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Executive Summary
In this issue paper, the American Academy of Actuaries’ Individual and Small Group 

Markets Committee examines experience in the Affordable Care Act (ACA) individual 

market. It outlines the conditions necessary for a sustainable individual health insurance 

market, examines whether these conditions are currently being met, and discusses the 

implications of potential changes to improve the ACA market rules or replace the ACA with 

an alternative approach. 

What is necessary for a sustainable individual health  
insurance market?

• Individual enrollment at sufficient levels and a balanced risk pool;

• A stable regulatory environment that facilitates fair competition;

• Sufficient health insurer participation and plan offerings to provide consumer choice; 

and

• Slow spending growth and high quality of care. 

How does the ACA individual market measure up  
to these conditions?

• Although the ACA has dramatically reduced uninsured rates, enrollment in the 

individual market has been lower than initially expected and enrollees have been less 

healthy than expected. 

• For the most part, competing plans face the same rules; however, some rules might 

disadvantage insurers participating on the ACA marketplaces (or exchanges) compared 

to off the marketplaces. 

• The uncertain and changing regulatory environment—including legal challenges to the 

ACA, allowing individuals to retain pre-ACA coverage, and constraints on risk corridor 

payments—contributed to adverse experience among insurers. As a result of these and 

other factors, insurer participation and consumer plan choice declined in 2016 and is 

declining further in 2017.

• In recent years, health care spending has been growing relatively slowly compared with 

historical averages, but there are signs that growth rates are increasing. 
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What options have been proposed to improve the sustainability 
of the individual market?

Many options have been put forward to improve the sustainability of the individual market 

under the ACA. In addition, ACA replacement approaches have been proposed. The 

impact of any option or set of options depends on the specific details. This paper makes 

no recommendations and instead assesses the positive and negative implications of various 

options, including: 

• Stronger incentives to purchase coverage. Strengthening the incentives to purchase 

coverage, through increased penalties for non-enrollment, increased premium subsidies, 

or a permanent reinsurance program, could help increase enrollment and improve the 

risk pool. Reducing the 90-day grace period and tightening special enrollment period 

(SEP) eligibility also have the potential to improve the risk pool by decreasing the 

potential for abuse of these protections.

• Greater variation in premiums by age. Widening premium variations by age could 

increase participation by young adults, but could result in higher uninsured rates among 

older adults and increased federal costs for premium subsidies, due to higher premiums 

for older adults. 

• Restructured premium subsidies. Current premium subsidies are based on premium 

levels relative to income. The impact on enrollment, net premiums, and federal 

spending of basing premium subsidies instead on age or other factors depends on the 

amount of the subsidies relative to premiums. 

• Reduced regulatory uncertainty. Releasing rules in a timely fashion would help reduce 

uncertainty for insurers. In addition, applying rules consistently among insurers is 

important to maintain a level playing field. 

• Allow insurance sales across state lines. Allowing insurers to sell coverage across state 

lines, which states already have the ability to permit, could create an unlevel playing 

field and threaten the viability of insurance markets in states with more restrictive rules. 

This could reduce the ability of individuals with pre-existing health conditions to obtain 

coverage.

• Enhanced state flexibility. States could pursue approaches tailored to their specific 

situations through Section 1332 State Innovation Waivers or through other 

enhancements to state flexibility. Such efforts could include the pursuit of different 

enrollment incentives, subsidy structures, benefit coverage requirements, premium 

rating rules, etc. 
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An Evaluation of the 
Individual Health Insurance 
Market and Implications of 
Potential Changes

Now that the individual market under the Affordable Care Act 
(ACA) is entering its fourth year of operation, experience is 
available from 2014–2016 that can be used to help assess the 
sustainability of the market over the longer term. In this paper, 
the American Academy of Actuaries’ Individual and Small 
Group Markets Committee outlines the conditions necessary for 
the individual health insurance market to be sustainable over the 
long term and examines whether these conditions are currently 
being met. The paper then discusses the implications of potential 
changes to improve the ACA market rules or replace the ACA 
with an alternative approach. 
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SECTION 1 
What Is Necessary for a Sustainable 
Individual Health Insurance Market?

This section outlines the conditions necessary for the 
sustainability of the individual health insurance market. In 
general, a financial security program is sustainable if it can 
be reasonably expected to be maintained over time without 
requiring significant curtailment or restructuring.1 This 
determination involves considering whether all significant 
stakeholders accept the balance of benefits and costs and whether 
the program will achieve its goals over its time horizon. The 
ACA’s goals include increasing access to affordable health 
insurance coverage, enhancing the quality of care, and addressing 
health spending growth.

With respect to the individual market, the conditions necessary for a sustainable market 

include achieving enrollment that is sufficient and balanced, a regulatory environment that 

is stable and facilitates fair competition, participation by health plans that is sufficient for 

market competition and consumer choice, and slow spending growth and high quality of 

care. These factors will affect premium affordability; in turn, premium affordability will 

affect enrollment numbers and risk pools. Subsequent sections of this paper will examine 

the extent to which the ACA individual market meets these conditions, including the 

feedback between enrollment and premiums. 
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Individual enrollment at sufficient levels and  
a balanced risk pool
Sufficient enrollment levels. 

At the overall market level, enrollment must be high enough to reduce random fluctuations 

in claims from year to year. In states that fund health insurance marketplace operations 

through user fees, market-wide enrollment must be sufficient to generate adequate user 

fee revenues. At the insurer level, enrollment must be high enough to achieve stability 

and predictability of claims and to benefit from economies of scale, so that per-enrollee 

administrative costs are low relative to average claims.

A balanced risk pool. 
Because the ACA prohibits health plans from denying coverage or charging higher 

premiums based on pre-existing health conditions, having affordable premiums depends on 

enrolling enough healthy individuals over which the costs of the less-healthy individuals can 

be spread. Enrollment of only individuals with high health care needs, typically referred to as 

adverse selection, can produce unsustainable upward premium spirals. Attracting healthier 

individuals (e.g., through the ACA individual mandate and premiums subsidies) is needed 

to keep premiums more affordable and stable. 

A stable regulatory environment that facilitates fair and 
sufficient insurer competition
Consistent rules and regulations applied to competing health plans. 

Health plans competing to enroll the same participants must operate under the same rules. 

If one set of plans operates under rules that are more advantageous to healthy individuals, 

then those individuals will migrate to those plans; less-healthy individuals will migrate to 

the plans more advantageous to them. In other words, plans that have rules more amenable 

to higher-risk individuals will suffer from adverse selection. In the absence of an effective 

risk adjustment program that includes all plans, upward premium spirals could result, 

threatening the viability of the plans more advantageous to higher-risk individuals. 

Stable effective regulatory environment. 
The rules and regulations governing the health insurance market need to be announced with 

sufficient lead time, relatively stable over time, and not overly burdensome in terms of costs 

or restrictions on innovation.
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Reasonable expectation of earning a fair return. 
Insurers operating in the ACA-compliant individual market rely on premium payments 

from enrollees, federal funding for premium tax credits and cost-sharing reduction 

subsidies, and risk-mitigation transfers. In total, these revenues must be adequate to 

cover claims and administrative costs. They must also provide a reasonable margin for 

contribution to reserves and surplus in order to meet solvency requirements and support 

ongoing business activities.

Sufficient health insurer participation and plan offerings
Sufficient number of participating health insurers. 

Health insurance market competition can provide incentives for health plans to improve 

the efficiency of health care delivery, lower administrative costs, and provide products 

that are attractive to consumers. The optimal number of insurers likely differs by area 

and local market conditions (e.g., the number of eligible enrollees, the degree of provider 

concentration). Rural areas can support fewer insurers, for instance, due to low potential 

enrollment numbers and the presence of sole community providers. 

Sufficient plan offerings. 
The number and range of plan offerings must be sufficient to provide appropriate choice 

to consumers with respect to plan design features including a variety of out-of-pocket 

costs, provider networks, and plan type. This does not preclude requiring standardized plan 

designs. Offerings should not be so numerous that they impose an overwhelming burden on 

consumers that results in less-than-optimal choices. 

Slow health spending growth and high quality of care
Reasonable health care costs and moderate health spending growth. 

Long-term sustainability of the individual market requires containing the growth in health 

spending. 

High quality of care. 
There must be a focus not only on containing the growth in health care spending but also on 

improving health care quality, measured for instance based on health care outcomes. 



