Individual Market Volatility and
Vulnerability, 2015 to 2019

JEAN MARIE ABRAHAM

O

The Affordable Care Act (ACA) introduced large changes to the individual market for health insurance. Using
2015-2019 HIX Compare and geographic-specific data, this study examines the volatility and vulnerability
of local insurance markets using insurer participation and premium information. The study also examines
how markets with higher volatility and vulnerability differ from others with respect to demographics, labor
market conditions, health status, provider supply, and state policies. Entry and exit patterns suggest de-
creasing volatility, but forty-eight million Americans reside in markets that are vulnerable, given limited
competition and high premiums.
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In the United States, more than 250 million
people are enrolled in private health plans (Ber-
chick, Hood, and Barnett 2018; Jacobson et al.
2017: Kaiser Family Foundation 2018a). The
market for private health insurance consists of
several segments, each serving a distinct popu-
lation. Segments include the large and small
employer group markets for workers and their
dependents; the individual market, which pri-
marily serves non-elderly persons who may or
may not participate in the labor force; and sup-
plemental insurance for Medicare beneficiaries
seeking additional financial protection against
potential out-of-pocket medical expenses (Me-
digap). Private insurers also maintain large

roles in the provision of insurance through
publicly financed programs, including Medic-
aid managed care, Medicare Advantage, and
Medicare Part D prescription drug coverage.
The Patient Protection and Affordable Care
Act (ACA) of 2010 introduced significant
changes to the federal regulation of private
health insurance with particular focus on the
individual market. The scale and complexity
of these regulatory changes in conjunction
with a high degree of political polarization
around the ACA have created considerable un-
certainty for insurers as they engage in strate-
gic and operational decision making. Insurers’
participation and pricing decisions have im-
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portant implications for consumer plan choice
and affordability.

BACKGROUND

Historically, the individual market has been a
residual market for those unable to obtain cov-
erage from an employer or government source.
Before 2014, in most states, people seeking in-
dividual coverage were subject to medical un-
derwriting. Insurers could use information on
a person’s age, sex, occupation, geographic res-
idence, and medical history to determine eligi-
bility, set premiums, or exclude coverage for
specific, preexisting medical conditions. Based
on a 2009 survey of America’s Health Insurance
Plans (AHIP) members, the overall denial rate
for individual market applicants was approxi-
mately 12 percent; rates approached 33 percent
for those ages sixty to sixty-four (AHIP 2009).
Although provisions within the Health Insur-
ance Portability and Accountability Act in-
cluded protections guaranteeing individuals
access to a plan without preexisting condition
exclusions, it did not regulate premiums, lead-
ing to affordability challenges for many seeking
coverage (Pollitz 2017).

Provisions within the ACA sought to im-
prove individual market functioning in several
ways. First, the legislation created online mar-
ketplaces to facilitate easier access to informa-
tion by consumers as they shopped for cover-
age. Second, it authorized and sponsored the
creation of new health plans through the Con-
sumer Operated and Oriented Plan (CO-OP)
program as a way to stimulate insurance mar-
ket competition (Harrington 2015). Third, it in-
troduced greater standardization of plans
based on actuarial values (defined as the per-
centage of an enrollee population’s covered
medical expenditures that are paid for by the
health plan) and required plans to include ten
essential health benefits beginning in 2014
(CMS 2019b). Fourth, guaranteed issue provi-
sions ensured that individuals could not be de-
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nied access to coverage on the basis of their
health status, age, sex, occupation, or other fac-
tors. Modified community rating provisions
also limited insurers with respect to the factors
onwhich they could vary premiums to age (3:1),
tobacco status (1.5:1), family composition, and
geography. Finally, policymakers sought to in-
crease coverage affordability for lower-income
Americans by introducing advance premium
tax credits (APTCs) and cost-sharing reduction
(CSR) subsidies (CMS 2018b). Altogether, these
changes were expected to transform the indi-
vidual market so that it would better serve the
needs of diverse population segments as well
as improve equity in access to coverage and
health outcomes (Grogan 2017).

By design, the individual market split into
its on-Marketplace and off-Marketplace seg-
ments in 2014. The on-Marketplace is the seg-
ment through which persons with household
incomes of between 100 and 400 percent of the
federal poverty level (FPL) and no access to af-
fordable alternatives may obtain subsidized
coverage in the form of APTCs and CSRs. In-
dividuals who are ineligible for subsidized cov-
erage may purchase coverage from either the
on- or the off-Marketplace. Despite certain dif-
ferences between the on- and off-Marketplace
segments in the characteristics of enrollees and
plan offerings, regulations require that insurers
treat both segments as a single risk pool in re-
gard to setting premiums.' As of the first quar-
ter of 2019, an estimated 13.7 million Americans
had individual market coverage, approximately
70 percent of policies purchased in the on-
Marketplace and 30 percent of policies pur-
chased in the off-Marketplace (Fehr, Cox, and
Levitt 2019).

