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EXECUTIVE SUMMARY 

 

With the slowing of the U.S. economy, the focus of federal health policy has shifted from 

expanding to protecting health insurance coverage. Rising unemployment and health care 

costs threaten to erode employer-based health insurance coverage, the major source of 

health coverage in the nation. State health insurance programs such as Medicaid are under 

duress as well. This retrenchment occurs against a backdrop of growing federal and state 

budget problems and unforeseen demands on the health care system because of the 

September 11 and bioterrorism attacks. This report summarizes recent findings of other 

reports and provides new analysis of job-based health insurance, unemployment, and the 

economic consequences of the lack of health coverage. It also discusses policy options and 

issues. Highlights include: 

 

JOB LOSS AND HEALTH INSURANCE 

• Unemployment is rising. The unemployment rate rose to 5.4 percent in 

October 2001, the largest one-month increase in 21 years. Private analysts project 

that the rate could approach 6.3 to 7.6 percent in 2003. 

 

• Unemployment leads to 

loss of health insurance. 

About 30 to 40 percent of 

workers who lose their jobs 

lose their health insurance 

as well. The uninsured rate 

among unemployed adults is 

nearly three times as high as 

the uninsured rate in the 

general population (37% vs. 

14%) (Figure ES-1). 

 

SOURCES OF HEALTH COVERAGE FOR THE UNEMPLOYED 

• Although three of four insured workers are eligible for COBRA, few 

participate, mostly because of cost. Only about one of five workers eligible 

for coverage under the Consolidated Omnibus Budget Reconciliation Act of 1985 

(COBRA) purchases it. Families pay, on average, about $7,200 for COBRA. In 

some states (Connecticut and New Jersey), annual premiums can exceed $8,000. 

COBRA premiums could consume two-thirds of the typical unemployment 

benefits check. 
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• Low-income workers are twice as likely to be ineligible for COBRA. 

Workers in small businesses (fewer than 20 employees) are not eligible for 

COBRA under federal law. Low-income workers are more likely to work in such 

firms. Rural states also have a larger percentage of workers in small businesses; 

Montana, Wyoming, Idaho, and Vermont are among the five states with the 

highest proportion of workers in small businesses (Florida is also in the top five). 

 

• Alternative sources of health insurance are unaffordable or inaccessible 

for most unemployed people. Over eight times as many unemployed adults are 

uninsured as are insured through the individual market, reflecting barriers in the 

individual market (e.g., 37 states allow individual insurers to deny coverage to 

certain applicants). Medicaid and the State Children’s Health Insurance Program 

(CHIP) cover 15 percent of unemployed women and 53 percent of children with 

unemployed parents. The median upper income limit for parents is 47 percent of 

the poverty line (about $8,500 for a family of four), however, and childless adults 

can receive Medicaid coverage only in the eight states that have received federal 

waivers. 

 

UNEMPLOYED ARE NOT THE ONLY ONES AT RISK OF LOSING 

JOB-BASED HEALTH INSURANCE 

• Private health insurance premium increases have more than doubled 

since 1999. Rates rose by an average of 11 percent in 2001, up from 4.8 percent in 

1999 and 0.8 percent in 1996. Health care costs may be even higher now because of 

the September 11 and bioterrorism attacks. Preliminary reports suggest that these 

attacks have resulted in greater use of mental health care facilities, more heart attacks, 

and an increased number of visits to doctors and hospitals for flu-like symptoms. 

 

• More workers may become uninsured. Given that health insurance premiums 

are growing at a rate that is three times higher than wage growth, the premium 

increase alone—without a cost-shift—could consume a significant amount of any 

wage increase for most American workers. 

 

ECONOMIC CONSEQUENCES OF LOSS OF HEALTH INSURANCE 

• Uninsured people are less capable of paying basic expenses. According to 

unpublished data from the 2001 Commonwealth Fund Health Insurance Survey, 

nearly two of five uninsured could not pay for basic living costs such as food, rent, 

heating, or electric bills and nearly one of four uninsured was without phone 
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service for at least two weeks 

(Figure ES-2). About half of all 

Americans who file for personal 

bankruptcy protection do so 

because of health care costs. 
 

• More uninsured will strain the 

health care sector. Growth in 

the health care sector in 2000 

accounted for 30 percent of gross 

domestic product (GDP) growth. 

In addition, health care generated about 45 percent of all new jobs in 2000. 

Although the health sector is less sensitive to economic downturns than other 

sectors, an increase in the number of people without insurance could depress the 

demand for health care workers, especially among safety-net providers. 
 

• More unemployed, uninsured people will affect state budgets. A 2 

percentage-point increase in unemployment could add about 3.3 million people to 

Medicaid under current eligibility rules, at a cost of $5 billion in one year. This 

comes at a time when state budget officers are reporting that the budget shortfalls 

for 2002 may be at least $15 billion. 
 

The report concludes with 

a discussion of policy options. 

Several proposals are being 

considered to assist the 

unemployed who lose health 

insurance, including subsidizing 

COBRA, extending Medicaid 

eligibility, and providing states 

with grant money for premium 

assistance. The relative success of 

these approaches will depend on 

their (1) ability to be implemented rapidly, (2) targeting of the unemployed at risk of 

becoming uninsured, (3) adequacy of funding (at the individual and overall program 

levels), and (4) consistency with larger reforms. In the Appendix, the report discusses why 

subsidizing health insurance for the unemployed could result in “economic stimulus.” 

