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ABSTRACT

We identify the characteristics of establishments that paid 100 percent of health insurance
premiums and the policies they offered from 1997-2001, despite increased premium
costs. Analyzing data from the MEPS-IC, we see little change in the percent of
establishments that paid the full cost of premiums for employees. Most of these
establishments were young, small, single-units, with a relatively high paid workforce.
Plans that were fully paid generally required referrals to see specialists, did not cover pre-
existing conditions or outpatient prescriptions, and had the highest out-of-pocket expense
limits. These plans also were more likely than plans not fully paid by employers to have
had a fee-for-service or exclusive provider arrangement, had the highest premiums, and
were less likely to be self-insured.
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INTRODUCTION

While the health care sector experienced low inflation during the mid-1990s, in
2001 health care spending per capita rose 10 percent, which represented the largest
increase in a decade.’ These rising medical care costs are associated with an increase in
health insurance premiums.> Higher insurance costs create budgetary concerns for
employers, since health insurance benefits represent such a large component of employee
compensation.

Employers are the major source of health insurance in this country, and they often
try to pass some of the increased insurance costs on to employees through higher
copayments, coinsurance, and deductibles® and/or higher employee contributions for
health insurance premiums.* Employer contribution levels vary across firms, and tight
labor markets, unionization, and political pressures have often influenced the share of
premiums paid by employers and employees.” The exclusion of employer paid health
insurance from employee taxable income is another factor that influences employer
contributions to health insurance premiums.® This paper will examine those
establishments that continued to pay 100 percent of health insurance premiums for their
employees, despite increased medical care and insurance costs. Research has shown that
workers are more sensitive to out-of-pocket than total health insurance premiums,’ so that
100 percent payment by employers would be particularly valued. While employee
contributions are rising® and although economists debate the share of employer paid
premiums that are ultimately shifted back to workers in the form of reduced wages, the
goal of this analysis is to identify the characteristics of those establishments that paid 100

percent of health insurance premiums and the policies they offered.



We analyze data from 1997 through 2001 from the Medical Expenditure Panel
Survey — Insurance Component (MEPS-1C), which collects establishment level data on
the health insurance plans offered to employees, as well as establishment and workforce
characteristics. We focus on establishments that offered health insurance and contributed
100 percent of the premium cost for at least one of the plans they offered. This paper
begins by looking at the percent of establishments in the United States that offered health
insurance at no cost to their employees for the period 1997 through 2001. Next, we
describe the characteristics of those establishments that contributed 100 percent of the
premium cost for employees. Finally, we examine the characteristics of plans with
premiums entirely paid by employers and compare these to the characteristics of plans

not fully paid by the employers.

DATA AND METHODS

The Medical Expenditure Panel Survey (MEPS) Insurance Component (IC) is a
survey of employers that is done annually, and covers state and local governmental units
as well private-sector establishments. It is sponsored by the Agency for Healthcare
Research and Quality and is conducted by the U.S. Census Bureau. First conducted in
1996, the MEPS — IC provides estimates of employer-sponsored insurance at both the
national and the State level for 40 states in any given year.

In this survey establishment refers to a particular workplace or location, while a
firm is a business entity consisting of one or more business establishments under
common ownership or control.” Because the unit of analysis in the MEPS — IC is the

establishment, the analysis in this paper is establishment-based. In addition, laws that



regulate health insurance vary by state and this can result in establishments within the
same firm offering different benefits. In fact we find that establishments within the same
firm do not always make the same level of contributions. The MEPS — IC provides data
on employer characteristics, including measures for establishment size, establishment
ownership type, industry, location, and the age of the firm. Information on the percent of
the workforce that is female, over the age of 50, unionized, and earning low/medium/high
wages is also included.

Each establishment or reporting unit in the MEPS — IC provides information
about the health insurance plans they offer. These plans represent insurance contracts
that provide coverage for health care services to an employee and/or retiree for an agreed-
upon fee (premium) for a defined benefit period. Some plans have self-insured
indemnification, which means that the employer is assuming the risk for the employees’
medical expenses. This is in contrast to purchased plans in which the health insurance
company assumes the financial risk for the enrollee’s medical claims.’® Some plans may
offer single coverage that only covers the employee. When the employee and the
employee’s family are covered, the plan is said to offer family coverage.'’ The MEPS —
IC collects data on premiums for single and family coverage, contributions by employers
and employees, provider type, plan enrollment, deductibles, and copayments.

For this analysis, we used the MEPS — IC data on private-sector establishments
from 1997 to 2001. The sample size was between 25,000 and 30,000 units for each of the
five years. The estimates were weighted to be nationally representative, and tests of
statistical significance accounted for the survey design of the MEPS — IC. All differences

discussed in this article were statistically significant at the .05 level.