Recognizing the number and complexity of
changes introduced in 2014, the federal govern-
ment created two temporary and one perma-
nent premium stabilization program to sup-
port the individual market. Operational from
2014 to 2016, the risk corridor program encour-

1. Non-ACA compliant plans are also sold in the off-Marketplace segment, but are not part of the same risk pool.
These include plans that have grandfathered or grandmothered status as well as other types of plans that do
not conform to ACA minimum requirements or regulations (for example, short-term duration plans). Grandfa-
thered plans are plans that were in force before 2010, whereas grandmothered plans are those that were in force
between 2010 and 2014. In this study, | consider only ACA compliant offerings because no data exist at a local

level to capture noncompliant plans.
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aged insurers to participate in the market by
mitigating their risk from the uncertainty as-
sociated with setting premiums for an enrollee
population likely quite different in terms of de-
mand for medical care relative to enrollees be-
fore 2014. As a second temporary measure, the
federal reinsurance program encouraged in-
surer participation by providing payments
from the federal government to health plans
that enrolled individuals who had high levels
of medical spending during a plan year. By sub-
sidizing a portion of high-cost enrollee expen-
ditures, reinsurance mitigates an insurer’s risk
of large financial losses and lowers overall pre-
miums. Finally, the permanent risk adjustment
program, also implemented in 2014, redistrib-
utes funds from plans that enroll dispropor-
tionately lower risk individuals to those that
enroll disproportionately higher risk. By doing
so, risk adjustment discourages insurers from
pursuing tactics to select healthier enrollees for
financial gain (Cox et al. 2016).

Despite these premium stabilization pro-
grams, insurers selling individual market cov-
erage since the ACA was passed have experi-
enced considerable uncertainty as they attempt
to understand the preferences, health status,
and expected costs of potential enrollees. Fur-
thermore, several federal policy shocks have
adversely affected insurers. Examples include
the federal government’s decision to not make
risk corridor program payments to insurers,
leading to numerous legal challenges (Keith
2018a); Republican-led efforts to repeal and re-
place the ACA in 2017; elimination of the indi-
vidual mandate penalty as part of the Tax Cuts
and Jobs Act of 2017 (Pear 2017a); the Trump
administration’s decision to cease CSR pay-
ments to insurers, but to require them to con-
tinue offering such plans in the Marketplace for
plan year 2018 and beyond (Pear 2017b); reduc-
tions in federal-government-sponsored adver-
tising to promote on-Marketplace enrollment
(Shafer et al. 2020), and the administration’s
executive order to expand the availability of
short-term and association health plans in 2018
(White House 2017).

Many state and federal policymakers remain
concerned about consumers’ access to and af-
fordability of coverage. Although access has im-
proved for those who would have been denied
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coverage because of preexisting medical condi-
tions and for lower-income Americans who
could not otherwise afford coverage, another
challenge has emerged—limited insurer par-
ticipation in local geographic markets (Griffith
etal. 2018). Research has established important
linkages between insurer participation and in-
dividual market outcomes. Specifically, the
number of insurers participating in a market is
associated with fewer plan choices, including
diversity of plan types (for example, HMOs,
PPOs) and the availability of platinum level
plans (Abraham, Royalty, and Drake 2019). The
body of evidence is also growing that local mar-
kets with only one or two insurers have signifi-
cantly higher premiums than those with more
competitors (Dafny et al. 2015; Jacobs et al. 2015;
Abraham et al. 2017; Zhu et al. 2017; Polyakova
et al. 2018; Drake and Abraham 2019). The rela-
tionship between competition and affordability
is more complex in the individual market, given
the APTC subsidy design. Households that are
APTC-eligible as a result of having incomes of
between 100 and 400 percent of FPL are pro-
tected from rising premiums because their out-
of-pocket requirements are based on a percent-
age of their household income rather than on
premiums themselves. In contrast, individuals
with household incomes greater than 400 per-
cent of FPL bear the full effects of rapid pre-
mium growth, creating significant affordability
challenges in some markets (Drake and Abra-
ham 2019). Affordability concerns have esca-
lated further for the unsubsidized population
segment because states and insurers have re-
sponded to federal CSR payment cuts by build-
ing those expected costs into premiums
through “silver loading” practices (Anderson,
Abraham, and Drake 2019).

In the section that follows, I introduce a con-
ceptual framework of insurer decision making
and define the market-level concepts of volatil-
ity and vulnerability.

CONCEPTUAL FRAMEWORK

Firms make strategic and operational decisions
regarding the types of products or services to
sell and the geographic markets in which to sell
them. Within the market for private health in-
surance, an insurer must first decide on the
particular segments (employer group, individ-
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ual, Medicare Advantage, and so on) in which
to operate. For the individual market, this de-
cision also includes whether to participate in
the on- or off-Marketplace, or both. Condi-
tional on individual market participation, an
insurer must then decide which geographic
markets to serve. Because insurance markets
are regulated at the state level, insurers may
first choose which states to enter and then se-
lect the particular local markets in which to
operate.Since ACA passage, local markets for
individual coverage most often are defined us-
ing the geographic rating area (GRA) or the
county. Geographic rating areas are typically
individual counties or clusters of counties that
exhibit similar unit costs.? Given data availabil-
ity, I define local markets as a GRA within a
state.

Insurers’ entry and exit decisions are driven
largely by their expectations about financial
performance, which may include a particular
profit margin or break-even threshold, depend-
ing on a firm’s ownership status and objectives.
An insurer’s expected revenues depend on the
premiums it sets for its offered plans, enroll-
ment, and any risk adjustment payments. En-
rollment and risk adjustment payments de-
pend not only on an insurer’s own decisions
but also on the decisions of other insurers in
the market. Although these competitive dy-
namics may be potentially important to an in-
surer’s financial outcomes, they are challeng-
ing to model empirically and are beyond the
scope of this analysis.

