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EXECUTIVE SUMMARY 

 

The number of Americans without health insurance is near an all-time high, and 

various legislative proposals in Congress over the past few years have made little headway 

in reducing the number or uninsured. Now, congressional Democrats and Republicans, as 

well as the Bush administration, are sponsoring legislation that would allow individuals to 

receive tax credits toward buying health insurance. This paper addresses the affordability of 

individual coverage under such a system of tax credits. First, we compare group and 

individual insurance premium costs in 16 metropolitan areas and one rural area in the 

United States for individual plans that are roughly comparable to average benefits in the 

employer group market. Second, we assess the affordability of individual insurance 

premiums for two age groups�males and females ages 27 and 55�with no preexisting 

medical conditions whose annual income is 200 percent of the poverty threshold. We 

look at premiums relative to incomes assuming these individuals receive a $1,500 tax 

credit. About two-thirds of those presently uninsured are from families with incomes at 

less than 200 percent of the poverty level. 

 

We drew data for the group market rates from average rates of employer-based 

health insurance obtained in the 2001 Kaiser Family Foundation/Health Research and 

Educational Trust (KFF/HRET) 2001 Survey of Employer-Sponsored Health Benefits 

and similar state surveys in California and Iowa. For the analysis, we included those 

metropolitan areas and selected rural areas with at least 20 employers participating in the 

survey. In each of these markets, we calculated average group rates to compare with 

individual insurance premiums in the same market. Data on individual insurance 

premiums were obtained from two e-health websites�E-Health Insurance and 

Quotesmith�for the 17 market area comparisons. To compare premium rates for a 

roughly similar scope of benefits, the study specified a range of benefits and patient cost-

sharing in the individual market that was as close as possible to the median prevailing in 

the employer group market. 

 

FINDINGS 

Employer group insurance offered coverage that was substantially less expensive than that 

in the individual market for all but young, healthy males. For 27-year-old males, the 

median premium of $2,136 in the 17 markets was 22 percent less than the group insurance 

median, and young healthy male rates were below group rates in all but one market. For 

27-year-old females, however, the median premium of $2,880 was 5 percent higher than 

the corresponding figure for the group insurance market, even though the premium 

quoted did not include maternity benefits. 
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Individual market rates for older adults, even those with no health conditions, 

were substantially above the group rates in all 17 markets. Both 55-year-old males and 

females always received premium quotes that exceeded the average premium for group 

plans. The median quote for a healthy 55-year-old male was $6,120 and for a healthy 55-

year-old female it was $6,108, more than twice the cost of group health insurance. 

 

Although the analysis sought to compare similar benefits plans, on closer 

examination the employer group plans in each market usually offered fewer benefit limits 

and less cost-sharing. Cost-sharing rates tended to be lower for in-network and out-of-

network coverage. Moreover, all group plans included maternity benefits. These were 

available in the study markets for individual plans only by paying for an extra premium 

rider. 

 

Tax credits will not make individual health insurance affordable for healthy 55-

year-old people. Even with a $1,500 tax credit, low-income 55-year-old males and 

females would pay one-fourth or more of their income toward health insurance to receive 

benefits close to those prevailing in employer plans. There were no instances in which the 

assumed tax credit alleviated the entire financial burden of individuals in this age group. In 

contrast, in eight of the markets examined, a 27-year-old-male would pay nothing or very 

little (1% or less of income) for health insurance with a tax credit of $1,500. In four of the 

17 markets, rates after the credit would equal or exceed 6 percent of income for young, 

healthy males. In nine of the 17 markets, healthy 27-year-old females would pay 8 percent 

or more of income for the same benefits plan after the tax credits. Because many of the 

uninsured have incomes well below 200 percent of poverty, these income burden 

estimates after tax credits are conservative. 

 

These findings indicate that if policymakers want to make health insurance 

affordable to women and older or less-healthy adults, a $1,500 tax credit will not suffice to 

protect these people from incurring catastrophic out-of-pocket expenses. The alternatives 

are to set the level of tax credits higher; adjust the level of tax credits according to age, 

sex, and health; reform the individual market; or combine these alternatives in some 

manner. Policymakers could consider combining credits with opening up access to group 

rates through existing private or public group venues, such as the Federal Employees 

Health Benefit Program, state employee health benefit programs, state-run public 

insurance plans, or Medicare. 
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ARE TAX CREDITS ALONE THE SOLUTION TO 

AFFORDABLE HEALTH INSURANCE? 

