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FOR IMMEDIATE RELEASE 

May 5, 2021 

Covered California Study Shows How Outreach Helps 
Consumers Get Improved Coverage and Pay Lower 

Premiums by Making Better Plan Choices  

 

• The study focused on Covered California consumers who selected a Gold- 
or Platinum-level plan, even though they were eligible for a lower-premium 
Silver plan that provides richer benefits. 

• Covered California intervened in these cases to encourage consumers to 
switch to the better plan level, and those who did saved an average of $140 
per month in premiums and out-of-pocket expenses. 

• The study shows how similar outreach could be used across the country to 
help more Americans save money on their health insurance by maximizing 
their benefits under the Affordable Care Act. 

• Covered California is holding a special-enrollment period to allow the 
uninsured and those enrolled directly through a health insurance carrier to 
enroll and benefit from lower premiums due to the American Rescue Plan. 

 
 
SACRAMENTO, Calif. — A Covered California study shows how efficient and low-cost 
outreach can help low-income consumers save on their health insurance. The study 
focused on Covered California consumers who had selected a Gold or Platinum plan 
but who were eligible for lower-cost coverage that provided richer benefits.  

“The Affordable Care Act made a lot of progress in helping people navigate and 
understand health insurance, but it can still be confusing to many people, especially for 
those who have not been insured regularly,” said Peter V. Lee, executive director of 
Covered California. “Covered California tested how best we could inform consumers 
that they could have better options as part of our mission to help people make better 
choices and save money. We will use this information to improve our services, and we 
hope it is useful for other marketplaces across the nation.”    

(more) 
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The study, “Using Email and Letters to Reduce Choice Errors Among ACA Marketplace 
Enrollees,” was published by Health Affairs, a prominent outlet devoted to health policy 
and issues affecting health and health care.  

The study looked at low-income consumers, particularly those who earn less than 200 
percent of the federal poverty level, which is currently equal to $25,520 per year for an 
individual and $52,400 for a family of four. Under the Affordable Care Act, consumers in 
this income bracket are eligible for Enhanced Silver plans, which feature cost-sharing 
reductions that have lower premiums and lower out-of-pocket expenses.  

A Covered California analysis found that nearly 20,000 Covered California consumers 
had selected more costly Gold and Platinum plans for the 2019 coverage year, despite 
being eligible for an Enhanced Silver plan with richer benefits. For example, instead of 
obtaining a plan with an actuarial value of 94, a Silver 94-eligible consumer chose a 
plan with an actuarial value of 90 (Platinum) or 80 (Gold) with a higher monthly 
premium. Similarly, a Silver 87-eligible consumer may have chosen a Gold plan instead 
of selecting a less-expensive option with more generous coverage.  

To encourage those consumers to switch to Enhanced Silver plans, Covered California 
sent additional emails and letters to consumers that described the average premium 
and out-of-pocket savings they could see while keeping the same carrier and providers. 

The results were significant. At the end of the open-enrollment period for the 2019 
coverage year, 19.7 percent of the group that received additional emails switched to 
Enhanced Silver plans, while 21.6 percent of those that received additional emails and 
letters made the change. This compares to 17.7 percent of the study’s control group, 
which received traditional renewal reminders that did not specifically call out the 
potential savings possible by switching. 

Consumers who switched to a better plan saved an average of $84 per month in lower 
premiums and $56 per month in reduced out-of-pocket expenses, totaling an average 
savings of $1,680 per year. 

“Putting money back in the pockets of consumers, while helping them better understand 
their health plan, is the right thing to do,” Lee said. “We are looking to expand our 
efforts, because lowering the cost of coverage helps people stay covered and it allows 
them to put that money back into our economy, which helps their communities.” 

The American Rescue Plan Provides New Lower Premiums for Californians 

The study comes during the early days of Covered California’s new special-enrollment 
period that allows Californians to benefit from lower health insurance premiums 
available through the American Rescue Plan. The new law can help an estimated 2.5 
million Californians, including the uninsured and those who enrolled directly through a 
health insurance carrier, by providing additional financial help to lower the cost of their 
coverage. 

(more) 

https://doi.org/10.1377/hlthaff.2020.02099
https://doi.org/10.1377/hlthaff.2020.02099
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Consumers Can Find Out in Minutes How Much They Can Save  

Covered California is encouraging Californians to check if they are eligible for lower 
premiums due to the American Rescue Plan. Consumers can easily see exactly how 
they can benefit from the new law on CoveredCA.com by entering their ZIP code, 
household income and the ages of the people in the household. They will see how low 
their premiums can be and the health insurance options in their area. 

“Time is of the essence, because every month that goes by is a month that someone 
could be covered or could be saving hundreds of dollars on their health insurance,” Lee 
said. “Do not miss out. The sooner you sign up, the sooner you can start saving.” 

Those interested in learning more about their coverage options can also: 

• Visit www.CoveredCA.com. 

• Use the website to find local insurance agents or certified enrollers in community 
organizations who provide free and confidential assistance over the phone or in 
person, in a variety of languages. 

• Have a certified enroller call them for free help. 

• Call Covered California at (800) 300-1506. 

About Covered California 

Covered California is the state’s health insurance marketplace, where Californians can 
find affordable, high-quality insurance from top insurance companies. Covered 
California is the only place where individuals who qualify can get financial assistance on 
a sliding scale to reduce premium costs. Consumers can then compare health 
insurance plans and choose the plan that works best for their health needs and budget. 
Depending on their income, some consumers may qualify for the low-cost or no-cost 
Medi-Cal program. 

Covered California is an independent part of the state government whose job is to make 
the health insurance marketplace work for California’s consumers. It is overseen by a 
five-member board appointed by the governor and the Legislature. For more information 
about Covered California, please visit www.CoveredCA.com. 

### 

 
 
 
 
 
 
 
 

http://www.coveredca.com/
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FOR IMMEDIATE RELEASE 

April 28, 2021 

 Millions of Californians Could Continue to  
Pay Lower Premiums Due to the  

American Families Plan 

 

SACRAMENTO, Calif. — Covered California’s executive director, Peter V. Lee, is 
issuing this statement following tonight’s joint session of Congress, during which 
President Joe Biden introduced the American Families Plan. The proposal outlines the 
next step to the president’s vision for economic recovery and would make permanent 
the new and expanded financial help from the American Rescue Plan, which is currently 
lowering health insurance premiums for millions of Americans. 

