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Senior Writer

Health insurance serves as armor
against the sticks and stones of life.
Given the high—and rising—cost of
health care, it’s difficult to overstate the
importance of financial protection
against illness or injury. But all aspects
of that protection—who provides it,
how much it costs, what it covers and
who’s left uncovered—are in flux as var-
ious players in health care and insur-
ance markets jockey for position.

For example, regardless of where
you live, you and your family probably
have health insurance coverage provid-
ed by an employer. But the proportion
of those wearing employer-issued
armor has been dropping, and employ-
ers that continue to offer coverage are
making some fundamental design

changes. An increasing proportion of
working-age people—primarily low-
income earners and the unemployed—
receive health coverage from public
sources. For them, health coverage
depends to a surprising degree on
which state they call home.

Health insurance coverage is more
pervasive in the Ninth District than in
many other parts of the country. In
2009, the rate of uninsured children
and working-age adults was lower than
the national average in every district
state, according to U.S. Census figures
(see Chart 1). Rates among district
states vary considerably. Montana only
recently dipped below the national aver-
age, and just barely, while rates in
Minnesota and Wisconsin are signifi-
cantly lower.

These differences stem from a num-
ber of factors, including the mix of

industries and the relative share of
large versus small businesses (large
employers are more likely to offer
workplace coverage) in each state.
Public policy also has a strong bearing
on uninsured rates in the district; some
state governments have gone further
than others to provide coverage to low-
income people.

Uninsured rankings within the dis-
trict—lower rates in eastern states, high-
er rates to the west—haven’t changed
much over the past decade. And for the
most part, district states have bucked
the national trend of slowly declining
coverage; in 2009, the uninsured rate in
each state was about the same as it was
10 years earlier. Only South Dakota’s
rate was markedly higher.

But this picture of consistency—dis-
turbed only by increases in uninsured
rates during recessions—obscures the
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The state of health insurance
Health care coverage in the district survived the recession mostly unscathed.

But coverage varies greatly among states
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changing dynamics of health coverage
in the district and nationwide.

Employer-sponsored insurance is less
extensive than it was a decade ago.
Nationally and in most district states,
the proportion of people covered by
workers’ policies has fallen, despite cost-
cutting efforts by employers, such as
requiring employees to pay more out of
pocket for health care. The Great
Recession further undercut coverage by
forcing employers to lay off workers or
curtail health care benefits.

Higher enrollment in public insur-
ance programs during the economic
downturn dampened the impact of
these losses. Some district states have
gone to greater lengths than others to
provide low-income people with an
alternative to private coverage.
Minnesota, for example, sponsors a
public insurance program subsidized by
a tax on health care providers and in
January expanded its Medicaid program
to cover single adults.

However, such programs run the risk
of “crowding out” private insurance—
inducing firms and workers to switch to
taxpayer-subsidized coverage. Thus pub-
lic insurance can reduce participation
in employer-sponsored insurance. And
funding of expensive public insurance
programs may be unsustainable in dis-
trict states facing budget deficits in the
wake of the recession.

Federal health care reform—not a
sure bet because of repeal efforts in
Congress and legal challenges—is
expected to expand health insurance
coverage nationwide within a few years.
In the district, “Obamacare” would have
the biggest effect in states such as South
Dakota that have relatively high rates of
uninsured.

Ailing workplace coverage
For many workers, jobs offering health
care benefits are a powerful draw. For
family coverage, employers typically pay
at least two-thirds of the insurance pre-

mium—a boon for any household try-
ing to make ends meet (although the
trade-off is lower wages). But not every
worker has access to employer-spon-
sored insurance, and workplace cover-
age varies widely among district states.
In 2009, the share of nonelderly people
covered through the workplace—
including spouses and dependents of
workers—ranged from about 70 percent
in Wisconsin to 54 percent in Montana
(see Chart 2).

This variation stems from the differ-
ent commercial makeup of each state—
the proportion of large versus small
businesses and the distribution of
employment by industry. Minnesota and
Wisconsin have health coverage rates
well above the national average because
a large proportion of workers in those
states are employed by types of firms
that are more likely to offer coverage—
large concerns and those in the manu-
facturing and service sectors.

