
Special Report

Small Businesses, Information, And The
Decision To Offer Health Insurance
What the California HealthCare Foundation has learned as it attempts to
increase coverage among small firms.

by Marian R. Mulkey and Jill M. Yegian

Over the past decade the problem of
the uninsured has worsened, and the

small-business sector has consistently ac-
counted for a disproportionate share of the
uninsured.1 Given the increasing severity of
the problem and California’s higher-than-
average number of both small firms and unin-
sured persons, the California HealthCare
Foundation (CHCF) in 1997 turned its atten-
tion to the following question: What can
foundations do to expand health insurance
coverage in the small-business market?2

In the 1980s the Robert Wood Johnson
Foundation (RWJF) created a series of dem-
onstration projects in partnership with state
efforts to reduce the cost of coverage for small
firms and their workers. Despite the emer-
gence of a variety of innovative approaches that
ranged from offering reduced benefit packages
and limited provider networks to creating a
statewide purchasing pool, the initiative had
limited success in expanding coverage.3

A decade later the link between small firms
and uninsured workers remains, and the role
of foundations in addressing this problem
merits renewed attention. This Special Re-
port tracks the CHCF’s progress and shares
insights into the possibilities and limitations
of focusing on small firms as a route to in-
creasing the number of Californians with
health insurance coverage.

In developing our strategy, we pursued
three approaches. First, we supported a proj-

ect that subsidizes premiums for small firms
and their workers.4 This approach directly
benefits workers by bringing health insurance
within their financial reach but cannot be sus-
tained or implemented broadly using philan-
thropic resources. Second, we investigated
the potential of purchasing alliances that ag-
gregate small firms’ buying power. This ap-
proach is promising, and we have invested in a
number of projects in this area. But our re-
search and that of others demonstrates that the
strengths of pooled purchasing lie primarily in
expanding choice of plans rather than in reduc-
ing premiums and thus expanding coverage.5

Given the limitations of these two ap-
proaches, we pursued a third: identifying and
addressing information gaps that may con-
tribute to low rates of offering insurance
among small businesses. This paper focuses
on our third approach. We hypothesized that
a basic requirement of a well-functioning
market—that participants be well informed
about their options—had not been met in the
small-business market. To assess the poten-
tial of using an information-based approach to
expand coverage, we aimed to answer two re-
lated questions: (1) What evidence is there
that small firms lack information about key
factors that might affect their health insur-
ance purchasing decision? How do businesses
offering and not offering coverage differ in
terms of their knowledge about health insur-
ance, and on what specific topics do knowl-
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edge levels differ? (2) If small businesses were
better informed about these topics, would they
be more inclined to offer health insurance?

Information Gaps Identified

In 1998 we commissioned a survey of deci-
sionmakers representing small California
firms offering and not offering coverage.6 The
survey was conducted by telephone using a
random sample of California firms having ten
to forty-nine employees.7 We explored several
areas, including understanding of market pro-
tections, awareness of tax-deductibility of
premiums, and knowledge of market prices.

We found that many small firms were not
aware of the strong market protections avail-
able to them.8 Despite the fact that guaranteed
issue and other reforms went into effect in
1993, only 24 percent of employers not offer-
ing coverage and 57 percent of those offering it
were aware in 1998 of regulatory protections
guaranteeing access to group health insur-
ance.9 The results of a separate survey, con-
ducted by University of California researchers
in 1997, were equally dramatic: 62 percent of
California firms with three to nine employees
said that “not qualifying for group coverage”
was an “important” or “very important” rea-
son that they did not offer coverage.10

In our 1998 survey fully 42 percent of those
not offering coverage (and 20 percent of those
offering coverage) did not know that health
insurance premiums paid on behalf of em-
ployees were tax-deductible.11 A recent na-
tional survey supported these findings; it re-
ported that many small businesses lack
knowledge about tax-deductibility and mar-
ketplace rights.12

We had hoped to find that many small em-
ployers believed that insuring their workers
was more costly than it actually was; since
cost is generally recognized as a central issue
for small firms, an information gap around the
issue of affordability would have been a pow-
erful finding. Instead, we found that small
firms not offering health insurance tended
either to estimate accurately or to underesti-
mate the cost of coverage. In our 1998 survey
30 percent of respondents believed that cover-

ing one employee for a year would cost less
than $1,000; 46 percent believed that the cost
would be from $1,000 to $1,999; 13 percent
thought that the cost would be from $2,000 to
$2,999, and 10 percent estimated the cost at
$3,000 or more annually. In 1998, small Cali-
fornia firms actually contributed an average of
$1,700 for employee-only coverage in a health
maintenance organization and $2,200 for pre-
ferred provider organization coverage.13

We concluded that small California firms
lack information about market protections
and tax-deductibility of premiums, two fac-
tors that might influence their health insur-
ance purchase decisions. Of course, these
findings do not establish a causal relationship
between lack of information and the decision
not to offer health insurance. Although it may
be that better-informed businesses are more
likely to offer coverage, some small firms may
be ill informed precisely because they have no
interest in offering coverage. Nevertheless, the
information gap suggested that better infor-
mation has the potential to persuade at least
some small firms to offer health insurance.

Developing An Intervention

We next set out to develop a large-scale, multi-
million-dollar media and grassroots campaign
to close the information gap. We envisioned
nothing less than saturating the small-
business community within a targeted geo-
graphic area and developing a rigorous evalu-
ation to test the effect of information on small
firms’ purchasing. However, before we had
traveled far down this path, we obtained ad-
vice that changed our direction.