Specifically, given the cost of COBRA and the income distribution of the unemployed, 

COBRA subsidies would not only maintain health insurance coverage but also increase 

consumer spending (Figure ES-3). 
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HOW THE SLOWING U.S. ECONOMY THREATENS 

EMPLOYER-BASED HEALTH INSURANCE 

 

INTRODUCTION 

In the fall of 2001, health policy took a 180-degree turn, from focusing on expanding 

health insurance to those who lack it to preserving health coverage for those who have it 

now. This has been prompted by the slowing economy that has put job-based health 

insurance at risk for many. Increased unemployment, reduced hours, and soaring health 

insurance premium costs have led most analysts to fear that job-based insurance, the major 

source of health insurance in the United States, will decline. Similarly, states face high 

health care costs and more low-income uninsured people at a time when their budgets, 

like the federal budget, are severely challenged.a 

 

This report gathers the facts and provides new information on the relationship 

between job loss and health insurance loss. Specifically, it describes the insurance status of 

unemployed adults, identifies others who may be at risk of becoming uninsured, and 

reviews the economic impact of lack of health insurance on individuals, the health sector, 

and states (the Appendix also includes an explanation of why health insurance subsidies 

can be considered an economic stimulus). Finally, the report discusses the issues that must 

be addressed by the major policy options aimed at helping the growing number of 

unemployed, uninsured Americans. 

 
I. ECONOMIC SLOWDOWN AND JOBS 

The economy shows signs of entering a recession. During 2001, the U.S. economy 

took a turn for the worse. Real gross domestic product (GDP) growth declined in the 

third quarter of 2001 for the first time since 1992.1 Retail sales fell by 2.4 percent during 

September; consumer confidence fell between 10 and 15 percent from August to 

September; and state tax revenues were down.2 In its August 2001 assessment of the 

economy, the Congressional Budget Office (CBO) wrote that the economy “has not 

experienced such a marked decline in both industrial activity and employment since 

World War II without going into recession.”3 Since September 11, leading experts agree 

that the economy shows signs of entering a recession.4 

 

                                                 
a This report concentrates on the effects of unemployment on employer-based health insurance. The 

slowing economy also has significant effects on state budgets, Medicaid, and the State Children’s Health 
Insurance Program. For more information, see the studies posted on the Kaiser Family Foundation website 
(www.kff.org) under “New Reports on Maintaining Health Coverage and Securing Medicaid in Our 
Current Economy” and on the Center on Budget and Policy Priorities’ website: www.cbpp.org. 
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Unemployment has increased 

dramatically. After a 30-year low of 3.9 

percent in October 2000, the 

unemployment rate climbed to 5.4 percent 

in October 2001 (Figure 1). The increase 

between September and October 2001 

was the largest one-month increase since 

the recession in the 1980s. In just one 

year, an additional 2.2 million became 

unemployed, for a total of 7.7 million 

workers. In addition, since August alone, 

the number of part-time workers whose hours had been cut back or who were unable to 

find a full-time job increased by 1.1 million.5 Although highly uncertain, unemployment 

rates are projected to continue to rise through 2002. Prior to September 11, the CBO 

projected that the unemployment rate would rise to 5.2 percent by the end of 2002. Since 

then, some economists have predicted that the unemployment rate could rise to 6.3 to 7.6 

percent by 2003—nearly twice the rate of October 2000.6 

 
II. JOB LOSS AND HEALTH INSURANCE 

Job loss often results in loss of health insurance. About 64 percent of all Americans 

and nearly 90 percent of privately insured Americans get health coverage on the job.7 

Employers’ purchase of health insurance for a group of employees is, on average, less 

expensive than individually purchased health insurance because it spreads risk and lowers 

administrative costs. In addition, employers’ health benefits are tax deductible; however, 

the connection of health insurance to jobs means that job change or loss often results in 

loss of health coverage. Between 1992 and 1995 (a period that included high 

unemployment), about 42 percent of workers with one or more job interruptions 

experienced at least a month without health insurance, compared with 13 percent of full-

time workers without a job change.8 In 1998, even when the economy was strong, one of 

three unemployed experienced a loss of health insurance.9 Among the uninsured, job loss 

and change are common as well. One study found that nearly three of five uninsured 

adults (58%) who were uninsured at any point during the year had lost or changed jobs in 

the previous 12 months.10 

 
Higher rate of unemployment could increase the number of uninsured. 

The most recent information on the insurance status of unemployed workers comes from 

the year 2000. About 37 percent of unemployed adults were uninsured, higher than the 

proportion with any type of coverage (Appendix Table 1). This rate is over twice the 
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proportion of uninsured adults in 

general and nearly three times higher 

than the rate of lack of insurance in the 

entire U.S. population (Figure 2). 

Given the 38 percent increase in the 

number of unemployed from October 

2000 to October 2001, the number 

of uninsured has probably risen 

dramatically as well. Unemployed 

adults are not the only ones at risk of 

being uninsured. The rate of lack of 

health insurance among children was 17 percent for those with unemployed parents, 

compared with 12 percent for all children. 

