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WORKERS’ HEALTH INSURANCE: 

TRENDS, ISSUES, AND OPTIONS TO EXPAND COVERAGE 

 

 

INTRODUCTION 

Since World War II, employment-based health benefits have been the foundation of 

health insurance for the under-65 population, providing the primary source of coverage 

for the vast majority of workers and their dependents. In 2004, more than 100 million 

workers, or 71 percent of the adult working population, were covered by employment-

based health benefits.1 Taking into account all adults under age 65, the employment-based 

health benefits system covered 159.1 million individuals, or 62 percent of the nonelderly 

population (Figure 1). 

 

Figure 1. Working Adults Account for Growth
in Uninsured, But Erosion of Employment-Based

Health Benefits Felt by All
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In recent years, this foundation has been eroding, resulting in an increasing 

number of working adults without health insurance coverage and forecasts of continuing 

declines in coverage. The growing share of the workforce without health insurance has 

negative implications for individuals and the larger economy. The Institute of Medicine 

(IOM) conducted a series of studies on the consequences of uninsurance and found the 

following:2 
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• Compared with the insured, uninsured adults and children are in worse health and 

die sooner. The IOM concluded that being uninsured was the sixth-leading cause 

of death among adults ages 25 to 64 in 1999. 

• High rates of uninsurance are associated with financial instability for health care 

providers and institutions at the community level, including reduced hospital 

services and capacity as well as significant cuts in public health programs that may 

affect access to health care services, even among insured individuals. 

• The nation is at an economic disadvantage as a result of the poorer health and 

premature death of uninsured individuals. The IOM estimates that the lost economic 

value due to the uninsured is between $65 billion and $135 billion annually. 

 

Trends in employment-based health benefits are driven in part by the rising cost of 

providing health benefits relative to worker earnings and overall inflation (Figure 2). The 

rapid increase in the cost of providing health benefits relative to income has led to a drop 

in the percentage of employers offering health benefits as well as a decline in the 

percentage of workers who are eligible to participate. A recent study predicts that if 

premium increases continue to outpace wage and income growth, the number of 

uninsured will reach 56 million individuals in 2013, or 20.5 percent of the under-65 

population (Figure 3).3 The same study estimates that 27.8 percent of workers—or more 

than one of four—will be uninsured by 2013. 

 

Figure 2. Increases in Health Insurance Premiums 
Compared with Other Indicators, 1988–2005
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Figure 3. Number of Uninsured Individuals
in the United States, 1999–2013
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To reverse these trends and expand coverage for workers and their families, a 

range of public and private policies are under discussion. The approaches vary in the 

extent to which they would build on the employment-based system, adapt the non-group 

or individual market, or expand public programs. This report highlights recent trends in 

employment-based health benefits and compares an array of policy approaches that seek to 

expand coverage. 

 
TRENDS IN COVERAGE AND BENEFITS 

Although employment-based health benefits remain the most common form of health 

insurance, eligibility for these benefits has changed, as have the kinds of benefits offered. 

Workers covered by health benefits have experienced premium increases and increased 

cost-sharing. Currently active workers are much less likely to qualify for retiree health 

benefits than their retired counterparts.4 Double-digit premium increases have fueled the 

spread of new benefit designs known as “consumer-driven” health plans, characterized by 

high deductibles and patient cost-sharing at the point of service.5 

 

The percentage of employers offering health benefits has been falling since 2000, a 

decline that is particularly acute among smaller employers. In 2005, 60 percent of all 

employers offered health benefits, down from 69 percent in 2000.6 By 2005, only 59 

percent of small employers (i.e., firms with fewer than 200 employees) offered health 

benefits to their employees (Figure 4). As a result, the percentage of workers offered 
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health benefits declined from 65 percent in 2001 to 60 percent in 2005, with most of that 

decline occurring among workers in small firms. 

 

Figure 4. Percentage of Employers Offering Health 
Benefits, Small Firms and All Firms, 1999–2005
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When offered coverage, the vast majority of employees participate. Data from 

2002 indicate that only 15.2 percent of uninsured workers were eligible for health benefits 

from their own employers.7 The majority (two-thirds) of uninsured workers eligible for 

health benefits in 2002 reported that they declined coverage because of cost. Another 19 

percent of uninsured workers were employed by firms that offered health benefits to some 

workers but were themselves ineligible. Among uninsured workers who were not eligible 

for employee benefits, most either did not work enough hours or weeks (44.4%) or had 

not yet completed the waiting period for benefits (41.8%). 

