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The employee benefit system is one of expanding scope, which now
includes nearly all employers and employees, all branches of
government, financial institutions, insurers, medical providers,
retired workers, and children.

◆ ◆ ◆

Questions and Answers about Employee Benefits
Employee benefits continue to provide U.S. workers and retirees with a significant
source of retirement income, protection against personal financial losses associated
with illness, and other important forms of noncash compensation. The employee
benefit system is one of expanding scope, which now includes nearly all employers
and employees, all branches of government, financial institutions, insurers,
medical providers, retired workers, and children.

Two of the most significant benefits employers commonly offer are pension
coverage and health insurance. In 1987, nearly one-half of all U.S. full-time
employees participated in pension plans. In 1986, 65 percent of the nonelderly
population had employer-provided health insurance coverage at some time during
the year. Coverage rates are generally higher in larger firms. Among the 21.3
million full-time employees of medium-sized and large private firms in 1986, 90
percent participated in pension plans and had employer-sponsored health
insurance. In 1986, nearly 95 percent of the elderly received income in the form
of retirement benefits, including Social Security.

Many recent institutional and demographic developments have changed the
employee benefit system. Benefit packages have become more complex with
increasing government regulation, the adoption of new retirement savings
mechanisms, health care cost management features, and changes in pension plan
funding and participation requirements. A changing work force has resulted in a
demand for new benefits designed to meet the needs of working families and an
aging population, such as flexible benefits, child care, long-term care insurance,
and elder care.

This Issue Brief answers 17 frequently asked questions about the employee benefit
system. Topics addressed include the cost and provision of pension and health
benefits and the level of participation in these plans, trends in pension plan asset
reversions, the implications of employers’ unfunded liability for retiree health
benefits in light of new accounting proposals, new welfare benefit
nondiscrimination rules, and other current trends.
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◆ Introduction

Employee benefits continue to represent a significant
part of total compensation. U.S. employers spent $431
billion for these benefits in 1987. Of the approximately
21.3 million full-time employees of medium-sized and
large private firms in 1986, 9 out of 10 participated in
pension plans (U.S. Department of Labor, 1987).
Among all full-time employees in firms of any size, 49
percent participated in pension plans in 1987, accord-
ing to unpublished data from the U.S. Department of
Commerce. Nearly 95 percent of the elderly received
income in the form of retirement benefits, including
Social Security, in 1986. More than 9 out of 10 full-
time employees in medium-sized and large private firms
in 1986, and more than 9 out of 10 in state and local
governments in 1987, had health insurance available to
them. Although real average hourly earnings have not
grown since the mid-1970s, real average hourly com-
pensation (i.e., wages plus benefits) has grown consis-
tently (Employee Benefit Research Institute, 1988a).

As employee benefits have gained importance, the roles
of federal, state, and local governments, employers, and
employees in the benefits system have become increas-
ingly complex. New retirement savings mechanisms,
health care cost management, changes in pension plan
funding and participation requirements, and newer
employee benefits such as child care have added to the
complexity of benefit packages and regulation. As a
result, it has become more difficult for employers, plan
managers, and legislators to remain abreast of benefit
issues.

This Issue Brief addresses 17 important topics concern-
ing pensions, health insurance, and other benefits.
Using a question-and-answer format, the discussion
draws largely on previous Employee Benefit Research
Institute (EBRI) research and a forthcoming EBRI
reference work, Databook on Employee Benefits, which
will be a comprehensive collection of current and
historical information on pensions and retirement
income, health insurance, and other employee benefits
from the perspectives of the government, employers,
employees, and retirees.

1 The additional 0.1 percent is attributable to other labor income
that is primarily composed of the directors' fees.

◆  Pensions and Retirement Income

1. How much do employers spend on employee
benefits?

Employer spending for employee benefits (including
mandatory benefits) were 16.1 percent of compensation
($431 billion) in 1987, and continue to rise. Public and
private employer spending for employee compensation
reached $2.7 trillion in 1987 (table 1), an increase of
7.0 percent from $2.5 trillion in 1986. In 1987, expen-
ditures for wages and salaries totaled $2.2 trillion, or
83.8 percent of total compensation, while employer
outlays for employee benefits accounted for the remain-
ing 16.1 percent ($431 billion).1 In 1987, wages and
salaries increased 7.4 percent from the $2.1 trillion
spent in 1986, and grew slightly as a proportion of total
compensation. Employer expenditures for benefits rose
5.4 percent from 1986.

Retirement income benefits continue to represent
approximately 8 percent of total compensation, and are
the largest component of spending for employee
benefits. While this number has declined from 9.2
percent of total compensation in 1980 to 8.2 percent in
1987, it continues to rise in terms of dollars spent.
Whereas in 1980, $151 billion was spent on retirement
benefits, by 1987 this number reached $220 billion, an
average annual growth rate of 5.5 percent.

The largest employer retirement benefit expenditure in
1987 was for the Social Security Old-Age, Survivors,
and Disability Insurance (OASDI) program, which
amounted to $104 billion, a 6.1 percent increase over
1986. This expenditure has accounted for 3.9 percent of
total compensation since 1985. Employer spending for
private employer pension and profit sharing plans, on
the other hand, continued to represent a relatively
smaller share of compensation since 1980, when
employer expenditures were at a high of 3.3 percent of
total compensation. By 1987, these expenditures
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Table 1
Employer Outlays for Employee Compensation, Selected Years, 1960–1987

1960 1970 1980 1985 1986 1987

(in billions)

Total Compensation $297 $618 $1,638 $2,368 $2,507 $2,683
Wages and salaries 273 551 1,372 1,975 2,094 2,248
Other labor incomea 0 1 2 3 4 4
All benefits 24 66 264 389 409 431

retirement income benefits 14 40 151 206 212 220
Social Security OASDIb 6 16 56 92 98 104
private employer pension

and profit sharing 5 13 54 55 52 51
public employer retirement plansc 4 11 41 59 62 65

health benefits 3 15 72 124 134 144
Social Security HId — 2 12 23 26 28
group health insurancee 3 12 60 101 107 115
military medical insurance h h h 1 1 1

other employee benefits 6 11 42 59 63 67
unemployment insurancef 3 4 16 26 25 24
workers’ compensationg 2 5 19 24 28 32
group life insurance 1 3 7 9 9 10

                                                       (as a percentage of total compensation)

Total Compensation 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
Wages and salaries 91.9 89.2 83.8 83.4 83.5 83.8
Other labor incomea 0.1 0.1 0.1 0.1 0.1 0.1
All benefits 8.0 10.7 16.1 16.4 16.3 16.1

retirement income benefits 4.8 6.5 9.2 8.7 8.5 8.2
Social Security OASDIb 1.9 2.6 3.4 3.9 3.9 3.9
private employer pension and

profit sharing 1.6 2.1 3.3 2.3 2.1 1.9
public employer retirement plansc 1.2 1.8 2.5 2.5 2.5 2.4

health benefits 1.1 2.4 4.4 5.3 5.3 5.4
Social Security HId — 0.4 0.8 1.1 1.2 1.2
group health insurancee 1.1 2.0 3.6 4.3 4.3 4.3
military medical insurance h h h h h h

other employee benefits 2.1 1.8 2.6 2.5 2.5 2.5
unemployment insurancef 1.0 0.6 0.6 1.1 1.0 0.9
workers’ compensationg 0.7 0.7 1.2 1.0 1.1 1.2
group life insurance 0.4 0.5 0.4 0.4 0.4 0.4

Source: EBRI tabulations based on Survey of Current Business, U.S. Department of Commerce, Bureau of Economic Analysis,
National Income and Product Accounts, selected years.
aPrimarily directors’ fees.
bOld-Age, Survivors, and Disability Insurance trust fund.
cIncludes employer contributions to federal, civilian and military retirement, railroad retirement, and state and local employee
retirement plans.

dMedicare Hospital Insurance trust fund.
eIncludes contributions to privately administered private and public group health insurance plans.
fIncludes federal and state unemployment insurance tax and payments for railroad and federal employees’ unemployment insur-
ance.

gIncludes contributions to federal, state, and local government, and private workers’ compensation insurance funds.
hLess than $500 million or less than 0.05 percent.
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Table 2
Percentage of Married Couples and Single Individuals Aged 65 and Older with Income from Specified Sources,

Selected Years, 1976–1986a

represented only 1.9 percent of total compensation. In
this same period, employer expenditures for these
benefits also fell, in terms of dollars spent, from $54
billion in 1980 to $51 billion in 1987.

