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Introduction 
Retiree health insurance (RHI) is increasingly rare, 
and even government employers – long a bastion for 
RHI – are cutting back. Little is known about the im-
plications of this retrenchment, and particularly about 
the value that employees place on RHI. 

This brief, which is based on a recent study, 
estimates how much older workers value RHI using 
a natural experiment in Rhode Island state govern-
ment.1 In 2008, the state cut back on RHI in a way 
that presented employees eligible for retirement with 
a choice: they could retire by September 30, 2008, and 
keep the existing generous RHI benefit, or they could 
retire later and continue accruing pension benefits at 
the cost of having less generous RHI in the future. 
The natural experiment makes it possible to assess 
how workers are willing to trade a dollar of RHI for a 
dollar of pension benefits.  

The discussion proceeds as follows. The first 
section provides background on employer-provided 
RHI and the gaps in knowledge about how much 
older workers value this fringe benefit. The second 
section describes the natural experiment in Rhode 
Island, while the third section presents a conceptual 
model for assessing workers’ valuation of RHI. The 
fourth section describes the data and methodology 
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used to estimate state workers’ willingness to pay for 
RHI. The fifth section presents the results, showing 
that older state employees are highly sensitive to 
RHI. Specifically, increasing the RHI cut by $1,000, 
in present value terms, caused a 0.6 percentage-point 
increase in the likelihood of retiring by September 30 
(to keep the more generous benefits). In contrast, in-
creasing the potential value of future pension wealth 
by $1,000 reduced early retirements by only 0.3 
percentage points. The final section concludes with 
a conundrum: if older workers value RHI so highly, 
why have employers cut back so dramatically? 

Background 
Older Americans are increasingly unlikely to receive 
RHI. The share of large employers offering coverage 
declined from 66 percent in 1988 to around 30 percent 
today (see Figure 1 on the next page). And the existing 
RHI programs have also become much less generous 
with rising deductibles and other out-of-pocket costs.2 
The remaining RHI programs are concentrated in the 
public sector. In 2014, virtually all government employ-
ers offered RHI, and they spent about as much on it as 
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on health insurance premiums for active employees.3 
Yet, even public sector employers have been scaling 
back as they grapple with both rising healthcare costs 
and underfunded pension systems. 

the magnitude of workers’ willingness-to-pay is quite 
large in these papers, and it is not clear whether such 
large estimates reflect workers’ true preferences or 
are artifacts of specific contexts. 

This study explores the willingness-to-pay issue 
by taking advantage of a natural experiment that has 
broad relevance to the current RHI landscape: public 
sector workers. 

A Natural Experiment in 
Rhode Island 
Like many other state and local governments, Rhode 
Island offers deferred compensation to its employees 
in the form of RHI and defined benefit pensions. 
These programs were significantly underfunded for 
decades, prompting the state to undertake a series 
of benefit cuts to curb rapidly rising costs. The first 
reform took place in 2005, when the state reduced the 
generosity of its pension for non-vested employees 
(those with fewer than 10 years of tenure at the time). 
The second reform – which is the subject of this study 
– took place in 2008 and focused on RHI rather than 
pension benefits. The state subsequently cut back its 
pension system two more times, in 2009 and 2012, 
ultimately converting to a hybrid retirement plan that 
pairs a smaller defined benefit pension with a defined 
contribution account. 

Within this context, the 2008 reform dramatically 
reduced the generosity of Rhode Island’s RHI pro-
gram for state employees. Before the reform, the state 
offered two types of benefits. Tier 1 benefits allowed 
retirees and their spouses to buy health insurance at 
the state’s active group rate, which was substantially 
less expensive than the retiree rate pool. The Tier 1 
subsidy lasted until age 65, at which point retirees 
were required to enroll in Medicare. Meanwhile, Tier 
2 provided these retirees an additional state subsidy 
of premiums for the life of the retiree (but not their 
spouse). The 2008 reform eliminated the Tier 1 bene-
fit and reduced the generosity of the Tier 2 subsidy for 
most workers. 

