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Bailouts Will Not Bring Lasting Stability to the Health

Insurance Market
Nina Owcharenko Schaefer

Congress reportedly is contemplating appro-
priating more federal funding to prop up the
Affordable Care Act (ACA, also known as Obam-
acare) and its harmful policy regulations.! This bail-
out approach is wrong and should be abandoned. It
is fiscally imprudent and unnecessary. Worse, it is
not a lasting solution; instead, it will simply mask,
through new taxpayer funding, the law’s fundamen-
tal flaws and put off much-needed action.

Theradical and unnecessary changesininsurance
regulations made by the ACA created much bigger
problems in the insurance market that upended exist-
ing federal and state regulation of health insurance,
destabilized the individual health insurance market,
and resulted in higher costs and fewer choices.?

Ultimately, Congress can help Americans who
are suffering from higher costs and premiums by
resuming efforts to address the cause of this suf-
fering by repealing and replacing Obamacare itself.
Instead of a bailout, a good place to start would be to
give states the flexibility to stabilize their markets.
Such an effort would represent the beginning of the
longer process of disentangling the maze of insur-
ance regulations and other Obamacare provisions
that have driven up the cost of coverage and left
fewer choices for individuals in the market.?

This paper, in its entirety, can be found at
http://report.heritage.org/ib4825
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The ACA’s Overreach

Many of the insurance problems that Obamacare
claimed to address, including protecting Americans’
ability to buy health insurance even when they have
pre-existing conditions, were very limited and nar-
row at the time. Yet the ACA made radical changes in
the regulation of insurance that created much bigger
problems in the insurance market.

Defenders of Obamacare overstate the size and
scope of the problems in the insurance market
and ignore the fact that before enactment of the
ACA, there were federal and state laws in place that
already addressed most of the concerns highlighted
by ACA proponents.

In 2010, nearly 90 percent of Americans with pri-
vate health insurance were covered by employer-
group coverage,* in which reasonable federal rules,
including rules providing protections for those with
pre-existing conditions and people who lost employer
coverage, had been in effect since 1996.° These feder-
al rules did not apply to situations where individuals
wanted to replace one individual market insurance
policy with another. However, those buying individu-
al health insurance constituted only 11 percent of the
total market for private health insurance.¢

In those circumstances, state rules applied. Some
states adopted a more extreme approach similar to
the approaches later enacted under the ACA, such as
narrow community-rating rules or a total ban on any
pre-existing condition exclusions. These state experi-
ments proved todo moreharmthan good.” Other states
adopted more measured and balanced approaches.

The ACA overrode those prior federal and state
rules and imposed an aggressive regulatory regime on
both the employer and individual markets. Most nota-
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bly, the ACA imposed a blanket federal prohibition on

pre-existing condition exclusions under any circum-
stances. Unlike previous federal rules, this requirement

was imposed without regard to whether applicants had

prior coverage. That significantly eroded the proper

incentive for people to buy insurance before they need

it. That, along with other changes in the ACA, effectively
allowed people to wait until they needed medical care

before buying coverage, which significantly increases

costs. Making matters worse, the ACA also added costly

new benefit mandates and very restrictive age rating

rules that effectively raised the prices of health insur-
ance above what many people were willing to pay.

The Consequences: Higher Costs, Fewer
Options, Declines in Private Coverage

As predicted, this regulatory overreach upend-
ed existing federal and state rules and resulted in
an unstable market marred by higher costs, fewer
options, and a decline in private coverage.® Specifi-
cally, the ACA has led to:

Higher Costs. Premiums in the Obamacare
exchanges have doubled since 2013. According to

analysis by the U.S Department of Health and Human
Services, average annual individual market premiums
increased from $2,784 in 2013 to $5,712 in 2017.° For
2018, post-open enrollment data from eHealth indi-
cate that premiums for individual coverage increased
16 percent from 2017."° The eHealth report found that
average premiums were $440 per month for individu-
als and $1,168 per month for family coverage.

Individuals and families also continue to face
increasing out-of-pocket costs for Obamacare cover-
age. Analysis by Avalere, a national health care con-
sulting firm, found that coverage deductibles reached
$5,873 for Obamacare bronze plans in 2018, up from
$5,249 in 2015, and $3,937 for Obamacare silver
plans in 2018, up from $2,658 in 2015."

Fewer Options. In 2013,395 insurers sold coverage
in the individual market. By contrast, only 181 insur-
ers are selling coverage in the Obamacare exchanges
in 2018. Heritage Foundation analysis found that 51.3
percent of all counties had only one insurer selling cov-
erage in the Obamacare exchanges; 10 states had only
one insurer in all counties, and 19 states had no more
than two insurers selling in any county.'?
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The remaining insurance plan offerings are also
more restrictive. Avalere found that health mainte-
nance organizations (HMOs) and exclusive provid-
er organizations (EPOs) with narrow provider net-
works make up 73 percent of plans offered in 2018,
up from 68 percent in 2017 and 54 percent in 2015."3

In addition, more insurers are leaving the Obam-
acare exchange market than are entering. Heritage
Foundation analysis found that in 2015, 64 insurers
entered the market, and nine exited."* In 2017, only
10 insurers entered the market, and 80 exited. Nega-
tive trends continue: Thus far in 2018, only seven
insurers have entered, and 44 have exited."”