Employer expenditures for health benefits, including
Medicare, have continually increased as a percentage of
total compensation and have doubled, in terms of the
dollar amount spent, since 1980. These expenditures
totaled $144 billion in 1987, an increase of $10 billion
over 1986. This component of compensation has
consistently risen since 1960, although after growing
rapidly in the late 1970s and early 1980s, the rate of
growth has slowed.

Employers spent $115 billion on group health insurance
in 1987. Since 1985, this expenditure has remained
stable as a percentage of total employee compensation
at approximately 5.4 percent. Contributions to the
Medicare Hospital Insurance trust fund remained at 1.2

percent of total compensation in 1987, but the amount
spent increased to $28 billion.

Expenditures on other employee benefits have held
steady at 2.5 percent of total compensation since 1985.
In 1987, employers spent a total of $67 billion on such
programs as unemployment insurance, workers’ com-
pensation, and group life insurance.

2. How many people currently receive retirement
income, and how much do they receive?

In 1986, 94 percent of the 21.6 million married couples
and single individuals aged 65 and older received
retirement benefits, including Social Security (table 2).
Approximately 40 percent of this group received some
type of pension income in the form of private pensions
and annuities, government employee pensions, or
railroad retirement plans. The percentage of people
receiving public or private retirement benefits other

Source of Income 1976 1978 1980 1982 1984 1986

Number (in millions) 17.3 18.2 19.2 19.9 20.8 21.6

Percentage  with
Retirement Benefits 92% 93% 93% 93% 94% 94%

Social Securityb 89 90 90 90 91 91
Retirement benefits other

than Social Security 31 32 34 35 38 40
railroad retirement 3 3 2 2 2 2
government employee pensions 9 10 12 12 14 14
private pensions  or annuities 20 21 22 23 24 27

Earnings 25 25 23 22 21 20
Income from Assets 56 62 66 68 68 67
Veterans’ Benefits 6 5 5 4 5 5
Public Assistance 11 10 10 16 16 7

Source:  Susan Grad and Karen Foster, Income of the Population 55 and Over, 1976, U.S. Department of Health, Education, and Welfare,
pub. no. 13-11865 (Washington, DC: U.S. Government Printing Office, 1979), table 1; Susan Grad, Income of the Population 55 and Over,
1978, 1980, 1982, and 1984, U.S. Department of Health and Human Services, pub. no. 13-11871 (Washington, DC: U.S. Government
Printing Office, 1981, 1983, 1984, and 1985, respectively), table 1; and Susan Grad, Income of the Population 55 or Older, 1986, U.S.
Department of Health and Human Services, pub. no. 13-11871 (Washington, DC: U.S. Government Printing Office, 1988), table 1.
aReceipt of sources is ascertained by a yes or no response to a question that is imputed by the Current Population Survey.  A married couple
receives income from a source if one or both persons are recipients from that source.

bRecipients of Social Security may be receiving retired worker, dependents’ or survivors’, transitionally insured, or special age 72 benefits.
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than Social Security has risen steadily; in 1976, only 31
percent of the elderly received such benefits.

The elderly receive most of their income through
payments from Social Security, personal savings, and
pensions. In 1986, in families where the head of house-
hold was aged 65 or older, the average income per
household member (after taxes) reached $9,574 (U.S.
Department of Commerce, 1988). The average after-tax
income for all household members was $8,894, indicat-
ing that Social Security, savings, and private pension
plans, on average, enable the elderly to maintain an
income in retirement that is slightly higher than the
average income of the nonelderly.

boom generation are expected to have an 83 percent
recipiency rate, compared with 60 percent for single
individuals. By the time this generation leaves the work
force, 97 percent of retiree families are expected to
receive income from Social Security.

3. How many workers are covered by employer-
sponsored pension plans? In what types of plans do
workers participate?

At year-end 1985, there were 40.5 million active
participants in primary private-sector, employer-
sponsored pension plans (table 3).2 More than 70
percent were in defined benefit plans.

In 1974, the Employee Retirement Income Security
Act (ERISA) set minimum funding requirements for
defined benefit plans, and required the plans to obtain
benefit insurance through the Pension Benefit Guar-
anty Corporation (PBGC). Because these two require-
ments generally raise the cost of defined benefit plans,
some observers feared that these measures would have
an adverse effect on defined benefit plan coverage, and
that there would be a shift to generally less costly
defined contribution plans. Because the participant in a
defined contribution plan bears the investment risk, the
future benefit amounts are uncertain, leading to con-
cern that such a shift might threaten plan participants’
retirement income security. Since ERISA, the number
of primary defined benefit plan participants has re-
mained stable and the number of plans has risen, while
the numbers of both defined contribution plans and
plan participants have increased.

Recent research suggests that the movement toward
defined contribution plans represents a long-term trend
independent of shifts in firm size and industry (Gust-
man, Steinmeier, and Clark, as cited in Andrews,
forthcoming). Several reasons are given for this change.
Some say that government regulation has made defined
benefit plans too costly, while others note that employ-

2Secondary participants are those who also participate in a primary
plan.

As workers of the baby boom age cohort retire, pension
recipiency is projected to increase. EBRI tabulations of
the Pension and Retirement Income Simulation Model
(PRISM) show that, of all workers aged 55 to 64 in
1979, 86 percent will receive income from Social
Security, and 48 percent will receive income from some
form of employer-sponsored pension plan (Andrews
and Chollet, 1987). Married couples have a higher
likelihood of receiving income from a pension plan (59
percent), while 36 percent of single individuals are
projected to do so.

According to these projections, the percentage of
people receiving income from pension plans will
increase as the baby boom generation begins to retire.
Among people aged 25 to 34 in 1979, 71 percent are
projected to receive income from employer-sponsored
pensions in retirement. Married couples of the baby

◆ ◆ ◆

According to EBRI projections, the percentage
of people receiving income from pension plans
will  increase  as  the  baby  boom  generation
retires.

◆ ◆ ◆
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Table 3
Private-Sector Defined Benefit and Defined Contribution Pension Plan Participation and Plan Trends,

Selected Years, 1975–1985

Plan Type 1975 1980 1981 1982 1983 1984 1985

                                                (in millions)

Primary Plan Participants 30.7 35.5 36.9 37.5 39.0 39.7 40.5
Defined benefit 26.8 29.7 29.7 29.4 29.6 29.8 28.9
Defined contribution 3.9 5.8 7.2 8.1 9.4 9.9 11.6

Secondary Plan Participantsa 7.6 13.1 13.9 15.7 18.9 21.1 21.8
Defined benefit 0.4 0.4 0.4 0.4 0.4 0.4 0.1
Defined contribution 7.2 12.7 13.5 15.3 18.5 20.7 21.7

                                              (in thousands)
Primary Plans 294.6 472.5 525.2 581.7 586.4 618.6 661.6

Defined benefit 107.3 179.2 203.0 219.6 221.6 215.6 224.1
Defined contribution 187.3 293.3 322.2 362.1 364.8 403.0 437.5

Secondary Plans 45.5 117.5 138.1 147.3 150.4 129.9 143.9
Defined benefit 0.1 0.2 0.3 0.3 0.4 0.3 0.4
Defined contribution 45.4 117.3 137.8 147.0 150.0 129.6 143.5

Source:  U.S. Department of Labor tabulations of  Internal Revenue Service Form 5500 responses.
aAll secondary plan participants also participate in primary plans.

ers are restructuring their benefits to prepare for the
baby boom’s retirement.

Younger workers react favorably to defined contribution
plans because account balances showing a current cash
value appear more meaningful than the promise of
monthly checks for an unknown amount at retirement.
Employers realize that to be cost effective, defined
contribution plans must be considered an integral part
of retirement income and not just a supplement to
savings because the baby boom’s retirement will be
costly. Primary defined contribution plans are one way
to restructure the costs of retirement for the current
work force (Andrews, forthcoming).

