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Executive Summary

This sudy examines labor market trends related to the receipt of hedth and pension benefits as
compensation by private sector workers over the 19-year period from 1979 to 1998. This focus on
trends in benefit coverage as compensation is important, among other reasons, because employer-
pad benefits continue to be the primary source of both hedth insurance and of private retirement
savings for the vast mgority of Americans under 65 years of age. As policy makers continue to
consder targeted and incremental solutions to the problem of millions of Americans without hedth
insurance or adequate retirement savings, a fuller understanding of how labor market trends are
affecting work-based coverage and inequdity — and anticipating future trends in coverage — will be
useful for developing meaningful policy options and proposas for reform.

The sudy divides into two main sections. The first uses household survey data from the Current
Population Surveys between 1979 and 1999 to investigate labor market trends in employer-provided
health and pension coverage in the private sector over the past two decades. In order to focus on
trends affecting benefits pad as compensation, we define coverage as benefits receved from a
worker's own employer and therefore ignore hedth and pension coverage from other sources, as
well as offers of coverage that are not taken up. The primary andyticad question addressed is how
much of the decline in private work-based hedlth and pension coverage after 1979 can be attributed
to structural shifts in employment (i.e, shifts in the U.S. job mix by industry or occupation) and
how much is due to broader-based changes in the rate of coverage within detaled indudries. A
find pat of the fird section projects rates of hedth and penson coverage in 2008 usng
employment projections data from the BL'S Office of Employment Projections.

The second hdf of the dudy examines trends in the sdf-reported rate of hedth and penson
coverage by earnings quintile and decile usng data from the CPS a five points over the 1979 to
1998 period. The trend is then decomposed by mgor occupatiion and industry group to identify
sgnificant differences by income group. Because the dollar vaue of coverage varies greatly across
firms and over time, unpublished hourly compensation data from the BLS are used to measure
changes in actud employer expenditures for hedth and penson benefits relative to wages levels by
industry and broad occupeationd “collar.”

Trendsin Coverage

Between 1979 and 1998, the share of private ctor employees receiving health coverage from their
own employer fell from 66% to 54.1%, a drop of 12 percentage points® Most of this decline
occurred after 1988, when 64.6% of al employees received coverage. For al male workers,
coverage dropped from 74% to 60%; for women from 54% to 47%. The hypothess that the shift
towards a service economy is responsible for this decline is not supported by the anayss. We find
that about 70 percent of the decline in coverage is attributed to a very broad-based dedine within al
broad industries and occupational categories.  Shifts in the reative share of U.S. employment by
industry since 1979 account for only 30 percent of the decline in hedth coverage, about two-thirds
of which is associaged with the relative decline of manufacturing.  Shifts in the occupationd
Structure were not a sSignificant factor.

! The March 1996 CPS survey, which included both current and prior year data, indicated that 53.6 percent of
employees received own-employer health coverage in 1996 (see Table H27). This suggests that the percentage of
employees with own-employer coverage may have reached alow point in the mid-1990’ s before rebounding slightly at
the end of the decade.



The study investigates severd other explanations for the decline in health compensation:

0 The economy-wide decline in coverage would have been worse if not for the effect of
increaaing firm Sze in the non-manufacturing sector. A Sgnificant increase in average firm
Szein advancing indudtries (e.g., services, retall trade) has partidly offset the effect of
dedining firm sze and coverage rates in manufacturing.

0 The 6.2 percentage point increase in the share of private sector employees who are women
has had only asmall direct effect on coverage. Nevertheless, oneindirect effect deserves
atention: working women are nearly twice as likely as men (30% v. 17.5%) to be covered
by insurance from another source (usually their spouse). Over time employersin certain
industries may perceive disincentives to paying for family hedth benefits or for hedth
insurance & all.

o Findly, employers have shifted the cogt of financing coverage to their employees. The
proportion of policyholders whose employer paid the full cost of coverage fell from 45.5
percent in 1983 to 26.6 percent in 1998.

The impact of the changing U.S. job mix on pension coverage provides asharp contrast to trends in
hedth benefit coverage. The share of private sector workers receiving penson benefits as
compensation has declined only dightly over the 20-year period since 1979, fdling between 2 and 5
percentage points. Although CPS data are not precisely comparable over the entire period, it
appears that penson coverage among al private sector workers fell steadily from 47.7% in 1979
(based on the May 1979 CPS), to alow of 39.6% in 1995 (based on the March 1996 CPS), and then
rebounded by 3 percentage points to 42.5% in 1998 (based on the March 1999 CPS). Among men,
coverage fdl from 56% in 1979 to 44% in 1995, then rose dightly to 46.8% in 1998; among
women, coverage increased from 35.7% in 1979 to 37.8% in 1998. We find that dhifts in the
relative share of U.S. employment by industry account entirdly for this decline in penson coverage.

