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Uninsured, Unemployed Workers and their Families:-
The Problem and Policy Options

Overview

Families who lose health insurance while they are between jobs are a small but
important group of uninsured Americans. These families pay for health insurance for
most of their lives, but go through brief periods without coverage when they are
temporarily unemployed. If they experience a catastrophic iliness during this transition,
the benefit of their years’ worth of premium payments is lost. Worse, for families with
an ill child or a worker with a chronic condition, the loss of health insurance while
between jobs can make it financially impossible to regain coverage. This paper outllnes
the scope of this problem and policy options that help reduce it.

More People Experience Job Transitions

In today’s economy, an mcreasmg number of Americans will at some point lose their
jobs. While the unemployment rate remains low and job creation remains high, the fast-
moving economy has resulted in rapid job turnover and job elimination. In a New York
Times article on the topic, economist Paul Krugman wrote, “What economists call ‘labor
market flexibility’ is a euphemism for a certain amount of brutality. But it seems an
unfortunate price we have to pay for havmg as dynamic an economy as we do.” (NYT,
12/29/96; p. 22).

About 9.4 million Americans (8% of all workers) lost their jobs due to plant or company
closure, insufficient work, or elimination of their positions between January 1993 and
December 1995. This.number is about the same as in the early 1990s, when there was
a recession, and is an increase from 5.9 million displaced workers between 1989 and
1991. While about 7 in 10 of the displaced workers were reemployed, more than half
did not receive written advance notice of their job termination and probably spent time
unernployed bétween jobs. The manufacturing sector — which also has a higher than
average proportion of workers with health insurance — accounted for the largest
proportion of displaced workers. (USDL, 10/25/96)

Job loss and transitions do not affect a small subset of the population. In 1995, over 15
million American workers received unemployment compensation at some point (USDL,
12/17/ 96). An estimated X% of workers will receive unemployment compensation at
some point in their careers [CHECK]. These workers’ unemployment affects a larger
number of people, including spouses and children. In a recent poll, one in two people
were somewhat or very concerned that someone in their household would be laid off in
the next two or three years (NYT, 12/29/96; p. 22).

Changing Jobs Leads to Changmg Insurance
In the United States, health insurance is usually linked to employment Nearly 148
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million (64% of the nonelderly, civilian population) receive health insurance through an
employment-based plan (EBRI, 1996). About half of this number (76 million) are the -
workers themselves; the -other half includes spouses and children gaining coverage
through the worker’s plan. .

Since health insurance is often employment based, change in employment is a major
reason why people lose health insurance. About 42% of workers with one or more job
interruptions experienced at least a month without health insurance between 1992 and
1995. This compares to only 13% of full-time workers without job interruptions
(Bennefield, 1996). According to one study, 58% of the two million Americans who lose
their health insurance each month cite a change in employment as the primary reason
for losing coverage (Sheils & Alecxih, 1996). This affects family as well as workers:
nearly 45% of children who lose their health insurance do so due to a change in their
parent's employment status (Sheils & Alecxih, 1996). -

The Unemployed are Often Uninsured :

In 1995, there were about 9 million uninsured and unemployed people in the U.S. This
includes people who are out of the labor force, do not receive unemployment
compensation, and/or did not receive insurance on their last job. This number does not
include the spouses and children of unemployed workers who also may lack insurance.
It also is a point-in-time estimate; since unemployed workers usually spend only part of
the year between jobs, this snapshot only captures some of the temporarlly
unemployed and uninsured.

While onIy a minority of the total uninsured (x%), the unemployed are more likely to be
uninsured than the rest of the population. Three times as many uninsured were
‘unemployed, compared to the proportion of all adults who were unemployed and
looking for work (Klerman, 1995). Over one-third of workers who left an insured job,
became unemployed, and received unemployment compensation became uninsured
(Klerman, 1995). This is twice the proportion of uninsured in the general population.

- [NOTE: GET NUMBER OF ELIGIBLES FROM DHHS]

Policies and Proposals for Uninsured, Unemployed Families
Three sets of policies exist today that assist uninsured, unemployed families.
Additionally, several have been proposed to address this the gaps left by these policies.

COBRA. The 1986 Cbnsolidated Omnibus Reconciliation Act (COBRA) allows most
employees to purchase health coverage from their former employer for up to 18 months
after their employment ends.! The employee must pay the full premium for this

IEmployees of firms with fewer than 20 workers 6r who were terminated from their jobs under certain
circumstances are not eligible for COBRA. '



coverage (up to 102% of the group rate). Given the high premiums in the individual
market and the possibility of denied coverage for pre-existing conditions, these
premiums are probably the lowest that most unemployed, uninsured workers and then‘
families can find.

Most researchers agree that COBRA has improved health coverage among the
unemployed. About 20 to 30% of all eligible take the option (Flynn, 1992; Klerman,
1995, Berger, Black & Scott, 1996). In part, these rates underestimate COBRA's

- assistance since many of the unemployed join the health plans of spouses with
employer-based insurance. When looking only at the unemployed with no access to
spousal coverage, the rate of COBRA coverage increases to over 40%. Additionally,
when only the unemployed who receive unemployment compensation are examined,
43% appear to have taken COBRA coverage (Klerman, 1995). On the whole, evidence
supports claims that COBRA decreases the probability that a person between jobs is
uninsured, reduces “job lock”, and covers workers during pre-existing condition waiting
periods (Gruber and Madrian, 1995; Klerman, 1995; Berger, Black & Scott, 1996).

One concern about the policy, however, is its use by low-income unemployed. The
difference in take-up rates for low-income people is significant: only 15% of eligible
unemployed with income below $25,000 patrticipated in COBRA and over two-thirds
remained uninsured. This compares to a participation rate of 33% for unemployed with
higher income, and an uninsured rate of 33% (Berger, Black & Scott; 1996).

Medicaid. Three Medicaid eligibility provisions help unemployed, uninsured families.
In the 1988 Family Support Act, states were required to extend eligibility to two-parent
families whose principal wage earner is unemployed (the Aid to Families with
Dependent Children Unemployed Parent program (AFDC-UP)). To qualify, the worker
must have worked a certain number of quarters or be eligible to receive unemployment
compensation. In OBRA 1990, Medicaid eligibility was broadened to cover all poor
children and pregnant women. To the extent that the unemployed, uninsured are poor,
their children may be covered by Medicaid. Additionally, states have the option to pay
for COBRA coverage for poor workers whose firm had 75 or more employees; few
states have taken this option.

There are no data on how many people have been covered through the AFDC - UP and
COBRA coverage options. However, given the low AFDC standards, it is unlikely that
the number is high. Furthermore, with welfare reform, it is unclear how states will
manage this program [CHECK: WAS ALL FSA SUNSET REPEALED OR JUST
TRANSITION BENEFIT].

HIPAA. Third, the Health Insurance Portability and Accountability Act (HIPAA) of 1996
makes it easier to maintain continuous health insurance coverage for workers and their
families. It ensures access to health insurance for people changing jobs with a history



of coverage, regardless of pre-eX|st|ng conditions. However if a worker loses coverage
for more than two months while unemployed, these protections are no longer available

[CHECK]. Since the Act's provisions begin in 1997, its lmpllcatlons for the unemployed
and uninsured have yet to be determined. . r

Administration’s Proposal. While COBRA, Medicaid, and HIPAA offer access to
insurance for uninsured, unemployed families, the questlon of affordability remains
largely unaddressed :

Consequently, the Administration has put forth a new proposal, called the Workers
Between Jobs Initiative. This program would provide temporary premium assistance for
people who previously had health insurance through their employer, are in between
jobs, and cannot afford COBRA or other coverage on their own. Families with income
below poverty are eligible for a full subsidy, while families with income up to 240
percent of poverty can receive a partial subsidy for a basic benefits package. Only
workers and dependents who receive unemployment compensation, do not have
access to health insurance through a spouse, and are not eligible for Medicaid qualify
for assistance. The program would be run as a capped entitlement to states, who
would design the operation of the program. The Office of Management and Budget
(OMB) estimates that the Workers Between Jobs Initiative will cost about $2 billion a
year, $11 billion over § years [CHECK]. ,

According to Administration analysis, over 3 million people, mcludlng 700,000 children,
would participate in this program in 1997 (if it were fully implemented in that year). .
About 80% of these participants would be middle class (defined as belng in the second
through fourth income quintile). [CHECK] '

Discussion Questions

. Why should Federal money be spent on thls population versus other groups of
uninsured like chn(dren’? ' ‘

. Since people between jobs will probabiy get insurance eventually anyway, what
is the need for additional assistance?

