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The researchers found that
retirement rates for male
workers with ESI but not RHI
were substantively lower
than those for male workers
who did receive RHI from

their employers.
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Availability of Retiree Health Insurance Important Factor
as Near-elderly Consider Leaving Work Force

Inthe U.S. hedth care system, the qudlity
of anindividua’s hedlth insurance coverage
can have asignificant impact on that person’s
security, interms of both health and finances.
Thisisparticularly truelater in life, because as
ageincreases, 0 doesthe likelihood of serious
illness, often with a corresponding increasein
hedlth care costs. Unlikethe elderly age 65 or
older, who receive hedth benefits through
Medicare, many of those younger than 65
leave guaranteed hedlth insurance behind
when they leave the labor market because they
are no longer digiblefor the employer-spon-
sored insurance (ESI) they relied on while
working. The availability and comprehensive-
ness of hedlth insurance coverage istherefore
acriticd issuefor the near-elderly, especidly
those conddering early retirement, and has
gained the attention of the Clinton administra-
tion. Among the mgjor questions being asked
are What effects do policiesto address cover-
age gaps experienced by the near-dderly have
on the labor market? and How might such
policies affect retirement decisions by the
near-elderly population?

Researchersat the Urban Indtitute in Wash-
ington, D.C., recently completed astudy exam-
ining how the availability and cost of hedth
insurance affect older workers decisonsto
retire. Thefirgt phase of the project, led by
SheilaZedlewski, Ph.D., and Paméea L oprest,
Ph.D., described the work and heslth insurance
trangtions of older persons, while the second
phase of the project, led by Richard Johnson,
Ph.D., and Amy Davidoff, estimated how
changesin premium cogts dueto COBRA
availability or Medicare reforms affect ol der
workers decisionsto retire before age 65.
According to Johnson, “ The results of this study
have implications not only for Medicare reform,
but for retirement policiesaswel, especidly
those regarding Socid Security reform.”

During phase one of the study Zedlewski
and Loprest found adeclining trend in the pro-
vision of employer-provided retiree hedth
insurance (RHI) coverage— defined as cover-
age patialy or wholly paid for by one'sem-
ployer post-retirement, but prior to Medicare
digibility. Thefirgt phase of the project found
that one-quarter of older Americansleaving the
Iabor forcefor retirement experienced achange
intheir insurance coverage, and the percentage
who were uninsured increased from 7 to 13
percent. Fully one-third of those who became
uninsured when they retired had ESl when they
wereworking.

The researchers hypothesized that the pres-
ence or absence of RHI might play animpor-
tant rolein the retirement decison, given the
increased utilization of health resourcesthat
generdly occurswith age. At least two factors
converge to make the decision to retire one that
rests heavily on the availability of affordable
insurance coverage: 1) the perceived impor-
tance of hedth coverage for the near-elderly;
and 2) the unfamiliarity with and unaffordabil-
ity of the non-group market faced by workers
who were enrolled in employer-sponsored
plans, either through their own employer or a
spouse. Dependence on one'semployer for
coverage may make those considering retire-
ment befare they become digiblefor Medicare
unable to do so without paying a high pendty
in lost coverage benefits. Furthermore, even
those individuaswho are ableto receive RHI
bendfitsfind that they are required to share
more of the premium cost and often receive
fewer benefits than they did while employed.

Background

Using data from the Hedlth and Retirement
Study (alongitudinal survey fielded by the
Ingtitute for Socia Research at the University
of Michigan), the researchers constructed a
nationally representative sample of full-time
workers age 5510 61 in 1992, who were then
re-interviewed in 1994. About 88 percent of
the full-time workers in the sample were cov-
ered through ESl, either through their own
employment or their spouse’'s employment,
and about 60 percent of full-timeworkershad
RHI benefits. Approximately one-in-four (25
percent) full-time workerswho received ES
reported that they would not be provided with
RHI. Approximeately 5 percent of full-time
workersin the sample purchased insurance
through non-group policies, and about 7 per-
cent were uninsured.