If the compogtion of U.S. employment by mgor industry group had remained the same, the overdl
rate of pension coverage would be higher now than in 1979.

Two other findings are detailed. Fird, trends in penson coverage very closdy track the divison
commonly made between dedining (“old economy”) and risng (“new economy”) indudries.
Coverage rates have falen dnce 1979 in every goods-producing industry, in Trangportation,
Communications and Public Utilities (TCU), and in Wholesde Trade, esch of which dso declined
as a share of private sector employment. In contrast, al other service-producing industries
increased rates of pension coverage since 1979 and — with minor exceptions — aso increased their
share of U.S. private sector employment. Second, across al indudtries, the loss of penson coverage
has occurred dmost exclusively among workers broadly classified as Blue Collar & Service.

Projecting Coverage to 2008

Shifts in the relative share of tota U.S. employment by industry and occupation projected by the
BLS for 2008 ae likdy to have only a smdl negative effect on overdl rates of own-employer
hedth and penson coverage. Using BLS employment projections, both private sector and overdl
hedth and penson coverage would decline by only 0.4 and 0.6 percentage points, respectively, by
2008 assuming that 1998 coverage rates by industry and occupation remain congtant. This rdaivey
indgnificant decline suggests that coverage trends over the next decade will depend on offer and
take-up decisons by individua firms and workers and not on structurd shiftsin the U.S. job mix.



Trendsin Inequality

Contrary to the assumption that benefits tend to mitigate wage inequdity, we find that U.S. wage
inequdity is magnified by benefits inequdity, a least within the private sector. Hedth and penson
benefit compensation since 1979 have become ggnificantly more unequd, particulaly among mde
workers.  Among maes, the health benefit gap between the lowest and highest paid workers has
increesed dramdticdly in the private sector: In 1979, the difference in own-employer coverage
between the lowest and highest wage quintiles was 34 percentage points, by 1998 the difference
was dmost 53 percentage points, an increase of more than 18 percentage points. Coverage fell in
every wage bracket, but declined much more in the lowest quintile (down 27 percentage points)
than in the highest quintile (down 8 percentage points). Low-wage mae workers thus have borne
the brunt of the decline in hedth bendfits provided by their employers  This growing inegudity
trend is economy-wide shifts in the rdative share of U.S. employment by industry appear to
account for only about 30 percent of the increase in inequaity among male workers since 1979.

For women, there is virtudly no correation between wages and the decline in hedth benefit
compensation snce 1979; the top/bottom quintile gap remained roughly 45 percentage points.
Because the decline in coverage for women has not been as steep as that for men, the coverage gap
between the sexes narrowed over the 19-year period. Coverage of younger workers, both male and
femde, fdl shaply after 1988 — from 69 percent in 1979 to 64 percent in 1988, and then to 47
percent in 1998 for al workers under 30. However, regresson andyss indicates that the loss of
coverage by younger workers does not explain the broad-based increase in inequdity of hedth
benefits over the past two decades.

The dollar vadlue of hedth bendfits shows a smilar picture of declining compensation and growing
inequaity. The average hourly employer expenditure per employee for the private sector as a
whole fdl from $1.53 in 1986 to $1.28 in 1999 (in congant hedth dollars). The red vaue of
coverage for workers in the lowest third of wage earnings is less than hdf of that for workers in the
highest third, and it has declined at afadter rate.

Pension coverage for mae workers in the bottom three earnings quintiles fdl precipitoudy between
1979 and 1995, then recovered somewhat by 1998. Among employed maes aged 21 to 64, the
pendon coverage gap between the lowest and highest earnings quintile increased from 48
percentage points in 1979 to 59 percentage points in 1998 (down from nearly 62 points in 1995).

Among femade workers, the coverage gap increased far less, widening only 2 percentage points
between the lowest and highest earnings quintiles (from 48 points in 1979 to 50 in 1998). For
women, penson coverage actudly increased somewhat in each earnings quintile since 1979.

