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Employer-Sponsored Health Insurance And
Prescription Drug Coverage For New Retirees:
Dramatic Declines In Five Years

A scenario that adds real urgency to the debate over a Medicare drug
benefit.

by Bruce Stuart, Puneet K. Singhal, Cheryl Fahlman, Jalpa Doshi, and
Becky Briesacher

ABSTRACT: Employer-sponsored health insurance is often described as the most reliable
private source of Medicare supplementation, particularly for prescription drug benefits.
This study’s findings show that employer coverage is becoming an increasingly less de-
pendable source of coverage for new retirees, and the problem is likely to get worse. We
found that the proportion of Medicare beneficiaries ages 65-69 with employer coverage
declined from 46 percent in 1996 to 39 percent in 2000. The proportion with drug cover-
age from an employer declined from 40 percent in 1996 to 35 percent in 2000. Losses
among males, the group most affected, would have been even greater had it not been for a
slight increase in benefits from spouses’ policies.

ings for smaller firms, although fewer small
firms have ever offered coverage to either em-
ployees or retirees.> Also, most firms that
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supplementation, particularly for prescrip-
tion drug benefits.! However, employers are
cutting back on their offer of health benefits
to both current employees and retirees. Ac-
cording to annual Mercer/Foster Higgins sur-
veys, the number of large employers (500 em-
ployees or more) offering coverage to
Medicare-eligible retirees declined from 57
percent in 1987 to 23 percent in 2001.2 Surveys
conducted by the Henry J. Kaiser Family
Foundation/Health Research and Educa-
tional Trust (KFF/HRET) report similar find-

maintained retiree coverage during the 1990s
have since reduced benefits or increased em-
ployees’ share of premiums, or both.* Health
insurance take-up rates among eligible em-
ployees and retirees have fallen as a result.
These statistics seem to imply a marked de-
cline in employer coverage among retired
Medicare beneficiaries. However, published
data from the Medicare Current Beneficiary
Survey (MCBS) indicate that the percentage
of beneficiaries with supplemental medical
and drug coverage from employer plans has re-
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mained virtually unchanged since the mid-
1990s.° One reason why actual employer cover-
age rates have not fallen as sharply as the sur-
veys otherwise suggest is that employers typi-
cally eliminate coverage for future rather than
current retirees.” But this cannot be the only
explanation. Our analysis focuses on a factor
that has not been addressed in previous re-
search: namely, the impact of women’s increas-
ing workforce participation rates on employer
coverage for new retirees. In 1980 only 41 per-
cent of women in the preretirement age band,
55-64, were in the workforce; by 2000 this
number had risen to 52 percent.® Increased
workforce participation for women should
produce higher rates of employer coverage
upon retirement for both sexes. Women gain
because they are more likely to meet longevity-
of-work requirements for retiree benefits.
Men with working or retired spouses gain be-
cause they have greater opportunities for de-
pendent coverage.

Have increases in employer coverage eligi-
bility among women offset reductions in offer
rates to new retirees? To find out, we tracked
employer-sponsored medical and drug cover-
age for new retirees each year from 1996
through 2000. To assess the impact of in-
creased workforce participation among
women, we examined trends in coverage by
sex and source of benefit (own versus spouse
policy). We also tracked alternative sources of
Medicare supplementation among people in
this age bracket to determine whether benefi-
ciaries substituted other types of coverage for
employer coverage during the study period.

Data And Methods

We used the MCBS Cost and Use surveys
from 1996 to 2000. These surveys report data
from in-home interviews of a nationally repre-
sentative sample of approximately 12,000
Medicare beneficiaries each year. They contain
detailed information on beneficiaries’ demo-
graphics, socioeconomic characteristics, medi-
cal care and prescription drug use, estimated
costs for all health services whether covered
by Medicare or not, and coverage under Medi-
care supplemental and public plans. The sur-

vey records up to five private health plans, in-
cluding starting and ending dates of coverage
where applicable.® Indicator variables show
which plans offer prescription drug coverage.
Some respondents either fail to report cover-
age or indicate that they do not know its
source but during the surveys produce infor-
mation—a receipt or insurance statement for
example—indicating third-party payment.
We classified beneficiaries as having employer
coverage from a former or current employer
based on self-reported coverage or evidence in
the spending reports. Our study sample was
restricted to community-dwelling beneficia-
ries ages 65-69.° Although the MCBS does not
provide information on beneficiaries’ retire-
ment status, we reasoned that changes in cov-
erage offerings to new retirees should be most
evident in this age band.

