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The objective of this study was to examine the characteristics of small businesses across 
Tennessee, small business employers’ opinions about the impact of offering health 
insurance coverage to their employees, and differences between small businesses that 
currently do or do not offer health insurance to their employees. A Dun & Bradstreet 
database was used to identify a stratified random sample of 3,000 small businesses across 
the state of Tennessee with 50 or fewer employees, including those who are self-employed. 
A multiple choice survey was mailed and information about an online web survey was 
disseminated. Primary data were collected from a representative sample of 245 small 
businesses in Tennessee.1

 
 

Approximately half (55%) of the small businesses surveyed in Tennessee offered health 
insurance coverage. Employees were most at risk of not being offered health insurance 
coverage in the following business categories: Restaurant/food industry; real estate; 
creative/technical services; hair/beauty; and education.  This study found that there are 
several business characteristics that have an impact on the provision of health insurance 
coverage in small businesses.2

 

 After controlling for other characteristics, the factors that 
continued to have independent and statistically significant relationships to businesses not 
offering health insurance coverage were: 

• A lower number of total employees; 
• A young workforce; 
• A greater proportion of part-time employees; and 
• Gross revenues of less than $1 million. 

 
The cost of health insurance coverage was a key factor in the dissatisfaction of offering 
firms and the provision of health insurance coverage among non-offering firms. Three-
quarters (76%) of non-offering firms reported that they did not offer insurance because it 
was too expensive. There were significant differences between offering and non-offering 
firms in regard to their opinions about the impact of not offering health insurance coverage. 
Small business employers who were currently offering health insurance coverage were 
significantly more likely to agree with the negative impact of not offering health insurance 
coverage. 
 
The findings of this report align with the findings of recent studies3

 

 on small businesses and 
health insurance provision conducted throughout the nation, which strongly supported 
prioritizing affordability. Significantly, however, Tennessee small businesses employers 
reported paying a greater percentage of payroll for health insurance coverage than 
employers in other states. Thus, the Tennessee small business employers who are 
sustaining the provision of health insurance coverage to their employees are enduring even 
greater economic hardship.  

As cited in the previous report on this study,4

                                                        
1 See Appendix 1 for the survey and Appendix 2 for sample information. 

 a majority of small business employers across 
Tennessee are advocating for immediate health care reform in which all Americans would 

2 See the Background section, below, for information on previous research in this area. 
3 See the Background and Conclusions sections of this report for information on previous research. 
4 See http://www.peabody.vanderbilt.edu/Documents/pdf/ccs/Sm_Bus_report_final.pdf, which reports 
other findings from this study. 

EXECUTIVE SUMMARY 
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have access to affordable and quality health insurance coverage. The conclusions of this 
subsequent report support the following recommendations:5

 
 

• Address the most vulnerable small businesses in health care reform legislation.  
• Extend the provision of health insurance coverage to employees working in 

industries that are at greatest risk of not offering health insurance coverage and 
eliminate redlining, or exclusion based on pre-existing conditions.  

• Implement health care reform legislation that is founded on affordable options.  
• Conduct more research on the impact of offering health insurance coverage 

among small businesses.  
• Provide detailed information to the American public and small business 

employers about prospective health care reform legislation.  
 
  

                                                        
5 See the Recommendations section of this report for more details. 
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A staggering number of Americans are living without health insurance coverage. According 
to the Census Bureau’s Annual Social and Economic Supplement to the 2008 Current 
Population Survey, 45.7 million, or 15.3% of Americans, were uninsured in 2007.6 The 
uninsured are more likely to be in poor health than the privately insured and experience 
greater barriers to receiving necessary medical care.7

 

 As the country prepares for the 2010 
decennial census, many anticipate an even more disconcerting statistic.   

At present, 59.3% of Americans receive health insurance coverage from their employer6 
and as the current economic recession intensifies, even working Americans are increasingly 
confronted with limited access to employment-based health insurance as employers reduce 
or drop health insurance benefits and the unemployment rate8 continues to rise. Small 
business employees are especially at risk. According to the findings of the Commonwealth 
Fund Biennial Health Insurance Survey conducted between 2001 and 2007, small 
businesses with fewer than 100 employees account for 31% of the private workforce9 yet 
represent 59% of the uninsured workforce.10

 

 Thus, it is important to understand 
characteristics of small businesses that offer and do not offer health insurance coverage 
(hereafter referred to as “offering” and “non-offering” firms).  

This study contributes to answering this question by surveying small business employers 
across Tennessee about their health insurance offerings, firm demographics, and opinions 
regarding the impact of offering health insurance coverage. 
 
 
 
Note: A previous report by the same authors focused on Tennessee small business 
employers’ opinions about health care reform. The report is available online at 
http://www.peabody.vanderbilt.edu/Center_for_Community_Studies/CCS_Research_Project_Reports.xml 
 
  

                                                        
6 U.S. Census Bureau. (2008). Income, poverty and health insurance coverage in the United States: 2007. Retrieved 
June 10 from http://www.census.gov/prod/2008pubs/p60-235.pdf 
7 The Kaiser Commission on Medicaid and the Uninsured. (2008). The uninsured: A primer, key facts about 
Americans without health insurance. The Henry J. Kaiser Family Foundation Brief No. 7451-04. Retrieved June 10, 
2009 from http://www.kff.org/uninsured/upload/7451-04.pdf 
8 U.S. Bureau of Labor Statistics (2009). Labor force statistics from the Current Population Survey. Retrieved from 
http://data.bls.gov/PDQ/servlet/SurveyOutputServlet?data_tool=latest_numbers&series_ 
id=LNS14000000 
9 U.S. Bureau of Labor Statistics (2008). Employment and earnings online: January 2008. Retrieved from 
http://www.bls.gov/opub/ee/home.htm 
10 Collins, S. R., Kriss, J. L., Doty, M. M., & Rustgi, S. D. (2008). Losing Ground: How the loss of adequate health 
insurance is burdening working families: Findings from the Commonwealth Fund Biennial Health Insurance Surveys, 
2001–2007. The Commonwealth Fund Brief No. 1163. Retrieved June 10, 2009 from 
http://www.commonwealthfund.org/Content/Publications/Fund-Reports/2008/Aug/Losing-Ground--How-the-Loss-of-
Adequate-Health-Insurance-Is-Burdening-Working-Families--8212-Finding.aspx 

INTRODUCTION 
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A review and analysis of previous research11

 

 that describes the characteristics of offering 
and non-offering firms found six business characteristics that were repeatedly presented as 
having an impact on the provision of health insurance coverage in small businesses: 

• Number of employees; 
• Average worker income; 
• Unionization of employees; 
• Age of business; 
• Presence of pre-existing or high-risk characteristics of employees (seasonal or older 

workers, hazardous work, chronic illness or disability); and 
• Business location (rurality). 