COMPARING INDIVIDUAL AND GROUP INSURANCE COSTS IN 17 U.S. MARKETS 

 
INTRODUCTION 

Long regarded as the �residual insurance market,� individual insurance is now at the 

center of health policy debates about incremental strategies to reduce the number of 

uninsured Americans. Today, 16 million Americans buy their health coverage in the 

individual market, accounting for about 9 percent of Americans with private health 

insurance. About 158 million Americans obtain their health insurance through their 

employer, constituting the remaining 91 percent of those insured through private 

insurance markets.1 

 

To reduce the number of uninsured Americans, both Democratic and Republican 

policymakers have sponsored legislation that would allow individuals to receive tax credits 

for the purchase of health insurance. Most recently, the Bush administration has proposed 

a $1,000 tax credit for individuals and up to $3,000 for families.2 Other congressional 

proposals set the figures at varying levels. 

 

Proponents point to a number of appealing aspects of tax credits. First, both 

workers and nonworkers can take advantage of tax credits. Second, tax credits do not 

depend on propping up the employer-based system that has been declining over the past 

20 years.3 Previous public and private initiatives and legislation to encourage firms to offer 

health insurance have been notable for their lack of success.4 Third, tax credits are in the 

spirit of a philosophy that allows the uninsured to choose among many health plans, not 

just the ones an employer offers. Fourth, individual credits also make the premium cost of 

coverage transparent and specific to the beneficiary in contrast to either employer group 

or government-sponsored programs. Individuals choosing higher-cost plans will pay more 

for such coverage, making them more price sensitive. Many economists believe such 

exposure could help constrain medical cost inflation. 

 

Critics of a tax credit strategy cite numerous weaknesses in the proposals, but we 

limit our discussion here to problems arising from reliance on the individual insurance 

market. First, the cost of administering individual insurance greatly exceeds that for group 

insurance. Administrative costs constitute 25 to 40 percent of each premium dollar in the 

individual market, compared with about 10 percent in the group market.5 As a result, each 

premium dollar spent in the individual market buys less in terms of benefits than it would 

in the group market. Second, individual health insurance is vigorously underwritten�
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assessing applicants� health and charging people with health problems more than those 

with no health concerns. As a result, people with serious health problems are unlikely to 

qualify for coverage or to qualify only at much higher rates than the average for their age 

group.6 If they do qualify, the policies may disallow coverage for preexisting medical 

conditions, except in a handful of states that have barred preexisting condition clauses. 

Premiums thus reflect the expected medical expenses for each individual, rendering 

coverage prohibitively expensive for older and sicker persons. Third, even if an individual 

can pass the medical underwriting screens, individual insurance typically provides less 

financial protection, and therefore less value, than group insurance. A recent study found, 

for example, that a typical individual policy covers about 60 percent of medical bills. In 

contrast, group insurance covers approximately 75 percent of medical costs, even though 

the covered population in the group market is slightly sicker than that covered by 

individual insurance.7 

 

This paper focuses on a fourth concern about the individual insurance market�the 

affordability of individual coverage. We compare group and individual insurance costs in 

17 markets throughout the country. We also assess the affordability of individual coverage 

for healthy individuals ages 27 and 55 whose annual income is 200 percent of poverty 

assuming these individuals would receive a $1,500 tax credit. As of 2002, this threshold 

income amounts to approximately $18,000 for a single individual and $30,000 for a three-

person family. We selected this poverty threshold to reflect the fact that nearly two-thirds 

of uninsured Americans have incomes at or below this level (Exhibit 1).8 

 

METHODOLOGY 

We used the Kaiser Family Foundation/Health Research and Educational Trust 

(KFF/HRET) 2001 Survey of Employer-Sponsored Health Benefits and similar state 

surveys in California and Iowa for information on employer-based health insurance. We 

restricted the analysis to those markets in which at least 20 employers participated in the 

survey. This restriction resulted in the selection of 17 markets for analysis. In each of these 

markets, we computed the average rate for group coverage based on the employer survey. 