. Federal policies already provide access to health insurance for the umnsured
unemployed why aren’t they sufficient?

. Won't additional funding for the temporarily unemployed cause more people to
become unemployed or stay unemployed longer?

. Rather than creating a new program, why not just increase unemptoyment
compensation so that the unemployed can afford health insurance?



. Why not just increase Medicaid’s coverage for these people?

. Would extending COBRA to workers in small frrms orovera Ionger penod of trme
help?
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Workers With Job Transitions Are More Likely to
Experience Gaps in Health Insurance |
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Low-Income Unemployed are Less Likely to Be Insured
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January 23, 1997

TO: Larry Atkins
FR:  Chris Jennings

RE:  Health Care Initiative for WorkersAVIn-Between Jobs

Per our conversation, I have attached: 1) a background/rationale document, which is for
internal use only, not for circulation. 2) Q&As which were prepared to respond to questions and
attacks raised by Republicans during the campaign. Since the election they have not been so
vehemently oppnsed to this initiative; 3) lastly, a summary of the legislation prepared last year.

I hope this information is useful. Please call me at 456-5560 with any questions.
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Uninsured, Unemployed Workers and their Families:
The Problem and Policy Options -

Overview ‘ -

Families who lose health insurance while they are between jobs are a small but
important group of uninsured Americans. These families pay for health insurance for
most of their lives, but go through brief periods without coverage when they are
temporarily unemployed. |f they experience a catastrophic illness during this transition.
the benefit of their years' worth of premium payments is lost. They have to cover their
health care costs alone at a time when they no longer have a major source of income.
Worse, for families with an ill child or a worker with a chronic condition, the loss of
health insurance while between jobs can make it financially impossible to regain
coverage. This paper outlines the scope of this problem and policy options that help
reduce it.

More People Experience Job Transitions

In today's economy, an increasing number of Americans will at some point lose their
jobs. While the unemployment rate remains low and job creation remains high, the fast-
moving economy has resulted in rapid job turnover and job élimination. In a New York
Times article on the topic, economist Paul Krugman wrote, “What economists call ‘laber
market flexibility' is a euphemism for a certain amount of brutality. But it seems an
unfortunate price we have to pay for having as dynamic an economy as we do.” (Lohr,
1996). ‘

About 9.4 million Americans (8% of all workers) lost their jobs due to plant or company
closure, insufficient work, or elimination of their positions between January 1993 and
December 1895. This number is about the same as in the early 1990s; when there was
a recession, and is an increase from 5.9 million displaced workers between 1989 and
1991. Increasingly, these are white collar workers. While about 7 in 10 of the
displaced workers were reemployed, more than half did not receive written advance
notice of their job termination and probably spent time unemployed between jobs. Less
than half of displaced workers were reemployed in full-time jobs with earnings the same
or higher (USDL, 10/25/96). _

Job loss and transitions do not affect a small subset of the populétion. In 1995, over 15
rnillion American workers received unemployment compensation at some point (USDL,
12/17/ 96). An estimated one out of every four workers will make an unemployment

~ claim once over a four year period. (Myer & Rosenberg, 1996). These workers'

unemployment affects a larger number of people, including spouses and children. In a
recent poll, one in two people were somewhat or very concerned that someone in their
household would be laid off in the next two or three years (Lohr, 1996).



Changing Jobs Leads to Changing Insurance

In the United States, health insurance is usually linked to employment. Nearly 148
million (64% of the nonelderly, civilian population) receive health insurance through an
employment-based plan (EBRI, 1996). About half of this number (76 million) are the
workers themselves; the other half includes spouses and children gaining coverage
through the worker's plan.
Since health insurance is often employment based, change in employment is a major
reason why people lose health insurance. About 42% of workers with one or more job
interruptions experienced at least a month without health insurance between 1992 and
1885. This compares to only 13% of full-time workers without job interruptions
(Bennefield, 1996). According to one study, 58% of the two million Americans who lose
their health insurance each month cite a change in employment as the primary reason
for losing coverage (Sheils & Alecxih, 1888). This affects family as well as workers:
nearly 45% of children who lose their health insurance do so due to a change in their
parent's employment status (Sheils & Alecxih, 1996).

The Unemployed are Often Uninsured

In 1995, about 16 million of the 40 million uninsured were nonworkers (8.7 million), pan-
year workers and their dependents (3.0 million) and full year workers and dependents
with some unemployment (4.4 million) (EBRI, 1896). This includes people who are out
of the labor force, do not receive unemployment compensation, and/or did not receive
insurance on their last job. This number is a point-in-time estimate; since unemployed
workers usually spend only part of the year between jobs, this snapshot only captures
some of the temporarily unemployed and uninsured.

While only a minority of the total uninsured, the unemployed are more likely to be
uninsured than the rest of the population. Three times as many uninsured were
unemployed, compared to the proportion of all adults who were unemployed and
looking for work (Klerman, 1895). Over one-third of workers who left an insured job,
became unemployed, and received unemployment compensation also became
uninsured (Klerman, 1995). This is twice the proportion of uninsured in the general
~ populanon :

Policies and Proposals for Uninsured, Unemployed Families
Three sets of policies exist today that assist uninsured, unemployed families.
Additionally, several have been proposed to address this the gaps left by these policies.

COBRA. The 1986 Consolidated Omnibus Reconciliation Ac’t (COBRA) al!ows most
employees to purchase health coverage from their former employer for up to 18 months



after their employment ends.! The employee must pay the full premium for this
coverage (up to 102% of the group rate). Given the high premiums in the individual
market and the possibility of denied coverage for pre-existing conditions, these
premiums are probably. the lowest that most unemployed, uninsured workers and their
families can find.

Most researchers agree that COBRA has improved health coverage among the
unemployed. About 20 to 30% of all eligible take the option (Flynn, 1992; Kierman,
1895; Berger, Black & Scott, 1998). In part, these rates underestimate COBRA's
assistance since many of the unemployed join the health plans of spouses with
employer-based insurance. When looking only at the unemployed with no access to
spousal coverage, the rate of COBRA coverage increases to over 40%. Additionally,
when only the unemployed who receive unemployment compensation are examined,
43% appear to have taken COBRA coverage (Klerman, 1985). On the whole, evidence
supports claims that COBRA decreases the probability that a person between jobs is
uninsured, reduces “job lock”, and covers workers during pre-existing condition waiting
periods (Gruber and Madrian, 1994; Klerman, 1995; Berger, Black & Scott, 1998).

One concern about the policy, however, is its use by low-income unemployed. The
difference in take-up rates for low-incomé people is significant: only 15% of eligibie
unemployed with income below $25,000 participated in COBRA and over two-thirds
remained uninsured. This compares to a participation rate of 33% for unemployed with
higher income, and an uninsured rate of 33% (Berger, Black & Scott, 1996).

Medicaid. Three Medicaid eligibility provisions help unemployed, uninsured families.
In the 1988 Family Support Act, states were required to extend eligibility to two-parent
families whose principal wage earner is unemployed (the Aid to Families with
Dependent Children Unemployed Parent program (AFDC-UP)). To qualify, the worker
must have worked a certain number of quarters or be eligible to receive unemployment
“compensation. In OBRA 1990, Medicaid eligibility was broadened to cover all poor
children and pregnant women. To the extent that the unemployed, uninsured are poor,
their children may be covered by Medicaid. Additionally, states have the option to pay
for COBRA coverage for poor workers whose firm had 75 or more employees; few
‘states have taken this option (Congressional Research Service, 1993). Itis not known
how many people have been covered through the AFDC-UP and COBRA coverage
options.

