP provided enhanced Federal
matching rates.

Today, with SCHIP in place, all States have expanded coverage
for children, in most cases to at least 200 percent of the poverty
line. Providing States with an enhanced matching rate for family
coverage would likely result in more States adopting such coverage.

Congress should also consider taking an important step to assist
a particularly vulnerable group of families. Those are families who
are leaving cash assistance and entering the workforce.

These families are eligible for up to 12 months of transitional
medical assistance, or TMA, which is a part of Medicaid designed
to ptl)"event families from losing health coverage as soon as they get
a job.

Many families do not know about TMA, and when they do re-
ceive it, they are subject to very strict reporting requirements.
Families on TMA have to submit three months of information on
earnings and child care costs in the fourth month of TMA coverage,
again in the seven month, and then in the tenth month in order
to maintain that coverage.

TMA comes up for reauthorization soon. Congress should give
States the option to guarantee a full year of TMA, without impos-
ing the burdensome reporting requirements.

Finally, Congress can help States coordinate child health insur-
ance enrollment with other public programs. The Urban Institute
indicates that about three-quarters of all low-income, uninsured
children are in other public benefit programs, notably the school
lunch program, WIC, and food stamps.

There is tremendous enthusiasm around the country for explor-
ing ways to use the school lunch program, in particular, to link stu-
dents with health coverage. So far, efforts appear to be worthwhile,
but additional funding may be needed to help design systems to
transfer data electronically and to coordinate enrollment proce-
dures across programs. These are some of the most exciting efforts
taking place around the country right now, in my view.

Congress could consider providing States enhanced administra-
tive matching funds to develop such systems and help move this
process along.

I want to thank you very much for giving me this opportunity.

[The prepared statement of Ms. Ross appears in the appendix.]

The CHAIRMAN. Thank you, Ms. Ross.

Presumably, our votes are over, so we will be able to be a little
more civil as we conduct the hearing.

I will start with Dr. Davis. You recommended near-elderly buy-
ing into Medicare. I would like to ask you if you mean that the
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Federal Government should pay for the 55- to 64-year-olds to pur-
chase Medicare, or do you mean that we should just open the pro-
gram up to this population and let them pay premiums to cover the
cost of their care?

Obviously, the question is, Medicare, somewhere down the road,
15 to 20 years, will be in very bad shape. Tell me about the extent
to which doing that, particularly the latter part of the question I
asked you, would impede preserving Medicare for those over 65, or
even what we are hoping to do this year, open it up a prescription
drug program under it.

Dr. Davis. I obviously share your concern about the long-run fi-
nancial solvency of the Medicare program. I think there are a num-
ber of options to do it, without adding to trust fund burdens.

There are, as I mentioned, 3.4 million uninsured people in the
55 to 64 age range. Estimates are that would cost $3,000 to $4,000
a month for coverage under Medicare if it were an actuarily fair
premium based on the health status of all older adults, kind of a
community-rated premium.

If you were to have tax credits of $1,000, being able to apply
$1,000 would make that a net of $2,000 or $3,000 to those unin-
sured older people. So why not let them apply it, buy a good group
covl?rage under Medicare with that? There are other options as
well.

But the point I wanted to make is, if you go on the Internet and
check what the premium is for a 60-year-old person in most urban
areas to buy individual coverage, that premium is $8,000. So, a
$1,000 tax credit to buy individual insurance really does not work
for older adults.

Letting them buy Medicare, while it is still a stretch, as we have
learned from some of the other examples, is much more affordable
with some type of premium assistance, on the order of $1,000,
$1,500 a person than buying an $8,000 individual coverage.

The other types of options, obviously, are to use general revenues
to subsidize it for lower income older adults, so have supplemental
coverage as we do now with Medicaid or some direct subsidies for
those with incomes below, say, 200 percent of the poverty level.

The CHAIRMAN. Ms. Ferguson, I am interested in your Right
Share program in your State, a premium assistance program, as I
understand it. It helps low-income workers remain in their em-
ployer-sponsored health plan.

Tell us a little bit more about the premium assistance program,
and also about the decision making process that went into it.

In addition, and lastly, I believe that you had the opportunity to
hear Ms. Trautwein, who was on the first panel. Would you please
respond to her point about the limitations imposed by cost sharing
provisions of the SCHIP law?

Ms. FERGUSON. That is a mouthful.

The CHAIRMAN. We will take the time to listen to it.

Ms. FERGUSON. A couple of things, in terms of the process that
was used. We went through very extensive discussion at the State
level, in the State legislature, with the administration, bipartisan,
bicameral, really quite an open process, during which we looked at
the idea of purchasing cooperatives, we looked at a whole series of
options, including the premium share program.
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We are moving incrementally. The increment that we chose to go
forward with, in addition to some health insurance reform which
complements a premium assistance program, is to say that we
would pay, using Medicaid dollars—so for us it is 52 cents for fed-
eral, 48 cents for State on the dollar—to supplement the employees’
share, or cover the employees’ share of their employer-based cov-
erage. What we have done, is to combine SCHIP and Medicaid in
order to do this.

The way that we deal with the co-payment requirements under
Medicaid and SCHIP, is we simply have a wrap-around program in
which a provider who has somebody coming in who has co-pay-
ments, if that person has already hit their 5 percent cap, that pro-
vider simply sends the co-payment bill to the State. So, it is pos-
sible to do a wrap-around, and it is not very difficult. It is difficult,
but it is not impossible to do.