 

Data on individual insurance premiums came from two health insurance websites, 

E-Health Insurance and Quotesmith, for the 17 selected market areas. To compare group 

and individual health insurance plans with roughly similar characteristics, we specified 

plans in the individual market that came as close as possible to benefits typical in the 

employer group market and plan types prevailing in this market. More people are enrolled 

in employer-sponsored preferred provider organization (PPO) plans nationally than in any 

other type of plan. Because PPOs also are widely available in the individual insurance 
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market, we chose to compare individual and group PPOs. To compare premium rates 

with roughly similar benefits, the study specified a range of benefits and patient cost-

sharing that came as close as possible to the average PPO plan in the employer group 

market. Using the KFF/HRET 2001 Survey of Employer-Sponsored Health Benefits, we 

calculated the national average PPO in-network deductible for individuals covered 

through their employer to be $201, with the most common coinsurance rate at 20 percent 

(44% of covered workers pay this amount). We therefore set the criteria for individual 

plans at a $250 in-network deductible and 20 percent coinsurance, and required that the 

plans cover prescription drugs and mental health (Exhibit 2). We then selected the least-

expensive individual PPO plan quoted in each market that met all the specifications and 

used this plan as our point of comparison. In all 17 markets, the rates quoted were for an 

applicant before any screening for health problems. As discussed below, however, the 

individual insurance plans selected were not identical to those offered in the group market. 

Notably, none of them covered maternity care without a special rider, a benefit offered by 

almost all employer-sponsored plans. 

 

For further information on the methodology, see the Appendix. 

 

FINDINGS 

Young Adults 

In general, healthy 27-year-olds, particularly young men, fared well in the individual 

market relative to group rates. For 27-year-old males, in only one of the 17 markets did 

the individual plan premium exceed the average premium for employer-sponsored plans 

(Exhibit 3). This occurred in the Los Angeles�Long Beach market, which had an 

individual premium of $3,324 for a young male, 21 percent above the group insurance 

median. In eight markets, the premium was less than $1,800 per year. The annual 

premium costs for the individual plans across all markets ranged from $1,020 to $3,324 per 

year for young, healthy males. 

 

Females age 27 did not fare as well as their male counterparts. The median 

premium of $2,880 was 5 percent higher than the corresponding figure for the group 

insurance market. In seven of the 17 individual plan markets, premiums exceeded the 

average group premium in that market. In six markets, rates were substantially above the 

group rates. Unlike 27-year-old males, who were sometimes quoted rates below $1,200 

per year, females did not have any quotes under $1,200. The annual premium costs ranged 

from $1,284 to $4,788. These rates were always for plans without maternity benefits. 
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Older Adults 

Males and females age 55 always received premium quotes exceeding the average 

employer-sponsored premium. The median rate quote for a healthy 55-year-old male was 

$6,120, and for a healthy 55-year-old female it was $6,108. The gender difference seen in 

the cost of premiums for 27-year-olds was not apparent among 55-year-olds. Both 55-

year-old males and females were quoted approximately the same rates within each of the 

markets, but these still were more than double the group rates in eight of the 17 markets. 

The median rate quoted for these older adults was more than twice the group market 

median rate (Exhibit 4). 

 
Geographic Variation 

Individual premiums varied widely from one metropolitan area to another, except within 

the same state, where similar rates prevailed. For both males and females in both age 

groups among the 17 study markets, rates were highest in the Los Angeles�Long Beach 

area. Premiums for 55-year-olds were lowest in Cedar Rapids, while for 27-year-olds, 

Chicago offered the lowest premiums. 

 
Affordability 

Although many individual quotes seem modest for younger adults, especially for 27-year-

old males, premiums are nonetheless high relative to income. Even for a young male 

living at 200 percent of the poverty level, these plans would cost, on average, 12 percent 

of income (not shown in exhibits). Furthermore, our calculations apply to premiums alone 

and do not include out-of-pocket expenses for deductibles, coinsurance, and uncovered 

services. 