In Wisconsin, for example, firms with
more than 50 employees accounted for
70 percent of the workforce in 2009,
according to data compiled by the fed-
eral Agency for Healthcare Research
and Quality (AHRQ). And only 6 per-
cent of workers were employed in agri-
culture, forestry, fisheries and construc-
tion—industries with lower rates of
employer insurance. In contrast,
Montana has sparse workplace coverage
because it has the highest share of work-
ers in firms with fewer than 50 employ-
ees in the country—46 percent—as well
as greater concentrations of workers in
industries that are less likely to offer
health coverage.

Since the late 1990s, employer-spon-
sored coverage has dropped in every
district state except North Dakota,
where employment has been buoyed by
strong growth in oil drilling. The reces-
sion exacerbated this long-term decline,
taking a toll even in North Dakota.
Many companies laid off workers or cut
back their hours, making them ineligi-
ble for coverage.

“With close to 10 percent [national]
unemployment, it means a lot of people
have lost their health benefits along
with their jobs,” said Sara Collins, an
economist with the Commonwealth
Fund, a health care research organiza-
tion based in New York City. In addition,
sagging revenues led some firms to can-
cel their health policies, obliging
employees who wanted to stay covered
to buy expensive individual insurance or
enroll in government programs.

But long before the recession, rising
insurance premiums had been eating
away at workplace coverage. Over the
past decade, U.S. health care spending
has increased about 7 percent annually,
partly because the population is aging.
In 2009, private medical expenditures
in the United States surpassed $1.2 tril-
lion—about 8 percent of gross domestic
product—according to the federal
Centers for Medicare and Medicaid
Services.

Premiums for employer-sponsored
coverage vary from state to state because
of different consumer preferences,

state-mandated benefits, types of med-
ical providers and other factors. But
every district state has seen big premi-
um increases, according to an AHRQ
annual survey of medical expenditures.
From 2003 to 2009, price increases easi-
ly outstripped inflation (see Chart 3).

Although premiums for workplace
coverage appear to have moderated
recently—average total family premi-
ums actually fell in three district states
from 2008 to 2009—insurance prices
continue to rise in many markets, induc-
ing some employers and workers to
drop coverage. Small employers in par-
ticular continue to find health insur-
ance for workers an expensive proposi-
tion (see “A small problem,” page 7).

Sharing the pain
Efforts by insurers and employers to
buttress health insurance coverage have
focused on reducing insurance premi-
ums. For many employers, that has
meant cost sharing—offering high-
deductible policies that require covered
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workers to pay a sizable portion of med-
ical expenses out of their own pocket
before coverage kicks in.

The AHRQ medical spending data
show clearly how employers have
embraced high-deductible plans in
response to climbing premiums—aver-
age deductibles for employer-sponsored
family coverage have also risen (see
Chart 4). From 2003 to 2009, average
family deductibles rose 35 percent
nationwide, adjusted for inflation; in
Wisconsin, over the same period, the
average family deductible increased 55
percent in constant 2009 dollars, to
almost $1,900.

Participation in consumer-driven
health plans (CDHPs)—high-deductible
plans that let enrollees pay out-of-pocket
expenses with pretax dollars—has
grown rapidly over the past five years
(see page 5). Stephen Parente, a profes-
sor of health finance at the University of
Minnesota who has done research on
CDHPs, believes that without these
plans and other high-deductible poli-
cies, many employers would have cried
uncle and dropped coverage. “If they
did not have high-deductible plans avail-
able to them, there would be a higher
likelihood of people being uninsured
through the employer market,” he said.

High-deductible plans offered by
insurers in the individual market have
also helped to limit premium increases
for the self-employed and other people
without access to employer-sponsored
coverage. However, high-deductible
plans have been criticized for their
skimpy coverage and the incentive they
give people to skip preventive care.

Self-insuring is another strategy used
by employers to exert more control over
plans and cut regulatory costs.

By self-insuring—paying medical
claims themselves, often with the help of
a third-party administrator—employers
avoid state oversight and certain regula-
tory costs that they would otherwise
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have to pay when purchasing coverage
from a commercial insurer. There are
no federal taxes on self-funded plans,
and federal law gives employers wide lat-
itude in designing insurance pack-
ages—what benefits employees receive
and how much they pay out of pocket
for health care.

