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Comparing benefit costs
for full- and part-time workers

Health insurance appears to be the only
benefit representing a true “quasi-fixed cost”
to employers, meaning that the cost per hour
worked is greater for part-time employees
than it is for full-time employees

roughly 50 percent faster than employedefined contribution pension plans and certain
ages over the 1980-96 period, accordypes of paid leave—costs are a direct function
ing to the Bureau of Labor Statistics Employmenif cash earnings and thus are proportional to the
Cost Indexkci). By March 1996, nonwage com-number of hours worked. And while this gener-
pensation represented 28 percent of total comHy is not the case for benefits such as health in-
pensation for U.S. private workers. Given thessurance, employers can at least use employee
figures, it is not surprising that there is great incontributions to vary the costs of such benefits
terest among economists and other analysts in tweemployee hours.
role that benefits play in labor markets. By comparing the costs to employers of pro-
Simple labor market theory suggests that emiding various benefits to full- and part-time
ployers mainly are concerned about the level @forkers, this article directly tests the hypothesis
total worker compensation (wages, salaries, aildat benefits represent quasi-fixed costs. It also
benefits), and that, apart from tax considerationsxamines the extent to which these costs vary
they consider the division between cash wagasross different types of benefits. The results sug-
and other compensation of little economic corgest that, because it is the only benefit for which
sequence. However, this simple approach ignorém average per-hour cost is greater for part-time
potentially important differences between wageasorkers than for full-time workers, health insur-
and benefits. It is commonly asserted that beance is the only benefit representing a true quasi-
efits represent quasi-fixed costs, meaning thfiked cost to employers.
they vary with the number of workers rather than
with th_e r_1umber of hours workédTo the extent The data
that this is true, the structure of employee com-
pensation packages may influence employers’ d€his article analyzes data from two establishment
mand for full- and part-time workers, as well asurveys conducted by the Bureau of Labor Sta-
their decisions on the use of overtime. tistics—the Employee Benefits Survepé) and
The assumption that benefits represent quatiite Employment Cost Indeg¢l) survey. These
fixed costs is common in studies of the effect afata provide rich detail on the costs and provi-
benefits on decisions of employers and emplogions of various benefit plans offered by employ-
ees? The basis for this assumption, however, isrs. Also, the data usually are collected for mul-

Er:ployers' costs for total benefits grewsomewhat tenuous. For many benefits—such as
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tiple jobs from each establishment surveyed. Thus, althougtmong part-time jobs with a health insurance plan, the me-
benefit plans in part-time jobs are relatively rare, where thegiian for scheduled annual hours is 1,342.
do exist, they nearly always can be compared with a benefit
plan offered to full-time workers from the same establishment;ompming benefit costs

TheEcisurvey, conducted quarterly Bys, collects data
on total compensation per hour for a sample of jobs. ThBased on microdata from tlgel, table 1 presents summary
microdata from thecireport the average cost per hour amonggtatistics on benefit plan coverage and costs for full- and part-
workers who hold the sampled job. Tes, on the other hand, time jobs. The top portion of the table shows the proportion
is an annual study of the incidence and detailed characterist jobs that have a positive cost for the benefit. For all ben-
tics of employer-provided benefit plans; #esalso provides  efits except those that are legally required, full-time jobs are
information on employee participation in such plans.Gg®  substantially more likely to be covered by benefit plans than
covers medium- and large-size establishments in odd-nurare part-time jobs. In addition, the difference in coverage rates
bered years, and small establishments in even-numberbdtween full- and part-time jobs varies considerably, ranging
years? from about 19 percentage points for savings plans to 63 per-

Theecidata used here are from March 1994. Foe#s®&  centage points for health insurance benefits.
data from the 1993 and 1994 surveys were combined in order The lower portion of the table shows statistics for the cost
to obtain a representative sample of small-, medium-, anaf benefit plans among jobs that offer such plans, excluding
large-size establishments. Both #@ andesssamples are jobs for which the costs of benefits are imputed. A compari-
restricted to private establishments. Also, for both surveyson of average costs for full- and part-time jobs provides in-
the data usually are collected for four, six, or eight jobs foformation on the degree to which the different benefits are
each establishment in the sample. effectively prorated by employee hours. For benefits that rep-