Between 1975 and 1985, the number of active partici-
pants in primary defined benefit or defined contribution
plans rose from 30.7 million to 40.5 million. This
increase (9.8 million participants) indicates that
participation in primary private plans grew at an
average annual rate of 2.8 percent over the 10-year
period.

While the number of participants in defined benefit
plans remained relatively constant, the number of
participants with primary defined contribution plan
coverage nearly tripled between 1975 and 1985. The
number of participants in primary defined benefit plans
remained relatively constant at around 29 million from
1980 through 1985. Primary defined contribution plan
participants increased by 7.7 million, from 3.9 million
in 1975 to 11.6 million in 1985.

Growth in secondary plan participation has been more
pronounced. In 1975, there were 7.2 million partici-
pants in secondary defined contribution plans, which
supplement primary defined benefit or defined contri-
bution plans. By 1985, these plans had grown to include
21.7 million participants. Secondary defined benefit
plans are uncommon, and participation in this type of
plan fell from 400,000 participants in 1975 to 100,000
in 1985.

The overall number of both primary and secondary
defined benefit and defined contribution plans has
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According to data from the U.S. General Accounting
Office, more than 35,000 employers with 5 employees
or more, or 4.4 percent of all firms surveyed, offered
401(k) plans in 1986. Of the 5.2 million employees

continued to grow. Between 1975 and 1985, the
number of primary plans grew 8.4 percent per year on
average. While the number of defined contribution
plans is increasing relative to the number of defined
benefit plans, there has been no decrease in the abso-
lute number of either primary or secondary defined
benefit plans.

4. How prevalent are 401(k) arrangements?

Section 401(k) of the Internal Revenue Code permits
employers to structure defined contribution plans to
allow employees to elect to have a portion of their
compensation contributed to a qualified pension or
profit sharing plan on a before-tax basis. The contribu-
tion is made by the employer on behalf of the em-
ployee. Employers sometimes match all or a portion of
the employee’s contribution. These arrangements,
commonly referred to as 401(k) plans, were formally
qualified for favorable tax treatment in the Revenue
Act of 1978 (U.S. General Accounting Office, 1988).
As with other qualified pension plans, the employer
contribution, as well as the employee’s pretax contribu-
tion, is not treated as taxable income until money is
withdrawn.

Table 4
Percentage of Employers Surveyed Offering 401(k) Salary Reduction

Plans to Salaried Employees, 1981–1987a

Plan Type 1981 1982 1983 1984 1985 1986 1987

Any 401(k) Salary Reductionb 0% 2% 39% 68% 86% 89% 91%
Type of 401(k) Salary Reduction Plan

Matched savings and thrift 0 2 29 57 72 74 75
Unmatched savings and thrift 0 0 3 4 6 6 7
Deferred profit sharing with 401(k) salary reduction 0 0 1 1 3 3 3
Deferred profit sharing with 401(k)

salary reduction and cash-or-deferred option 0 0 1 3 2 3 3

Source:   Hewitt Associates, Salaried Employee Benefits Provided by Major U.S. Employers: A Comparison Study, 1981 Through 1986
(Lincolnshire, IL: Hewitt Associates, 1987); and Hewitt Associates, Salaried Employee Benefits Provided by Major U.S. Employers in 1982–87
(Lincolnshire, IL: Hewitt Associates, 1988).
Note: Totals may exceed 100 percent due to multiple plans.
aThese data are based on a survey by Hewitt Associates of the principal benefit plans of 256 major U.S. employers.  Surveyed companies

include 75 of the Fortune 100 and 68 percent of the Fortune 250 industrial companies.  Also included are 19 Fortune 50 commercial banking
companies and 23 Fortune 50 life insurance companies.

bPlan type may not add to total because plan type is unreported for some respondents.

eligible to make 401(k) contributions in 1986, 3.2
million, or 61.7 percent, did so. Contributions to
401(k)s totaled $8.8 billion in 1986, with employees
contributing $6.4 billion and employers contributing
the remaining $2.4 billion. Assets of all 401(k) plans
were estimated at $70.4 billion in 1986.

Eligibility for 401(k) plans may be related to firm size.
A 1984 Census Bureau survey showed a direct relation-

◆ ◆ ◆

Contributions to 401(k)s totaled $8.8 billion
in 1986, with employees contributing $6.4
billion and employers contributing the remain-
ing $2.4 billion.

◆ ◆ ◆
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The Tax Reform Act of 1986 (TRA) limited the
amount of employee pretax contributions to 401(k)
plans to $7,000 annually, adjusted for inflation. The
1989 limit is $7,627.

5. How do individuals and the self-employed save for
retirement?

There are two ways that individuals may save for
retirement on a tax-preferred basis: individual retire-
ment accounts (IRAs) and Keogh plans for self-em-
ployed workers.

3In August 1988, the Internal Revenue Service (IRS) issued final
regulations for 401(k) plans, defining “hardship” for purposes of
making plan withdrawals. IRS retains the two-part definition of
hardship included in earlier proposed rules: there must be an
immediate and heavy financial need for which no other resources
are reasonably available. Certain expenses are deemed to meet the
“immediate and heavy” definition, including medical expenses;
purchase of an employee’s principal residence; postsecondary
tuition for employees, spouses, or children; and payments necessary
to prevent an employee from being evicted from his or her
principal residence or foreclosure on the mortgage of said resi-
dence. The list may be expanded by IRS. While the final regula-
tions suggest that an employee may have to liquidate other assets or
borrow funds elsewhere to qualify for the “no other resources”
provision, IRS will allow a plan to adopt a special rule under which
employees may be deemed to lack other resources.

ship between eligibility and firm size. Employers in the
largest firm category (1,000 employees or more) were
more than five times as likely to be eligible for 401(k)
plans than employers in firms with fewer than 25
employees (U.S. Department of Commerce, 1987).

Since 1981, 401(k) plans have shown substantial
growth, according to an annual survey of 256 major
U.S. employers (Hewitt Associates, 1987, 1988). While
in 1981 none of the firms surveyed offered 401(k) salary
reduction plans to their salaried employees, 91 percent
of them did so by 1987 (table 4).

The most common type of 401(k) arrangement offered
by these employers was a matched savings and thrift
plan in which an employee contributes a percentage of
pretax pay to a cash accumulation account, often with
the employer matching the employee’s contribution.
Seventy-five percent of Hewitt’s surveyed employers
were in such plans in 1987. The amount accrued in a
401(k) plan is available without penalty to the em-
ployee after he or she reaches age 59 1/2. Depending on
plan provisions and applicable sections of the Internal
Revenue Code, an employee may withdraw some or all
401(k) monies prior to age 59 1/2 in the case of retire-
ment, death, disability, termination of employment,
plan termination, or financial “hardship.”3 However, a
10 percent penalty tax may apply in addition to income
tax.

IRAs were originally established in 1974 for workers
who were not eligible to participate in pension plans in
their current jobs. Eligibility was extended in 1981,
when the Economic Recovery Tax Act allowed contri-
butions to IRAs by all workers and their nonworking
spouses. Consequently, IRA usage increased substan-
tially in the early 1980s.

The Tax Reform Act of 1986 (TRA) changed the
deductibility status of IRA contributions for many
workers. Effective in tax year 1987, couples with
adjusted gross incomes (AGI) greater than $50,000 and
individuals with AGI greater than $35,000 who are
active participants in employer-sponsored pension plans
can no longer take tax deductions for IRA contribu-
tions. Couples with AGI between $40,000 and $50,000
(filing jointly) and individuals with AGI between
$25,000 and $35,000 may take a partial deduction; the
deductible amount is reduced $1 for each $5 of income
between the AGI limits. Those who are not active
participants in an employer-sponsored pension plan
may still claim full tax deductions for IRA contribu-

◆ ◆ ◆

Mutual funds hold the greatest share of IRA
and Keogh assets and that share has been in-
creasing.

◆ ◆ ◆
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tions, up to the legal limit of $2,000 or 100 percent of
earned income, whichever is lower. Additionally,
although some people may lose the tax deductibility of
their contributions, their IRAs will still earn tax-
deferred income.

Little information is available on the effect of TRA on
IRA usage. A majority of workers who could have made
IRA deductions before TRA were still eligible for the
deductions after the legislation passed. EBRI estimates
that 93 percent of single taxpayers, 94 percent of one-
earner couples, and 77 percent of two-earner couples
were still eligible to take advantage of fully deductible
IRA contributions after TRA became effective.