AMERICAN ACADEMY OF ACTUARIES 7

SECTION 2
Assessment of Progress to Date

This section addresses each of the conditions for sustainability 
identified in Section 1 and assesses progress that has been made 
as well as challenges that remain to be addressed. Although the 
ACA has dramatically reduced uninsured rates, enrollment in 
the individual market has been lower than initially expected and 
enrollees have been less healthy than expected. For the most part, 
competing plans face the same rules. However, the uncertain and 
changing regulatory environment—including legal challenges to 
the ACA, allowing individuals to retain pre-ACA coverage, and 
constraints on risk corridor payments—contributed to adverse 
experience among insurers. As a result of these and other factors, 
insurer participation and consumer plan choice declined in 2016 
and declined further in 2017.

Individual enrollment at sufficient levels and a  
balanced risk profile
Sufficient enrollment levels.  

The number of individuals selecting marketplace plans during the annual open enrollment 

periods increased from 8.0 million in 2014 to 11.6 million in 2015, and to 12.7 million in 

2016.2 Enrollment numbers decline during the year, as individuals shift to other coverage 

sources (or to being uninsured) and insurers cancel coverage for consumers who don’t pay 

their premiums. Offsetting part of this decline is enrollment during special enrollment 

periods (SEPs) for individuals who experience a qualifying event, such as a loss of coverage 

through a job. At the end of 2015, 8.8 million individuals had marketplace coverage, down 

from 11.6 million during the open enrollment period.3 



AMERICAN ACADEMY OF ACTUARIES 8

Because of differences in populations and other factors, such as consumer outreach and 

enrollment systems, marketplace enrollment varies among the states. In 2016, the number 

of individuals with marketplace selections ranged from about 15,000 in Hawaii to 1.7 

million in Florida.4 Hawaii had a state-based marketplace, but moved to using the federal 

marketplace because its low enrollment numbers were not enough to generate sufficient 

revenues to sustain marketplace operations.5 Other state-based marketplaces with relatively 

low enrollment numbers could be at similar risk. For instance, of the 13 remaining state-

based marketplaces in 2016, three had fewer than 35,000 individuals with plan selections 

through the marketplaces during open enrollment (District of Columbia, Rhode Island, and 

Vermont).6

The ACA requires that insurers use a single risk pool when developing premiums. ACA-

compliant off-marketplace plans are included as part of this single risk pool. In other words, 

insurers must pool all of their individual market enrollees together when setting the prices 

for their products. Therefore, premiums reflect insurer expectations of medical spending 

for enrollees both inside and outside of the marketplace. Although there are no official off-

marketplace enrollment numbers, the Department of Health and Human Services (HHS) 

estimates that in 2016, about 7 million individuals enrolled in individual market coverage 

outside of the marketplace.7 The majority of these individuals are likely to have ACA-

compliant coverage; the Kaiser Family Foundation estimates that in 2016, only 12 percent 

of all individual market plans are non-ACA-compliant (i.e., grandfathered and transitional 

plans).8, 9 This suggests a total ACA-compliant individual market enrollment in 2016 of 

about 17-18 million. 

Enrollment, both on the marketplace and in total, was lower than initially projected by the 

Congressional Budget Office (CBO) and others. In its May 2013 baseline estimates, CBO 

projected a total individual market enrollment in 2016 of about 37 million—22 million 

on the marketplace and about 15 million off marketplace.10 In updated estimates from its 

March 2016 baseline, CBO lowered its 2016 enrollment projection to 21 million—12 million 

on the marketplace and 9 million off.11 One major reason for the downward adjustment 

is that more employers than projected are continuing to offer coverage, resulting in fewer 

individuals moving from employer coverage to coverage in the individual marketplace. 

Lower-than-expected enrollment also suggests that affordability remains a challenge—in 

2015, 46 percent of uninsured adults said that they had tried to obtain coverage but it was 

too expensive.12 In addition, the ACA’s individual mandate may be too weak to provide 

sufficient enrollment incentives. Outreach efforts may be insufficient to raise consumer 

awareness of the mandate and availability of premium assistance.
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Even with enrollment lower than expected, uninsured rates have declined under the ACA. 

For instance, the National Health Interview Survey reports that the share of individuals 

under age 65 who were uninsured at the time of the interview declined from 18.2 percent in 

2010 to 10.4 percent during the first six months of 2016.13 

Despite these coverage gains, about 27 million nonelderly people remain uninsured in 

2016.14 Of these, the Kaiser Family Foundation estimates that 19 percent are eligible for 

a premium tax credit and 24 percent are eligible for Medicaid. These individuals may be 

unaware of their eligibility or, in the case of those eligible for premium subsidies, they may 

still find premiums unaffordable. Forty-seven percent of the uninsured are ineligible for 

premium assistance—20 percent due to their immigration status, 17 percent because they 

have an employer offer of coverage that is deemed affordable, and 11 percent because they 

have incomes that are too high. Another 10 percent of the uninsured would have been 

eligible for Medicaid if their state had expanded Medicaid coverage. Affordability may also 

be an issue for these groups. Notably, these are national estimates; percentages will vary 

among and within states.

A balanced risk pool.
A sustainable market requires not only enrollment at sufficient numbers, but also a balanced 

risk profile. That is, enrollment should not be skewed toward those with high health care 

costs; sustainability requires the enrollment of healthy individuals as well. The ACA includes 

several provisions that aim to reduce the potential adverse selection effects of allowing 

guaranteed access to coverage at standard premiums regardless of pre-existing health 

conditions. These provisions include providing premium and cost-sharing subsidies to lower 

the cost of coverage and imposing a financial penalty for individuals who remain uninsured. 

Each encourages even healthy individuals to obtain coverage. However, affordability issues 

and the weakness of the individual mandate could have disproportionately suppressed 

enrollment among individuals with low expected health care costs.

Lower-than-expected marketplace enrollment has been accompanied by concerns that the 

risk profile of enrollees was worse than many insurers expected.15 The average risk profile for 

a given population in a guaranteed issue environment generally can be viewed as inversely 

proportional to enrollment as a percentage of the eligible population. Higher individual 

market participation rates will tend to reflect a larger share of healthy individuals enrolling, 

and therefore a more balanced risk profile. In contrast, lower participation rates will tend 

to reflect a less-healthy risk profile, and in turn higher average costs. This is because those 

previously uninsured individuals with greater health care needs are more likely to enroll 

than those with lesser needs. 
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As expected, evidence from the 2014 open enrollment period suggests that less-healthy 

individuals were more apt to sign up first. For instance, early marketplace enrollees were 

more likely to be older and use more medications than later enrollees.16 Examinations of 

how the risk pool has been changing over time have yielded some mixed results. A Center 

for Consumer Information and Insurance Oversight (CCIIO) analysis of per-enrollee 

costs in 2014 and 2015 suggests that slower cost growth may have resulted from a broader 

and healthier risk pool and that states with stronger enrollment growth had greater 

improvements in their enrollee risk profiles.17 Similarly, an analysis of Covered California 

marketplace data found that the risk profile at the end of the open enrollment period 

improved from 2014 to 201518 and nationwide estimates suggest an improvement from 2014 

to 2015 in the share of marketplace enrollees self-reporting very good or excellent health 

status.19 In contrast, an analysis of the ACA risk adjustment program shows an increase 

in risk scores from 2014 to 2015.20 Although this result suggests a deterioration of the risk 

pool, other factors could have played a role, such as increased diagnostic coding and better 

data submission to the Centers for Medicare & Medicaid Services (CMS). In addition, 

similar to the CCIIO analysis, the report finds that enrollment growth is correlated with an 

improvement in the risk profile when other factors such as a state’s transition policy and 

Medicaid expansion decisions are controlled for.

The risk corridor results for 2014 and 2015 also support assertions that enrollment was 

sicker than insurers expected; for many insurers, 2014 and 2015 premiums were too low 

relative to actual claims.21 Some of this understatement was likely due to the implementation 

of the transitional policy that allowed individuals to keep their prior non-ACA-compliant 

coverage. In states adopting the transition policy, ACA-compliant plans exhibited less 

favorable experience because lower-cost individuals were more likely to retain their prior 

policies. But even in many states that didn’t allow for transition policies, insurers were more 

likely to receive risk corridor payments, suggesting that market average claim costs were 

higher than assumed in premium pricing. 