 
Rurality and presence of pre-existing conditions or high risk characteristics of employees 
were associated with less likelihood of offering health insurance.  For the first four 
characteristics, the higher the level of that firm characteristic, the more likely the small 
business was to offer health insurance coverage to its employees. These characteristics 
were included in this survey to examine their association with offering health care coverage 
among Tennessee small businesses.   
 
The Small Business and Self-Employed Health Care Coverage Survey used in this report 
included questions that addressed each of the six firm characteristics (number of 
employees, average worker income, unionization, presence of pre-existing or high risk 
conditions, age of business, and locale), in an effort to capture the relationship between the 
characteristics and small business employers’ provision of health insurance in Tennessee.  
 
Given the inconsistent findings in previous research11 regarding small business employers’ 
opinions about the effect of providing health insurance to their employees, a survey 
question was developed to determine Tennessee small business employers’ opinions on 
the matter. 
 
The report’s findings are presented in the following order:  
 

• Firm characteristics of the respondent sample, and differences between those 
offering and not offering health insurance; 

• The experience of offering firms;  
• The experience of non-offering firms; and 
• Opinions from both offering and non-offering firms about the impact of offering health 

insurance coverage to employees. 
  

                                                        
11 See Appendix 3. 

BACKGROUND 
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A multiple choice survey was developed in February 2009, entitled “Small Business and Self-
Employed Health Care Coverage Survey,”12

 

 mailed in late March 2009, and allowed 2 months for 
return before analyzing the data.  A survey was chosen as the instrument for this study because it is 
the best method to gather quantitative data for a large sample.   

The survey was developed to capture small business characteristics (e.g., type of business, number 
of employees), whether or not they offered health insurance to employees, opinions on current issues 
being discussed in health care reform, and opinions on the impact of offering health insurance 
coverage.   
 
The survey was field tested with small business employers to assess the efficacy of the survey.  The 
voluntary survey was anonymous and no link could be made to the small business employer’s name, 
business name or business address.  The survey was designed to take approximately 10 minutes or 
less to complete.   
 
The Small Business and Self-Employed Health Care Coverage Survey was mailed to 3,000 small 
businesses in Tennessee, randomly selected from the Dun and Bradstreet “Million Dollar Database,” 
which indicated businesses with 50 or fewer employees, including those who are self-employed.13

 

  
Small business employers were asked to complete the survey and return via mail or complete the 
survey online.  A week after the initial mailing, a reminder postcard was sent.    

A total of 245 surveys were returned within 60 days of mailing, for a response rate of 8.6%.14

 

 
Eighteen small businesses used the web survey (7%) and the rest returned the survey via mail.  
Employer-related characteristics of the overall recruitment sample and the resulting respondents are 
shown in Appendix 2 and reveal few differences.  Therefore, the respondents are considered 
representative of the overall group of small businesses with less than 50 employees across the State 
of Tennessee. 

The small business respondents were from all three regions of the state, with slightly more than half 
from urban areas.  Nearly half of the respondent sample employers worked in the retail/wholesale, 
restaurant/food industry, construction and industrial/manufacturing lines of business. Employers with 1 
to 10 employees comprised 38.7% of the respondent sample, due to intentional oversampling of this 
group. 
  

                                                        
12 See Appendix 1 for a copy of the survey and Appendix 2 for details on the participants. 
13 Dun & Bradstreet.  D&B’s Million Dollar Databses.  Retrieved 5/1/2009 from www.dnbmdd.com/mddi/ 
14 An additional 150 surveys were returned because of bad addresses. 

METHODS 
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With slightly more than half (55%) of the small businesses surveyed in Tennessee15

 

 
reporting that they currently offer health insurance coverage to their employees, it is 
important to assess whether small business employers in certain business categories were 
less likely to offer health insurance coverage. The figure/graph below shows the proportion 
of firms that did and did not offer health insurance coverage to their employees within each 
business category of the respondent sample.  

None of the small business employers surveyed in the hair/beauty or real estate business 
categories offered health insurance coverage. Small business employers in the 
restaurant/food industry, creative/technical services, education, and “other” categories were 
less likely to offer health insurance coverage to their employees.   
 

 
Note: (Number) indicates the number of survey respondents in each business category. 
 
 
 
 

                                                        
15 See Table A-2 in Appendix 2 for the numbers and percentage of each business category in the respondent sample. 

FINDINGS:  
Firm Characteristics and Their Relationship to Offering Versus Not 
Offering Health Insurance Coverage to Employees 
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The Tennessee small businesses that were more likely to offer health insurance coverage 
to their employees were in the following categories: 
 

• Retail/Wholesale; 
• Construction; 
• Online/Internet-based; 
• Healthcare; 
• Agriculture16

• Transportation, communication, utilities; and 
; 

• Industrial/manufacturing. 
 
The business locations were scattered across Tennessee and included each of the three 
regions and those in urban, suburban, and rural areas.  The proportion of small businesses 
that offered health insurance coverage to employees in different locales ranged from 54-
64%, which is not significantly different from the overall coverage rate of 55%. 
 
Business Location Percent in this 

Location that 
Offered 

Insurance* 
West Tennessee 54% 
Middle Tennessee 54% 
East Tennessee 64% 
Urban Area 61% 
Suburban Area 58% 
Rural Area 54% 
* No statistically significant differences. 
 
Among this next set of business characteristics, there were significant differences regarding 
the provision of health insurance coverage:  female-owned, younger workforce, hazardous 
work conditions, and employees with chronic conditions. 
 