HIPAA. The Health Insurance Portability and Accountability Act of 1996 (HIPPA or the

' ‘Employees of firms with fewer than 20 workers or who were terminated from their jobs under certain
circumstances are not eligible for COBRA.



Kassebaum-Kennedy bill), makes it easier for workers and their families to maintain
health insurance coverage. Under HIPAA, health plans are prohibited from imposing
new pre-existing condition exclusions for enroliees with more than 12 months of
previous continuous coverage.? Preexisting condition are limited to 12 months and can
be imposed only for conditions diaghosed or-treated within the 8 months prior to
enroliment.

However, HIPAA only helps those who maintain their health care coverage between
jobs. If a worker loses coverage for more than sixty-three days while unemployed,
these protections are no longer available. Since the Act's provisions begin in 1897, its
implications for the unemployed and uninsured have yet to be determined. However, it
is clear that it is extremely important that Americans are able to maintain their health
care coverage while they are looking for a new job to benefit the guarantees in HIPAA.

Administration’s Proposal. While COBRA, Medicaid, and HIPAA offer access to
insurance for uninsured, unemployed families, the question of affordability remains
largely unaddressed. Workers who are temporarily unemployed often are not qualified
for Medicaid and cannot afford to buy into COBRA. At a time when they have lost a
major source of income, they have to pay their health care costs alone. They (and their
family) have no protection against the costs of a catastrophic iliness, and they are
unlikely to receive important preventive services which help avoid costlier services later.

Consequently, the Administration has put forth a new proposal to help workers who are
between jobs. This program would provide temporary premium assistance for people
who previously had heaith insurance through their employer, are in between jobs, and
cannot afford COBRA or other coverage on their own. Families with income below
poverty are eligible for a full subsidy, while families with income up to 240 percent of
poverty can receive a partial subsidy for a basic benefits package. Only workers and
dependents who receive unemployment compensation, do not have access to health

- insurance through a spouse, and are not eligible for Medicaid qualify for assistance.
The program would be run as a capped entitlement to states, who would design the
operation of the program. The Office of Management and Budget (OMB) estimates that
this initiative will cost about $2 billion a year [pending final budget decisions].

According to Administration analysis, over 3 million people, including 700,000 children,
would participate in this program in 1997 (if it were fully implemented in that year).
About 85% of these participants would be middle class (deﬁned as being in the second
through fourth income quintile).

2Enrollees who have up to twelve months of health care coverage are subject to pre-existing conditions
for 12 months minus the number-of months they have previously been insured.
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Nearly One in Four Workers Receives Unemployment
Compensation over a 4-Year Period
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Workers With Job Transitions Are More Likely to
Experience Gaps in Health Insurance
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Question:
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QUESTIONS AND ANSWERS

Isn’t this just another open-ended entitlement that will be much more
expensive then you assume?

The Workers’ Transition Health Care Initiative is a capped entitlement to states,
meaning that the federal costs can never exceed the amount specified in the
legislation. Also, our analysts developed cost estimates for this program using
conservative assumptions about the number of people who will participate in the

- program and how much health care coverage would cost per beneficiary.

Aren’t your estimates a bit unrealistic given the fact that this new generous
benefit will cause more people to stay unemployed for the six month duration
they are eligible for this subsidy?

The likelihood of people turning down a job simply so that they can keep a
modest, time-limited health insurance subsidy are almost none. The vast majority
of people-would rather start a new job as soon as possible, even if it means giving
up premium assistance tor their health insurance.. Our current unemploye
insurance program (UI) provides evidence that most Americans, when given the

option, choose work over a modest government benefit. Although UI coverage is

available for 24 weeks, most leave the program after less than 17 weeks. Because
the health insurance premium benefit 13 only $240 a month, it would be even less
likely for people to give up a job for this more modest benefit. However,
extremely conservative estimates were used, including the unlikely assumption that
some people would unwisely delay re-employment for a period of time.

What happens if there is a recession?

This program gives states the flexibility to allow for changes in the unemployment
rate, States are allowed to retain funds in low unemployment years to offset
increased costs in higher unemployment years. States are given the flexibility to
design a program that meets the needs of a changing economy. This proposal
would also use a small portion of approprations to establish a Federal loan fund
that states could access in times of need.
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T Answers:

Question:

Answer:

Question:

Answer:

What are the income limits for this health insurance premium support?

Families with incomes below poverty ($15,600 for a family of four) would get full
assistance covering their premiums. The premium assistance would be phased out
up to 240% of poverty, or a $37,440 family income, for a family of four.
However, since eligibility is determined on current monthly income, many families
who previously had higher incomes and have little to none because of
unemployment would be eligible.

Why are you proposing a program that helps people who were previously

‘insured but ignores the millions of Americans who still lack health insurance?

This program will help millions of Americans keep their health insurance.
According to the Lewin Group study, the cost of coverage is a significant barrier
for workers who are in between jobs. And while workers who are eligible for
COBRA often cannot afford the cost of keeping their coverage, workers who wers:
employed in firms with under 20 people are not even eligible for COBRA, so they
must try and enter the difficult and expensive individual market. Tlie Workers™
Transition Health Care Initiative will give these workers access to insurance and
the means to pay for it while they look for their-next job.

This initiative, of course, does not resolve all of the problems in our current health
care system. It will, however, provide health insurancefor 3 million Americans,

“including 700,500 children each year. And it builds on the step-by-step approac

the President is committed to pursuing.

Is this another big government health care proposal?

No. This initiative-is a limited demonstration that is phased out after four years. At
that time, the Congress and the President can decide if it is an effective way to help
Americans who are in between jobs keep their health insurance. This proposal is
also already paid for in the President’s balanced budget. Furthermore, this idea
also has enjoyed longstanding bipartisan support. As The Washington Times,
reported on September 6, the Dole Campaign has made clear that Senator Dole

proposed a similar idea ten years ago as Senate Minority Leader.
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Answer:

Question:

Answer:

Question:

Answer:

The Republicans on the'Senate Budget Committee estimate that subsidizing
health insurance for the full six mounths would cost taxpayers between $15

and $22 billion over six years. How do you justify your own estimates?
, .

In their estimate, the Repfxblican Budget Committee assumes that every individual
who participates in this program will receive benefits for the entire six months of
eligibility. It is ridiculous to expect that all of these workers would pass up a job
simply to get this benefit for the maximum amount of time. This has never been
the case with unemployment i insurance and there is no reason to expect that people
would remain unemployed for this even more modest benefit. Their analysis really
has no bearing on this pohcy

The proposal mystericusily terminates in the year 2002, presumably because
extending beyond 2002 would push the Prc&dcnt s budget plan even farther
out of balance.”

The President’s demonstration program is intended tc: determine if providing
assistance to workers between jobs is a cost-effective method to assuring that
individuals and their families do not lose insurance coverage while they are in
between jobs. Like all othcr demonstration programs, the program is intentionally
designed to end at a specxﬁed date. At that time, if the program is successful,
Congress and the Presxdent are free to extend the demonstration or continue it as a
permanent program. Ironically, this is the same mechanism that Senator Domenici
himself used in the mental health parity initiative that the President supported.

(

i

The Republican Budget Committee cites.a provision in COBRA 1985 called
‘continuation coverage’ that allows the unemployed to buy into their former
employer's health plan for up to 18 months while looking for another job.
They then conclude that the problem, [for the unemployed], is “not a loss of
health insurance, but a loss of income.”

i
For most workers, a loss oéincome means a loss of health insurance. According to
the Lewin Group study, les$ than 20 percent of eligible workers elect to use
COBRA, and the cost of health insurance coverage is often a formidable barrier for
those who do not. The Wofrkers’ Transition Health Care Inttiative is designed to
provide premium assistance to workers in between jobs, so that they do not have
to forgo their health insurarice while they are searching for a new job. Itis ,.
important to note that firms with fewer than 20 workers do not have to providé
COBRA to theirfor’mer workers. For these workers, without some type of
assistance, they will undoubtably lose their health coverage.
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The Republican Budget Committee has asked why we don’t just give the
unemployed cash? They state that ‘if health insurance is needed, the cash can
be used to pay for COBRA continuation coverage. If health insurance is
available (imaybe through a spouse), the cash could be used to pay for food,
housing, education, orj‘;ob training.” What is wrong with this idea?