To understand the effects of hedth insurance
on retirement, Johnson and Davidoff first used
multivariate models of retirement to measure
theimpact of premium costs associated with
retirement on labor force withdrawas. Con-
trolling for hedlth gtatus, pension wedlth, other
financid assets, and demographic characteris-
tics, researchersfound that workerswho faced
steep increasesin premiums upon retirement
were significantly lesslikely to retire early than
workerswho faced more modest increases.
For example, preiminary estimates suggested
that a 50 percent increase in insurance costs
would reduce retirement rates by roughly
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7 percent for men and 10 percent for women.
According to Johnson, “ The somewhat larger
effectsfor women are congstent with findings
from other studiesthat women’'swork behavior
tends to be more responsive to economic
incentives, such aswage and tax rates, than
doesmen's”

As noted above, theissue of how insurance
coverage affects retirement decisions goes
beyond the presence or abosence of coverage; it
aso hasagreat ded to do with the affordability
of pogt-retirement coverage, whether it be
through COBRA or through a non-group pol-
icy. Indiceting that even COBRA coverage
may not be idedl for near-dlderly retirees, the
researchers found that even for those who
recaived RHI coverage, the average cost of this
coverage compared to the cost while employed
increased subgtantidly. For example, the aver-
age cost of amaeretireg s share of hedth ben-
efits (expressed in 1994 dollars) increased by
approximately $100 per month after retirement
to atota out-of-pocket monthly cost of $160
per month. Not surprisingly, theincreasein
insurance premiums for those who had ESI but
not RHI was even higher. Compared to codts
immediatdly following retirement, when these
men could continue receiving coverage
through COBRA, the monthly out-of-pocket
insurance cogts rose by amost $200 to gpprox-
imately $250 amonth after 18 monthswhen
COBRA bendfitsexpired. Thefinite period of
COBRA digihility forced retireesto enter the
individud market, wheretheir average monthly
premium costs rose to gpproximately $300 for
relaively hedthy men and to more than $400
for men with hedlth problems. Based in part
on these significant codt increases, the
researchers found thet retirement ratesfor mae
workerswith ESl but not RHI were substan-
tively lower than those for mae workerswho
did receive RHI from their employers.

The Medicare Buy-In Policy Option

Many workerswho are forced to retire
before age 65 because of hedth problemslack
sufficient financia resourcesto purchase cover-
age, which raisesthe question of how to make
coverage bleto the near-dlderly before
they becomedigible for Medicare benefits.
The Clinton administration put forth a proposa
designed to address thisissue without increes-
ing thefinancia strain on Medicare by dlow-
ing retirees younger than 65 to buy into Medi-
care after COBRA bendfitsexpire. Whilethe
proposed $310 monthly premium (in 1999
dollars) seems high compared to the premium

cogdsof RHI or COBRA, itisgenerdly less
codtly than other optionsfor many retirees
who, in many cases, would pay higher-than-
average premiumsin theindividua market due
to poor hedth status.

In order to inform the debate on this contro-
versd Medicare reform proposd, the resear-
chers simulated theimpact of the Medicare
buy-in proposa outlined above on retirement
behavior. The resultsof the smulation models
indicate that theimpact of aMedicare buy-in
program on early retirement decisions depends
critically on the premium cost to participete. If
premiums were set high enough so that the
buy-in program was cost-neutral and did not
require subsidies from the rest of the Medicare
program, the effects on early retirement would
be quite smdl, increasing retirement ratesfor
full-timeworkerswith ESl but not RHI by no
morethan 6 percent. Retirement rateswould
increase more substantialy, however, if premi-
umsfor the buy-in program were meanstested.
Under apricing scheme where premiumswere
fully subsidized for workersin the bottom 20
percent of theincome digtribution, the reseer-
chers estimated that a buy-in program would
increase overdl retirement rates among those
age 55-61 with ESl but not RHI by 17 percent
for men and 18 percent for women.

Questions for Future Research

The Urban I ngtitute researchers note that
proposas such as the Medicare buy-in program
arewdl-intentioned, aiming to dow erosionin
hedlth insurance coverage for the near-elderly.
Johnson argues, however, that the commend-
ableintentions of the buy-in proposal must be
weighed against the consequences of promot-
ing early retirement, which he saysis undesir-
able because of mounting concerns over who
will support the growing numbers of retiressin
the future.

“Do we want to encourage people to work
longer?’ isthe question that Johnson says
must be considered when evauating changes
to both Medicare and Socid Security reforms.
Another question iswhether funds that would
be put toward paying for the Medicare Buy-In
program should be used to pay for prescription
drug benefits for Medicare bendficiaries. These
guestions and otherswill continueto be
addressed in this upcoming dection year.
Although the grant period has ended, the Urban
I ndtitute researchers are continuing to work on
the project and arerefining their estimates of
the effect of hedth insurance costs on early
retirement in preparetion for publicetion. m

For moreinformation, contact Richard Johnson, 202-261-5541, or Sheila Zedlewski,
202-261-5657, at the Urban | ndtitutein Washington, D.C.
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Under a pricing scheme

where premiums were fully

subsidized for workers in the
bottom 20 percent of the
income distribution, the
researchers estimated that
a buy-in program would
increase overall retirement
rates among those age
55-61 with ESI but not RHI

by 17 percent for men and

18 percent for women.
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