Overall, almost one quarter (23%) of the small businesses surveyed were female-owned.  
Female-owned small businesses were approximately half as likely to offer health insurance 
coverage compared to businesses that were not female-owned (34% versus 62%).  
 
Over one third (38%) of the small businesses surveyed reported that they had a younger 
workforce (aged less than 30 years old). Small businesses with younger workforces were 
less likely to offer health insurance (45% versus 62%).   
 
Only 2% of the respondents reported that they had hazardous conditions in the workplace, 
but all offered health insurance to their employees (100% versus 55%).   
 

                                                        
16 Agriculture, landscaping, mining, forestry, fishing 
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One in ten of the firms (10%) reported that they employed workers with chronic conditions, 
illnesses, or disabilities. Small businesses that reported that their employees had chronic 
conditions, illnesses, or disabilities were significantly more likely to offer insurance (74% 
versus 53%).  
 
Finally, age of the business was a significant predictor of offering health insurance 
coverage.  Most of the businesses surveyed had been in business longer than 10 years, 
and they were significantly more likely to offer health insurance than those who had been in 
business less than 10 years (62% versus 36%). 
 
Business Characteristic Percentage of 

Total Sample 
with this 

Characteristic 
(# of 

Businesses) 

Percent of 
Firms with 

this 
Characteristic 
that Offered 
Insurance* 

Non-Profit Organization 9% (21) 53% 
Affiliated with Religious Organization 2% (4) 75% 
Female-Owned 23%(56)  34%* 
Minority-Owned 9% (21) 38% 
Immigrant-Owned 1% (3) 100% 
Has Older Workforce (55+ years old) 26% (62) 57% 
Has Younger Workforce (< 30 years 
old) 

38% (92) 45%* 

Has High Employee Turnover 15% (35) 51% 
Has Hazardous Work Conditions 2% (5) 100%* 
Has Seasonal Employees 7% (17) 41% 
Employees with Chronic Conditions 10% (23) 74%* 
Length of Time in Business   
   < 5 years 11% (26) 30%* 
   5-10 years 13% (32) 41%* 
   >10 years 76% (180) 62%* 
* Statistically significant difference between firms with and without this characteristic at p<.05. 
 
 
Small business firms across Tennessee were significantly less likely to offer health 
insurance coverage as their proportion of female employees increased.  Firms offering 
health insurance coverage had, on average, 37% female employees, while those not 
offering insurance had half (50%) of their workforce as female. 
 
Workforce Composition Average Per 

Business 
Average 

Proportion of 
Employees for 
Offering Firms* 

Average 
Proportion of 

Employees for 
Non-Offering Firms 

Female Employees  43% 37%* 50% 
Immigrant Employees  3% NA NA 
Unionized Employees  1% NA NA 
* Statistically significant difference between offering and non-offering firms at p<.05. NA indicates no 
significant difference. 
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The average number of full-time employees among the Tennessee small businesses 
surveyed was 19.  Those with more employees were significantly more likely to offer health 
insurance coverage to their employees.  
 
The proportion of part-time to total employees was also significantly associated with offering 
health insurance coverage.  Those with a higher proportion of part-time employees were 
less likely to offer health insurance coverage to employees. 
 
Average annual full-time employee salary was also affiliated with offering health insurance 
coverage.  Small businesses with higher full-time employee salaries were significantly more 
likely to offer health insurance coverage to their employees. 
 
Employee Information Average Per 

Business 
Average for 

Offering 
Firms* 

Average for 
Non-Offering 

Firms 
Number of Full-Time Employees  19 28.1* 8.4 
Proportion of Part-time to Total 
Employees 

21% 13.7%* 30.3% 

Average Employee Salary (full-time) $38,445 $43,609* $31,000 
Average Hourly Pay (full-time) $12.54 NA NA 
Average Hourly Pay (part-time) $9.64 NA NA 
* Statistically significant difference between offering and non-offering firms at p<.05. NA indicates no 
significant difference. 
 
 
Similarly, small business firms with higher gross revenues were more likely to offer health 
insurance coverage to their employees.  The table below shows the proportion of firms 
among each revenue range who offered health insurance coverage to their employees. It 
was not until gross revenues exceeded $1 million for last year that over half of the firms 
offered health insurance coverage. 
 

Gross Revenue Last Year Percentage of 
Total Sample 

Percentage 
Offering 

Coverage* 
< $50,000 8% 26% 
$50,000 - $99,000 5% 25% 
$100,000 - $249,000 11% 15% 
$250,000 - $499,000 13% 32% 
$500,000 - $999,000 12% 48% 
> $1 million 50% 79% 
 *Statistically significant difference depending on gross revenue for offering coverage at p<.05. 
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However, the characteristics of small business firms that were associated with offering 
health insurance coverage were also highly correlated in some cases.  For instance, 
female-owned businesses had higher percentages of female employees, a lower number of 
total employees, more young employees, and fewer employees with chronic illness. 
 
In order to examine the comprehensive picture of factors that influenced whether or not 
small businesses offered health insurance coverage, a logistic regression analysis was 
performed that included all of the above statistically significant predictors.17

 

  This strategy 
controls for the influence of all of the characteristics concurrently.  Using this strategy, the 
following findings emerged.   

Controlling for all other factors, the business characteristics associated with offering health 
insurance coverage to employees were: 
 

• A greater number of total employees; 
• Not having a young workforce; 
• Having a lower proportion of part-time employees; and 
• Having gross revenues that exceeded $1 million. 

                                                        
17 The analysis excluded full-time annual salary, since so many firms declined to give this information. 
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This section details significant findings regarding the business characteristics and employee 
information of the small businesses surveyed that were associated with a higher risk of not 
offering health insurance coverage to employees.  
 
Non-offering small business firms: 
 

• Were more likely to be female-owned;  
• Were more likely to have a younger workforce; 
• Reported a lower proportion of employees with chronic illness or disability; 
• Had a higher proportion of female employees; 
• Had a lower number of total employees, and a higher proportion of part-time 

employees; 
• Paid a lower annual salary for full-time employees; and 
• Had lower gross revenues last year; firms with a gross revenue of less than $1 

million were significantly less likely than those with greater than $1 million gross 
revenue to offer health insurance coverage to employees; 

 
When controlling for the relationships among all of the characteristics using a logistic 
regression analysis, however, the factors that continued to have independent and 
statistically significant relationship to not offering health insurance coverage were: 
 

• A lower number of total employees; 
• Having a young workforce; 
• Having a greater proportion of part-time employees; and 
• Having gross revenues of less than $1 million. 