Declines in Private Coverage. The major-
ity of gains in coverage as result of Obamacare
have come through the government-run Medic-
aid program, not through private coverage. Due
to the consequences of the ACA, fewer individuals
are obtaining coverage in the individual market.
Enrollment in the individual market for both sub-
sidized and unsubsidized individuals has plateaued
and is trending downward, according to analysis of
2014-2016 enrollment data.' In 2016, The Heritage
Foundation found that unsubsidized enrollment in
the individual market declined by 8.2 percent, com-
pared to 7.5 percent in 2015."” Even the growth in
subsidized enrollment is flattening. The Heritage
report found that subsidized enrollment grew by
only 3.7 percent compared to 35.8 percent in 2015.'®
Furthermore, over the three-year period, of the
15.7 million individuals who gained coverage, 89
percent of that increase was through Medicaid.”

More Bailouts Not the Solution

Reports indicate that Congress is considering
adding additional federal funds to prop up the fail-
ing ACA infrastructure instead of addressing the
underlying regulatory flaws that fuel these problems.
Specifically, some Members are advocating adding
additional federal dollars to offset high insurance
costs through reinsurance mechanisms, and others
are advocating restoring federal funding for cost-
sharing reductions.?®

While there might be value in risk-mitigation pro-
grams such as reinsurance or high-risk pools, such
programs are best applied in the context of larger
efforts to stabilize the market by repealing and replac-
ing the Obamacare provisions responsible for desta-
bilization. Moreover, as discussed later, states have
authority to seek federal waivers to allow them to
use existing federal funding to set up risk-mitigation
mechanisms, and some already are doing so. Some
might argue that funding the cost-sharing reductions
could help to offset increasing costs in premiums
subsidies,* but like funding for reinsurance, such
efforts are not a response to the underlying problems
of the law that fuel these increased costs: They are
merely a patch that masks the real problems.??

Both of these approaches would make more per-
manent change less urgent and would be a mistake.
Instead, Congress and the Administration should:

m Reject additional federal appropriations.
Congressional efforts to add more federal fund-
ing for reinsurance or cost-sharing reductions
are short-term fixes that provide no lasting policy
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change in the underlying law. Worse, the addition-
al funding obligates federal taxpayers to pay for
even more costs in the future. Proponents might
argue that these additional funds are temporary,
but history has proven that once new federal fund-
ing is appropriated, it is rarely eliminated and in
many cases might actually increase, especially if
the underlying policies that are driving the need
for the funding are not addressed.?

Expand Section 1332 guidance. Section 1332
of the ACA authorizes the Secretary of Health
and Human Services to grant waivers to states
wishing “to pursue innovative strategies for pro-
viding their residents with access to high quality,
affordable health insurance while retaining the
basic protections of the ACA.”** Some states, most
notably Alaska, have used this waiver to imple-
ment risk-mitigation mechanisms without the
need for additional federal dollars.>®> Congress
and the Administration should encourage more
states to apply for these waivers and allow for con-
sideration of additional approaches. While not a
permanent solution, these waivers do not require
additional federal funding and thus are preferable
to congressional efforts that do.

Create a pathway for states to stabilize their
markets. The ACA’s radical regulatory overreach
has caused chaos in the individual market. As a
near-term improvement, Congress should give
states the flexibility to stabilize their markets. As
noted, some states are already taking this on, but

more can be done. Senators Lindsay Graham (R-
SC), Bill Cassidy (R-LA), Ron Johnson (R-WT),
and Dean Heller (R-NV) have offered a model
that, with additional improvements, could pro-
vide a framework for such additional flexibility.?¢

Confronting the Real Problems

With its massive federal overreach in the insur-
ance market, the ACA has created instability and
uncertainty. Individuals and families are facing
higher costs and fewer options, and the private
health insurance market is declining. Something
must be done. Congressional efforts to add more tax-
payer money to prop up this failed experiment, how-
ever, are fiscally irresponsible, do not provide last-
ing solutions, and risk further cementing the failed
model into the market.

Ultimately, the full scope of Obamacare and its reg-
ulatory scheme will need to be reassessed. Research
to assess the effects of the various Obamacare regula-
tions has found that regulations were further exacer-
bated by other policy provisions and decisions.?” The
Graham-Cassidy-Johnson-Heller model, endorsed
by the Administration,? could be a platform to jump-
start much-needed immediate action and offer a
down payment on larger reforms. Such an effort rep-
resents a critical first step toward changing direction
and creating policies that would allow a patient-cen-
tered, market-based system to thrive.

—Nina Owcharenko Schaefer is a Senior Research
Fellow in Health Policy in Domestic Policy Studies, of
the Institute for Family, Community, and Opportunity,
at The Heritage Foundation.
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Some proposals before Congress envision adding funding to what was a temporary three-year program of reinsurance included in the original

legislation.
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