Following the practice of theciandeBs, jobs are defined resent quasi-fixed costs, the hourly cost will be higher for part-
in this study as full or part time based on how the establishime jobs. Costs are “purely quasi-fixed” when the annual cost
ment classifies the job. Tiee1also provides information on is the same for both full- and part-time jobs. Prorating ben-
each job’s scheduled annual hours. In general, the establigfits by the number of hours worked will lower the relative
ments’ designation of full time and part time coincides with aost of providing benefits to part-time employees. If benefits
definition based on scheduled hours. For example, the mare “perfectly prorated” by hours—meaning that the benefit
dian scheduled annual hours among jobs designated as faticrues at the same rate per hour worked for full- and part-
time is 2,080, while the comparable median for part-time jobsme workers—the cost per hour will be the same for both
is 1,040. Moreover, 90 percent of the jobs designated as figtoups of workers.
time report scheduled annual hours of at least 1,820 (35 hoursThe figures in table 1 provide little evidence to suggest
per week times 52 weeks per year), while 95 percent of thosleat benefits represent quasi-fixed costs. Indeed, all benefits
designated as part time have scheduled annual hours of rappear to be more than perfectly prorated, in the sense that
more than 1,820. Among part-time jobs, those with benefiheir costs accrue more slowly with hours worked for part-
plans tend to have a longer work schedule. For examplémers than for full-timers among covered workers. One po-

m Benefit provision and costs for full- and part-time workers, March 1994
Characteristic Vacation Holiday Sick leave Health Pension Savings Legally
insurance required
Percent of jobs covered
Parttime .......ccccceveiine 44.9 43.3 25.7 235 26.0 16.3 100.0
Fulltime ......cccooevieenen, 89.1 89.3 63.0 86.4 52.4 34.9 100.0
Average cost per hour
Parttime .........cccceeeenee. $0.26 $0.24 $0.18 $1.56 $0.47 $0.11 $1.02
Fulltime .....ccccoovviiiinne 73 .51 .29 1.61 1.09 A4 1.77
Average annual cost
Parttime ........coceevviens $300 $261 $215 $1,844 $547 $139 $1,016
Fulltime .....ccccoovviiiinne 1,377 968 522 3,078 2,079 821 3,404
Number of covered jobs
Parttime .......ccocoevviis 937 939 457 469 560 251 1,792
Fulltime ......ccccoeevieennen. 11,908 13,024 7,609 11,619 6,915 4,819 12,252
Source:  Microdata from the March 1994 Employment Cost Index.
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tential difficulty with interpreting these statistics is that the RS ¥ Differences in annual health insurance costs
may result from differences between full- and part-time jobs between full- and part-time jobs, March 1994

and the f_lrms that employ them that are unre_Iated to the issue  ~paracteristic Parttime | Fullime | Difference
of prorating. For example, the mean comparisons do not conr

: [ Jumber of jobs .................... 424 787 —
trol for wages, Whlch is |mport§nt becau_se the cost of SO \ mber of establichmante 253 253 —
benefits are defined as a technical function of cash earnings,

s H : H AN e $2,052 $2,715 $664
and it is well established that part—tlme jobs tend to have lo %ﬁndam oo 1275 1395 1279
cash wages than do full-time jobs.

e . th percentile 1,115 1,834 0
. In addmon, the mean comparisons may be confounded |y, ian 1834 2303 0
differences in the types of establishments that employ fullrsth percentile 2,715 3,408 1,209

