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A Shelter in the Storm:
How a Subsidy Could Help Unemployed
Workers Get Health Insurance

The rise in unemployment over the past three years has contrib-
uted to a substantial increase in the number of Americans without
health insurance. Because health insurance is prohibitively expen-
sive for most unemployed workers, some form of subsidy is
needed to help workers and their families keep their health insur-
ance during periods of unemployment.

The Trade Adjustment Assistance Reform Act of 2002 (TAARA)
health insurance subsidy is one possible model for providing finan-
cial assistance to unemployed workers for the purchase of health
coverage. It provides a subsidy, via the tax system, of 65 percent of
the cost of purchasing health insurance coverage. Although the
TAARA subsidy is currently available only to a very limited popula-
tion and is still being implemented, early experience with the
program provides some guidance for what a broader subsidy pro-
gram should entail.

A broader program, tied to a worker’s receipt of unemployment in-
surance benefits, could be a lifeline for unemployed workers and
their families. To help unemployed workers—and especially to
reach lower-income workers and their families—the subsidy
would need to be increased. Also, the consumer protections in-
cluded in TAARA should be strengthened. And finally, the
program should be extended to unemployed workers who can-
not qualify for unemployment benefits because of their state’s
outdated unemployment insurance eligibility rules. With these
improvements, this unemployment health insurance subsidy could
be a significant incremental step towards helping the uninsured.
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Unemployed Workers
and Their Families
Have Limited Options
for Keeping Health
Coverage

Unemployment has risen substantially since 2001

Unemployment has risen from 4.1 percent in January 2001 to 6.1
percent in August 2003. The number of unemployed workers in-
creased by nearly three million during that time period, from
5,951,000 to 8,905,000.

More unemployment means more uninsured

Most Americans (58 percent in 2001) get their health insurance
from their employer or that of a family member.? When people lose
their jobs, they often lose their health insurance as well, so when
unemployment increases, the number of uninsured also rises. Ac-
cording to the U.S Census Bureau, 44 percent of workers who lose
their jobs also lose health insurance.® Of the nearly three million
new unemployed workers, therefore, about 1.3 million have lost
health insurance coverage.

More than these 1.3 million people are affected, however. Millions
of people are covered through the employer-provided health insur-
ance of a spouse or parent. When that person loses his or her job,
the entire family can lose their health insurance. Unless families can
find a way to replace all or part of their coverage, they become un-
insured. As a result, the effect of a job loss and the accompanying
loss of health insurance is multiplied across an entire family. A re-
cent Kaiser Family Foundation study estimates that, when
dependent family members are taken into account, for every 100
people who lose jobs, 85 lose health insurance.* This means that
since early 2001, about 2.5 million people have lost health insur-
ance because of rising unemployment.

Public programs can help some low-income families,
especially their children

Public programs like Medicaid and SCHIP (the State Children’s
Health Insurance Program) provide health insurance for low-in-
come children and, in some states, their parents. Eligibility
varies by state, but typically, children in families earning up to
200 percent of the federal poverty level ($36,800 for a family of
four) are eligible. Eligibility for parents and other adults is ex-
tremely limited in most states, however: In over half the states,
parents working full-time at minimum wage earn too much to
qualify for Medicaid. And in 40 states, adults without children
cannot qualify for public health insurance at all, regardless of
income, unless they are severely disabled.’




What Happens to Workers
in Small Firms?

In 38 states, COBRA-like laws supple-
ment the federal law. These state
laws help workers laid off from firms
with fewer than 20 employees by re-
quiring varying periods of access to
continuation coverage.
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Unemployed workers may be eligible for COBRA

Federal COBRA law (the Consolidated Omnibus Budget Reconcilia-
tion Act of 1985) is a potential lifeline to many unemployed
workers and their families. This law requires that many employers
allow former workers—if they are willing and able to pay the full
cost of coverage—to remain in the employer’s group health plan
for a period of time. COBRA generally provides 18 months of con-
tinuation coverage to workers laid off from firms with 20 or more
employees. Workers may continue coverage for both themselves
and their families.