Self-insuring has long been popular
among large employers—they have
more workers over whom to spread the
claims risk—but more mid-sized firms
are self-funding in a bid to trim costs
and sustain health coverage for employ-
ees. A 2010 national survey of health
benefits by the Kaiser Family
Foundation and the Health Research &
Educational Trust found that 58 percent
of covered workers at firms with 200-999
employees were in partially or complete-
ly self-funded health plans. That’s 5 per-
centage points higher than in 2007.

In Minnesota, surveys by the state
Department of Health show an increase
in self-funded coverage since the late
1990s. Firms with at least 100 employees
have contributed to that trend, said Bob
Johnson, president of the Insurance
Federation of Minnesota, a trade associ-
ation representing insurers in the state.
“As [health care costs] have gone up,
smaller employers look to self-funding
because they may be able to save 3 to 5
percent” on one of their biggest busi-
ness expenses, he said.

It’s difficult to tell whether or to what
extent cost-control efforts by insurers
and employers have affected private
health insurance coverage. The fact
remains that employer sponsorship has
continued to drop, although it may
rebound as hiring picks up in a resur-
gent economy.

Moreover, individual insurance hasn’t
compensated for the decline in work-
place coverage; the proportion of
nonelderly people covered by policies
they purchased themselves has declined
nationally and in most district states over
the past decade.

The public option
Low-wage workers who aren’t offered
insurance, the long-term unemployed
and other low-income people often turn
to the government to provide health
coverage. In this country, public insur-
ance programs originated in the 1960s,
when Congress established Medicare
and Medicaid to cover the aged and the
poor, respectively.

In the district, state programs aimed
at assisting the uninsured differ widely
in intent and scope. North and South
Dakota and Montana have long pursued
a conservative strategy in providing a
public option: State funding of
Medicaid (technically a social welfare
program, not insurance) at close to the
federal minimum covers children and
pregnant women in low-income house-
holds, but serves a much smaller pro-

portion of parents and childless adults.
In South Dakota, for example, to

qualify for Medicaid, parents must have
monthly incomes less than half of the
federal poverty level ($1,863 for a fami-
ly of four). The U.S. average income
limit for parents in 2009 was 66 percent
of FPL, according to the Kaiser Family
Foundation. Adults without children
aren’t eligible at all. Despite these
restrictions, Medicaid enrollment in the
state rose 45 percent during the reces-
sion, to 96,000 in 2009. (Every district
state saw increases in Medicaid enroll-
ment over that period—see Chart 5.)

Montana’s eligibility rules for
Medicaid are even more rigorous—
incomes less than a third of FPL for par-
ents (single adults are ineligible). “The
target population for Medicaid coverage
in this state is pretty limited,” said
Wendy Doely, executive director of
Flathead Community Health Center, a
Kalispell clinic that sees a lot of low-
income patients. “If you’re 25 years old
and not pregnant, you’re probably not
going to get Medicaid.”

But in recent years, as workplace cov-
erage has fallen, state government in
Montana has taken additional steps to
boost health insurance coverage. In
2008, voters approved an initiative to
expand coverage for children, tapping
insurance premium tax revenue. Last

fall, nearly 80,000 Montana children
were enrolled in the Healthy Montana
Kids program, which receives federal
matching funds under Medicaid and
the Children’s Health Insurance
Program.

Insure Montana, administered by the
State Auditor’s Office, subsidizes
employer-sponsored coverage by firms
with fewer than 10 employees. One part
of the 5-year-old program defrays premi-
um costs for firms that offer health
insurance for the first time through a
state purchasing pool or affiliated
health plan. As of January, 872 business-
es were enrolled in the pool, which state
officials credit with extending health
coverage to over 4,400 employees and
their dependents. A tax on tobacco
products funds both the pool and
another part of the program that gives
state income tax credits to firms that
already offer insurance.

A wider safety net
In Minnesota and Wisconsin, policy-
makers have gone to greater lengths to
provide an alternative to private insur-
ance coverage. Compared with the
Dakotas and Montana, and the nation,
these states set higher income ceilings
for Medicaid eligibility and sponsor
additional programs for low-income

people who would be denied public sup-
port elsewhere.