Pension coverage rates fell disproportionately for workers aged 21 to 44. Whereas 48% of mde
workers aged 21 to 29 received a pengon benefit in 1979, fewer than 31% did by 1998; coverage
rates for women in this age category dropped from 35% to 29%. Among workers overdl, virtudly
the entire decline in penson coverage after 1979 occurred among Blue Collar & Service
occupations across dl indudries.  The employer codt-of-compensation data show that the ratio
between the vaue of penson benefits paid to workers in the highest and lowest-paying third of jobs
increased from roughly 5:1 in 1979 to 6:1 in 1999. For workers in lower-wage job categories,
pension contributions fell 35%, from $0.37 per hour in 1979 to $0.24 in 1999.



“H” Tables. Health Benefit Coverage and Inequality Trends

In tables H1-H33 and H41, authors caculations are based on Current Population Survey (CPS)
datafrom May 1979, May 1983, May 1988, March 1996 and March 1999. In generd, the May
surveys estimated current-year coverage, while the March surveys referred to coverage during
the previous year.? Data used in this study refer to private sector nonagricutural wage and salary
workers. Regressons of hedth coverage on atime trend employ the linear probability moddl.

Please note that all mentions of health coveragein thesetablesrefer to own-employer
health coverage (health coverage provided by an employee’s own employer).
Tabl e H1

Change in Health Coverage, 1979-1998
By Enpl oynent Category and Firm Si ze

1979- 1998
1979 1988 1995 1998 Change
Al'l Enpl oyees 66.6% 64.4% 53.6% 54.1% -12.5%
Age 21-29 68.9% 63.8% 47.8% 47.1% -21.8%
Age 30-44 72.8% 72.9% 59.2% 61.9% 10. 8%
Age 45-54 74.5% 72.1% 63.6% 67.3% -7.2%
Age 55-64 73.1% 68.6% 66.4% 66.3% -6.8%
VWite Collar 69.3% 69.3% 60.3% 60.3% -9.0%
Blue Collar & Service 62.9% 59.1% 46.7% 46.3% -16.6%
Manuf act uri ng
VWite Collar 89.2% 87.1% 79.2% 80.6% -8.6%
Blue Collar & Service 85.4% 83.9% 68.7% 69.5% -15.9%
Non Manufact uri ng
VWite Collar 64.2% 65.4% 57.3% 57.2% -7.0%
Blue Collar & Service 48.0% 45.6% 38.0% 37.9% -10.1%
Firm Size Under 100 43.9% 45.8% 38.9% 39.5% -4.4%
Firm Size 100-499 76.6% 73.3% 63.0% 62.0% -14.6%
Firm Si ze 500-999 80.8% 78.5% 64.2% 66.5% -14.3%
Firm Size 1000+ 87.0% 80.9% 66.3% 64.3% -22.7%
Firm Si ze Under 500 50.8% 50.4% 45.5% 45.9% -4.9%
Firm Size 500+ 86.3% 80.7% 66.0% 64.6% -21.7%
Manuf act uri ng
Firm Size <500 72.5% 70.4% 61.5% 64.6% -7.9%
Firm Size 500+ 95.3% 94.1% 83.0% 81.4% -13.9%
Non Manufacturing
Firm Si ze <500 46. 1% 46.6% 42.1% 42.3% -2.8%
Firm Size 500+ 79.0% 72.3% 60.3% 59.5% -19.5%

2 The March surveys, which generally cover employment from the longest job held during the previous year, may
understate coverage levels compared to current year estimates. A comparison of the 1995 and 1996 data from the
March 1996 current and previous year survey indicates, however, that the resulting differenceis small.



“P” Tables. Pension Coverage and | nequality Trends

In tables P1- P28, authors' calculations are based on Current Population Survey (CPS) datafrom
May 1979, May 1983, May 1988, March 1996, and March 1999. The May surveys estimated
current-year coverage, while the March surveys referred to coverage during the previous year.
In tables P29-P34, authors' caculations are based on unpublished data from the Employer Costs
for Employee Compensation (ECEC) Survey from 1986 to 1999.

Data used in this study refer to private sector nonagriculturd wage and sdary workers.
Regressons of hedlth coverage on atime trend employ the linear probability modd.