 

With a tax credit of $1,500, young adults�especially young men�with incomes 

at the 200 percent of poverty threshold who are otherwise healthy would do relatively 

well in the individual market. As illustrated in Exhibit 5, in eight of the markets 

examined, a 27-year-old male would pay nothing or very little (1% or less of income) 

toward the purchase of health insurance after receiving the tax credit. In three of the 

markets, however, 27-year-old males would pay at least $1,000 toward premiums after the 

tax credit. Using the median annual premium across all markets, a 27-year-old male would 

pay $636 even after a $1,500 tax credit. Females of the same age would spend a greater 

percentage of income for coverage, as much as 18 percent in one market. Using the 

median premium across all markets, a 27-year-old female would pay $1,330 for premium 

costs after a $1,500 tax credit. In the lowest-priced market, a 27-year-old female would 

pay nothing toward premium costs after a $1,500 tax credit, while in the most expensive 

market, the same woman would pay $3,288 per year. In nine markets, premium payments 
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alone would constitute 8 percent or more of annual income for 27-year-old females living 

at the 200 percent of poverty threshold. 

 

For 55-year-olds, even with a tax credit, premiums would generally be beyond 

reach on incomes of 200 percent of poverty or less. Even with a tax credit of $1,500 to 

offset premium costs, on average these individuals still would have to pay one-fourth or 

more of their income to buy insurance in the majority of markets. There were no 

instances in which the assumed tax credit reduced the financial burden of individuals 

below the level often considered catastrophic in this income range�6 percent of income. 

Even in the least expensive market, individual insurance after a $1,500 tax credit still 

would consume almost 10 percent of a 55-year-old individual�s income. 

 
Comparability 

Although selected to be a close match to benefits prevailing in the employer group 

market, the plans examined in the individual market were more restrictive than those 

offered by employers. None of the individual plans selected provided coverage for 

maternity care, although employer-based plans almost always did. As illustrated in Exhibit 6, 

employer-based plans also were more likely to offer benefits packages with fewer 

restrictions. Further, they tended to be more generous when it came to spending caps and 

out-of-pocket expenses. 

 

Coinsurance and Deductibles. Although each of the individual plans in the study had 

an in-network deductible of $250�very low by individual insurance standards�many of 

the markets had much lower average employer-sponsored plan deductibles�as low as $20 

in one market. Coinsurance rates for individual plans were set at 20 percent for purposes 

of comparison, but in most of the comparison markets the in-network coinsurance rate for 

employer-sponsored plans was only 10 percent. 

 

These differences in cost and coverage must be considered when comparing 

premium costs of individual and employer-sponsored plans. Although some individual 

plans may have lower premiums for younger enrollees, the coverage tends to be less 

extensive and the average out-of-pocket costs are greater. 

 

Health. Premium quotes for the individual plans applied to healthy people who did 

not use tobacco products and had no history of medical problems at the time of 

application. Although many 27-year-olds may meet these criteria, 55-year-olds often have 

some history of medical problems or chronic disease (high blood pressure, heart condition, 

diabetes, etc.) and would expect to pay a good deal more than the premiums quoted for 
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our healthy 55-year-olds. For example, 64 percent of the uninsured ages 50 to 64 have at 

least one chronic condition. Among those with employer-based health insurance in this 

age group, 54 percent have some chronic condition and most have a medical history with 

evidence of prior illness.9 In addition, coverage for preexisting conditions is usually 

excluded by individual plans for new applicants. People with health problems thus might 

not be able to obtain coverage under individual plans for the services and treatments they 

need most. 

 
DISCUSSION 

Our findings indicate that the individual insurance market can provide affordable health 

insurance for healthy 27-year-old uninsured males, with the help of a $1,500 tax credit. 

This is not the case for healthy 55-year-old males and females nor is it the case in more 

than half the markets studied for young, healthy females. 

 

For older adults, in all 17 markets, premium payments alone for healthy 55-year-

olds would constitute a substantial, unaffordable share of income for those living at or 

below 200 percent of the poverty threshold even after a tax credit of $1,500. Even with a 

$1,500 tax credit, low-income older or less-healthy adults and women of any age are 

likely to find insurance beyond their reach based on the rates quoted in the 17 study 

markets. Once insured, those covered would incur out-of-pocket costs for deductibles, 

coinsurance, and uncovered expenses. People with incomes below 200 percent of the 

poverty threshold would spend an even larger share of their income on health insurance. 