and part_time workers. To mitigate these prOblemS' the differ- Source:  Microdata from the March 1994 Employment Cost Index. Sample
ence in annual costs and cost per hour worked between fubstricted to establishments reporting data for both full- and part-time jobs.
and part-time jobs is estimated in a regression frametWwork:
The regressions include as controls the natural logarithm of
the job’s wage rate and zero-one indicator variables faith health insurance—was examined. Such firms contribute
whether the job is unionized, the occupation of the job, and 424 part-time and 787 full-time jobs to thel sample. Table
indicator variable for each job’s establishment. 2 presents three cost measures for which the unit of observa-
With the exception of health care benefits and legally réen is the establishment: (a) the average cost of health ben-
quired benefits, the regression analysis yeilds qualitativedfits provided to part-time jobs; (b) the average cost of health
similar results to the mean tabulations shown in table 1—thbgnefits provided to full-time jobs; and (c) the within-estab-
suggest that most benefits are more than perfectly proratedisiiment difference between (a) and (b). In addition to the
employee hours and hence are not quasi-fixed costs. For heaitran of each variable, we also report the 25th, 50th, and 75th
insurance, the regression estimates suggest that the costpeecentiles.
hour worked is 18 percent higher for part-time jobs than for The difference in the mean annual costs for health insur-
full-time jobs, while the annual cost is 31 perclemter for ance plans between full- and part-time jobs is about 24 per-
part-time jobs. These results suggest that health insurance costtt, which, as expected, is quite close to the differential im-
are only partially prorated. For legally required benefits, thaied by the regression results discussed earlier. The difference
cost per hour worked is slightly higher for part-time jobs, @ median costs is of roughly the same magnitude, at 23 per-

about 2 percent. cent. Again, this suggests that employers who offer health in-
surance to part-time workers structure employee cost sharing,
Prorating health insurance costs benefits, or other plan provisions in such a way as to partially

prorate the cost by employee hours.

The extent to which employers prorate health insurance costBut a closer examination of the distribution of cost differ-
by employee hours and the means by which prorating @stials within the same establishment reveals a more complex
achieved are explored next. The focus is on health insurarstery. Both the 25th percentile and the median of intrafirm
for three reasons. First, health insurance is arguably the mdi$fierence are zero. In contrast, the 75th percentile difference
important benefit, as indicated by its share of total compensa-quite large at $1,209. In other words, for a substantial pro-
tion and the importance of employer-provided health insuportion of the establishments, the cost of health insurance does
ance in the U.S. health care system. Second, both prior expepresent a purely quasi-fixed cost. The difference in mean
tations and the results above suggest that health insuranceoists is driven by large cost differentials within a minority of
unigue among employee benefits in terms of the relationstéptablishments.
between employer costs and employee hours. Third, this rela-
tionship has potentially important policy _impl_ications. '”Comparing health insurance plans
recent years, for example, numerous legislative and other
policy proposals would have mandated that employers priao- this section, several possible explanations for the differ-
vide health insurance to certain employees. The cost and emces in annual costs for providing benefits to full- and part-
pact of such mandates will depend on the extent to which thtaye workers are examined. First, they may arise indirectly
allow for prorating, as well as the ability of employers térom the fact that part-time employees are less likely to par-
achieve prorating. ticipate in available benefit plans—either because they are less

To investigate how employers prorate the cost of heallkely to meet tenure-related eligibility requirements, or be-
insurance benefits, a sample of 253 establishments in whiduse they are more likely to decline coveragéso, prorat-
there is at least one part-time job and one full-time job—boihg may result from specific employer policies—for example,

