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First, I would like to thank the Commissioners for inviting me here to speak today. 
 
I will talk about cost trends in retiree health benefits, how private sector employers are 
responding to those trends, and the implications for the public. I will conclude with a discussion 
of steps that could be taken in the current health policy reform debates to control health premium 
inflation. 
 
As you are all aware, for all but four years of the last two decades, health premium costs have 
risen faster than workers’ earnings and overall inflation.  Premium increases reached double 
digits in the years 2001 through 2004. Over the last two years, increases have moderated, but 
were still more than twice the rate of inflation. Most experts believe that we are in the downturn 
in the insurance underwriting cycle and that rate of premium costs increases will continue to 
slow over the short run. Growth in retiree health premiums has tracked or exceeded the general 
rise in health premium costs and is the central factor in the increase in retiree health benefit 
obligations. 1 2 3 
 
Faced with rising health premium costs, private employers have responded in three basic ways: 4 
 

1. The most common response of private employers has been to raise retirees’ share of 
premiums. Three-quarters of private sector firms with retiree health benefits have 
increased premiums for retiree care for those under 65 and 58% have raised premiums for 
Medicare-eligible retirees, according to the Kaiser/Hewitt 2006 Survey of Retiree Health 
Benefits. 

   
2. The second response is to increase cost-sharing requirements through higher deductibles 

and greater co-insurance.  One-third of private sector firms surveyed raised cost-sharing 
requirements for those under 65, and nearly one-quarter of firms raised cost-sharing 
requirements for retirees over 65.   

 
3. The third response has been restricting eligibility.  Between 1988 and 2003 the share of 

large private sector employers offering retiree coverage dropped by half, from two-thirds 
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to slightly over one-third. This has happened primarily through eliminating coverage for 
new workers and business churning, with new firms less likely to offer coverage. 

 
The reduction in retiree health benefits is undermining the financial and health security of 
retirees.  It is also having important impacts on public finances. 
 
Increasing retirees’ share of premiums can lead to financial hardship and affect take-up rates of 
coverage.5  Higher deductibles, co-pays and co-insurance reduce utilization.  In the current health 
care debates some are arguing that shifting financial responsibility onto consumers is a good way 
to control costs.  The research is clear that with higher out-of-pocket costs, consumers forgo 
care—but they forgo clinically appropriate and unnecessary care in equal measure. This is 
especially problematic for older Americans who are in the greatest need of preventive care and 
are most likely to have chronic health conditions that will tend to worsen over time.  For 
example, the level of cost-sharing for prescription drugs for seniors has a significant impact on 
skipping needed medication.6 
 
The greatest impact is on those who retire before the age of 65 and lack retiree coverage through 
their previous employment.  Job-based coverage for Americans under age 65 in general fell by 
five percent points between 2001 and 2005. 7  The fastest-growing group without health 
insurance in America is men over fifty. 
 
The median retirement age in California is 62, three years before Medicare eligibility kicks in. 
Workers often retire earlier than they had planned due to health-related causes or job 
displacement.  According to a study by the Commonwealth Foundation, one in five people 
between 62 and 64 reports having health problems that limit their ability to work, and one in four 
reports they are in fair or poor health.8  Black and Hispanic workers are particularly vulnerable to 
losing health insurance in the pre-Medicare years, as they experience higher rates of involuntary 
job loss during those years than their white cohorts of similar socio-economic status.9  Across the 
board, older displaced workers are significantly less likely to be insured than their working 
counterparts one year or more after losing their jobs.10  While COBRA is available for 18 months 
after retirement at 102% of group rates, it is at full cost to the worker.  Once COBRA expires, 
coverage for late-middle-age and elderly Americans can be prohibitively expensive on the 
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individual market without community rating, and those with chronic health problems are 
routinely denied coverage.11   
 
Even small breaks in coverage between leaving work and eligibility for Medicare have been 
shown to have long-term health consequences. Those without health insurance for any period of 
time are less likely to have access to preventive services, to have a regular source of care, to 
receive timely care for acute medical problems, and to take medications for chronic illness both 
during the time they are uninsured and in the years following, even when they finally gain access 
to Medicare.  Older adults in late middle age, defined as those older than 51, who lack health 
insurance for as little as two years are more likely to experience a significant decline in health or 
to die.  At least one quarter of these older adults will be uninsured at some point during the years 
preceding Medicare eligibility. 12 13 14 15 
 
Along with the health care consequences, losing health benefits can have a major financial 
impact on retirees.  It seems obvious that older adults and their spouses would face increasing 
health-related costs than younger adults, but the fact is that costs grow precipitously in the late- 
middle-age years as chronic conditions such as diabetes, heart disease, and high blood pressure 
become common.  Male workers older than 55 spend five times the amount on health care spent 
by male workers in their twenties, and twice the amount spent by male workers between 30 and 
54.16   Even small increases in out-of-pocket costs during this period, not to mention catastrophic 
spending, can have an impact on retirement savings.  Traditionally, employer-sponsored retiree 
plans are more generous in providing prescription coverage and out-of-pocket spending caps 
than other sources of coverage such as private plans.17  As availability and quality of employer-
provided retiree plans decline, we can expect to see the financial impacts grow. 
 