Except for grandfathered plans, individuals will not be allowed to renew non-ACA-

compliant plans beyond Dec. 31, 2017. In states that allowed transition policies, an influx of 

individuals from these plans to ACA-compliant plans could help improve the risk profile in 

2018. 
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Risk profile concerns may have continued into 2016. The Kaiser Family Foundation 

estimated that during the 2016 open enrollment period, nationwide only 46 percent of the 

potential marketplace population selected a marketplace plan, ranging from a low of 22 

percent in Iowa to a high of 74 percent in the District of Columbia.22 However, these figures 

understate total ACA-compliant enrollment to the extent that individuals enrolled off 

marketplace (notably, the District of Columbia does not offer plans off marketplace). 

The availability of SEPs for individuals who encounter certain life events—such as losing 

health insurance coverage, moving, or getting married—also can affect average claim costs. 

Eligibility requirements for SEPs in the marketplaces have not been stringently enforced, 

thereby creating opportunities for individuals to delay enrollment until health care services 

are needed. On average, SEP enrollees have had higher claim costs and higher lapse rates 

than individuals enrolling during the open enrollment period.23 The worse experience 

exhibited by SEP enrollees could be resulting from a combination of higher enrollment 

among SEP-eligible higher-cost individuals, lower enrollment among SEP-eligible low-

cost individuals, and enrollment among higher-cost individuals who would not meet SEP 

eligibility criteria if validation were required. CCIIO is exploring additional verification 

requirements for individuals who purchase coverage on the marketplaces. 

The availability of long premium payment grace periods for subsidized enrollees could 

also contribute to an unhealthy risk profile. Individuals who receive premium subsidies on 

the marketplace and have paid at least one month’s premium are allowed a grace period 

of 90 days for future premium payments. States govern the grace period, typically 30 days, 

for individuals not receiving subsidies and those purchasing coverage off marketplace. 

Longer grace periods for on-marketplace plans can worsen the risk pool profile by allowing 

healthy people to pay premiums for nine months and be assured of 12 months of coverage 

if needed. In other words, individuals who develop health problems can retroactively pay 

premiums in order to maintain coverage; individuals who remain healthy can skip payments 

for the last three months of the year and simply enroll for the next year’s coverage during 

the open enrollment period. The risk adjustment program does not mitigate lost revenue 

problems arising due to healthy people not paying a full year of premium. It’s unclear the 

extent to which subsidized enrollees may be taking advantage of the extended grace period. 

A recognition by insurers of worse-than-expected risk pool profiles in 2015 was likely a 

factor that contributed to 2017 premium increases. Insurers have more information now 

than they did last year regarding the risk profile of the enrollee population and used that 

information to adjust their 2017 assumptions accordingly.24
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A stable regulatory environment facilitating fair competition
Consistent rules and regulations applied to competing health plans.

A stable marketplace requires that rules be consistently applied to all competitors in order 

to prevent particular insurers from being inappropriately advantaged or disadvantaged. 

Inconsistent regulations distort the market, reducing competition and limiting consumer 

choices. Fair competition also requires rules to prevent insurers from gaming the system. 

These conditions are generally met under the ACA, but not completely. 

The same issue and rating requirements apply to all individual market insurers in a state, 

regardless of whether coverage is offered on or off the state marketplace. However, many 

states decided to take up the federal option of allowing individuals to keep non-ACA-

compliant coverage, which put ACA-compliant plans at a disadvantage with respect to 

enrolling healthier individuals. This transition policy expires at the end of 2017; beginning 

in 2018, individuals in these plans will need to purchase ACA-compliant coverage. 

ACA-compliant plans on and off the marketplaces participate in the risk adjustment 

program. By transferring funds between insurers based on the relative risk of their plan 

participants, the risk adjustment program aims to reduce incentives for insurers to avoid 

enrolling people at risk of high health spending. An Academy analysis found that for the 

2014 plan year, the risk adjustment program compressed the loss ratio differences among 

health plans—risk adjustment transfers increased average loss ratios among health plans 

with low loss ratios and reduced loss ratios for health plans with high loss ratios, indicating 

that the program generally worked as intended for the individual market.25 Nevertheless, 

risk adjustment payments can be affected by diagnostic coding and operational issues, and 

risk adjustment transfers as a percent of premium are much more variable among smaller 

insurers, which can produce unexpected results. 

Non-ACA-compliant plans are not part of the risk adjustment program. Therefore, the 

program cannot mitigate the differences in enrollment patterns between non-ACA-

compliant plans, which are more attractive to healthy individuals, and ACA-compliant plans. 

One example of rules that apply differently on and off marketplace is the length of the 

premium grace period. As noted above, a 90-day grace period is available for individuals 

receiving premium subsidies, whereas the grace period is typically 30 days for other 

enrollees, including those purchasing coverage off the marketplaces. This can create a minor 

advantage for insurers selling off marketplace only. 
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There are also some differences in how fees are levied among insurers. Marketplace user fees 

are collected to support marketplace operations. The fee is charged only on marketplace 

business, but insurers must spread the fee across its marketplace and off-marketplace 

business. Insurers that operate only off marketplace do not need to reflect the fee in their 

premiums. 

Stable effective regulatory environment. 
Uncertainty in the regulatory environment can impact premium adequacy and stability, 

and ultimately insurer solvency. ACA regulations put into place standardized and effective 

processes for premium rate development, actuarial value determinations, and rate review 

processes that contribute to relative stability in the year-by-year rate filing processes. 

However, certain regulatory and legislative changes have seriously undermined this stability, 

negatively affecting the risk pool profiles, premium adequacy, and insurer financial results. 

In addition, delays in the release of important information can negatively affect stability.

• Allowing individuals to retain pre-ACA coverage. The decision to allow individuals 

to retain pre-ACA coverage was not made until 2014 premiums were finalized. In states 

that allowed pre-ACA plans to be renewed, this decision resulted in the risk pool profiles 

of ACA-compliant coverage being worse than expected and contributed to premiums 

being low relative to actual claims. 

• Constraints on risk corridor payments. Risk corridors were included in the ACA to 

mitigate the pricing risk in the early years of the program. Although originally not 

specified to be budget neutral, subsequent legislative and regulatory actions have limited 

risk corridor payments to those that can be paid through risk corridor collections. If 

there is a shortfall, risk corridor payments are made on a pro rata basis. Due to such 

a shortfall for the 2014 plan year, only 12.6 percent of risk corridor payments were 

made.26 The failure to pay the full amounts led to financial difficulty for many plans, in 

particular many Consumer Operated and Oriented Plans (CO-Ops). For instance, the 

Kentucky Health Cooperative specifically cited the lack of full risk corridor payments 

as a reason for closure.27 HHS has indicated that no funds will be available for 2015 risk 

corridor payments, as any 2015 risk corridor collections will be used toward remaining 

2014 risk corridor payments.28

• Legal challenges to the ACA. The steady flow of lawsuits has created additional costs 

and uncertainty. For instance, many states using the federal marketplace required dual 

premium submissions for the 2016 plan year because the Supreme Court had not yet 
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ruled on King v. Burwell (regarding the availability of premium subsidies) at the time 

premium filings had to be submitted for review. This required additional resources and 

expenses. Other cases are currently working their way through the courts. One that 

could have significant implications for premiums and insurer financial stability involves 

whether the administration has the legal authority to make cost-sharing reduction 

payments to health plans.29 

• Timing of available risk adjustment information. Because the risk adjustment 

program depends on the market-wide risk profile, there is uncertainty regarding the 

amount that insurers expect to pay or receive under the program. Risk adjustment 

results in 2014 and 2015 were much different than expected for some insurers, resulting 

in unexpected losses. This risk adjustment “shock” is another reason cited for causing 

solvency problems for CO-OPs and other smaller plans.30 Because of the lag in 

reporting, final risk adjustment results for a given plan year are not released until the 

middle of the next year, after premiums have already been filed for the year after that. 

In recognition of this time lag, CCIIO has begun to release interim reports that provide 

summary risk adjustment information. This information is not available for all states 

and insurers using the reports must do so with caution because the final results can 

differ significantly from interim estimates. 

• Timing of final rules. The rulemaking process is understandably long and involved. 

Nevertheless, the earlier that rules are finalized, the easier it is for insurers to meet 

deadlines for product and rate filings in May. The final rules applicable to 2018 

premium filings were released in December, earlier than in prior years. This earlier 

release will reduce rulemaking uncertainty, especially if this timeframe is continued in 

future years. 