The difficulty, actually, is employers saying that they are con-
cerned about employees being treated differently, having this wrap-
around benefit as an alternative to some employees and not others.

The other thing that they are concerned about, is one of the com-
ponents of SCHIP, as well as what we are trying to do with our
Medicaid program, is having a waiting period during which people
who have been buying coverage have to wait 6 months before they
can apply for the subsidy, which is a problem.

We are actually trying to work out some alternatives at the State
level on that issue. But that is a problem everywhere in the coun-
try when you do this. It is a question of, how do you want to deal
with people who have already been buying insurance, just as, how
do you want to deal with employers who have already been pro-
viding it if you are going to give incentives to people who do not
have it, either employers or employees?

Unless you are treating people equally across income levels, it
has inequity in it, but to treat them equally across income levels
costs money. That is the rub. It is always the rub. It is the rub at
the Federal level and it is the rub at the State level.

In a perfect world, I think the best way to do it would be to have
an income sliding scale premium subsidy program that could com-
plement a tax credit program, where, in effect, you have the em-
ployer’s share, the employees’ share, a tax credit, and a premium
subsidy all going to pay the cost of a premium in the private sector.

When we buy our health insurance for 10 percent of our popu-
lation, we are purchasing it from a private insurer and we nego-
tiate with that private insurer for the rate.

So the premium subsidy program is a base and, if you would, has
the capacity on which you can build any number of financing mech-
anisms for individuals and businesses. I know that that was way
more complicated than you really wanted.

The CHAIRMAN. I am going to ask you to comment on another
point, then I will turn to Senator Baucus and let him ask ques-
tions.

You were describing for us how to leverage this flexibility. Can
you take a minute or two to describe what you mean when you say
1115 waivers? As I understand it, these waivers grant States the
authority to waive certain Federal rules in order to test a dem-
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onstration program. Rhode Island has two of these demonstration
waivers, I believe.

Then explain what flexibility, in addition to that granted by an
1115 waiver, that you think is most important for States to have?
From your testimony, you make mention of reallocating existing re-
sources. Does this mean charging co-pays and premiums where you
do not now have charges?

Ms. FERGUSON. If you split the flexibility issue into two cat-
egories, one is normal flexibility which is co-payments, the ability
that States want to be able to vary their benefits package according
to income, and some other kinds of things which are traditional.

There is conflict between people who want to make sure that
those do not exceed a certain percentage of total income, as Senator
Rockefeller was talking about, and States dealing with the reality
of what is available in terms of providing coverage to more people.

But from my perspective, it is the flexibility outside the box
which is the reallocation of dollars, meaning that you, right now in
the Medicare program, spend 31 percent of total expenditures on
people who are eligible for both Medicare and Medicaid.

At the State level, 65 percent of all of our Medicaid dollars are
spent on people who are eligible for both Medicare and Medicaid.
These are adults with disabilities, some children, and the elderly.
We waste, collectively, a lot of money.

What happens is, because Medicare covers acute care and Med-
icaid covers prescription drugs and covers some other acute care
services, as well as some long term care services, and there is abso-
lutely no discussion or collaboration between the two of us, some-
body could be going to an emergency room five or six times in a
6-month period. That would not be something that anyone would
pick up.

That person may actually have simply lost their doctor because
the doctor died, and has not been able to pick up a new primary
care doctor. They are using services that they do no need, they do
not want, they do not like, and the quality of services are not good.

If we were able to enter into a collaboration with the Federal
Government around combining the management of Medicare and
Medicaid dollars and services, we could actually go in and work
with people on an individual basis to better use services, which
would create savings for you and savings for us as States, that
then could be translated into expanded coverage or prescription
drug coverage for people who are not otherwise eligible.

It is those kinds of things that there is absolutely no incentive
anywhere in the system for anyone to do that really wastes re-
sources that could be better used.

The same thing is true with grant programs, the Maternal and
Child Health Program, the Early Intervention Program. We are in
the process in our State, actually, of combining those things. And
we are doing it in the most complicated way, allowing every silo
to continue to exist, but managing on top of those silos.

If it were possible for us to come forward and say, if we really
took all of those programs combined and we attached the 800-
pound gorilla of Medicaid, we could provide much better services to
a much broader range of kids and families. We are testing those
things out now, so that we have data that we can show you.
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But there has not been any receptiveness on the part of the Fed-
eral Government in HCFA, HHS, HRSA, all of those programs, to
really looking at how they combine. What I would ask you for, is
consideration of allowing us at the State level, in some places, to
propose those kinds of collaborations, share some of the savings so
some of it can accrue to you and some of it can accrue to us, and
hold us accountable to use those savings, reinvest them in further
expansion of the uninsured or in enhancing benefits, adults with
disabilities, et cetera.

And hold us to health outcomes. Health insurance, by itself, is
not what is important. What is important, is that the outcomes of
the people and the health status of the people who are getting it
have actually improved. Hold us to those standards. I think you
would see some amazing results in places in a very fast period of
time.

You have some charts in this packet that show, within 2 years,
huge increases in health status. Like the interbirth interval. People
waiting to have children more than 18 months apart has been ex-
traordinary, just within 2 years. Those are the kinds of things that
we really need to be looking at at the Federal and State level col-
laboratively.

The CHAIRMAN. All right.

Senator Baucus?