Only 57 percent of all workers and adult dependents are eligible for
federal COBRA.® Even workers in firms with 20 or more employees
may not qualify. The federal law requires that a worker has to have
been employed for at least six months in order to qualify. This
means that people who have changed jobs recently (sometimes due
to previous layoffs) or recent entrants into the labor market (like
those leaving welfare) cannot take advantage of the law. Workers
must also have had employer-provided health insurance coverage
to begin with. Low-wage workers in particular are less likely to have
health insurance and to qualify for COBRA. Only 32 percent of
workers and adult dependents with earnings below 200 percent of
the federal poverty level ($17,960 for an individual) are eligible for
COBRA. These workers often lack insurance either because their
employers do not offer insurance or because they (the workers)
cannot afford to pay their portion of the premiums. Nevertheless,
COBRA has the potential to provide health security to many re-
cently unemployed workers and their families.

COBRA’s high cost limits participation

Despite the attractiveness of continuing health insurance cover-
age, very few workers actually purchase COBRA coverage. In 1999,
only about 7 percent of eligible workers purchased federal COBRA
coverage.” The primary reason for this low take-up rate is the pro-
hibitively high cost. Eligible workers must pay 100 percent of the
cost of their premiums (including all of their former employer’s
share), plus a 2 percent administrative fee.

The average employer-based health insurance premium for family
coverage, plus the 2 percent administrative fee, comes to $771 per
month.® A monthly unemployment insurance benefit averages only
about $1,040.° Few unemployed workers can afford to pay the full
cost of their premiums while struggling to make ends meet during
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The TAARA Health
Insurance Subsidy
Provides Help to a
Limited Number of
Unemployed Workers
and Retirees Who
Have Lost Health
Insurance Coverage

a period of unemployment. Unemployed workers who rely entirely
on their unemployment benefits would have to spend, on average,
nearly three-fourths of their already limited income on continuing
their health insurance. It is scarcely surprising that few unemployed
workers take advantage of COBRA coverage.

Providing a substantial subsidy could be a viable way of improving
COBRA take-up and reducing uninsurance among unemployed
workers and their families. The TAARA health insurance subsidy, en-
acted in 2002, is a first step in that direction.

The TAARA health insurance subsidy provides substantial
help towards the purchase of health insurance coverage
TAARA, signed into law on August 8, 2002, offers a 65 percent sub-
sidy toward the purchase of particular types of health insurance
coverage for certain workers whose employer-sponsored health
coverage is lost because of increased imports or trade-related
relocation. This subsidy is delivered through the federal per-
sonal income tax system. A more detailed description of the TAARA
health insurance subsidy, entitled “The Health Insurance Tax Credit
in the Trade Adjustment Assistance Reform Act of 2002,” is avail-
able from Families USA or online at (http:/www.familiesusa.org/site/
DocServer/TAARA brief final.pdf).

Eligible beneficiaries can receive the health insurance subsidy ei-
ther when they file their personal income tax return (as a tax credit)
or have it sent directly each month to the health insurance provider
(as an advance tax credit). Even if the beneficiary owes little or no
personal income taxes, he or she will receive the full subsidy (such
tax credits are said to be “refundable” tax credits).

Few individuals who have lost health insurance are currently
eligible for the TAARA health insurance subsidy

Three groups of people—and their spouses and dependents—are
eligible for the TAARA health insurance subsidy: 1) trade-displaced
workers; 2) alternative trade-displaced older workers; and 3) Pen-
sion Benefit Guaranty Corporation (PBGC) retirees.®

These three groups of people have all recently lost jobs or retiree
health care, but they make up only a fraction of the large number of
unemployed people. " Estimates of the number of currently eligible
individuals range from as many as 260,600 to as few as 182,100 in-
dividuals.'
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Eligible individuals can use the TAARA subsidy to purchase
specified health insurance plans

Three types of coverage automatically qualify for purchase using
the TAARA health insurance subsidy: 1) coverage under a COBRA
continuation provision, 2) certain coverage under a group plan avail-
able through the employment of the eligible individual’s spouse, and
3) coverage under an existing individual health insurance policy if
the individual was covered by this policy during the entire 30-day
period before he or she became separated from employment.

In addition, states may designate alternative types of coverage for
tax credit users who cannot enroll in any of the three types above.
There are six types of health insurance coverage that states can
designate for TAARA health insurance subsidy purposes: 1) state
COBRA coverage; 2) coverage offered through a qualified state
high-risk pool; 3) coverage under a health insurance program of-
fered for state employees; 4) coverage under a state-based health
insurance program that is comparable to the health insurance pro-
gram for state employees; 5) coverage through an arrangement
entered into by a state and a group health plan, issuer of health in-
surance coverage, an administrator, or an employer; and 6)
coverage offered through a state arrangement with a private sector
health care coverage purchasing pool.