In 1962, the Self-Employed Individuals Tax Retirement
Act originally established tax incentives to enable self-
employed individuals to create and participate in
employment-related retirement plans, called Keogh
plans,4 if they chose to do so. The contribution limits

for Keoghs were much less than those for corporate
retirement plans. Since then, additional legislation has
been enacted to further define and expand Keoghs,
and, since 1983, Keogh plans have the same compensa-
tion and benefit limits as other corporate employee
pension plans.

In 1983, 4.8 percent of all self-employed workers had
Keogh plans (Andrews, 1985). Most of the self-
employed who chose to take advantage of the available
tax incentives were either older workers or people who
had been self-employed for many years.

As of June 30, 1988, assets held in IRAs and Keogh
plans reached $390.5 billion, up from $366.2 billion six
months earlier (table 5). This represents a 6.6 percent
increase in assets over the year-end 1987 level.

Mutual funds hold the greatest share of IRA and Keogh
assets and that share has been increasing. As of June
1988, mutual funds held the largest share, 23.5 percent,
followed by commercial banks, with 22.9 percent.
Assets held in mutual funds experienced the largest

Table 5
Distribution of Estimated IRA and Keogh Assets, by Financial Institution, 1981–1988

1981 1982 1983 1984 1985 1986 1987 1988a

Total Assets (in billions) $38.6 $68.0 $113.0 $163.1 $230.4 $304.9 $366.2 $390.5

                                                       percentage of market

Commercial Banks 21.0% 25.7% 26.5% 27.3% 26.3% 23.8% 22.6% 22.9%
Savings and Loans 32.9 27.6 25.1 24.5 22.9 20.8 19.2 19.5
Mutual Savings Banks 12.4 9.1 7.7 7.1 5.1 4.9 4.2 4.1
Mutual Funds 16.1 16.0 14.9 14.3 17.1 20.8 22.5 23.5
Credit Unionsb 0.5 2.4 4.3 5.3 6.0 6.4 6.1 6.2c

Life Insurance 15.8 12.6 10.7 9.7 8.8 8.6 9.3 8.7
Brokerage SDAsb, d 1.3 6.5 10.7 11.7 13.8 14.7 16.1 15.1e

Source:  EBRI tabulations of data collected from the Federal Reserve Board Weekly Statistical Release, the Federal Home Loan Bank
Board, the National Council of Savings Institutions, the Investment Company Institute, the Credit Union National Association, the American
Council of Life Insurance, and The IRA Reporter.
aNumbers for 1988 are as of June 30; all other years are as of December 31.
bFigures represent IRA assets only.
cPreliminary.
dSelf-directed accounts.
eMarket share computed using December 31, 1987, asset level.

4After Rep. Eugene J. Keogh of New York, sponsor of the
legislation.
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pension plans. “Trusteed” pension funds are managed
by a trustee, which may be an employee of the plan
sponsor, a bank, or a trust company. “Insured” pension
funds are managed by a life insurance company, which
receives premiums from the plan sponsor and guaran-
tees payment of future benefits.

percentage growth in relation to assets held otherwise
during the period from December 31, 1987, through
June 30, 1988, when they rose 11.7 percent, from $82.3
billion to $91.9 billion.

6. How much do pension plans hold in assets?

Private and public pension plans held more than $2
trillion in financial assets by the third quarter of 1988
(table 6). Continuing a long-standing growth trend,
pension assets increased $291 billion during 1988.

Pension assets grew at an average annual rate of 13.5
percent between 1980 and 1988. They have grown
substantially since 1950, and have more than doubled
since 1981.

Total pension assets include those in private trusteed
plans, private insured plans, and public (state and local)

In 1988, almost three-quarters of all pension assets were
held in private pension funds, 68 percent of which
were in private trusteed funds and 32 percent in insured
funds (calculated from table 6).

7. What are the trends in pension asset reversions?

The term “asset reversion” refers to the recovery of
assets by a plan sponsor following the termination of a
pension plan with assets in excess of its accrued benefit
liabilities. Should a pension plan terminate, an em-
ployer may “recover” any assets in excess of those
required to pay all accrued benefits to retirees and
participants. Data from the Pension Benefit Guaranty
Corporation indicate that asset reversions of more than
$1 million have slowed from a high of 584 terminated
plans in 1985 to 263 plans in 1987 (table 7).

Between 1980, when nine plans terminated with asset
reversions in excess of $1 million, and 1985, when
reversions reached their peak of 584 plans (and $6.7
billion in reversions), the number of terminating plans
grew significantly. Somewhat less than one-half that
number (264 plans), accounting for $4.3 billion of
reverted funds, terminated in 1986. This was followed
by 263 plan reversions in 1987, representing $1.9

◆ ◆ ◆

Data from the Pension Benefit Guaranty Cor-
poration indicate that asset reversions of more
than $1 million have slowed from a high of 584
terminated plans in 1985 to 263 plans in 1987.

◆ ◆ ◆

Table 6
Year-End Financial Asset Structure of Private and

Public Pension Funds, 1950–1988

Year Private Private State and
End Total Trusteed Insured Local

(in billions)

1950 $     17.6 $     7.1 $     5.6 $     4.9
1960 76.7 38.1 18.9 19.7
1970 213.1 112.0 40.8 60.3
1980 824.9 469.6 157.2 198.1
1981 891.2 486.7 180.3 224.2
1982 1,041.0 567.2 211.3 262.5
1983 1,226.1 668.5 246.4 311.2
1984 1,337.5 694.5 286.4 356.6
1985 1,586.1 837.9 343.5 404.7
1986 1,814.5 938.5 406.6 469.4
1987 1,979.5 999.7 459.8 520.0
1988 2,270.6 1,123.2 538.8a 608.6

Source: EBRI, Quarterly Pension Investment Report,  third
quarter 1988 (Washington, DC: Employee Benefit Research
Institute, 1989).
aPrivate insured number is an EBRI estimate based on Flow

of Funds estimate of life insurance company growth for
1988 private insured and unpublished EBRI/Federal
Reserve data.
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to reallocate some excess pension assets to fund retiree
health care benefit obligations.

◆  Health Insurance

8. How many workers and dependents are covered by
health insurance and how many are uninsured?

Of the civilian population under age 65, 82.2 percent,
or 171 million people, were covered by some type of
health insurance plan in 1986 (table 8). Sixty-five
percent were covered by employer-sponsored insurance,
and nearly 12 percent were covered by other private
sources. Public programs covered another 12 percent.

In 1986, 37 million people lacked health insurance
coverage, representing 17.8 percent of the civilian
population under age 65. Nearly 12 million of the
uninsured were in families with incomes below the
federal poverty level, and 22.7 million had family
incomes of less than 200 percent of poverty. About
one-third (14.3 million) had family incomes of more

billion in recovered assets—the lowest number of plan
reversions and lowest amount of recovered assets for
any full year since 1983.

Asset reversions are subject to a 15 percent excise tax as
well as regular corporate income tax. The Technical
and Miscellaneous Revenue Act of 1988, passed
October 22, 1988, raised the excise tax on reversions to
the employer of surplus pension plan assets from 10
percent to 15 percent. This increase affected all rever-
sions received after October 20, 1988, unless the
employer gave notice of a planned termination to all
participants before October 21, 1988.