In Wisconsin, state government has
set a goal of ensuring that at least 98 per-
cent of the state population has access to
affordable health coverage. To that end,
the Legislature in 2007 enacted
BadgerCare Plus, an enhanced Medicaid
program that provides coverage for
about 770,000 people in low-income
households. Adults with incomes up to
twice the FPL receive an array of health
services, with childless adults (added to
the program in 2009) getting more basic
care, including preventive treatment
and drug prescriptions.

Minnesota also “has made it a priori-
ty to provide access to coverage for its
citizens,” noted Julia McCarthy, out-
reach manager for Portico Healthnet, a
St. Paul agency that helps people obtain
health coverage.

Since the early 1990s, MinnesotaCare
has offered public insurance to people
who make too much money to qualify
for Medicaid but lack private coverage.
Enrollees—including parents with
incomes up to 275 percent of the FPL—
pay premiums based on a sliding
income scale and co-pays for certain
services such as inpatient hospital stays
and nonemergency ER visits.

Enrollment in the program, which is
almost two-thirds funded by premiums
and state taxes on insurers and health
care providers, shot up during the reces-
sion. In January, about 164,000 people
were covered by MinnesotaCare—a 39
percent increase over the average
monthly head count in 2007.

Minnesota has also expanded Medical
Assistance (the state’s brand of
Medicaid) to cover working-age adults
without children living below the poverty
line. The federal health care law enacted
last year makes low-income single adults
eligible for Medicaid—but not until 2014
in most states. In January, Minnesota was
one of a handful of states to enroll early
in the federal expansion, a move that is
expected to add about 95,000 adults to
the Medicaid rolls this year.

Benefits and costs
There’s little doubt that public insur-
ance programs in these states have pre-
vented further increases in the number
of uninsured due to the recession and
higher insurance costs. A fedgazette analy-
sis of Census data estimates that in
Minnesota, increased enrollment in
Medicaid and MinnesotaCare between
2007 and 2009 amounted to almost 4
percent of the nonelderly population.
In Wisconsin, a wave of Medicaid
(including BadgerCare Plus) signups
over the same period more than offset a
decline in private coverage.

However, this accounting doesn’t
reveal whether all the new Medicaid
enrollees would have remained unin-
sured if the program weren’t available.
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Over the past decade consumer-driven
health plans (CDHPs) have caught on
with employers as a way to reduce the
costs of providing health care benefits—
primarily by making employees respon-
sible for a larger share of their medical
expenditures.

CDHPs include health reimburse-
ment arrangements (HRAs), employ-
er-funded plans that give workers
money to put toward insurance premi-
ums and out-of-pocket medical expens-
es, and health savings accounts
(HSAs), tax-exempt funds owned by
employees that can be used to pay for
health care. Both employers and work-
ers can contribute pretax dollars to an
HSA.

HSAs, and often HRAs, work in tan-
dem with health insurance policies carry-
ing high deductibles, either sponsored by
the employer or purchased by the worker
in the individual insurance market.

Since 2003, when Congress created
HSAs, consumer-driven plans have
grown from a niche product into a
common approach to packaging
health care benefits. In a survey by the
Kaiser Family Foundation and the
Health Research & Educational Trust,
15 percent of U.S. firms reported
offering high-deductible savings plans
last year, up from 4 percent in 2005.
CDHPs were most popular with large
employers with 1,000 or more workers;
about one-third of firms with 1,000 or
more workers sponsored such plans
last year.

Another survey of HSA usage by
America’s Health Insurance Plans, a
national trade association for health
insurers, found that 10 million people
nationwide were covered by such plans
last year, a 25 percent increase over
2009. Among district states, HSA
enrollment was highest in Minnesota—
about 361,000 workers and their
dependents. In that state and in
Wisconsin and Montana, HSAs
accounted for a larger share of private
health insurance coverage than in the
country as a whole (see chart).

For employers, the attraction of
CDHPs is obvious: lower insurance pre-
miums. With both types of plan, an
employee pays medical bills out of his

or her account—or, if necessary, the
employee’s own pocket—until the
insurance deductible is met. For HSAs,
that bar is set fairly high—the legal
minimum for family coverage in 2010
was $2,400. Lower premiums help
employers to maintain coverage for
their workers, even if it’s only cata-
strophic coverage.

For workers and self-employed indi-
viduals, such plans are tax-advantaged
savings vehicles; any unspent funds can
be rolled over to the next year or
banked for retirement.