Importantly, the state allowed workers to keep 
their pre-reform benefits if they retired from state 
service by September 30, 2008. As a result, active 
workers were suddenly presented with a choice: retire 
by September 30 (if eligible) and retain the gener-
ous RHI promised at hire; or continue working past 
September 30 and accept a much lower RHI bene-
fit. The magnitude of the RHI cut varied by the age 
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Notes: This question was reworded in 2019, so the recent 
survey results are not comparable to the pre-2019 results. 
Coverage rates refer to both public and private employers. 
Source: KFF (2018-2025). 

Figure 1. Share of Large Firms Offering Retiree 
Health Benefits to Active Workers, 1988-2025 

Often lost in the debate around RHI is the value 
that employees place on these benefits. From the 
employee’s perspective, compensation in the form of 
health benefits has many advantages. For example, 
employer contributions to health insurance are gener-
ally not subject to income or payroll taxes. Employer 
plans also have lower prices than individual-market 
substitutes due to less adverse selection. And the ad-
ministrative efficiency of a group plan may save work-
ers hours of paperwork and comparison shopping. 
Thus, compensation in the form of health benefits 
may be worth more to employees than its dollar cost 
to employers. On the other hand, of course, getting 
in-kind benefits is less flexible than cash. 

Despite RHI’s numerous attractive characteris-
tics, relatively few studies estimate workers’ willing-
ness-to-pay for it. A substantial literature finds that 
workers retire earlier when they have access to RHI 
coverage.4 However, most of these papers are now 
quite dated, and only a handful use quasi-experimen-
tal variation to consider how workers are willing to 
trade RHI for other forms of compensation (typically 
Social Security or pension benefits). Furthermore, 
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and tenure of employees, who also typically accrued 
additional pension wealth by continuing to work, so 
the choice architecture makes it possible to elicit how 
older state workers value one dollar of RHI benefits 
relative to a dollar of pension benefits. 

Conceptual Framework 
The Rhode Island reform effectively asked employees 
whether they wanted to trade higher RHI subsidies 
for future salary and pension accruals in their govern-
ment jobs. Pension benefits commenced no earlier 
than the employee’s Normal Retirement Age (NRA), 
which was 60 but dropped to any age for employees 
with 28 years of tenure. Once retired, beneficiaries 
received a 3-percent cost-of-living adjustment. The 
goal of our exercise is to determine how older state 
workers value one dollar of RHI benefits relative to a 
dollar of pensions. 

The first step of the analysis identifies two groups 
of employees: a “treated” group who became eligible 
to retire between September 30, 2007 and September 
30, 2008 and a “control” group who became eligible 
to retire between September 30, 2006 and September 
30, 2007 (a year without any RHI or pension reforms). 
The analysis then compares the share of treated em-
ployees who chose to separate by September 30, 2008 
with the similar share of “control” employees. This 
exercise reveals the extent of excess retirement due to 
the RHI reform. 

The second step uses a regression to obtain em-
ployees’ willingness to pay for RHI. The regression 
includes a variable capturing the present value of RHI 
that workers gained by separating by September 30, 
2008 and another variable reflecting the present value 
of pension wealth lost by separating by that date. 
Using an “instrumental variable” defined as being 
in the treated group isolates the causal impact of a 
dollar of RHI on the probability of separation. Will-
ingness-to-pay is then estimated by comparing this 
coefficient with the comparable estimate for pension 
benefits (estimated in this study and also drawn from 
prior literature). 

This conceptual framework captures the key trade-
offs faced by workers. On the one hand, they can 
retire now, enjoying more leisure and facing lower 
health insurance payments, but also having lower 
income (both now and in the future due to lower pen-
sion benefits). On the other hand, they can continue 
to work and receive higher income now and in the 
future but enjoy less leisure and face larger health in-

surance payments down the road. The control group 
faces the same leisure and future income consider-
ations when making their retirement decision, but 
without the RHI consideration. 

