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Summary

Arranging for health care is one of the most
personal and important decisions any of us can
make. Across Rhode Island, families and
individuals are seeking access to a wide range of
affordable health care options that will provide
them with peace of mind, health security, and the
financial freedom that will enhance their overall
quality of life.

However, the number of Rhode Island residents
expected to remain uninsured after implementation
of the President’s Affordable Care Act (ACA) could
range from over half to up to three-quarters of the
currently uninsured population of 124,000, or
approximately 70,000-97,000 people in the state.

Consistent with findings from other government
and national studies, “Left Behind by Health
Reform in RI” further breaks down these figures by
identifying the specific groups of people in the
Ocean State who are likely to remain without
insurance, whether privately owned, subsidized via
the state exchange, or via Medicaid.

Despite state government efforts in the past to
increase health insurance coverage, the uninsured
population has steadily risen over the past decade.
So it should come as no surprise that yet another
government-centric approach to healthcare, such as
the ACA, will not achieve the “near universal”
results it was broadcast to produce.

The Center previously published a report (Will
Rhode Islanders Purchase Insurance Under
Obamacare?) that identified the broad financial
disincentives for a significant number of Ocean
State individuals and families to obtain private

health insurance under ACA and its health benefits
exchange. For these and other reasons described in
this report, large numbers of Rhode Islanders will
continue to lack access to adequate health services.

The summary table below identifies and quantifies
the subpopulations of residents in Rhode Island
that are expected to continue to include large
numbers of uninsured. Detailed discussion of each
group is provided in the body of the report.

Rhode Islanders Left Behind
Remaining or Becoming Uninsured

Currently Remaining

Group uninsured uninsured

Young invincibles 31,000-63,500 15,500-31,750

Gamers/ 6,000-8,500

self-employed

12,000-17,000

Exempt: Medicaid 22,500-38,500 11,250-19,250

eligible

Exempt: premium > 19,500 9,750
8% of income
Undocumented 17,000 17,000
Immigrants
Employed at-risk 11,000*
(87,000)

124,000 70,500-97,250

*87,000 is the total employment by the retail and restaurant sectors in
Rhode Island, not the number of currently uninsured. 11,000 is the
estimated number of currently insured expected to lose coverage.

The RI Center for Freedom & Prosperity
recommends that public officials in Rhode Island
should not sit back on their hands and expect
implementation of ACA alone to provide sufficient
reform to the state’s health care system to
adequately ensure that all residents of the state have
access to affordable, quality care. Indeed, our state
must not forget about those who will be left behind
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by ACA. State officials are encouraged to seek
additional remedies to address this pending shortfall.

It is not feasible that a government-centric
approach can take into account all of the
complexities of the vast private healthcare market,
or that a one-size-fits-all solution can adequately
address the needs of a highly diverse population, as
described in this report. Differing financial
circumstances and widely varying personal motives
for distinct populations cannot be served in this
manner. Only a patient-centric, consumer-oriented,
free-market approach can solve this riddle.

In this regard, the Center will publish a third report
in this health care series that will propose market-
based solutions to address the access-to-health-
services shortfall... without requiring additional
taxpayer funding.

Introduction

The issue of ensuring that all Rhode Islanders have
access to affordable, quality health care has long
been on the state’s agenda. The state has tried a
variety of public policy solutions over the past two
decades to address the issue. A few of the measures
that have been aimed at reducing the number of
uninsured and expanding access to care include:

e Several expansions of RIte Care eligibility,
including covering pregnant and post-partum
women between 185 and 350% of the federal
poverty level (1994), covering children under
250% of the poverty level (three separate
expansions in 1994, 1996, and 1997), and
children of undocumented immigrants (1999).*

e Creation of the premium assistance program
Rlte Share for Medicaid-eligible persons
offered employer-sponsored insurance (2001).

e Creation of the RI Office of Health Insurance
Commissioner in 2004, with a mission to
“broaden the accountability of health insurers,”
as well as “Protecting consumers... Encourag-
ing fair treatment of medical service providers...
Ensuring solvency of health insurers... [and]
Improving the health care system’s quality,
accessibility and affordability.”*

e Creation of the HEALTHpact insurance
product, first offered in October 2007, to
encourage small businesses to offer insurance
to employees.*

Despite these and other efforts, however, the
number of uninsured in Rhode Island has steadily
risen over the past decade. In 2000, approximately
6.9% of the state’s under-65 population was
uninsured,® accounting for approximately 62,000
persons.® By 2012, the uninsured rate had climbed
to 13.4% of the under-65 population, totaling
roughly 124,000 Rhode Islanders.’

