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HEALTH INSURANCE EXCHANGES
Organizing the Insurance Market to Serve the Underserved
The largest income group lacking health insurance in the United States — nearly 30 percent of all
uninsured Americans — earns between 100 percent and 200 percent of the federal poverty level (from
$18,310 to $36,620 for a family of three).1,2 An additional 9 million uninsured Americans, or 19.5
percent of the total uninsured population, earn between 200 percent and 300 percent of poverty (Figure
1). Clearly, lacking insurance is a problem that does not just affect the poor. As a result, solutions to this
problem must utilize multiple policies. One of these policies is a health insurance exchange.
Figure 1. Most Uninsured Earn Above Federal Poverty Level
Health-insurance exchanges are a key
component of health-reform proposals –
both the House and Senate versions of
health-reform legislation would create
exchanges within specified geographical
areas.3,4 An exchange is a managed
marketplace within a geographically
defined area, in which many individuals
can research and purchase insurance
products. Insurance plans offered within
the exchange meet certain criteria for
benefits offered.5 In most cases,
exchanges would cover large
geographical areas — usually a state.
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To achieve this goal, exchanges must be
designed to increase risk pooling, eliminate risk-selection practices by insurers, require a minimum
standard of benefits, and limit variation of plans offered within the exchange. In addition to creating a
strong exchange, policymakers should also provide low- and moderate-income individuals and families
with tax credits, so they can actually afford to purchase insurance coverage.
Risk Pooling — Individual buyers are at a distinct disadvantage to groups of buyers. When groups of
people (such as a place of business) purchase insurance, the risk of major medical expenses is spread
across a larger group, thus reducing the cost to insure them. Consumers purchasing insurance for
themselves or their families, however, have a much smaller risk pool. Insurers often underwrite
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insurance policies purchased by individuals and very small groups — that is, base premium prices on the
health status and medical history of the individual purchaser.6 This price variability often leads to
adverse selection — when healthy and less healthy people fall into separate insurance arrangements,
leading to higher premium prices for the less healthy group.7
An exchange can reduce the risk of insuring any one individual by grouping hundreds, or even
thousands of people — an impossibility in the non-group private market.8
Limiting Risk Selection — Insurance companies function much like any other business – they seek
to increase revenues and reduce costs. Less healthy individuals often pay much higher insurance
premiums than healthy people, and may be excluded from insurance coverage altogether. Policymakers
can implement market regulations to prevent extreme premium variability and exclusions. Guaranteed
issue would require insurers to cover all applicants. Modified community rating would allow insurers to
modify premium price only by a few approved factors, such as age and geographic location.
Minimum Standard of Benefits and Limited Variation of Plans Offered — For consumers to
make informed choices, they must be able to understand what they are purchasing. Requiring insurers to
offer a plan that provides a baseline of specified benefits gives consumers confidence that they will have
coverage for what they need. Limiting the variation of plans offered within the exchange further allows
consumers to make an informed decision, and also prevents adverse selection.9
Tax Credits for Low- and Moderate-income Individuals and Families — Alone, exchanges
address problems of availability but not affordability. As a result, policymakers should also provide lowand moderate-income individuals and families with tax credits, so they can actually afford to purchase
insurance coverage. A 2006 poll showed that more than half of the uninsured could not afford
insurance.10 Census data reveal that more than one-third of the U.S. uninsured were employed full time
for the preceding year, and more than two-thirds of the uninsured had been employed (either full or part
time) for at least part of the year.11 As mentioned above, nearly one-third of the uninsured — or some 13
million Americans — earn between 100 percent and 200 percent of poverty. An additional 8.9 million
Americans earn between 200 percent and 300 percent of poverty.12 Massachusetts implemented an
insurance exchange in 2006, providing subsidies to low- and moderate-income individuals and families
up to 300 percent of poverty.13,14 Since the implementation of the exchange and subsidy program,
uninsurance is down to a nationwide low of 2.6 percent, with a 45 percent decrease in the number of
low-income uninsured adults.15,16
The design of health insurance exchanges is essential to the success of the health reform proposals.
Allowing multiple exchanges to operate within a state or region would undermine the risk-pooling
advantages of creating an exchange, and would only complicate insurance choices for consumers.17
Moreover, making participation within the exchange optional and allowing a less-regulated, parallel
insurance market would likely segregate the market, and lead to many of the risk selection and adverse
selection problems that exist in our current system.18
If designed properly, insurance exchanges can expand insurance coverage and provide consumers with
affordable options.
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The Iowa Policy Project
Formed in 2001, the Iowa Policy Project is a nonpartisan, nonprofit organization based in Mount
Vernon, with its principal office at 20 E. Market Street, Iowa City, IA 52245.
The Iowa Policy Project promotes public policy that fosters economic opportunity while
safeguarding the health and well-being of Iowa's people and the environment. By providing a
foundation of fact-based, objective research and engaging the public in an informed discussion
of policy alternatives, IPP advances effective, accountable and fair government.
All reports produced by the Iowa Policy Project are made available to the public, free of charge,
via the organization’s website at http://www.IowaPolicyProject.org.
The Iowa Policy Project is a 501(c)3 organization. Contributions to support our work are taxdeductible. We may be reached at the address above, by phone at (319) 338-0773, by email at
ipp@Lcom.net, or through other contacts available at our website.
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