We estimated annual prevalence rates of
employer coverage and employer drug cover-
age for five annual samples of beneficiaries
ages 65-69 from 1996 to 2000. We stratified
these samples by sex and source of policy (own
and spouse), to identify sex-specific trends."
To determine possible alternative sources of
Medicare supplementation among those with
no employer coverage plans, we assigned re-
spondents to Medicare+Choice plans, public
plans (Medicaid, Veterans Affairs, and various
other programs), and individually purchased
Medigap plans based on self-reports or evi-
dence in the payment rec- ords.> We created a
“multiple plan” category for beneficiaries with
evidence of more than one Medicare supple-
ment other than employer coverage. A very
small proportion of respondents (under 2 per-
cent a year) report coverage from an unknown
source and could not be classified with pay-
ment-level data. These respondents are
counted as not having supplemental coverage.

We conducted bivariate statistical tests of
differences in mean employer coverage rates
between 1996 and 2000 for each of our mea-
sures. Because the MCBS employs a complex
sampling design, these tests were performed
using the weighted survey estimator in STATA,
version 7. This technique adjusts standard er-
rors for clustering and stratification involved
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in the survey design. Statistical significance
was defined at p < .05.

Study Findings

The overall proportion of all aged commu-
nity-dwelling Medicare beneficiaries with
health care coverage from an employer hovered
at 39-40 percent over the period 1996-2000
(Exhibit 1). Prescription drug coverage from
employer plans held constant at a fraction
above 34 percent. None of the differences are
statistically significant.

Exhibit 2 shows the trend in employer cov-
erage between 1996 and 2000 for younger
(ages 65-69) and older (age 70 and older)
Medicare beneficiaries. A very different pat-
tern is evident in these findings. The propor-
tion of the younger group with medical bene-
fits from an employer fell by a statistically
significant six percentage points over the five-
year period. The proportion of this group with
employer-sponsored drug coverage declined
4.7 percentage points (also statistically signifi-
cant). On the other hand, the trend in em-
ployer coverage for older beneficiaries is essen-
tially flat, with a small, nonsignificant, but
steady increase in prescription drug benefits.

The dissimilar trends for older and younger
beneficiaries are the result of different demo-
graphic forces. The apparent stability in em-
ployer coverage among people older than age
seventy is actually the product of high mortal-

ity among the oldest old (who have the lowest
employer coverage rates of any age group) and
their replacement by beneficiaries who are
more likely to have employer coverage. The op-
posite dynamic is at work among those ages
65-69: Beneficiaries exiting the age band have
higher rates of employer coverage than those
entering it. Obviously, if current trends per-
sist, employer coverage rates among Medicare
beneficiaries will eventually decline across the
entire age span.

Exhibit 3 shows the change in employer
coverage for younger beneficiaries by sex (data
for 1996 and 2000 only are shown, but the
trend in the intervening years was consistently
downward). While medical coverage fell for
both sexes, the rate of decline for men (nine
percentage points) far surpassed that experi-
enced by women (three percentage points).
The decline was statistically significant only
for men. As a result, the gender gap evident in
1996 had largely disappeared by the turn of the
century. Trends in drug benefits followed the
same basic pattern. However, the loss of drug
benefits was proportionally greater for men
than for women (again, the differences were
significant only for men).