RESULTS

Employer — Sponsored Health Insurance: Establishments. We begin by looking at
the percent of establishments that paid the full premium cost for either single coverage
and/or family coverage. We separated establishments into those that offered only one
health insurance plan and those that offered more than one plan. As Figure 1 shows, both
types of establishments were significantly more likely to pay 100 percent for single
coverage than for family coverage. We also see that the percent of establishments paying
the full cost changed very little from 1997 to 2001.

It is important to keep in mind here that the distribution of establishments is not
the same as the distribution of workers. Because many establishments are single-units
and small in terms of the number of persons employed, the health benefit decisions made
by these employers impact a small percentage of the workforce. For example, in 1997
almost 60 percent of establishments that offered one plan paid 100 percent of the
premium cost for single coverage, but only 40 percent of employees at these
establishments had fully paid single coverage plans (data not shown).*? Similar to
findings for establishments, a significantly higher percentage of workers in all years
(1997 through 2001) had premiums fully paid by employers for single coverage than for
family coverage (data not shown).™

Next, we describe the characteristics of the establishments that paid 100 percent
of premium costs. First, organizational characteristics of employers, including size, non-

profit status, industry, location of the establishment and age of the firm, were examined.



Second, we focused on characteristics of the establishment’s workforce, including the
percent of workers that were low wage earners, part-time workers, and unionized.

Figure 2 shows that while larger establishments were more likely to offer
insurance, smaller establishments were more likely to pay the full premium cost for
single and for family coverage if they offered health insurance at all. We found that
single-unit establishments were also more likely to pay 100 percent than multi-unit
establishments (data not shown).* The percent of establishments that paid 100 percent
by establishment characteristics for 1997 through 2001 is shown in Table 1.
Establishments that are part of firms operating for less than 5 years were significantly
more likely to pay 100 percent for at least one plan than establishments in firms
operating for more than 20 years. We also found that nonprofit establishments were
more likely than for-profit establishments to pay 100 percent of the premium cost for at
least one plan.

It is also interesting to look at the characteristics of the workforce in
establishments paying the full premium cost of health insurance for their employees
(Table 1). Establishments with 50 percent or more of their workforce earning a low wage
were significantly less likely to pay 100 percent for at least one plan than establishments
with a higher paid workforce. Low wages were defined in the MEPS — IC as less than
$6.50 per hour in 1997 through 1999 and less than $9.50 per hour in 2000 and 2001.
Establishments with a higher percentage of part-time workers were less likely to pay 100
percent for family coverage. Finally, in establishments that offered more than one plan,

those that were more unionized were more likely to pay 100 percent of the premiums for



both single and family coverage than establishments with less than 25 percent of their
employees belonging to a union.

Establishments in the agriculture/fishing/forestry and construction industries were
less likely to offer insurance than those in other industries (data not shown).*
Establishments in these industries, however, were more likely to pay 100 percent when
they did offer insurance. This was true for both single and family coverage.
Establishments in the retail industry were least likely to pay 100 percent for single or
family coverage. We found that establishments in the retail and financial industries that
offered more than one plan were less likely to pay 100 percent for health insurance than
establishments in other industries.

The percent of establishments that paid 100 percent of health insurance premiums
also varied by location (data not shown).'® Establishments in the south were less likely
than those in than other regions to have paid 100 percent for single or family coverage,
whether the establishment offered one plan or more than one plan. Establishments in the
west that offered one plan with single coverage were significantly more likely to pay 100
percent than establishments in other regions. Establishments located in the northeast,
which offered only one plan, were significantly more likely to pay 100 percent for family

coverage than those in the rest of the U.S.

Employer — Sponsored Health Insurance: Plans
The previous section looked at establishments that offered health insurance and
paid 100 percent of the premiums for at least some of the plans that they offered. We

now look at the characteristics of the plans that were fully paid by employers. These



characteristics included the plan’s provider type arrangement, whether referrals were
required, self-insured indemnification, coverage for pre-existing conditions, coverage for
outpatient prescriptions, premiums, and out-of-pocket expenses.

This analysis considered three different types of plans characterized by provider
type arrangements’’ as identified in the MEPS — IC survey. The first category of plans
included health maintenance organizations (HMO), independent physicians associations
(IPA), and exclusive provider organizations (EPO). This type of plan required that
enrollees go to providers associated with the plan for all non-emergency care in order for
the costs to be covered. The second category of provider arrangements included most
fee-for-service plans. If enrollees may go to providers of their choice with no cost
incentives to use a particular group of providers, this was considered a plan with any
provider. Preferred provider organizations (PPO) and point-of-service plans fell into the
third category, which was a mixture of preferred and any provider.