Health costs for the uninsured are not only born by individual consumers. Costs of care are also 
shifted onto the state and other players. Those who are uninsured delay care until problems 
become acute, than rely on safety net programs and uncompensated care.  Much of this cost is 
born by the state and federal government, as well as by anyone who pays for health care 
insurance. The New America Foundation estimates that the cost-shift from uncompensated care 
onto health providers accounts for 10% of premium prices.18  As with the increase in premium 
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costs, these problems mirror the costs borne on behalf of the uninsured in general, but are made 
more acute by the greater likelihood of uninsured people who are in late middle age to have 
chronic health conditions.   
 
Finally, when workers do not have retiree health coverage, they are significantly more likely to 
stay in their job longer regardless of whether or not that job continues to be a good skill fit, either 
through reductions in the workers physical capacity, or through technological change that shifts 
the skills needed for the position. Without retiree coverage, workers are discouraged from 
changing jobs to find fits that better match their current capacities if those jobs do not offer 
comparable health benefits. 19 The resulting job-lock harms workers who might seek a better job 
fit elsewhere, and also reduces productivity. 
 
Declining retiree coverage has an additional impact on spouses, particularly women.  Women in 
dual-earner households are less likely than their spouses to be offered health coverage, and wives 
are, on average, 3-4 years younger than their husbands. With a median retirement age of 62, this 
potentially creates a gap in quality coverage for her or as many as 7-8 additional years of work 
for the husband to maintain his wife’s benefits, until she can claim Medicare coverage.20   

Most of the declines in private sector retiree health benefits will be felt over time as a greater 
number of older workers are left without coverage. Without changes in public policy, these 
trends will have negative consequences for the health of older Americans and can be expected to 
result in greater health costs for the state and federal governments. For the state government to 
follow the lead of the private sector in this regard would be largely self-defeating. 

The retiree health crisis in the public sector cannot be separated from the health crisis in the state 
and nation overall. Had the federal government lowered the Medicare age when it was proposed 
in 1998, we would be having a very different discussion today. 
 
There is an opportunity in California this year to address some of the issues that effect health 
costs. The health care reform proposals under discussion in Sacramento all have important 
implications for retiree health care and health premium costs. 
 
Senator Kuhl’s proposal, of course, would replace the need for retiree benefits in the state by 
providing universal access to care. Each of the other major proposals would leave our job-based 
health care financing system intact, with important modifications. 
 
Each of the reform proposals would expand access to care and reduce the cost shift of 
uncompensated care onto health premiums. Each of the proposals would promote greater 
emphasis on prevention, wellness and chronic disease management, and expansion of health 
information technology to reduce medical errors and improve quality. These measures are not 
only important for the health of the state residents; they could serve to help slow the rate of 
growth of health premiums in the state, including retiree health premiums. 
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Consumer organizations have proposed additional measures that could help bring premium 
increases more in check. Proposals include: 
 

• Requiring greater transparency to health care purchasers from providers on cost, 
utilization and quality outcomes in order to enable purchasers to make more informed 
decisions, help to ensure that consumers receive appropriate care, and reduce high cost 
care with poor outcomes; 

 
• Increasing public oversight of health premiums and their component costs to help smooth 

the curve on premium increases and avoid the shocks of recent years; and 
 

• Joining the newly proposed health pools with other state purchasers in order to maximize 
the states purchasing power for prescription drugs. 

 
These and other proposals under debate in California will have important impacts on retiree 
health benefits and health premium prices. 
 
In the final analysis, the problem of retiree healthcare in the state cannot be separated from the 
broader health care crisis in the state and nation.  Private-sector reductions in retiree healthcare 
will result in negative outcomes in our retirees’ health and well-being, and will shift costs to the 
state and federal governments as well as other health care consumers.  Action will be needed by 
the state on a policy level both to improve health care access for older adults and to control the 
rate of growth in health premium costs.  
 
 


