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Employer-sponsored health insurance is the primary 
source of coverage for non-elderly people in the 
United States. 

Employer Sponsored Insurance 

TAKE HOME POINTS 

ESI constitutes a significant cost of labor for 
employers that provide it. 

Employers are not required to offer ESI, and 
employees are not required to take it. 



Why do employers provide 
insurance? 

•! Historically, health benefits were exempt 
from WWII era price controls  

•! Risk pooling – likely to get some healthy 
people in the pool 

•! Employer tax subsidy 
•! Employers can negotiate lower prices than 

individuals can 



Disadvantages of employer-based 
insurance system 

•! Tax subsidy is inequitable: 
–!Favors high income 
–!Favors wage earners vs. self employed, 

individual plan purchasers 
•! Job lock 
•! If health care costs rise faster than 

inflation, then worker compensation rises 
(even without nominal wage raises), 
making US firms less competitive globally. 



Cumulative Changes in Health Insurance Premiums, Inflation, 
and Workers’ Earnings, 1999-2009 

Note:  Due to a change in methods, the cumulative changes in the average family 
premium are somewhat different from those reported in previous versions of the 
Kaiser/HRET Survey of Employer-Sponsored Health Benefits.  See the Survey Design 
and Methods Section for more information, available at 
http://www.kff.org/insurance/7936/index.cfm. 

Source:  Kaiser/HRET Survey of Employer-Sponsored Health Benefits, 1999-2009.  
Bureau of Labor Statistics, Consumer Price Index, U.S. City Average of Annual Inflation 
(April to April), 1999-2009; Bureau of Labor Statistics, Seasonally Adjusted Data from 
the Current Employment Statistics Survey, 1999-2009 (April to April).  



Among firms offering benefits 

% of firms 
offering 
health 
benefits to 
any workers 

% Workers 
eligible for 
health 
benefits 
offered by 
their 
employer 

% of eligible 
workers who 
participate 

% of workers 
covered 

Small firms 
(3-199 
workers) 

59% 81% 79% 64% 

Large firms 
(200+ 
workers) 

98% 79% 82% 65% 

Source:  Kaiser Health Benefits Survey, 2009 

Employer provision and worker take-up 



Fully insured vs. Self-insured 

•! Employers can have entire risk born by insurer:  
fully insured  

•! Or, can pay the insurer only for administrative 
functions while retaining full responsibility for 
paying claims:  self-insured (ERISA exempts 
from state regulations) 

•! Another option:  pay routine claims directly and 
shift high-cost claims to an insurer – partially 
insured 



Self-insured Stats 
Firm<100 

employees 
Firm has 100-499 

employees 
Firm>500 

employees 
All Firms 

% self-insured 
establishments 3% 25% 56% 13% 

Source:  Marquis and Long, Health Affairs, 1999 (based on survey in 7 states, 
1997 data) 

Firm has 
3-199 

employees 

Firm has 
200-999 

employees 

Firm has 
1000-4,999 
employees 

Firm has 
5000+ 

employees 

All 
Firms 

% workers in 
partially or 
fully self-
funded plans 

15% 48% 80% 88% 57% 

Source:  Kaiser Health Benefits Survey, 2009 



The Uninsured 
TAKE HOME POINTS 

Access to ESI varies by employment status, 
income, age, and race. 

The uninsured vary by these same characteristics.  



Figure 6.
Number Uninsured and Uninsured Rate: 1987 to 2008

1 The data for 1996 through 2003 were revised using an approximation method for consistency with the revision to the 2004 and 
2005 estimates. 
2 Implementation of Census 2000-based population controls occurred for the 2000 ASEC, which collected data for 1999.  These estimates also 
reflect the results of follow-up verification questions which were asked of people who responded “no” to all questions about specific types of 
health insurance coverage in order to verify whether they were actually uninsured.  This change increased the number and percentage of 
people covered by health insurance, bringing the CPS more in line with estimates from other national surveys.