Congress has again addressed the treatment of asset
reversions. Sen. Howard Metzenbaum (D-OH) has
developed legislation to ensure that participants in
terminated plans receive a “fair share” of excess assets.
Other options that may be considered are a moratorium
on asset reversions or a further increase in the excise
tax on reverted funds. A proposal being developed by
Rep. Rod Chandler (R-WA) would enable employers

Table 7
Pension Plan Terminations with Asset Reversions in Excess of $1 Million,

Year-End 1980–September 30, 1988

Year of Number of Number of
Termination Plans Participants Assets Benefits Reversions

Cases Completed as of                                                               (dollars in millions)
   March 31, 1988

1980 9 22,242 $         58.5 $         40.0 $         18.5
1981 35 30,512 341.6 183.0 158.6
1982 82 123,587 1,136.8 732.9 403.9
1983 166 168,549 3,431.7 1,823.4 1,608.3
1984 329 380,988 7,402.3 3,845.2 3,557.1
1985 584 699,414 15,096.2 8,416.6 6,679.6
1986 264 262,734 8,932.8 4,640.6 4,292.2
1987 263 230,304 4,874.3 2,948.5 1,925.8
Jan.–Sept. 1988 95 67,720 2,439.2 1,366.0 1,073.2
Total 1,827 1,986,050 43,713.4 23,996.2 19,717.2

Cases Pending as of
   September 30,1988 41 21,009 316.0 174.7 141.3

Source: EBRI tabulations based on data from the Pension Benefit Guaranty Corporation.
Note: Data as of September 30, 1988.
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Table 8
Health Insurance Coverage among the Civilian Population under

Age 65,a  by Sources of Coverage and Poverty Status, 1986

Total Population under Age 65b Below Federal Poverty Level

Coverage Number Number
Status (millions) Percentage (millions) Percentage

Total Population 208.0 100.0% 30.8 100.0%

Any Coverage 171.0 82.2 18.9 61.4
Private coverage 152.9 73.5 6.4 20.8

employer-sponsored 136.1 65.4 3.9 12.7
other private coverage 23.8 11.4 2.7 8.8

Public coverage 24.9 12.0 13.5 43.8
Medicaid coverage 17.0 8.2 12.7 41.2

No Coverage 37.0 17.8 11.9 38.6

Source:  EBRI tabulations of the March 1987 Current Population Survey, U.S. Department of Commerce, Bureau of the Census.
aPopulation includes civilian workers and nonworkers not living in institutions.
bIncludes workers, nonworkers, and dependents both above and below the federal poverty level.

than twice the federal poverty level. (Poverty income
for a family of four in 1987 was $11,200 [U.S. Depart-
ment of Health and Human Services, 1988].)

The poor are less likely to have private health insur-
ance than the nonpoor, and are less likely to have
coverage from an employer plan. About 21 percent of
nonelderly people in poverty (6.4 million) had some
kind of private coverage in 1986, and 13 percent (3.9
million) had health insurance from an employer. This
compares with 82.7 percent with some kind of private
coverage and 74.6 percent with coverage from an
employer plan among the nonpoor population.

Less than one-half of the poor nonelderly population
(44 percent) had coverage from a public health insur-
ance program—Medicaid, Medicare, the Civilian
Health and Medical Program of the Uniformed Services
(CHAMPUS), or the Civilian Health and Medical
Program of the Veterans Administration
(CHAMPVA). About 41 percent were covered by
Medicaid, the federal-state health financing plan for
the medically indigent, which covers only people who
are “categorically eligible” (the elderly, disabled, and
families with children) and who satisfy state-deter-

mined income and asset criteria. Since most states set
qualifying income for public assistance (including
Medicaid) at less than one-half the federal poverty
standard, most poor people do not qualify for Medicaid
even if they are categorically eligible.

9. How prevalent is employer-sponsored health
insurance and to what degree is it contributory?

According to data from the U.S. Department of Labor,
Bureau of Labor Statistics, 95 percent of full-time
employees in medium-sized and large establishments
had employer-sponsored health insurance coverage in
1986. In 1987, 94 percent of full-time state and local
government employees were covered by employer-
sponsored health insurance.

A majority of employers in medium-sized and large
establishments (57 percent) pay all of the costs of the
employee’s own coverage (table 9). Nonetheless, full-
time health plan participants in a contributory plan in a
medium-sized or large firm paid an average of $12.80 a
month for individual health care benefits and $41.40 a
month for family coverage in 1986. These premiums
have risen steadily since 1982, when average employee
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payments were $8.97 a month for individual coverage
and $27.32 a month for family coverage (U.S. Depart-
ment of Labor, 1987).

Small employers are less likely to offer health insurance
benefits. A National Federation of Independent Busi-
ness (NFIB) survey indicates that 65 percent of small
firms offered health insurance benefits to at least some
of their employees in 1985, compared with 57 percent
in 1978. The eight-percentage-point increase in the
number of small firms that sponsor health insurance
indicates that coverage in small businesses is increasing,
although it remains below that of larger employers
(NFIB, 1985). Small businesses generally require
employees to pay a larger share of the premium cost and
may offer less extensive coverage.

Employee contributions to health care plans are grow-
ing more slowly than employer costs. According to
NFIB, 75 percent of surveyed small businesses experi-
enced cost increases between 1982 and 1985, but only
27 percent passed those increases on through higher
employee premiums.

10. How are employers managing health care costs?

In 1987, national spending for health care totaled
$500.3 billion, a 9.8 percent increase over 1986. Health
spending accounted for 11.1 percent of U.S. Gross
National Product.

Table 9
Employee Premium Share for Health Insurance

 among Participants

                              Private  Public

Medium-sized and
Employee large firmsa State and locala

Premium
Share individual family individual family

Total 100% 100% 100% 100%

None 57 37 65 29
Part 43 63 35 71
All 0 0 0 0

Source:  U.S. Department of Labor, Bureau of Labor Statistics,
Employee Benefits in Medium and Large Firms, 1986 (Washing-
ton, DC: U.S. Government Printing Office, 1987); and U.S.
Department of Labor, Bureau of Labor Statistics, Employee
Benefits in State and Local Governments, 1987 (Washington, DC:
U.S. Government Printing Office, 1988).
aData are for full-time participants only.

◆ ◆ ◆

Employer plans increasingly cover home health
care and care in ambulatory surgical facilities,
which are less expensive than care delivered in
hospitals.

◆ ◆ ◆

To control rising health insurance costs, some employ-
ers have instituted cost management initiatives (table
10). Among the fastest growing initiatives is precertifi-
cation for elective hospital stays. In 1984, 17 percent of
the employers used precertification, compared with 61
percent in 1988 (The Wyatt Company, 1989). Use of
wellness programs also increased—from 15 percent of
employers in 1984 to 52 percent in 1988—suggesting
that some employers may be trying to reduce their
health plan costs by encouraging employee awareness of
health problems and risks.

Employer plans increasingly cover home health care
and care in ambulatory surgical facilities, which are less
expensive than care delivered in hospitals. In 1988, 77
percent of the employers in the Wyatt core survey
group had plans that covered home health care and 89
percent had plans that covered care in ambulatory
surgical facilities, compared with 68 percent and 81
percent, respectively, in 1984.

Offering health maintenance organizations (HMOs)
and preferred provider organizations (PPOs) is another
employer cost management strategy. In 1988, 78
percent of the employers offered HMOs, compared to
71 percent in 1984. In 1988, 20 percent offered PPOs,
compared to 8 percent in 1984.



14 ◆  EBRI Issue Brief April 1989

Table 10
Percentage of Employer Health Plans with Selected

Cost Management Provisions, Selected Years, 1984–
1988

Provision 1984 1986 1988

Preadmission Testing 87% 83% 84%
Precertification of Length of Stay 17 31 61
Second Surgical Opiniona 54 83 81
Home Health Care 68 70 77
Hospice Care 39 52 66
Wellness Programs 15 28 52
Annual Physical 18 41 36
Ambulatory Surgical Facilities 81 89 89

Source: The Wyatt Company, 1988 Group Benefits Survey
(Washington, DC: The Wyatt Company, 1989).
aEither optional or mandatory.

who had plans that provided health benefits in retire-
ment, 64 percent had some portion of the cost of
coverage paid by the employer for coverage before age
65, and 59 percent had their contributions paid for by
their employer after they reached age 65 (table 11).

Among state and local public plans in 1987, coverage
rates were lower. An estimated 47 percent of full-time
workers retiring before age 65 were eligible for retiree
health benefits that were paid wholly or in part by their
employer. Forty-four percent of those retiring after age
65 were eligible for retiree health benefits to which
their employer made some contribution.

Many retirees of medium-sized and large establishments
have all of their retiree health coverage paid for by their
former employer. Forty-one percent of full-time workers
with retiree health insurance (either before or after age
65) will not contribute to their health insurance
premiums. Among state and local public plans, 24
percent of all full-time workers with employer-spon-
sored retiree health coverage will have the full cost of
the coverage paid by the employer.