Senator BAucus. Thank you, Mr. Chairman.

I vg)ould like to ask about outreach. How do we expand enroll-
ment?

Ms. FERGUSON. I can tell you. We did it. There is a down side
to that.

Senator BAucus. Which is?

Ms. FERGUSON. Which is, the State has to balance its budget at
the end of the year.

Senator BAucus. I know that. Yes.

Ms. FERGUSON. So what happened is, we went out and we con-
tracted with 36 community-based agencies and we paid them on a
per capita basis for the number of people that came in. We were
able to increase our enrollment by 30,000 within 2 years.

Senator BAUCcUS. Now, I know this is extremely important, but
putting money aside for a second, what are some other ways that
work to boost enrollment? I read somewhere, in Alaska, for exam-
ple, I do not know whether it was SCHIP, or whatever it was. The
State of Alaska sent something out to the Native Americans out in
the bush. It was something they were interested in, and that en-
ticed them into enrolling.

Ms. FERGUSON. Oh, absolutely.

Senator BAUCUS. It is something that was very creative. Can you
give us some ideas on some creative actions some States have
taken? I know cost is a problem, but just put that aside for a sec-
ond.

Ms. FERGUSON. Well, you pay on a per-head basis. Everybody
that you enroll, you get a grant for.

Senator BAucusS. I know. I am asking, how do you find the peo-
ple to enroll, let them know about it?

Ms. FERGUSON. Community-based agencies. From my perspec-
tive, it is people who are in the community dealing with shelters,
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dealing with community-based health centers, hospitals, right on
the ground.

Senator BAUCUS. So are you saying that the outreach problem is
more money than it is effort?

Ms. FERGUSON. I think so.

Senator BAucUs. Dr. Davis?

Dr. DAvis. We supported a demonstration in New York City en-
rolling children through WIC centers. So I think, looking at these
public programs would be beneficial. One of the witnesses men-
tioned that 75 percent of uninsured children are covered by WIC,
school lunch, and food stamp programs.

So, a way of making it automatic that, when you get WIC, or
automatic when you get school lunch, automatic when you get food
stamps, that you are covered under Medicaid or SCHIP, is one way
to find them.

I would also endorse what Ms. Ferguson said about enrolling
through community health centers and health care providers that
are serving low-income communities and really being able to
outstation enrollment in those ways.

But if the procedures are going to be cumbersome, if you are
going to have to have a face-to-face interview the way Medicaid re-
quires in the State of New York, and people are busy, and these
are long forms, and a lot of documentation, they are just not going
to make it over the hurdle. We have got to make it automatic.

Sellll?ator Baucus. So what can we do to help enrollment, help out-
reach?

Ms. FERGUSON. Give States an incentive to simplify their appli-
cations. We do have a very simple application. It is mail-in. We
have no face-to-face visits. We did the community-based agencies.
We did that without any incentives. But there are other States who
problably will not do it unless there is some enhanced match for the
results.

Senator BAucUS. Ms. Ross, your thoughts?

Ms. Ross. Well, in fact, most States have done some of the kinds
of simplifications that we have been talking about, getting rid of
asset tests to make eligibility easier, getting rid of face-to-face
interviews.

I think one thing to look at, is this alignment issue. To the ex-
tent that States have done a really good job of designing their sepa-
rate SCHIP programs so that they are very simple, we also want
to make sure that the Medicaid program is just as simple so we
have programs that are well-coordinated.

I would agree with what my colleagues have said about the im-
portance of community-based application assistance. I think your
example from Alaska was actually one of the first places where this
was going on, and it was sort of, necessity is the mother of inven-
tion. People in very remote areas could not come to a welfare office
ico apply, so they were first to have enrollment agents in remote vil-
ages.

Now this is a strategy that is taking hold all over the country,
with an application assistance fee, as Ms. Ferguson mentioned, but
also grants to community organizations.

I think that the money is important, because we have to recog-
nize that, no matter how simple we do make it, there is some ad-
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ministrative cost when we are engaging community-based organi-
zations to add on to what they ordinarily do. They need those re-
sources.

Senator BAucUS. This is a little bit dangerous. Can you name a
couple of States that you think are doing it right? Rhode Island is
certainly one.

Ms. Ross. Yes. Rhode Island is doing a good job. I would say
Oklahoma is another State to look at. It is a State that has used
some money dedicated for outreach to allow eligibility workers who
formerly worked in welfare offices to go out into the community to
schools, to recreation programs, and actively enroll children.

I recently talked to an eligibility worker in Oklahoma who said,
}:‘his is what I was born to do. It put the “social” back in social work
or me.

Senator BAucUS. Good for her.

Ms. Ross. If I might give one other example, it is actually from
the State of Florida. This is one that I find very exciting, because
it comes close to what Dr. Davis mentioned as this idea that we
are not quite there yet of automatic eligibility.

But, in fact, what child care resource and referral agencies are
doing in Florida, is when families come in to apply for subsidized
child care at community-based agencies, the computer has been
programmed so that, when they are asked information for the sub-
sidized child care application, information that is also relevant for
the health insurance application is automatically transferred onto
that application.

At the end of that process, the family is asked, would you also
like health coverage for your child? If the answer is yes, they an-
swer a few additional “yes” or “no” questions. The application is
printed out from the computer, already filled out. Mom or dad just
has to sign the application. It gets sent in in a postage paid, pre-
addressed envelope. It could not be simpler.