The President’s proposal ;gives states the flexibility to provide coverage through
COBRA or other private iinsurance. If a state shows they can provide cash to
participants and still assure that participants have health coverage, then the
Secretary of Health and Human Services can approve the state’s program.
However, States must ensure that they are providing this benefit to those
individuals who would not otherwise have access to health insurance. For
example, if an individual can receive health care coverage through their spouse,
then they are not eligible to receive benefits from this program. States must
demonstrate that the mongy they spend is targeted to meet the goals of this
program: to help provide nealth care coverage for those who would otherwise lose
their insurance.

§

[

| .
The Republican Blldget}Commi;tee claims that the Administration is
proposing to tax workers (or i increase deficits) to'subsidize non-wor ke:s Is
that true? f A ‘
Absolutely not. The Drf:sfde 1t’s proposal is a part of his balanced budget proposal.
As such, the costs are offset by savings in other programs. The Administration has
not proposed to tax workr;:rs nor increase the deficit to pay for this program.

l

It also states that while the President's rhetoric may lead people to believe
that he is promising they will have health insurance for six months if they
lose their job. In reality, lie says ‘up to six months’

Under the President’s plan'} individuals will be eligible to receive benefits for six
months, if necessary. The! vast majority of the people who participate in this
program will not need to receive the benefit for the entire six months as they will
find a new job before they reach the six month limit.

i
!



WORKERS’ TRANSITION HEALTH CARE INITIATIVE

|

The Workers” Transition Health Care Ini!‘tiative is a carefully constructed, targeted and paid for

program that builds on the Kennedy-Kassebaum law (The Health Insurance Portability and

Accountability Act of 1996) It would provide health insurance premium assistance for an

estimated 3 million Americans, including, 700,000 children. According to the September 1996

Lewin Group study, the cost of health i mslurance coverage presents a significant barrier for many

people who are in between jobs. In fact, less than 20 percent of workers elect to use COBRA,

which allows the unemployed to keep théir old insurance policy while looking for another job.

The Workers’ Transition Health Care Ini;iative: .

‘ |
!

. Provides temporary premium assistance for up to six months for those who previously had
health insurance through their empleyer are in between jobs, and may not be able to pay
the full cost of coverage on their (Twn

. Assures that the Kennedy-Kassebaum protection against pre-existing conditions are not
placed at risk because of breaks in'insurance coverage. It achieves this goal by helping
working families retain their health coverage through premium assistance during a time in
which they lose all or much of their income.

!
. Strengthens the safety nét for middle-income, working Americans in an increasingly

mobile workforce. While low-income workers would certainly be helped by this benefit,

over half of participants would come from families who previously had incomes over

$3 £,200, for a family of four. However, the 240% of poverty cap on assistance assures
* that limited federal dollars are cost}effectively targeted to those most in need.

. Guves states the flexibility to provide coverage in the way that best meets the needs of
their populations. While states have the flexibility to design their own programs, this
initiative 1s targeted only to those who would not otherwise have health care coverage.
For example, individuals who are in between jobs that have access to insurance through a
spouse whose employer contributes at least 50% of the cost of the premium are not
eligible. .

1
|

I
. Costs approximately $2 billion a year and is paid for in the President’s balanced budget.
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WORKERS’ TRANSITION HEALTH CARE INITIATIVE
!

|

The Workers® Transition Health Care Initiative is a carefully constructed, targeted and paid for

program that builds on the Kennedy-Kassebaum law (The Health Insurance Portability and
Accountability Act of 1996). 1t would provide health insurance premium assistance for an

estimated 3 million Americans, inc udmg}700 000 children. According to the September 1996
Lewin Group study, the cost of health i msurance coverage presents a significant barrier for many
people who are in between jobs. In fact, less than 20 percent of workers elect to use COBRA,
which allows the unemployed to keep thqlr old insurance policy while looking for another job.

The Workers® Transition Health Care Initiative:

1
Provides temporary premium assistance for up to six months for those who previously had
health insurance through their employer, are in between jobs, and may not be able to pay
the full cost of coverage on their own. ' :

|

Assures that the Kennedy-Kassebaum protection against pre-existing conditions are not
placed at risk because of breaks 1 in insurance coverage. It achieves this goal by helping
working families retain their health coverage through premium assistance during a time in
which they lose all or much of th<!,31r income.

Strengthens the safety net for middle-income, working Americans in an increasingly
mobile workforce. While low-mcome workers would certainly be helped by this beneﬁt
over half of pamcxpants would come from families who previously had incomes over
$31,200, for a family of four. However, the 240% of poverty cap on assistance assures
that limited federal dollars are cost-effectively targeted to those most in need.

Gives states the flexibility to prowde coverage in the way that best meets the needs of
their populations. While states have the flexibili ity to design their own programs, this
initiative is targeted only to thos«; who would not otherwise have health care coverage.
For example, individuals who ar€ in between jobs that have access to instrance through a
spouse whose employer contrzbutes at least 50% of the cost of the premium are not
eligible. ' ;

Costs approximately $2 billion a year and 1s paid for in the President’s balanced budget.

\

|
i
! .
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QUESTIONS AND ANSWERS

Isn’t thls just another open -ended entitlement that will be much more
expensive then you assuime"

|
The Workers® Transition Health Care Initiative is a capped entitlement to states,
meaning that the federal costs can never exceed the amount specified in the
legislation. Also, our analysts developed cost estimates for this program using
conservative assumptions|about the number of people who will participate in the
program and how much hFalth care coverage would cost per beneficiary.

|

Aren’t your estimates a bit unrealistic given the fact that this new generous
benefit will cause more people to stay unemployed for the six month duration

they are eligible for this Isubsndy"

The likelihood of people turmng down a ]ob simply so that they can keep a
modest, time-limited health insurance subsidy are almost none. The vast majorlty
of people would rather start a new job as soon as possible, even if it means giving
up premium assistance for their health insurance. Our current unemployed
insurance program an prov1des evidence that most Americans, when given the
option, choose work over a modest government benefit. Although UI coverage is
available for 24 weeks, most leave the program after less than 17 weeks. Because

- the health insurance premium benefit is only $240 a month, it would be even less

likely for people to give uip a job for this more modest benefit. However,

extremely conservative estlmates were used, including the unlikely assumption that
some people would unw1sely delay re-employment for a period of time.

. What happens if there i# a recession?

This program gives statesthe flexibility to allow for changes in the unemployment
rate. States are allowed to retain funds in low unemployment years to offset
increased costs in higher unemployment years. States are given the flexibility to
design.a program that meets the needs of a changing economy. This proposal
would ‘also use a small portion of appropriations to establish a Federal loan fund
that states could access inl times of need.

'
{
'
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Answer:

What are the income limits for this health insurance premium support?

{ :
Families with incomes below poverty ($15,600 for a family of four) would get full
assistance covering their premiums. The premium assistance would be phased out
up to 240% of poverty, of a $37,440 family income, for a family of four.
However, since eligibility [is determined on current monthly income, many families
who previously had higher incomes and have little to none because of
unemployment would be eligible.

Why are you proposing‘alprogram that helps people who were previously
insured but ignores the millions of Americans who still lack health insurance?

This program will help mijllions of Americans keep their health insurance.
According to the Lewin (?rroup study, the cost of coverage is a significant barrier
for workers who are in between jobs. And while workers who are eligible for
COBRA often cannot afford the cost of keeping their coverage, workers who were
employed in firms with under 20 people are not even eligible for COBRA, so they
must try and enter the difficult and expensive individual market. The Workers’
Transition Health Care Initiative will give these workers access to insurance and
the means to pay for it w}])ile they look for their next job.

, | : .
This initiative, of course,%does not resolve all of the problems in our current health
care system. It will, however, provide health insurance for 3 million Americans,
including 700,000 chlldren each year. And it builds on the step-by-step approach
the President is committed to pursuing.

l

|
Is this:another big government health care proposal?