Nearly half the states have already designated plans for
individuals eligible for the TAARA health insurance subsidy
All 10 states with the highest number of eligible individuals will
have designated plans for the TAARA health insurance subsidy
by October 2003."® States with low numbers of eligible indi-
viduals are also designating plans, even though this issue must
compete with the Medicaid budget crisis and other urgent
health care issues facing governors and legislators. As of early
October 2003, 24 states have designated a qualified plan, and
three more states—Connecticut, Massachusetts, and New
Hampshire—are expected to designate plans shortly." Four of
these states have designated state-based continuation cover-
age, and 10 have designated a high-risk pool. Six states have
designated coverage through an arrangement with a group
health plan, and five have designated coverage through an ar-
rangement with an individual health plan."
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How Might the TAARA
Health Insurance
Subsidy Be Expanded?

Some state plans provide more extensive consumer protec-
tions than are required by federal law

TAARA protects consumer by requiring that designated plans meet
the following conditions: 1) guaranteed issue (insurers must offer a
policy to anyone who applies); 2) no exclusions for pre-existing con-
ditions; 3) nondiscrimination in premiums; and 4)
nondiscrimination in benefits. These consumer protections must be
provided to all individuals who have three months of prior credit-
able coverage (continuous coverage with no break of over 63 days)
at the time they seek to enroll in the designated plan.

Pennsylvania, Maryland, and Illinois require more extensive con-
sumer protections than are provided in the federal law. In
Pennsylvania, the designated plan is offered on a guaranteed is-
sue basis to all individuals eligible for the TAARA subsidy,
regardless of the length of prior coverage or gaps in coverage.

In Maryland, TAARA-eligible individuals—regardless of the length
of prior health coverage or gaps in coverage—were able to enter
the state-designated plan until October 1, 2003 with no pre-exist-
ing condition exclusion.

In Illinois, additional consumer protections were provided until
October 1, 2003. Eligible individuals who had coverage in a
qualified plan on December 1, 2002 (generally employer-spon-
sored coverage or COBRA)—regardless of gaps in coverage—were
able to enter the state-designated plan with no pre-existing condi-
tion exclusion.

A subsidy could be tied to the unemployment insurance system

Even when the TAARA health insurance subsidy is fully imple-
mented, it can only help a very limited number of unemployed
workers—those specifically designated as trade-displaced. Extend-
ing the subsidy to all workers receiving unemployment insurance is
a relatively simple way to reach a larger number of workers. Work-
ers would be able to sign up for a health insurance subsidy at the
same time that they sign up for unemployment insurance benefits.
They could then use that subsidy to purchase COBRA insurance, if it
is available, or to buy insurance through one of the other state-des-
ignated options available under the TAARA subsidy.
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Tying a health insurance subsidy to unemployment insurance could
strengthen workers’ economic security during difficult economic
times, and it would be a significant help to a large number of
workers and their families. It is, however, an incomplete solution.
Several additional steps are necessary to make a TAARA-like health
insurance subsidy work for most unemployed people.

The 65 percent subsidy is too low to help many working
people

Even with a 65 percent subsidy, health insurance premiums
would remain too high for many low-income people to afford.
A family receiving the subsidy would still have to pay about
$270 per month on average for family coverage through COBRA.
This amounts to over one-fourth of an average unemployment in-
surance payment of $1,040 a month. Low-income families coping
with the additional financial strain of losing a job will find it
very difficult to come up with the additional resources to take
advantage of the health insurance subsidy.