The American Rescue Plan ensures that everyone eligible will pay no more than 8.5 
percent of their household income on their health care premiums if they enroll through 
an Affordable Care Act marketplace like Covered California. However, the law is 
currently set to expire at the end of 2022.  

“The American Families Plan would ensure lower premiums for millions of 
Americans for the long-term. The proposal would make permanent the new and 
expanded subsidies that are available right now, which stand to improve the lives 
of 2.5 million Californians and 25 million Americans. 

“Thanks to the leadership of President Biden and Congress, consumers are 
currently experiencing significant premium savings that will ease their financial 
burdens and allow them put money back into our economy. We have heard from 
a retired firefighter and his wife who will save $1,000 a month, a small business 
owner who will be able to expand his operations, and a family who says their 
savings mean they can put their children into a junior lifeguard program this 
summer. 

 

(more) 

https://www.whitehouse.gov/briefing-room/statements-releases/2021/04/28/fact-sheet-the-american-families-plan/
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“Making these savings permanent will help more Californians, and more 
Americans, get covered and stay covered during this pandemic and recession 
and beyond. 

“While the American Families Plan will need to work its way through Congress, 
it’s important to note that Californians can get these savings now. Covered 
California is in the early days of a special-enrollment period, and this Friday 
marks the first deadline for consumers to sign up for coverage and begin saving.  

“Many people will be able to get high-quality coverage for as little as $1 per 
month, while others will be able to save hundreds of dollars off what they are 
paying now. Do not miss out — the sooner you sign up, the sooner you can start 
saving and be covered. We don’t want any Californians to be uninsured or leave 
money on the table.” 

Covered California is currently holding a special-enrollment period to allow the 
uninsured, and those insured directly through a health insurance carrier, to sign up for 
coverage and begin benefiting from the lower premiums. While the special-enrollment 
period runs through the end of the year, consumers need to enroll by April 30 if they 
want to maximize their savings and have coverage that starts on May 1. 

Consumers who are currently enrolled in Covered California will not need to take any 
action in order to receive the new benefits.  

About Covered California 

Covered California is the state’s health insurance marketplace, where Californians can 

find affordable, high-quality insurance from top insurance companies. Covered 

California is the only place where individuals who qualify can get financial assistance on 

a sliding scale to reduce premium costs. Consumers can then compare health 

insurance plans and choose the plan that works best for their health needs and budget. 

Depending on their income, some consumers may qualify for the low-cost or no-cost 

Medi-Cal program. 

Covered California is an independent part of the state government whose job is to make 

the health insurance marketplace work for California’s consumers. It is overseen by a 

five-member board appointed by the governor and the Legislature. For more information 

about Covered California, please visit www.CoveredCA.com. 

### 

https://www.coveredca.com/newsroom/news-releases/2021/04/12/covered-california-opens-the-doors-for-millions-of-californians-to-benefit-from-lower-health-care-premiums-save-money-and-stimulate-the-economy-through-the-american-rescue-plan/
http://www.coveredca.com/
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FOR IMMEDIATE RELEASE 

April 21, 2021 

California’s Largest Public Health Care  
Purchasers Unite to Address Gaps in  

Childhood Immunizations and Colorectal Cancer 
Screenings Due to the COVID-19 Pandemic 

 

• Covered California, the Department of Health Care Services and CalPERS 
are joining together to require their health insurance companies to address 
significant drops in preventive care due to the COVID-19 pandemic, which 
has exacerbated racial and ethnic health disparities across the state.  

• Together these three purchasers represent about 40 percent of California’s 
overall population. 

• Covered California added performance goals for health plans, requiring 
them to return to pre-pandemic levels of childhood vaccinations and 
colorectal cancer screenings by the end of 2021. 

 
 
SACRAMENTO, Calif. — Covered California, the Department of Health Care Services 
(DHCS) and CalPERS are taking the lead in addressing gaps in preventive care created 
by COVID-19 and will pay specific attention to racial and ethnic disparities that have 
been exacerbated by the pandemic. Covered California, DHCS — which operates the 
state’s Medi-Cal program — and CalPERS announced complementary efforts to ensure 
that everyone covered by the programs gets vaccines to prevent COVID-19 as they 
become available while addressing preventive care gaps caused by patients not getting 
needed services.  

“As we focus on the immediate health and economic impacts of COVID-19, we must be 
proactive to address downstream effects the pandemic can have on the health of 
Californians and our communities,” said Peter V. Lee, executive director of Covered 
California. “Taking action now, on childhood immunizations and colorectal cancer  

(more) 

mailto:media@covered.ca.gov
mailto:DHCSPress@dhcs.ca.gov
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screenings, is an investment in future good health, and these policies are intended to 
help avoid a surge of bad health outcomes in the future.” 

Covered California will require its 11 health insurance companies to reach pre-
pandemic levels of childhood immunizations and colorectal cancer screenings by the 
end of 2021 and to exceed those numbers by the end of 2022. 

Dr. Alice Hm Chen, Covered California’s chief medical officer, said the motivation to act 
was data showing that COVID-19 has led to a sharp drop-off in primary and preventive 
care. At the same time, the pandemic has had a strikingly disproportionate impact on 
people of color.   

“Coverage is a means to getting better care and ideally better outcomes,” Dr. Chen 
said. “We wanted not only our health plans, but all health plans and providers in the 
state, to address the impact of COVID-19 on preventive care. Our hope is that by 
working collectively, we can make up critical ground that was lost over the past year.”  

Data from California’s Department of Public Health shows that vaccination rates in the 
state have fallen. As of November 2020, 12 percent fewer children had received their 
first dose of the MMR (measles-mumps-rubella) vaccine compared to the year before, 
and 20 percent fewer adolescents received their Tdap (tetanus) shot. Dr. Chen said 
Covered California and its fellow public purchasers, DHCS and CalPERS, felt a sense 
of shared urgency to act.  