Senator BAucCUS. Family-based coverage. What can be done, or
should we do, to help encourage more family-based coverage? My
assumption is, the more kids and parents who are covered, the
more families are covered.

Ms. Ross. Well, I think that is right. But there is an interesting
connection here. That is, new research has shown that when you
offer family-based coverage, you get more kids enrolled as well.

I think it has to do partly with the mind-set of families trying
to figure out what is the best approach for family well-being in gen-
eral, and a concern about looking at fragmented approaches. So,
there is that.

Also, in States that have taken on family-based coverage and
have coordinated the family-based coverage system and what they
had for kids, you see the ability to use one application for the
whole family.

Again, this alignment issue. What you did for kids, you want to
do for their parents in terms of not having face-to-face interviews,
and such, so that you do not undermine the gains that you have
made for kids. All of this helps get more people on.

Senator BAucus. This is kind of a tough question to answer, but
let us take expansion, Medicaid and SCHIP expansion.

What percent of the 43 million are we going to take care of?
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Dr. DAvis. There are about 5.3 million parents with incomes
below 200 percent of the poverty level who are uninsured, so that
first hit would be the 5.3 million.

Of those, some may not participate, so you could be more in the
2 to 3 million range. I do not think one can assume that every sin-
gle one of those would come in.

But they are very easy to find. When you have children already
covered, you know the addresses. You can market directly to them.
So, it is a very easy group to reach.

There are many benefits of family coverage, in addition to what
Ms. Ross said. One of the programs that we support that tries to
improve child development services for low-income children, is if
you identify a mother who is depressed, needs treatment, needs to
be treated in order to really provide the nurturing and support that
young infants need, the mother is uninsured, so there is no one to
pay for that even if the child is covered by Medicaid and SCHIP.
So, it is important for health and health care, as well as increasing
coverage.

Senator BAucus. All right. That is 2 or 3 million. We are making
progress.

Ms. FERGUSON. I can give you the example of our State, specifi-
cally. We have a population of about a million. We have about 7
percent uninsured. Of the people who are eligible for, by income
alone, our family coverage and our child coverage, there are about
200,000 people. So, that is about 20 percent.

We have about 10 percent on, so somewhere between 10 and 20
percent. We are figuring something around 150,000. So, 15 percent
of people will be eventually on either a premium subsidy program,
which is subsidizing the employer for their coverage, or a flat pro-
gram, a Right Care program, a Medicaid program.

Senator BAucus. Right.

Ms. FERGUSON. So you are probably talking about another 5 to
10 percent.

Senator BAucus. With what?

Ms. FERGUSON. Families who need to be covered, who could ei-
ther be in a premium share program to subsidize the employer-
based coverage or in the Medicaid and SCHIP program.

Senator BAucus. All right.

So if I understand you correctly, and I may have misunderstood
you, that is with expansion as well as the tax credit suggestions?
That is just the expansions?

Ms. FERGUSON. That is just expansions, currently. Then there
are probably another 70,000 people in the State who are without
coverage and who are not families, so they are childless adults.

Senator BAUcUS. But if you look at the tax credit proposals,
which of those do you think are most effective and meaningful, and
about how many more people would we cover, realistically?

Dr. DAvis. I think what we have heard today is that there is a
problem with take-up rates of tax credits as well, particularly for
a low-income individual who is going to have to go out there and
find health insurance, pay the premium, maybe next April get a
tiny portion of that premium back. You are not going to get a big
take-up rate.
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So to make the tax credits work, you have really got to give a
group coverage option. For example, having employers buy into
Medicaid or SCHIP, were some of the ideas that we have had here
today, to let public monies be used to cover employees’ shares of
premiums in an employer plan.

So you want to aim for group coverage. There are about 6 million
people, workers or family members, who work for employers that
provide coverage to their employees, but who cannot afford them-
selves to pick it up because they cannot afford their share of the
premium.

So being able to have premium assistance, whether it is from tax
credits, or from Medicaid and SCHIP monies to pick that up, could
reach, in good group coverage, substantial numbers of people.

But I would also say that the basic principle is, you want to help
the sickest and the poorest. We talked about the low-income par-
ents. There are also about 11 million single or childless adults
below the poverty level who are uninsured that we need to be
thinking about. Again, most likely, public programs is the best
strategy for reaching them.

Then the sickest are often older adults over age 55 who would
like to be covered early under Medicare. A survey we have done
found that 88 percent of the uninsured between the ages of 50 and
65 would like to be able to get covered by Medicare early, so pro-
viding premium assistance for that group to get coverage under
Medicare would be a very important addition to this mix.

Senator BAucus. Ms. Ferguson?

Ms. FERGUSON. I can tell you, if you did three things. If you did
a tax credit that was reasonable, between, say, $1,000 and $2,000.

If you made it simpler for us to cover childless adults through
Medicaid, and you took over the 2-year waiting period that people
have before they go into Medicare who are disabled, or you covered
prescription drugs, that would free up enough resources for us in
our State to get to zero uninsured.

Senator BAucuS. That is a good note to end on. I am late to an-
other meeting.

I want to thank you all very, very much. This has been very con-
structive and helpful. Thank you.

The hearing is adjourned.

[Whereupon, at 4:36 p.m., the hearing was concluded.]