32 Monthly Labor Review  March 1999



employers may require higher premium contributions fromonditions of health insurance coverage between full- and part-
part-time employees. Finally, in the extreme, employers méiyne employees is explored, and whether these differences
offer their part-time employees different plans than those ddffectively prorate the cost of health insurance by employee
fered to their full-time employees; such plans may be lebsurs. For each establishment in its sampleg#sprovides
costly to employers and provide fewer overall benefits wata on plan provisions and employee participation for all
employees. plans in which at least one worker participates. If any plan
The first explanation explored is whether the lower aveprovisions—such as covered benefits, eligibility periods, or
age cost for part-time jobs arises from lower participation ratesntribution requirements—differ across sampled jobs, work-
among part-time workers. Tabulations from the full sample efs in different jobs are considered to be in separate plans.
combinedeBsdata from the 1993 and 1994 surveys reveal The EBS also provides information on the rate at which
significant differences in health plan participation rates b&rorkers in each sampled job participate in each available plan.
tween full- and part-time employees among jobs in which @&herefore, in establishments in which health insurance repre-
least one employee participates in a health plan. When osbnts a purely quasi-fixed cost, workers in full- and part-time
medical plans are considered, the average participation rgties will be observed with similar participation rates in a com-
for part-time jobs is 76 percent, compared with 92 percent foron set of plans. Such establishments are definéadtexs
full-time jobs. When dental and vision plans also are consigrated In contrast, where employers have modified plan pro-
ered, the full- and part-time average participation rates ansions in order to reduce the hourly cost of health benefits
about 94 percent and 79 percent, respectively. provided to part-time workers, full-time workers participate
Thus, the average participation rate among part-time jolssone set of plans, while their part-time counterparts partici-
is 84 percent of the average participation rate among full-tinpate in a distinctly different set of plans. These establishments
jobs. If full- and part-time plans otherwise were the same, thee defined asegregated® Differences in plan provisions
average annual cost for health insurance would be 16 perosithin segregated establishments provide some insight into
lower in part-time jobs than in full-time jobs. The results imow employer policies affect the cost of health benefits pro-
table 1 suggest that the average annual cost for health instigled to full- and part-time employees.
ance in part-time jobs is 40 percent lower than in full-time Table 3 shows average plan provisions by whether the es-
jobs. Therefore, participation rates appear to provide onlytablishments are classified as integrated or segregated. Plans
partial explanation for the lower average cost for part-timeith imputed provisions are excluded. Of the 264 establish-
jobs. ments with at least one full-time job with a health insurance
As noted above, the difference in the average annual cpkn and one part-time job with a health insurance plan, 192
for health insurance between full- and part-time jobs is smallare classified as integrated and 72 are classified as segregated.
when jobs from the same establishment are compared, eitApplying theess sample weights, the 72 segregated estab-
using the regression framework or as reported in table 2. Hoghments represent more than one-fourth (28 percent) of the
ever, when the same regression framework is used to com264 establishments.
participation rates among jobs from the same establishment,The estimates in table 3 suggest that there are three ways in
the resulting average participation rate in part-time jobs wghich segregated establishments lower the cost of providing
about 11 percentage points lower than in full-time jobs. Thusealth benefits to part-time workers. The first is to require
lower participation rates in part-time jobs again appear to pmgreater monthly premium contributions for part-time workers.
vide only part of the explanation. In 73 percent of the plans offered by segregated establish-
TheEeBsdata do not provide information on the exact reanents to full-time employees, the entire monthly premium for
son for this difference in participation. Figures presented b&ingle coverage is paid by the establishment; by contrast, em-
low indicate that it is at least partly due to the tendency pfoyers pay the entire premium in only 48 percent of the plans
some employers to impose longer length-of-service requireffered to part-time employees.
ments on part-time workers. The result is that, among workersWhen limited to plans requiring workers to make some
with low job tenure, part-time workers will have lower ratesontribution, however, the differences between full- and part-
of benefit eligibility. Higher rates of job turnover among parttime employees are small. For single coverage, the average
time workers will magnify the effect of differences in lengtheontribution required of full-time employees is $40.19, com-
of-service requirements. In addition, even when they are ghared with an average of $45.86 for part-time workers. For
gible, part-timers may be less likely to participate in certafiamily coverage, the difference is even smaller and is not sta-
benefits plans, such as health insurance, often obtaining stistically significant.
benefits through the plans of their spouses or other family A second way that plans offered to part-time workers differ
members. from those offered to their full-time counterparts is that the
Next, the extent to which employers vary the terms arfdrmer are more likely to have a restriction on preexisting con-
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|[<[][CMl Proportion of full- and part-time jobs covered by various medical plan

[In percent, except where noted]