Rhode Island was not alone in seeing the number
of uninsured persons explode over the past decade.
As a result, in 2010 Congress passed and the
President signed the Patient Protection and
Affordable Care Act (hereinafter called “ACA”),
which was proposed as a way of achieving “near-
universal” health care coverage.®

The state of Rhode Island has chosen to move
forward aggressively to implement the ACA,
including setting up a state-run exchange for
individual and small-group purchasers,® as well as
embracing the expansion of Medicaid that the U.S.
Supreme Court made optional for states in its 2012
ruling on the constitutionality of the act.*

But even with implementation of ACA, there is
likely to remain a substantial number of uninsured
persons in Rhode Island and nationally. The
question then becomes, what can policymakers in
Rhode Island do to ensure that the remaining
uninsured are able to access and fund the health
care they need?

This “Left Behind by Health Reform in RI” paper
assesses this question, first by identifying and
describing several specific subpopulations that make
up Rhode Island’s 124,000 uninsured persons.

In an upcoming report, the Center will explore
several options that Rhode Island’s policymakers,
civic leaders, and individual citizens might be able
to promote or pursue in order to obtain either
health insurance as traditionally understood or
alternate health care financing sources. That paper
will offer several specific policy recommendations
for the state, all of which have the benefit of not
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adding costs to citizens or the state while generally
preserving or expanding individual freedom for
residents of Rhode Island.

It is the hope of the RI Center for Freedom &
Prosperity that this “Left Behind by Health Reform
in RI” paper can stimulate thoughtful discussion
about how best to address the substantial number
of uninsured residents who are likely to persist in
that condition even after implementation of the
ACA. By taking a proactive lead on this issue,
Rhode Island can become a national leader in
health care reform and serve as a model for other
states to follow.

Uninsured After ACA

Even after the ACA is fully implemented in
2016, it is widely expected that a large number of
persons will remain uninsured.

While estimates vary, depending on source, the
Congressional Budget Office and Congress’s Joint
Committee on Taxation anticipate the number of
uninsured in America roughly to be cut in half after
implementation of ACA, reducing the number of
uninsured from 56 million persons to only 30
million after implementation.*? If this is accurate,
the national uninsured rate would decline to
approximately 11%, an improvement from the
current 20% estimated rate.*?

For Rhode Island, results would likely be modestly
better, owing in large part to having an already
lower rate of uninsured as well as a smaller-than-
average population of undocumented immigrants.
The number of uninsured persons in Rhode Island
has recently been estimated to be 124,000, or 13.6%
of the state’s under-65 population.'* A paper by the
Robert Wood Johnson Foundation estimated that
approximately 53,000 Rhode Island residents would
remain uninsured after ACA implementation,
reducing the rate of uninsured to 5.8%."

But there is good reason to believe that these
projections substantially overestimate the number
of people who will gain insurance under ACA,
while also underestimating the number likely to
lose insurance coverage. The key reasons that the
number of uninsured in Rhode Island may not
decline as substantially as predicted include:

1. The tax penalty for not purchasing health
insurance is lower (often much lower) than the
expected after-subsidy out-of-pocket premium
for purchasing insurance.

2. Younger persons are likely to see premiums
rise substantially above current rates, pricing
many of them out of the market and exempting
them from the mandate.

3. ACA’s “guaranteed issue” and “community
rating” requirements create incentive for
relatively healthy youths to delay insurance
purchase until they are sicker and older.

4. The IRS is limited in its ability to collect the tax
penalty for not purchasing insurance, only being
permitted to reduce tax refunds.

