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		We study the role of health benefits in an employer's compensation strategy, given the overall goal of minimizing the total compensation expense (wages plus health-insurance cost) for a fixed number of workers.  The employer's basic benefit package consists of a base wage and a moderate health plan.  It may also offer the option of upgrading to a generous health plan for an additional charge.  Optimally, the base wage is set in order to balance the total wage bill against the expected cost of health care, while in setting the charge for generous coverage the employer acts as a monopolist who sells generous health plans to her employees.  Seen from this perspective, extreme adverse selection and "premium death spiral" are not likely.  However, the optimal compensation package may exclude either low-cost or high-cost employees. 
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