Notes: Respondents were not asked detailed health insurance questions before the 1988 CPS.
The data points are placed at the midpoints of the respective years.

Source: U.S. Census Bureau, Current Population Survey, 1988 to 2009 Annual Social and Economic Supplements.  
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Medicaid and SCHIP cover half of all low-income children.  These programs have played a critical role 
in improving access to care for children.   Still, two-thirds of uninsured children are eligible for Medicaid 
or SCHIP but are not enrolled.43  Some families are not aware of the availability of the programs or may 
not believe their children are eligible.  But, many families face barriers to enrolling and keeping their 
children in public programs, including rules that require U.S. citizens to document their citizenship and 
identity when applying for Medicaid or renewing their coverage.

In contrast to coverage for children, the role of Medicaid for nonelderly adults is more limited.
Medicaid covers nearly two-thirds of poor children and about half of all low-income children.  However, 
eligibility for adults is more restricted.  Medicaid covers some parents and low-income individuals with 
disabilities, but most adults without dependent childrenÑ regardless of how poorÑ are ineligible for 
Medicaid.  As a result, over 40% of poor parents and adults without children are uninsured (Figure 19). 

Figure 19
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SOURCE: KCMU/Urban Institute analysis of 2008 ASEC Supplement to the CPS.

Health Insurance Coverage of Low-Income 

Adults and Children, 2007

 
Some states have expanded Medicaid eligibility to cover more poor and near poor parents.  Over

one-third (35%) of states have used the flexibility available to them under federal law to extend 
Medicaid eligibility for parents to 100% of the poverty level or higher.  However, in the remaining states, 
parents still must have income below the poverty level in order to qualify for health coverage (Figure 
20).  As a result, millions of poor parents are ineligible for Medicaid.  For example, a parent in a family 
of three working full-time at the minimum wage could not qualify for Medicaid in 29 states in 2007.44
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Private health insurance coverage is subsidized through the federal tax system in several ways.  
The most common form of private insurance subsidy is the employee tax exclusion of the health 
insurance premiums paid for by employers.  In addition, those who are self-employed are allowed to 
deduct the costs of their insurance premiums from their taxes.  Persons with high health care expenses 
(exceeding 7.5% of their adjusted gross income) can also deduct the costs, including premiums, on 
their tax returns.  Tax advantages are also available for health savings accounts (HSAs) and flexible 
spending accounts.  

 
Public Health Insurance Coverage 
The Medicaid program provides coverage to some, but not all, low-income individuals and people 

with disabilities.  Medicaid covers about 14% of the nonelderly population, making it larger than any 
single private health insurer.  Medicaid primarily covers four main categories of nonelderly low-income 
individuals: children, their parents, pregnant women, and individuals with disabilities.  Individuals who 
do not fall into one of these groups may be ineligible for public coverage regardless of their income.  
Although public insurance covers 45% of those below poverty ($21,203 for a family of four in 2007), the 
categorical nature of the Medicaid program means that 35% of those below the poverty level remain 
uninsured (Figure 3). 

 

Figure 3

Health Insurance Coverage
by Poverty Level, 2007
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The federal poverty level (FPL) was $21,203 for a family of four in 2007. Data may not total 100% due to rounding.  
SOURCE: KCMU/Urban Institute analysis of 2008 ASEC Supplement to the CPS.  

 
Medicaid and the State Children’s Health Insurance Program (SCHIP) cover more than one quarter 

of all children and just over half of low-income children.  Medicaid is the largest source of health 
insurance for children in the U.S., enrolling 29 million children at some point in the year during 2005 
(the most recent year of enrollment data available).  SCHIP supplements Medicaid by covering six 
million children who are low or moderate income but whose family incomes are too high to qualify for 
Medicaid. 

 
Medicaid provides health and long-term care coverage for 8 million nonelderly people with 

disabilities, including 1.3 million children (2005 estimates). Its role is more prominent for people 
with certain conditions, such as HIV/AIDS.  However, eligibility for Medicaid for people with disabilities 
is limited to those with very low incomes and few assets.
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Who Are the Uninsured? 
 