5. Small businesses, which are least likely to offer
insurance to employees today, are exempted
from the requirement to provide insurance to
employees, and tax credits to help with the cost
of providing coverage are too small, too
complex, and temporary, limiting their ability to
expand coverage to employees of small firms.

6. Large employers subject to the employer
mandate generally already provide insurance to
employees, and many of those that do not
(particularly in the restaurant and retail
industries) are able to shift employees to part-
time status to avoid the penalty.

7. Even with the penalty, larger firms employing
mostly low- and moderate-income employees
may find it financially advantageous to
terminate coverage and pay the fine rather than
paying health insurance premiums.

8. Health insurance is considered to be a relatively
inelastic good by economists, meaning that a
moderately lower out-of-pocket premium
payment paired with a weak penalty for not
purchasing insurance is unlikely to prompt
large numbers of people to purchase insurance.

Subpopulations

Below are several communities and demographic
groups that are likely to continue to see relatively
high uninsured rates in 2016 and beyond.
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Young & Invincible

A large component of the uninsured population is
the so-called “young invincibles,” a group that can
be generally thought of as healthy and under the age
of 35. For this population, often just starting their
careers and earning relatively modest incomes, with
few health needs and little worry about paying for
medical care, health insurance is simply not
something they place much value in, especially if
premiums are much higher than might be considered
actuarially appropriate. One of the primary purposes
of the individual mandate in the ACA is to get this
relatively young and healthy population who might
not ordinarily purchase health insurance to do so,
which should bring down premiums for the rest of
the population, if successful.

The past experience of the eight states that enacted
both guaranteed issue and community rating
requirements in their individual health insurance
markets in the 1990s strongly demonstrate why
such a mandate might be considered necessary: All
eight states saw young and healthy policyholders
drop coverage as their rates rose beyond actuarially
justifiable premiums, leading to higher rates for
remaining policyholders, which in turn set off
another round of younger and healthier persons
(compared to those remaining) dropping coverage,
again raising rates for those remaining. This
process continued in all eight states, creating a
“death spiral” in premiums that did little to lower
the number of uninsured (and may in fact have
increased the number of uninsured), drove
premiums to levels unaffordable for most, and
caused most insurers to exit these markets.*®

However, the mandate under ACA is relatively
weak, because for most, the cost of paying the tax
penalty is less — in many cases, far less — than
paying insurance premiums.'’ Moreover, the
ability of the IRS even to collect the penalty is
extremely limited; it is only allowed to reduce tax
refunds, and no criminal or civil charges may be
filed, nor wages garnished or bank accounts
seized.'® It is therefore highly questionable whether
much of Rhode Island’s *young invincible”
population will in fact purchase insurance.

For example, a young, single person in his or her
mid-twenties in Rhode Island with an annual
income of $32,000 (279% of federal poverty level)

would under ACA be expected to pay
approximately $2,850 out of pocket for a “Silver”
level plan, compared with a $695 penalty that can
very easily be avoided by minimizing overpayments
to the IRS.*® For many “young invincibles” who
value disposable income over insurance benefits
they are unlikely to use, the decision to remain
uninsured will be an easy and predictable one.

This has significant ramifications, because Rhode
Island’s “young invincibles” comprise up to half of
the uninsured.” Of 124,000, approximately 31,000
to 63,500 are likely in this “young invincibles”
demographic, most of whom will find it a more
sensible decision to remain uninsured and pay a
modest or negligible penalty.”* This does not
include any currently insured Rhode Islanders who
might drop coverage as their premiums rise, which
could add thousands or even tens of thousands to
the number of uninsured.

Gamers

As discovered by the eight states that passed
guaranteed issue and community rating laws in the
1990s,%* individuals can “game” the system by
waiting to purchase health insurance until such time
as they need to obtain relatively expensive health
care. This practice drives up the price of insurance,
as insurers end up with a covered population that is
less healthy than average, and begins another “death
spiral” in premiums that actually increases the
number of uninsured, significantly raises premiums,
and drives insurers from the market.