“DHCS shares this focus on equity and childhood wellness, and we are finalizing a 
roadmap to reduce health inequities in Medi-Cal with measures to recognize health 
disparities among beneficiaries,” said DHCS Director Will Lightbourne. “Early in the 
pandemic, we identified growing gaps in well-child visits and immunizations. We are 
committed to closing those gaps and others, in part through our ongoing requirement 
that Medi-Cal managed care plans conduct performance-improvement efforts on youth 
preventive health care.” 

“As the largest purchaser of public employee benefits in California, CalPERS is 
committed to providing high-quality, equitable care to our members. Our data shows 
that the use of preventive care, including cancer screenings and immunizations, has 
declined during the COVID-19 pandemic,” said Don Moulds, CalPERS chief health 
director. “Together, with Covered California and DHCS, we are taking action to close 
gaps in care created by the pandemic, and are working with our health plans to ensure 
our members have access to much needed chronic care and preventive care services.”  

Dr. Chen said colorectal cancer is a leading cause of cancer death and a source of 
significant racial and ethnic disparities. Data from the Epic Health Research Network 
found that at the onset of the pandemic, colorectal cancer screenings had declined by 
nearly two-thirds compared to the historical average. Dr. Chen said those trends need 
to be reversed immediately. 

(more) 

https://ehrn.org/articles/delayed-cancer-screenings-a-second-look
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“As a cancer that is amenable to prevention rather than just early detection, it’s critical 
we get people between the ages of 50 and 75 screened, and it’s a process that can be 
started without an in-person visit,” Dr. Chen said. “Treatment for colorectal cancer in its 
earliest stage can lead to a 90 percent survival rate after five years.” 

Lee said these provisions chart a path for future collaboration for a bolder shared 
agenda in support of quality, equity and delivery system transformation. 

“Covered California is proud to be joining with both other major purchasers and the 
health plans. We put a spotlight on core issues of health care equity and quality that 
matters, and they stepped up for the communities they serve,” Lee said.   

American Rescue Plan Special-Enrollment Period 

The announcement comes during Covered California’s special-enrollment period in 

support of the American Rescue Plan. The new and expanded financial help that is now 

available will allow the uninsured to sign up for coverage at dramatically lower 

premiums, with many being eligible for high-quality plans that cost as little as $1 per 

month. Californians who are insured directly through a health insurance carrier can also 

switch to Covered California, often with the same carrier and coverage level, and save 

hundreds of dollars a month.  

Californians are encouraged to check their health care options, even if they have 

checked in recent months or years, to see how affordable coverage can be. On 

CoveredCA.com, consumers can easily see exactly how they can benefit from the new 

law. Consumers just need to enter their ZIP code, household income and the ages of 

people in their household to see their monthly cost and the health insurance options in 

their area. 

Those interested in learning more about their coverage options can also: 
 

• Visit www.CoveredCA.com. 

• Find local insurance agents or individuals in Navigator organizations who provide 
free and confidential assistance over the phone or in person, in a variety of 
languages. 

• Get a call from certified enroller. Covered California will have someone reach out 
to the consumer to help them for free. 

• Call Covered California at (800) 300-1506. 

About Covered California 

Covered California is the state’s health insurance marketplace, where Californians can 
find affordable, high-quality insurance from top insurance companies.  

 
 
(more) 

https://www.coveredca.com/newsroom/news-releases/2021/04/12/covered-california-opens-the-doors-for-millions-of-californians-to-benefit-from-lower-health-care-premiums-save-money-and-stimulate-the-economy-through-the-american-rescue-plan/
https://www.coveredca.com/newsroom/news-releases/2021/04/12/covered-california-opens-the-doors-for-millions-of-californians-to-benefit-from-lower-health-care-premiums-save-money-and-stimulate-the-economy-through-the-american-rescue-plan/
http://www.coveredca.com/
http://www.coveredca.com/
https://coveredca.helpondemand.com/lp/a8c3085e-e597-4ac8-ba23-42f245fdfa11
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Covered California is the only place where individuals who qualify can get financial 
assistance on a sliding scale to reduce premium costs. Consumers can then compare 
health insurance plans and choose the plan that works best for their health needs and 
budget. Depending on their income, some consumers may qualify for the low-cost or 
no-cost Medi-Cal program. 

Covered California is an independent part of the state government whose job is to make 
the health insurance marketplace work for California’s consumers. It is overseen by a 
five-member board appointed by the governor and the Legislature. For more information 
about Covered California, please visit www.CoveredCA.com. 

About the Department of Health Care Services 
 
The California Department of Health Care Services (DHCS) is the backbone of 
California’s health care safety net. It provides access to affordable, integrated, high-
quality health care, including medical, dental, mental health, substance use treatment 
services and long-term care. DHCS funds health care services for about 13 million 
Medi-Cal beneficiaries and is the largest health care purchaser in California. It 
collaborates with the federal government and other state agencies, counties, and 
partners to invest more than $100 billion for the care of low-income families, children, 
pregnant women, seniors, and persons with disabilities. For more information about 
DHCS, please visit www.dhcs.ca.gov. 
 
About CalPERS 

For more than eight decades, CalPERS has built retirement and health security for 
state, school, and public agency members who invest their life work in public service. Its 
pension fund serves more than 2 million members in the CalPERS retirement system 
and administers benefits for more than 1.5 million members and their families through 
its health program. It is the largest defined-benefit public pension in the U.S. CalPERS' 
total fund market value currently stands at approximately $446 billion. For more 
information, visit www.calpers.ca.gov. 

### 

http://www.coveredca.com/
http://www.dhcs.ca.gov/
https://www.calpers.ca.gov/page/home


By Andrew Feher and Isaac Menashe

Using Email And Letters To
Reduce Choice Errors Among ACA
Marketplace Enrollees

ABSTRACT During the 2019 open enrollment period in California’s
Affordable Care Act (ACA) Marketplace, we used a randomized
intervention to examine the effects of email and postal messages on
choice errors, where low-income households enroll in gold or platinum
plans although they are eligible for cost-sharing reduction (CSR) silver
plans with lower premiums and higher actuarial values. Relative to the
control group, assignment to the email-only treatment increased plan
switching to CSR silver plans by 2 percentage points (an 11 percent
increase), and assignment to the mail-plus-email treatment increased
plan switching to CSR silver plans by 3.9 percentage points (a 22 percent
increase). The mail-plus-email treatment significantly increased plan
switching across all subpopulations in which choice errors were made.
Consumers who switched out of a plan chosen in error saved an average
of $84 per month in premiums and $56 per month in reduced out-of-
pocket expenses. Our results indicate that low-cost nudges can help low-
income enrollees obtain more generous coverage at a lower price and
that the combination of email and postal messages is more effective at
increasing plan switching than email alone to rectify choice errors.