CDHPs and high-deductible plans in
general also hold out the promise of
cutting overall insurance and health
care costs. By giving consumers more

control over health care expenditures,
the plans encourage them to spend
more judiciously, seeking treatment
only when necessary and comparing
prices for prescription drugs and other
medical goods and services.

“A high-deductible plan allows you
to have choice, yet at the same time fis-
cal austerity,” said Stephen Parente, a
health finance expert at the University
of Minnesota who himself has an HSA to
pay family health expenses.

In principle, consumers facing a
larger share of health care costs
should help control costs and reduce
insurance premiums. A number of
studies have found that CDHP
enrollees spend less on health care
than people in health plans with lower
deductibles. But research into the cost
effectiveness of CDHPs has also raised
questions about the long-term impact
of such plans on overall health care
spending.

A recent study by Parente and other
University of Minnesota researchers
looked at employee health spending by
four large companies that switched to
CDHPs from traditional health plans.
The study found that while employees’
health care spending dropped, they used
less preventive care than before.

Less preventive care can save money,
because not every screening or procedure
is medically necessary. But by giving work-
ers an incentive to skip certain screenings
for serious health conditions such as can-
cer and diabetes, some health experts
believe that CDHPs may increase total
health care costs—and insurance premi-
ums—down the road. f

CDHPs: choice and austerity
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There’s the rub with public health
insurance: Some firms and workers may
opt to drop workplace coverage, prefer-
ring to shift insurance costs to taxpay-
ers. Likewise, the unemployed or low-
wage workers who aren’t offered insur-
ance by employers may spurn individ-
ual policies in favor of cheaper public
programs. In either case, some
increased enrollment in public pro-
grams comes at the expense of private
coverage instead of reducing the num-
ber of uninsured.

There’s anecdotal evidence of such
“crowding out” of private insurance in
some states. In Massachusetts, insurance
brokers reported last year that some
small businesses had dropped coverage
and encouraged workers to enroll in
Commonwealth Care, the state’s subsi-
dized insurance program.

But economic studies of state-spon-
sored insurance programs have found
mixed evidence for crowding out. A
2006 study by researchers at the Urban
Institute in Washington, D.C., conclud-
ed that expanding coverage to parents
in California and New Jersey eroded pri-
vate coverage. Other studies have indi-
cated that the degree to which it occurs
depends on how public insurance plans
are designed.

MinnesotaCare and, to a lesser
extent, BadgerCare Plus, have provi-
sions intended to prevent inroads into
private coverage. MinnesotaCare appli-
cants, for example, are ineligible if
they’ve been offered workplace cover-
age anytime in the last 18 months. How
successful these measures are at prevent-
ing crowding out is unclear.

For state lawmakers, a more pressing
issue raised by expansive public insur-
ance programs is their costs. Spending
on such programs in Minnesota and
Wisconsin dwarfs state government out-
lays in other district states, both in
absolute dollars and as a share of the
total state budget. For example, Medical
Assistance and other government insur-
ance programs cost Minnesota taxpayers
about $3.4 billion in fiscal 2010—rough-
ly 17 percent of overall state spending.
That level of expenditure is more than
three times what residents of the
Dakotas and Montana pay, in propor-
tion to total state spending.

Strained budgets due to lingering
economic malaise have made it hard-
er for states to justify continued sup-
port for expensive public insurance
coverage. In Wisconsin, enrollment in
the BadgerCare Plus Core plan for
childless adults was frozen in 2009
because of a state Medicaid deficit;
this past February, the deficit stood at
$153 million for the 2010-11 bienni-
um. Roughly 100,000 applicants are
on a waiting list. In Minnesota, state
budget woes have cast doubt on the
state’s ability to continue to fund
MinnesotaCare and the expanded
Medicaid program.

Even district states with less costly
public health plans are reevaluating
their commitment to covering the poor.
In South Dakota, lawmakers are weigh-
ing a proposal by Gov. Dennis Daugaard
to slash state Medicaid reimbursements
to providers by 10 percent. Such a cut
could induce some doctors and clinics
to turn away Medicaid patients.