An insurer’s costs include both claims in-
curred for medical goods and services that are
covered by policies as well as administrative ex-
penses. Medical claims costs are a function of
an insurer’s contractual agreements with pro-
viders (for example, hospitals, physicians, and
laboratories) around payments for services as
well as use by its enrollee population. The mar-
ket power of physician groups, hospitals, and
health systems stemming from increased con-
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solidation over time in local markets may result
in higher negotiated payment rates for medical
services, higher claims costs, and ultimately
higher premiums for enrollees (Scheffler et al.
2016; Van Parys 2018). Use is expected to depend
on several factors, including enrollees’ demo-
graphic attributes, income, health status, and
the benefit design (such as annual deductibles
and coinsurance®). Administrative costs in-
clude claims adjudication, broker and agent
commissions, marketing, use management,
and quality improvement activities. Insurer
participation decisions also may be affected by
complementarities in production, including
cost efficiencies generated by selling coverage
in other market segments (such as the em-
ployer group market or Medicare Advantage).

Finally, federal or state-level insurance regu-
lations may facilitate or mitigate an insurer’s
likelihood of individual market participation.
Federal medical loss ratio regulations, for ex-
ample, specify that insurers must spend at least
80 percent of premiums on medical care or
quality improvement activities in the individual
market or they must issue consumer rebates
(CMS 2018c). States may also pass legislation or
implement regulatory changes that influence
insurer participation. Examples include state-
based premium stabilization efforts through
1332 state innovation waiver programs; state
mandates to require residents to have insur-
ance coverage; limiting consumer access to
non-ACA-compliant plans, such as short-term
and limited duration plan offerings; and regu-
lations that link an insurer’s participation in
the individual market to public insurance pro-
gram participation (Center on Health Insur-
ance Reforms 2019). Weighing these consider-
ations, insurers make entry and exit decisions
that in turn determine the supply side of a local
market.

Consumer choice and affordability are two
important outcomes that align with the ACA’s
goal of a better functioning individual market.

2. Although the vast majority of states use county-level geopolitical units to create rating areas, a few use zip
code-based service area designations. | do not consider local markets in states that use zip code-based service

area designations.

3. A deductible represents an amount that an insured person must pay out-of-pocket prior to the insurer paying
for medical services incurred. Coinsurance is the percentage of the total allowed amount for a covered medical

service to be paid by the enrollee.
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Consistent with this, I use information on in-
surer participation and premiums to define the
concepts of individual market volatility and vul-
nerability. Volatility reflects the magnitude of
changes over time in insurer participation and
premiums within local geographic markets. Let
us consider a simple example of two hypothet-
ical markets—market A and market B. Suppose
market A had eight active insurers in 2015 but
then experienced significant exit and was left
with only two active insurers in 2019. Moreover,
suppose that over this period, market A experi-
enced large premium growth resulting in a 120
percent cumulative increase in the lowest cost
silver plan premium available to consumers. In
contrast, market B started with four insurers in
2015 and had three in 2019. Although market B
experienced premium growth, it was a 70 per-
cent cumulative increase in the lowest cost sil-
ver plan premium over the same period. In this
example, market A would be classified as hav-
ing higher volatility relative to market B, given
its larger changes over time in insurer partici-
pation and premium growth.

Volatility was expected during the initial im-
plementation period, but markets have varied
widely in terms of the magnitude of changes in
both insurer participation and premiums. Even
if a local market is relatively stable in terms of
both, it may still be vulnerable if consumers’
plan choices are limited and coverage is
deemed unaffordable. Local market vulnerabil-
ity is assessed based on a local market’s current
performance with respect to insurer participa-
tion and premium levels relative to the distri-
bution of performance on these dimensions
across geographic markets. Drawing on our ex-
ample, if market A’s number of participating
insurers is small and below the median value
and its lowest cost silver plan premium is above
the median value of the distribution, then mar-
ket A would be classified as having higher vul-
nerability compared to market B. In the next
section, I summarize my empirical approach
for investigating individual market volatility
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and vulnerability as well as the market-level fac-
tors associated with these outcomes.

EMPIRICAL APPROACH

Data
The primary data source to examine local mar-
ket volatility and vulnerability across the United
States is the 2015 to 2019 HIX Compare from the
Robert Wood Johnson Foundation, October
2018 release.* The HIX Compare data include
comprehensive information on insurers’ of-
fered plans across GRAs in the on- and off-
Marketplaces.® Using the HIX Compare plan-
level file, I created an analytic extract to measure
the number of unique insurers and lowest cost
silver plan premium offered in each GRA-market
segment (on- versus off-Marketplace) year.
Next, I augmented the HIX Compare data
with several sources of geographic-specific in-
formation to provide a comprehensive picture
of how markets that exhibit higher volatility or
vulnerability differ from those that do not (HHS
2018; University of Wisconsin 2018; U.S. Census
Bureau 2018; BLS 2018; Kaiser Family Founda-
tion 2018b; AANP 2018; NCSL 2018).6

Measures

Markets are classified as having higher volatility
if the percentage change in the number of their
insurers over the period (the number of insurers
in 2019 less the number of insurers in 2015 di-
vided by the number of insurers in 2015) is
smaller than the median (reflecting larger de-
clines in insurer participation) and the percent-
age change in the lowest cost silver plan monthly
premium for a fifty-year-old, nonsmoker exceeds
the median value of the distribution. I selected
the lowest cost silver plan as the focal plan be-
cause it is the most affordable choice within the
most popular level of plan generosity metal tier
selected by consumers in the individual market
(CMS 2019a). Analogously, I define a market as
exhibiting higher vulnerability if its level of in-
surer participation is below the median value

4. HIX Compare datasets 2014 to 2019 available at https://www.hixcompare.org/ (accessed February 24,2020).

5. County-level data are available for the on-Marketplace, but an accurate count of number of insurers in the
off-Marketplace at the county level is not possible. Given this, | use the GRA as my market definition.