 
Thus, these types of firms and employees were at the greatest risk of not having health 
insurance coverage through their small business employer. 
  

Summary of Findings Regarding Risk Factors Associated with Not 
Offering Health Insurance Coverage among Small Businesses 
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This section describes the experience reported by small businesses that offered health 
insurance coverage. The findings are presented in accordance with the following questions: 
 
Is the business owner covered by the company’s health insurance plan? 
 
Over three quarters (79%) of the business employers surveyed reported that the business 
owner was covered by the company’s health insurance plan. Of those employers who were 
not covered by their company’s plan, the primary reason was having other insurance 
coverage.  
 
Can both full-time and part-time employees access the company’s health insurance plan? 
 
Only one quarter (28%) of the small businesses that offered health insurance coverage 
reported that both full-time and part-time employees were able to access the company’s 
health insurance plan.  The majority of firms (72%) did not offer coverage to part-time 
employees. 
 
Are you able to offer more than one type of plan to your employees? 
 
Almost one quarter (22%) reported that they were able to offer more than one type of plan 
to their employees.  The majority (78%) of small businesses were only able to offer one 
health insurance plan to employees. 
 
Of those that offered more than one type of plan: 
 

• One quarter (27%) provided plans with varying deductibles; 
• Slightly less than one quarter (23%) provided varying types of preferred provider 

organizations (PPOs); 
• 14% provided miscellaneous plans; 
• 14% provided health and dental plans, 4.5% provided accidental and dental 

insurance, and 9% provided medical, dental and, vision; 
• 4.5% provided single and family coverage; and 
• 4.5% said that they could provide more than one type of plan but did not. 

FINDINGS:  
Experiences of Offering Firms 
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Approximately what percentage of total payroll do you pay toward the cost of employee 
coverage? 
 

• 16% of firms paid less than 5% of total payroll for the cost of employee coverage; 
• 38% of firms paid between 5 and 10% of total payroll for the cost of employee 

coverage;  
• 14% of firms paid between 11 and 15% of total payroll for the cost of employee 

coverage; and  
• 33% of firms paid over 15% of total payroll for the cost of employee coverage. 

 

 
 
Have any of your employees dropped health insurance because their share of the cost was 
too expensive? 
 
One third of the small business firms surveyed (32%) reported that their employees had 
dropped health insurance because the employees’ share of the cost was too expensive. 
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Comparing this year to last year, by what percentage did the company’s total health 
coverage costs increase? 
 

• 14% of firms reported that the cost of their company’s total health coverage costs 
had increased by less than 5% since last year;  

• One quarter (24%) reported that their total health coverage costs had increased 
between 5 and 10% since last year;  

• Another quarter (23%) reported that their total health coverage costs had increased 
between 11 and 15% since last year; and  

• And more than one quarter, an additional 29%, reported that their total health 
coverage costs had increased by more than 15%. 

 

 
• One in twelve (8%) of the small businesses reported that their health insurance 

coverage charges had stayed the same for the past two years. 
• A small proportion (<2%) reported that their health coverage costs actually had 

decreased since the previous year, but did not give the reason for the decline. 
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If your premiums increased, did you do any of the following? 
 

• One third (37%) switched to a health insurance plan with higher out-of-pocket costs; 
• One in five firms (18%) increased the employee contribution to premiums; 
• Almost half (45%) switched to a health insurance plan with a higher deductible; 
• A few (8%) switched to a health insurance plan that covers fewer services; 
• Other (14%) responses included switching to a plan with lower premiums, switching 

to a carrier with greater coverage, adding on a HSA with a high deductible, and 
increasing co-pays; and  

• None of the small business firms had dropped health insurance entirely because 
their premiums had increased. 

 
 
 
Are you satisfied with your current health plan(s)? 
 
Approximately half (48%) of the small businesses that offered health insurance coverage 
reported that they were satisfied with their current plan. Of those who were not satisfied, 
almost all (94%) explained that high costs were a component of their dissatisfaction. 
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This section outlines the experience reported by the small businesses that did not offer 
health insurance coverage (45%). The findings are presented in accordance with the 
following questions: 
 
Please tell us why your company does not provide health care coverage? 
 
Four of the top choices for why the businesses did not offer health insurance coverage were 
monetary-related:  
 

• They did not offer health care coverage because it was too expensive (76%);  
• Employees could not afford health insurance coverage (47%); 
• Revenue was too uncertain to commit to a plan (30%); and 
• The annual premium increases were too unpredictable (27%). 

 
Other top reasons endorsed by over one quarter of the small businesses for not offering 
health insurance coverage were:  
 

• The company was too small or did not have enough employees (42%); and 
• Employees already had health insurance through another source (30%). 

 
Additional reasons reported for not offering health insurance coverage included: they did not 
have the time to manage health benefits, it was too complicated to set up a plan and too 
difficult to understand the options. 

FINDINGS:  
Experiences of Non-Offering Firms 
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In the past two years, did your company offer a health plan but it was dropped? 
 
A few (6%) of the small businesses surveyed had offered a health plan in the past two years 
but then dropped it. Of these six businesses, two did so because it was too expensive, 
another because the company had sold all assets, another because half of the businesses’ 
employees were not using the plan or did not know how to use it, another because of a local 
church health center that was available for employees; the last did not specify why the 
health plan was dropped. 
 
Has your business been negatively impacted because you do not offer a health plan? 
 