 
III. SOURCES OF HEALTH COVERAGE FOR THE UNEMPLOYED 

COBRA is an important option for millions of people. To address the loss of 

health insurance that results from the loss of a job, the Consolidated Omnibus Budget 

Reconciliation Act of 1985 (COBRA) included a provision to provide continuation 

coverage to certain workers (this coverage is commonly known as COBRA). Under 

COBRA, employers with 20 or more employees must continue to provide access to their 

health plans to workers who separate from the firm (except in the case of gross misconduct) 

or lose coverage because of reduced hours. Individuals and families can purchase this 

coverage for, at most, 102 percent of the full premium for active employees for up to 

18 months in most circumstances. About 38 states extend COBRA either for a longer 

period of time or for workers in small 

businesses.11 One recent study found that 

three of four workers and their adult 

dependents who are insured through 

their jobs would qualify for COBRA 

(Figure 3).12 Excluding adult dependents, 

analysis of the 2000 data shows that 86 

percent of all workers with employer-

sponsored insurance work in firms with at 

least 25 employees and would thus qualify 

for COBRA.b About 5 million people are 

                                                 
b The March 2001 Current Population Survey collects information on firm size (not establishment size), 

but does not include a category for 20 or more employees; using 25 or more employees thus underestimates 
the percentage of insured workers eligible for COBRA. 
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insured through COBRA13 and the average duration of participation is 10.5 months.14 

COBRA has succeeded in preventing workers from becoming uninsured. One study 

found that unemployed people with access to COBRA were 19 percent more likely to 

remain insured than people without access to COBRA.15 

 

Few unemployed workers participate in COBRA, probably because of 

cost. Only about one of five eligible employees elects COBRA.16 Some of these eligible 

people get health coverage through a spouse’s job. For many others, the barrier is cost. 

Using the average group health insurance premium rates for 2001, COBRA costs $2,700 

per year for an individual and $7,200 per year for a family.17 Given the variation in state 

health insurance premiums, COBRA could cost more than $8,000 in some states 

(Connecticut and New Jersey) (Appendix Table 2). This premium is considerably higher 

than the family share of premiums 

when employers contribute (about 

$1,800 per year, or $150 per month). 

The monthly COBRA premium can 

constitute as much as two-thirds of the 

average worker’s unemployment check 

of $925 per month (Figure 4).18 Those 

who do participate in COBRA 

typically have higher health care needs, 

which justifies paying the cost of the 

COBRA premiums. Studies suggest 

that the COBRA participants’ claims 

costs are about 50 percent higher than 

those of active employees.19 

 

Low-income workers and workers in small businesses are less likely to be 

eligible for COBRA. About one-third of low-income workers and their adult 

dependents who have employer-sponsored insurance are not eligible for COBRA because 

their employers are not obliged to offer it (Figure 3).20 This is because a greater proportion 

of low-wage workers are employed by firms with fewer than 25 employees: 36 percent of 

workers with income below 200 percent of the poverty level (about $35,000 for a family 

of four) compared with 18 percent of workers with income above 600 percent of the 

poverty level (about $105,000). Similarly, compared with urban areas, rural areas tend to 

have a greater proportion of workers in small businesses who may not be eligible for 

COBRA (27% vs. 23% work in firms with fewer than 25 employees). Rural states also 

have a larger percentage of workers in small firms. Montana, Wyoming, Idaho, and 
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Vermont are among the five 

states with the highest 

proportion of workers in small 

businesses (Florida is also in the 

top five) (Figure 5; Appendix 

Table 2). 

 

Individual health 

insurance is not a viable 

alternative for the 

unemployed. Unemployed 

people could seek coverage in 

the individual health insurance market. This market does not link health insurance to 

work; however, in 37 states, individual market insurers can deny coverage to applicants 

based on their health status, age, family history, and other factors taken into account in 

medical underwriting.21 Even when offered coverage, individuals’ premiums may be high 

or benefits may be excluded based on their health or demographic characteristics.22 

Healthy individuals may find health insurance in this market but, even then, administrative 

costs may be three times higher than those in the employer market.23 This helps explain 

why only 4 percent of unemployed adults were insured in the individual market in 2000. In 

fact, there were over eight times as many unemployed adults who were uninsured as there 

were unemployed adults who purchased individual health insurance. 

 

Medicaid helps some unemployed families but access is limited. Medicaid 

and the State Children’s Health Insurance Program (CHIP) offer affordable health 

insurance coverage to about 40 million 

Americans. Eligibility for these programs 

is generally based on income, health 

status, and family status. There is no 

federal requirement that Medicaid cover 

unemployed adults and their dependents, 

although some qualify for other reasons.c 

In 2000, over half of all children with 

unemployed parents were enrolled in 

Medicaid or CHIP (Figure 6). This is 

                                                 
c States have the option to have Medicaid pay COBRA premiums for individuals whose income is 

below the federal poverty level, who meet an assets test, and for whom the coverage would be cost effective 
to the program. To be cost effective, the individual would have to be otherwise eligible for Medicaid. Few 
states have taken this option. 
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because 95 percent of all children in families with income below 200 percent of the 

poverty level (about $35,000 for a family of four) are eligible for these programs.24 

Similarly, existing Medicaid eligibility rules help some low-income, unemployed parents. 