6. For most geographic-specific measures, | use information from the baseline year, 2015. Exceptions to this
include the state policy measures that reflect activity between 2015 and 2018.
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and its lowest cost silver plan premium is in ex-
cess of the median value in 2019.

Insurance markets in rural geographic areas
are distinct from urban markets on a number
of dimensions (HHS 2018). To account for this
in the construction of the market volatility and
vulnerability measures, I first stratified the
sample of markets based on whether a GRA in-
cludes rural counties only (rural) or whether it
is a market with urban counties only or a mix-
ture of urban and rural counties (urban-mixed).
I then applied the criteria for volatility and vul-
nerability based on the specific distributions
corresponding to each subsample.

To better understand the attributes of the
populations affected by individual market vola-
tility and vulnerability, I considered several
geographic-specific characteristics. These in-
clude the market size and demographic com-
position, labor-market conditions, health sta-
tus of the adult population, provider supply,
and the policy and political environment. I
measure market size using information on the
GRA’s total population and the percentage of
adults younger than sixty-five who are unin-
sured. To capture the population’s racial diver-
sity, I include the percentage of a GRA’s popula-
tion that reports being nonwhite. Local
labor-market conditions are associated with ac-
cess to employer group coverage as well as in-
come, which may affect potential demand for
individual market coverage.” Using three mea-
sures from federal data sources, I include the
unemployment rate, average annual payroll per
worker, and the percentage of establishments
that are very small (defined as having one to
four workers) in the GRA.

To capture the health status of the local mar-
ket population, I include several measures: the
percentage of the adult population in the GRA
self-reporting fair or poor health status, the av-
erage number of days per year of poor mental
health reported by adults, the percentage of in-
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dividuals reporting a diagnosis of diabetes, the
percentage of adults who smoke, and the per-
centage of adults who are classified as clinically
obese based on having a body mass index of 30
or greater.’

The supply of providers within the local
market is hypothesized to affect both enrollees’
access to medical care as well as insurers’ abil-
ities to contract with providers to include in a
plan’s provider network. The first measure of
provider supply is the number of hospital beds
per ten thousand persons in the market; the
second measure is a binary indicator for
whether the market is located in a state that
permits full scope of practice for nurse practi-
tioners. Full scope of practice expands primary
care capacity, which may be important to insur-
ers seeking to comply with state-based provider
network adequacy requirements.

Finally, I consider several state-level mea-
sures to capture the policy and political environ-
ment. Two factors, including whether the GRA
is located in a state that expanded Medicaid
over the period and whether the GRA is located
in a state did not approve the continuation of
transitional plans (grandmothered plans in ef-
fect between March 23, 2010, and end of 2013),
are expected to influence the composition of the
individual market risk pool. Both decisions are
likely to be favorable to on-Marketplace insur-
ers. Additionally, I consider whether the GRA is
located in a state with its own rather than the
federal Marketplace. This policy measure likely
reflects a state’s preference to have greater con-
trol over decisions and resources to promote
insurer participation, coverage affordability,
and outreach efforts. Finally, I include a mea-
sure of whether the GRA is in a state that had a
Democratic governor as of 2015. Affiliation with
the Democratic Party is expected to be positively
related to support for the ACA and inversely re-
lated to the likelihood of markets in that state
being more volatile and vulnerable.

7. The percentage of small business establishments in a local market may be particularly important. Some
policymakers anticipated that a reformed individual market could provide a viable substitute for workers in small
firms if those employers decided to stop offering group coverage.

8. For all multicounty GRAs, | construct GRA-level market attributes based on either aggregation of county-level
values to the GRA-level (such as population) or as a weighted average of the county-level market attributes,
depending on the particular measure. Weights are constructed as the share of the GRA's total population located

within a given county.
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Sample

The final sample includes 480 GRAs across the
United States. I excluded from consideration
markets located in states that use three-digit
zip codes in lieu of county-based geopolitical
boundaries for their service area designation
(such as Massachusetts, Alaska, and Nebraska).
I also excluded GRAs located in the states of
Washington and New Jersey given changes in
GRA definitions over the period.

Methods

This descriptive analysis uses univariate, bivar-
iate, and multivariate statistical methods. To
examine differences in the proportions and
means of market attributes across volatility and
vulnerability categories, I used chi-square and
one-way analysis of variance methods. Addi-
tionally, I estimated binary logistic regression
models for the probability that a local market
exhibits higher vulnerability to estimate the in-
dependent effects of particular demographic,
economic, health-related, and policy or politi-
cal factors on the outcome.

RESULTS

Market Volatility

In the years immediately following implemen-
tation of the ACA’s regulatory changes, insurers
quickly learned about the actuarial and politi-
cal risks associated with operating in the indi-
vidual market (Hall 2020). Although the intro-
duction of large government subsidies to
enhance coverage affordability led many insur-
ers to perceive the individual market as increas-
ingly attractive, the new regulatory environ-
ment also eliminated insurers’ ability to use
medical underwriting and mandated more
transparent price competition. Given the scale
and scope of reforms, some market volatility
was to be expected initially, although the expec-
tation was that if the premium stabilization
programs were implemented fully, the degree
of volatility could be lower.