ACA: An uncertain
prognosis
In any discussion of health insurance,
one topic dominates: the Patient
Protection and Affordable Care Act,
enacted by Congress a year ago. The
law has provoked staunch opposition;
the Republican-controlled U.S. House
has vowed to repeal it, and attorneys
general in Wisconsin, North Dakota
and South Dakota are involved in fed-
eral lawsuits challenging its constitu-
tionality. These and other district states
may reject some or all aspects of the
federal effort to revamp the health care
system.

If ACA is fully implemented—its
major provisions go into effect in
2014—analysts expect it to significantly
increase health insurance coverage. In
the district, the impact of enhanced
Medicaid coverage, an individual man-
date to buy insurance, subsidies for
small businesses and other features of
the law will be greatest in states such as
Montana and South Dakota that cur-
rently have relatively high rates of unin-
sured. But the degree to which ACA will
boost coverage in the district is as uncer-
tain as the prospects for survival of the
law itself.

One large and predictable effect of
the law is expanded public coverage for
low-income people. In 2014, all states
will be required to meet a new income
eligibility standard for Medicaid:
Parents and childless adults may have
incomes up to a third above the FPL to
qualify for aid. The new standard will
dramatically loosen Medicaid eligibility
requirements in Montana and the
Dakotas, where a sizable portion of the
nonelderly population falls below that
income threshold.

An analysis of the impact of ACA on
Medicaid coverage by the Kaiser Family

Foundation estimated that in South
Dakota, the law will add 31,000 people
to the state’s Medicaid rolls by 2019,
reducing the number of low-income
uninsured adults by more than half.
Montana would see a slightly smaller
proportional drop in uninsured adults
below 133 percent of the FPL.

But health policy experts expect the
Medicaid expansion to increase cover-
age to a lesser extent in Minnesota and
Wisconsin, where eligibility ceilings for
Medicaid and other public insurance
programs are higher. In Minnesota,
many low-income people currently
enrolled in MinnesotaCare may switch
to Medicaid under ACA—saving them
premium expenses but not shrinking
the number of uninsured in the state.

To what extent the law will stimulate
or erode private health coverage in dis-
trict states is harder to gauge. Much
depends on how individuals and firms
in different markets respond to the var-
ious incentives and penalties embedded
in the law.

As its creators envisioned, ACA may
increase private coverage by fostering
competition, rooting out inefficiency
and encouraging individuals and small
businesses to buy insurance.

Beginning in 2014, individuals and
small businesses will be able to purchase
insurance through regional health care
exchanges, marketplaces set up by states
to certify health plans and allow con-
sumers to directly compare benefits and
prices. Federal tax credits will subsidize
premiums for individual policies pur-
chased by lower-income people through
exchanges.

However, market responses to the law
may partially offset gains in private cov-
erage due to tax breaks or more trans-
parent prices, or even reduce private
coverage. For instance, some people—
particularly those whom Johnson of the
Insurance Federation of Minnesota calls
“the young and invincible,” may opt out
of the individual mandate, preferring to
pay a penalty instead.

And employers struggling to pay
insurance premiums might drop cover-
age, leaving employees to shop for sub-
sidized insurance in the exchanges or
sign up for Medicaid. The Congressional
Budget Office has estimated that 8 mil-

lion to 9 million workers nationwide—
mostly in small firms that pay low
wages—will lose their workplace cov-
erage because of such cost shifting
under ACA.

Hey, if they can cure
cancer …
Paying for health insurance—both pri-
vate and public—is likely to become
more difficult if health care costs are
not contained. Rising health care
expenses put upward pressure on pre-
miums and out-of-pocket expenses,
making coverage more expensive for
employers and individuals. Higher costs
also increase the burden shouldered by
taxpayers to support public insurance
programs such as Medicaid and
MinnesotaCare.

But cutting health care costs is a tall
order because trends in the sector,
including expensive new medical tech-
nology and a wave of aging baby
boomers with chronic diseases, are
pushing in the opposite direction. “Cost
pressures are going to continue to erode
the market,” said Jean Abraham, a
health insurance expert at the
University of Minnesota.

Short of some medical breakthrough
like curing diabetes or heart disease, the
most likely path for reining in health
care costs is to chip away at the mar-
gins—employing a variety of strategies
that not only shift costs or cut regulatory
expenses, but also achieve measurable
reductions in spending on medicines
and treatments.