ACA effectively imposes guaranteed issue and
community rating on insurance markets throughout
the country, requiring that insurers accept all who
apply and that all insured receive the same premium,
adjusted only for age, location, and possibly tobacco
use. The law also prohibits limitations on the
treatment of preexisting conditions.

In an attempt to ensure that “death spirals” do not
occur in insurance markets, ACA contains two
provisions designed to minimize the incentive to
delay obtaining insurance until expensive care is
required. The first is the individual mandate, which
requires that most persons obtain health insurance
or pay a tax penalty. The second permits states and
insurers to limit “open enrollment” to a specific
period of time, meaning that those opting to remain

RI CENTER FOR FREEDOM & PROSPERITY | PO BOX 10069 | CRANSTON, RI 02910 | RIFREEDOM.ORG | 401-429-6115




uninsured run the risk of not being able to
immediately obtain  health insurance after
discovering they need expensive health care.

Despite these provisions, the guaranteed issue,
community rating, and preexisting conditions
components of ACA still create significant
incentives for persons to avoid purchasing health
insurance until they feel they need it.

As noted before, the difference between paying for
health insurance and paying the tax penalty for
remaining uninsured can be substantial. The
difference is especially stark at higher income
levels. For example, a married couple, both age 37,
with two children and annual income of $82,000
(348% of federal poverty level) would face after-
subsidy out-of-pocket premiums of approximately
$7,788, while the tax penalty for remaining
uninsured would be only $2,085 (again assuming it
is collected), a difference of $5,703.%

Remaining uninsured may represent an attractive
option for this family, especially if either spouse is
self-employed. Under ACA regulations proposed
by the U.S. Department of Health & Human
Services, self-employed persons would be eligible
to purchase health insurance year-round with no
enrollment period restrictions.?*

Past research on Rhode Island’s uninsured
population found that 11.2% of Rhode Island’s
non-elderly adult (18-64) uninsured are self-
employed,®® and several thousand more uninsured
are likely dependents of these self-employed
individuals.”® This suggests that between 12,000
and 17,000 self-employed individuals and
dependents are currently uninsured in Rhode
Island, possibly more.

For this population, limits on open enrollment
would not be an obstacle to obtaining health
insurance only when it is needed, and they and
their dependents might find it advantageous to
remain uninsured knowing that they could reap
substantial savings while still having the ability to
obtain insurance when they need it.

It should be noted that the self-employed category
tends to generally be older. Nearly 69% of Rhode
Island’s self-employed are between the ages of 35
and 64.%

An additional population beyond the self-employed
that may engage in some degree of gaming will be
those Rhode Islanders whose employers drop
coverage and raise wages and salaries with the
expectation that employees can find coverage in
the exchange, and who then elect not to purchase
coverage until they feel they need it. This group is
discussed below in the “At Risk” section.

Exempted

The previous two groups described were assumed
to be subject to the penalty tax of ACA, and that
this factor is likely to weigh in the decision-making
process of uninsured individuals considering the
purchase of health insurance. For the following two
groups, however, this is not the case: They are
effectively exempted from the law’s requirement to
obtain coverage, and for them, the decision to
remain uninsured is likely to be an easier one.

The first group are those earning less than 100% of
the federal poverty level or who earn 138% or less
of federal poverty level and do not have access to
affordable employer-sponsored insurance. This
population is eligible for Medicaid and can sign up
at any time. Nearly half of Rhode Island’s
uninsured population is under 139% of the federal
poverty level,®® and most would be eligible for
coverage under the Medicaid expansion in which
the state has opted to participate. (RiteCare already
extends eligibility beyond what current federal law
requires, including to parents with children under
18 and family income of 175% of the federal
poverty level.)?® This group is exempt from the
mandate, and those in it do not have to pay a
penalty if they don’t enroll.