E
vidence abounds across different
forms of health insurance coverage,
includingMedicare Part D, employ-
er-sponsored insurance, and the
Affordable Care Act (ACA) Market-

places, that consumers make errors in choosing
the appropriate health plan for their circum-
stances.1–3 The ACA Marketplaces are a particu-
larly fruitful setting in which to study choice
errors because consumers have dozens of plan
options to choose from.4 Marketplaces feature
five broad coverage options, known as metal
tiers, with the following actuarial values (per-
centage ofmedical expenses covered by the plan,
on average): catastrophic (less than 60 percent),
bronze (60 percent), silver (70 percent), gold
(80 percent), and platinum (90 percent).
Peoplewith incomes of 100–250percent of the

federal poverty level are eligible for cost-sharing

reduction (CSR)plans—also known inCalifornia
as enhanced silver plans—which increase the ac-
tuarial value (by reducing deductibles, copay-
ments, and coinsurance and lowering consum-
ers’ out-of-pocket maximums) of the base silver
plan from 70 percent to 73, 87 or 94 percent,
depending on one’s income (200–250 percent
of poverty enrolled in the enhanced silver tier
yields 73 percent actuarial value, 150–200 per-
cent of poverty enrolled in that tier yields 87 per-
cent, and 100–150 percent of poverty enrolled in
that tier yields 94 percent).
Although the ACA requires that insurers make

available this important form of financial assis-
tance for low-income enrollees, the Marketplac-
es do not automatically assign CSR-eligible con-
sumers into enhanced silver tier plans. As a
result, they may select suboptimal plans with
higherpremiumsand lower actuarial values than
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enhanced silver plans. In this study we focused
on two types of choice errors amongCSR-eligible
consumers: silver-94-eligible consumerswhoen-
roll in either gold or platinum plans and silver-
87-eligible consumers who enroll in gold plans.
These decisions constitute choice errors because
instead of obtaining a plan with an actuarial
value of 94, a silver-94-eligible consumer chose
a planwith an actuarial value of 90 (platinum)or
80 (gold) and a monthly premium higher than
that of the silver-94 plan. Similarly, a silver-87-
eligible consumer who chooses a gold plan
would be forgoing a cheaper option with more
generous coverage. Choice of a bronze plan by a
person eligible for an enhanced silver plan is not
necessarily suboptimal because although these
plans have a much lower actuarial value than
silver-87 or silver-94 plans, they also have lower
premiums. If a person eligible for an enhanced
silver plan has little or no health care use, enroll-
ing in a bronzeplan canbe a reasonable financial
decision.
The premium consequences of choice errors

are substantial. In 2019 among silver-87-eligible
enrollees in California’s ACA Marketplace, Cov-
ered California, those in enhanced silver plans
paid an average of $40 less permonth than those
in gold plans, and among silver-94-eligible Cov-
ered California enrollees, those in enhanced sil-
ver plans paid an average of $40 less per month
than those in gold plans and $95 less per month
than those in platinum plans.5

In addition to paying excess premiums, when
CSR-eligible consumers forgo enhanced silver
plans, they miss out on reduced out-of-pocket
expenseswhen using care, as well asmuch great-
er financial protection if an adverse health event
should occur. For example, based on Covered
California’s 2019 benefit design, an enrollee in
a silver-94planpays$5 for adoctor’s visit,where-
as those in a platinum or gold plan pay $15 and
$30, respectively. In 2019 a silver-94 plan had a
$1,000 out-of-pocket maximum compared with
$3,350 for a platinum plan and $7,200 for a gold
plan. And a silver-87 plan had a $2,600 out-of-
pocket maximum compared with a $7,200maxi-
mum in a gold plan.6

Given that CSR plans provide more affordable
health insurance premiums, lower cost sharing,
and better risk protection, it is a puzzle why
consumers would instead choose gold or plati-
num plans. Previous research points to a lack of
awareness, plan complexity, and choice overload
as possible explanations.7,8 To the extent that
these barriers play a role in explaining choice
errors among CSR silver–eligible consumers,
messages that explain the benefits of enhanced
silver plans and simplify the plan choice process
with a recommendation may be able to increase

CSR silver plan take-up.
In this study we used a randomized interven-

tion in California’s ACAMarketplace to examine
whether low-cost nudges in the formofmessages
sent by email, postal mail, or both could induce
plan switching among renewing households
who were eligible for enhanced silver plans but
enrolled in gold or platinum plans in 2018. The
messages were tailored to three specific choice
error subpopulations: silver-87-eligible enroll-
ees in gold plans, silver-94-eligible enrollees in
gold plans, and silver-94-eligible enrollees in
platinum plans. Messages described the average
premium and out-of-pocket savings consumers
could reap if they kept the same issuers and plan
networks but switched to the enhanced silver
tier. This allowed us to test whether such mes-
sages increased plan switching and whether the
mode through which the messages were deliv-
ered differentially affected plan switching.