Exhibit 4 shows changes in the source of
employer coverage among these younger
Medicare beneficiaries. In both 1996 and 2000
retiree policies earned by beneficiaries them-
selves (own policies) predominated; however,

EXHIBIT 1

Percentage Of Medicare Beneficiaries Age 65 And Older With Employer-Sponsored

Medical And Drug Coverage, 1996-2000
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40 Drug coverage
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SOURCE: Medicare Current Beneficiary Survey Cost and Use surveys, 1996-2000.
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EXHIBIT 2

Percentage Of Medicare Beneficiaries With Employer-Sponsored Medical And Drug

Coverage, By Age Band, 1996-2000

Percent

B Medical coverage

40 [ Drug coverage

1996 1997 1998

Ages 65-69

1999 2000

1996 1997 1998 1999

Age 70 and older

2000

SOURCE: Medicare Current Beneficiary Survey Cost and Use surveys, 1996-2000.

spousal coverage has become a relatively more
important source of coverage for both sexes
over time. Indeed, had it not been for spousal
benefits, the decline in employer coverage ob-
served in Exhibits 1-3 would have been much
more severe. In just five years, the percentage
of younger elderly men with employer cover-
age under their own policies fell 26 percent
(statistically significant). In 1996 fewer than
one in six males with employer benefits ob-
tained them from a spouse; by 2000 one in four

did so. A similar pattern is evident among fe-
male retirees, but the change is not statistically
significant.

These findings underscore a dramatic
transformation in the structure of retiree cov-
erage during the late 1990s. The question re-
mains how new retirees coped in the face of
declining opportunities from their former em-
ployers. Exhibit 5 shows a small (albeit
nonsignificant) increase in the proportion of
younger beneficiaries with no Medicare

EXHIBIT 3

Percentage Of Medicare Beneficiaries Ages 65-69 With Employer-Sponsored Medical

And Drug Coverage, By Sex, 1996 And 2000

Percent
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SOURCE: Medicare Current Beneficiary Survey Cost and Use surveys, 1996 and 2000.

HEALTH AFFAIRS ~ Web Exclusive

W3-337



HeEarLTH TRACKING

EXHIBIT 4

Percentage Of Medicare Beneficiaries Ages 65-69 With Employer-Sponsored Medical
And Drug Coverage, By Sex And Main Policyholder, 1996 And 2000

Percent ) B Medical coverage
40 Own policy Drug coverage
30
— own policy
Spouse’s polic
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— —
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0
1996 2000 1996 2000 1996 2000 1996 2000
Men Women

SOURCE: Medicare Current Beneficiary Survey Cost and Use surveys, 1996 and 2000.

supplementation (rising from 8.2 percent in
1996 to 9.5 percent in 2000). In other words,
most new retirees found alternative sources of
Medicare supplementation. These alternatives
included Medicare+Choice (M+C) plans, pub-
lic plans (Medicaid, Veterans Affairs, and vari-
ous other programs), individually purchased
private insurance (Medigap plans), or cover-
age under multiple plans. The most significant
shift between 1996 and 2000 was from em-
ployer coverage into M+C plans and multiple
coverage. The slight increase in proportion of
beneficiaries in public plans is not statistically
significant. On the other hand, the decline in

employer coverage was matched by an equally
large and statistically significant decline in
self-purchased policies.

Gender matters here as it does with em-
ployer coverage. Men and women had very dif-
ferent patterns in supplementary coverage in
both 1996 and 2000 (Exhibits 6 and 7).
Switching to M+C is evident for both sexes,
but the swing was almost twice as great for
women: a 6.4-percentage-point increase for
women versus 3.5 percentage points for men
(only the former change is statistically signifi-
cant). Men were somewhat less likely than
women were to depend on multiple supple-

EXHIBIT 5

Sources Of Medicare Supplemental Health Coverage For All Beneficiaries Ages 65-69,

1996 And 2000

Percent 1996
40 H 2000

o
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Any employer Medigap
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Public Multiple plans No coverage
only excluding employer

SOURCE: Medicare Current Beneficiary Survey Cost and Use surveys, 1996 and 2000.
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EXHIBIT 6

Sources Of Medicare Supplemental Health Coverage For Male Beneficiaries Ages

65-69, 1996 And 2000

Percent 1996
50 H 2000
40

o
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Any employer Medigap

coverage only only

Medicare+Choice

Public Multiple plans No coverage
only excluding employer

SOURCE: Medicare Current Beneficiary Survey Cost and Use surveys, 1996 and 2000.

ments in 1996, but that pattern had reversed
by 2000 (the increase in multiple-plan cover-
age is statistically significant for men but not
women). Both sexes moved away from reliance
on self-purchased Medigap plans over the
study period. The decline was significantly
greater among women than among men.