Recently, insurers have started to
pay incentives to medical providers
that succeed in cutting costs while
keeping patients healthy. In
Minnesota, HealthPartners, Medica,
and Blue Cross and Blue Shield—the
three biggest health insurers in the
state—have signed such incentive con-
tracts with providers over the past
three years.

Other approaches to reducing med-
ical expenditures and insurance premi-
ums include corporate wellness pro-
grams and value-based insurance
design—lowering deductibles and co-
pays for medicines that keep patients
with serious, chronic illnesses out of the
hospital.

But none of these strategies has a
long enough track record to show that it
can significantly reduce health care
costs, keeping insurance premiums in
check. “I don’t think there is any single
magic bullet for slowing the growth of
health care costs,” Abraham said.
“These are incremental changes.” f

Health insurance from page 4

For state lawmakers, a more pressing issue raised

by expansive public insurance programs is their costs.

Spending on such programs in Minnesota and

Wisconsin dwarfs state government outlays in other

district states, both in absolute dollars and as a

share of the total state budget.
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D. J. Colter has witnessed firsthand the
struggles of small businesses—including
his own—to keep their health insurance
coverage. Colter, a Fargo, N.D., American
Family Insurance agent and independent
broker, says his clients—mostly small
firms and self-employed people in the
Fargo-Moorhead area—have been hit by
sharply rising premiums for small-group
and individual insurance.

Since last fall, two clients have
dropped health coverage for their work-
ers because they can’t afford the premi-
ums, he said. And last summer, Colter
himself received a jolt in the mail from
his insurance company: “the biggest
increase I’d ever seen” in the cost of
providing health coverage for him and
his two full-time employees. For now,
he’s keeping his agency health plan.

Chiefly because of high premiums
for small groups, small firms are much
less likely to sponsor employee cover-
age than large firms, according to sur-
veys by the federal Agency for
Healthcare Research and Quality
(AHRQ; see Chart 1). In North Dakota,
96 percent of companies with 50 or
more employees sponsored health cov-
erage in 2009. In contrast, just 38 per-
cent of firms below that threshold
offered their workers some sort of
health plan. In Montana, it was 28 per-
cent. Consequently, most employees of
small businesses in Montana must buy
their own insurance in the individual
market, or go uncovered.

Much of the reason for this dispari-
ty comes down to pricing. State laws,
for example, guarantee small business-
es access to coverage, but many small
firms believe it is too expensive, said
Bob Johnson, president of the
Insurance Federation of Minnesota.
“State law requires that insurers have
to sell it to them, but [small firms]
don’t have the money to pay for it,” he
said. “The bigger, macro issue here is
affordability.”

On average, small employers pay
higher administrative costs than large
firms, because sales, billing and other
nonmedical expenses are spread over
fewer workers. And adverse selection—
the tendency of very small firms to buy
insurance only when one or two
employees are likely to need medical
care—skews premiums higher for small
groups. As a result, small employers typ-

ically pay more than large ones for plans
with similar benefits.

Sole proprietors pay even more for
health coverage. Nongroup, or individ-
ual, insurance—which covers about 6
percent of nonelderly people nation-
wide, but over 10 percent in Montana
and the Dakotas—typically costs more
than comparable small-group coverage,
and rates are rising faster: A Kaiser
Family Foundation survey last year
found that recent rate increases for indi-
vidual policies averaged 20 percent.

Survival strategies
Small businesses have waged an uphill
battle to control premium increases.
Self-insuring, a savings strategy popular
with large and mid-size companies, isn’t
practicable for firms with fewer than 100
employees—the risk pool isn’t big
enough. But small businesses are trying
to limit insurance costs and sustain
health coverage in other ways.

To an even greater degree than large
employers, small employers have
responded to premium increases by
requiring workers to bear a greater
share of the costs of health coverage. In
recent years, small firms have sponsored
health plans with much higher
deductibles than those chosen by large
firms. In Minnesota, for example, the
average 2009 deductible for family
health coverage offered by firms with
fewer than 50 employees was $3,026,
according to AHRQ surveys of medical
expenditures (see Chart 2); that’s about
two-thirds higher than the average
deductible figure at larger firms.

Higher deductibles have helped to
keep premiums for small-firm plans in
check; in fact, in 2009, the average total
premium for family coverage in the
United States and every district state was
lower for small businesses than for large
ones. Curbing premium increases in
turn has enabled small employers such
as the D. J. Colter Agency to maintain
health coverage for workers.