Not all Medicaid-eligible persons enroll. Analysis
by the Urban Institute found that approximately
13,000 adults in Rhode Island are currently
uninsured and eligible for Medicaid.*® An
additional 9,500 children are estimated to be
uninsured but eligible for either Medicaid or
Children’s Health Insurance Program (CHIP) under
current eligibility standards.** Some of these may
enroll as a result of publicity surrounding
implementation of ACA, or if the enrollment
process becomes less complex. But many are likely
to remain uninsured as they are now.
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In addition, an estimated 38,000 adults*? in Rhode
Island will become newly eligible for Medicaid
under ACA,*®* many of whom are unlikely to
enroll. The Congressional Budget Office estimates
that only 57% of newly eligible persons will enroll
in Medicaid,® which would leave more than
16,000 Rhode Island adults uninsured in addition
to those currently eligible adults and children who
are not enrolled in Medicaid.

The other group exempted from the mandate to
purchase health insurance is individuals and
families who would have to pay premiums in
excess of 8% of their income.* This group will
largely be composed of those with incomes above
400% of the federal poverty level, who would have
to pay the full, unsubsidized premium in order to
purchase health insurance. According to U.S.
Census data, approximately 391,000 Rhode
Islanders (including dependents) have a household
income of greater than 400% of the federal poverty
level,*® about $44,680 for an individual or $92,200
for a family of four.*

The rate of uninsured among this higher-income
segment of the population is significantly better than
for the rest of the population — approximately 5%,
nationally.® This figure is generally consistent with
Rhode Island’s past findings on the income levels of
the uninsured, which found that 12.8% of the
uninsured had incomes above 400% of the poverty
level,* and suggests about 19,500 uninsured Rhode
Islanders have relatively high incomes.

Not all of these will be exempt from the mandate,
particularly at younger ages. But assuming
“Bronze” level premiums of $4,636 for a 55 year
old,* individuals between approximately $46,000
and $55,500 (400 and 483% of the poverty level)
will be exempt from the mandate because their
premiums would exceed 8% of income and be
considered “unaffordable.”

The exempt range for couples and individuals is
even greater by age and income. A couple aged 54
would be exempt if their combined income were
between $62,000 and $111,000, while a family of
four with 44-year old parents and incomes between
$92,200 and $105,600 would be exempt from the
mandate to purchase insurance.* #2

The effects of this exemption is likely to be
concentrated among the older uninsured because
they face higher premiums and are more likely to
earn higher incomes. Because of this broad
exemption, it is likely that very few of Rhode
Island’s estimated 19,500 high-income uninsured
will purchase insurance, and many more currently
insured may in fact drop coverage knowing they
can obtain it at a later date if faced with significant
health care expenses.

Undocumented Immigrants

There is little dispute over the fact that the ACA
does not meaningfully address the high number of
uninsured among the community of undocumented
immigrants. Various provisions of the law, as well
as current Medicaid law, specifically prohibit most
undocumented immigrants from obtaining any
health benefits, such as by enrolling in Medicaid,*
receiving tax credits through the exchange to lower
out-of-pocket premium costs, or even purchasing
unsubsidized insurance through the exchange.

While the exact number of undocumented
immigrants in Rhode Island is not known, most
estimates put the number at around 30,000.*
Nationally undocumented immigrants have been
estimated to have an uninsured rate of 57%,%
while the combined population of legal noncitizens
and undocumented immigrants have an estimated
rate of 45%.*° Noncitizens (both legal and
undocumented) are estimated nationally to
comprise approximately 22% of the uninsured.*’

All told, these estimates suggest that at least 17,000
Rhode Island residents, and possibly more, are
currently uninsured and will remain so after full
implementation of the ACA in 2016.

At Risk

Another group that must also be considered
includes those who are currently insured, but who
may actually lose their coverage as a result of
certain provisions embedded in the ACA.

Under ACA, employers with fewer than 50 full-
time employees are exempt from the requirement
to make health insurance available to their workers.
For businesses with 50 workers or more, there is a
$2,000-per-employee penalty for not providing
insurance to workers. For most Rhode Island
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businesses with 50 or more employees, the
requirement would not impose a new burden, as
these firms already provide insurance to full-time
and even some part-time workers.*

However, in the face of continued rising health care
costs and a relatively modest penalty (compared to
health insurance premiums) of $2,000 per employee
combined with generous subsidies through the
exchange for low- and middle-income workers, it is
likely that some employers will choose to stop
offering health insurance, pay the penalty, and
increase employee compensation directly to offset
the loss of health benefits. Some estimates predict
modest increases in employer-sponsored insurance
coverage,*® but most conclude that there will be a
net decrease in the number of Americans receiving
health insurance from their employer for these and
other reasons.>” >

