Employer-based plans covering more than 60 million Americans


Donya Currie
It might be the most common way Americans now receive health insurance, but employer-based coverage has, over the years, turned into a bad fit for the nation, according to many reform advocates.

The system emerged during World War II when the federal government, in an attempt to control inflation, limited companies’ ability to raise wages. Those same companies were allowed to woo workers through attractive benefits, so health insurance quickly became linked to the best jobs. And in 1954, the Internal Revenue Service ruled that employers’ contributions to employee coverage were not taxable. That incentive translated into a more than $188 billion tax write-off for companies in 2004.

Despite decades of challenges and an economic downturn that has seen painful job losses and budget cuts, employer-based coverage is still the way the majority of Americans get their insurance. But as a system, many of those who advocate for reform say it is broken.

“It isn’t working, and it’s unraveling,” said John Geyman, MD, professor emeritus of family medicine at the University of Washington and past president of Physicians for a National Health Plan. “The cost of health care and health insurance are going through the roof, and employers can no longer cover those costs.”

More than 60 million people, or about 60 percent of people younger than 65, had employer-sponsored health insurance in 2006, according to a 2007 Commonwealth Fund issue brief that called the model “the backbone of the U.S. system of health insurance.” Yet the rate of employer-based coverage has fallen every year since 2000. Nearly 2.3 million fewer Americans had employment-based insurance in 2006 than in 2000, a report from the Economic Policy Institute concluded. Factor in population growth, and as many as 13 million more people would have had employer-provided health insurance in 2006 if the coverage rate had remained at the 2000 level.

That is rough news for people who rely on job-based coverage. Still, the system has its good points, according to researchers.

“From an efficiency and equity perspective, the advantages of employer-based coverage are considerable,” according to the Commonwealth Fund report. “Employer coverage forms natural risk pools: People enroll in coverage when they take a job rather than when they are sick, reducing the potential for adverse selection — one of the key drawbacks of the individual market.”

The cons of the employer-based system, though, include the fact that people with chronic conditions such as diabetes can become tied to their jobs for fear of losing insurance, said Peter Beilenson, MD, MPH, director of the Howard County Health Department in Maryland and architect of a county plan designed to offer coverage to those people who fall between the current insurance system’s cracks.

“It’s particularly unfair to small employers because the way our system is set up, they have no bargaining power with the insurance companies so they pay the highest premiums,” Beilenson said. “Why should it matter if you’re working in a small company of four or a large company of 200? It’s nonsensical.”
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