No. This initiative is a limited demonstration that is phased out after four years. At
that time, the Congress an:d the President can decide if it is an effective way to help
Americans who are in betWeen jobs keep their health insurance. This proposal is
also already paid for in the President’s balanced budget. Furthermore, this idea
also has enjoyed longstandmg bipartisan support. As The Washington Times,
reported on September 6, rthe Dole Campaign has made clear that Senator Dole
proposed a similar idea ten years ago as Senate Minority Leader.

|
|
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Question:
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The Republicans on the Senate Budget Committee estimate that subsidizing
health insurance for the full six months would cost taxpayers between $15

" and $22 billion over six !years. How do you justify your own estimates?

In their estimate, the Repubhcan Budget Committee assumes that every individual
who participates in this program will receive benefits for the entire six months of
eligibility. It is ridiculous;to expect that all of these workers would pass up a job
simply to get this benefit for the maximum amount of time. This has never been
the case with unemploym'ent insurance and there is no reason to expect that people
would remain unemployed for this even more modest benefit. Their analysis really
has no bearing on this policy.

The proposal mysterioﬁlsly terminates in the year 2002, presumably because
extending beyond 2002 would push the President's budget plan even farther
out of balance.”

The President’s demonstration program is intended to determine if providing
assistance to workers between jobs is a cost-effective method to assuring that
individuals and their families do not lose insurance coverage while they are in
between jobs. Like all other demonstration programs, the program}‘is intentionally
designed to end at a specified date. At that time, if the program is successful,
Congress and the President are free to extend the demonstration or continue it as a
permanent program. Ironically, this is the same mechanism that Senator Domenici

‘himself used in the mental health parity initiative that the President supported.

The Republican Budget Committee cites a provision in COBRA 1985 called
‘continuation coverage’| that allows the unemployed to buy into their former
employer's health plan for up to 18 months while looking for another job.
They then conclude that the problem, [for the unemployed], is “not a loss of
health insurance, but a loss of i mcome :

~ For most workers, a loss of income means a loss of health insurance. According to

the Lewin Group study, less than 20 percent of eligible workers elect to use
COBRA, and the cost of health insurance coverage is often a formidable barrier for
those who do not. The Workers’ Transition Health Care Initiative is designed to
provide premium assistance to workers in between jobs, so that they do not have
to forgo their health insurance while they are searching for a new job. It is
important to note that firms with fewer than 20 workers do not have to provide

- COBRA to their former workers. For these workers, without some type of

assistance, they will undoubtably lose their health coverage.
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" their insurance.

The Republican Budget Committee has asked why we don’t just give the
unemployed cash? They state that “if health insurance is needed, the cash can
be used to pay for COBRA continuation coverage. If health insurance is
available (maybe through a spouse), the cash could be used to pay for food,
housing, education, or job training.” What is wrong with this idea?

The President’s proposal glves states the flexibility to pr0v1de coverage through
COBRA or other private insurance. If a state shows they can provide cash to
participants and still assure that participants have health coverage, then the
Secretary of Health and Human Services can approve the state’s program.
However, States must ensure that they are providing this benefit to those
individuals who would not otherwise have access to health insurance. For
example, if an individual can receive health care coverage through their spouse,
then they are not eligible to receive benefits from this program. States must
demonstrate that the monlay they spend is targeted to meet the goals of this
program: to help provide health care coverage for those who would otherwise lose

The Republican Budget Committee claims that the Administration is
proposing to tax workers (or increase deficits) to subsidize non-workers. Is
that true?

Absolutely not. The President’s proposal is a part of his balanced budget proposal.
As such, the costs are offset by savings in other programs. The Administration has
not proposed to tax workers nor increase the deficit to pay for this program.

It also states that while the President's rhetoric may lead people to believe
that he is promising they will have health insurance for six months if they
lose their job. In reality, he says ‘up to six months’ '

Under the President’s plan, individuals will be eligible to receive benefits for six
months, if necessary. The vast majority of the people who participate in this
program will not need to receive the benefit for the entire six months, as they will
find a new job before theyjreach the six month limit.
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Job Turnover is High - {
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Fact on Insurance & Empk!oyment

‘. t
The fast-mc\«’ing-economy has creat'ed job turnover,

: 1
o . The proportion of job msplacements remains high despite the end of the recessmn.

c A recent New York Times poll found that half of all respondents Womcd that they :
ot someons in their famﬂy would be laid off.

One in fou: workers will make an unmnplqymgnt claim over a four-year period.

Over 15 million workers received unemployment in 1995.

.Health Insu‘rahce is Linked to Jobs ]

Workers with job changes are more than 3 times more hkely to have gaps m insurance
than continuous workers. ' .

Over 50% of the umnsured lost insurance duc to a job change. Many of these are Spouses
and children of the worker.

1

Over cne-thn’d of workers who had a gob with insurance, became unemploycd and

- received unemployment cempens{atzon becomc umnsured

i
1
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Umnsured Unsmployed Workers and their Families: -
The Problem and Policy Options

‘Overview ‘ l
~ Families who lose health insurance whs!e they are betwean jObS are a small but -
important group of uninsured Amenc:;ms These families pay for heaith insurance for -

most of their lives, but go through brief periods without coverage when they are
temporarily unemployed. If they expenence a catastrophic illness during this transition,
-the benefit of their years' worth of prezlm;um payments is lost. They have to cover their
-health care costs alone at a time when they no longer have a major source of income.
- Worse, for families with an ill child or a worker with a chronic condition, the loss of

~ health insurance while between jobs can make it financially impossible to- regain
-.coverage. This paper outlines the scope of this problem and policy options that help

! reduce it.

i
1
|

More People Experlence Job Transl:tlons ‘

In today’s economy, an increasing number of Americans wm at some pom’t lose their

jobs. While the unempioyment rate remams low and job creation remains high, the fast-

moving economy has resulted in rapld job turnover and job elimination. In a New York

~ Times article on the topic, economist 1F’alul Krugman wrote, “What economists call ‘labor
market fiexibility’ is a euphemism for a certain amount of brutality. But it seems an

‘unfortunate price we have to pay for having as dynamic an economy as we do.” (Lohr,
1886). .

About 9 4 million Americans (8% of alll workers) lost their jobs due to plant or company
closure, insufficient work, or elimination of their posltlons between January 1993 and

December 1995, This number is about the same as in the early 1990s, when there was

-a recession, and is an increase from § 8 million displaced workers between 1989 and
1991, Increasingly, these are white co!iar workers. While about 7 in 10 of the
displaced workers were reemployed, more than half did not receive written advance
notice of their job termination and prol{:ably spent time unemployed between jobs. Less
than half of displaced workers were reemployed in full-time jobs with earnings the same-
or higher (USDL, 10/25/96). -
: |
"Job loss and tranSIttons do not affect : a small subset of the population. In 1995, over 15
millien American workers received un?mployment compensation at some point (USDL,
12/17/ 96). An estimated one out of every four workers will make an ‘unemployment
.claim once over a four year period. (Myer & Rosenberg, 1998). These workers' .
unemployment affects a larger numbelr of people, including spouses and children. Ina
recent poll, one in two people were somewhat or very concerned that someone in their
household would be laid off in the next two or three years (Lohr, 1996).
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- Changing Jobs Leads to Changing Insurance
.. In the United States, health i msurance is usually linked to employment, Nearty 148
‘million (64% of the noneiderly, GNI|Iaﬂ population) receive health insurance through an
employment-based plan (EBRI, 1996} About half of this number (76 million) are the
workers themselves, the other half mcludes spouses and children gammg coverage
through the worker's plan. 1
| .
Since health insurance is often employment based change in employment is a major
~ reason why people lose health insurance. About 42% of workers with one or more job
" interruptions experienced at least a month without health insurance between 1992 and
.1885.. This compares to only 13% of|full-time workers without job interruptions
. (Bennefield, 1996). According to one study, 58% of the two million Americans who lose
. their health insurance each month cite a change in employment as the primary reason
for losing coverage (Sheils & Alecxih; 1996). This affects family as well as workers:
nearly 45% of children who lose their health insurance do so due to a change in their
parent's employmem status (Sheils & Alecxih, 19986).