Data and Methodology 
The analysis relies on a detailed database of personnel 
records for Rhode Island state employees between 
2003 and 2017. Using these data, we define a treated 
group of 456 employees who were actively employed 
by the state on September 30, 2007 and who reached 
their NRA sometime between that date and Septem-
ber 30, 2008. As noted above, these treated employees 
had a choice to retire from state service with the more 
generous RHI benefits or to keep working and retire 
later with less generous benefits. For comparison, the 
analysis also defines a control group of 472 employ-
ees who were actively employed one year prior, on 
September 30, 2006, and who reached their NRA by 
September 30, 2007. These control employees made 
their initial retirement decision without needing to 
consider any RHI cut. 

Table 1 compares the treated and control employ-
ees along demographic and other characteristics. The 
hope is that the two groups will look similar along 
every dimension except for their exposure to the RHI 
reform. Reassuringly, that assumption appears to bear 
out: when first observed, in September 2007 and Sep-

Table 1. Demographic and Employment 
Characteristics of the Analysis Sample, 2006-2007 

Notes: The treated group is observed in September 2007 
while the control group is observed in September 2006. 
“Schedule B” refers to reduced pension benefits for workers 
with fewer than 10 years of tenure as of 2005. 
Source: Authors’ calculations from data provided by the 
Employee Retirement System of Rhode Island (ERSRI) 
(2006-2007). 

Variable Treated group Control group 

Age 54.49 54.53 

Female 0.51 0.58 

Corrections 0.06 0.05 

Nurse 0.02 0.03 

Schedule B 0.09 0.04 

Tenure 23.76 24.12 

Monthly Salary $4,696 $4,590 
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tember 2006 respectively, the two groups of workers 
were age 54.5 on average, with 24 years of accrued 
tenure. They were 51 and 58 percent female, respec-
tively, and had an average nominal monthly salary of 
$4,696 and $4,590 (the average salary in the treated 
group being slightly higher due to inflation).5 

The next step is to define, for each worker in the 
sample, a variable that represents the employee’s 
accrued RHI benefits if they end state employment 
at a particular time. It is calculated as the present dis-
counted value of the lifetime employer RHI subsidy, 
assuming that the employee separates and claims 
his benefits at his wealth-maximizing date. Similarly, 
a second variable denotes the employee’s pension 
wealth, assuming that the employee separates and 
claims his pension at his wealth-maximizing date.  

With these values in hand, it is possible to calcu-
late the counterfactual gain (or loss) in terms of RHI 
(D

RHI
) and pension benefits (D

Pension
) if an employee 

retires from state service within the first year of obser-
vation (by September 30, 2008 for the treated group 
and September 30, 2007 for the control group). 

The final step is to determine how workers trade 
off the changes in the values of RHI and pension 
benefits when choosing a separation date. This step 
requires specifying a linear probability model – for 
the treated and control employees in the sample – of 
the form: 

Retires in first year observed = 
a + B 

1
(D

RHI
) + B

2
(D

Pension
) + B

3
(control variables) 

where “Retires in first year observed” is a 0/1 variable 
that equals 1 if the employee leaves state service with-
in the first year of observation (by definition before 
the RHI cut for employees in the treated group). B

1
 

and B
2 
 are the coefficients on the two key gain/loss 

variables. Conceptually, they can be interpreted as 
the impact on retirement of increasing future RHI 
or pension wealth by $1,000. Comparing the relative 
magnitudes of B

1
 and B

2 
 answers the question: how 

do workers value an additional dollar of RHI benefits 
relative to pension benefits? Control variables include 
gender, age, tenure, salary, and type of employee, 
such as nurse or corrections officer. 