Reasonable expectation of earning a fair return.  
Like all businesses, insurers participating in the individual market have an obligation to 

protect their viability and solvency, requiring that they must earn a fair return that supports 

ongoing business activities. Premiums net any of other payments or receipts (e.g., through 

the risk adjustment and reinsurance programs) must be adequate to cover claims and all 

administrative costs, taxes, and fees, and still provide a margin for profit or contribution to 

reserves and surplus.
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The ACA reforms implemented in 2014 significantly changed insurance market rules and 

increased business risks. The most fundamental of these risks is related to projecting claim 

costs. Insurers had very limited data available to estimate who would enroll in plans under 

the new rules and what their health spending would be. It was likely that the composition of 

the insured population would change dramatically due to the elimination of underwriting 

and the introduction of premium subsidies. The risk adjustment and transitional 

reinsurance programs also needed to be factored in, while the temporary risk corridor 

program could be viewed as providing a partial safety net for premium rate development 

uncertainty.  

Even with all the known risks, issuers were further subject to circumstances that could not 

reasonably have been anticipated. As noted above, these include the ability for individuals in 

many states to continue non-ACA-compliant transitional coverage in 2014 and beyond, as 

well as the federal government’s failure to make risk corridor payments in full.

In an analysis of 2014 experience, McKinsey & Company found much variation in financial 

performance among insurers, with about 40 percent of the market covered by insurers  

with positive margins; the aggregate post-tax margin in 2014 was -4.8 percent.31 The 

transition policy may have contributed to losses, as did insurer-specific factors, with  

CO-OPs and insurers offering preferred provider organization (PPO) plans and broad 

networks experiencing larger losses. Health maintenance organizations (HMOs), insurers 

with narrower networks, and Medicaid-based plans had more favorable experience, on 

average. 

Once financial losses have been suffered, they cannot easily be recouped through future 

gains in the individual marketplace. Pricing margins can be limited by the rate review 

process and competitive pressures, which often puts downward pressure on rates, and health 

plans are not allowed to build in provisions to recoup past losses into premium rates. 
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Prior to the ACA, normal fluctuations in year-by-year margins could result in poorer-than-

expected margins being offset by better-than-expected margins in subsequent years. The 

ACA’s medical loss ratio (MLR) requirements limit the extent to which this can occur.  

These requirements stipulate that if claims plus quality improvement expenses fall below  

80 percent of premium net of taxes and fees (in effect meaning that administrative costs and 

profit exceed 20 percent of premium), insurers may be required to return the difference to 

plan members.

Insurers and regulators now have more experience that can be used to develop and 

review future premiums. S&P Global Ratings recently forecast that insurer financial 

performance will improve, with smaller aggregate losses in 2016 than in 2015 and continued 

improvement in 2017 with more insurers becoming profitable.32

Nevertheless, continuing uncertainty and ACA legal challenges mean that pricing and 

solvency challenges in the market remain. This has caused many issuers to question their 

ability to earn a fair return—resulting in some issuers withdrawing from existing markets 

and fewer issuers having an interest in entering new markets.

Sufficient health plan participation and plan offerings
Sufficient number of participating health insurers. 

Although there is no definitive minimum number of health insurers that are needed to 

ensure a competitive marketplace, it is generally recognized that competition can be difficult 

with fewer than three insurers.33 This threshold may be lower than in other markets due to 

consumers’ ability to compare plans under the ACA.34 

The average number of ACA marketplace insurers per state increased from 5.0 in 2014 to 6.1 

in 2015, and then declined to 5.7 in 2016.35 Due to the failure of a number of small carriers, 

especially the CO-OPs, and market withdrawal announcements by some larger carriers 

(e.g., Aetna, Humana, UnitedHealth), the number of insurers is decreasing further in 2017. 

These averages mask tremendous variation among states. For instance, in 2017, five federal 

marketplace states (Alabama, Alaska, Oklahoma, South Carolina, and Wyoming) have only 

one insurer. On the other end of the spectrum, Wisconsin has 15 insurers, Ohio has 11, and 

Texas has 10. Within states, the number of insurers offering coverage can vary by county, 

with rural counties having fewer participating insurers. Avalere estimates that in states using 

the federal marketplace, the average number of insurers per county has fallen from 5.3 in 

2016 to 2.9 in 2017, and 21 percent of enrollees have only one participating insurer for 

2017.36



AMERICAN ACADEMY OF ACTUARIES 17

It was expected that insurer exits and entries would occur during the early years of the 

ACA as insurers adjust to the new market rules. Nevertheless, recent marketplace pullbacks, 

especially among some major insurers, raise a concern that the current ACA marketplace 

environment is not viable from a business perspective. (Notably, some of the insurers pulling 

back from offering marketplace coverage continue to offer ACA-compliant coverage outside 

of the marketplace.) A reduction in competition due to fewer participating insurers can 

reduce consumer options as well as impact premiums. The ability of insurers to effectively 

compete depends in large part on their ability to manage costs, which in turn reflects their 

ability to effectively negotiate with providers to lower utilization and costs (e.g., through 

narrower networks). Insurers with larger market shares in a particular area may have more 

leverage in provider contracting. (The dynamic may be different in rural areas with a limited 

number of providers—rural providers can have more negotiating power even if there is 

only one insurer.) On the other hand, having a more competitive market could provide 

insurers more incentives to negotiate aggressively and to pass along savings to consumers. 

Research based on 2014 and 2015 ACA premiums suggest that the addition of an additional 

competitor leads to lower premium increases, but the competitive effects shrink after two or 

three additional entrants.37 

Due in part to lower potential enrollment, rural areas can support fewer insurers, so it 

is not surprising that there are fewer participating insurers in rural counties and states. 

Nevertheless, having only one or even no participating insurers in some areas is a cause for 

concern.

Sufficient plan offerings. 
Consumers have choices with respect to their particular plans. The ACA provides for four 

metal levels, which reflect relative plan generosity, as well as a catastrophic plan available 

to young adults and individuals who qualify for a hardship exemption from the individual 

mandate. Insurers offering marketplace coverage must offer silver and gold metal plans, but 

are not required to offer the other metal levels. In most states, insurers have flexibility within 

metal levels to set particular benefit design and cost-sharing requirements. Some state 

marketplaces impose standardized plan options, but may allow non-standardized options 

as well. Standardized benefit options may help simplify consumer choices and facilitate plan 

comparisons,38 but could also inhibit innovative plan designs. For the 2017 plan year, the 

federal marketplace is offering standardized benefit designs, called Simple Choice plans, on 

an optional basis. Insurers can also offer choices across additional plan dimensions, such as 

plan type (e.g., HMO, PPO), which can affect the level of care management, how broad or 

narrow the provider network is, and the availability of out-of-network benefits.
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Over the first three years of the ACA, the average number of marketplace plans offered 

per county in federal marketplace states increased from 51 in 2014 to 55 in 2015, and then 

decreased to 48 in 2016; plan offerings per county is further decreasing to 30 in 2017.39 Plan 

offerings and enrollment are concentrated in silver plans, which would be expected given 

that premium subsidies are based on silver plans and cost-sharing subsidies are available 

only for silver plans.

Forty-seven percent of 2017 federal marketplace plans are silver plans; 33 percent are bronze. 

On average, only one platinum plan is offered per county, and many areas have no platinum 

plan offerings at all. Enrollment has been even more concentrated; as of March 31, 2016,  

70 percent of enrollment nationwide is in silver plans and 22 percent is in bronze.40 

The type of plans offered in the marketplaces has been changing, with a decline in less 

restrictive network PPO offerings. This shift may reflect consumers’ willingness to forgo 

access to a broad set of providers and looser utilization management in return for lower 

premiums and cost sharing. Among silver plan offerings, PPO plans have declined from 

52 percent of plan offerings in 2014 to 35 percent in 2016, and were expected to decline 

further in 2017, especially among competitively priced plans.41 Some areas have few or no 

PPO marketplace offerings.42 More restrictive network plans, such as HMOs and exclusive 

provider organizations (EPOs), are becoming a larger share of marketplace offerings. Low- 

and moderate-income consumers may be more open to narrower networks,43 and Medicaid-

based marketplace plans are particularly based on HMO and EPO plans.44 Nevertheless, the 

high deductibles associated with lower-metal-level plans have generated concerns regarding 

high out-of-pocket costs.45 On average, plan offerings are broader off marketplace, both 

in terms of plan type and metal tier,46 but premium subsidies are not available for off-

marketplace plans. 