In 2000, Medicaid covered about 9 percent of all unemployed adults. This includes 15 

percent of unemployed women and 22 percent of poor, unemployed adults. One study 

estimated that if the unemployment rate rose to 6.5 percent, Medicaid eligibility would 

increase by 3.3 million without any changes in current eligibility rules, demonstrating the 

importance of Medicaid during a recession.25 
 

Although Medicaid and CHIP help some unemployed workers and their families, 

access depends on the state of residence. The median upper income eligibility limit for 

low-income parents is 47 percent of the poverty level (about $8,000 for a family of four). 

Twenty-two states restrict Medicaid eligibility to parents with income below 50 percent 

of the poverty line; only 16 states have extended coverage to parents at or above that 

line.26 Moreover, federal law prohibits coverage of nondisabled, nonelderly, childless 

adults; only eight states have received Section 1115 waivers for such coverage.27 

 

IV. JOB LOSS NOT THE ONLY REASON FOR LOSS OF 

HEALTH INSURANCE 

Although a large proportion of the unemployed is uninsured, a small proportion of uninsured 

adults is unemployed (7%). This reflects the complexity of the U.S. health insurance system. 

A large percentage of workers either lack access to employer-based health insurance or have 

access to it but cannot afford it. The proportion of uninsured who are employed but cannot 

afford health insurance may rise along with unemployment in the worsening economy. 
 

After historically low growth, health care costs are rising. Private health 

insurance premiums rose by 11 percent in 2001, compared with 4.8 percent in 1993 and 

0.8 percent in 1996 (Figure 7). The 

premium rate increase in 2001 for small 

businesses was even greater (12.5% for 

firms with 3 to 199 workers and 16.5% for 

firms with 3 to 9 workers).28 Similar to 

private insurance premiums, premiums in 

the Federal Employees Health Benefits 

Program (FEHBP) are expected to increase 

by 13 percent for 2002.29 These growth 

rates are comparable to the premium growth 

rates of 1991–1993 when the issue of health 

care reform topped the national agenda. 
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Health care cost inflation has been exacerbated by September 11. Private 

analysts predict that the attack of September 11 and the subsequent bioterrorism attack 

could increase health care cost inflation. Ernst & Young LLP estimates that costs will rise 

by an extra 2.5 to 8 percent in New York, the District of Columbia, and Florida—all hit 

by anthrax attacks—and by 1 to 3 percent nationally. According to the vice president of 

Segal Company, if 5 percent of employees filled prescriptions for the anthrax antibiotic 

Cipro, employers’ prescription drug costs could rise by 3 percent on top of the 

approximately 15 percent increase in drug costs anticipated for 2002 in the absence of the 

attack.30 Drug costs represent only a fraction of health care costs but have been 

significantly affecting cost growth in recent years. The terrorist attacks on the World 

Trade Center and the Pentagon may also result in higher health care spending. The 

number of prescriptions for antidepressants and antianxiety drugs has risen dramatically, as 

has the overall use of the mental health system. Further, preliminary studies show that 

there was a significant increase in heart attacks following September 11, also probably 

triggered by stress.31 

 

Higher health care costs are being shifted to workers. Higher health care 

costs may result in reduced employer profits but, given the weakness of the economy, will 

most likely result in a cutback in benefits and a cost-shift to workers. One survey found 

that 56 percent of employers plan to shift a greater proportion of the health insurance 

premium costs to their workers.32 Even assuming that there is no cost-shift to workers, the 

family share of the typical group policy could rise to $2,000 a year. Premium increases 

could consume a significant proportion of any wage increase for many American workers. 

 

V. ECONOMIC CONSEQUENCES OF LOSS OF HEALTH INSURANCE 

Uninsured people are less capable of paying other expenses. Research has found 

that lacking health insurance not only reduces access to needed care but also is associated 

with economic stress for working families. 

According to unpublished data from the 

2001 Commonwealth Fund Health 

Insurance Survey, nearly two of five 

uninsured could not pay for basic living 

costs such as food, rent, heating, or electric 

bills and nearly one of four uninsured was 

without phone service for at least two 

weeks (Figure 8).33 Although the 

uninsured use less health care, 

underutilization often has serious health 
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and economic consequences. Uninsured people are 50 to 70 percent more likely to be 

hospitalized for conditions that could be addressed on an outpatient basis, such as diabetes 

and pneumonia.34 Inadequate insurance and lack of insurance contribute to the fact that 

about half of all Americans who file for personal bankruptcy protection do so because of 

health care costs.35 

 

Lack of health insurance limits the ability to find a good job. Overall, 

studies indicate that COBRA has had a strong, positive effect on reemployment. Because 

health care coverage protects individuals against catastrophic costs, insurance enables 

unemployed people to look for work without the concern of bankruptcy caused by illness 

or injury. On average, COBRA slightly extends the duration of unemployment; however, 

in its evaluation of a proposal that would heavily subsidize coverage for low-income, 

unemployed workers, the CBO estimated that it would increase the duration of 

unemployment by only one week.36 Moreover, one study found that having COBRA 

significantly increased the reemployment earnings of people losing jobs.37 

 

An increased number of uninsured will strain the health care sector. A 

recent study found that growth in the health care sector in 2000 accounted for 30 percent 

of GDP growth. In addition, health care generated about 45 percent of all new jobs in 

2000.38 Even in 2001, the health services industry led the nation in job growth, adding 

nearly 100,000 new jobs from June to October.39 Although the terrorist attacks may 

increase health care cost inflation and use of care by those with insurance, the economic 

slowdown will quite likely increase the number of people without health insurance. Since 

uninsured people typically use fewer health care services, greater numbers of uninsured 

could depress the demand for health care workers, especially among safety-net providers. 