 

In contrast, tax credits in the specified range would make health insurance 

affordable in 13 of the 17 markets for healthy 27-year-old males, using 6 percent of 

income as the catastrophic threshold. Because healthy 27-year-old males are relatively low 

users of health care services, the monthly premiums quoted were less than $150 in eight 

markets. If policymakers want to make health insurance affordable to the healthiest group 

of the uninsured, who use the system least, flat individual tax credits (not adjusted for age, 

gender, or health status) will achieve this objective. 

 

These findings indicate that flat rate tax credits alone are insufficient if the policy 

goal is to make health insurance affordable to low-income adults irrespective of age, 

gender, health, or location. The alternatives are to set the level of tax credits higher; adjust 

the level of tax credits according to age, sex, health or geographic location; reform the 

individual market; or some combination of these approaches. For example, to the extent 

that market reforms required community rating by age in the individual insurance market, 

age-adjusted tax credits might provide affordable access to relatively comprehensive 
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coverage for older Americans. But even doubling the individual tax credit to $3,000 

would move only six of the 17 markets into the affordable column for 55-year-old males 

in the 200 percent of poverty income range. Without reforms, the individual health 

insurance market, with its medical underwriting, brokerage fees, and high administrative 

expenses, is unlikely to provide affordable health care for older people even at much 

higher tax credit rates. 
 

An alternative would be to combine tax credits with new access to insurance 

through existing public or private group insurance programs. For example, one of the 

most direct ways to allow access at group rates would be to require all plans providing 

health insurance to state employees to open up enrollment at group rates to people who 

want to buy individual insurance. Alternatively, Congress could open up the Federal 

Employees Health Benefit Plan.10 With the leverage of state government health plans, 

states could require insurers to offer guaranteed issuance and renewal and to prohibit 

medical underwriting. Insurers in turn may require some protection so that uninsured 

individuals do not select against the plan and purchase health insurance when they are 

about to incur medical expenses. To guard against such selection concerns, policies could 

combine a mix of credits, reinsurance, and group options, including access to public 

programs. Public program options also could include Medicare as a group base to build on 

for those nearing age 65.11 
 

All the above analyses related to premium costs alone. None of our calculations on 

the affordability of individual policies included out-of-pocket payments for coinsurance, 

deductibles, and uncovered services. For low-income persons, out-of-pocket expenses can 

add up to a substantial percentage of income. In a 10-state study of the financial protection 

afforded by individual insurance, we found that although individual insurance would pay 

about 63 percent of the medical bills of the population insured through this market, group 

insurance would pay 75 percent of the medical bills for a similar population.12 When we 

add premium costs to probable out-of-pocket expenses, the differences between individual 

and group insurance become even greater than when premiums alone are considered. 
 

There are certainly many appealing aspects of tax credits despite their limitations. 

Workers and nonworkers may use them, they offer greater choice of health plans, and they 

would encourage consumers to be more price sensitive in their purchase of health plans. 
 

Tax credits alone, however, are inadequate. The individual insurance market 

provides far less protection per premium dollar than the group market. Tax credits would 

be most useful for people who need health insurance the least�young, healthy males�

and would be ineffective in reducing insurance costs to affordable levels for older and 
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sicker Americans. Tax credits will not make health insurance affordable to individuals at 

200 percent or less of the poverty threshold unless they are considerably higher than 

$1,500. Finally, tax credits cannot reach all people equally irrespective of sex, age, or 

health status without some reform of the individual insurance market. 
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Exhibit 1. Distribution of Household Income of Uninsured Individuals, 1999 

 

Source: S. Glied, Columbia University, based on March 2000 Current Population Survey. 
 