Table P1

Changes in Pension Coverage, 1979-1998
By Enpl oynent Category and Firm Si ze

1979- 1998
1979 1988 1995 1998 Change
Al'l Enpl oyees 47. 7% 42.6% 39.6% 42.5% -5.2%
Age 21-29 42. 7% 33.6% 27.3% 29.9% -12.8%
Age 30-44 56.1% 50.6% 48.2% 50.8% -5.3%
Age 45-54 61.5% 55.8% 54.5% 58.5% -3.0%
Age 55-64 58.4% 53.4% 51.9% 52.9% -5.5%
VWite Collar 49.2% 46.1% 46.0% 49.6% +0. 4%
Bl ue Collar & Service 46.4% 38.5% 31.9% 33.6% -12.8%
Manuf act uri ng
VWite Collar 71.3% 65.8% 67.0% 70.7% -0.6%
Blue Collar & Service 67.7% 58.8% 51.5% 56.6% -11.1%
Non Manufacturi ng
VWite Collar 43.3% 41. 7% 42.6% 46. 4% +3. 1%
Blue Collar & Service 32.1% 27.1% 24.1% 25.3% -6.8%
Firm Si ze Under 100 20.3% 18.1% 20.9% 24.2% +3. 9%
Firm Si ze 100-499 53.4% 43.0% 46.6% 48.7% -4. 7%
Firm Si ze 500-999 59.9% 48.4% 51.9% 55.0% -4.9%
Firm Size 1000+ 75.9% 66.1% 56.2% 57.3% -18.6%
Firm Size Under 500 27.3% 22.1% 27.9% 31.1% +3. 8%
Firm Size 500+ 74.1% 64.6% 55.6% 57.0% -17.1%
Manuf act uri ng
Firm Si ze <500 41.8% 32.5% 40.0% 47.0% +5. 2%
Firm Si ze 500+ 85.2% 78.3% 73.5% 74.8% -10.4%
Non Manufacturing
Firm Si ze <500 24.2% 20.2% 25.4% 28.2% +4. 0%
Firm Size 500+ 64.9% 56.6% 49.6% 51.6% -13.3%

3 The March surveys, which generally cover employment from the longest job held during the previous year, may
understate coverage levels compared to current year estimates. A comparison of the 1995 and 1996 data from the
March 1996 current and previous year survey indicates, however, that the resulting differenceis small.



Tabl e P8

Change i n Enpl oynment Share and Pensi on

1979-1998
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Tabl e P10
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Coverage by I ndustry,

Pensi on Cover age
nt Change in

Percent Perce

Cover ed Covered
1979 1998
72.1 63.3
40. 3 32.1
77.2 61.9
69.7 67.8
71.5 69.1
70. 3 66.0
64. 2 55.7
57.0 47. 8
83.6 71.5
51.3 49.9
8.3 8.6
30.6 31.6
63.1 66. 3
43.9 50. 3
1.6 2.4
24.7 31.5
17.9 22.5
15.9 24.0
24.8 36.1
55.2 65. 9
37.5 43.0

Change in Enpl oynent Share and Pensi on Coverage
by Broad Occupati on,

Enpl oynent
Per cent Percent Change in
Br oad Wor kf or ce Wor kf or ce
COccupation 1979 1998
Whg, Prof, Tech 23. 4 27.6
Sal es, Cl eri cal 25.5 28.2

Bl ue Col |l ar, Service 51.1 44.2
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Tabl e P18

Enpl oyees Age 21-64
Recei vi ng Enpl oyer - Sponsored Pensi on Coverage, 1979-1998

By Quintile and Decile of Hourly Wages

1979 1983 1988 1995 1998
Al | Enpl oyees 53. 2% 49. 3% 46. 5% 44. 3% 47. 4%
Enmpl oyees Wth 54. 9% 50. 6% 47. 3% 44. 5% 47.6%
Known \Wages
By Wage Quintile
1 22. 0% 15. 8% 15. 4% 12. 7% 15. 7%
2 42. 1% 36. 6% 35. 3% 30. 4% 34. 1%
3 54. 5% 53. 1% 48. 1% 45. 5% 52. 3%
4 72.8% 66. 6% 64. 3% 61. 7% 63. 9%
5 78. 3% 76. 8% 71. 7% 71.5% 72. 1%
Gap: Qintile 5 - 56. 3% 61. 0% 56. 3% 58. 8% 56. 4%
Quintile 1
By Wage Decile
1 16. 1% 9.6% 9.2% 9.6% 12. 0%
2 28. 0% 21. 4% 21. 8% 16. 4% 19. 6%
3 38. 6% 32. 3% 30. 8% 26. 0% 30. 1%
4 45. 8% 41. 1% 39. 4% 34. 8% 38. 2%
5 51. 1% 49. 7% 43. 2% 42. 5% 49. 0%
6 58. 3% 56. 5% 52. 6% 48. 4% 55. 2%
7 68. 3% 64. 0% 58. 6% 58. 3% 61. 8%
8 78. 7% 68. 9% 68. 5% 65. 0% 65. 8%
9 77. 7% 75. 1% 70. 7% 71. 4% 72. 2%
10 78. 8% 78. 5% 72.8% 71.6% 72. 1%
Gap: Decile 10 - 62. 7% 68. 9% 63. 6% 62. 0% 60. 1%