One industry in which there may be pressure to
eliminate or reduce eligibility for employer
sponsored health insurance is the restaurant
industry, especially if premiums continue to rise as
expected even after full implementation of the
ACA. Several national restaurant chains or their
franchisees have announced in response to the
employer mandate that they are likely to limit
employees to part-time status in order to avoid the
penalty, and others will likely follow.>> The
restaurant industry has expressed considerable
concern about implementation of ACA on behalf of
both small and large employers in the industry.>®

Restaurants typically operate with a relatively
slender 4-6% profit margin,> and according to the
National Restaurant Association between 54% and
79% of restaurant workers are uninsured.®
Because of such slim margins, considerable
flexibility in being able to keep employees at part-
time status, and the fact that most restaurant
workers are relatively low-income and young, it is
highly likely that few restaurant owners will add
health benefits, and many that currently offer
insurance will consider dropping coverage.

The retail industry faces a similar situation to
restaurants. There are more than 87,000 Rhode
Islanders in the restaurant and retail industries,*®
many of whom are currently uninsured and
unlikely to gain employer coverage under ACA
and some of whom are currently insured and at risk

of losing their employer coverage. The average
estimate for three major studies of the number of
Americans likely to lose employer coverage is 3.3
million,>" while the most recent Congressional
Budget Office estimate pegs the number of persons
losing employer-provided coverage at 7 million.*®
Using this range, between 11,000 and 24,000
Rhode Islanders will likely lose the employer
coverage they currently have.>® Many are likely to
obtain coverage through the exchange, but others
are likely to “game” the system, delaying
purchasing insurance until they fall ill or are
injured, or as members of the “young invincibles”
decide to take any extra compensation they receive
upon the loss of employer-sponsored insurance and
spend it on things other than health insurance.

Conclusion

It is difficult to predict with any certainty how
many Rhode Islanders will remain uninsured after
full implementation of the Affordable Care Act in
2016. It should be pointed out that there is
substantial overlap among several of the groups
described above: Some “young invincibles” are
likely also undocumented aliens, and some of the
self-employed are also likely exempt from the
mandate to purchase insurance because their
incomes fall in the range at which unsubsidized
premiums exceed 8% of income.

An additional factor that prevents any firm estimate
of the number of uninsured is that it is impossible
to know how many Rhode Islanders will respond to
the considerable disincentives embedded in the
ACA to immediately purchase health insurance
until an illness or injury makes it economically
rational to obtain coverage, as well as provisions of
the law that substantially increase premiums for
younger policyholders.®

Even with these limitations, a broad range of those
likely to remain uninsured after full
implementation can be estimated. Based on the
information described in this report, and using
relatively conservative estimates, between 70,500
and 97,000 Rhode Island residents are likely to
remain uninsured after full implementation of ACA
in 2016,%" which would reduce the uninsured rate
to between 7.9 and 10.5%, from the current 13.4%.
The bulk of newly insured in Rhode Island are
likely to be new participants in the Rlte Care
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program, with relatively modest numbers of
previously uninsured gaining coverage through the
individual exchange.

Other Papers in This Series

The first paper in this series, published in June, was
“Will Rhode Islanders Purchase Insurance Under
ObamaCare?” That paper calculated the tax penalty
and likely premiums for various age and income
groups and concluded that many would have
financial incentive not to purchase health insurance.

The Rhode Island Center for Freedom & Prosperity
will continue to contribute to this important and
highly personal public discussion by publishing
one more related paper proposing free-market
public policy solutions, as well as private
strategies, that can be pursued to address this

shortcoming, without requiring any additional
taxpayer funding.

For more information, please contact our Center or
visit us at www.RIFreedom.org or email
info@rifreedom.org.
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coverage.” See following note.
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2013, available at: http://www.cbo.gov/sites/default/files/cbofiles/attachments/43907-BudgetOutlook.pdf
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