 
 
 
 
 
 
 
 
 
 
 

Exhibit 2. Individual Health Plan Specifications 

Deductible (in-network) $250 
Coinsurance (in-network) 20% 
Prescription Drug Benefit Yes 
Inpatient Mental Health Benefit  Yes* 
Outpatient Mental Health Benefit Yes 
Maternity Benefit No 
Beneficiary Characteristics Healthy non-tobacco users only 

* Individual plans selected in the state of Iowa did not cover inpatient mental health benefits. 
Source: www.ehealthinsurance.com and www.quotesmith.com. Quotes obtained November 2001�January 2002. 
 

34%

29%

14%

23%

Less than 100% of Poverty

100%�199% of Poverty

200%�399% of Poverty

400% of Poverty or Higher
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Exhibit 3. Comparing Annual Premiums for Single Coverage: 
Employer-Sponsored PPOs vs. Individual PPOs, by Market Area 

Metro Area 

Average 
Group 

Premium 

Individual 
Insurance 

Premium for 
Males Age 55 

Individual 
Insurance 

Premium for 
Females Age 55 

Individual 
Insurance 

Premium for 
Males Age 27 

Individual 
Insurance 

Premium for 
Females Age 27 

Providence�Fall River�
Warwick, RI/MA 

$2,940 $6,480 $6,456 $2,256 $2,880 

Chicago, IL 2,688 3,336 3,384 1,020 1,284 
Detroit, MI 3,168 4,776 4,848 1,404 1,788 
Philadelphia, PA 2,880 3,720 4,560 1,596 2,040 
Pittsburgh, PA 2,352 4,260 4,248 1,488 1,896 
Washington, D.C./ 
MD/VA/WV 

2,808 7,392 7,380 2,580 3,300 

Cedar Rapids, IA 2,604 3,192 3,192 1,104 1,608 
Des Moines, IA 2,328 3,564 3,552 1,248 1,788 
Waterloo�Cedar Falls, IA 2,232 3,204 3,192 1,116 1,776 
Los Angeles� 
Long Beach, CA 

2,736 9,528 9,504 3,324 4,788 

Oakland, CA 2,976 7,296 7,272 2,544 3,660 
Orange County, CA 2,700 7,044 7,032 2,460 3,540 
San Diego, CA 2,868 6,120 6,108 2,136 3,072 
San Francisco, CA 2,832 7,248 7,236 2,532 3,648 
Houston, TX 3,444 6,660 6,648 2,328 3,348 
Greensboro, NC* 2,712 3,900 3,888 1,368 1,716 
      
Rural Area      
Rural Texas 2,436 6,660 6,648 2,328 3,348 
      
Median 2,736 6,120 6,108 2,136 2,880 

* Group insurance data presented for Greensboro were based on averages for the state of North Carolina. 
Note: Premiums in boldface indicate rate was higher than the group rate. 
Sources: 
Average group premium rates from KFF/HRET 2001 Survey of Employer-Sponsored Health Benefits and 2001 HRET California and Iowa 
state surveys. 
Individual insurance rates from www.ehealthinsurance.com and www.quotesmith.com. Quotes obtained November 2001�January 2002. 
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Exhibit 4. Ratio of Individual to Group Premiums by Market Area 

Metro Area 
55-Year-Old 

Males 
55-Year-Old 

Females 
27-Year-Old 

Males 
27-Year-Old 

Females 

Providence�Fall River�
Warwick, RI/MA 

2.20 2.20 0.77 0.98 

Chicago, IL 1.24 1.26 0.38 0.48 
Detroit, MI 1.51 1.53 0.44 0.56 
Philadelphia, PA 1.29 1.58 0.55 0.71 
Pittsburgh, PA 1.81 1.80 0.63 0.81 
Washington, D.C./ 
MD/VA/WV 

2.63 2.63 0.92 1.17 

Cedar Rapids, IA 1.23 1.23 0.43 0.62 
Des Moines, IA 1.53 1.53 0.53 0.77 
Waterloo�Cedar Falls, IA 1.43 1.43 0.50 0.80 
Los Angeles� 
Long Beach, CA 

3.47 3.47 1.21 1.75 

Oakland, CA 2.45 2.44 0.85 1.23 
Orange County, CA 2.61 2.60 0.91 1.31 
San Diego, CA 2.13 2.13 0.74 1.07 
San Francisco, CA 2.56 2.55 0.89 1.29 
Houston, TX 1.94 1.93 0.68 0.97 
Greensboro, NC* 1.44 1.43 0.50 0.63 
     