A concern with this straightforward equation, 
however, is that workers – particularly unionized state 
workers – may have already selected or negotiated 
a favorable compensation package that maximizes 
benefits at their preferred retirement age.6 In that 
case, the equation does not reveal how workers would 
trade off the different forms of deferred compensa-

tion if forced to choose. Moreover, the regression 
does not control for many unobserved factors that 
might correlate with the variables of interest: workers’ 
preferences for leisure, their other sources of RHI 
coverage, expected future earnings both in and out of 
state government, and retirement benefits that they 
might be able to obtain in the private sector.7 

To get around these issues, the analysis identi-
fies the value of RHI by using only the reduction in 
benefits caused by the 2008 reform as the source of 
variation in D

RHI
. This “instrumental variables” ap-

proach – where being in the treated group is used as a 
predictor for D

RHI
 – yields an estimate of the excess re-

tirements caused by the sudden drop in RHI benefits. 
Assuming that those attaining retirement eligibility 
before the end of September 2008 and those attaining 
it a year earlier are similar in their preferences for 
leisure as well as their outside job options, the only 
difference between them with respect to their retire-
ment decision is that the former group must choose 
between the enhanced RHI (when retiring early) and 
increased pension wealth (when retiring later), where-
as the control group does not face this tradeoff. 

Of course, no comparable source of variation is 
available for pension wealth, since the 2008 reform 
did not touch pension benefits. Hence, it is impos-
sible to establish that the increase in future pension 
wealth from postponed retirement caused workers to 
retire later. To increase confidence in the results for 
the pension wealth variable, the study benchmarks the 
estimated coefficient against findings from previous 
studies that did establish a causal relationship between 
changes in retirement and changes in pensions.8 

Regression Results 
The results from the simple ordinary least squares 
regression and the preferred specification, where 
being in the treated group serves as an instrument 
for future RHI wealth, are very close. The preferred 
specification, however, establishes a causal relation-
ship. That is, it is possible to say that each $1,000 
of RHI benefits lost because of the reform caused 
a 0.6-percentage-point increase in the likelihood of 
retiring by September 30, 2008 (see Figure 2 on the 
next page). The corresponding coefficient on pension 
wealth gained by retiring after the first year is only 
0.3 percentage points, and the relationship cannot be 
characterized as causal. In any case, the employees 
in the sample appear to value a dollar of RHI wealth 
twice as much as a dollar of pension wealth. 
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This seeming preference for RHI could arise for 
several reasons. Most obviously, Rhode Island’s RHI 
reform was likely quite salient to employees, and their 
behavior might reflect resentment for what was per-
ceived as a broken promise as much as their intrinsic 
valuation of RHI. Yet, prior studies in other contexts 
have also found that older workers value RHI benefits 
more than equivalent pension wealth.9 

A second possibility is that the coefficient on the 
pension variable is incorrectly estimated. As noted 
above, the 2008 reform did not touch pension bene-
fits, so it is not possible to establish a causal relation-
ship. Encouragingly, though, a thorough review of the 
literature finds estimates substantially smaller than 
the 0.3 percentage points found in this study. So, the 
relative preference for RHI could be much larger than 
reported. 

Another possibility stems from the fact that RHI 
and pensions can be thought of as insurance against 
different risks. The former protects against health 
expense risk, while the latter protects against longevity 
risk. The results suggest that workers – at least pub-
lic-sector ones – are more worried about health-related 
financial shocks than about outliving their resources. 
Of course, this is in the context of the state and local 
sectors, where the marginal dollar of longevity insur-
ance may be of limited worth since so much compen-
sation is already in the form of pension payments.10 

Conclusion 
The financing of public pensions, and the incen-
tives they create for the state and local workforce, 
have been the subject of much academic and policy 
interest. Much less studied are the RHI benefits 
that governments offer to their workers, despite a 
sea change in both the prevalence and generosity of 
these plans over the past two decades. This study fills 
the gap by using a policy reform in Rhode Island to 
estimate how much older state workers are willing to 
pay for RHI. 