 

Who Has Coverage and Who Does Not 

The likelihood of having employee benefits and of being uninsured varies widely among 

economic sectors and worker groups. In general, low-wage, minority workers (especially 

Hispanics) and workers employed in small firms are least likely to have employee benefits 

and most likely to be uninsured (Table 1). Jobs in service sector industries are less likely 

than jobs in the manufacturing or public sectors to provide health benefits.8 Although 

nearly all large firms offer benefits to at least some employees, a recent study found an 

increase in the percent of uninsured workers employed by large firms. This increase was 

concentrated among lower-wage workers employed by large service sector and retail firms.9 
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Table 1. Percentage of Workers with Employment-Based Health Benefits 
or Uninsured, by Selected Job and Worker Characteristics, 2004 

 Employment-Based Coverage  
 Total Own Name Dependent Uninsured 
Total 70.7% 54.0% 16.7% 19.1% 
Firm Size     

Self-employed 49.6 24.2 25.4 27.0 
Public sector 87.4 74.4 13.0 6.9 
Private sector 70.2 53.8 16.3 20.5 

Under 25 52.9 32.2 20.6 33.0 
25–499 73.4 57.6 15.8 18.6 
500 or more 79.2 65.2 14.0 13.7 

Industry     
Manufacturing 79.7 68.5 11.2 14.4 
Personal services 63.9 42.4 21.5 23.2 

Annual Earnings     
Under $20,000 48.4 23.8 24.6 33.2 
$20,000–$39,999 75.4 61.5 13.9 17.9 
$40,000 or more 88.3 76.7 11.6 6.3 

Hours Worked     
Full-time 74.1 61.5 12.7 17.9 
Part-time 54.4 18.6 35.8 25.1 

Race     
White 75.6 56.5 19.1 14.3 
Black 65.5 55.1 10.4 23.4 
Hispanic 50.1 40.3 9.8 40.4 

Union Status     
Member 95.4 86.0 9.4 2.5 
Non-member 77.8 59.5 18.3 15.0 

Sources: P. Fronstin, Sources of Coverage and Characteristics of the Uninsured: Analysis of the March 2005 Current 
Population Survey, EBRI Issue Brief no. 287 (Washington, D.C.: Employee Benefit Research Institute, 2005); 
P. Fronstin, Union Status and Employment-Based Health Benefits, EBRI Notes 26(5) (Washington, D.C.: Employee 
Benefit Research Institute, 2005); and author estimates of the March 2005 Current Population Survey. 
 

Wide Variation Among States 

The proportion of uninsured individuals varies considerably across the 50 states—a result 

of varying levels of employment-based health insurance and varying criteria for eligibility 

for publicly financed coverage programs. Furthermore, the erosion in coverage has been 

spreading across the country. A comparison of uninsured rates for 2003–2004 with 1999–

2000 reveals a sharp increase in the number of states with more than 19 percent of its 

population uninsured and a decline in the number of states with an uninsured population of 

less than 14 percent (Figure 5). This increase largely reflects rising rates of uninsured adults 

ages 18 to 64 in 11 states, 24 percent or more of adults were uninsured as of 2003–04.10 
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Figure 5. Percent of Adults Ages 18–64 Uninsured
by State
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Higher Premiums and Cost-Sharing 

In addition to affecting coverage rates, double-digit increases in health insurance costs 

have led to higher monthly premiums and greater cost-sharing for employees. Both of 

these trends have increased the health costs faced by employees and their families. 

 

Worker contributions to premiums have nearly doubled since the late 1990s—

rising from an average of $27 per month for employee-only coverage and $129 per month 

for family coverage in 1999 to $51 per month for employee-only coverage and $226 per 

month for family coverage by 2005 (Figure 6).11 This reflects the overall increase in 

premium rates, rather than higher proportions of premiums paid by employees: to date, 

the percentage of premiums that workers pay has remained in the range of 14 and 16 

percent for employee-only coverage and 26 and 28 percent for family coverage. 
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Figure 6. Average Monthly Worker Contribution,
Selected Years, 1988–2005
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During this same period, there has been a trend toward higher employee cost-

sharing, including sharply higher deductibles and copayments for physician visits and 

prescriptions. Employers also have introduced more complex benefit structures, with 

differential cost-sharing for hospitals, doctors, and other services. Deductibles have 

increased significantly across different types of health plans, including increases for in-

network and out-of-network providers (Figure 7).12 Between 2000 and 2005, in-network 