APPENDIX

ADDITIONAL MATERIAL SUBMITTED FOR THE RECORD

PREPARED STATEMENT OF KATHRYN G. ALLEN

Mr. Chairman and Members of the Committee:

I am pleased to be here today as the Committee considers strategies to address the
problem of Americans lacking health insurance. Given the risk of catastrophic illness or
injury, which can devastate families financially, as well as the importance of access to
effective preventive care, health insurance is critical from an individual and social
perspeclive. Nevertheless, more than 1 in 6 nonelderly Americans are today uninsured.
The lack of insurance coverage does not affect all Americans equally, varying widely
among demographic subgroups as well as geographically. To better understand the
extent of the problem, my remarks today will focus on

¢ the number of uninsured individuals and recent trends,

s the employment and income status and other demographic characteristics of persons
who are more likely to be uninsured, and

» the variation among states in uninsured rates.

My comments are based on our ongoing analyses of the Bureau of the Census’ Current
Population Series, March Supplements, 1995 to 2000; our work on the private insurance
market; and other published research.

In summary, an estimated 42.1 million Americans were uninsured in 1999, represenling
17.4 percent of the nonelderly population. Although down from a high of 43.9 million in
1998 (18.4 percenl), the number of uninsured Americans had risen steadily for over a
decade.' This increase has taken place in spite of gradual but stcady gains in the share of
Americans with employmeni-based coverage, and also was accompanied by slight
decreases in public sources of cuverage such as Medicaid, the federal-state health
financing program for low-income, aged, and disabled people. More recently, between
1998 and 1999 the number of Medicaid beneficiaries has begun to stabilize. This
stabilization, in conjunction with the continued increase in employment-based coverage
and the implementation of the new State Children's Health Insurance Program (SCHIP),
has contributed to the slight decrease in the number of uninsured, particularly children,
in 1999.

Although most nonelderly Americans obtain health insurance through employment,
three-fourths of all uninsured adults are in fact employed. However, certain types of
workers are less likely to have employment-based insurance available and thus are more
likely to be uninsured. In particular, those working part-time, for stuall firus, or in
certain industries such as agriculture or construction were among the most likely to be
uninsured. Not surprisingly, persons with low incomes are most likely to be uninsured,
with most uninsured individuals in families earning less than 200 percent of the federal

'For information on trends in the uninsured population as well as employment-based and Medicaid

coverage from 1980 to 1995, sce Private Health Insurance: Continued Erosion of Coverage Linked to Cost
Pracanree (GAOVHREHS-97-122. Julv 24. 1997).
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poverty level (which was about $34,000 for a family of four in 1999). Public programs
like Medicaid and SCHIP cover many low-income individuals, but significant numbers of
low-income children and adults eligible for these programs are not enrolled. Moreover,
other low-income individuals (particularly childless adults) are typically not eligible.
While low-income individuals are most likely to be uninsured, 8 percent of those earning
more than 4 times the federal poverty level are also uninsured. Other populations with a
disproportionately high uninsured rate include young adults, Hispanics, and immigrants,’
in part because of their type of employment, relatively low incomes, or ineligibility for
public programs.

The share of people who are uninsured varies considerably across states, ranging from
less than 10 percent to nearly 27 percent of all nonelderly residents in a state. Generally,
southern and western states have higher uninsured rates. States with high uninsured
rates and those with low rates often are distinct with regard to several demographic,
employment, and economic characteristics. Specifically, states with higher than average
uninsured rates tend to have higher unemployment, proportionally fewer employers
offering coverage to their workers, and larger than average populations of low-income
residents, Hispanics, and immigrants than states with lower uninsured rates.

BACKGROUND

The availability of health insurance enhances access to preventive, diagnostic, and
treatment services and also provides financial security against potential catastrophic
costs associated with medical care. As a result, lacking health insurance coverage can
have important adverse health and financial consequences. Research has demonstrated
that uninsured individuals are less likely to have a usual source of care, are more likely
to have difficulty in accessing health care, and generally have lower utilization rates for
all major health care services. For example, the uninsured are particularly likely to
forego services such as periodic check-ups and preventive services, well-child visits,
prescription drugs, eyeglasses, and dental care. As a result, individuals not covered by
health insurance can require acute, costly medical attention for conditions that may be
preventable with early detection and/or treatment. For example, studies’ have found that

¢ the uninsured are hospitalized at least 50 percent more often than the insured for
“avoidable hospital conditions” like pneumonia and uncontrolled diabetes;

e uninsured people with various cancers are more likely diagnosed with later-stage
cancer than individuals with insurance; and,

o uninsured pregnant women receive prenatal care later in their pregnancy and have
fewer doctor visits than the privately insured and, as a result, their newborn infants
have a 31 percent greater risk for adverse health outcomes such as physical disability
or mental retardation.

*For analysis purposes, we defined immigrant as any non-native-born resident.

‘For more information, see No Health Insurance? It's Enough to Make You Sick—Scientific Research

inking the Lack of Health Coverage to Poor Health (Philadelphia, Pa.: American College of Physicians—
Amencan Society of Internal Medicine), and Uninsured in America—A Chart Book k, 2" ed. (The Kaiser
Commission on Medicaid and the Uninsured, May 2000).
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In addition, individuals without health insurance create a public cost because of their
higher proportion of hospital emergency room visits. Uninsured adults are 4 times and
uninsured children 5 times more likely to use the emergency room, compared with the
insured. Costs for the uninsured are often absorbed by providers, passed on to the
insured through increased fees and insurance premiums, or underwritten with public
funds to support public hospitals and finance public insurance programs.