Figure 3 shows provider type by employer contributions for single coverage in
2001. The findings are very similar for family coverage. The majority of plans offered at
establishments providing health insurance had a mixed provider type arrangement.
However, fully paid plans were more likely to have exclusive provider or any provider
arrangements than plans which were not paid 100 percent.

Table 2 shows health plan characteristics by employer contributions for 2001.
First, we looked at premiums for single and family coverage, which were categorized as
low, medium, or high. Premiums in the low category were greater than $0 and less than
or equal to $2000 for single coverage and greater than $0 and less than or equal to $5000

for family coverage. Premiums in the middle category fell between $2000 and $5000 for



single coverage and $5000 and $10,000 for family coverage. Premiums in the high
category were greater than $5000 for single coverage and greater than $10,000 for family
coverage. We found that all plans that were paid 100 percent were more likely to have
premiums in the highest group.

Table 2 also shows that plans that were fully paid by employers were less likely to
be self-insured. Next, we looked at whether plans required a referral to see a specialist.
Plans that were paid 100 percent by the employer were more likely to require referrals to
see a specialist than plans that were not fully paid.

We then looked at whether plans covered pre-existing conditions or outpatient
prescriptions. Some health insurance plans restrict coverage for medical or health
conditions which exist prior to enrollment in the plan.*® Plans that were paid 100 percent
were less likely to cover pre-existing conditions than plans requiring employee
contributions towards premiums, except for fully paid family plans offered by
establishments offering more than one plan. Plans with either single or family coverage
that were paid 100 percent at establishments offering only one plan were less likely to
cover outpatient prescriptions than other plans.

Finally, we looked at maximum annual out-of-pocket expenses for the health
insurance plans. Annual limits on these expenses were categorized as low, medium, or
high. Maximum expense limits that were greater than zero and less than $1000 were
categorized as low. If these expense limits were more than $1000 and less than or equal
to $5000, they were grouped in the medium category. The high category included
maximums that were greater than $5000. Fully paid plans were more likely to be in the

highest category than other plans.
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DISCUSSION/SUMMARY

Today’s headlines reflect concerns over rising health care costs, employers’
struggles with containing the growing cost of health insurance premiums, and the number
of working Americans without health insurance. Despite these concerns many employers
continued to pay the full cost of health insurance for their employees from 1997 to 2001.

We found that the provision of employer-sponsored health insurance at no cost to
employees varied according to specific organizational, workforce, and plan
characteristics. Most of these establishments that paid 100 percent of premium costs for
their employees were young, small, single-units, with a higher paid workforce. Across
plans at all establishments offering one or more plan, those that were fully paid were
more likely than plans not fully paid by employers to have a fee-for-service or any
provider arrangement, had the highest premiums, and were less likely to be self-insured.
Plans that were fully paid by employers tended to be less generous in terms of benefits.
Plans that were paid 100 percent by employers generally required referrals to see
specialists, did not cover pre-existing conditions or outpatient prescriptions, and had the
highest out-of-pocket expense limits.

Finding that small establishments were more likely to pay 100 percent of
premium costs for at least one health plan and that fully paid plans were more likely to
have the highest premium costs may relate to insurers’ and employers’ worries regarding
adverse selection. Insurers charge higher premiums for plans with a low percentage of
the workforce enrolled, because they are concerned that only the sickest employees with

the highest health care costs are participating in the plan.’® Small establishments,
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therefore, may encourage enrollment by fully contributing towards the cost of the plan in
order to lower premium costs. Paying the full cost of an employee’s insurance premiums
provides an incentive to participate in the firm’s health insurance plan. Researchers have
shown that employee cost sharing affects enrollment in health plans.? Further, small
establishments might not have a choice because some insurers require that all workers be
covered as a condition of offering insurance at all.** In addition, state laws relating to the
sale of small employer health insurance policies sometimes allow insurers to establish
employer contribution rules in order to meet minimum participation requirements.?