deductibles in preferred provider organizations (PPOs) rose from $175 to $323, nearly 

doubling. Deductibles for using out-of-network providers also jumped, with rates 

considerably higher than deductibles for in-network providers. By 2004, the PPO 

deductible for out-of-network providers was $558 and $575 for point-of-service(POS) 

plans.13 
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Figure 7. Average Annual Deductibles for
Employee-Only Coverage, Selected Years, 1996–2005
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Copayments for physician office visits and prescription drugs have increased, as 

have health plans’ use of financial incentives to encourage patients to visit network 

providers. Tiered medication cost-sharing—based on drug class, generic status, brand 

name, mail-order availability, and other formulary arrangements—also has become more 

common. Some employment-based health plans now include tiered hospital networks, 

which mean patient cost-sharing varies with choice of hospital.14 

 

For the most part, employment-based health plans rarely vary benefit designs to 

account for employee income. As a result, across-the-board increases in cost-sharing put 

low-income workers and their families at greater financial risk than higher-income 

workers. To the extent that lower-income workers also face a higher incidence of health 

problems and chronic diseases, they will be doubly at risk for high health costs relative to 

family income. In 2002, among workers with employment-based health benefits during 

the entire calendar year, those with annual incomes below $10,000 spent 34 percent of 

their income on out-of-pocket health care costs, while those with income at or above 

$50,000 spent just 4 percent on health care.15 

 

The erosion in employer-sponsored coverage means that more workers are having 

problems paying their medical bills and more are accruing medical debt. Such financial 

troubles limit these workers’ access to health services. A recent study found that two-thirds 

of people with a medical bill or medical debt problem went without needed care because 
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of cost. This compares to about 20 percent of individuals without medical bill or medical 

debt problems forgoing needed care because of cost.16 Other studies have found that 

significant cost-sharing substantially reduces the use of all types of services, including 

preventive care, care for chronic conditions, and trauma-related care.17 Cost-sharing tends 

to be a blunt instrument that does not selectively reduce inappropriate or ineffective use of 

health care services any more or less than it affects appropriate and effective utilization.18 

 

PROPOSALS TO EXPAND HEALTH INSURANCE COVERAGE 

With an estimated one of five working-age adults uninsured—the vast majority in low-

income families—providing affordable coverage that meets families’ health care needs is a 

great challenge. A range of federal policy approaches would attempt to expand coverage 

among the working population or stabilize employment-based coverage by making it 

more affordable to employees and employers. These approaches vary in the extent to 

which they target employees and employers; build on employment-based group coverage 

or public programs, including new public-private options; or look to the nongroup, 

individual market to expand coverage. They also vary in the extent to which they seek to 

make coverage more affordable by providing premium support, using reinsurance, or 

moving toward catastrophic health insurance plans with reduced coverage and increased 

patient cost-sharing. 

 

Tax Credits 

The Bush Administration has proposed making tax credits available for individuals to 

purchase high deductible health insurance. Such tax credits would be refundable, so that 

individuals who pay no or low taxes would be eligible for the full credit, and advanceable, 

so that funds would be available to pay premiums before annual tax filing. Tax credits 

could be used by workers or others who lack access to health insurance to purchase 

individual insurance, to pay premiums for workers who are in between jobs, or to help 

defray the costs of enrolling in employer, public, or other group insurance pools. Proposed 

credits typically target people with low or moderate incomes and phase out as income rises. 

 

There are three key questions about tax credit policies: Who should be eligible? 

What size should the credits be? And what types of health plans should qualify? In one 

study, researchers concluded that small credits would “do little to reduce the number of 

uninsured but that credits covering half of the premium...may have a significant effect.”19 

Recent estimates of the Administration’s proposal to provide credits of up to $1,000 for 

individual coverage and up to $3,000 for a family of four found that credits in this range 

would reduce the overall U.S. uninsured rate by 1.7 percentage points. The proposed 

small firm tax credits would have even less of an impact.20 The Congressional Budget 
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Office has also concluded that modest subsidies would only have a small effect on the 

nation’s percentage of uninsured.21 Even the recently enacted Health Coverage Tax 

Credit program for unemployed workers (part of the Trade Act of 2002, P.L. 107-210), 

which pays 65 percent of premiums of qualified coverage, has experienced very low take-

up rates. Observers of various state programs believe that most eligible individuals fail to 

enroll in this program because they are unable to pay the 35 percent premium share.22 

 

Reinsurance 

Reinsurance—or insurance for insurers and for employers with self-insured plans—has 

been proposed as a way to make insurance more affordable and expand coverage. A 

government-backed reinsurance program would assume responsibility for the bulk of 

high-end claims (i.e., health care expenses above a given threshold). This would mean that 

insurers and employers would not have to bear the full risk for aggregate or individual 

expenses that exceed some predetermined level. Like tax credits, a reinsurance program 

aims to lower the costs of health insurance premiums. 