Insurers are shifting toward narrower provider networks in marketplace plans to lower 

premiums.47 Health insurers negotiate provider payment rates and other network 

participation terms, such as those related to quality and sharing financial risk. Providers 

often accept lower payment rates in return for being included on a plan’s network. Deep 

provider discounts have been negotiated in some cases, particularly when the health insurer 

is able to leverage rate negotiations between two competing health care systems. 
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Slow health spending growth and high quality of care
Because most premium dollars go toward paying medical claims, keeping premiums (and 

taxpayer-funded premium and cost-sharing subsidies) affordable requires controlling 

health care costs. Medical spending trends for the individual market reflect those for the 

health system as a whole. In recent years, health spending has been growing relatively slowly 

compared with historical averages. Nevertheless, national health spending made up 17.8 

percent of the economy in 2015.48 Because health spending has been growing faster than the 

gross domestic product (GDP), this share is increasing. 

There are signs that health spending growth rates are beginning to increase. Prescription 

drug spending growth has been particularly high recently, due to price increases and the 

introduction of high-cost specialty drugs. According to national health spending projections 

from the CMS Office of the Actuary, annual per capita spending growth for those with 

private health insurance will increase from 3.2 percent in 2014 to 4.9 percent from 2016 to 

2019.49 This higher growth rate remains lower than the 7.1 percent annual growth rate from 

2007 to 2013, but exceeds projected annual per capita GDP growth by 1.0 percentage point. 

Growth in per capita health spending will directly result in premium increases. 

Not only is national health spending high and growing, there is evidence that we are not 

spending our health care dollars wisely. For instance, the Institute of Medicine estimated 

that 10-30 percent of health spending is for unnecessary care or other system inefficiencies 

and that missed prevention opportunities also add to excess spending.50 Although the 

medical care that people receive can vary dramatically across and within geographic regions, 

those variations are unrelated to health outcomes,51 also indicating inefficient spending. In 

addition, medical errors are now the third leading cause of death,52 raising quality concerns.
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SECTION 3
Addressing ACA Individual Market 
Challenges

This section discusses the potential implications—both positive 
and negative—of several options that have been proposed 
to address the challenges in the individual market under the 
ACA. This section focuses on options to improve the risk 
pool profile, increase insurer participation, and improve the 
regulatory environment. Although the long-term sustainability 
of the individual market depends on containing health care 
spending, this is a health system-wide issue and not unique to 
the individual market. As such, an examination of payment and 
delivery system reform options is beyond the scope of this paper.

Options to Achieve Sufficient Enrollment Levels  
and a Balanced Risk Profile

One of the most popular elements of the ACA is that people with pre-existing health 

conditions cannot be denied health insurance coverage or charged more for that coverage. 

For this provision to work, however, healthy people must enroll at levels high enough to 

spread the costs of those who are sick. Otherwise, average costs, and therefore premiums, 

will rise. This section explores options related to approaches that aim to increase enrollment 

and attain a balanced risk profile. 
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Impose penalties for non-enrollment
One way of increasing enrollment is to penalize individuals who do not enroll. An individual 

mandate may be the best way of using penalties to increase enrollment, but only if it is 

effective and enforceable. Other options that impose penalties on individuals who initially 

forgo coverage but later enroll may provide some incentives to enroll when first eligible. 

However, their effect on the risk pool may come more from suppressing later enrollment or 

mitigating the costs of future adverse selection. 

• Individual mandate. The ACA individual mandate penalty ($695 or 2.5 percent 

of income, whichever is greater) may not be strong enough to encourage healthy 

consumers to enroll. For instance, an annual income of $50,000 would result in a tax 

penalty of $1,250, which is about half of the national average premium for a bronze 

plan.53 A larger financial penalty would increase the incentives for individuals to enroll, 

especially as the amount of the penalty approaches the amount of the premium.  

 

Strengthening the mandate’s enforcement could also increase its effectiveness. Currently, 

the mandate penalty is reported on the federal income tax form and is deducted from 

any tax refund. If no refund is owed, however, there are no consequences to the taxpayer 

if the penalty goes unpaid. Enforcing payment regardless of whether there is a tax 

refund would increase the mandate’s effectiveness.  

 

Increased outreach to ensure that consumers are aware of and understand the penalty 

as well as their coverage options and potential eligibility for premium subsidies would 

help increase the mandate’s effectiveness, as would reducing allowed exemptions to the 

mandate.

• Continuous coverage requirement/reduce access to coverage for late enrollees. 

Another form of a late enrollment penalty would be to remove the pre-existing 

condition coverage protections for late enrollees or for those who haven’t had 

continuous coverage for a specified period of time, such as 18 months. In other words, 

insurers would be allowed to underwrite individuals who do not enroll when first 

eligible or do not meet continuous coverage requirements. Individuals with pre-existing 

conditions could be denied coverage altogether, provided access to less generous plans 

only, or charged higher premiums based on their health conditions. 
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If this type of approach were structured to allow insurers to offer preferred premiums 

to individuals who meet underwriting requirements, however, the marketplace would 

in effect return to a pre-ACA environment. Healthy individuals, even those who had 

continuous coverage, would have an incentive to undergo underwriting. As a result, 

healthy individuals would be charged lower premiums and less healthy individuals 

would face higher premiums and potentially less generous or no coverage options. 

Similarly, if this approach moved away from requiring a single risk pool with risk 

adjustment among all plans, market fragmentation could occur and plans insuring 

higher-cost individuals would require higher premiums and could become less viable. 

A continuous coverage requirement in effect imposes a one-time open enrollment 

period. Instead of having only a one-time open enrollment period, or annual open 

enrollment periods as under the ACA, an intermediate approach would be to offer open 

enrollment periods every two to five years. 

• Late enrollment premium penalty. In addition to or instead of an individual mandate 

penalty, individuals who do not enroll in coverage when it is first available could 

be subjected to a premium surcharge if they later enroll. For instance, the Medicare 

program increases Part B and D premiums by 10 percent of premium for every 12 

months that enrollment is delayed past the initial eligibility date. (Medicare’s high 

enrollment rates are likely not attributable to this penalty, however. Instead, Medicare’s 

highly subsidized Part B and Part D premiums probably play a larger role.) The 

higher premium is paid for the lifetime of the enrollee. Such a penalty would be more 

challenging to implement under the ACA. It would be difficult to track an individual’s 

eligibility and enrollment over time, especially when individuals change employers 

or move between different coverages. Communicating the nature of the penalty to 

consumers could also be difficult. In addition, as the penalty accumulates over time, 

premiums could become prohibitively expensive, potentially further suppressing 

subsequent enrollment, potentially more so among healthy individuals. 
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Provide enrollment incentives
In the ACA, the individual mandate is the stick and premium subsidies are the carrot used 

to encourage enrollment, especially among healthy individuals. Although much attention 

is focused on the enrollment experience among young adults, who on average have lower 

health care costs, enrolling low-cost individuals of all ages should be the goal. Enrolling 

healthy older adults can be even more advantageous than enrolling healthy younger adults, 

because of the higher premiums paid by older adults. Regardless of age, attracting low-cost 

individuals depends on whether they deem that the value of the health insurance available 

exceeds the premiums charged. Reducing premiums through premium subsidies, tax credits, 

or other means could increase the perceived value of insurance, even to healthy individuals. 

The impact of any change in subsidies on enrollment, premiums, and government spending 

would depend on the details of the approach.

• Premium subsidies. Premium subsidies for ACA coverage are based on income and the 

cost of the second-lowest silver tier plan, and are available for individuals with incomes 

up to 400 percent of the federal poverty level (FPL). Nevertheless, premium affordability 

appears to continue to be a problem. Premium subsidies could be increased, perhaps 

targeting different subsets of enrollees. One option would be to increase the premium 

subsidies for all individuals currently eligible for premium subsidies—those with 

incomes between 100 and 400 percent of FPL. This would help address the concern that 

premiums remain unaffordable for low- and moderate-income individuals. Another 

option would be to increase subsidies for a subset of individuals currently eligible for 

premium subsidies (e.g., individuals with incomes of 250-400 percent of FPL, younger 

adults, older adults) if affordability issues are seen as greater for those subgroups. A 

third approach would be to extend subsidies to individuals with incomes exceeding 400 

percent of FPL, in recognition that even higher-income individuals can face affordability 

problems. By increasing subsidies, net premiums would decline, increasing the 

incentives for even healthy individuals to obtain coverage.
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• Restructured premium subsidies. The ACA premium subsidy structure sets a cap on 

premiums as a share of income, and the cap increases with income as a share of FPL. 