In 2007, 45 million people in the U.S. under age 65 lacked health insurance.  Most of these individuals 
come from working families and have low incomes.  Adults make up more than their share of the uninsured 
because they are less likely than children to be eligible for MedicaidÑespecially young adults whose low 
incomes make it more it difficult to afford coverage. 

More than eight in ten of the uninsured are in working familiesÑabout 70% are from families with 
one or more full-time workers and 12% are from families with part-time workers.  Only 19% of the 
uninsured are from families that have no connection to the workforce (Figure 4).  Even at lower income 
levels, the majority of the uninsured are in working families.  Among the uninsured who are below 
poverty ($21,203 for a family of four in 2007), 54% have at least one worker in the family. 

About two-thirds of the uninsured are poor or near poor (Figure 4).  These individuals are less likely to 
be offered employer-sponsored coverage or to be able to afford to purchase their own coverage.
Those who are poor (below 100% of the poverty level) are about twice as likely to be uninsured as the 
entire nonelderly population (35% vs.17%). Were it not for the Medicaid program, many more of the 
poor would be uninsured.  The near-poor (those with incomes between 100% and 199% of the poverty 
level) also run a high risk of being uninsured (29%), in part, because they are less likely to be eligible 
for Medicaid.   Only 10% of the uninsured are from families at or above 400% of poverty.

 
Adults are more likely to be uninsured than children.  Adults make up 70% of the nonelderly 

population, but 80% of the uninsured (Figure 4).  Most low-income children qualify for Medicaid or 
SCHIP, but low-income adults under age 65 typically qualify for Medicaid only if they are disabled, 
pregnant, or have dependent children.  Income eligibility levels are generally much lower for parents 
than for children.

 
Figure 4

Characteristics of the Uninsured, 2007
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The federal poverty level was $21,203 for a family of four in 2007.
SOURCE: KCMU/Urban Institute analysis of 2008 ASEC Supplement to the CPS.

 
 



Uninsured – 3 types 

•! Working & healthy 
–!Health insurance is luxury, throwing $ away if 

always healthy 
–!Related to adverse selection 

•! Working & not able to get insurance 
–!Work for small business, self-employed 
–!High risk pools (beauticians, childcare givers) 

•! Eligible for Medicaid 
–!Essentially insured (go to hospital if sick) 
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Young adults, ages 19 to 29, comprise a disproportionately large share of the uninsured, mostly 
because of their low incomes.  Young adults have the highest uninsured rate (30%) of any age 
group.  More than half of uninsured young adults are full-time workers, but their low incomes make it 
more difficult for them to afford coverage.4  The median income of uninsured young adults in 2007 was 
$15,600. 

 
More than half (63%) of nonelderly uninsured adults have no education beyond high school, making 

them less able to get higher-skilled jobs that are more likely to provide health coverage. Those
with less education are also more likely to be uninsured for longer periods of time.5 

Minorities are much more likely to be uninsured than whites.  About one third of Hispanics and Native 
Americans are uninsured compared to 12% of whites.  The uninsured rate among African-Americans 
(21%) is also much higher than that of whites (Figure 5). Because racial and ethnic minority groups are 
more likely to come from low-income families, Medicaid is an important source of health insurance for 
them.  However, its limited reach leaves large numbers of minorities uninsured.

Figure 5

Insurance Coverage of Nonelderly, 

by Race/Ethnicity, 2007

Asian group includes Pacific Islanders. American Indian group includes Aleutian Eskimos. 
Data may not total 100% due to rounding.
SOURCE: KCMU/Urban Institute analysis of 2008 ASEC Supplement to the CPS.
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The large majority of the uninsured (79%) are native or naturalized U.S. citizens.  However, non-

citizens are about three times more likely to be uninsured than citizens.  Non-citizens have less access 
to employer coverage because they are more likely to have low-wage jobs and work for firms that do 
not offer coverage.  At the same time, they are often restricted from public coverage.   