 

As of 2004, several states had made reinsurance part of their efforts to stabilize or 

expand individual, small firm, or other group insurance coverage for working 

populations.23 A recent examination of the reinsurance plans offered to low-income 

individuals and small, low-wage firms in New York found that premiums were between 

15 and 30 percent lower than comparable policies. During the second year of the 

reinsurance program, premiums declined another 6 percent.24 

 

Health Savings Accounts 

Individuals can pay for health care services on a tax-preferred basis through health savings 

accounts (HSAs). Individuals with certain high-deductible health plans (HDHPs) can 

contribute to HSAs on a tax-free basis. Once established, funds in HSAs can build up tax-

free, and distributions are also tax-free as long as they are used for qualified medical 

expenses and certain premiums. Premiums for HSA-based plans are generally lower than 

other, more comprehensive health plans because of their high deductibles. 

 

Proposals have been made to expand the use of HSAs by allowing individuals who 

purchase HSA-based plans in the non-group market to deduct the full premiums from 

taxable income, and by providing tax incentives (such as tax credits) to individuals and 

small businesses to take-up HSA-based plans. The availability of HSAs may expand health 

insurance coverage if previously uninsured individuals value such plans, and if the lower 

premiums (with or without the tax credits) make insurance more affordable. Recent 

estimates, however, indicate that HSAs would have a minimal net impact on the overall 
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rate of uninsured.25 In addition, early evidence suggests that individuals with HDHPs and 

HSAs are significantly more likely to avoid, skip, or delay health care because of costs than 

are individuals with more comprehensive health insurance.26 

 

Association Health Plans 

Federal legislation designed to promote the formation of association health plans (AHPs) 

seeks to encourage small businesses to band together to offer health insurance without 

having to comply with state regulations. The goal of AHPs is to lower the cost of 

providing health insurance by allowing broad flexibility in benefit design, financial 

reserves, and eligibility terms. To the extent that their premiums would be low, AHPs are 

a possible means to expand the net number of people covered. The Congressional Budget 

Office has estimated that by 2010, about 620,000 more people would be insured through 

small employers offering AHPs.27 Other research has found that multiple employer welfare 

arrangements (MEWAs), one form of AHP, have a long history marred by financial 

instability and even fraud. Due to licensing requirements that are often less stringent than 

those imposed on traditional insurers, MEWAs are at far greater risk of becoming 

insolvent when claims suddenly or unexpectedly exceed their ability to pay them.28 

 
Insurer Competition Across State Lines 

Recent congressional proposals have sought to override state regulations governing health 

insurance to enable groups and individuals to purchase coverage across state lines. 

Insurance purchased out of state would be exempt from the laws and regulations of the 

purchaser’s state with respect to consumer protections, mandated coverage of services or 

benefits, and other rules affecting the offer, sale, rating (including medical underwriting 

and financial reserves), renewal, and issuance of individual health insurance coverage. After 

weighing the offsetting effects, the U.S. Congressional Budget Office recently estimated a 

small net increase in the number of covered individuals under such a proposal.29 

 

State High-Risk Pools 

State high-risk pools serve as a safety net for individuals who are unable to purchase health 

insurance coverage in the private market due to their preexisting conditions. Thirty-two 

states operate high-risk pools, collectively providing coverage for about 180,000 

individuals. These pools provide a safety net for some individuals with high health risks 

and can reduce reliance on Medicaid programs in these states. 

 

To date, however, limited funding has meant that some states had caps or waiting 

lists to restrict eligibility and stay within budget. High-risk pools often apply waiting 

periods for those who qualify before benefits begin or for preexisting conditions.30 
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Premiums in high-risk pools tend to be high, and they often have considerable front-end 

deductibles. As a result, many eligible individuals find that they cannot afford the 

premiums, which can be as high as 150 percent of the average for comparable plans. A 

number of studies have found that enrollment in high-risk pools could be expanded 

significantly if premiums were more affordable.31 Expansions of high-risk pools to the 

uninsured with acute or chronic health problems would require additional funding 

targeted at reducing premiums. The Trade Adjustment Assistance Act included funds for 

high-risk pools; a study of this legislation found that federal guidelines are needed to tie 

funding to state efforts to expand coverage.32 

 
Expansion of Public Programs 

Public programs can be expanded in a number of ways to cover more workers and their 

families.33 Currently, most state public insurance programs set very low income thresholds 

for adults, so that childless adults rarely qualify for public insurance unless they are disabled 

or age 65 or older. 