Rural Area     
Rural Texas 2.74 2.73 0.96 1.38 
     
Median** 2.24 2.23 0.78 1.05 

  * Group insurance data presented for Greensboro were based on averages for the state of North Carolina. 
** Median figures are the ratio of individual medians/group medians from Exhibit 3. 
Source: Authors� calculation based on Exhibit 3. 
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Exhibit 5. Insurance Premiums as a Percentage of Income 
for Individuals Earning at the 200 Percent of Poverty Threshold 

and Receiving a $1,500 Tax Credit 

Metro Area 
55-Year-Old 

Males 
55-Year-Old 

Females 
27-Year-Old 

Males 
27-Year-Old 

Females 

Providence�Fall River�
Warwick, RI/MA 

28% 28% 4% 8% 

Chicago, IL 10 11 �3 �1 
Detroit, MI 18 19 �1 2 
Philadelphia, PA 12 17 1 3 
Pittsburgh, PA 15 15 0 2 
Washington, D.C./ 
MD/VA/WV 

33 33 6 10 

Cedar Rapids, IA 9 9 �2 1 
Des Moines, IA 12 11 �1 2 
Waterloo�Cedar Falls, IA 10 9 �2 2 
Los Angeles� 
Long Beach, CA 

45 45 10 18 

Oakland, CA 32 32 6 12 
Orange County, CA 31 31 5 11 
San Diego, CA 26 26 4 9 
San Francisco, CA 32 32 6 12 
Houston, TX 29 29 5 10 
Greensboro, NC 13 13 �1 1 
     
Rural Area     
Rural Texas 29 29 5 10 
     
Median 26 26 4 8 

Source: Authors� calculation based on rates in Exhibit 3 minus a $1,500 tax credit related to 200 percent of poverty threshold for one 
person. 
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Exhibit 6. Characteristics of Employer-Based Plans 

Metro Area 

Average 
Deductible 

(in-network) 

Most 
Common 

Coinsurance 
(in-network) 

Prescription 
Benefits 
Covered 

Outpatient 
Mental Health 

Benefits 
Covered 

Inpatient 
Mental Health 

Benefits 
Covered 

Providence�Fall River�
Warwick, RI/MA 

$ 20 N/A 97% 100% 95% 

Chicago, IL 157 10% 100 99 99 
Detroit, MI 84 10 88 100 100 
Philadelphia, PA 83 10 81 100 97 
Pittsburgh, PA 106 20 100 100 100 
Washington, D.C./ 
MD/VA/WV 

48 10 100 100 100 

Cedar Rapids, IA 302 10 97 100 100 
Des Moines, IA 254 10 99 100 100 
Waterloo�Cedar Falls, IA 215 10 100 99 99 
Los Angeles� 
Long Beach, CA 

126 10 100 100 100 

Oakland, CA 243 10 96 85 85 
Orange County, CA 173 20 100 100 100 
San Diego, CA 101 10 100 96 96 
San Francisco, CA 204 10 100 93 86 
Houston, TX 257 20 100 100 100 
Greensboro, NC* 222 0 89 89 89 
      
Rural Area      
Rural Texas 249 20 100 98 99 
      
Median 173 10 100 100 99 
      
Selected Individual Plans 250 20 100 100 82 

* Group insurance data presented for Greensboro were based on averages for the state of North Carolina. 
Source: KFF/HRET 2001 Survey of Employer-Sponsored Health Benefits and 2001 HRET California and Iowa state surveys. 
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APPENDIX. DETAILED METHODOLOGY 
 

Group Health Insurance Data 

Using the 2001 Kaiser Family Foundation/Health Research and Educational Trust 

(KFF/HRET) 2001 Survey of Employer-Sponsored Health Benefits, we identified eight 

metropolitan statistical areas (MSAs) with at least 20 employers in the sample. We also 

selected one rural market in Texas, the state that had the greatest representation of rural 

respondents in the employer-sponsored health benefits survey. All rural Texas respondents 

were grouped together to form this observation. 
 