Figure 1 summarizes overall insurer entry
and exit behavior across the 480 GRAs, includ-
ing 79 rural markets and 401 urban-mixed mar-
kets. The exhibit depicts the share of markets
each year that experienced no entry or exit by
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insurers, exit only, entry only, or both entry and
exit, separately for each combination of Mar-
ketplace segment and market type (rural versus
urban-mixed). Between 2015 and 2016, more
than 30 percent of urban-mixed markets in the
on-and off-Marketplace segments experienced
both entry and exit. Rural markets, in contrast,
were much more likely to have incumbent in-
surers exiting without new entry. Between 2016
and 2017, insurer exits accelerated in both the
on- and off-Marketplace segments, given sig-
nificant financial losses by insurers as well as
continued uncertainty generated by
Republican-led efforts to repeal and replace the
ACA. By 2018 or 2019, the observed patterns of
entry and exit behavior reveal increasing stabi-
lization. More than 70 percent of GRAs experi-
enced neither entry nor exit of insurers in the
on-Marketplace in 2019, and 25 percent of mar-
kets experienced entry only. Notably, the off-
Marketplace appears to be slower to reach a
stable position with respect to insurer partici-
pation than the on-Marketplace.

Table 1 summarizes the distribution of
changes in both insurer participation and pre-
miums within local markets over the 2015 to
2019 period. In the on-Marketplace segment,
half of all markets experienced at least a 50 per-
cent decline in the number of insurers. For the
off-Marketplace segment, the median change
was -71.43 percent in urban-mixed markets and
-80 percent in rural markets. Within-market
growth for the lowest cost silver plan premium
offered was also large in absolute terms and
relative to other insurance market segments
(employer group coverage, for example) during
this period. For approximately one-quarter of
local markets across the on-and off-Marketplace
segments, lowest cost silver plan premiums
have grown in excess of 100 percent between
2015 and 2019.

Applying these criteria based on within-
market changes in insurer participation and
premiums over time, 148 GRAs in the on-
Marketplace and 132 in the off-Marketplace may
be classified as exhibiting higher volatility. Of
these, 119 markets exhibit higher volatility in
both segments, affecting an estimated 38.9 mil-
lion persons (12.5 percent of the total popula-
tion in markets analyzed).
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Figure 1. Entry and Exit of Insurers
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Source: Author’s analysis of 2015 to 2019 data from HIX Compare.

Table 1. Percentage Change in Number of Insurers and Lowest Cost Silver Plan Premiums, 2015-2019

On-Marketplace

Off-Marketplace

Urban-Mixed Rural Urban-Mixed Rural
Percentage change in number
of insurers
25th percentile -62.5 -66.67 -80 -83.33
Median -50 -50 -71.43 -80
75th percentile -25 -44.44 -60 -66.66
Percentage change in lowest cost
silver plan premium for fifty-year-old,
nonsmoker
25th percentile 51.47 74.09 48.02 67.73
Median 79.20 93.55 73.64 93.55
75th percentile 104.84 109.16 100.12 109.89

Source: Author's analysis of 2015 to 2019 data from HIX Compare.

Market Vulnerability

Markets are classified as exhibiting higher vul-
nerability if their insurer participation in 2019
is below the median value of the distribution
and their premium amount for the lowest cost
silver plan is above the median in 2019. Figure
2 summarizes insurer participation in 2019 by

Marketplace segment and market type (urban-
mixed and rural).

In 2019, more than 60 percent of rural mar-
kets in both the on- and off-Marketplace seg-
ments are served by a single insurer and more
than 80 percent have two or fewer insurers. The
majority of urban-mixed market types also face
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Figure 2. Insurer Participation in 2019

100%

EFFECTS OF THE AFFORDABLE CARE ACT

90

80

70

3 or more

60

-2

50

m1]

40

30

20

10

0

On-Marketplace
Rural

Off-Marketplace
Rural

On-Marketplace
Urban and Mixed

Off-Marketplace
Urban and Mixed

Source: Author’s analysis of 2015 to 2019 data from HIX Compare.

challenges with respect to insurer participa-
tion; only 40 percent of markets have at least
three insurers competing with one another in
both the on- and off-Marketplaces.

Table 2 summarizes the focal plan premium
distribution in 2019 by Marketplace segment
and market type. Within the on-Marketplace
segment, average monthly premiums for the
lowest cost silver plan offered to a fifty-year-old,
nonsmoker are higher in rural markets ($771)
relative to urban-mixed ones ($656). In the off-
Marketplace segment, average premiums are
slightly lower in absolute levels, but urban-
rural differences persist ($630 in urban-mixed
versus $755 in rural markets).

Using information on both current market
structure and premium levels, 186 GRAs in the

on-Marketplace and 194 GRAs in the off-
Marketplace may be classified as exhibiting
higher vulnerability. Among these markets, 166
GRAs exhibit higher vulnerability in both seg-
ments, affecting approximately forty-eight mil-
lion persons residing in these areas (15.6 per-
cent of the total population).

Characterizing Markets by

Volatility and Vulnerability Status

Table 3 summarizes the attributes of local mar-
kets based on their classification into one of
four mutually exclusive categories: market ex-
hibits lower volatility and lower vulnerability,
market exhibits higher volatility and lower vul-
nerability, market exhibits lower volatility and
higher vulnerability, and market exhibits both

Table 2. Distribution of 2019 Monthly Premiums for Lowest Cost Silver Plan for a Fifty-Year-Old, Nonsmoker

Urban-Mixed Rural
On-Marketplace  Off-Marketplace On-Marketplace  Off-Marketplace
(1) 2) 3) (4)
Mean 656 630 771 755
Standard deviation 132 136 159 167
25th percentile 562 519 687 676
50th percentile 653 618 769 755
75th percentile 745 714 882 869
90th percentile 823 817 967 956

Source: Author's analysis of 2015 to 2019 data from HIX Compare.
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higher volatility and higher vulnerability. Find-
ings are reported separately for the on- and off-
Marketplace segments.