Most nonelderly Americans obtain private health insurance coverage through
employment or by purchasing insurance on their own, and public programs provide
coverage for certain low-income and disabled individuals. Since World War II, many
employers have voluntarily sponsored health insurance as a benefit to employees for
purposes of recruitment and retention. The federal tax code provides incentives for
employers to subsidize health benefits because their contributions can be deducted as a
business expense, and these contributions are not considered taxable income for
employees. Public programs such as Medicaid and SCHIP cover certain low-income and
disabled individuals. However, not all low-income individuals are eligible for these
public programs because eligibility is often restricted to selected groups such as
children, pregnant women, or disabled individuals. Medicare, though primarily a source
of health coverage for elderly Americans, also covers certain disabled nonelderly
individuals.

MORE THAN 42 MILLION AMERICANS WERE UNINSURED IN 1999

After more than a decade of steady growth, the number of uninsured declined slightly in
1999. Between 1994 and 1998, the number of uninsured Americans grew steadily from
39.4 million (17.1 percent of the U.S. nonelderly population) to 43.9 million (18.4
percent), while in 1999 the uninsured population declined to 42.1 million (17.4 percent).
(See fig. 1.)
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Figure 1: Growth in the Number of Uninsured Americans, 1994-99
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Source: GAO analyses of the March 1995 to March 2000 Supplements, Current Population Survey of
nonelderly (under 65).

Trends in the uninsured population are closely related to changes in employment-based
and public programs. (See fig. 2.) Reflective of the strong economy, the share of the
nonelderly population with employment-based coverage grew slowly throughout the
entire 1994 to 1999 period, increasing from 64.4 to 66.6 percent. Between 1994 and 1998,
there was a decline in the percentage of the nonelderly population covered through
public programs, from 12.9 to 10.8 percent, associated with increases in the numbers of
individuals with employment-based coverage as well as in the numbers of uninsured.
However, from 1998 to 1999, the continued increase in employment-based coverage,
coupled with a stabilization in publicly supported coverage, largely accounts for the
decrease in the number of uninsured. Notably, the share of children who were uninsured
declined from 15.4 percent to 13.9 percent, representing about 1 million fewer uninsured
children in 1999 than 1998—a change likely related strongly to the implementation of
SCHIP.! The Health Care Financing Administration reported that nearly 2 million
children had enrolled in SCHIP as of September 1999.

“While the insurance coverage statistics from the Current Population Survey did not separately identify
SCHIP enrollment, the data do provide some indications of the effects of SCHIP in decreasing the number
of uninsured children. Specifically, the decline in the uninsured among children reported by the Current
Population Survey was predominantly among children in families below 200 percent of the federal poverty
level—the income group targeted by SCHIP—and was accompanied by increases in the proportion of
children with public coverage.
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Figure 2: Changes in Sources of Health Insurance Coverage, 1994, 1998, and 1999
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Note: Some people may receive coverage from several sources. To avoid double counting, we assigned an
individual reporting coverage from two or more sources to one source, based on a hierarchy in the
following order: employment-based, Medicare, Medicaid, other public, and other private.

Source: GAO analyses of the March 1995, March 1999, and March 2000 Supplements, Current Population
Survey of nonelderly (under 65).

DESPITE WIDESPREAD PRIVATE EMPLOYMENT-BASED AND PUBLIC PROGRAM
COVERAGE, MANY WORKERS AND LOW-INCOME INDIVIDUALS REMAIN
UNINSURED

Access to affordable employment-based coverage is the primary means for nonelderly
Americans to obtain health insurance, but the availability of this coverage varies. Most
uninsured individuals are employed but working at small businesses or in certain
industries where they are less likely to be offered coverage and are therefore more likely
to be uninsured. Although public programs cover many low-income individuals, this
group is still the most likely to be uninsured since many either are not eligible for these
programs or are not enrolled even if they are eligible. Furthermore, disproportionately
large shares of young adults, Hispanics, and immigrants are uninsured.
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Empio; overa; he Principal Source of Health Insurance, Is Not Univ ]
Available

Although employment-based health insurance is the major source of coverage and
insures two-thirds of nonelderly Americans, a significant number of workers do not have
health insurance because either their employers do not offer it or they choose not to

purchase it. In fact, about three-quarters of the uninsured population in 1999 worked
either full- or part-time. (See fig. 3.)

Figure 3: Most Uninsured Adults Are Employed (1999

Full-Time

Part-Time

Nonworker

Source: GAO analysis of the March 2000 Supplement, Current Population Survey of nonelderly adults (18-
to 64-year-olds).

Lack of insurance coverage is more common among certain types of workers, employers,
and industries. Employers often do not offer health benefits to part-time workers. Asa
result, part-time workers are almost as likely to be uninsured as nonworkers, and nearly
twice as likely to be uninsured as full-time workers. Employees of small firms are more
likely to be uninsured than those working for larger firms, with the likelihood of being
uninsured decreasing as the size of the firm increases. Of those working for firms with
fewer than 10 employees, 30 percent were uninsured in 1999, compared with only about
11 percent of those working for firms with more than 1,000 employees. (See fig. 4.) In
large part this is because small employers are much less likely to offer health insurance
to their employees than larger employers: only 36 percent of private establishments with
fewer than 10 employees offered health insurance in 1998, compared with nearly all
private establishments with 50 or more workers.