We used the 2001 California and Iowa surveys of Employer Health Benefits 

published by HRET to identify an additional seven MSAs with at least 20 survey 

respondents. Four MSAs were located in California: Oakland, Orange County, San 

Diego, and San Francisco. Iowa was the site of three more MSAs: Cedar Rapids, Des 

Moines, and Waterloo�Cedar Falls. 
 

Because no MSAs from the southeastern United States were among the 16 local 

areas, we selected one from the KFF/HRET 2001 Survey of Employer-Sponsored Health 

Benefits�Greensboro, North Carolina.13 We included all survey respondents in the state 

of North Carolina in calculating employer-based insurance figures because there were not 

sufficient numbers in any one market.14 For each market area, we calculated the average 

employer-sponsored insurance premiums for each of the markets. 
 

The KFF/HRET survey is an annual survey of employer-based health benefit 

plans, now in its third year under the sponsorship of KFF/HRET.15 National Research 

LLC, a Washington, D.C.-based survey firm, conducted telephone interviews with 

employee benefits managers from January to May 2001. The survey questionnaire asked a 

series of questions about the employer�s largest indemnity insurer, health maintenance 

organization (HMO), preferred provider organization (PPO), and point-of-service (POS) 

plan. National Research completed interviews with 1,907 public and private employers 

ranging in size from three employees to hundreds of thousands of workers. 
 

The survey sample, stratified by firm size (number of workers) and industry, was 

drawn from a list of the nation�s employers compiled by Dun & Bradstreet. The overall 

response rate was 50 percent. 
 

The California and Iowa Surveys of Employer Health Benefits are conducted in 

the same manner as the KFF/HRET 2001 Survey of Employer-Sponsored Health 

Benefits. The California Survey of Employer Health Benefits included 846 employers 

ranging in size from three employees to thousands of workers. The Iowa Survey of 

Employer Health Benefits included 386 employers with from 100 to thousands of workers. 
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Because the firms in each of the survey samples were chosen randomly, it was 

possible to use statistical weights to extrapolate the results to national, firm size, regional, 

and industry figures. We calculated weights by determining the basic weights, applying a 

nonresponse adjustment, and then applying a poststratification adjustment. All data 

presented here were weighted using the PPO plan weight, which represented the number 

of workers enrolled in PPO plans. 

 

Individual Health Insurance Data 

Using the 16 MSAs and one rural area chosen, we randomly selected one zip code in each 

area. We then used the websites www.ehealthinsurance.com and www.quotesmith.com 

to collect data on insurance premiums for individual PPO plans in each of the markets.16 

To select PPO plans from the individual market, we chose plans according to deductibles, 

coinsurance, and covered benefits. We limited individual PPO plans to those with a $250 

in-network deductible and 20 percent coinsurance to approximate the design of 

employer-sponsored group health plans. All individual insurance plans also had to offer 

some coverage for prescription drugs and outpatient and inpatient mental health coverage 

(with the exception of the Iowa plans). We used these criteria to match the individual 

insurance plans as closely as possible to the average employer-sponsored group insurance 

plan, but the comparison is nevertheless a best-case analysis representing the upper limits 

of value for individual plans. 

 

For each of the 17 zip codes, we collected data on monthly premiums for an 

individual plan for a 27-year-old male, a 27-year-old female, a 55-year-old male, and a 

55-year-old female. For our purposes, all individuals were described as non-tobacco users, 

and their medical histories were not factored into the premium cost; the price quotes, 

therefore, were limited to healthy individuals. For each individual, we identified plans in 

each market that met our criteria. From those plans, we selected the one with the lowest 

monthly premium. As a result, we could display insurance premium rates for the four 

representative categories across the selected 17 markets. 

 

Analysis 

Affordability. We calculated the cost of individual insurance in each market as a percentage 

of income at 200 percent ($17,918) of the 2000 poverty threshold as determined by the 

U.S. Census Bureau. Our analysis assumed a tax credit of $1,500 toward buying health 

insurance. We calculated the annual cost of each plan, deducted the $1,500 tax credit, and 

divided the result by annual income. These calculations did not include estimated out-of-

pocket expenses for deductibles, coinsurance, copayments, and uncovered services. 
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