provisions by type of establishment (integrated or segregated), 1993-94

Integrated Segregated
establishments establishments
Characteristic
Part-time Full-time Part-time Full-time
jobs jobs jobs jobs
Fee arrangement:
Fee-for-service .........cccoevvencncncnn, 54.6 54.5 59.5 32.8
18.2 18.4 26.9 53.2
27.2 27.1 13.6 14.0
0.1 0.1 0.0 0.0
429 45.4 31.0 17.2
Employee contribution for
single coverage:
NONE ... 46.1 44.5 48.1 72.8
Flatamount ..........cccoevvvivcicncncnnn 31.0 26.1 44.7 16.6
Average. monthly contribution
(indollars) ......cooevvevvenieiieiiens $48.33 $48.58 $45.86 $40.19
Other............... 22.8 29.3 7.2 10.6
No information 0.1 0.1 0.0 0.0
Employee contribution for
family coverage:
NONE ..o 8.9 8.9 415 44.6
Flatamount ...........cocoeeeveieenennennn, 31.4 30.9 28.2 25.0
Average monthly contribution
(in dollars) $156.00 $148.99 $185.96 $186.59
Other............... 59.2 59.8 30.3 30.4
No information ... 0.4 04 0.0 0.0
Preexisting restriction ............cccceeveenne 63.9 64.5 68.0 43.7
Eligibility requirement:
YES ..ot 18.3 19.7 29.6 60.1
Number of months:
1 s 19.4 19.3 36.7 25.3
2. 4.1 4.1 25 16.4
3. 50.1 51.6 16.3 55.9
4. 4.5 4.6 0.0 1.9
5. 0.4 53 0.0 0.0
6. 14.2 9.5 41.2 0.6
7. 0.0 0.0 0.0 0.0
8. 0.0 0.0 0.0 0.0
12, 1.0 1.0 3.3 0.0
14 . 0.0 0.0 0.0 0.0
36 . 6.3 4.6 0.0 0.0
NO .o 40.4 39.5 25 3.7
No information ... 41.2 40.8 67.9 36.2
Number of plans ........... 480 1,007 226 429
Number of establishments .................. 192 192 72 72

Note: Sample restricted to establishments reporting data for both full- and part-time jobs.
Source: Microdata from 1993 and 1994 Employee Benefits Survey.

plans that have such a probationary
period, 45 percent have periods of 6
months or longer. In contrast, in 98
percent of the plans in which full-time
employees are required to complete a
probationary period, that period is 3
months or less. An important caveat
concerning these figures is that, for a
large fraction of plans—particularly
those offered to part-time employ-
ees—no information is available on
the existence or length of a probation-
ary period.

Nonetheless, when this information
is available, the data suggest that the
difference in probationary periods may
partly explain the differences in plan
participation. Moreover, participation
rates in segregated versus integrated
establishments provide supportive evi-
dence. As noted above, the within-es-
tablishment regressions suggest that
the average participation rate is about
11 percentage points lower in part-
time jobs than in full-time jobs. When
similar regressions are estimated sepa-
rately for integrated and segregated es-
tablishments, the average rate is lower
by about 19 percentage points for seg-
regated establishments, compared with
about 10 percentage points for inte-
grated establishments.

THIS ARTICLE PRESENTSEVIDENCE ON the
cost to employers of providing ben-
efits to full- and part-time workers.
The evidence corroborates the well-
documented difference in benefit cov-
erage between these two groups of
workers. Additionally, however, this
analysis finds significant differences in
thevalueof benefits received by full-

ditions. The explanation for this difference probably has morand part-time workers.
to do with insurer concerns about adverse selection—the situ- Previous studies have suggested that the low rate of ben-
ation in which individuals take insurance coverage becausdit coverage among part-time workers may be explained
they anticipate large medical expenses—than the desire by the fact that nonwage compensation is a quasi-fixed cost,
employers to prorate costs. Nonetheless, the differential treattaking it more costly, on a per-hour basis, to provide bene-
ment of preexisting conditions may partially explain why thefits to part-time workers. However, the results presented
cost of health benefits is lower for part-time employees iin this article challenge that argument, showing that most vol-
untary benefits—such as pensions and paid leave—are not
The third important way that the plans available to partquasi-fixed costs. The cost of employer-provided health in-
time employees differ from those offered to full-timers is thesurance, on the other hand, does have an important quasi-fixed
length-of-service eligibility requirement. Among part-time component.

some establishments.
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Mean regressions suggest that health benefit costs oftéem lower plan participation rates for part-time employees.
are partially prorated, although a closer examination revealhis difference probably is due in part to employers setting
that in a substantial number of establishments in which parthifferent eligibility requirements for full- and part-time work-
time workers are eligible for health insurance, the costs assers. Also, part-time workers are somewhat more likely to de-
ciated with these benefits are not prorated by hours at all. Tleéine certain benefits (particularly health insurance), often
mean results appear to be driven by a minority of establislebtaining them through their spouses or other family mem-
ments in which there are large differences between the costldrs. Finally, a relatively small proportion of employers re-
health benefits provided to full- and part-time employees. quire that part-time workers make greater premium contribu-

The data show that, when it does occur, prorating is accortiens to their plans, some offer less generous coverage to
plished by several means. Part of the cost differential arisggrt-time workers, and some employ both of these methods.