*Agency for Healthcare Research and Quality, Center for Cost and Financing Studies, 1998 Medical
Expenditure Panel Survey, Insurance Component.
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Figure 4: Employees of Small Firms More Are Likely to Be Uninsured (1999
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Source: GAO analysis of the March 2000 Supplement, Current Population Survey of nonelderly adults (18-
to 64-year-olds).

Those working in certain industries are less likely to be offered health insurance and
face a greater risk of being uninsured. In 1999, more than 30 percent of workers in the
construction, agriculture, and natural resources (for example, mining, forestry, and
fisheries) industries were uninsured. In contrast, 10 percent or less of workers in the
finance, insurance, real estate, and public employment sectors were uninsured. (See fig.
5.)
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Figure 5. Likelihood of Being Uninsured Varies by Industry (1099)

35 Percentage Uninsured
1
a0
25
20
15
10
5
0 D
3 2 o o o &

AR AR A A S A A |

§ 4 A § & ¢ é
s £ J N s f é

$ & & & $ &
t3 g § & §
5 Qs" I3 & )
5 & & 3
£ é
L é’i <
&
&

Source: GAO analysis of the March 2000 Supplement, Current Population Survey of nonelderly adults (18-
to 64-year-olds).

Despite the Availability of Public Programs, the Likelihood of Being Uninsured Is
Strongly Related to Income

Despite the presence of Medicaid and other public programs that enroll millions of low-
income Americans, many remain uninsured because either they are ineligible for public
coverage (such as most childless adults, under Medicaid), or they are eligible but do not
enroll. In 1999, 35 percent of individuals in families with incomes below the federal
poverty level had Medicaid as their only source of health coverage, but a similar share
were uninsured. More than half of the uninsured (54 percent) had family incomes less
than 200 percent of the federal poverty level. Lower-income individuals are less likely to
believe purchasing health insurance is affordable. Nearly three-quarters of uninsured
adults surveyed for one study in 2000 cited the high cost of coverage as a major reason
for their lack of coverage, nearly half of whom cited high costs as the most important
reason.” While low-income individuals were most likely to be uninsured, about 8 percent
of those earning 4 times the federal poverty level or more (over $68,000 for a family of
four) were also uninsured. (See fig. 6.)

*Uninsured in America—A Chart Book, The Kaiser Cornmission on Medicaid and the Uninsured.
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Figure 6; Low-Income Persons Are More Likely to Be Uninsured (1999}
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Some Groups Disproportionately Uninsured for a Variety of Reasons

Certain groups—such as young adults, Hispanics, and immigrants—were

disproportionately likely to be uninsured. Young adults, aged 18 to 24, were more likely
than any other age group to be uninsured. (See fig. 7.) Young adults’ transition to the
workforce—often working part-time or for low wages, changing jobs frequently, and
working for small employers—makes them less likely to be eligible for employment-
based coverage. Moreover, if they are childless they generally are ineligible for public
programs. In addition to being more likely to find insurance less affordable, young

adults may value it less if they are healthy.
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Figure 7: Young Adults Most Likely to Be Uninsured (1999)
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Source: GAO analysis of the March 2000 Supplement, Current Population Survey of nonelderly (under 65).

While about half of the 42 million uninsured people in 1999 were white and non-Hispanic,
racial and ethnic minorities faced a significantly greater risk of being uninsured. About
one-third of Hispanics, Native Americans, and Eskimos were uninsured, compared with
just over one-fifth of blacks, Asians, and Pacific Islanders and one-eighth of whites. (See
fig. 8.)
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Figure 8: Minorities More Likely to Be Uninsured (1999)
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Source: GAO analysis of the March 2000 Supplement, Current Population Survey of nonelderly (under 65).

Disparities in uninsured rates among racial and ethnic groups are partially, but not fully,
related to income. For example, among individuals with incomes below the federal
poverty level, uninsured rates are similar for black and white non-Hispanics, but blacks
are more likely to be uninsured than whites within higher income categories, Within all
income categories, Hispanics and other non-black minorities are more likely to be
uninsured than whites. (See table 2.)



76

Table 2: Uninsured Rates by Race/Ethnicity and Income, 1999

Percentage uninsured

Income category White" Black® Hispanic | Asian, Eskimo, Native
(percentage of federal American, and Pacific
poverty level) Islander®

Less than 100 percent 32.1 30.5 45.4 43.6
100 to 199 percent 23.0 28.6 42.0 36.3
200 to 299 percent 14.7 22.2 32.8 249
300 to 399 percent 9.8 16.0 24.0 20.6
400 percent or more 6.7 12.7 15.8 11.8

aOnly non-Hispanics were included in the white; black; and Asian, Eskimo, Native American, and Pacific
Islander groups. ’

Source: GAQ analysis of the March 2000 Supplement, Current Population Survey of nonelderly (under 65).

In addition, immigrants are more than twice as likely to be uninsured—about 37 percent
compared with about 15 percent of nonimmigrants. Their higher uninsured rates are in
part because they are more likely to be low-income and potentially facing legal and other
difficulties in obtaining coverage under public programs such as Medicaid. In 1999,
about 20 percent of immigrants from families earning less than the federal poverty level
were covered by Medicaid, compared with nearly 38 percent of nonimmigrants. Lower
Medicaid coverage rates may be related in part to recent changes in federal law that
preclude certain immigrants from Medicaid and SCHIP eligibility for 5 years after
immigrating to this country.’ Individuals who are undocumented (illegal) aliens are
ineligible for Medicaid and SCHIP coverage regardless of how long they have been in the
country, with the exception of emergency treatment, for which they are covered under
Medicaid. Moreover, undocumented individuals may be reluctant to seek Medicaid or
SCHIP coverage for their citizen children for fear that program participation by any
family members may impact their ability to remain in the country or sponsor other family
members coming to the United States.