One quarter (26%) of the small businesses surveyed that did not offer health insurance 
reported that not offering health insurance has negatively impacted their business in the 
following ways:  
 

• Cannot attract good employees. 
• Lost good employees. 
• Other reasons are shown in the figure below. 
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In the previous report on small business employers’ opinions regarding health care 
reform,18

 
 affordability was reported as a key issue: 

• Over three quarters (79%) of small business employers agreed that their 
business was struggling to afford the cost of health coverage;  

• Almost all of the respondents agreed that  
o All Americans must have access to affordable, quality health care 

coverage (81%);  
o Affordability of premiums, co-pays, and deductibles were very important 

aspects of health care coverage (90%); and 
• 71% reported concerns about the cost of a public plan  

 
Less than half of the small businesses (44%) agreed that businesses have a responsibility 
to offer health insurance coverage to their employees. There was a significant difference in 
the responses from small business employers on this issue with offering firms (53%) more 
likely to agree than non-offering firms (32%). 
 
All small businesses surveyed were asked to indicate whether or not they agreed with a 
series of statements about the impact of not offering health insurance coverage. 
 
The two areas in which more than half of all of the small business employers agreed that 
not offering health insurance coverage would impact their businesses were: 
 

• Employee recruitment; and 
• Employee retention. 

 
However, in these and all of the other statements, there were significant differences in 
levels of agreement between the small business employers that did and did not offer health 
insurance coverage. Those who were currently offering were significantly more likely to 
agree with the potential negative impact of not offering health insurance coverage.  These 
differences of opinion are shown in the figure below. 
 

                                                        
18 Lovecchio, M. L., Heflinger, C. A., Robinson, J., & Smith, L. (2009, September).  Tennessee’s small businesses 
and factors influencing health insurance coverage.  Nashville, TN:  Vanderbilt University. Available at 
http://www.peabody.vanderbilt.edu/Center_for_Community_Studies/CCS_Research_Project_Reports.xml 
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Half (55%) of the small businesses surveyed offered health insurance coverage. Employees 
were most at risk of not being offered health insurance coverage in the following business 
categories: 
 

• Restaurant/food industry; 
• Real estate; 
• Creative/technical services; 
• Hair/beauty; and  
• Education. 

 
In following with previous research,19

 

 this study found that there are several firm 
characteristics that have an impact on the provision of health insurance coverage in small 
businesses. After controlling for other characteristics, the factors that continued to have 
independent and statistically significant relationships to not offering health insurance 
coverage were: 

• A lower number of total employees; 
• Having a young workforce; 
• Having a greater proportion of part-time employees; and 
• Having gross revenues of less than $1 million 

 
The cost of health insurance coverage was a key factor in the satisfaction of offering firms 
and the provision of health insurance coverage among non-offering firms. One-third of 
offering firms paid over 15% of payroll for health insurance coverage and over half (52%) of 
the offering firms’ total health care costs had increased more than 10% in the last year. Only 
half (48%) of offering firms were satisfied with their current plan and of those who were not 
satisfied, almost all (94%) explained that high costs were a component of their 
dissatisfaction. Three quarters (76%) of non-offering firms reported that they did not offer 
insurance because it was too expensive. 
 
There were significant differences between offering and non-offering firms in regard to their 
opinions about the impact of not offering health insurance coverage. Small business 
employers who were currently offering health insurance coverage were significantly more 
likely to agree with the negative impacts of not offering health insurance coverage (see 
chart on page 20). This finding contributes to previous research in which there were 
inconsistent findings regarding small business employers’ opinions about the effect of 
offering health insurance coverage to their employees. 
 
The findings of this report align with the findings of recent studies20

                                                        
19 See the Background section, above. 

 on small businesses 
and health insurance provision conducted throughout the nation, which strongly supported 

20 Small Business for Affordable Healthcare. (2007). Report: California small business healthcare survey. Retrieved 
from http://www.allhealth.org/BriefingMaterials/CAsmallbusinesssurvey-882.pdf 
The Main Street Alliance. (2009). Taking the pulse of Main Street: Small businesses, health insurance, and priorities 
for reform. Retrieved from http://mainstreetalliance.org/wordpress/wp-content/uploads/2009_01_15_Taking 
_the_Pulse_of_Main_Street.pdf. 
U.S. Department of Heath and Human Services. (2009). Helping the bottom line: Health reform and small business. 
Retrieved from http://www.healthreform.gov/reports/helpbottomline/ 
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prioritizing affordability. Significantly, however, Tennessee small businesses employers 
reported paying a greater percentage of payroll for health insurance coverage than 
employers in other states. Almost half (47%) of small businesses that offered health 
insurance in Tennessee reported that they paid over 10% of payroll for health insurance 
coverage, whereas a survey of 12 states21 found that 40% of small businesses paid over 
10%, and a California survey22

 

 found that 40% of small businesses paid more than 8%. 
Thus, in some capacity, the findings suggest that Tennessee small business employers are 
enduring even greater economic hardship while sustaining the provision of health insurance 
coverage to their employees.  

  

                                                        
21 The Main Street Alliance. (2009). Taking the pulse of Main Street: Small businesses, health insurance, and 
priorities for reform. Retrieved from http://mainstreetalliance.org/wordpress/wp-content/uploads/2009_01_15_Taking 
_the_Pulse_of_Main_Street.pdf. 
22 Small Business for Affordable Healthcare. (2007). Report: California small business healthcare survey. Retrieved 
from http://www.allhealth.org/BriefingMaterials/CAsmallbusinesssurvey-882.pdf 
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As cited in the previous report on this study,23

 

 a majority of small business employers 
across Tennessee are advocating for immediate health care reform in which all Americans 
would have access to affordable and quality health insurance coverage. Additionally, a 
majority of respondents (70%) agreed that there should be more public oversight of private 
insurance companies and that (72%) everyone needs a choice between quality and 
affordable public and private plans. 

The conclusions of this report support the following recommendations: 
 

• Address the most vulnerable small businesses in health care reform 
legislation. In order to serve the needs of small businesses that are at greatest 
risk of not offering health insurance coverage to their employees, health care 
reform legislation must improve access to health insurance coverage for firms 
with a lower number of total employees, a younger workforce, a greater 
proportion of part-time employees, and gross revenues of less than $1 million. 

• Extend the provision of health insurance coverage to employees working in 
industries that are at greatest risk of not offering health insurance 
coverage and eliminate redlining, or exclusion based on pre-existing 
conditions. To eliminate the disparity in coverage across various industries (e.g. 
restaurant/food industry, hair/beauty, creative/technical services), health care 
reform must be intentional in its inclusion of all Americans. 