Within the on-Marketplace segment, 186 of
480 (38.75 percent) markets can be classified as
exhibiting higher vulnerability (sixty-four are
higher vulnerability only and 122 are both
higher volatility and vulnerability). Differences
in market size are significant between those
that are more vulnerable and those that are not.
The average population in markets that have
lower volatility and vulnerability is 854,067. In
contrast, the average population in markets
that have higher volatility and vulnerability in
the on-Marketplace segment is 272,712. A simi-
lar pattern is observed for the off-Marketplace
segment.

In addition to having significantly smaller
populations, the racial composition of more
vulnerable markets is different than those of
less vulnerable markets. Specifically, in the on-
Marketplace segment, the average percentage
of the nonwhite population is 24.25 percent
among markets with higher volatility and vul-
nerability and 17.77 percent among those with
lower volatility and vulnerability. More vulner-
able markets also appear to have higher rates
of uninsurance among the non-elderly popula-
tion as of 2015.

Local labor-market conditions, including
the unemployment rate, the share of busi-
nesses that are small (one to four workers), and
average payroll per worker, are all associated
with demand for health insurance. Of the three
measures considered, only the average payroll
per worker measure is found to vary systemati-
cally with individual market volatility and vul-
nerability. For the on-Marketplace segment,
markets with lower volatility and vulnerability
report an average payroll per worker of $41,404
relative to $37,214 in markets with higher vola-
tility and vulnerability. The pattern is similar
for the off-Marketplace segment.

Next, I examine how the health status of
populations differs by market classification.
Analyses show that the average health status of
populations in markets with higher volatility
and vulnerability is worse on every measure
relative to markets with lower volatility and vul-
nerability. For example, within the on-
Marketplace segment, the average percentage

EFFECTS OF THE AFFORDABLE CARE ACT

of adults with diabetes is 12.25 percent in mar-
kets with higher volatility and vulnerability and
10.54 percent in those that are lower on both
dimensions. With respect to smoking preva-
lence and obesity, significant differences also
persist, rates being generally higher among
markets with higher volatility and vulnerability
than among those with lower volatility and vul-
nerability.

The ability of consumers to access medical
care is another factor insurers might consider
when deciding whether to sell coverage in a
particular geographic market. However, I find
no significant differences across market catego-
ries in regard to the average number of hospital
beds per ten thousand persons. Primary care
capacity is another factor given that insurers in
many states are required to demonstrate that
they have an adequate provider network. One
way primary care capacity can be expanded is
allowing nurse practitioners full scope of prac-
tice—that is, diagnose and treat patients, in-
cluding prescribing medications and con-
trolled substances under the exclusive licensure
authority of the state board of nursing (AANP
2019). I find that the percentage of markets in
states with full scope of practice laws are much
less likely to exhibit higher volatility and vul-
nerability than those that do not (8.2 percent
versus 22.76 percent in the on-Marketplace, for
example).

The next set of attributes pertain to the ACA-
specific policy decisions made by state govern-
ments where the market is located. Policies in-
clude whether the state expanded Medicaid,
whether the state had a state-based market-
place, and whether the state opted to prohibit
transitional plans (such as grandmothered
plans). Finally, I consider one measure that re-
flects the party affiliation of a state’s governor
in 2015. All of these measures are hypothesized
to be associated with the degree of state-level
support for the ACA’s goals and the efforts
taken by state governments to promote a well-
functioning individual market. Findings sug-
gest that markets that have lower volatility and
vulnerability are much more likely to be located
in states that chose to expand Medicaid, those
that established their own marketplaces, those
that prohibited transitional plans, and those
with a Democratic governor in office as of 2015.
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Table 4. Binary Logit Model of Probability of Higher Vulnerability, Marginal Effects

On-Marketplace

Off-Marketplace

GRA population (thousands)

Percentage of non-elderly adults uninsured

Percentage of nonwhite persons

Average payroll per worker

Percentage of adults with diabetes diagnosis

Percentage of adults that smoke

Number of hospital beds per ten thousand
people

Indicator for full scope of practice for nurse
practitioners

GRA located in state that expanded
Medicaid

GRA located in a state with a state-based
marketplace

Pseudo R?

-.00022** (.00005) -.00022** (.00005)

-.0029  (.0038) -.0111** (.0039)
.0023  (.0018) .0042** (.0018)
.0077  (.0039) .0052  (.0035)

-.005 (.0127) .0146  (.0130)
.0292** (.0092) .0360** (.0095)

-.0002  (.0011) -.0008  (.0011)
.1559  (.0802) .1613  (.0755)

-.2477** (.0494) -.2378** (.0500)

-4727** (.1461) -.2571** (.1039)

215 212

Source: Author’s analysis of 2015 to 2019 data from HIX Compare merged with geographic-specific
data (CMS 2018a; University of Wisconsin 2018; U.S. Census Bureau 2018; BLS 2018; Kaiser Family

Foundation 2018b; AANP 2018; NCSL 2018).