The difference between the premium cap and the premium for the second-lowest silver 

tier plan is provided as a premium tax credit, which can be used toward any plan in the 

marketplace. If the plan chosen costs less than the second-lowest silver tier plan (e.g., the 

lowest silver tier plan, a bronze tier plan), the enrollee will pay less than the premium 

cap. Because premiums for older adults are more expensive than premiums for younger 

adults, older adults will receive a higher premium subsidy than younger adults with 

the same income. Using that subsidy toward a lower-priced plan could result in an 

older adult paying a lower net premium than a younger adult with the same income. 

Conversely, if a higher-cost plan is chosen, older adults would pay a higher net premium 

than younger adults with the same income. 

 

The subsidy structure could be changed so that subsidies vary by age, instead of or in 

addition to varying by income. For instance, subsidies could be targeted to increase 

enrollment among young adults. Regardless of how they are structured, subsidies need 

to be sufficient so that premiums are affordable, especially for low- and moderate-

income households. 

• Reimbursement for high-risk enrollees. The ACA includes a transitional reinsurance 

program that uses contributions collected from all insurers and self-funded plans to 

offset a portion of claims for high-cost individuals in the individual market. To the 

extent that the group insurance market (including self-funded plans) has a healthier risk 

profile than the individual market, this mechanism in effect acts as a risk adjustment 

program between the individual and group markets. The program was in effect from 

2014-2016 only. A permanent program to reimburse plans for the costs of their high-

risk enrollees would reduce premiums. For instance, during the reinsurance program’s 

first year, the $10 billion reinsurance fund was estimated to reduce premiums by about 

10-14 percent.54 Such a program to pool high risks could be implemented at the state or 

federal level and could use the current funding mechanism or another. For instance, the 

state of Alaska recently established a comprehensive health insurance fund that will act 

like a reinsurance program, thereby lowering 2017 premium rate increases.
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Modify insurance rules
Under the ACA, premiums cannot vary by health status, but are allowed to vary by age, up to 

a 3:1 ratio. The ACA also imposes rules regarding the comprehensiveness of coverage. These 

rules can affect average premiums and out-of-pocket costs. They also affect how premiums 

vary across individuals. 

• Wider premium variations by age. Widening the allowable age variation from a 3:1 

ratio to a 5:1 ratio would more closely align premiums to underlying costs by age. 

One study estimates that such a change would reduce premiums for 21-year-olds by 

22 percent ($70 per month), resulting in an increase in young adult enrollment.55 

However, premiums for 64-year-olds would increase by 29 percent ($274 per month), 

likely reducing older adult enrollment while also increasing federal costs for premium 

subsidies due to the higher premiums. Unsubsidized healthy older adults may be the 

most likely to drop coverage. On net, the study estimates that loosening the age bands 

would increase federal premium and cost-sharing subsidies by $11 billion in 2018 under 

the current ACA subsidy structure. 

• Increased access to catastrophic coverage or the addition of a lower tier “copper” 

plan. Less generous coverage could be appealing to younger adults and healthy people 

of all ages more generally. The ACA offers a catastrophic plan option to adults under 

age 30 and older adults who have a hardship exemption from the individual mandate. 

However, individuals are not allowed to use premium tax credits toward catastrophic 

plans and the actuarial value of catastrophic plans is similar to bronze plans. As a 

result, current participation in catastrophic plans is quite low—less than 1 percent of 

marketplace enrollees.56  

 

Allowing broader access to catastrophic coverage with even lower actuarial values and 

allowing premium tax credits to be used toward this coverage could increase enrollment, 

especially among healthy individuals. Under current law, however, increased enrollment 

in catastrophic plans won’t affect premiums for the metal level plans—although 

catastrophic plans are part of the single risk pool, catastrophic plan premiums are 

allowed to be adjusted to reflect the expected impact of catastrophic plan eligibility. In 

addition, catastrophic plans are treated separately in the risk adjustment program. 
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Adding a copper tier plan, with an actuarial value lower than that of the bronze tier 

plans, could result in increased enrollment among young and healthy individuals. 

However, the lower premiums associated with these plans mean that it would be more 

difficult to spread the risk of higher-cost enrollees in more generous plans. In addition, 

by their nature, both catastrophic plans and copper tier plans would have higher out-of-

pocket cost-sharing requirements than other plans. This may be less of an issue for high-

income individuals, but these types of plans are a less viable option for low- and perhaps 

even moderate-income individuals. (Individuals with incomes less than 250 percent FPL 

are eligible for cost sharing subsidies, but only if they purchase silver tier plans.) 

• Increased benefit design flexibility. Designing benefit packages that would be more 

attractive to healthy enrollees could increase their participation. For instance, offering 

primary care visits or generic drugs with low copayments before the deductible could be 

a way to increase the value of benefits. Although insurers already have flexibility to vary 

plan designs within the actuarial value constraints, the HSA rules prohibit paying most 

non-preventive benefits prior to the deductible. Relaxing those rules to allow insurers to 

provide more incentives for cost-effective care prior to the deductible could increase the 

value of benefits while also potentially reducing costs.

Make risk pools less susceptible to adverse selection
Even with provisions such as an individual mandate and premium subsidies that aim to 

reduce the adverse selection effects of prohibiting discrimination against individuals with 

pre-existing conditions, some degree of adverse selection will occur. In addition, many 

individuals enroll after the year begins, either later during the open enrollment period or 

during a special enrollment period. And many individuals drop coverage prior to the end of 

the year. Partial-year enrollment is not unexpected in the individual market, as individuals 

move between it and other sources of coverage, such as employer group coverage. 

Nevertheless, partial-year enrollment can be especially prone to adverse selection. Further 

mitigating adverse selection and encouraging full-year enrollment can improve the risk pool 

profile and market stability. 
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• Modify the open enrollment period. Shortening the open enrollment period or 

ending it prior to January 1 would increase the confirmed enrollment in January. As a 

comparison, the 2017 open enrollment period runs from November 1 to January 31 

for ACA plans, but only from October 15 to December 7 for Medicare. Having an ACA 

open enrollment as short as that for Medicare might not be currently feasible—more 

time may be needed for outreach and enrollment efforts. In addition, individuals 

may need until December to know what their financial situation for the next year will 

be (e.g., whether they get a raise can affect enrollment decisions). Nevertheless, an 

enrollment period that ends prior to January 1 could reduce the potential for adverse 

selection, thus improving the average risk profile. In addition, it would help insurers 

understand their enrollee population sooner, direct members into care management 

programs earlier, provide more time to send welcome materials to enrollees, and better 

ensure enrollees access to insurance benefits closer to January 1. 

• Reduce the 90-day grace period. Individuals receiving premium subsidies are allowed 

a 90-day grace period for premium payment. This can enable enrollees to select against 

the market by paying premiums retrospectively only if they use services during that 

time; those who don’t use services can let their coverage lapse. This can destabilize the 

market and increase average costs per enrollee. Reducing the grace period so that it is 

the same as that for individuals not receiving subsidies, typically 30 days, could keep 

enrollees participating regardless of need, and for a longer duration. Concerns regarding 

premium affordability could be addressed through other mechanisms, such as increased 

or restructured premium subsidies. 

• Tighten SEP eligibility and enrollment verification. Recent changes by CMS to 

eliminate some SEP categories and tighten the eligibility requirements for certain SEPs 

have been reported to have resulted in a 15 percent decline in SEP enrollment.57 CMS 

has also announced plans to test procedures that would verify SEP eligibility.58 Further 

limiting SEP eligibility and tightening enforcement could reduce any abuses of SEP 

eligibility that might be occurring. Although potentially difficult to implement, an 

additional option is to prohibit SEP enrollees from choosing richer plans than their 

prior coverage. Any requirements regarding SEP enrollment should not be so onerous 

as to reduce participation among those legitimately eligible, otherwise the consequence 

could be to reduce participation among healthy SEP eligibles, thus worsening the risk 

pool. Because higher claim costs among SEP enrollees likely reflects not only abuse of 

SEP eligibility, but also higher enrollment among high-cost SEP eligibles, consideration 
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should be made to increase outreach regarding SEP eligibility and the individual 

mandate (e.g., notices to employees losing group coverage). Doing so could reduce 

adverse selection by increasing participation among low-cost SEP eligibles. Nevertheless, 

late-year SEP enrollment among healthy eligibles could be low because deductibles 

aren’t prorated.   

• Limit third-party premium and cost-sharing payments. Adverse selection can occur 

when third parties pay an individual’s insurance premiums and cost sharing, as these 

payments are more typically made on behalf of individuals with high health care 

needs. Payments from certain third parties may be appropriate. For instance, CMS 

requires insurers to accept third-party payments from federal, state, and local programs. 