A more generous subsidy would make it feasible for more
workers to purchase COBRA insurance. Raising the subsidy to
75 percent would significantly increase the purchase of COBRA
coverage by all workers, including low-income workers. A 2002
survey of COBRA-eligible workers found that 59 percent of all
workers, and 37 percent of low-income workers, said they would
be “very likely” to buy COBRA coverage if they received a subsidy
in the range of 75 percent.'®

Clearly, a 75 percent subsidy will improve the take-up rate of
the subsidy for all workers. However, to improve the take-up
rate for low-income workers, an additional targeted subsidy
will be essential if the remaining out-of-pocket cost of COBRA
continuation coverage or state-designated plan coverage is to
fit into the very tight budgets of low-income families. In fact,
for the lowest-income unemployed workers, or for longer-term
unemployed workers, such a subsidy approach may not be the
best or most cost-efficient way to provide a health insurance
safety net. For these groups, expanding the reach of public pro-
grams like Medicaid and SCHIP can provide another critical
incremental part of the solution. Medicaid and SCHIP already
provide a partial safety net by covering most low-income chil-
dren. Childless adults, some immigrants, and many parents,
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however, remain uncovered today because of very low state in-
come eligibility levels.!” The federal government should provide
financial incentives to states to expand adult public program
coverage.

Consumer protections should prohibit states from designat-
ing individual health insurance plans

Some states have interpreted TAARA as letting them designate
plans in the individual market as alternatives for the TAARA tax
credit. Although some members of Congress believed that TAARA
would prevent states from designating these types of plans, the ac-
tual TAARA statutory language says that the premiums or benefits
must be the same as those provided to a “similarly situated indi-
vidual who is not a qualifying individual.”'® Four states (out of
24 that have designated plans) have already designated indi-
vidual market plans that charge higher premiums for older
individuals or individuals in less-than-perfect health (called
“health risk factor underwriting”). Few states regulate premium
rates in the individual market, so these premiums can be very
high—the cost of these plans may be two or even three times
higher if the individual has any serious health problems or has had
a history of high health bills paid for by previous insurers. The
premium may even go up again when it comes time for the indi-
vidual to renew the plan. Language in the TAARA statute should
be strengthened to clearly prohibit states from designating indi-
vidual market plans that underwrite premiums so that health
insurance coverage remains affordable for the most vulnerable un-
employed workers.

Eligible individuals need more time to enroll in health
coverage plans

TAARA has also been interpreted to mean that the consumer pro-
tections must be provided to all individuals who have three
months of prior creditable coverage (continuous coverage with
no break of more than 63 days) at the time they seek to enroll in
the designated plan. This language should be amended so that
the consumer protections will be provided to all individuals
who have three months of prior creditable coverage at the time
they lose their job or retiree health insurance coverage, regardless of
any gaps in coverage after that point. This change would allow
more time for eligible individuals to enroll in plans that provide
consumer protections. It often takes more than 63 days from
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the time an individual loses employment or retiree health ben-
efits to learn about the TAARA subsidy, receive trade readjustment
assistance benefits, and enroll in the TAARA health insurance sub-
sidy program. Also, most individuals eligible for the TAARA subsidy
have been insured through work for long periods of time, and the
only gap in coverage they have begins with the period after
they’ve lost their job or retiree coverage.

Eligibility should go beyond state rules for unemployment
insurance

A subsidy tied to the unemployment insurance system has the ad-
vantage of making it easy to identify qualified workers. Those who
qualify for unemployment insurance would also qualify for the
subsidy. A major weakness of this plan, however, is that many un-
employed workers do not qualify for unemployment insurance. In
fact, only about 44 percent of unemployed workers receive unem-
ployment insurance benefits."” In addition, unemployment benefits
usually last for only six months, although the federal government
has often extended them during recessions. An extended health
insurance subsidy ideally should last until workers obtain health
insurance at their new jobs.

There are many reasons for the limited reach of unemployment in-
surance, and a detailed explanation is beyond the scope of this
report. In general, though, low-income workers are disproportion-
ately ineligible for unemployment benefits.? Eligibility rules for
unemployment insurance vary from state to state. Typically, low-in-
come workers do not qualify because their earnings are too low to
meet state requirements, or because their most recent earnings
are not counted for administrative reasons. Part-time workers are
also often disqualified from receiving benefits,?! as are workers
who voluntarily leave a job for compelling reasons—such as a
spouse moving to another state for a new job.?

There are numerous steps states can take to update unemploy-
ment insurance eligibility rules to reflect the modern labor market,
such as counting part-time work and using technology to verify a
worker’s most recent wages. Some states have already moved in
this direction.” An extension of the TAARA health insurance subsidy
should reflect these changes as well, so that low-income workers
and their families may benefit from the program, even if their state
has not modernized their unemployment insurance system.
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