Note: Standard errors in parentheses. Specification includes limited set of explanatory variables due to
high multicollinearity, particularly among health status and state policy measures.

*p <.05; **p < .01

Predicting Higher Market Vulnerability

As a final exercise, to better understand the in-
dependent effects of various market attributes
on this outcome, I estimate binary logistic re-
gression models corresponding to the probabil-
ity that a market exhibits higher vulnerability.
Given high levels of multicollinearity among
subsets of market attributes, I opt for a more
parsimonious specification. Table 4 reports
marginal effects and standard errors with sep-
arate models estimated for the on- and off-
Marketplace segments.

Table 4 shows that the probability that a
market is more vulnerable is inversely related
to market population. The multivariate results
also affirm the inverse associations between
state policy decisions to expand Medicaid eligi-
bility and adopt a state-based marketplace and
higher vulnerability propensity. In contrast,
smoking prevalence within a local market is
positively related to higher vulnerability, all else
constant. The multivariate results indicate
some differences between the on- and off-
Marketplace segments. Notably, in the off-
Marketplace segment, markets with higher per-

centages of non-elderly uninsured are less likely
to be characterized as having higher vulnerabil-
ity and markets with higher percentages of non-
white persons are more likely to be classified as
having higher vulnerability. Other factors are
statistically insignificant (average payroll per
worker, for example) or opposite in sign (such
as full scope of nursing practice) to patterns ob-
served in the simpler, bivariate analyses.

DISCUSSION, POLICY ALTERNATIVES,
AND CONCLUSION
Insurer participation and premiums are two
key dimensions of individual market perfor-
mance and have direct implications for con-
sumer choice and affordability. Not only do in-
surers’ decisions affect what types of plans are
available for purchase, including specific ben-
efit designs and the providers accessible to en-
rollees within the plans’ networks, but their
pricing behavior also determines coverage af-
fordability, particularly for consumers who are
ineligible for advance premium tax credits.
Looking across markets, insurer entry and
exit patterns over time suggest that an increas-
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ing proportion of markets have begun to stabi-
lize. However, almost 39 percent of markets in
which forty-eight million people reside have
two or fewer insurers with offered plan premi-
ums that are high in absolute terms (for exam-
ple, averaging $7,250 annually for the lowest
cost silver plan premium for a fifty-year-old).
Markets characterized by higher vulnerability
are distinct from those that are not on three key
dimensions. First, across the on- and off-
Marketplace segments, markets that exhibit
higher vulnerability have significantly smaller
populations, on average. Insurers may perceive
those markets as having too little potential de-
mand to support their ability to meet financial
expectations. Second, the empirical results sug-
gest that markets in which populations are in
poorer health status are more likely to be vul-
nerable as 0f 2019. Some evidence also suggests
that these markets are more likely to have a
higher percentage of nonwhites as well as
higher rates of non-elderly uninsured. The
third dimension relates to state policy deci-
sions about ACA implementation, including
the decision to expand Medicaid eligibility and
the decision to establish a state-based market-
place. Although both decisions convey overall
support for the policy goal of expanding cover-
age in order to reduce the number of unin-
sured, the choice of establishing a state-based
marketplace further signals state policymaker
intention to directly invest resources in infra-
structure and processes that support individual
market functioning.

Limitations

This study is subject to several limitations.
First, although the HIX Compare data are a
valuable resource for studying the individual
market given their breadth and timeliness, the
data vendor acknowledges potential issues of
completeness, particularly for off-Marketplace
insurers (HIX Compare 2019). Thus, analyses
related to the off-Marketplace should be inter-
preted with some caution. Second, as part of
their decision making, insurers may choose to
selectively enter specific counties within a mul-
ticounty GRA. Unfortunately, the HIX Compare
data in their current form cannot support a
county-level analysis of insurer participation
for the off-Marketplace. However, the use of a
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GRA-based market definition is a reasonable
trade-off to be able to analyze conditions in the
off-Marketplace, which is of increasing impor-
tance for the subsidy-ineligible population that
faces full exposure to rising premiums. Some
counties within GRAs may be even more vulner-
able should insurers engage in selective entry
and not offer plans in certain counties within
a GRA. Third, as noted, a few states use desig-
nations based on zip codes rather than coun-
ties in defining some or all of their geographic
rating areas. These markets are located primar-
ily in Massachusetts, Alaska, and Nebraska. As
a result, the findings presented here do not
generalize to the entire country. Finally, indi-
vidual market vulnerability is a subjective con-
cept. Other market attributes may factor into
insurer decision making but are not easily ob-
served by researchers or policy analysts. Such
examples include insurer negotiating power
with particular providers in local markets,
state-level enforcement activities of provider
network adequacy requirements, and ap-
proaches adopted by state insurance commis-
sioners to engage with insurers regarding par-
ticipation and premium setting.

State and Federal Actions to

Address Market Vulnerability

To address individual market vulnerability,
state and federal policymakers are taking sev-
eral distinct approaches to address concerns
about choice and affordability resulting from
lack of robust competition and high premiums.
One common strategy is to establish state-
based reinsurance programs, which can protect
health insurers against the risk of high-cost
claimants, lead to lower offered premiums, and
encourage entry or retention of insurers in the
individual market. To date, twelve states
(Alaska, Colorado, Delaware, Maine, Maryland,
Minnesota, Montana, New Jersey, North Da-
kota, Oregon, Rhode Island, and Wisconsin)
have acquired 1332 state innovation waivers to
establish reinsurance programs; the applica-
tion of one other state (Georgia) is pending
(Kaiser Family Foundation 2019).