After the firm’s premiums almost
doubled last year, Colter “had to raise
deductibles just so I could stay in the
market to keep the coverage,” he said.
He added that many of his clients in the
Fargo area are considering switching to
high-deductible policies—group or indi-
vidual plans with deductibles over $1,000
that also require large co-pays for care.

Although the proportion of U.S.
small firms that sponsor health insur-

A small problem
High premiums force many small firms to forgo health insurance
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Source: Agency for Healthcare Research and Quality, Center for Financing, Access and Cost Trends
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ance has fallen slightly in recent years,
in the district it has dropped markedly
only in Wisconsin and Montana, accord-
ing to AHRQ data. But high deductibles
mean that the coverage small businesses
offer their workers is less comprehen-
sive than in the past.

Some business groups—chambers of
commerce, industry associations—are
also creating their own insurance pools
that promise members better deals on
health coverage. In many states, insurers
are permitted to offer associations spe-
cial terms based on the claims history of
the whole group rather than that of
individual member firms.

The Montana Chamber of Commerce
has sponsored a health insurance pro-
gram for its members since 2004. Small
businesses can choose among 11 major
medical plans underwritten by Blue
Cross and Blue Shield of Montana.
Chamber officials claim that the pro-
gram insulates firms to some extent
from price hikes, because Blue Cross
bases annual rate changes for individual
firms on the claims of the entire pro-
gram pool. The program also enables
small firms to flex their collective buy-
ing power; the chamber negotiates on
their behalf for low rates and extra ben-
efits such as dental exams and wellness
services.

Chamber President Webb Brown
acknowledges that the chamber’s health
coverage isn’t “a panacea” for high
insurance prices—premiums are still
high relative to what large firms pay.
“But at the same time … there’s a bene-
fit to being in a group rather than on
your own,” he said. The program has
succeeded in increasing coverage for
employees in Montana; over half of the
1,500 firms in the program previously
didn’t offer health coverage.

The South Dakota Retailers
Association offers a similar program to
its nearly 4,000 members, mostly small
businesses with fewer than 50 employ-
ees. Risks are not pooled among firms
covered by association health plans, but

Executive Director Shawn Lyons said
the organization’s purchasing power
minimizes rate increases and provides
enrollees with additional benefits
unavailable to individual firms.

Government
intervention
Government has tried to encourage
small businesses to sponsor health insur-

ance by restricting the rates that insur-
ers can charge them. In addition to
rules mandating the sale of insurance to
small employers, every district state
enforces rate bands designed to limit
premium increases for small firms and,
in some states, sole proprietors.

Rate bands determine how far rates
can deviate from an “index” or aver-
age rate that insurers calculate based
on their book of business. In

Minnesota, for example, renewal rates
cannot vary more than 25 percent
above or below the index rate. This
means that firms that have suffered a
rash of illness over the past year pay
lower premiums than they would in an
unregulated market.

But it’s unclear whether such market
intervention has influenced small-busi-
ness sponsorship of health coverage in
the district. Johnson observes that rate
bands make insurance more expensive
for small firms with young, healthy
workforces. Restricting rates lowers pre-
miums for “sick” firms, possibly increas-
ing insurance offers, but those gains
may be counterbalanced by healthy
firms that forgo coverage because of
higher premiums.

The federal health care law enacted
last year contains a number of provi-
sions intended to foster insurance cover-
age by small businesses. Health care
exchanges, online bazaars in which
small firms can compare benefits and
prices, are slated to open in 2014. By
2016, states must open the exchanges to
firms with up to 100 employees.

Another provision of the law
already in force gives federal tax
breaks to employers with fewer than
25 workers and average annual wages
below $50,000 to offset the costs of
providing insurance. The tax credits
increase in 2014, covering half of the
premium contributed by small, low-
wage employers that buy insurance
through exchanges. However, one
insurance industry observer ques-
tioned whether the tax breaks are suf-
ficient to significantly increase the
proportion of small employers offer-
ing health coverage.

The same could be said of current
efforts, both public and private, to
increase small firms’ participation in
the health insurance market. For the
foreseeable future, the yawning gap
between offers of health coverage by
small versus large employers is likely to
persist. f
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