• Implement health care reform legislation that is founded on affordable 
options. These small business employers echoed the findings of other recent 
studies that prioritized affordability of premiums and coverage. 

• Conduct more research on the impact of offering health insurance 
coverage among small businesses. With such significant differences in opinion 
among small business employers regarding the impact of providing health 
insurance coverage to employees, it is imperative to initiate more research on 
this issue. 

• Provide detailed information to the American public and small business 
employers about prospective health care reform legislation. The American 
public requires the information necessary to adequately compare proposed 
public plans to plans available in the private insurance industry. Thus, information 
on the cost and quality of proposed public plans must be included and shared in 
an understandable way.  

 
 
 
 
 
 
 
 

                                                        
23 See http://www.peabody.vanderbilt.edu/Documents/pdf/ccs/Sm_Bus_report_final.pdf, which reports 
other findings from this study. 
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Small Business Recruitment and Respondent Samples 
 
The recruitment sample of 3,000 small businesses in Tennessee was selected from the Dun 
and Bradstreet “Million Dollar Database,” which indicated businesses with 50 or fewer 
employees, including those who are self-employed.24  This database contains information on 1.6 
million U.S. and Canadian public and private businesses.  First, only Tennessee businesses 
with 50 or fewer employees were selected.  Next, some of the 99 Standard Industrial 
Classification (SIC) codes25

 

 were excluded in the categories of Finance (e.g., Depository 
Institutions), Educational Services, and Social Services (e.g., Antipoverty boards), 
Membership Organizations, and Public Administration since the goal was to locate private, 
small businesses and to avoid those that may be affiliated with larger corporations (e.g., 
government, religious groups, large financial institutions).  Based on original budget 
projections allowing data collection from only 1,200 businesses, that number were extracted 
by stratifying for number of employees and location, being sure that cities and small towns 
were included from all regions of the state.  Small businesses with one to five employees 
were oversampled in anticipation that the economic recession may have forced more of the 
smallest businesses to go out of business.  In addition, the resulting group was screened by 
number of employees and amount of company revenue, to be sure that within each size of 
business, a range of total revenue amounts were included.  When new resources for data 
collection were obtained, an additional 1,800 businesses were selected in the same way. 

The baseline characteristics of the recruitment sample available through the Dun & 
Bradstreet database are: number of employees, city/locale, primary SIC, and a business-
specified “line of business.”  City/locale was used to assign a county name, and then 
county-level data such as urban vs. rural could be determined, as well as location in the 
western, middle, or eastern regions of the state (see Table A-1).  To classify the rurality, the 
Rural-Urban Commuting Area (RUCA) Codes (Version 2.0) were used26

 

.  The RUCAs 
combine the Bureau of Census Urbanized Area and Urban Cluster definitions with 
information on work commuting.  Since this study used county as the level of analysis, the 
county conversion was used. 

One quarter (25%) of the recruitment sample employers were located in the western region 
of Tennessee, 42% in middle Tennessee and 33% in east Tennessee.  Approximately 55% 
of the recruitment sample employers were located in an urban area, 10% in a suburban 
area and 35% in a rural area.   

                                                        
24 Dun & Bradstreet. (no date).  D&B’s Million Dollar Databases.  Retrieved 5/1/2009 from www.dnbmdd.com/mddi/ 
25 U.S. Department of Labor, Occupational Safety and Health Administration (no date). SIC Division Structure.  
Retrieved 5/1/2009 from http://www.osha.gov/pls/imis/sic_manual.html 
26  WWAMI Rural Health Research Center.  2006. Rural Urban Commuting Codes (Version 2.0). Seattle, WA: 
University of Washington. Available at http://depts.washington.edu/uwruca; Washington State Department of Health. 
2006. Guidelines for using rural-urban classification systems for public health assessment. Tumwater, WA: Author. 
Available at: http://www.doh.wa.gov/Data/guidelines/RuralUrban.htm#table4. 
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Table A-1: Location of the Recruitment and Respondent Samples 

 
Recruitment Sample 

(n=2,850) 
Respondent Sample 

(n=245) 
Region Total Percent Total Percent 
West 717 25.2% 55 22.4% 
Middle 1182 41.5% 80 32.7% 
East 951 33.4% 73 29.8% 
Information not provided 0 0.00% 37 15.1% 
       
Rural Index     
Dominant Urban 1563 54.8% 120 49.0% 
Mixed Urban 278 9.8% 19 7.8% 
Dominant Large Town 
Rural 362 12.7% 29 11.8% 
Dominant Small Town  309 10.8% 23 9.4% 
Mixed Rural  338 11.9% 17 6.9% 
Information not provided 0 0.0% 37 15.1% 

 

The map below (Figure A-1) displays the counties in which the respondents identified they 
were located.  Fifty-nine of Tennessee’s 95 counties were included, and more were likely 
represented since 37 respondents (155) declined to identify their location.  Twenty-two 
percent were located in the western region of Tennessee, 33% in middle Tennessee, 30% in 
east Tennessee and 15% did not report their region. Approximately 49% of the respondent 
sample employers were located in an urban area, 8% in a suburban area, 28% in a rural area 
and 15% did not report their location.  
 
Figure A-1: Tennessee Counties with Identified Respondents  
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The “line of business” information from the D&B database was recoded to fit with the 14 
categories of business types used by the survey designers.  Nearly half of the recruitment 
sample employers worked in the retail/wholesale, restaurant/food industry, construction and 
industrial/manufacturing lines of business (see Table A-2 for the complete breakdown of 
lines of business).   Employers with one to 10 employees comprised almost half (44.5%) of 
the recruitment sample. 
 
Five percent of the surveys (n=150) were returned because of bad addresses and this 
reduced our recruitment sample to 2,850.  There was no significant difference among the 
rate of bad addresses in each region, however businesses in rural areas had lower rates of 
bad addresses.  Businesses with only one or very few employees had a higher percentage 
of bad addresses.  Businesses working in creative or technical services had the highest 
percentage of bad addresses, but this is a result of having very few businesses in this 
category.  The lowest percentage of bad addresses was in the education and agriculture, 
fishing, mining, landscaping and forestry categories.   
 
