Employer-sponsored healthcare is terrible for inequality---not everyone works, accessibility issues exist, and they cause wage stagnation.
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Yet, as 17 million people have lost their jobs because of Coronavirus related closings, many have also lost their health insurance. The reason is simple. In the U.S., the majority of working age Americans get their health insurance from an employer. Either their employer, or their spouse’s.
And just in case you think that this result is somehow intentional, the podcast below should dissuade you. Basically, we have employer-sponsored insurance first and foremost because it’s cheap to insure workers (you know, because they ain’t usually sick). Then, during WWII, when employers couldn’t raise wages because of price ceilings, employers instead attracted workers through benefits like health insurance. Then, employers got a tax break for offering this kind of benefit. The rest is history.
Of course, just because it’s an accident, it doesn’t mean its bad. Heck, the invention of beer was an accident, and beer rules. I mean, if employer-sponsored health insurance was a good way to distribute health insurance to everyone, it might be OK. Or, if not, if it were somehow very efficient. Or, at least cheap. Of course, in reality, it’s none of those things.
Employer-sponsored Health Insurance is Unequal
The first reason employer-sponsored health insurance is unequal is because not everyone works. In 2018, about 78 percent of adults age 25 to 64 (the age before Medicare kicks in), were in the labor force. And 2018 was a good economic year. 2020 is not a good economic year. While people who don’t work might be able to get health insurance through a spouse but, as I’ve talked about before, marriage is declining especially for the poor.
Instead, Medicaid sometimes fills the gap for people who are very poor and don’t work. Of course, in some states, this option isn’t available for people without kids. For those who are less poor, the Obamacare Individual Marketplaces might offer an option. Then again, the Trump Administration hasn’t made it a priority to improve those markets. And, the administration hasn’t exactly made enrolling any easier, even for people who have lost their jobs due to the Coronavirus.
OK, but what if we only care about people with jobs? At least these people get insurance. Right? Nope. The figure below shows that health insurance access is much higher for people in high paying jobs. So, the people that can most afford to pay for healthcare even without insurance, are also the most likely to have it. Yikes.
[figure 1 omitted]
OK, so employer-sponsored health insurance doesn’t guarantee everyone gets health insurance, even workers. But maybe it’s a really efficient way to provide insurance. And maybe tomorrow I’ll dunk a basketball.
Employer-sponsored Health Insurance Introduces Inefficiencies
Having employers provide health insurance isn’t just unequal, it causes workers to make inefficient choices. Have you ever thought to yourself, “I’d like to switch jobs, but this one has good health insurance?” Then you have fallen victim to something called “job lock.” Basically, you have been forced to stick it out in a job you don’t like.
So, is the effect big? Yeah. In a classic paper, the finding was a reduction in mobility of 25 percent. Others have found bigger estimates, and a few smaller ones. In any case, this reduction in mobility matters. Economists have long noted that job switches are a major driver of wage growth. So, employer health insurance doesn’t just result in inequality, it holds people in jobs they may not like at wages that might not be as high as the could elsewhere. But, at least it’s cheap right? Wrong.
Employer-sponsored Health Insurance is Expensive
When your employer gives you health insurance, it may seem free. I mean, who looks at their paycheck anyway. Rest assured, it’s not free. First of all, as the figure below shows, you pay for it. In 2019, the average employee contributed $6,015 dollars towards their family health insurance plan (it is less for individual coverage) out of their wages. As the figure below shows, that’s up 71 percent from 2009. Know what’s not up by 71 percent since 2009? Income.
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OK, but at least employers contribute the majority, right? Maybe. Then again, the employer contribution just reflects what you don’t physically hand over out of your paycheck. Of course, its extremely likely that your employer is paying you lower wages than they would if they weren’t paying $14,500 for your health insurance. In other words, the employer probably passes through some of the cost to you in the form of lower wages. The end result is that you pay for your employer-sponsored health insurance — if your lucky enough to have it — in two ways. Once directly, and once indirectly through lower wages.
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