Specifically, the reform asked retirement-eligible 
state employees – who were age 55 on average – to 
choose between retiring immediately with enhanced 
RHI or continuing to work and earn additional pen-
sion accruals (as well as salary). The findings show 
that older state workers value an additional dollar of 
RHI twice as much as an additional dollar of pension 
benefits. This high valuation of RHI is consistent with 
prior studies comparing workers’ relative valuation 
of Medicare and Social Security benefits and suggests 
that older workers are more concerned about insuring 
against future healthcare costs than protecting against 
longevity risk. 

These findings raise the question of why RHI ben-
efits are in decline if workers value them so highly? 
In the state and local sectors, governments seeking 
to reduce the cost of funding employees’ retirement 
benefits often turn first to RHI because it lacks the 
constitutional and legislative protections typically 
awarded pension benefits. But these results instead 
suggest that governments seeking to reduce expendi-
tures should reallocate their deferred compensation 
package toward RHI. 

More broadly, the results also raise questions 
about the drivers of private-sector cuts in RHI gen-
erosity over the past couple of decades. The reasons 
may lie in either different preferences of workers 
across sectors or in the different trade-offs these work-
ers face: not between pensions and RHI, but between 
salary and RHI. It may be that private-sector workers 
would still prefer cash today over health insurance 
tomorrow – a question for future research. 
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Note: The coefficients are statistically significant at the 
1-percent level. 
Sources: Authors’ estimates from data provided by ERSRI 
(2006-2007) and GRS (2007). 

Figure 2. Impact of Future RHI and Pension 
Accruals on the Likelihood of Retiring within 
12 Months 
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Endnotes 
1  Quinby and Wettstein (2026). 

2  Collins, Bhupal, and Doty (2019); and KFF (2023). 

3  The Pew Charitable Trusts and the John D. and 
Catherine T. McArthur Foundation (2016). Lutz and 
Sheiner (2014) point out that fully pre-funding these 
obligations would require another 1 percent of reve-
nue dedicated to RHI trust funds. 

4  Examples in the public sector include Nyce et al. 
(2013); Fitzpatrick (2014); and Shoven and Slavov 
(2014). Similar studies in the private sector include: 
Gustman and Steinmeier (1994); Karoly and Ro-
gowski (1994); Madrian, Burtless, and Gruber (1994); 
Gruber and Madrian (1995); Rust and Phelan (1997); 
Rogowski and Karoly (2000); Blau and Gilleskie 
(2006); Boyle and Lahey (2010); French and Jones 
(2011); Garthwaite, Gross, and Notowidigdo (2014); 
and Wettstein (2020). 

5  One key dimension, however, along which the two 
groups differ is pension benefits: the treated group 
has a higher share of workers exposed to the 2005 
pension cut (denoted as “Schedule B”) because they 
were hired slightly later, on average. Consequently, 
Schedule B membership is included as a control in all 
the regression specifications. 

6  This outcome would occur if workers select em-
ployers based on the structure of their compensation 
package or negotiate the package through a strong 
union (Clemens and Cutler 2014). Although most 
pension and RHI reforms are legislated with some 
union input, the Rhode Island reform was primari-
ly motivated by legal and cost concerns rather than 
worker preferences. Unlike pensions, RHI benefits 
for current workers are not constitutionally protected 
and so are easier to cut without legal challenges. 

7  While much of the variation in D
RHI

 is due to the 
2008 reform, tenure, salary, birth year, and age at 
separation also drive accrual patterns. 

8  See, for example, Brown (2013); Koedel, Podgursky, 
and Shi (2013); Fitzpatrick and Lovenheim (2014); 
Ni and Podgursky (2016); Koedel and Xiang (2017); 
Morrill and Westall (2019); and Quinby and Wettstein 
(2021). 

9  Wettstein (2020); and Gruber and Madrian (1995). 

10  Fitzpatrick (2015). 
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