The UnempIOyed are Often Uninsured
In 1896, about 16 million of the 40 mllllon uninsured were nonworkers (8.7 million), part-
~ year workers and their dependents (3 0 million) and full year workers and dependents
with some unempioyment (4.4 million) (EBRI, 1896). This includes people who are out
of the labor force, do not receive unempioyment compensation, and/or did not receive
insurance on their last job. This number is a point-in-time estimate; since unemployed
workers usually spend only part of the year between jobs, thxs snapshot only captures
some of the temporarily unemployed and uninsured.

While only a minority of the total umnsured the unempinyed are more likely to be
; uninsured than the rest of the populat on. Three times as many uninsured were

‘unemployed, compared to the proportion of ail adults who were unemployed and

looking for work (Klerman, 1885). Over one-third of workers who left an insured job,
- became unemployed, and raceived unempioyment compensation also became
‘uninsured (Klerman, 1995). This is twice the proportion of uninsured in the genera!

population, |

| |

Policies and Proposals for Uninsured, Unemployed Families

Three sets of policies exist today that'assist uninsured, unemployed families.
Additionally, several have been proposed to address this the gaps left by these policies

COBRA. The 1986 Consohdated Onimbus Reconciliation Act (COBRA) aliows most
employees to pumhase health coverage from thelr former employer for up to 18 months

|
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. after their employment ends 1 The employee. must pay the full prernlum for thls ‘
. coverage {up to 102% of the group qate) Given the high premiums in the individual
market and the possibility. of denied coverage for pre-existing conditions, these
. premiums are prabably the Iowest that most unemplayed unmsured workers and the;r
. families can fi nd ‘ ‘ oo .

Most researchers agree that COBRA has improved health coverage among the
- __unemployed. . About 20 to 30% of all eligible take the option (Flynn, 1992; Kierman,
1995; Berger, Black & Scott, 1996). |In part, these rates underestimate COBRA's .
~ assistance since many of the unemployed join the health plans of spouses with
-employer-based insurance. When Iookmg only at the unemployed with no accessto -
- spousal coverage, the rate of COBRA coverage increases to over 40%. Additionally,
~“when only the unemployed who recéive unemployment compensation are examined,
'43% appear to have taken COBRA coverage (Klerman, 1895). On the whole, evidence
; ssupports claims that COBRA decreases the probability that a person between jobs is
- uninsured, reduces “job lock”, and covers workers during pre-existing condition waiting .
penods (Gmber and Madnan 1694; iKlerman 1995 Berger Black & Scott, 1996)
One concern about the pohcy, hcwex‘:er is its use by Iew-mcome unemployed The
difference in take-up rates for low-income people is significant: only 15% of eligible
unemployed with income below $25, 000 participated in COBRA and over two-thirds
remained uninsured. This comparesi to a perticipation rate of 33% for unemployed with
~ higher income, and an uninsured rate of 33% (Berger, Blaqk & Scott, 1996) '

Medicaid. Three Med;caxd ehglblllty provrsmns help unemployed uninsured families.

In the 1988 Famuy Support Act, states were required to extend eligibility to two- -parent.

.families whose principal wage earmner is unemployed (the Aid to Families with

Dependent Children Unemployed Pareht program (AFDC-UP)). To qualify, the worker -
. must have worked a certain number of quarters or be eligible to receive unemployment

------

children and pregnant women. "To the extent that the unemployed, uninsured are poor,

their children may be covered by MEdlcald ‘Additionally, states have the option to pay
for COBRA coverage for poor workers whose firm had 75- or more employees; few .
states have taken this option (Congressional Research Service, 1993). Itis not known .
how many people have been covered through the AFDC-UP and COBRA coverage
optxons ‘ v

HIPAA. The Health Insurance Portability and Ac&ouhtabiﬁty Act of f 1996 (HIPPA or the

'Employess. of fir rms with fewer than 20 wmrkers or who were terminated from their jobs under certain
circumstances are not ehgmle for COBRA. .
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. Kassebaum-Kennedy bill) makes it easier for workers and their famliies to maintain
. health insurance coverage. Under HIPAA health plans are prohibited from imposing
new pre-existing condition excius:ans for enrollees with more than 12 months of
pravious continuous coverage.? Preemstmg condition are limited to 12 months and can
. be imposed only for conditions dxagnosed or treated within the 6 months prior to
" enroliment, , :

. However, HIPAA only helps those w&‘?o maintain their heaith care coverage between
~“jobs. If a worker loses coverage for more than sixty-three days while unemployed,
. these protections are no longer a\fauable Since the Act’s provisions begin in 1997, its
|mp1 ications for the unemployed and umnsured have yet to be determined. However, it
_ is clear that it is extremely important that Americans are able to maintain their health
- ‘care coverage while they are looking|for-a new job to benef’ t the guarantees in HIPAA .

. Administration’s Proposal. While COBRA, Medicaid, and HIFAA offer access to
insurance for uninsured, unemp!oyed families, the question of affordability remains
largely unaddressed. Workers who are temporarily unemployed often are not qualified
for Medicaid and cannot afford to buy into COBRA, At a time when they have losta
" major source of income, they have tc pay their health care costs alone. They (and their
- family) have no protection against the costs of a catastrophic iliness, and they are
-unhkely to receive lmportant preventwe services wh ch help avoid costlier servmes later. -

Consequently, the Admm trat ion has put forth anew proposal to help workers who are |
- between jobs. This program would provnde temporary premium assistance for people
who previously had heaith insurance through their employer, are in between jobs, and
“cannot afford COBRA or other coverage on their own. Families with income below
poverty are eligible. for a full subsidy, whlle families with income up to 240 percent of

o poverty can receive a partial subsidy for a basic benefits package. Only workers and

dependents who receive unemployment compensation, do not have access to health
insurance through a spouse, and are ]not eligible for Medicaid qualify for assistance.
The program would be run as a capped entitiement to states, who would design the
. operation of the program. The Office|of Management and Budget (OMB) estimates that
~this initiative will cost about $2 billion a year [otd #, pendmg final budget decxsxons]

According to Admmxstratnon analysis, over 3 million people, mctudmg 700,000 children,

- would participate in this program in 1997 (if it were fully implemented in that year).
About 85% of these participants would be m:ddle class (defined as betng in the second
through fourth income quintile). .. R :

2Enroilees who- have up to twelve months of health care coverage are subject tc pre eX|snng conditions -
. for 12 months minus the number of months they have prewously been insured.

‘ 4 —
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, biscussion Questions

‘e Why should Federal 'money be spent on this population.versus other groups of
uninsured like children? 1 A . .

e Since people between jobs wrlh probably get insurance eventually anyway, what
' is the need for additional assistance?
|
. Federal policies already prowde access to health insurance for the unmsured
unemployed why aren’t they sufﬂclent“’

. Won't add mcnal funding for the temporarily unemployed cause more people to
A become unemployed or stay unemployed longer?

l

. Rather than creating a new program why not just increase unemployment
compensatlon so that the unempioyed can afford health msurance’?
-« - Why not just increase Medlcaad S coverage for these people?
+  Would extendmg COBRA to workers in small firms or overa fonger period of time '
“help?
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Percent of Workforce with Permanent Job Loss
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Nearly One in Four Workers Recewes Unemployment' o
Compensatlon over a 4-Year Perlod

- Workers who

Receive UC
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Source: Myer & Rosenberg ($996). Repeat Use of Unemploymeni Insurance.
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Percant of Uninsured who
Cite Employment
- Changes.as.the Reason -

for Mo Insurance

58%

13%

Source: Sheils & Alecxih {(1956). Recent Trends in Employer Health Insurance Coverage and Benefifs.

Changes in Employment Cause Most Loses of
Employer-Based Health Insurance
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- Workers with
Fuﬂ-Tlme, C«ontmous Jobs

Percent with Timé Without Insurance

14%

Source: Bennefield, 1996: Who Loses Covetage and for How Long? US Dept of Commerce.

