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Who are the uninsured,
and why are they uninsured?

By Antoniya Owens, Research Associate

Since 2000, the number of uninsured Amer-
icans, both nationally and in New England,
has risen by nearly 20 percent. In 2005,
46.6 million Americans and 1.5 million New
Englanders lacked health insurance. For
millions more Americans, the prospect
of losing coverage is a tangible and real
concern. In her recent book, Remnsuring
Health: Why More Middle-Class People Are
Uninsured and Whar
Government Can Do,
Katherine Swartz, Pro-
fessor of Health Eco-
nomics and Policy at
the Harvard School of
Public Health, finds
that the lack of health
insurance is a grow-
ing problem for young
adults, moderate in-
come households, and
skilled workers.! This
brief draws on her re-
search to provide an
overview of the char-
acteristics of the unin-
sured population and
how they have changed
over time.
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Who are the uninsured?

Age. The lack of health insurance has be-
come especially acute for young adults. In
2005, more than half of the uninsured—
58 percent—were between the ages of
19 and 44 years. A quarter of people be-
tween 25 and 34 years old and a fifth of
35- to 44-year-olds lacked health insur-
ance. Moreover, over the past 25 years, the
likelihood of being uninsured has more

than doubled for 25- to 44-year-olds (see
chart below). In contrast, 95 percent of the
elderly population (65 years and older) have
health insurance coverage through Medi-
care, and this share that has remained steady
over the past two decades. Children also
receive extensive public coverage through
Medicaid and the State Children’s Health
Insurance Programs; in fact, over the past
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quarter century, the share of the uninsured
who are children has dropped from 40 per-
cent to 20 percent (see sidebar).

Income. Although a large majority of the un-
insured still live in low-income households,
the lack of health insurance is increasingly
affecting the middle class as well. In 2005,
a third of the uninsured earned a household
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income above the median household income
(see chart above).

More than one in ten middle-class work-
ing-age adults and one in three lower-income
adults lacked health insurance. Over the past
25 vyears, the likelihood of being uninsured
has increased significantly for the work-
ing-age population in both income groups.
For middle-class adults, this increase was
especially pronounced; the likelihood of their
being uninsured rose from 6.0 percent in 1979
to 10.6 percent in 2005.

Why are more people uninsured?
Decline in employment-based health
insurance. A major factor in the rising number
of uninsured is that many of them have either
lost or never had access to employer-based
health insurance. Between 2000 and 2005,
the share of Americans covered by employer-
sponsored health insurance fell from
64 percent to 60 percent, representing a drop
of 3 million people. Over the same period,
the share of establishments, both public and
private, offering coverage declined from 69
percent to 60 percent.

These trends reflect major changes in the
economy and in employer-employee
relationships over the past two decades.
"This period has seen a shift in employ-
ment from manufacturing—which had
set the standard for generous health ben-
efits and job longevity and security—to
the service sector, where firms are

more likely to be small. The fraction of the
private, non-government sector workforce
employed in small establishments (fewer than
50 employees) increased from 37 percent in
1979 to 44 percent in 2005. Small firms are
much less likely than large companies to of-
fer health benefits. In 2003, only 36 percent
of firms with fewer than 10 workers offered
health insurance coverage, compared to al-
most all firms with 200 or more employees. In
short, fewer people receive health insurance
through their employer today largely because
more employers simply do not offer it.

Additionally, many people who work for
firms that do offer health coverage are not
eligible for the benefit. The rapid increase
in per capita health care expenditures over
the past 25 years has led many firms to hire
contractual, temporary, or other kinds of
non-permanent workers who are often
ineligible for fringe benefits. More workers,
especially those younger than 40, are finding
themselves in occupations where they are
self-employed or work on a contract basis.
At least 20 million workers—ranging from
low-skill temp workers to highly-skilled
professionals  such as software engineers,
accountants, writers, and consultants—are
either self-employed or non-permanent em-
ployees. Their ineligibility for health benefits
has transformed the lack of health insurance
from a problem of the poor to one that increas-
ingly affects middle-class workers as well as
highly skilled professionals.

Other barriers to coverage. Individuals who
do not get health insurance through their em-
ployer generally have to purchase it on their
own. There are many challenges in extend-
ing coverage to individuals and small groups.
In addition to having to pay more for non-
group insurance, high-risk applicants, such
as those with pre-existing conditions, are
sometimes offered limited policies or simply
denied coverage. Others find the application
and enrollment procedures too confusing or
cumbersome. Many lower-income people who

1t is much riskier—and therefore

more costly—to insure individuals and

small groups than large groups.




are eligible for Medicaid or
health insurance subsidies
fail to insure themselves, de-
terred by factors such as lack
of knowledge of their eligibil-
ity, transportation costs, and
language or cultural barriers.
By far the biggest bar-
rier to buying private health
insurance, however, is that
insurers in the individual
and small-group markets
charge higher premiums
than those in the large-
group markets (such as large
companies and unions). Part
of the higher premiums
reflects higher administra-
tive and marketing costs
associated with selling cov-
erage to individuals and
small firms. But the factor
that most contributes to
higher premiums is that it
is much riskier to sell insur-
ance to individuals and small
groups than to large groups.
Because health insurance
coverage in the United
States is voluntary, insurers
suspect that a disproportion-
ate number of those who
apply for coverage in the
individual or small-group
markets do so because they
expect to incur very high
medical expenses. In an
effort to minimize the risk of this costly
occurrence—known as “adverse selection”—
insurers use a variety of mechanisms, such as
refusing to issue a policy, excluding coverage
for pre-existing conditions, and of course,
charging higher premiums. These premiums,
often as high as $6,000 a year for individuals
and $14,000 for families, are out of reach for
many young adults as well as lower-income,
and often middle-class, families. High pre-
miums discourage people who are young and
healthy from buying insurance. This makes it
difficult for private insurers to enroll enough
people of varying ages, health statuses, and
risk levels to create the large and stable risk
pools that are the staple of a successfully
functioning private insurance market.

Insuring children

Policy implications

The lack of health insurance continues to
affect poor and near-poor people dispropor-
tionately. Seventy percent of the uninsured
have household incomes below the median.
But contrary to popular perception, many of
these low-income individuals are not covered
by Medicaid. Some are ineligible for publicly
supported health insurance because they do
not have children. Others earn more than the
eligible income threshold, but not enough to
afford private insurance.

The lack of affordable health insurance is
also a growing concern for the middle class.
Because an increasing number of self-em-
ployed and contractual workers lack a viable
source for health insurance, the need for indi-
vidual and small-group insurance markets will




continue to grow. Dr. Swartz has suggested
that government-sponsored reinsurance could
allay insurers’ concerns about adverse selec-
tion. Under a reinsurance plan, the govern-
ment would assume most of the costs of the
patients with the highest medical expenses
in the small-group and individual markets—
above $50,000 a year, for example. Because
insurers would no longer bear the entire risk
and financial burden of enrolling customers
with very costly medical needs, they could
charge lower insurance premiums across the

board. Lower premiums would help stabilize
the market and bring in more young and un-
insured individuals, thereby reducing the risk
level of the entire pool and ultimately salvag-
ing private insurance as the backbone of our
health insurance system.

Endnotes

1 Katherine Swartz, Reinsuring Health: Why More Middle-
Class People Are Uninsured and What Government Can
Do. New York: Russell Sage Foundation, 2006.
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