Decile 1



Tabl e P19

Mal e Enpl oyees Age 21-64
Recei vi ng Enpl oyer - Sponsored Pensi on Coverage, 1979-1998

By Quintile and Decile of Hourly Wages

1979 1983 1988 1995 1998
Al | Enpl oyees 61. 8% 56. 3% 52. 4% 48. 7% 51. 8%
Enpl oyees Wth 63. 9% 57. 9% 53. 1% 48. 9% 52. 0%
Known Wages
By Wage Quintile
1 32. 8% 21. 5% 20. 5% 14. 5% 17. 8%
2 52. 3% 45. 6% 41. 1% 34. 3% 39. 0%
3 70. 2% 62. 4% 58. 0% 51. 8% 58. 5%
4 79. 8% 75. 4% 70. 6% 67.2% 67.9%
5 80. 4% 81. 0% 73.3% 76. 0% 76. 7%
Tabl e P20

Fermal e Enpl oyees Age 21-64
Recei vi ng Enpl oyer - Sponsored Pensi on Coverage, 1979-1998

By Quintile and Decile of Hourly Wages

1979 1983 1988 1995 1998
Al'l Enpl oyees 40. 1% 40. 4% 39. 3% 39. 4% 42. 5%
Enpl oyees Wth 41. 3% 41. 4% 40. 2% 39. 6% 42. 7%
Known \Wages
By Wage Quintile
1 14. 4% 10. 5% 10. 5% 10. 6% 14. 5%
2 28. 5% 27. 9% 28. 5% 27. 4% 30. 4%
3 44. 6% 44. 5% 42. 7% 41. 8% 47. 3%
4 55. 0% 56. 2% 51. 1% 54. 7% 56. 8%

5 62. 2% 65. 0% 66. 1% 63. 5% 64. 6%



Tabl e P32

Hourly Enpl oyer Costs for Pensions
And Their Di spersion

Di stributions Across Broad Occupation(3) by Industry(63) Records

1986 1991 1995 1999
Mean Hourly Costs for
Pensi ons

Undef | ated $

Al'l Pensions $0. 71 $0. 62 $0. 66 $0. 83

Defined Benefit $0.61 $0.46  $0.48  $0.38

Defined Contribution $0.10 $0.16  $0.18 $0.44
Earni ngs Tertile

Bot t om $0.24 $0.24 $0.19 $0.24

M ddl e $0. 56 $0. 48 $0. 57 $0. 78

Top $1. 32 $1.14 $1. 22 $1. 45

Top-Bottom $1.08 $0.90 $1.03 $1.21

Rati o Top/ Bottom 5.50 4.75 6. 42 6. 04

1999 Dol | ars

Al'l Pensions $1.07 $0.76 $0.72  $0.83

Defi ned Benefit $0. 92 $0. 56 $0. 52 $0. 38

Defi ned Contribution $0. 15 $0. 20 $0. 20 $0. 44
Earni ngs Tertile

Bot t om $0. 37 $0. 30 $0. 21 $0. 24

M ddl e $0. 84 $0. 58 $0. 63 $0. 78

Top $1.99 $1. 39 $1. 33 $1. 45

Top- Bottom $1.62 $1.09 $1.12 $1.21

Rati o Top/ Bottom 5.38 4.63 6. 33 6. 04

Di spersi on Measure 1 0. 84 0.81 0.95 0. 82

(Mean Absolute Difference
Bet ween Log(Hourly Pensi on
Costs) and Its Annual Median)

Di spersi on Measure 2 0. 60 0. 60 0. 68 0. 57
(Mean Absolute Difference
Bet ween Log(Hourly Pensi on
Cost s/ Hourly Earnings) and
Its Annual Median)