Workers Wlth Job Transmons Are More leely to
Expenence Gaps in Health Insurance

47%

Workers with atlLeast
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Health Coverage of Workers who Leave an Insured Job
‘Become Unemployed, & Receive Unemployment
Compensation

Uninsured
36%'
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Former Employer
43%

Other

21%
Note: Former employer usually means the person participated in COBRA
Source: Klerman {1995). Heaith Insurance for the Unemployed. An Opfions Paper.
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" Low-Income Unemployed are Less Likely to Be Insured

| ‘Health Insurance Coverage of COEBRA-Eligible Unempioyed |

Former
Employer
] ‘ 15%
Uninsured - Former Employer
33% - 33% -
Uninsure
_ o d
Other o 68%

34%

Annual Income Greater than $25,000 Annua.l lncome $26,000 or ;Les#

Note: Former employer usually means the person participated in CO3RA.

Source: Berger, Black & Scott (1996). Health Insurance Coverage of the Unemployed.
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MEMORANDUM

August 12, 1996

TO: Nancy-Ann Min and Chris Jennings

FR:  Sarah Bianchi

RE: RAND Analysis of Proposals to; Extend Health Insurance to the Unemployed

This memorandum responds to your request for an analysis of Jacob Klerman’s article
Evaluating Proposals to Extend Health Insurance Among the Unemployed. Klerman believes
that extending health insurance to the unemployed would be relatively inexpensive and useful to
the small population that would meet tl}e narrow requirements of this program.

i

L. Who’s eligible? ’

. One of Klerman’s central points is that the current proposals to cover the temporarily
unemployed are narrowly targeted and would only reach a small portion of the uninsured. In fact,
it would not even help most of the unemployed The majority of unemployed workers (61%)
already have health insurance. Half are amsured through COBRA, 25% through their spouse’s
employment, and the remaining 25% tnrough Medicaid. Of the unemployed workers who are

~ uninsured, only some would be eligible for health i insurance subsidies, since most of the current

insurance proposals would make benefits contingent on receiving unemployment insurance.

- (Many unemployed workers are not eligible for unemployment insurance i.e., they are new

entrants to the labor market, or have used up their unemployment insurance). Also, many would
be ineligible because they were not insured in their previous job. Klerman estimates that of the
seven million unemployed only one mnlhon or 14%, would be eligible for health insurance
coverage at any given time. Between l 5-2 million would be eligible per year (4 million including
dependents). t j

11. Who Would Sign Up?

Of the ehgxble populatlon only a portion would elect to participate in the program.
Klerman argues that costs will be hxghly sensitive to the size and duration of the subsidy. Klerman
estimates that under the Administration’s proposal which, as you know, offers full subsidies to
those below 100% of the poverty rate/and a sliding scale between 100% and 240%, about 44%




would partrcrpate in the program. The percentage of the unemployed who are insured would
increase from 63% to'81%. Due to the llimited eligibility, the program would have relatively
modest costs, approx1mately $1.57 billion per year.

However, some of the enrollees would have already received health insurance coverage
without this new subsidy. They would have either paid the full costs of their COBRA prémium or
received coverage through their spouse’s insurance plan. Klerman estimates about two out five
participants would be newly insured. The cost of the program per participant is $2,352; however,
the cost per additional insured family is more than two times that, $5,766. Therefore, most of the
dollars would go to subsidizing individuals who would have had insurance anyway. Furthermore,
Klerman argues that since subsidizing helalth insurance will enhance the value of being"
unemployed, it will lengthen the duration of unemployment by 21%.

II1. Conclusions

-Klerman believes that this policy will only extend coverage to a small portion of
Americans who currently lack health insurance. It will not even reach the majority of the
unemployed, who tend to have better access to affordable health insurance (through COBRA) and
often have incomes higher than many who are uninsured but employed. Klerman wonders
whether the unemployed is the segment of the uninsured population that is most in need of
assistance, rather than those who are employed and still lack health care coverage.

However, Klerman does acknowledge that this proposal would be useful to those who
qualify, particularly to those unemployed| Americans living only on unemployment insurance who
can no longer aﬂ‘ord to pay their premiums Perhaps more importantly, he argues that this
program could give “peace of mind” to many middle class Americans who worry that if they lose
their job, they will no longer have health care coverage. :
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THE BUDGET FOR FISCAL YEAR 1997

homes to home- and community-based set-
tings without Federal waivers.

* Coverage expansions without waivers.—
The plan enables States, without waivers,
to expand coverage to any person whose
income is under 150 percent of the poverty
line. States would pursue these expansmns
within their per-person hmlts thereby
limiting Federal costs.

Protections er the Most Vulnerable

The budget retains the policy of helping
low-income seniors and people with disabjlities
by preserving the shared Federal-State re;spon-
sibility for their Medicare premiums, copay-
ments, and deductibles. It also retains, pay-
ment protections for Medicaid-eligible Natwe
Americans treated in Indian Health Sf:rvme
and other facilities. These protectmns are
not subject to the per-person cap. 1

MAINTAINING AND EXPANDING COV-
ERAGE FOR WORKING AMERICANS

Reforms to Make Health Coverage More
Accessible and Affordable

In his State of the Union address‘, the
President challenged Congress to enact ;insur-
ance reforms to enable more Americans to
maintain health insurance coverage ]when
they change jobs, and stop insurance compa-
nies from denying coverage for pre-emstmg
conditions. The budget proposes thatqplans
make coverage available to all groups of

businesses, regardless of the health status

of any group members. Insurers would have
to provide an open enrollment perx‘od of -

at least 30 days for all new employees
(whether or not they were previcusly in‘sured),
and insurers could not individually underwrite

new enrollees—i.e., their premiums would

have to match other enrollees’ with s.similar
demographic characteristics.

To increase affordability, the. President’s
insurance reforms phase out the use of claims
experience, duration of coverage, and jhealth

status in determining rates for small busi-

nesses. To put the self-employed on é more

equal footmg with other businesses, the Te-

forms gradually raise the self- employed tax
deduction for health insurance premiums from
30 to 50 percent. And to help give1 “small

businesses the purchasing clout that larger
businesses have, the budget proposes $25
million a year in grants that States can
use for technical assistance and for setting
up voluntary purchasing cooperatives.

Health Insurance for the Temporarily
Unemployed

The budget gives premium subsidies to
individuals who lose their health insurance
when they lose their jobs, to pay for private
insurance coverage for up to six months.

. States would receive funding to design and
administer the program, which would provide.

coverage for about 3.8 million Americans
a year. During the four-year period for which
this program is authorized, a Commission
would study and provide recommendations
to the Administration and Congress as to
making it permanent.

PROMOTING PUBLIC HEALTH

The budget continues our Nation’s ‘critical
investment in basic biomedical research, an
investment that plants the seeds for lifesaving
advances in medicine. The budget proposes
$12.4 billion for NIH, a $467 million increase
over 1996 and a 20 percent increase since

11993. Further, the budget advances our efforts -

to eradicate, once and for all, the dreaded
disease of polio. And it supports childhood

immunizations, which have proven their cost-.

effectiveness time and again.

~ The budget continues the President’s strong
commitment to HIV/AIDS prevention and
treatment. It increases funds to prevent HIV

transmission by $34 million over 1996 levels..

It increases Ryan White funding by $32
million over 1996 to ensure that our most

hard-hit cities, States, and local clinics can

assist those with AIDS. It increases funding
for potentially life-prolonging therapies, includ-
ing some of the newly-discovered drugs that
show so much promise in treating AIDS.
It increases support for drug treatment-—

~one of the most effective forms of HIV

prevention. And. it increases AIDS research
funding at NIH in the continuing search
for effective treatments, vaccines, and a cure.

The budget also gives substance abuse
treatment and prevention a 17 percent in-
crease, helping expand efforts against drugs.
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IVv.

WORKER T]RANSITION INITIATIVE

WORKER TRANSITION INITIATIVE

| | :
This provision addresses affordablhty of health care coverage for workers in transition from
job-to-job. Through a grant progra‘m with the states, it would provide premium assistance
to temporanly unemployed workers and thelr families for up to six months of coverage.