Although most health care providers in the United States provide some level of 

uncompensated care for the uninsured, available resources are currently being taxed by the 

rise in health care costs and the need to prepare for bioterrorism. 

 

More unemployed, uninsured people will affect state budgets. States often 

pay for health care through Medicaid, CHIP, and state-funded safety-net programs for 

those who are no longer insured in the private sector. A recent study found that an 

increase in unemployment could increase Medicaid costs by $5 billion per year.40 This 

comes at a time when Medicaid spending growth is already outstripping that of other state 

programs. In FY 2001, actual Medicaid spending exceeded appropriated amounts in 37 of 

the 50 states.41 The states’ ability to pay for these higher Medicaid and CHIP costs is 

limited. State budget officers are reporting that the budget shortfalls for 2002 may be at 

least $15 billion, with most states anticipating the need to cut budgets and Medicaid.42 
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VI. POLICY OPTIONS AND ISSUES 

Federal and state policymakers recognize the potential loss of health insurance coverage 

caused by the economic slowdown and are contemplating options to address it in the 

context of the economic stimulus bill (see the Appendix, Health Insurance Subsidies as 

Economic Stimulus). Most proposals build on COBRA by subsidizing premiums for such 

coverage. Others target those who lose health insurance but are not eligible for COBRA, 

primarily by extending Medicaid coverage for such individuals. The proposals being 

considered as of November 8, 2001, are summarized in Appendix Table 3. This section 

discusses the major issues to be addressed in designing such policies. 

 

Can federal assistance be implemented quickly? Quick implementation of an 

enacted health insurance policy is a necessity in the current environment. Three policy 

design features have strong effects on the ability to get the program up and running: which 

program is used, what benefits are subsidized, and how the subsidies are administered. 

 

Administering new health insurance assistance through existing programs probably 

results in the shortest period between legislative enactment and operation. Medicaid, 

which covers as many Americans as Medicare, has the systems available to extend 

assistance but doing so usually requires state legislative approval or (in the President’s 

proposal) federal approval, which could delay implementation. The challenges of state 

implementation are greater under proposals to allow health insurance subsidies to flow 

through the Social Services Block Grant (SSBG) and the National Emergency Grant 

(NEG) programs. These programs have not previously administered health insurance 

subsidies and thus would have to both set up a new health insurance program and 

implement it. The tax code is a third option, since it currently provides significant 

subsidies for health care. It, too, faces challenges, however, because it has not recently 

administered refundable tax credits for health care and is implementing numerous changes 

related to the major tax bill passed in 2001. Therefore, policy options for insuring the 

unemployed must balance the relative costs of overtaxing existing systems against the 

benefits of building on programs that have relationships with individuals and insurers and 

that can rapidly implement a new program. 

 

Additional issues that affect rapid implementation of a new program for insuring 

unemployed people are the design of the benefits package and delivery of the premium 

assistance. Some proposals adopt existing benefits packages, such as COBRA (already 

defined as benefits offered to active employees), Medicaid, or CHIP. Other proposals 

allow states to design the benefits package. In previous attempts to expand health 

insurance coverage, the definition of the minimum benefits package has been one of the 
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most contentious issues, suggesting that including specific, existing benefits standards 

would facilitate implementation. Similarly, the speed of implementation of any new 

proposal will be directly linked to the use of existing channels to deliver subsidies to 

affected families. Medicaid, CHIP, and the tax system have preexisting connections to 

families, businesses, and insurers that could be the basis of a new premium subsidy. 

Whether the premium assistance is provided up front (a family pays only the reduced 

premium) or after the fact (the family pays the full premium and applies for a federal or 

state refund) matters as well. Generally, studies have found that the uninsured have too 

little disposable income to pay premiums on a monthly basis, even with the knowledge 

that they would get a refund.43 Thus, the unemployed would be best helped if they 

actually paid less in premiums rather than paid the full amount and were reimbursed later. 
 

Is the policy targeted to help unemployed people likely to become 

uninsured? Like most uninsured, the unemployed uninsured are not a homogeneous 

group, so that no single policy can address this problem. Policies that focus entirely on 

those who are eligible for COBRA miss the significant proportion of the unemployed 

who worked in small businesses and thus lack access to such coverage. Limiting assistance 

only to states that have been directly affected by the events of September 11 (the NEG 

programs) would also exclude a significant number of unemployed uninsured because 

unemployed people live in all states. Building on Medicaid without creating a new option 

for the unemployed leaves out childless adults because such individuals are not currently 

eligible for Medicaid. And, although linking subsidies to income does focus resources on 

those that need them most, it could slow the impact of the policy because the application 

and income verification processes take time. 
 