 

The most direct way to expand public programs would be for the federal 

government to provide matching funds to states, permitting them to raise the income 

eligibility limits on public programs. This would, for example, enable poor or near-poor 

working parents or childless adults to quality for full or partial coverage through Medicaid, 

the State Children’s Health Insurance Program (SCHIP), or new insurance options built 

on these programs. Parents of SCHIP-enrolled children could be allowed into Medicaid 

or SCHIP. Workers could be allowed to buy into public programs such as Medicaid, 

Medicare, the Federal Employees Health Benefits Program (FEHBP), or SCHIP. 

Alternatively, public funds could be used to subsidize employment-based premiums. 

 

Recently, several states have developed innovative insurance expansion strategies 

that combine public and private approaches. For example, Maine’s Dirigo program offers a 

new, privately insured group option and integrates the choices of coverage with publicly 

supported insurance.34 Rhode Island has expanded public insurance options to low-

income working adults and families through RIte Care and, at the same time, created the 

RIte Share program, which provides premium support for workers participating in 

coverage offered by their employers.35 States that have included provisions to help low-

income workers participate in employer plans indicate that such efforts have helped to 

stabilize coverage.36 Illinois, Massachusetts, Minnesota, Washington, and other states have 

sought to stabilize existing job-based benefits while expanding options for low-wage 

workers and firms.37 Several states are considering support of health insurance purchasing 

cooperatives. 
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Public program expansions face several challenges. These include identifying 

sources of financing to support and maintain expansions; maximizing employer 

participation and contributions; and designing buy-in arrangements for employees or 

employers that avoid complexity and administrative hurdles. 

 

FEDERAL PROPOSALS 

At the federal level, a range of legislative proposals exist that would build on existing state 

or federal public insurance programs or create public–private group options. Proposals in the 

109th Congress address four major options: expansion of tax credits; creation of new 

federal–state roles in regulating insurance markets; expansion of purchasing options for 

small firms; and expansion of public programs for the under-65 population. 

 

Expansion of tax credits: 

• Expand tax deduction for health insurance premiums to all taxpayers, including the 

self-employed. 

• Provide tax credits to low-income individuals and families for the purchase of 

health insurance premiums. Some proposals would make refundable tax credits 

broadly available. Others would link credits to HSA-based, high-deductible plans. 

• Offer small businesses tax credits to encourage them to provide employee health 

benefits, including credits for contribution to employee HSAs. 

• Expand the Trade Adjustment Assistance credits to cover a higher share of the 

premium for high-risk pools, with the option for eligible parties to participate in 

FEHBP. Other Trade Adjustment Assistance proposals would expand the 

industries qualifying for assistance. 

 

Creation of federal–state roles in regulating insurance markets: 

• Enact new federal insurance rules to promote formation of small employer 

association health plans. Proposals vary in specifying federal–state roles. 

• New federal regulations to enable insurance sales across state borders, overriding 

state-specific insurance regulations. 

• Federal grants to create and support state high-risk pools. 

• Funding support for state-based reinsurance arrangements for private coverage. 
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Expansion of purchasing options for small firms: 

• Federal creation of small-group purchasing pools, with premium assistance for 

employees with incomes below 200 percent of poverty. 

• Issue grants to states to plan, develop, and help start small-group purchasing pools. 

Proposals include grants to help establish health care purchasing cooperatives. 

• New federal options to allow small businesses or the self-employed to buy 

coverage through a new, non-federal employee group insurance program 

sponsored by FEHBP, with reinsurance of health plans. 

 

Expansion of public program options for the under-65 adult population: 

• Proposals to expand Medicare to disabled and early retirees under age 65: 

 Allowing adults ages 55 to 64 to purchase insurance through Medicare. 

 Eliminating the two-year waiting period for Medicare for the disabled. 

• Federal options to expand Medicaid/SCHIP to low-income parents; options to 

expand state programs to all up to poverty level. 

• Issue grants to states to develop state systems to provide universal insurance. 
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