A total of 245 surveys were returned within 60 days of mailing, for a response rate of 8.6%. 
Eighteen small businesses used the web survey (7%) and the rest returned the survey via 
mail.  Employer related characteristics of the overall recruitment sample and the resulting 
respondents are shown in Tables A-1 and A-2 and reveal few differences.  Thus, the 
respondents are considered representative of the overall group of small businesses with 
less than 50 employees across the State of Tennessee. 
 
More than half of the respondent sample employers worked in the retail/wholesale, 
restaurant/food industry, construction and industrial/manufacturing lines of business. 
Employers with one to 10 employees comprised 38.7% of the respondent sample.  
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Table A-2: Business Category and Employee Count of the Recruitment and Respondent 
Sample 
 

  
Recruitment Sample 

(n=2,850) 
Respondent Sample 

(n=245) 
Business Category Total Percent Total Percent 
Retail/Wholesale 464 16.3% 47 19.2% 
Online/Internet-based 0 0.0% 1 0.4% 
Health Care 151 5.3% 13 5.3% 
Financial, legal or other consulting services 226 7.9% 8 3.3% 
Agriculture, landscaping, forestry, fishing or 
mining 70 2.5% 4 1.6% 
Transportation, communication, utilities 192 6.7% 12 4.9% 
Restaurant/Food Industry 335 11.8% 18 7.3% 
Industrial/Manufacturing 251 8.8% 32 13.1% 
Real Estate 91 3.2% 4 1.6% 
Creative or Technical Services 23 0.8% 12 4.9% 
Construction 295 10.4% 31 12.7% 
Computers 36 1.3% 4 1.6% 
Education 99 3.5% 5 2.0% 
Other 617 21.6% 45 18.4% 
Hair/Beauty 0 0.0% 5 2.0% 
Information not provided 0 0.0% 4 1.6% 
     
Employee Count Total Percent Total Percent 

1 employee 209 7.3% 6 2.4% 
2 – 10 employees 1060 37.2% 89 36.3% 
11 – 20 employees 656 23.0% 58 23.7% 
21 – 30 employees 363 12.7% 39 15.9% 
31 – 40 employees 345 12.1% 13 5.3% 
41 – 50 employees 217 7.6% 17 6.9% 
51+ employees 0 0.0% 19 7.8% 
Information not provided 0 0.0% 4 1.6% 

Note: For the respondent sample, we totaled the number of full-time and part-time employees reported. 
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The following discussion is an analysis of past research that describes the characteristics of 
offering and non-offering firms based on data gathered largely from small business 
employers. Approximately one hundred articles were produced by the search criteria 
entered into PubMed (NCBI), PsychINFO, and ProQuest databases. After eliminating 
articles that examined cooperative/pooling/purchasing alliances, fraud, subsidized health 
care proposals or effects of small group market reform, 17 articles remained. All of the 
articles reviewed utilized quantitative methodology and all but two were based on data from 
employer surveys.  
  
The quantitative surveys of employers identified several characteristics that distinguished 
firms that did and did not offer insurance to their employees. The literature will be presented 
according to firm characteristics to emphasize the continuity of the findings.  
 
Firm Size 
 
Morrisey, Jensen, and Morlock27 were among the first researchers to relate the presence of 
employment-based health insurance to the characteristics of both offering and non-offering 
small firms.28 In a stratified random sample of 1,721 small businesses with fewer than 50 
workers, they found a strong correlation between larger firm size and the offering of health 
insurance. Forty-four percent of firms with 10 or fewer employees offered health insurance 
in contrast to 85% of small businesses with 25 to 49 workers.27 This correlation is consistent 
throughout the literature and found in a national survey of 300 firms with 500 or fewer 
employees,29 a national survey of 590 firms of all sizes,30 a national survey of 1000 firms 
with two to 50 employees,31 a survey of 2,830 firms with two to 50 employees in San Diego 
County,32 and the studies conducted by Cantor, Long, and Marquis28 and Bundorf33

                                                        
27 Morrisey, M. A., Jensen, G. A., & Morlock, R. J. (1994). Small employers and the health insurance market. Health 
Affairs, 13(5), 149-161.  

 that 
drew from the 1993 Robert Wood Johnson Foundation (RWJF) Employer Health Insurance 
Survey (hereafter referred to as 1993 RWJF), a survey of 22,347 private employers of all 
sizes in ten states throughout the nation drawn from a random sample stratified by size. 

28 Cantor, J. C., Long, S. H., & Marquis, M. S. (1995). Private employment-based health insurance  
in ten states. Health Affairs, 14(2), 199-211.  
29 Kathawala, Y., & Elmuti, D. (1994). An empirical investigation of health care coverage and costs in U.S. small 
businesses. Journal of Small Business Management, 32(4), 61-72.  
30 Lichtenstein, J. H. (1998). Factors affecting pension and health benefits availability. Benefits Quarterly, 14(1), 55-
61. 
31 Fronstin, P., & Helman, R. (2003). Small employers and health benefits: Findings from the 2002 Small Employer 
Health Benefits Survey. EBRI Brief No. 253. Retrieved June 10 from http://www.ebri.org/ 
publications/ib/index.cfm?fa=ibDisp&content_id=171 
32 Kronick, R., & Olsen, L. C. (2005). A needle in a haystack? Uninsured workers in small businesses that do not offer 
coverage. Health Services Research, 41(1), 40-57. doi:10.1111/j.1475-6773.2005.00467.x 
33 Bundorf, M. K. (2002). Employee demand for health insurance and employer health plan choices. Journal of Health 
Economics, 21, 65-88.  
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Rurality 
 
Morrisey et al.27 found that rural small businesses with fewer than 50 employees account for 
one-third of the workforce in firms of the same size and were less likely to offer health 
insurance than urban firms of the same size. No other study examined rural versus urban 
location. 
 