Study Data And Methods
California’s ACA Marketplace As noted
above, our intervention tookplace inCalifornia’s
state-based ACA Marketplace, Covered Califor-
nia. In addition to being the largest state-based
Marketplace, with more than 1.5 million enroll-
ees, Covered California requires qualified health
plans to offer standardized benefit designs in
which all plans sold on the individual market
in the samemetal tier have the same cost-sharing
and deductible profiles.9 This standardization
makes it easy for consumers to shop for plans
based on price, network, and quality ratings.
And as part of its website’s choice architecture,
Covered California displays plans in order from
lowest to highest estimated total costs (that is,
premium plus out-of-pocket expenses), so a
silver-87 or silver-94 plan would appear before
a gold or platinum plan.
Intervention, Study Population, And Data

Insurers participating in the ACA Marketplaces
are required by law to provide CSR subsidies
to consumers with incomes of 100–250 percent
of poverty, and from 2014 to 2017 the federal
government directly reimbursed insurers for do-
ing so. In October 2017, however, shortly before
the start of the 2018 open enrollment period, the
federal government defunded CSR subsidies. In
response, many states—including California—
directed insurers to make up for the lost re-
imbursements by raising silver plan premiums,
thereby increasing the price of the benchmark
plan for federal premium subsidies.When silver
plan premiums increased, so too did the subsi-
dies. This strategy, known as silver loading,
shielded all subsidized consumers, including
those eligible for CSR silver plans, from premi-
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um increases and had the effect of lowering net
(after-subsidy) premiums for bronze, gold, and
platinum plans.
One consequence of this policy change was a

large increase in gold plan enrollment across the
ACAMarketplaces. Among the thirty-nine states
that use the HealthCare.gov platform, gold en-
rollment increased from 303,989 in 2017 (or
3 percent of total enrollment) to 528,087 in
2018 (or 6 percent of total enrollment). Approx-
imately 73,900 consumers enrolled in gold plans
in 2018 had incomes of 100–200 percent of pov-
erty and thus were eligible for enhanced silver
plans.10,11 Covered California experienced an in-
crease in the share of enrollees in gold plans as
well. Notably, the overall incidence of choice
errors is relatively low, with more than 90 per-
cent of silver-87- and silver-94-eligible enrollees
avoiding choice errors by choosing either en-
hanced silver plans or bronze plans. Among sil-
ver-87-eligible enrollees, the share in gold plans
increased from 1.7 percent in 2017 to 5.1 percent
in 2018, and among silver-94-eligible enrollees,
the share in gold or platinum plans increased
from 1.6 percent in 2017 to 3.6 percent in 2018.
Enrollment in gold plans in California among

silver-87-eligible consumers was further acceler-
ated when two insurers in the Marketplace
priced their gold plans lower than their silver
plans. Because the gold plans offered by these
two insurers were cheaper than their silver plans
for the 2018 coverage year, it would not have
been a choice error for silver-87-eligible consum-
ers to select these plans, as they would not be
payingahighermonthlypremiumfor aplanwith
lower actuarial value.
For the 2019 enrollment year, this unusual

pricing dynamic was addressed as insurers
scaled back the extent to which they increased
premiums through silver loading and the premi-
ums for gold plans became more expensive than
those for silver plans. But many consumers en-
rolled in gold plans in 2018might not have been
aware that by switching to a silver-87 or silver-94
plan in 2019, they would pay less in premiums
and have lower out-of-pocket spending than if
they remained in the gold tier. To test alternative
approaches to encourage plan switching among
2018 enrollees in gold and platinum plans who
were eligible for enhanced silver plans, we de-
signed a three-group block randomized inter-
vention during the open enrollment period for
2019. Our study was not preregistered in a trial
registry, nor was our preanalysis plan posted
publicly.
Before the start of the 2019 coverage year,

in September 2018, we queried the Covered
California database and identified 19,159 house-
holds enrolled in CSR choice error plans. This

data set indicated each household’s 2018 eligi-
bility for CSR silver plans and their 2018 metal
tier selection, as well as demographic informa-
tion for the primary contact in thehousehold.We
then used Stata to randomly assign households
to one of three groups (see the online appendix
for additional details).12 These were a control
group that received no CSR silver–specific mes-
saging, an email-only group, and a mail-plus-
email group. Households in the control group
did not receive any messages in October 2018,
but from November 2018 to January 2019 they
received the standard messages that Covered
California sends to renewing consumers during
open enrollment, which encourage members to
shop and compareplans but donotmake explicit
metal tier recommendations. Households in the
email-only group were assigned to receive a CSR
silver–specific email in early October 2018 and
a reminder email at the end of October. Thereaf-
ter they received the standard messages Covered
California sends to renewing consumers during
open enrollment. And households in the mail-
plus-email group were assigned to receive a CSR
silver–specific letter by US Postal Service mail in
early October and a reminder email at the end of
October. Thereafter they received the standard
messages that Covered California sends to re-
newing consumers during open enrollment. For
each choice error subpopulation, the email and
postal messages described the average premium
and out-of-pocket savings consumers could reap
by switching metal tiers from gold or platinum
to silver while retaining the same issuers and
plan networks (see the appendix for sample ma-
terial).12 Households that previously had indicat-
ed a written language preference of Spanish re-
ceived outreach in Spanish; all others received
outreach in English. For those assigned to the
treatment groups, the average cost of outreach
was $0.30 per household.13

At the end of the open enrollment period in
January2019,weonceagainqueried theCovered

Our intervention
points to a low-cost
approach for states
that could yield
reductions in choice
errors.
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California database to create a data set that indi-
cated eachhousehold’s 2019Marketplace enroll-
ment status, CSRsilver planeligibility, andmetal
tier selection.We then joined this January 2019
data set with the September 2018 data set to
create our primary outcome of interest—an indi-
cator for whether the household enrolled in an
enhanced silver plan for the 2019 coverage year.
In appendix exhibit A2 we report the effect of
the interventionona secondary outcome: calls to
the agency’s service center.12

Because households were randomly assigned
to treatment groups, we could obtain unbiased
estimates of the intent-to-treat effect by compar-
ing the average outcome across treatment
groups. We used linear regression to estimate
the effect of treatment assignment on the en-
hanced silver enrollment rate. To explore hetero-
geneous treatment effects, we also estimated
models that interacted pretreatment covariates
with the two treatment indicators.