However, it is less appropriate for providers who will receive payments for their 

services to be making payments on behalf of enrollees. CCIIO has expressed concerns 

that provider organizations could be steering Medicaid and Medicare patients to 

marketplace plans in order to obtain higher reimbursement rates.59 Dialysis providers in 

particular appear to be benefiting from such steerage, even if it is not the best coverage 

option for patients. To address this issue, CMS issued rules to improve dialysis facility 

disclosure requirements and transparency around third-party premium payments.  

• Establish high-risk pools. Rather than directly increasing the participation of healthy 

individuals, high-risk pools could be established to remove high-cost enrollees from 

the risk pool, reducing premiums for the remaining enrollment. If the issue and 

rating requirements were relaxed to allow insurers to deny coverage or charge higher 

premiums to individuals with pre-existing conditions, average standard premiums 

would be lower but high-risk individuals could have difficulty obtaining coverage. 

High-risk pools have been used to facilitate coverage for high-risk individuals, but 

enrollment has generally been low, coverage has been limited and expensive, they 

require external funding, and they have typically operated at a loss.60 Substantial funding 

would be required for high-risk pools to be sustainable. In addition, removing high-

risk individuals from the insured risk pools reduces costs in the private market only 

temporarily. Over time, even lower-cost individuals in the individual market can incur 

high health care costs, which would put upward pressure on premiums. As discussed 

above, an alternative is to use funding that would have been directed to external high-

risk pools toward a program that reimburses plans the costs of high-risk enrollees. 
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Increase sources of potential individual market enrollment
Another approach to increasing enrollment in the individual market is expanding eligibility 

to other groups:

• Incorporate Medicaid expansion population into the individual market. The ACA 

expanded Medicaid eligibility to 138 percent of the FPL. Arkansas and New Hampshire 

received federal waivers to expand Medicaid by purchasing marketplace coverage 

for newly Medicaid-eligible adults; the Arkansas waiver began in 2014 and the New 

Hampshire waiver began in 2016. Iowa had implemented a similar program but 

subsequently terminated it when the remaining marketplace insurer would no longer 

accept Medicaid enrollees. Other states could pursue the approach of using Medicaid 

funds to purchase marketplace coverage. Incorporating the Medicaid expansion 

population into the individual market would increase marketplace enrollment, 

potentially increasing marketplace stability. But the impact on the risk profile and 

resulting premiums is unclear—having a lower income is often associated with having 

poorer health. In 2015, Arkansas had the highest average risk score in the individual 

market (but closer to the average risk score in the small group market), perhaps 

reflecting in part the Medicaid waiver. In addition, there is evidence that marketplace 

premiums are lower on average in states that expanded Medicaid compared to those 

that have not.61 These findings suggest that expanding traditional Medicaid could 

improve marketplace risk profiles, although marketplace enrollment would decline.

• Merge the individual and small group markets. Merging the individual and small 

group markets into a single risk pool would increase the size of the risk pool. Whether 

it would lead to greater market stability and lower premiums, at least compared to the 

individual market, would depend on the relative size and risk of the individual market 

compared to the small group market. For instance, if a state’s small group market is 

relatively large and lower risk than its individual market, the small group market would 

more easily absorb the individual market, lowering premiums for those previously in 

the individual market without substantially increasing premiums for those previously 

in the small group market. In contrast, if the small group market in a state is relatively 

small compared to the individual market, merging the markets could increase small 

group premiums without a significant reduction in individual market premiums. Other 

factors that could impact outcomes are whether merged market premiums would be 

allowed to vary between individuals and groups and the extent to which a self-funding 

option is available for small groups with lower expected health care spending. Adverse 
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selection against the ACA market could occur if low-cost small groups pursue self-

funding options. Currently, self-funding is relatively infrequent among small groups. 

Of establishments with fewer than 100 workers that offer health insurance, 14.2 percent 

offered a self-funded plan in 2015, up from 13.4 percent in 2014.62 Nevertheless, to limit 

additional adverse selection, rules might need to be considered to discourage further 

self-funding among small groups.

• Remove option for adult children up to age 26 to remain on a parent’s insurance plan. 

The ACA allows adult children to remain on a parent’s plan up to age 26. This likely 

suppresses young adult enrollment in the individual market. Eliminating that provision 

could increase young adult enrollment in the individual market, but could also lead 

to an increase in uninsured rates among young adults. The potential impact on the 

individual market risk pool profile depends on the extent of adverse selection among 

younger adults, with healthy young adults opting to forgo coverage. 

Increasing Insurer Participation and Improving the Regulatory 
Environment
Options to level the playing field

It is important for competing plans to operate under the same rules. For the most part, the 

ACA applies the same rules to all plans in the individual market. However, there are some 

instances in which plans are treated differently. Options to address these inconsistencies 

include:

• Reduce the grace period for subsidized enrollees. As noted above, reducing the grace 

period for subsidized enrollees could improve the risk pool profile. It would also 

increase consistency between individuals with premium subsidies and those without, 

including those purchasing coverage off the marketplace. 

• Consistent SEP enforcement mechanisms. Stricter SEP enforcement mechanisms have 

the potential to improve the risk profile. In addition, more consistent SEP verification 

processes between plans on and off the marketplace could reduce any related 

disadvantages for on-marketplace plans. 
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• Modifying marketplace fee assessments. Marketplace fees should be assessed in a 

manner that does not disadvantage insurers participating in the marketplace. Currently, 

marketplace fees are assessed only on insurers selling coverage on the marketplace, 

but these insurers are required to spread the fee to both their on- and off-marketplace 

enrollees. Insurers selling off marketplace only avoid these fees. Potential solutions 

include allowing insurers to vary their administrative charges for on-marketplace and 

off-marketplace members, with the marketplace business being charged the entire 

marketplace fee. Another option would be to charge the marketplace fee to all insurers 

operating in the market, even those operating exclusively off marketplace. This would 

spread the costs of the marketplace over a broader base and allow the charge to be 

a lower percentage of premium. Even off-marketplace-only insurers benefit from 

marketplace functions that increase enrollment, because they can improve the overall 

market’s risk profile.  

Prohibit off-marketplace plans
Another option that would create a level playing field is to require all insurers and plans 

to be offered only through the marketplace. This would prevent insurers from choosing 

to market only off marketplace to avoid some of the fees and additional marketplace rules 

and may help with some risk selection problems to the extent that risk adjustment does not 

fully compensate for risk differences between on- and off-marketplace plans. In general, 

a wider array of insurance plans is available off the marketplace than on the marketplace. 

Prohibiting off-marketplace plans could potentially increase the options available to 

enrollees receiving premium subsidies. On the other hand, insurers may choose to continue 

offering only the narrower set of on-marketplace options, thus reducing plan choice among 

individuals previously purchasing off-marketplace plans. Also, some insurers may decide not 

to participate in the market at all.

Continue to improve the risk adjustment program
The risk adjustment program should fairly compensate insurers for the risk of their 

enrollees so that insurers do not have incentives to avoid any particular type of potential 

enrollee. CCIIO has indicated plans to modify the risk adjustment program so that it better 

reflects differences in the underlying risk among participating insurers. These modifications 

include the incorporation of prescription drug data, the incorporation of preventive 

services, and better accounting for partial-year enrollees. In addition, CCIIO will begin 

using data collected from the ACA-compliant individual and small group markets for 

purposes of calculating risk scores and making risk adjustment transfers to also calibrate the 
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model. This will improve the model’s accuracy for these markets compared to the current 

calibration method that uses experience from large employer plans. CCIIO is also exploring 

the incorporation of a high-risk enrollee pool to improve risk adjustment for extremely 

high-cost enrollees. The risk adjustment program should continue to be monitored. If 

experience suggests that the risk model systematically over- or under-compensates for 

certain enrollee subgroups, the model should be revised as appropriate. Except under 

exceptional circumstances, changes should be made on a prospective basis only. In addition, 

CCIIO should continue to provide and improve interim reports to help reduce uncertainty 

for insurers.

Conduct effective rate review  
A sustainable insurance market requires that premiums be adequate but not excessive. 

Although much focus is often given to ensuring that rates are not too high, it is equally 

important that rates not be approved if they are too low. Low rates may help an insurer 

attract a large membership, but rates that are too low have numerous adverse consequences, 

including:

• Higher risk of insurer insolvency. Insurer insolvencies not only cause coverage 

disruption for enrollees, but the cost can be borne by other insurers through state 

guaranty funds or special assessments that increase premiums.