Our first step was to convene a group of
health plan representatives, brokers, small-
business representatives, leaders of ethnic
communities, advocates for the uninsured,
and researchers to explore our hypothesis
that better-informed small businesses would
be more likely to offer insurance. There was
general agreement that an information-based
approach held promise. However, there was
also consensus that business owners would
be most responsive to messages emphasizing
the impact of health insurance on the financial
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health of their businesses (the “business case”
for offering health insurance).

We responded in 1999 by commissioning a
literature review on the link between offering
health insurance and a firm’s financial per-
formance.14 The review uncovered little evi-
dence of a link between health insurance and
improved business outcomes such as in-
creased productivity or reduced employee
turnover, absenteeism, or workers’ compensa-
tion costs. The review pointed out the com-
plexity of these issues and the fact that only
limited efforts have been made
to establish these links. But
the absence of evidence sup-
porting such links ruled out
potentially powerful messages
for our proposed campaign
such as, “Offering health insur-
ance is good for your business.”

Our second step was to
conduct exploratory conversa-
tions with organizations that
serve small businesses, includ-
ing the California Chamber of
Commerce, the Greater Los
Angeles Chamber of Com-
merce, and the California
chapter of the National Federation of Inde-
pendent Business. In our planned community
campaign, we hoped that these groups would
play an important role in publicizing the cov-
erage issue and educating their members. In
our discussions they expressed interest in
participating and were generally positive
about the anticipated response from their
constituents. Not surprisingly, however, com-
peting priorities limited their interest in tak-
ing a leadership role in an effort focused on
health insurance information dissemination
and outreach. Furthermore, some of these or-
ganizations felt that they were not the best
target for the proposed campaign, since their
members tend to be older, larger, more well-
established firms that may already offer health
insurance.

Finally, we commissioned focus groups
with persons responsible for making health
insurance purchasing decisions at California

businesses with two to fifty employees.15 The
qualitative nature of this August 2000 re-
search limits the degree to which we can draw
definitive conclusions. The findings indicated
that decisionmakers who do and do not offer
health insurance share similar beliefs about
its benefits (such as enhanced ability to at-
tract and retain workers and higher produc-
tivity) and drawbacks (such as financial cost
and administrative burden).

Focus-group findings also supported the
notion that many small businesses are not

well informed about health in-
surance and would be recep-
tive to an information source
that they perceive as unbiased.
Specifically, small firms’ deci-
sionmakers have l imited
knowledge about their rights
in the health insurance market
and about the range of options
(plans, products, and purchas-
ing channels) available. Also,
although businesses regularly
receive information about
health insurance from insur-
ance brokers and health plans,
they do not always trust these

sources. Finally, decisionmakers respond favor-
ably to messages that affirm their rights to cov-
erage regardless of employees’ health status.

These promising indications were bal-
anced by other findings. From the focus
groups, we learned that to be compelling to a
wide audience, messages about health insur-
ance must mention affordability, a message
that is increasingly difficult to deliver when
California purchasers are experiencing annual
double-digit premium increases. We also
learned that such factors as the cost of health
insurance and employee demand for coverage
are at least as important as information in the
offer decision.

Based on lack of success in developing a
business case for offering health insurance,
the modest level of interest expressed by busi-
ness organizations, and focus-group findings,
we reached two conclusions that redirected
and narrowed the scope of our efforts: (1) A

“Many small
businesses are not

well informed
about health
insurance and

would be receptive
to an unbiased
information

source.”
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broad-based media campaign attempting to
reach all noninsuring small businesses in a
community with messages related to market
protections, tax-deductibility, and available
health insurance options is likely to have lim-
ited impact that would fall short of justifying
its high cost. (2) For some businesses, such as
those actively considering offering or drop-
ping health insurance, an information-based
approach has the potential to make a positive
impact and is worth pursuing at a moderate
level of investment.

Next Steps

Building on these conclusions, and relying on
an additional focus-group finding that small
firms perceive the Internet as a desirable
channel for receiving information, the CHCF
is in the process of developing a Web-based
Small Business Health Insurance Resource
Center. As currently envisioned, the resource
center will offer authoritative information
about rights and regulations in the California
small-group market and information on tax-
deductibility. It will provide a resource list of
health plans, purchasing alliances, broker or-
ganizations, and online health insurance sites
that provide information about insurance op-
tions for small businesses. We anticipate that
such information may be important in sup-
porting both small firms that are considering
offering coverage for the first time and—espe-
cially if the economy continues to cool—those
facing a decision about whether to maintain
or drop coverage.

A primary dissemination route for the re-
source center will be partnerships with small-
business groups and governmental agencies.
For example, business organizations might
include a link to the resource center on their
Web sites and publicize the center in news-
letters and other printed materials. Local ef-
forts to increase health coverage, such as
those in San Diego, San Francisco, and Santa
Clara County, are also possible partners.16

We plan to design a tracking system to
monitor how small businesses use the re-
source center and whether its information in-
fluences the decision to purchase health in-

surance. Although our ability to quantify the
impact of information will be limited, we will
pursue ways to track what information is
used, how it is used, and by what types of
small businesses. We expect that implemen-
tation and evaluation of the resource center
will bring us closer to answering our original
question: If small businesses were better in-
formed, would they be more inclined to offer
health insurance? We hope to be able to re-
port back in the affirmative over the next few
years.
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from Mark D. Smith, David G. Pockell, and two
anonymous reviewers.
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