Limitations Because our research design was
based on random assignment, we were able to
recover causal effects with minimal assump-
tions.14 But our design was not without limita-
tions. We implemented this intervention in
California’s ACA Marketplace, and it might not
necessarily generalize to other health insurance
settings, such asMedicaid or TRICARE, inwhich
consumers do not have the option of making
choice errors (that is, selectingplanswithhigher
premiums but lower actuarial values than those
of the available alternatives). But because choice
errors have been widely documented and be-
cause our intervention was designed to address
commonly cited reasons for them, including
plan complexity and lack of awareness, we be-
lieve that our results can inform efforts in
other ACAMarketplaces seeking to reduce these
errors.
Second, one-sided noncompliance occurred

becausenot all households had anemail address,
so a portion of households assigned to the treat-
ment groups could not be treated. To address
noncompliance, we estimated the effect of
treatment receipt using two-stage least squares
regression under different operationalizations
of compliance (see appendix exhibits A11 and
A12).12

Another limitation centers on attrition in our
experimental sample. Eight percent of house-
holds did not remain enrolled for the 2019 cov-
erage year, reducing our statistical power to de-
tect differences in enhanced silver take-up rates.
BetweenSeptember2018 andJanuary2019, con-
sumers may have been terminated by their in-
surers for nonpayment, gained employer-spon-
sored coverage, transitioned toMedicaid,moved
out of California, or died. Given the randomiza-

tion, attrition rates are comparable across treat-
ment groups. Nevertheless, we tested for differ-
ential attrition and then addressed attrition by
using partial identification,15 estimating bounds
under the assumption that households whose
2019 enrollment we did not observe would have
exhibited systematically high or lowCSR take-up
(see appendix exhibits A13 and A16).12

An additional form of attrition involves in-
come changes that moved consumers out of
silver-87or silver-94eligibility. BetweenSeptem-
ber 2018 and January 2019, this happened to
18 percent of households.We tested for differen-
tial eligibility changes and then reestimated our
main analyses among households that main-
tained the same eligibility across enrollment
years (see appendix exhibits A14 and A15).12

Finally, the ACA’s individual insurance mar-
kets are marked by high levels of churning as
consumers experience income changes or tran-
sition to other sources of coverage.16 Describing
empirical approaches to address the challenges
created by churningmayoffer practical guidance
to other states that seek to administer random-
ized interventions in settings where not all con-
sumers can be treated and that span across cov-
erage years.

Study Results
Exhibit 1 shows enrollment distribution in Cov-
ered California by metal tier in 2017 and 2018
across the three cost-sharing reduction silver
plan eligibility levels.
Under random assignment, all pretreatment

characteristics were similar on average across
treatment groups. Exhibit 2, which presents de-
mographic information for our study popula-
tion, shows that the treatment and control
groups were balanced across a dozen pretreat-
ment characteristics.
Our main question of interest was whether

households randomly assigned to the treatment
groups switched into enhanced silver plans at
higher rates than the control group. Exhibit 3
shows both the pooled and block-level treatment
effects. Appendix exhibit A1 includes the regres-
sion results.12

At the end of the open enrollment period,
17.7 percent of the control group had switched
to enhanced silver plans (exhibit 3). This base-
line rateof switching is an important reminderof
inertia in health insurance markets, where most
consumers do not change plans during renewal,
even when doing so would lead to substantial
cost savings without any change in insurers or
provider networks.17 Relative to the control
group, assignment to the email-only treatment
group increased the enhanced silver enrollment
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Exhibit 1

Enrollment distribution by metal tier among consumers eligible for cost-sharing reduction (CSR) silver plans in Covered
California, 2017 and 2018

SOURCE Authors’ analysis of 2017 and 2018 Covered California administrative data. NOTES CSR subsidies are available to eligible
consumers with household income below 250 percent of the federal poverty level. The three CSR silver plans are defined in the text.
Catastrophic plans, which make up 0.1% of total enrollment, are excluded for visual clarity.

Exhibit 2

Summary statistics of the study sample of enrollees in Covered California, 2018 and 2019

Covariates
Control
(n = 5,748)

Email only
(n = 6,705)

Mail plus email
(n = 6,706)

Choice error block (number enrolled)
CSR silver-87 eligible in gold 4,110 4,796 4,795
CSR silver-94 eligible in gold 1,019 1,188 1,189
CSR silver-94 eligible in platinum 619 721 722

Age (years) 42 43 43

Female (%) 52 53 52

Non-Hispanic Black (%) 3 3 3
Hispanic (%) 24 24 24

No emaila (%) 20 20 20

Household income as percent of federal poverty level (%) 166 166 166

English speaker (%) 88 88 88
Spanish speaker (%) 9 9 9

Not enrolled in 2019b (%) 8 8 8

Autorenewed into 2018 planc (%) 28 27 27

Gold plan cheaper than silver in 2018d (%) 42 41 40

No. of enrollees per household 1.30 1.31 1.31

SOURCE Authors’ analysis of 2018 and 2019 Covered California administrative data. NOTES The first three rows report enrollment
counts by choice error block. The remaining rows report the mean values of pretreatment covariates for the primary contact in the
household listed on the Covered California application. There were no statistically significant differences across treatment groups; all
p values were well above 0.05, indicating that the groups were balanced. CSR is cost-sharing reduction subsidies. aShare of enrollees
who did not have email addresses in 2018 and 2019. bShare of 2018 enrollees who did not retain coverage in 2019. cShare of enrollees
who had been automatically renewed into their 2018 plan. dShare of enrollees who enrolled with an issuer whose gold plan was cheaper
than its silver plan in 2018.
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rate by 2.0 percentage points (p < 0:01), which
represents an 11 percent increase in plan switch-
ing relative to the control group. In addition,
assignment to the mail-plus-email treatment
group increased the enhanced silver enrollment
rate by 3.9 percentage points (p < 0:01), which
represents a 22 percent increase in plan switch-
ing relative to the control group. On the basis of
our testing for equality of coefficients, we can
reject thenull hypothesis that the email-only and
mail-plus-email treatments are equal (p < 0:01).
The block-level treatment effects (by type

of choice error) were generally similar to the
pooled results, but among silver-94-eligible
households in platinum plans, the email-only
group had no statistical or substantive effect
on enhanced silver enrollment. Among silver-
94-eligible households enrolled in gold plans,
although the point estimate on the email-only
group is a substantively large 2.7 percentage
points, because of the small size of the block,
it is not statistically significant (exhibit 3).
We also estimated the effect of the treatments

across various subpopulations (the full set of
results is in appendix exhibits A3–A10).12 As
shown in exhibit 4, when the sample was strati-
fied by age (that is, above or below the mean age
of 42.5 years) and enrollment pathway (that is,
whether a consumer had been autorenewed into
their 2018 plans or had actively chosen 2018
plans), we found statistically significant differ-
ences in the effects of the interventions.
Among enrollees older than age 42.5, themail-

Exhibit 3

Effects of email and mail treatments on switching from choice error plans to enhanced silver plans in Covered California,
2019

SOURCE Authors’ analysis of 2019 Covered California administrative data. NOTES The figure shows enhanced silver plan take-up rates
in 2019 by treatment group and by choice error block among renewing enrollees who were in a choice error plan in 2018. The three
choice error blocks are explained in the text. All estimates are statistically significant (p < 0:05 or p < 0:01) except for the email-only
groups for silver-94-eligible patients in gold and platinum plans.