Footnotes

1 See, for example, Ronald G. Ehrenberg and Robert S. Sviuttern which plan participation is imputed. Regardless of how imputations are
Labor Economicg§New York, HarperCollins, 1994), pp. 132-136. treated, however, the average participation rate for full-time workers is

2 Selected examples include Ronald G. Ehrentigigge Benefits and roughly 15 percentage poi_n_ts h_igher than that for part-time workers. Also
Overtime BehaviofLexington,ma, Lexington Books, 1971); Mark Mont- note _that the median participation rate equal_s one for_both full- gnd part-
gomery and James Cosgrove, “The Effect of Employee Benefits on the DiMe jobs. The lower average rate for part-time jobs is due entirely to a
mand for Part-Time Workers|hdustrial and Labor Relations Revie@c- ~ |OWer rates in the bottom third of the distribution.
tober 1993, pp. 87-98; and David M. Cutler and Brigitte C. Madrian, “La- ° Data from the Current Population Survey suggest that part-time and
bor Market Responses to Rising Health Insurance Costs: Evidence on Holmg/-wage workers are less likely than their full-time or high-wage counter-
Worked,” RAND Journal of Economicéutumn 1998, pp. 509-30. parts to participate in health insurance plans offered by their employers.

3 For more information on theci, ess, and othemLs compensation See Stephen H. Long and M. Susan Marquis, “Gaps in Employment-Based

measures, semsHandbook of MethodBulletin 2490 (Bureau of Labor Health Insurance: Lack of Supply Or Lack of DemanH®@alth Benefits
Statistics, April 1997), pp. 57-66 and The Workforc@J.S. Department of Labor, 1992), pp. 37-42; and Henry

S. Farber and Helen Levy, “Recent Trends in Employer-Sponsored Health
thsurance Coverage: Are Bad Jobs Getting Worse2k Working Paper
No. 6709, 1998.

5Th tal . timat be obtained f th th 0 The classification of integrated versus segregated establishments is based
?aEc ua'|re|?rt?ss'o,c|ésé?§éf)r\]/1ay € obtained from the authors upgh . segregation summary statistic calculated by comparing participation
request. E-mai - ettau_ ) ’ rates among full- and part-time jobs for each health plan in the establish-
® The regression equations are of the form ment. The segregation statistic ranges from zero to one. At the extremes, it
oA a A equals one if full- and part-time workers never participate in the same plan,
@ InBji =a%PT + b jInWi +9 J(D(i Y and it equals zero if full- and part-time workers participate in the same plans
(2  Inb =afPT +b%InW, +g" e, + v, at the same rates. An arbitrary threshold of 0.5 is used to designate whether
. .. the establishment is integrated or segregated. Only participants in health
) bVYh?I_rﬁ B (gji) rep(rjese;nts thlan?ua! (hour_lyg COStt(?f F;"_I(_’V'd”?gdl?e”tef'tl Oplans are considered, so nonparticipants do not affect the classification.
j0b 1. The Independent vanavle of primary Interest1s £ 7, an inicator var- The Health Insurance Portability and Accountability Act of 1996 lim-

abl:e that equals one for part-time jobs a'nd zer.o for fuII-t'|me jobs. its the use of preexisting conditions exclusions. Under the new law, cover-

The average cost among workers in the job forethéncludes both  a4e for preexisting conditions can be denied for no more than 12 months.

nonparticipants and participants in the benefit plan. New employees who were insured prior to joining a group plan can apply
8 The sample generating these figures includes some observations the period of their prior coverage to the exclusionary period.

4 See, for example, Michael K. Lettau, “Compensation in Part-Time Job
versus Full-Time Jobs: What if the Job is the Sant&®nomics Letters
September 1997, pp. 101-06.
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