UNINSURED RATES VARY WIDELY AMONG STATES

Health insurance coverage rates vary considerably across the nation. Generally,
uninsured rates are highest in the South and West and lowest in the Midwest and
Northeast. (See fig. 9.) In addition, more populous states such as Florida and New York
tend to have higher rates of uninsured. New Mexico has the highest uninsured rate at
26.6 percent, while Minnesota has the lowest at 9.6 percent.

"Under the Personal Responsibility and Work Opportunity Reconciliation Act of 1996, states may not use
federal funds for Medicaid or SCHIP coverage for 5 years for certain immigrants arriving on or after August
22, 1996. States have the option of providing coverage to such immigrants entirely out of state funds;
however, only about 13 states had done so as of October 2000.
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Figure 9: States With High Uninsured Rates Concentrated in South and West ( 1998-99)
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Source: GAO analyses of the March 1999 and March 2000 Supplements, Current Population Survey of
nonelderly (under 65). Estimates for 1999 and 2000 were combined to improve the precision of the state-
level estimates.

States with high uninsured rates share many employment, economic, and demographic
characteristics, which differ from the characteristics of states with low uninsured rates.®
We found that states with higher uninsured rates tend to have a disproportionate share
of low-income, unemployed, Hispanic, and immigrant residents as well as fewer firms
offering coverage.’” (See table 3.) (See app. I for uninsured rates by state.)

%o compare these characteristics across states with high or low uninsured rates, we placed states into
three groups: (1) the 13 states with uninsurance rates significantly higher than the U.S. average (as a
group, averaging 22.9 percent of nonelderly residents uninsured), (2) the 8 states and the District of
Columbia with uninsured rates not significantly different from the U.S. average (as a group, averaging 18.1
percent of nonelderly residents uninsured), and (3) the 29 states with uninsured rates significantly lower
than the U.S. average (as a group, averaging 13.6 percent of nonelderly residents uninsured).

*Other demographic characteristics reviewed but found to be similar for higher and lower uninsured states
include the proportion of black residents and median age for the nonelderly population.
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Table 3: States With High Uninsured Rates Share Some Economic and Demographic
Characteristics

Economic characteristics Demographic
characteristics
State group Percentage Unemployment Percentage | Percentage | Percentage
of nonelderly rate, 1999° of private of of
below firms 1derly 1derly
poverty offering Hispanic non-native-
level, 1998- coverage, 1998-99* born, 1998-
99* 1998° 99"
13 states with 15.6 49 50.5 24.5 16.8
significantly .
higher uninsured
rates
9 states with 13.4 4.6 51.6 46 4.2
uninsured rates
not significantly
different from the
U.S. average
29 states with 10.3 3.7 55.2 48 6.0
significantly
lower uninsured
rates

*Source: GAO analyses of pooled Current Population Survey March Supplements for 1999 and 2000.
Estimates for 1999 and 2000 were combined to improve precision of the state-level estimates.

*Source: Bureau of Labor Statistics’ Local Area Unemployment Statistics’ annual averages for the civilian
noninstitutional population 16 years and older.

‘Source: Agency for Healthcare Research and Quality. Estimates from the 1998 Medical Expenditure
Panel Survey—Insurance Component. Offer rates were not reported separately for the following 10 states
and the District of Columbia: Alaska, Hawaii, Maine, Mississippi, Montana, Nevada, North Dakota, Rhode
Island, South Dakota, and Vermont.

For example, the demographic profiles of both Florida and California—two large states
with higher than average uninsured rates—are strikingly different from the nation as a
whole. These two states have among the highest percentage of Hispanic and immigrant
residents in the nation. The proportion of the Hispanic population in 1998-99 was more
than two times greater in California (33 percent) than for the United States as a whole
(13 percent). In Florida, immigrants composed more than 17 percent of the population,
higher than the U.S. average of about 10 percent and lower only than California and New
York. Some states with high uninsured rates, including Florida, Idaho, and Montana,
have more of their workers in industries less likely to offer health insurance and fewer in
industries more likely to offer it. For example, nearly 40 percent of Montana’s workers
are employed by the three industries with the highest uninsured rates (agriculture,
construction, and trade), one-third more than the national average. Conversely, less than
20 percent of Montana’s workers are in the three industries with the lowest uninsured
rates (manufacturing, finance, and the public sector), about one-fourth less than the
national average.
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CONCLUDING OBSERVATIONS

While the decline in the number of uninsured in 1999 following a long-term increase in
this population is welcome news, it is too early to know whether this reflects a reversal
in the trend. Recent expansions of public programs, such as the implementation of
SCHIP, and the tight labor market likely contributed to the improved coverage. Even
with these positive factors, the number of uninsured remains high, and any significant
downturn in economic conditions could lead to a resumption in the growth of their
numbers. The uninsured population is a diverse group, including individuals working in
different industries and firms of all sizes as well as of different income levels, ages, races
and ethnic