Exhibit 4

Effects of email and mail treatments on switching from choice error plans to enhanced
silver plans in Covered California: differences by age and enrollment pathway, 2019

SOURCE Authors’ analysis of 2019 Covered California administrative data. NOTES For the two treat-
ment groups, the figure shows the percentage-point change in enhanced silver plan take-up rates in
2019 among renewing enrollees who were in choice error plans in 2018. Choice error plans are ex-
plained in the text. The mail-plus-email treatment was significantly more effective among enrollees
with ages above average (p < 0:05), whereas the difference in response to the email-only treatment by
enrollees younger and older than the mean age was not statistically significant. Both treatments
were significantly more effective among enrollees who had actively chosen their 2018 plans
(p < 0:10). aDefined as being older than age 42.5. bDefined as being younger than age 42.5. cConsum-
ers who had actively selected choice error plans in 2018. dConsumers who had been autorenewed into
their 2018 plans.
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plus-email treatment increased plan switching
by 5.5 percentage points compared with 1.9 per-
centage points among younger enrollees
(p < 0:05). The difference in response to the
email-only treatment by enrollees younger and
older than the mean age (a 1.6-percentage-point
increase in plan switching versus a 2.2-percent-
age-point increase) was not statistically signifi-
cant (exhibit 4).
In examining treatment effects by enrollment

pathway, we found that both treatments were
significantly more effective among consumers
who had actively chosen their 2018 plans (that
is, active choosers). The email-only treatment
caused a 2.3-percentage-point increase in en-
hanced silver plan enrollment among active
choosers, whereas enhanced silver plan enroll-
ment among those who had been autorenewed
into 2018 plans (that is, autorenewers) in-
creasedby just 0.3percentagepoints after receiv-
ing the email-only treatment (p < 0:1). The mail-
plus-email group caused a 4.4-percentage-point
increase in enhanced silver plan enrollment
among active choosers compared with a 1.6-
percentage-point increase among autorenewers
(p < 0:05).
The premium and out-of-pocket savings for

consumers who took up enhanced silver plans
for the 2019 enrollment year were substantial.
On average, consumers saved $84 per month, or
more than $1,000 annually, on their health in-
surance premiums relative to what they would
have paid if they had remained in a choice error
plan. Consumers who switched from choice er-
rorplans to enhancedsilverplansbenefited from
an estimated average savings of $56 per month,
or more than $670 on an annualized basis, in
reduced out-of-pocket expenses. In contrast, for-
gone savings for consumers who remained in
choice error plans for 2019 averaged $75 per
month, or $900 on an annualized basis, relative
to what they could have paid if they had switched
toenhancedsilverplanswith the same issuer and
network (data not shown).

Discussion
The ACA Marketplaces provide a multitude of
plan options, and although policy makers would
like to see consumers enroll in the best available
plan to maximize take-up of available subsidies,
the complexity of health insurance results in
choice errors. Every year tens of thousands of
CSR-eligible consumers forgo enhanced silver
plans for more expensive and less generous
coverage—a problem that intensified after the
termination of CSR subsidies in October 2017.
During the 2019 open enrollment periodwe test-
ed whether email and postal mail nudges could

increase switching from choice error plans into
CSR silver plans in California’s ACA Market-
place. Our findings indicate that both the
email-only and the mail-plus-email treatments
had statistically significant effects on CSR silver
plan take-up, and, overall, the combination of
mail and email was more effective in increasing
plan switching than email alone. Only the mail-
plus-email treatment had significant effects
across all choice error subpopulations.
Importantly, however, although the interven-

tion induced several hundred consumers to take
up CSR plans, more than 13,000 remained in
choice error plans for the 2019 coverage year.
Requiring low-income consumers to navigate a
complex decision environment to access finan-
cial support for which they are eligible may limit
the overall effectiveness of government pro-
grams. To encourage more complete take-up of
CSR silver plans, ACA Marketplaces could ex-
plore approaches that go beyond low-touch
nudges. For example, Marketplaces could re-
brand metal tiers to more clearly convey the su-
periority of enhanced silver plans vis-à-vis gold
and platinum plans (by calling them “enhanced
gold” and “enhanced platinum” rather than “en-
hanced silver”). Even better, and following a
growing literature on the importance of defaults
in choice environments, Marketplaces may wish
to simplify the enrollment process by eliminat-
ing choice error plans from the shopping expe-
rience altogether.18,19

Our results differ from those of an earlier ran-
domized intervention inColorado’sACAMarket-
place during the 2016 open enrollment period,
inwhich email andpostalmessages hadno effect
on plan switching.20 Notable differences between
the two interventions include the call to action
and each state’s approach to benefit design.
Whereas the Colorado intervention encouraged
consumers to switch to the lowest-cost planwith-
in their metal tier, which likely would have in-
volved changing insurers, we informed consum-
ers enrolled in gold or platinum plans that they
could save money and get a higher-value plan by
switching metal tiers to enhanced silver while
keeping the same insurer and provider network.
Covered California’s standardized benefit de-

signs allow consumers to compare plans based
on the price, network, and quality ratings of the
qualified health plans without the added compli-
cation of having to understand and compare
varying deductibles or copays across plans with-
in the same metal tier. In contrast, as Keith
Ericson and colleagues have noted, because
Colorado does not have standardized benefit de-
signs, consumers in that state’s ACA Market-
place had to assess myriad plan attributes while
shopping, which may have contributed to
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inertia. Colorado consumers who valued their
current provider network and benefit design
may have been unwilling to change plans, even
if it resulted in premium savings.20