• Inadequate premium subsidies. If premium subsidies are based on the second-lowest 

silver tier plan with a premium that is set too low, those subsidies will be insufficient to 

purchase a more adequately priced plan. 

• Insufficient risk adjustment transfers. The risk adjustment program bases transfers on 

market average premiums. If those averages are understated due to an insurer having 

rates that are too low, the risk adjustment transfers will be too low to adequately adjust 

for risk profile differences among insurers. 
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Another issue with the rate review process is the availability of insurer premiums and 

pricing assumptions to competing insurers. The ACA requires rate filing transparency and 

an opportunity to allow for consumer feedback, although the level of detail required varies 

by state. Because there are multiple rate filing rounds, this transparency means that rates 

could be publically available, even before they are approved. As a result, insurers would be 

able to mimic another’s pricing strategy, sometimes referred to as shadow pricing. In other 

words, premiums can go up or down relative to initially filed rates for reasons other than 

the adequacy of rates. This further emphasizes the need for an effective rate review that 

considers not only whether premiums are excessive, but also whether they are inadequate. 

Allow insurance sales across state lines
Under this option, insurers licensed to sell insurance in any particular state would be 

allowed to sell insurance under that state’s rules in other states. The intention is to spur more 

competition, which could increase consumer choice, lower premiums, and improve services. 

For instance, an insurer could choose to follow the rules of a state with less restrictive benefit 

requirements in order to offer lower-cost coverage in another state. Although states currently 

have the ability to permit the sale of insurance across state lines, few have done so to date 

and no out-of-state insurers have entered the market in those states.63

Health insurance is licensed and regulated primarily by state authority. Prior to the ACA, 

the rules regarding insurance issue, premium rating, and benefit requirements varied 

considerably by state. The ACA narrowed state differences in these rules by imposing more 

standardized requirements. Premium rate review and approvals continue to be conducted 

primarily at the state level, as are other consumer protections such as network adequacy 

requirements.

Allowing insurance licensed in one state to be sold in another would raise concerns 

regarding how insurers would set up local provider networks and how consumer protections 

would be enforced. In addition, with many of the rules currently harmonized across states, 

there is less ability for insurers to take advantage of differences in rules in order to lower 

premiums by avoiding certain requirements.
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If the ACA issue, rating, and benefit requirements were relaxed and the state variation in 

rules returned, there would be more opportunity for insurers to take advantage of these 

differences. However, this could create an unlevel playing field, with plans in a single 

market competing under different market rules. Less-healthy individuals would purchase 

plans licensed in states with stricter regulations (e.g., guaranteed issue, community rating, 

comprehensive benefit requirements), and healthier people would purchase plans licensed 

in states with looser regulations. Such a result could lead to healthier people benefiting from 

less-expensive insurance, but those who are older and have more health issues would face 

higher premiums. Premiums for the plans licensed in states with stricter regulations would 

increase accordingly. Such a situation could threaten the viability of the insurance market in 

states with more restrictive rules and create a situation in which states would have incentives 

to reduce insurance regulations and consumer protections. This could reduce the ability of 

individuals with pre-existing health conditions to obtain coverage.

Include a public plan option 
In order to increase plan availability and consumer choice, a public plan option could be 

offered as a marketplace competitor. This could be structured as a fallback option in areas 

with no or few participating insurers or could be offered more broadly. In order to compete 

on a comparable basis with private plans, a public plan would need to follow the same 

rules as those governing private plans and set premiums that are self-supporting. These 

rules could include the establishment of a premium stabilization fund that would function 

similarly to private plan surplus and cover any unexpected differences between plan 

expenditures and premiums, rather than relying on general government funds. 

A public plan could provide consumers with an additional option, especially in areas with 

no or few other participating insurers. Nevertheless, a public plan would face the same 

underlying issues as private plans, such as low enrollment and sole community providers, 

which make it difficult for insurers to cover costs and earn a reasonable return. A public 

plan could potentially support lower premiums than traditional health plans, especially 

if such plans are able to use the federal government’s clout with providers to negotiate 

payment rates at, or somewhat above, Medicare rates. Such an approach could lead to 

a more affordable coverage option, but would create an unlevel playing field relative to 

other competing private plans. If a public plan can achieve much lower provider payment 

rates than other plans, thereby allowing it to offer lower premiums, the effect could be to 

eliminate competition, making the public plan the sole option. In addition, there could 

be concerns regarding health care access if providers opt to not participate at the lower 

payment rates. 
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A variant of the public plan option is to allow older adults, (e.g., 50 or 55 and older), to buy 

into Medicare. There are many design considerations involved, such as whether the benefits 

would be structured similarly to current Medicare benefits, how the premium would be 

determined, and whether subsidies would be available. A Medicare buy-in could have a 

large impact on the individual marketplace. In 2016, 26 percent of individuals enrolling 

during the open enrollment period were age 55–64.64 If a large portion of these individuals 

were to move to a Medicare buy-in, it could lower average premiums in the individual 

market. However, by reducing the size of the individual market pools, the financing of the 

marketplaces and the predictability of experience could be affected.  

Allowing consumers a choice between the individual market and a Medicare buy-in 

could create opportunities for adverse selection for both markets, depending on the plan 

generosity and premium differences between the two options. For instance, because 

Medicare does not cap out-of-pocket costs, individuals with high expected health care 

costs could be more likely to opt for individual market coverage rather than Medicare. 

This selection against the individual market would at least partially offset any premium 

reductions resulting from a younger average enrollment age.

Offering a Medicare buy-in option would also have implications for employer coverage. 

Employers are concerned about health care costs for workers and covered retirees in the 

very age group that a Medicare buy-in program would target. Their support for early 

retiree coverage has already diminished in the past 25 years. A Medicare buy-in option 

could be seen as a potential replacement for remaining early retiree coverage, depending on 

benefit and premium levels. If federal premium subsidies are available for Medicare buy-in 

coverage, such a shift would increase the costs of federal premium subsidies. 
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CONCLUSION

To be sustainable, the individual market under the ACA requires 
sufficient enrollment numbers and a balanced risk profile. It 
also requires a stable regulatory environment that facilitates fair 
competition, with sufficient health insurer participation and 
plan offerings. Experience from the first three years of the ACA 
varies, with the markets in some states faring relatively well. 
More typically however, the results thus far indicate the need for 
improvement along most of these measures. 

Although the ACA has dramatically reduced uninsured rates, enrollment in the individual 

market has generally been lower than expected and enrollees have been sicker than expected. 

Both of these factors have contributed to substantial premium increases in many, but not all, 

states. For the most part, competing plans face the same rules; however, some rules might be 

disadvantaging insurers participating in the marketplaces compared to off the marketplaces. 

The uncertain and changing regulatory environment, including legal challenges to the ACA, 

allowing individuals to retain pre-ACA coverage, and constraints on risk corridor payments, 

contributed to adverse experience among insurers. As a result of these and other factors, 

insurer participation and consumer plan choice declined in 2016 and is declining further in 

2017.

Many options have been put forward to improve the short- and long-term sustainability of 

the individual market, either through changes to the ACA or by replacing the ACA with a 

different approach. If as part of this a goal is to provide coverage to people with pre-existing 

conditions at standard premiums, it is vital to enroll enough healthy people to spread the 

costs of those who are sick. The ACA’s individual mandate, annual open enrollment period, 

and premium subsidies aim to achieve a balanced risk profile. Increased penalties for non-

enrollment could help improve the risk profile, as could improving premium affordability, 

for instance through increased premium subsidies or additional funding for high-risk 

enrollees. Weakening the incentives for participation, however, could further exacerbate 

adverse selection issues and lead to higher premiums and more uninsured. 
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Achieving a balanced enrollee risk profile, along with providing consistent rules in a timely 

fashion to insurers, could lead to a more stable and sustainable market. Insurer participation 

could increase as a result, leading to more consumer choice. 

Individual market experience varies by state. The ACA’s section 1332 waivers could be 

used by states to pursue different approaches to improving the individual market. These 

approaches could reflect the particular situations of each state. 

Finally, it’s important not to overlook the need for a continued focus on controlling health 

care spending. Most premium dollars go toward paying medical claims. Therefore, keeping 

premiums (and taxpayer-funded premium and cost-sharing subsidies) affordable requires 

keeping health spending in check. Moderating health spending growth is a key to the 

sustainability of not only the individual market, but also the health care system as a whole.
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