Is the funding adequate to protect coverage? Another major question is 

whether the financing of the policy is sufficient to achieve the goal of maintaining health 

care coverage. Research shows that the effectiveness of a policy to insure the uninsured 

depends in large part on the amount of premium assistance: the lower the percentage of 

income spent on health insurance premiums, the higher the rate of participation. For 

example, using one set of participation assumptions,44 a 50 percent COBRA subsidy 

would result in a premium of $3,600, which is about 9 percent of the income of a typical 

familyd—resulting in a participation rate of around 55 percent. The level of premium 

assistance varies by proposal but, clearly, more people are helped by higher premium 

subsidies. In addition to funding at the individual level, funding at the aggregate level 

needs to be sufficient to meet demand. Block grant programs with inadequate federal 

funding would lead to waiting lists and rationing of assistance at the state level, and could 

result in pressure on states to care for those left out of the federal program. 

                                                 
d According to the Census Bureau, the median family income in 2000 was $42,100. 
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Is the health insurance policy consistent with current and future policies? 

The final question concerning policies to help the unemployed uninsured is: Does the 

policy deviate significantly from larger plans addressing how the health insurance system 

should be structured? Prior to the economic slowdown in mid-2001, both the President 

and Congress allocated part of the federal budget surplus to an expansion of health 

insurance coverage. This interest in expanding coverage has been supplanted by proposals 

to protect existing coverage for people losing their jobs; however, the underlying problem 

has not gone away and, in fact, is worsening. Interim proposals to help the unemployed 

could be just that: time-limited, temporary programs that have no bearing on future policy 

directions. On the other hand, strengthening the employer-based health insurance system, 

creating new ways to subsidize private health insurance, extending Medicaid and CHIP, 

and other elements of the current proposals could help lay the groundwork for future 

efforts to reduce the excessive number of uninsured Americans. 
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APPENDIX 

 
HEALTH INSURANCE SUBSIDIES AS ECONOMIC STIMULUS 

What is economic stimulus? Congress is currently contemplating an “economic 

stimulus” bill. The objectives of this legislation, according to the chairmen and ranking 

members of the House and Senate Budget Committees, are to “restore consumer and 

business confidence, increase employment and investment, and help those most vulnerable 

in an economic downturn….”45 Policies under consideration are measured against these 

standards and also are expected to be implemented rapidly and to be temporary to avoid 

long-term drains on the budget. The question has been raised: To what extent can policies 

to subsidize COBRA be considered economic stimulus? 

 

Health care spending and income. In the last decade, researchers have begun 

to recognize out-of-pocket health care spending and health insurance spending as critical 

to defining economic well-being. A report by the National Research Council 

recommended that household contributions toward the costs of medical care and health 

insurance premiums be considered a “necessary expense” like income taxes. As such, these 

expenses should be deducted from gross income to accurately measure a family’s available 

resources.46 Others have suggested that health care is so important that its costs, along with 

those of clothing and shelter, should be added to the cost of food in the definition of the 

poverty threshold, the minimum level of resources needed to function in the society.47 

Irrespective of how health care expenses are treated in calculating income, subsidies for 

health insurance reduce such expenses and thus increase income (holding revenue sources 

constant). In 2001, the federal government spent about $100 billion on tax subsidies for 

health care, $139 billion on Medicaid and CHIP, and $216 billion on Medicare.48 

 

Loss of job-based health insurance and income. When individuals lose jobs, 

they lose more than after-tax wages, some of which is partly compensated for by 

unemployment insurance. There is, for many, the additional loss of employer-paid health 

insurance premiums. Individuals purchasing COBRA or individual health insurance thus 

are not only paying for expensive premiums when they have less income but are also 

purchasing such coverage out of after-tax income, whereas employer-paid premiums are 

not taxed and, on average, result in a 27 percent tax subsidy.49 Thus, even if unemployed 

people were able to purchase individual health insurance policies that covered the same 

benefits for the same premiums as their former employers’ plans, they would experience a 

loss in income because of the loss of the tax subsidy. 
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COBRA subsidies as economic stimulus. Policies that subsidize COBRA 

coverage would, in this framework, increase income for virtually all participants and thus 

allow for increased consumer spending, which would stimulate the economy. This can be 

seen by following what would happen to COBRA eligibles if they received subsidies. 

About 20 percent of people eligible for COBRA today purchase this coverage, while 

others purchase individual health insurance. Under a proposal to subsidize COBRA, this 

latter group would receive relief from the premium payments they would otherwise have 

to make and have extra money to spend on goods and services. Because most COBRA 

participants have modest incomes—about 58 percent have incomes below 300 percent of 

the poverty level (about $50,000 for a family of four)50—they have a high propensity to 

consume any increases in their income. 

 

A second group of people eligible for COBRA consists of those who would have 

forgone the opportunity to buy into COBRA in the absence of subsidies. Given subsidies, 

some would buy COBRA rather than become uninsured. If the out-of-pocket premium 

they would pay after the subsidy is less than what they would have paid for health care if 

they had been uninsured, this group, too, would have extra money that could be spent on 

consumption. Three of four adults 

who are unemployed and 

uninsured have incomes below 200 

percent of the poverty level and 

would probably use this extra 

money to pay for daily expenses 

(Figure A-1). Experience with 

COBRA shows that people who 

purchase it tend to have higher 

than average health care needs, so 

it can be expected that those who 

purchase it, with or without a subsidy, need health care services. If the out-of-pocket 

premium they would have to pay after the subsidy is more than what they would have 

paid for health care if they had been uninsured, there would be no stimulative effect of the 

coverage and these people would have less to spend on consumption. 