Discussion And Policy Implications

The dramatic decline in employer coverage
among Medicare beneficiaries ages 65-69
highlighted in this study is consistent with de-

clining offer rates reported in employer sur-
veys. Women fared much better than men.
This, too, was expected, given rising work-
force participation rates among preretirement-
age women in the 1980s and early 1990s. We
did not anticipate the shift from own to
spousal policies—a trend most notable among
males. Yet it represents a rational response to
declining opportunities for retiree benefits.
Had this shift not occurred, the overall drop in
employer coverage for this age group would
have been even more pronounced.

EXHIBIT 7

Sources Of Medicare Supplemental Health Coverage For Female Beneficiaries Ages

65-69, 1996 And 2000

Percent 1996
40 H 2000
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SOURCE: Medicare Current Beneficiary Survey Cost and Use surveys, 1996 and 2000.
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These trends have important implications
for new retirees, particularly with respect to
prescription drug coverage. The fact that al-
most all employer policies have drug coverage
means that loss of employer coverage places
retirees at risk of losing what is for many the
single most valuable benefit from Medicare
supplementation. Only a small proportion of
new retirees are eligible for publicly funded
drug coverage. None of the standardized
Medigap policies that cover prescription drug
expenses (the H, I, and J
plans) and very few M+C
plans available today provide
the same generosity of drug
coverage that is available from
the typical employer coverage
policy. In 2003, for example,
99 percent of all M+C en-
rollees faced annual benefit
caps on prescription drug
spending.® Such caps are still
uncommon among employer-
sponsored plans. This might explain the grow-
ing proportion of beneficiaries with multiple
Medicare supplements. As the available op-
tions become less desirable, some people are
forced to move from plan to plan to maintain
benefit levels, while others must depend on
overlapping coverage.

Taken together, these results spell trouble
for future retirees. First, there is no evidence
that the pullback in offer rates for retiree med-
ical and drug benefits has bottomed out. In-
deed, questions posed to employers about pos-
sible future changes in retiree health benefits
indicate that further erosion can be expected.™
Second, the historic increase in workforce par-
ticipation by women has nearly reached its
peak. The U.S. Bureau of Labor Statistics esti-
mates that just 3.4 percent more women in the
preretirement age band (ages 55-64) will be in
the workforce in 2010 than in 2000.5 This rate
of increase is too small to counteract declining
employer coverage offer rates. Third, the rise in
proportion of employer coverage recipients
with drug benefits observed during the late
1990s is unlikely to continue into the twenty-
first century. Employers have singled out drug

A

“We can expect that
greater numbers of
new retirees will face
the prospect of
having no viable
source of outpatient
prescription drug
coverage.”
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benefits for cuts in the face of rapidly rising
drug costs, and it is unreasonable to assume
that retiree drug coverage will survive un-
scathed.'® Finally, and perhaps most important
of all, the trends we have reported in this paper
occurred over a very short period of time—just
five years. Even if these trends continue at
their current pace, the future availability of
employer coverage for retirees will be seriously
eroded. If the pace accelerates in the face of
changing demographic and market forces,
then the future of employer-
sponsored Medicare supple-
mental coverage looks bleak
indeed.

Further complicating the
future for new retirees is the
fact that the rest of the mar-
ket for Medicare supplemen-
tal policies is also in flux.
M+C enrollment peaked in
1999, and plan pullouts since
then have stranded increasing
numbers of beneficiaries.” The decline in
Medigap coverage among younger beneficia-
ries observed in the late 1990s is unlikely to
turn around in the face of rapidly rising premi-
ums. There has been an expansion in the num-
ber of state-sponsored pharmaceutical assis-
tance programs in recent years, but these are at
risk given states’ severe budget problems. In
short, we can expect that greater numbers of
new retirees will face the prospect of having
no viable source of outpatient prescription
drug coverage.

This scenario adds real urgency to the de-
bate over a Medicare drug benefit. While it is
obvious that beneficiaries who lose employer
coverage lose any prescription drug benefits
associated with their retiree policies, a poten-
tially greater threat is that retirees will lose all
of their supplemental health benefits because
of the rising cost of prescription coverage. A
properly structured Medicare drug benefit
would at least provide employers with an in-
centive to maintain critical medical benefits
that are unavailable in traditional Medicare.
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