Typically, employer plans continue coverage at the
same level provided before retirement; that is, the scope
of services covered and cost sharing are maintained at
preretirement levels. In addition, retiree plans typically
integrate Medicare coverage into plan benefits, making
Medicare the first payer for services covered by both
Medicare and the retiree plan. Medicare integration
substantially reduces plan costs associated with Medi-
care-eligible retirees (Employee Benefit Research
Institute, 1988b).

◆ ◆ ◆

Health care for retired workers is typically paid
on a current-cost basis, because few employers
prefund these future obligations.

◆ ◆ ◆

Employers have also continued to use conventional cost
sharing to control rapidly increasing costs. In 1984, 30
percent of the Wyatt core group had employee deduct-
ible levels of less than $100 for base/major medical
plans, but by 1988 only 12 percent had deductibles at
this level. In 1988, 34 percent of the employers required
deductibles of more than $100, up from 14 percent in
1984.

11. How many retirees have employer-provided health
insurance?

Employer-provided retiree health insurance is common
among full-time employees of medium-sized and large
private establishments and state and local governments.

In 1986, 75 percent of full-time employees in medium-
sized and large establishments were in health plans that
continued coverage into retirement before age 65, and
68 percent had access to these benefits after retirement
at older ages.

Many workers with access to retiree health insurance
have some or all of the costs of the coverage paid by
their employer. In 1986, of the 75 percent of full-time
employees in medium-sized and large establishments
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future obligations. This funding method may have
relatively little cost implication when companies have
few retirees. But as the ratio of retirees to workers
grows, the burden of unfunded future obligations also
grows, since the productivity of relatively few workers
must support benefits for relatively many retirees.

12. What are the implications of employer unfunded
liability for retiree health benefits? How large is
this liability?

Health care for retired workers is typically paid on a
current-cost basis, because few employers prefund these

Table 11
Percentage of Private- and Public-Employer Health Insurance Plan Participants with Coverage

in Retirement, by Selected Benefit Provisions and Age of Retiree, 1986 and 1987

Medium-Sized and Large State and Local
Private Employer Plansa Public Plansb

Benefit Retirees Retirees Retirees Retirees
Provision under 65 65 or Older under 65 65 or Older

With Employer Contribution
  to Retiree Coverage 64% 59% 47% 44%

Effect of retirement on benefit level
no change 50 46 45 41
reduced coverage 12 10 3 3
increased coverage 1 1 c c

Retiree share of cost
partial cost 23 17 24 23
no cost 41 41 24 24

No Retiree Coveraged 32 38 48 52

Provision Not Determinable 2 2 2 2

Retiree Policy Not Established 1 1 e e

Otherf 1 1 e e

Source: Estimates based on U.S. Department of Labor, Bureau of Labor Statistics, Employee Benefits in Medium and Large
Firms, 1986 (Washington, DC: U.S. Government Printing Office, 1987), tables 29 and 30; and U.S. Department of Labor, Bureau
of Labor Statistics, Employee Benefits in State and Local Governments, 1987 (Washington, DC: U.S. Government Printing
Office, 1988), tables 48 and 49.
Note:  Data reflect benefits provided to full-time permanent employees. Detail may not add to totals because of rounding or
because the specific provision was not determinable.
aData are for 1986 and exclude 11 percent of participants in plans that continue access to coverage after retirement, but to which

the employer does not contribute.  Estimates assume that specific benefit provisions are proportionately distributed among
plans to which the employer contributes.

bData are for 1987. Data on the number of participants with retiree plans to which the employer does not contribute are unavail-
able.

cLess than 0.05 percent.
dIncludes plan participants who pay the full cost of the plan.
eNo plan participants in this category.
fIncludes employees who participate only in the employer’s dental insurance plan and for whom health insurance coverage and

provisions are unknown.
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Both Congress and the courts have intervened to secure
retirees’ benefits that are already being paid. In 1988,
Congress temporarily barred firms from unilaterally
terminating retiree coverage after filing for protection
under Chapter 11 of the federal bankruptcy code. Court
decisions since the 1960s have also reaffirmed retiree
rights to promised health care benefits. These court
decisions, continued rapid inflation in health care costs,
the growing number of retirees, and the slower growth
of the labor force have made retiree health benefits a
prominent public and corporate issue.

◆ ◆ ◆

EBRI's preliminary estimate of the present
value of private employers' liability for retiree
health insurance obligations for current retir-
ees and current workers is approximately $169
billion.

◆ ◆ ◆

Rules proposed by the Financial Accounting Standards
Board (FASB) would require companies to accrue the
expected cost of retiree health benefits for employees’
years of service prior to benefit eligibility and record a
minimum liability on their balance sheets. If the
requirements are adopted, the accounting standard will
not change the cost of providing the benefits, but rather
will require employers to measure and to publicly
acknowledge their obligation to plan participants.
FASB released an exposure draft of the proposed rules
in mid-February 1989. After a comment period and
hearings, FASB is expected to produce a final statement
in 1990.

EBRI’s preliminary estimate of the present value of
private employers’ liability for retiree health insurance
obligations for current retirees and current workers is
approximately $169 billion (table 12). A large portion
of this liability is attributable to current workers, whose
cost to private employers after retirement is projected to

have a present value of almost $101 billion (EBRI,
1988c).

Current liability for public-sector retirees is estimated at
$23 billion; current workers will add an additional $88
billion. These liabilities will probably continue to be
unfunded payment obligations for federal, state, and
local governments.

13. What is section 89 of the tax code?

Section 89 of the Internal Revenue Code was enacted
as part of the Tax Reform Act of 1986 and became
effective January 1, 1989. Section 89 sets out qualifica-
tion and nondiscrimination rules for employer-spon-
sored, tax-favored nonpension benefit programs in-
tended to ensure that plans do not disproportionately
favor highly compensated employees as to either
coverage or the extent of benefits. Section 89 provides
sanctions for failure to meet the requirements.

There are two general sets of rules. Qualification rules
under section 89(k) apply to most nonpension pro-
grams, while the nondiscrimination rules under section
89(a) apply to private- and public-employer accident or
health plans and group life insurance plans.

Table 12
Private- and Public-Employer Liability for Retiree

Health Insurance Benefits, 1988a

Worker/Retiree Private Public
Status Employers Employers Total

                                                               (in billions)

Current Retirees $  68.2 $  23.0 $  91.2

Current Workers 100.5 87.7 188.2

Total 168.7 110.7 279.4

Source: EBRI preliminary estimates.
Note: Estimates include reductions in plan cost of an average of
approximately 30 percent as a result of recent legislation expand-
ing Medicare benefits.
aIntermediate estimate, discounted present value.



EBRI Issue Brief  ◆ 17April 1989

The penalty for failure to satisfy any of the qualification
requirements is that the value of the benefits provided
by the plan during the year is treated as imputed
income for all plan participants. If the plan fails the
nondiscrimination tests, the discriminatory excess
received by highly compensated employees must be
included in their taxable income.

There are five section 89(k) qualification rules.

● The plan or program must be in writing.
● The employee’s rights under the plan or program

must be legally enforceable.
● The plan must be maintained for the exclusive

benefit of employees.
● The plan must be established with the intention

that it will be maintained for an indefinite period
of time.

● Employees must be provided reasonable notification
of the benefits available to them.

In general, an employer may take one of two ap-
proaches to nondiscrimination testing under section 89.
To satisfy the nondiscrimination rules, plans must
either satisfy a three-part eligibility test or pass an 80
percent coverage test. In addition, plans must satisfy a
nondiscriminatory provisions test.

The eligibility test consists of three separate tests.

●   The 50 percent eligibility test requires that at least
50 percent of the employees eligible to participate in
a plan are nonhighly compensated.

●   The 90 percent/50 percent eligibility test requires
that at least 90 percent of nonhighly compensated
employees be eligible to participate in the plan or
plans of the same type that, on an aggregate basis,
are at least 50 percent as valuable as the combined
value of the plans of the same type that are available
to any highly compensated employee.

●   The 75 percent benefits test requires that the average
benefit received by nonhighly compensated employ-
ees under all plans of the same type is at least 75
percent of the average benefit received by highly
compensated employees under such plans.

Under the second approach (the 80 percent coverage
test), an employer’s employee benefit plan satisfies
section 89 only if it benefits at least 80 percent of the
employer’s nonhighly compensated employees.