 

A third group of COBRA-eligible people consists of those who forgo buying 

COBRA, even with a subsidy. For them, there is neither a cost nor a stimulative or 

depressant effect. 
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Appendix Table 1. Insurance Distribution, 2000 

 
ALL ADULTS 

(AGES 18 TO 64)  
UNEMPLOYED 

ADULTS  

CHILDREN OF 
UNEMPLOYED 

ADULTS 

 Number 
(thousands) 

Distribution  Number 
(thousands) 

Distribution  Number 
(thousands) 

Distribution 

Total 166,907 100%  5,567 100%  1,448 100% 

Employer: Own 83,385 50%  1,739 31%  6 0% 
Employer: Other 31,148 19%  880 16%  313 22% 
Individual  9,438 6%  250 4%  79 5% 
Medicaid 7,029 4%  496 9%  764 53% 
Other 6,646 4%  115 2%  33 2% 
Uninsured 29,261 18%  2,087 37%  252 17% 

Source: Commonwealth Fund Task Force on the Future of Health Insurance analysis of March 2001 Current Population Survey. 
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Appendix Table 2. State Information Relevant to the Unemployed and Uninsured 

 1. Rate of 
Uninsured, 
1998–2000 

2. Annual 
COBRA 

Premiums, 2001 

3. Monthly 
Unemployment 
Benefit, 2000 

4. Unemployment 
Rate, 9/2001 

5. Workers in Firms 
with Fewer Than 
25 Workers, 2000 

 Percent Rank    Percent Rank 

Alabama 14.2% 19 $6,263 $823 5.0% 23% 37 
Alaska 18.1% 7 $7,162 $1282 6.5% 28% 10 
Arizona 19.5% 3 $6,548 $888 4.6% 24% 27 
Arkansas 15.3% 13 $6,380 $870 4.9% 26% 20 
California 19.2% 5 $6,939 $883 5.4% 26% 18 
Colorado 14.1% 20 $6,920 $1,446 3.7% 28% 11 
Connecticut 9.5% 42 $8,270 $1,425 3.6% 26% 16 
Delaware 11.2% 35 $7,101 $1,277 3.2% 21% 47 
Dist. of Columbia 14.5% 18 $7,190 $1,290 6.6% 16% 51 
Florida 17.2% 10 $7,114 $961 4.3% 32% 3 
Georgia 15.2% 15 $6,765 $1,083 3.8% 21% 44 
Hawaii 9.8% 41 $6,584 $1,269 4.4% 29% 6 
Idaho 16.5% 11 $6,109 $953 4.9% 30% 4 
Illinois 13.3% 24 $7,673 $1,485 5.5% 23% 29 
Indiana 11.3% 34 $7,080 $1,165 4.2% 22% 40 
Iowa 8.2% 49 $6,170 $1,277 3.2% 23% 34 
Kansas 11.0% 36 $7,024 $1,117 3.8% 23% 33 
Kentucky 13.1% 26 $6,736 $1,321 4.6% 27% 14 
Louisiana 19.5% 4 $7,332 $853 5.5% 28% 12 
Maine 11.5% 33 $7,347 $1,217 4.3% 26% 21 
Maryland 11.9% 32 $7,904 $1,212 4.1% 23% 38 
Massachusetts 9.2% 45 $7,781 $1,438 3.9% 25% 26 
Michigan 10.6% 38 $7,450 $1,260 5.1% 21% 45 
Minnesota 8.2% 50 $7,390 $1,243 3.4% 23% 32 
Mississippi 15.7% 12 $6,610 $823 5.4% 23% 31 
Missouri 9.0% 46 $6,734 $1,018 4.2% 22% 39 
Montana 18.3% 6 $6,734 $901 4.6% 37% 1 
Nebraska 9.5% 43 $6,595 $922 3.0% 27% 15 
Nevada 17.5% 9 $7,194 $1,044 4.7% 23% 35 
New Hampshire 8.6% 47 $7,351 $1,169 4.1% 27% 13 
New Jersey 12.9% 27 $8,093 $1,667 4.5% 23% 30 
New Mexico 22.6% 1 $5,811 $940 5.7% 26% 17 
New York 15.3% 14 $7,744 $1,178 4.9% 25% 25 
North Carolina 13.7% 22 $7,018 $996 5.2% 24% 28 
North Dakota 12.1% 30 na $714 1.7% 26% 19 
Ohio 10.2% 40 $6,799 $1,091 4.3% 22% 41 
Oklahoma 17.7% 8 $6,977 $1,039 3.4% 28% 8 
Oregon 13.7% 23 $6,496 $1,373 6.4% 26% 22 
Pennsylvania 8.3% 48 $7,259 $1,147 4.6% 22% 43 
Rhode Island 6.9% 51 $7,439 $1,507 3.9% 20% 49 
South Carolina 13.8% 21 $6,903 $1,035 5.3% 28% 9 
South Dakota 12.0% 31 na $935 3.1% 29% 7 
Tennessee 10.8% 37 $6,739 $992 4.0% 20% 48 
Texas 22.2% 2 $7,379 $1,005 5.0% 25% 24 
Utah 13.2% 25 $6,442 $1,026 4.2% 23% 36 
Vermont 10.3% 39 $7,557 $1,173 3.2% 29% 5 
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 1. Rate of 
Uninsured, 
1998–2000 