We have seen that the percent of establishments that paid the full cost of health
insurance premiums for employees changed very little between 1997 and 2001. As
health care costs inevitably rise in the future, it will be interesting to see if this behavior
continues. In future research, we also will be pursuing the issue of what is happening to
the characteristics of fully paid health insurance plans and the impact of state laws
regulating the market for small employer health insurance. We will continue to monitor
the benefits to employees and see whether health insurance is becoming more costly in
terms of higher copayments, coinsurance, and deductibles when employers pay 100

percent of the premium cost.
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Table 1. Percent of Establishments that Pay 100 Percent by
Establishment Characteristics (2001)

% of Estabs

% of Estabs | % of Estabs % of Estabs | Offering >1
Offering 1 Offering 1 Offering >1 Plan that
Plan that Pay | Plan that Pay | Plan that Pay Pay 100%
100% for 100% for 100% for for Family
Single Family Single Coverage
Coverage Coverage Coverage for | for at Least
at Least 1 Plan 1 Plan
Age of firm
< 5 years 61 45 56 36
5-9 years 58 44 55 33
10-20 years 59 42 55 33
> 20 years 53 35 36 22
Non-profit status
Non-profit 63 42 49 28
For profit 53 36 32 19
Low wage earners
> 50% of workforce 46 33 26 15
< 50% of workforce 61 41 47 28
Part-time workers
> 50% of workforce 49 37 21 14
< 50% of workforce 55 36 36 21
Union
> 25% of workforce 65 54 60 48
<25% of workforce 54 36 32 17

Source: Medical Expenditure Panel Survey-Insurance Component (List Sample),
sponsored by the Agency for Healthcare Research and Quality.
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Table 2. Health Plan Characteristics by Employer Contributions (2001)

One Plan More Than One Plan
Single Coverage Family Coverage Single Coverage Family Coverage
Emplo | Employer | Employer | Employer | Employer | Employer | Employer | Employer
yer Not Paying Not Paying Not Paying | Not Paying
Payin | Paying 100% Paying 100% Paying 100% 100%
g 100% 100% 100%
100%
Percent of Plans
Premiums
Low 18 18 17* 14 16 15 12 9
Medium 72* 76 63* 70 75* 82 72* 78
High 10* 6 20* 16 g* 3 16* 12
Self-insured 13* 29 13* 27 33* 53 38* 50
Referral not required 53* 57 53* 58 46* 56 45* 55
Cover pre-existing 54* 60 54* 60 69* 74 71 74
conditions
Cover outpatient Rx 93* 96 93* 96 95 96 95 96
Maximum out-of-pocket
expenses
Low 25 27 10* 7 21 18 5 5
Medium 38* 41 39* 49 39* 44 36* 45
High 37* 32 51* 44 40 38 59* 51

* Difference between employer paying 100 percent and not paying 100 percent is significant at the .05 level
Source: Medical Expenditure Panel Survey-Insurance Component (List Sample), sponsored by the Agency for Healthcare
Research and Quality.
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Figure 1. Percent of Establishments that Pay
100% of Premium for at Least One Plan

O % of Estabs Offering 1 Plan that
Pay 100% for Single Coverage

W % of Estabs Offering 1 Plan that
Pay 100% for Family Coverage

0% of Estabs Offering >1 Plan
that Pay 100% for Single
Coverage for at Least 1 Plan

Percent of Establishments

B % of Estabs Offering >1 Plan
that Pay 100% for Family
Coverage for at Least 1 Plan

Source: Medical Expenditure Panel Survey-Insurance Component (List Sample), sponsored by the
Agency for Healthcare Research and Quality.

Figure 2. Percent of Establishments that
Pay 100% by Size (2001)

% of Estabs Offering Health Isurance

with Single Coverage 0% of Estabs Offering Health nsurance with Family

Coverage
% of Estabs Offering 1 Plan that Pay

100% for Single Coverage % of Establishments Offering 1 Plan that Pay 100%

forFaniy Coerege

0% of Estabs Offering >1 Plan that Pay
100% for Single Coverage for at Least 1 W3t Estabishmens Ofering >1 Pl thet Pay 108

Plan fo Fani Coverage for a Least 1 Plan
o ‘ |
a : : ., i ; o

Source: Medical Expenditure Panel Survey-Insurance Component (List Sample), sponsored by the Agency for
Healthcare Research and Quality.
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Figure 3. Provider Type by Employer
Contributions for Single Coverage (2001)

9 of Plans from Estabs Offering 1 Plan and Employer is Paying m Estabs Offering 1 Plan and Employer not Paying
100%for Single Coverage 100% for Single Coverage

319%
O Exclusive Provider 0 Exclusive Provider
0 Any Provider ny Provider
B Mixed Provider 54%
ixed Provider
15%

9% of Plans from Estabs Offering >1 Plan and Employer is Paying 100% for Single Cove %of Plans from Estabs Offering >1 Plan and Employer is not Paying
Least 1 Plan 100% for Single Coverage for Any Plan

O Exclusive Provider 45% O Exclusive Provider
0 Any Provider 0 Any Provider
o Mixed Provider EMixed Pro

17%

Source: Medical Expenditure Panel Survey-Insurance Component (List Sample), sponsored by the Agency for Healthcare

Research and Quality.
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