PURPOSE

This provision would take the next l!ogical step toward improving coverage to millions of
working Americans are at risk of not being able to afford coverage. In so doing, it would
assure that individuals retain the continuous health care coverage necessary to receive
portability benefits under the Kenneciiy/Kassebaum health insurance reform bill.

 IMPACT ]

. Approximately 3 million people, including at least 700,000 children, would benefit
each year.

® The program would cost an estimated $2 billion/year. -

] This program would be paid for in the context of the President's balanced budget

proposal. It demonstrates that the nation can invest in important programs while still
being fiscally responsible.

SPECIFIC PROVISIONS

° The program would give assistance to states to provide health care coverage to
individuals who are between jobs.

e  The program would give states substantial flexibility to administer the program.
Under the program states could decide how to deliver benefits and whether to expand
eligibility and benefits.

e  Program information and applications would be made available through local -
unemployment offices. '

i

|
ADMINISTRATION HISTORY 0{N ISSUE

Over the past few years, the Presuient fought long and hard for health care reform. In
passing the Kennedy/Kassebaum legislation, Congress took the first steps toward meaningful
reform. The next logical step is to ehsure affordability of health care and to guarantee that
individuals do not lose the protectior{s gained in the Kennedy/Kassebaum Iegislation.

This pr0v1810n has been included in all of the President's balanced budget proposals and is
paid for in this context.

September 4, 1996
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HEALTH INSURANCE F OI}% THE TEMPORARILY UNEMPLOYED
o

Building on the Health Insurance Portability and Accountability Act, funds would be made
available to states to finance up to six months of coverage for unemployed workers and their
families. The program would be available to those who had employer-based coverage in their
prior job, are now receiving unemployme:lgzt benefits, and have income below certain thresholds.
The program would be a four year demonstration project and would provide States with
substantial flexibility in how to administer the program.

I. Federal Funds for States o

0

II. Eligibility for Coverage

o

0

Establishes a four year demonstration project. Provides annual grants to states which choose
to participate. HHS would operaté a program in a state that chooses not to participate.

The funding would be a capped entitlement to the state.

States would-be allowed to-accumulate a small surplus to cover years with shortfalls, and the
federal government would also operate a loan program to assist States with shortfall.

Funds would be allocated based on the proportion of unemployed persons in the State who

collected unemployment income (UI) benefits relative to all persons in the nation who
collected Ul benefits,

Recipients must be in active unemployment insurance claims status.
Coverage would not exceed 6 months.

Individuals must have had health insurance coverage through their last employer for at least
the six previous months (including plans where the employee paid the full cost).

A full subsidy is provided up to 100% of the poverty level for family income and phased out
at 240% of the poverty level. ! '

An employed spouse must not have health insurance coverage or, if covered, the
employer contributes less than 50% of the premium.

The individual or family must not be eligible for Medicaid or Medicare.

o Individuals will be eligible based on their place of residence.

o No reduction can be made in the duration or amount of u.nemployment benefits as the resuli
~ of an individual participating in th? health care coverage program.

A




IIL. Benefits

o States would have the flexibility in how to use funds to assure access to an insurance
product:

—-COBRA coverage from their prior employer;

--An insurance product in the private market;

--Alternative means of coverage (é.g., state high risk pools, Medicaid buy-in, special
plan for the temporarily unemployed);

o State would have the option of extending eligibility periods or providing a more generous
package using state funds.

o Any reduction in either the duration or extent of health coverage, benefits would have to be
approved by the Secretary of HHS.

IV. Administration

o The state (or its contractor) must conduct all eligibility determinations.

o Unemployment claimants are info‘rmed of possible coverage eligibility at the time that an
eligibility determination for Ul benefits is made.

o Recipients must be informed that] program funds are limited, and that benefits could be
reduced or eliminated if funds become exhausted.

o Funds from the grant will take the form of letters of credit to the states.

o Program information and applications will be available in every local unemployment
office/one-stop office.

c:ui%.wh
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Estimated Costs of the Temporarily UnemAployed Program
’ - (Fiscal Years, Billions of Dollars) '

- 1otal
1997 1998 1999 2000 2001 2002 1997-2002

OUTLAYS

Temporarily Unemployed Progi’am 1.3 | 1.9 2.1 2.3 0.0 00 7.6 :

: . ‘ o=

5 —7 434

Free for those with incomes below 100%; sliding-scéle subsidy for those w/ income 100 - 240% ) o ) ’
Limit to those who formerly had insurance; excludes mandatory Medicaid eligibles and uninsured. , 94:0‘“-“* (A rreny Irv(w\b/

These estimates assume some employer or employee dropping of insurance, which would result in small, increased tax revenues.

Assumes that unemployment compensation is included in income determinations. Assume that 75% of ESI eligibles participate. (c’ﬂ—
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Temporarily Unemployed Program

Distribution of Participants and Costs: By Income Quintile, 1997
(Participants in millions, dollars in billions)

uintie

Quintile 1 Quintile uintile uintile
[Participants 0.2 0.7 11 ~ 0.7 0.3 — 3.0
Percent of Participants 5.5% 23.4% 36.7% 23.7% 10.6% 100%
Costs . 02 0.6 0.6 0.3 0.1 1.8
Percent of Costs . 11.1% - 36.4% 34.1% 13.7% 4.7% 100%

Participants and costs are for a full, calandar year 1997.
Quintiles based on monthly cash income.
Annualized quintiles (19968%):

1st quintile: $0-$8224 =
- 2nd quintile: $8250-$17374
3rd.quintile:_$1.7375-$30541

4th quintile: $30542-$49956
5th quintile: $49957 +

5 Aug 96




Temporarily Unemployed Program
Distribution of Participants and Costs: By Percent of Poverty, 1997
(Participants in millions, dollars in billions)

<100% 1
Parficipants 03 03 02 04 ) J 7 S ¥ 08 30
Percerit of Participants 9% 10% 7% 13% 6% 12% 16% 26%  100%
Costs 03 03 0.1 02 041 02 0.2 0:3 17
Percent of Costs 16% 17% 8% 14% 6% 1% 12%. 17%  100%

Participants and costs are for a full, calandar year 1997,
Poverty breaks based on monthly cash income
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‘ Temporarily Unemployed Program
Distribution of Participants and Costs: By Former Insurance Status, 1997
(Participants in millions, dollars in billions)

Employer-Sponsored Non-Group ™ Oplional Medicaid Mandaiory WMedicaia Uninsured Total
. Insurance Insurance .
Participants 1.1 ’ N 04 . 0.0 T 0.1 3.0
Percent of Participants 38% . 45% 12% 0% 5% 100%
Costs : 10 0.4 03 : 0.0 0.0 1.7

Percent of Participants 60% . 25% 16% 0% V : 0% 100%

Participants and costs are for a full, calandar year 1997.
- * Includes non-group, ESI other and other. '
Insurance status reflects the insurance that the person had at any time during the year, not necessarily immediately prior to being unemployed.
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Temporarily Unemployed Program
Distribution of Participants and Costs: By Age, 1997 .
(Participants in millions, dollars in billions)

Oto 18

T9to 24

o 0 ofa
fParticipants V 0.7 0.2 1.4 0.7 3.0
Percent of Participants 23% 8% 47% 22% 100%
Costs 0.2 0.1 1.0 04 1.7
Percent of Participants 12% 8% 56%. 24% 100%

Panticipants and costs are for a full, calandar year 1897.-

Quintiles based on monthly cash income,

07-Aug-96




Temporarily Unemployed Program
Distribution of Participants and Costs: By Firm Size Of Unemployed Person, 1897
(Participants in millions, dollars in billions)

Unknown < ﬁ 1010 23 251099 100to 499 500 + Tolal
[Participants 01 04 04 05 —05 1 30
Percent of Participants - 2% 14% 14% 17% 17% 37% 100%
IICosts 0.1 0.2 02 0.3 0.3 0.6 1.7

Percent of Participants 5% 13% 13% 16% 18% 35% 100%

Participants and costs are for a full, calandar year 1997.
Quintiles based on monthly cash income.
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