Other state efforts seek to more actively reg-
ulate the individual market risk pool to address
insurers’ concerns about adverse selection and
subsequent impacts on premium growth. At
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present, thirteen states and the District of Co-
lumbia limit transitional plans from being sold
in the market and three states (Massachusetts,
Vermont, and New Jersey) maintain state cover-
age mandate requirements (Center on Health
Insurance Reforms 2019). Both types of policies
encourage broad representation of health risks
in the ACA-compliant risk pool to promote sta-
ble premiums. A few states are also addressing
consumer affordability challenges directly. For
example, California has allocated temporary
funding to provide subsidies to households
with incomes of up to 600 percent of the federal
poverty level. The state of Washington also re-
cently passed legislation to expand subsidy eli-
gibility for those with incomes of up to 500 per-
cent of FPL (Tolbert et al. 2019).

Another approach being explored involves
modifying market definitions. As noted, more
vulnerable markets are considerably smaller
in population. States may consider enlarging
or modifying the composition of geographic
rating areas to create large enough scale to sup-
port multiple insurers in a market. This could
include, for example, mandating that all GRAs
have at least one urban county (Frank 2019).
Although larger markets may be more attrac-
tive to insurers, given larger volumes, concerns
remain about establishing adequate networks
of primary care, specialty care, and hospital-
based providers across the entire geographic
area. Expanding market sizes also create the
potential for larger cross-subsidization across
counties within the GRA if those counties are
heterogeneous in enrollees’ claims experience.
Other states have considered merging their
individual and small group market. This type
of action may lead to a larger risk pool, but
it also introduces concerns related to cross-
subsidization if the risk pool for the small
group market is healthier than that of the in-
dividual market.

Both state and federal policymakers are also
examining options related to expanding con-
sumer choice of plans, whether within or out-
side the ACA’s Marketplace reforms. One incre-
mental strategy is to tie insurer participation
in the individual market to that of another pro-
gram, such as Medicaid. Offering a public op-
tion is another initiative gaining traction in a
few states, including Washington and Colo-
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rado. Policymakers are interested in whether a
public option can offer more plan options at
lower costs, particularly in geographic markets
that are too small to support multiple insurers.
Examples include a standalone, government-
sponsored plan or a buy-in option for an exist-
ing government-sponsored program, such as
Medicaid (Brooks-LaSure et al. 2019). Propo-
nents of public option strategies argue that
these programs can provide coverage more af-
fordably than current private insurance given
administrative efficiencies and provider pay-
ment rates that are generally lower than those
of commercial insurers. One point of debate
over a public option is its scope. In other words,
should a public option be created to compete
with private insurers in a local market, or
should a public option be available only for
markets in which no insurers are willing to sell
coverage (Frank 2019). Financing a public op-
tion is a second area of concern. Although the
idea remains popular, states continue to strug-
gle with how they might finance such a pro-
gram, particularly when new state monies
would need to be identified or states would re-
quire federal approval and pass-through fund-
ing to support implementation efforts.
Finally, at the federal level and within several
states, policymakers are advocating for ex-
panded plan options that are not ACA compli-
ant. Short-term, limited duration plans are one
such example. Through a regulatory change in-
troduced by the Trump administration in Au-
gust 2018, insurers are now able to sell short-
term limited duration health plans for periods
of up to 364 days per year with the potential to
renew them up to three years. This rule change
significantly expands the length of time and re-
newability of these plans relative to what was
permitted under the Obama administration
(Keith 2018b). Short-term plans differ from
ACA-compliant plans sold on the on- and off-
Marketplaces in terms of eligibility limits and
coverage limits. Individuals can be subjected
to medical underwriting and preexisting condi-
tions may be imposed. Benefit designs may also
exclude certain services (maternity care, for ex-
ample) and not have limits on cost sharing
(such as deductibles) Although these plans may
provide more affordable options to healthy in-
dividuals, they also have the potential to fur-
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ther segment the individual market risk pool
and create upward pressure on premiums
within the ACA-compliant individual market.
Currently, twenty-three states and the District
of Columbia regulate short-term plans more
stringently than the federal rule. A second al-
ternative type of coverage gaining popularity
includes Farm Bureau plans, which are cur-
rently approved for sale in the states of Kansas,
Iowa, and Tennessee. Like short-term plans,
Farm Bureau health plans do not have to com-
ply with ACA regulations and may rely on med-
ical underwriting for determining eligibility
and setting premiums (Tolbert et al. 2019).

CONCLUSION

Today, almost fourteen million Americans rely
on the individual market for health insurance
(Fehr et al. 2019). The individual market en-
rollee population is heterogeneous in terms of
age, sex, racial composition, rurality, income
level, labor-force attachment, and health sta-
tus. Although the individual market overall has
become less volatile over the past five years,
many local markets remain vulnerable because
of low insurer participation and high premi-
ums. Analyses reveal that markets character-
ized as more vulnerable are smaller in popula-
tion, have poorer health status, and are less
likely to be in states that expanded Medicaid
eligibility or have state-based marketplaces.
State policymakers and regulators play a criti-
cal role in ensuring market conditions capable
of supporting consumer choice and affordable
options for all individuals seeking coverage, re-
gardless of income or health status. As first-
mover states implement strategies to address
concerns about plan choice and affordability,
itwill be important to evaluate the effectiveness
of such interventions so that other states may
learn what works and what does not in creating
a well-functioning individual market.
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