Average Worker Income 
 
In their analysis of 1993 RWJF data, Cantor et al.28 found that offering firms were 
characterized by higher average payroll per worker than non-offering firms. The positive 
relationship between worker income and health insurance provision was confirmed by a 
national survey of 590 firms of all sizes30 and Marquis and Long34 and Bundorf33 in their 
analysis of 1993 RWJF data. Fronstin and Helman31 found that nearly half of non-offering 
firms pay at least 40% of their employees less than $15,000 per year in annual wages as 
compared to 13% of offering firms. In their analysis of employer-based health insurance, 
Shen and Long35

 

 drew from the 1999 and 2002 National Survey of America’s Families, 
which utilized a nationally representative sample of families, and found that in 2002, middle-
income workers (those with family income between 200 and 400% of the federal poverty 
level) “were much less likely than similar workers in 1999 to have an employer sponsored 
health insurance (ESI) offer (down 2.5 percentage points) and, when they had an offer, to 
take-up ESI coverage (down 2.6 percentage points)” (p. 2086). The concern is that middle-
income workers experienced the same percentage of dropped ESI coverage as low-income 
workers from 1999 to 2002, however, they were unable to access the public coverage that 
offset the decline of ESI coverage for low-income workers.35 

Unionization 

Literature on the relationship between unionization and health insurance coverage is 
inconsistent.  According to a sample of 11,613 firms with fewer than 100 employees from 
the 1997 RWJF national survey36 and 1993 RWJF data analyzed by Cantor et al.28 and 
Moran, Chernew, and Hirth,37

                                                        
34 Marquis, M. S., & Long, S. H. (2001). To offer or not to offer: The role of price in employers’ health insurance 
decisions. Health Services Research, 36(5), 935-958.  

 small firms offering health insurance were more likely to be 
unionized than non-offering small firms. Lichtenstein,30 however, found that unionization of 
employees did not predict health insurance provision.   

35 Shen, Y., & Long, S. K. (2006). What's driving the downward trend in employer-sponsored health insurance? 
Health Services Research, 41(6), 2074-2096.  
36 Hadley, J., & Reschovsky, J. D. (2002). Small firms’ demand for health insurance: The decision to offer health 
insurance. Inquiry- Excellus Health Plan, 39(2), 118-138.  
37 Moran, J. R., Chernew, M. E., & Hirth, R. A. (2001). Preference diversity and the breadth of employee health 
insurance options. Health Services Research, 36(5), 911-933.  
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Firm Age    
 
In a national survey of 590 firms of all sizes, Lichtenstein30 found that firm age was the 
strongest characteristic affecting provision of health insurance in that older firms have 
higher rates of health insurance provision. Drawing from national survey data of 1000 firms 
with two to 50 employees, Fronstin and Helman31 (p. 11) offered more detail: “Companies 
without plans are more likely than those with plans to have been in business for less than 
five years (13% vs. 19%), and less likely to have been in business for 30 years or longer 
(20% vs. 12%).”   
 
Presence of Pre-existing Conditions 

This firm characteristic comprises a cluster of conditions including health, risk and industry 
category. Zellers, McLaughlin, and Frick38

  

 surveyed 45 insurance companies and 37 agents 
and discussed the prevalence of exclusionary health insurance practices that affect small 
firms with “high risk” status (e.g. characterized by seasonal employment, an older 
workforce, or high employee turnover), employees in poor health, and those operating in 
“hazardous” industries (e.g. bars and taverns, mining, restaurants). Morrisey et al.27 found 
that 39% of non-offering firms reported their failure to qualify for health insurance as a 
significant factor determining their lack of coverage. 

Lastly, in an effort to better understand small business employer opinions about health 
insurance, literature on this topic will be reviewed briefly. In 2000, Mulkey and Yegian39

  

 held 
focus groups with the health insurance decision makers at firms with two to 50 employees 
and found that decision makers at both offering and non-offering firms agreed on the 
advantages (e.g. employee recruitment and retention, higher productivity) and 
disadvantages (e.g. greater cost and more administrative-intensive tasks) of health 
insurance. Fronstin and Helman31 surveyed 1000 employers at firms with two to 50 
employees and arrived at a different conclusion than Mulkey and Yegian. They found that 
employers at offering firms equated health insurance with having a major or minor impact 
on worker health, absenteeism, business success, worker productivity and loyalty, while 
ensuring better employee recruitment and retention, whereas, most employers at non-
offering firms did not believe that health insurance had any impact on these factors.31  

                                                        
38 Zellers, W. K., McLaughlin, C. G., & Frick, K. D. (1992). Small business health insurance: Only the healthy need 
apply. Health Affairs, 11(1), 174-180.  
39 Mulkey, M. R., and Yegian, J. M. (2001). Small businesses, information, and the decision to  
offer health insurance. Health Affairs, 20(5), 278-282.  
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The following statements were extracted from the additional comments section completed 
by respondents of the Small Business and Self-Employed Health Care Coverage Survey. 
The survey was anonymous and thus, only the region and locale (rural vs. urban) of the 
selected respondent will be reported: 
 

• “Small business cannot stay in business.” 
 -Small business owner, location not given 
 

• “Worker comp expense prevents us from providing health care insurance.” 
 -Small business owner, urban area in middle Tennessee 
 

• “My guys are fixing to lose their coverage because of high cost.” 
 -Small business owner, urban area in east Tennessee 
 

• “As a self-employed person, premiums are higher because we have no ‘group’ rate. We 
end up paying more premiums, but because we must do our own work, we miss less 
time because of sickness or illness.” 

 -Small business owner, rural area in middle Tennessee 
 

• “Being self-employed is really a different deal. I have to buy insurance, that keeps going 
up, from a private company.” 

 -Small business owner, urban area in middle Tennessee 
 

• “Help!!” 
 -Small business owner, urban area in west Tennessee 
 

• “Our limited plan is for management only.” 
 -Small business owner, location not given 
 

• “That’s why we don’t have insurance now. The majority dropped it.” 
 -Small business owner, rural area in middle Tennessee 
 

• “I believe a person out of their wage, should be able to pay for own affordable 
insurance.” 

 -Small business owner, rural area in west Tennessee 
 

• Had to switch to catastrophic insurance due to cost!”  
 -Small business owner, suburban area in east Tennessee 
 

• “Small group [health insurance] not available with pre-existing conditions.” 
 -Small business owner, urban area in east Tennessee 
 

• “We do not and cannot afford health care coverage.” 
 -Small business owner, suburban area in east Tennessee 

APPENDIX 4: 
Comments from Anonymous Survey Respondents 
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