Under either approach, a plan fails to satisfy section 89
if it contains any provision that, by its terms, operation,
or otherwise, discriminates in favor of highly compen-
sated employees (the nondiscriminatory provisions
test).

Because employees are defined as anyone working at
least 17 1/2 hours a week, some small businesses are
concerned that they will be forced to eliminate or
reduce hours for part-time positions to avoid penalties,
or to terminate their plans since their costs for covering
all workers would be prohibitive. Additionally, some
employers estimate that the administrative costs of
compliance alone, in conjunction with possible penal-
ties for noncompliance, may be prohibitive and also
result in the termination of some health benefits.

◆  Other Benefits and Benefit-Related Issues

14. What are federal “tax expenditures?”

The federal government encourages provision of some
benefits (called statutory benefits) by allowing employ-
ers a tax deduction for contributions and either by fully
exempting the employee from taxation on employer
and employee contributions, or by deferring taxation

◆ ◆ ◆

A plan fails to satisfy section 89 if it contains
any provision that, by its terms, operation, or
otherwise, discriminates in favor of highly com-
pensated employees (the nondiscriminatory
provisions test).

◆ ◆ ◆
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until a later time, usually at retirement. All revenues
that the federal government does not collect because of
these tax incentives are called “tax expenditures.”

Employer contributions to health insurance benefits are
regarded as an employer business expense (and, there-
fore, as fully deductible in paying corporate income tax)
and are not considered taxable income to employees.
As a result, they are exempt from all taxation, including
FICA taxes.

Pension contributions and investment earnings in plans
that qualify under the Employee Retirement Income
Security Act of 1974 and provisions of the Internal
Revenue Code are also tax-deductible business expenses
for the employer and represent tax-deferred income to
employees. That is, workers pay taxes on pension
contributions and earnings only after they are distrib-
uted at retirement, as a result of in-service withdrawal,
or on the occasion of a job change. If a preretirement
distribution is rolled over into an individual retirement
account (IRA) or another employer pension plan,
individual income tax is deferred.

Estimates of approximately 120 selected tax expendi-
tures are made each year by the Office of Management
and Budget. While the estimates are a general way of
evaluating the federal cost of providing tax incentives,
they do not appropriately estimate forgone revenue for
tax deferral on pension plans, IRAs, and Keogh plans,
or taxes that might be obtained by removing the tax
exemption of employer contributions to health insur-
ance.

Tax expenditure estimates do not evaluate pensions as a
lifetime investment. As a result, they do not measure
revenue that the federal government will receive when
pension beneficiaries pay taxes on pension income in
retirement. EBRI estimates that 72 percent of the real
value of deferred taxes for pension exemptions will
eventually be paid by pension recipients when they
retire (Korczyk, 1984). Also, the removal of tax incen-
tives for employee benefits would be unlikely to yield
tax revenue that is equal to the estimated tax expendi-
ture, because employers and employees would seek

Table 13
Federal Tax Expenditure Estimatesa for Net
Exclusion of Health Benefits and Employer

Pension, IRA, and Keogh Plans, Selected Fiscal
Years, 1975–1990

                       Health                           Retirement

Fiscal Premiums Employer Keogh
Year and care plans IRAs plans

(in billions)

1975 $  3.3 $  5.2 — $0.3
1980 12.1 19.8 — 1.9
1981 14.1 23.4 — 2.2
1982 16.4 45.3 — 2.8
1983 15.3 46.6 $  8.9 1.5
1984 19.1 44.1 11.0 1.4
1985 21.1 48.5 12.7 2.0
1986 23.4 49.0 14.9 2.1
1987 24.6 45.3 13.9 2.4
1988 24.7 44.2 8.8 1.7
1989 27.7 46.1 8.9 1.3
1990 29.6 49.3 9.6 1.4

Source: Derived from Executive Office of the President,
Office of Management and Budget, Special Analyses,
Budget of the United States Government,  fiscal years
1977–1990.
Note: Data are from most recent budgets that contain
estimates for respective years.
aThese estimates are calculated by the “revenue loss”
method.

alternatives to formerly tax-favored activities. Such
alternatives could also reduce tax revenue, if new tax-
favored activities were substituted, or raise public
spending for social insurance programs (Employee
Benefit Research Institute, 1988c).

The 1990 budget of President Reagan estimates tax
expenditures for employer-sponsored pension plans and
health insurance and IRAs and Keogh plans to be $89.9
billion in federal fiscal year 1990 (calculated from table
13). Tax expenditures for health premiums and care are
estimated to be $29.6 billion in 1990, an increase from
$27.7 billion in 1989 and $24.7 billion in 1988 (table
13). All employer-provided retirement plans are
estimated to result in $49.3 billion of federal tax
expenditures in 1990, an increase of $5.1 billion over
1988.



EBRI Issue Brief  ◆ 19April 1989

Table 14
Percentage of Full-Time Employees Participatinga in Employee Benefit Programs,b Medium-Sized

 and Large Establishments  and State and Local Public Employers, 1986 and 1987

Medium-Sized and Large Private State and Local
Employee Benefit Program Employer Plansa Public Plansb

Sickness and Accident Insurance 49% 14%
Wholly employer financed 41 12
Partly employer financed 8 2

Long-Term Disability Insurance 48 31
Wholly employer financed 38 28
Partly employer financed 10 3

Life Insurance 96 85
Wholly employer financed 87 69
Partly employer financed 10 16

Capital Accumulationc 23 d
Wholly employer financed 6 d
Partly employer financed 18 d

Flexible Spending Plan 5 9e

Source:  U.S. Department of Labor, Bureau of Labor Statistics, Employee Benefits in Medium and Large Firms, 1986
(Washington, DC: U.S. Government Printing Office, 1987); and U.S. Department of Labor, Bureau of Labor Statistics,
Employee Benefits in State and Local Governments, 1987 (Washington, DC: U.S. Government Printing Office, 1988).
aIncludes workers covered but not yet participating due to minmum service requirements.  Does not include workers

offered but not electing contributory benefits.
bIncludes only benefits that are partly or wholly employer paid.
cIncludes plans in which employer contributions may be withdrawn from a participant’s account prior to retirement age,

death, disability, separation from service, age 59 1/2, or hardship.  Excludes pure cash profit sharing, stock option, and
stock purchase plans.

dLess than 0.5 percent.
eIncludes number of employees eligible, not necessarily the number participating.  All other percentages are of participat-

ing employees.

large establishments, and in 1987, 85 percent of full-
time state and local public employees, participated in
employer-sponsored life insurance plans (table 14). Of
these participants, 87 percent of the private-sector
employees and 69 percent of the public employees were
in wholly employer-financed life insurance plans.

Almost one-half of the private-sector employees were
included in sickness and accident insurance and long-
term disability insurance programs. State and local
government employees were less likely to be covered
under these plans.

Some employers offer their employees a choice in how
they pay for their health care costs. For example, in

Tax expenditures for IRAs declined between 1987 and
1988, but are projected to increase in 1990 as the work
force continues to grow and the number of people
eligible to make tax-deductible contributions increases.
Following the Tax Reform Act of 1986, federal tax
expenditures fell from $13.9 billion in 1987 to $8.8
billion in 1988. Tax expenditures for Keogh plans are
expected to decline slightly from $1.7 billion in 1988 to
$1.4 billion by 1990.

15. What are other common employee benefits?

Other benefits that employers commonly provide
include paid vacation leave, life insurance, disability
plans, and sickness and accident insurance. In 1986,
96 percent of full-time employees in medium-sized and
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1986, 5 percent of employees in medium-sized and large
establishments participated in flexible spending ac-
counts, which are used to finance—on a pretax basis—
benefits or expenses that are not covered through the
employee’s insurance or benefit plans. Nine percent of
state and local government employees had access to this
benefit in 1987.

In 1986, all full-time employees in medium-sized and
large establishments had paid vacation leave, and 99
percent had paid holidays (chart 1). Full-time public
state and local employees were also likely to participate
in these benefits: 72 percent received paid vacation
time, and 81 percent had paid holidays. A majority of
both full-time private and public employees had
benefits such as sick leave, military leave, jury duty
leave, paid rest time, and funeral leave.