2. Annual 
COBRA 

Premiums, 2001 

3. Monthly 
Unemployment 
Benefit, 2000 

4. Unemployment 
Rate, 9/2001 

5. Workers in Firms 
with Fewer Than 
25 Workers, 2000 

 Percent Rank    Percent Rank 

Virginia 12.9% 28 $7,065 $1,160 3.1% 21% 46 
Washington 12.8% 29 $7,045 $1,217 6.1% 25% 23 
West Virginia 15.2% 16 $6,430 $1,031 4.9% 22% 42 
Wisconsin 9.3% 44 $7,696 $1,104 4.0% 20% 50 
Wyoming 15.1% 17 $7,130 $979 4.0% 34% 2 
United States 14.4% — $7,200 ~$900 4.9% 24% — 

Sources: Column 1: U.S. Census Bureau; Column 2: Estimated COBRA costs for 2001 multiplied by the ratio of state-to-national health insurance premium 
costs for 1999 from Kaiser Family Foundation’s State Health Facts Online; Column 3: Economic Policy Institute’s estimates of unemployment benefits in 
communities with median income;51 Column 4: U.S. Bureau of Labor Statistics—Note: October 2001 unemployment rates by state were to be available on 
November 20, 2001; Column 5: Commonwealth Fund Task Force on the Future of Health Insurance analysis of March 2001 Current Population Survey. 
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Appendix Table 3. Major Proposals to Help the Unemployed Keep Health Insurance 

 

Senate Finance 
Committee 
Proposal52 

House 
Substitute Bill53 

House-Passed 
Bill54 

COBRA Plus 
Act of 200155 

President’s 
Proposal56 

Spending $16 billion $24–$25 billion $3 billion $9.4 billion No new funding* 
Program State grants for 

COBRA eligibles, 
Medicaid for 
non-COBRA 
eligibles** 

Treasury credits to 
employers/insurers 
for COBRA 
eligibles, Medicaid 
for non-COBRA 
eligibles* 

Social Services 
Block Grant 
(SSBG) for all 
unemployed 

Refundable tax 
credits for 
COBRA eligibles 

NEG for COBRA 
eligibles, 
Medicaid/CHIP 
waivers for non-
COBRA eligibles 

Eligibility COBRA eligible, 
unemployed after 
9/11/01 for 
COBRA, 
state-defined 
upper income 
limit for Medicaid 

COBRA eligible, 
unemployed after 
7/1/01 for 
COBRA, 
state-defined 
upper income 
limit for Medicaid 

Unemployed, not 
eligible for public 
program; states 
define additional 
eligibility limits 

COBRA eligible, 
not eligible for 
public program 

COBRA eligible 
for NEG, states 
define eligibility 
limits for waivers 

Benefit COBRA, 
Medicaid 

COBRA, 
Medicaid 

State-defined 
within broad 
standards 

COBRA COBRA for NEG, 
state-defined for 
waivers 

Amount of 
Assistance 

50% for COBRA, 
100% for low-
income, modest 
premiums for 
higher-income in 
Medicaid*** 

75% for COBRA, 
100% for low-
income, modest 
premiums for 
higher-income in 
Medicaid*** 

Unspecified 50% for COBRA 
up to a cap: 
   $1,320 single 
   $3,480 family 

Up to 75% of 
COBRA in NEG, 
unspecified for 
waivers 

Duration of 
Assistance 

Up to 12 months 
(both programs) 

Up to 12 months 
(both programs) 

Unspecified Up to 9 months Up to 10 months 
for COBRA in 
NEG, unspecified 
for waivers 

Duration of 
Program 

CY 2002 with no 
payments after 
3/31/03 

One year from 
enactment  

FY 2002 CY 2002–2003 FY 2002 for 
NEG, unspecified 
for waivers 

 * The Administration proposes to allow states to use funding already authorized and appropriated by Congress: $3 billion from the National 
Emergency Grant (NEG) programs and $11 billion from the State Children’s Health Insurance Program (CHIP). 

 ** States would receive an enhanced Federal matching rate for electing this option. The Senate Finance Committee proposal would also 
temporarily increase the Medicaid matching rate to protect existing Medicaid/CHIP coverage. 

 *** States could charge premiums for higher-income participants consistent with the Medicaid buy-in provision in the Work Incentives 
Improvement Act of 1999. States could also “wrap around” the COBRA premium or subsidize the family share of the premium for those 
with low income who would otherwise qualify for this new Medicaid option. 
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METHODOLOGY 

The analysis in this paper used March 2001 Current Population Survey (CPS) data and 

was produced by Sherry Glied and Danielle Ferry of Columbia University’s Joseph L. 

Mailman School of Public Health for The Commonwealth Fund Task Force on the 

Future of Health Insurance. The analysis used the CPS’s revised methodology for 

measuring the uninsured. Most statistics concentrated on adults ages 18 to 64. For the 

purpose of this paper, a family was defined as a health insurance unit—a smaller family 

unit than that used by the Census Bureau—so less income is counted and thus slightly 

more low-income, uninsured people are reported here. Health insurance is defined 

hierarchically, so that each individual is assigned one health insurance category, even when 

he or she reported more than one source of coverage during the year. People were 

classified as “unemployed” if they reported receiving unemployment benefits at the time 

of the survey. 
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