16. How prevalent are child-care benefits?

As of March 1987, 26.1 million children under the age
of 14 lived in homes where either both parents or a
single parent was an active participant in the labor
force. Ten and one-half million of these children were
under age 6 (Hayghe, 1988). As women play an in-
creasingly large role in the work force, there is a grow-
ing need for more extensive child-care programs. Firms
that help their employees deal with child-care commit-
ments may improve productivity if doing so keeps
parents from losing time from their jobs to fulfill this
responsibility.

Of 1.2 million public and private establishments
surveyed in 1987 by the Bureau of Labor Statistics,
approximately 11 percent provided child-care benefits

Chart 1
Percentage of Full-Time Employees in Medium-Sized and Large Establishments (1986) and State and Local

 Governments (1987) Participating in Selected Leave Benefits Programs

Source: U.S. Department of Labor, Bureau of Labor Statistics, Employee Benefits in Medium and Large Firms, 1986 (Washington, DC: U.S.
Government Printing Office, 1987); and U.S. Department of Labor, Bureau of Labor Statistics, Employee Benefits in State and Local
Governments, 1987 (Washington, DC: U.S. Government Printing Office, 1988).
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Table 15
Child-Care Benefits and Work-Schedule Policies Aiding Child Care, Summer 1987

       Private Industry

Goods- Service-
Total Total producing producing Government

Total Establishments (in thousands)a 1,202 1,128 272 856 74

Percentage Providing Child-Care Benefits or Services 11.1% 10.1% 6.3% 11.3% 26.4%
Employer-sponsored day care 2.1 1.6 0.3 2.0 9.4
Assistance with child-care expense 3.1 3.1 1.9 3.5 2.9
Child-care information and referral services 5.1 4.3 2.3 5.0 15.8
Counseling services 5.1 4.2 3.0 4.6 18.2
Other child-care benefits 1.0 0.9 0.6 1.0 2.3

Percentage with Work-Schedule Policies
  Aiding Child Care 61.2 61.4 51.3 64.6 57.2

Flextime 43.2 43.6 31.3 47.5 37.5
Voluntary part-time 34.8 35.3 22.4 39.4 26.7
Job sharing 15.5 15.0 9.0 16.9 23.5
Work at home 8.3 8.5 8.2 8.6 4.0
Flexible leave 42.9 42.9 37.3 44.6 43.7
Other leave or work-schedule policies 2.1 1.8 1.3 1.9 7.1

Percentage with No Child-Care Benefits or Policies
  Aiding Child Care 36.8 36.6 46.4 33.5 39.6

Source:  U.S. Department of Labor,  Bureau of Labor Statistics,  “BLS Reports on Employer Child-Care Practices.” News release USDL 88-7, 15
January, 1988.
aEstablishments with 10 or more employees.

were more likely than goods-producing establishments
to offer programs such as flextime, voluntary part-time
work, job sharing, the option of working at home, or
flexible leave. These higher figures for child-care
benefits offered by private-sector, service-producing
industries may be associated with the higher proportion
of women in these industries: 5 out of 10 employees in
the service industries are women, whereas only 3 out of
10 employees in goods-producing industries are women
(Hayghe, 1988).

Job sharing, the division of one full-time job into two
part-time jobs, is another employer option. Fifteen
percent of private-industry establishments offer this
option, while almost one-quarter (23.5 percent) of
public employers allow jobs to be divided into part-time
commitments.

or services to employees (table 15). These benefits can
take the form of employer-sponsored day care, assis-
tance with child-care expenses, child-care information
and referral services, and counseling and other services.
Government employees were more likely to receive
some type of child-care benefit than private-sector
employees. Almost 16 percent of government establish-
ments offer information and referral services, and 18
percent offer counseling services.

Another option to facilitate parents’ child-care respon-
sibilities is to offer work-schedule policies that allow
more flexibility to parents as obligations arise. More
than 61 percent of all private-sector establishments and
57.2 percent of public-sector employers surveyed offered
some flexibility in work-schedule policies for child care.
Service-producing establishments in the private sector
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elderly and their caregivers. Some companies are
responding to the needs of their caregiving employees
by developing programs that include caregiver training,
information, and support groups. Specific programs
currently offered by companies include: workshops,
seminars, weekly caregiver support groups, resource
materials, telephone hotlines available for employee
information or support, pretax reserve accounts for
certain medical and dependent-care expenses and, to
cut down on employee search time, information and
referral services. Sometimes these benefits are included
as options in an employee’s flexible benefit or “cafete-
ria” plan.

As more employees anticipate long-term care needs in
retirement, there may be a growing demand to expand
both private and public long-term care financing
mechanisms. For example, while employer-sponsored
group long-term health care programs were literally
nonexistent five years ago, currently at least 20 major
employers offer this benefit option to their employees
(Friedland, forthcoming). Employers offer long-term
care insurance to help their employees avoid the
financial strains in retirement that are associated with
extended nursing home stays and home health care.
Participation rates for eligible employees are currently
low, at approximately 7 percent. However, as the
number of employer-sponsored policies grows, and as
employees evaluate their potential lifetime needs, these
rates may rise.

Child care will continue to be of considerable interest
as women remain in the labor market, and additional
public and employment-based programs designed to aid
working parents may continue to develop.

In an attempt to allow employees to tailor their benefit
packages to their needs, some employers have made
flexible spending accounts available.5 A survey of 206

17. What are possible trends in employee benefits?

As the composition of the U.S. population has
changed, benefits have been adapted to meet the needs
of the working population and their families. One issue
that will continue to influence the employee benefits
system is the aging of the population. In 1900,
4 percent of the population was aged 65 or older; in
1988, the elderly represented more than 12 percent of
the population. Population projections indicate that in
2030, with the retirement of the baby boom (people
currently between ages 22 and 42), the elderly popula-
tion will increase to almost 65 million, or 21 percent of
the population. Those aged 85 and older will represent
5 percent of the population.

In recent years, the nation has started to develop
programs to address the problems associated with the
increasing proportion of elderly people. Longer life
expectancies and earlier retirement will increase the
duration of retirement. Reduced mortality without
substantial decreases in illness will result in more retired
persons in need of assistance with activities essential for
independent living. Some employers are introducing
benefits that attempt to alleviate the emotional and
financial hardships accompanying the longer aging
process.

As more employees begin to feel the strains of caregiv-
ing for themselves and their families, they may encour-
age employers to use the benefit system to help them
accommodate their new responsibilities. Elder care, an
employee benefit that is becoming increasingly avail-
able, includes many types of support services for the

◆ ◆ ◆

As more employees anticipate long-term care
needs in retirement, there may be a growing
demand to expand both private and public long-
term care financing mechanisms.

◆ ◆ ◆

5Typical expenses that may be reimbursed through flexible
spending accounts include health care coinsurance, deductibles,
and other out-of-pocket health care expenses, insurance premiums,
child-care costs, and legal assistance.
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flexible programs sponsored by 202 large employers
indicates that the prevalence of flexible spending
accounts increased among large employers between
1983 and 1987. For example, in 1983 eight flexible
spending accounts were implemented, and, in the first
six months of 1987, 36 plans were implemented
(Hewitt Associates, 1988a). A survey of medium-sized
and large establishments undertaken by the Bureau of
Labor Statistics indicates that 2 percent of 21.3 million
full-time employees were eligible to participate in
flexible benefit plans and/or flexible spending accounts
in 1986. Because they allow both the employer and the
employee to tailor benefit needs to each individual
employee, flexible spending accounts may help to meet
the needs of a more diverse work force.

Other broader flexible benefit plans are becoming
available, in which employees may choose from among
several benefit packages. To date, approximately 800
major employers have implemented flexible programs
(Hewitt Associates, 1988b). However, the incidence of
this benefit option on a national level is currently
unknown.

◆  Conclusion

Employee benefits play a major role in employee
compensation. Through recent legislation and changes
in the economic climate, benefits have become increas-
ingly complex. Current trends such as the aging of the
population and the increasing number of women in the
work force have focused attention on emerging issues
such as unfunded liability for retiree health insurance,
long-term care, and child-care benefits. This Issue Brief
has addressed basic questions about benefit issues. The
forthcoming EBRI Databook on Employee Benefits and
other EBRI publications will provide a more detailed
understanding of the employee benefits system.
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