Conclusion
Our results showed that email and postal nudges
can increase switching into CSR silver plans,
thereby reducing choice errors and resulting in
sizable premium and out-of-pocket savings for

low-income consumers. As such, they carry im-
plications for otherACAMarketplaces seeking to
assist consumerswithmetal tier selection. Given
that gold enrollment increased not just in
California but nationwide after the termination
of CSR subsidies, other states are likely grap-
pling with how to guide low-income consumers
to the best available plan for which they are eli-
gible. Our intervention points to a low-cost ap-
proach for states that could yield reductions in
choice errors. ▪
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The Role of Behavioral Frictions in 
Health Insurance Marketplace Enrollment 

and Risk: Evidence from a Field Experiment†

By Richard Domurat, Isaac Menashe, and Wesley Yin*

We experimentally varied information mailed to 87,000 households 
in California’s health insurance marketplace to study the role of fric-
tions in insurance  take-up. Reminders about the enrollment deadline 
raised enrollment by 1.3 pp (16 percent) in this typically low  take-up
population. Heterogeneous effects of personalized subsidy infor-
mation indicate misperceptions about program benefi ts. Consistent 
with an adverse selection model with frictional enrollment costs, the 
intervention lowered average spending risk by 5.1 percent, implying 
that marginal respondents were 37 percent less costly than infram-
arginal consumers. We observe the largest positive selection among 
low income consumers, who exhibit the largest frictions in enroll-
ment. Finally, we estimate the implied value of the letter intervention 
to be $25 to $53 per month in subsidy dollars. These results sug-
gest that frictions may partially explain low  take-up for marketplace 
insurance, and that interventions reducing them can improve enroll-
ment and market risk in exchanges. (JEL C93, G22, G52, H75, I13)

At any one time, approximately 10 million people have health coverage through 
an exchange created by the Patient Protection and Affordable Care Act (ACA) (CMS
2019), and approximately 30 million people have obtained ACA exchange coverage

https://doi.org/10.1257/aer.20190823
mailto:richard.domurat@ucla.edu
mailto:richard.domurat@ucla.edu
mailto:isaac.menashe@covered.ca.gov
mailto:wyin@ucla.edu
https://doi.org/10.1257/aer.20190823


1550 THE AMERICAN ECONOMIC REVIEW MAY 2021

at some point since their creation in 2014.1 As a fraction of eligible enrollees, how-
ever,  take-up is surprisingly low. Nearly 60 percent of individuals who are eligible 
for a federal premium subsidy, and 40 percent of lower-income individuals eligible 
for progressive premium and  cost-sharing subsidies, forgo the subsidy and remain 
uninsured (Kaiser Family Foundation 2020).2 That so many  subsidy-eligible people 
fail to  take up marketplace insurance is consistent with an extensive literature doc-
umenting incomplete participation in benefits programs available to economically 
disadvantaged individuals (Currie 2006).

One explanation for low  take-up is that consumers do not sufficiently value mar-
ketplace coverage. In the individual marketplace in Massachusetts, Finkelstein, 
Hendren, and Shepard (2019) find that the  take-up rates and price elasticities imply 
a  willingness-to-pay (WTP) of marginal enrollees for coverage that is far below 
consumers’ marginal health care costs. Finkelstein, Hendren, and Shepard (2019) 
explore a number of potential explanations, ultimately pointing to the availability of 
uncompensated care as a primary factor for why consumers’ marginal health care 
costs exceeds their measured WTP.

Evidence from a growing literature on plan choice suggest another potential 
explanation for the surprisingly low measured WTP: behavioral frictions, such as 
informational search costs and psychological frictions. Consumers’ lack of aware-
ness of plan attributes, choice complexity, choice overload, and inertia can impact 
both shopping behavior among current enrollees (Ericson et al. 2017) and plan 
choice (Abaluck and Gruber 2011, Ketcham et al. 2012, Kling et al. 2012, Handel 
2013, Handel and Kolstad 2015). Such frictions can result in higher equilibrium 
pricing (Ericson 2014) and adverse selection welfare loss (Handel 2013; Polyakova 
2016; Handel, Kolstad, and Spinnewijn 2019).

These studies suggest that behavioral frictions may also impact  take-up deci-
sions.3 Indeed, Wright et  al. (2017) finds a positive and persistent effect of ran-
domized nudges on  take-up in Oregon’s state Medicaid. The potential presence of 
economically significant behavioral frictions in enrollment decisions would imply 
different policy responses to encourage coverage  take-up than if  under-enrollment 
were due only to the presence of uncompensated care or other explanations.

Frictions in marketplace enrollment decisions potentially have large implications 
for market risk, with theoretically ambiguous effects. If marginal respondents to an 
intervention that reduces frictions are sicker, due to severe baseline lack of infor-
mation about coverage benefits, or more difficulty making  take-up decisions due to 

1 Estimates based on data on churn from Covered California, which represents about  one-eighth of US exchange 
enrollment. Covered California currently covers 1.3 million enrollees and has covered over 4 million individuals 
since 2014.

2 For individuals below 250 percent of the federal poverty level (FPL), roughly 70 percent of the market, the 
interquartile range for  net-of-subsidy premiums of a Bronze plan in California in 2020 was $1 to $10 per mem-
ber per month, reflecting an average subsidy of $371 per month. The most affordable “enhanced” Silver plan (in 
which  cost-sharing is substantially subsidized) typically costs these consumers $30 to $128 per month (or less 
than 30 percent of average  insurer-paid claims), reflecting an average subsidy of nearly $455 per month, including 
 cost-sharing benefits.

3 Finkelstein, Hendren, and Shepard (2019) raise behavioral frictions as a possible factor for the low WTP they 
measure, but do not study their importance. Evidence from  means-tested public programs outside of health care 
point to behavioral frictions as a potentially important factor in participation decisions, including: retirement saving 
programs and the earned income tax credit (EITC) (Smeeding, Phillips, and O’Connor 2000; Chetty and Saez 2013; 
Chetty, Friedman, and Saez 2013; Bhargava and Manoli 2015);  employer-matched retirement savings (Madrian and 
Shea 2001);  and antipoverty programs (Bertrand, Mullainathan, and Shafir 2006).
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illness ,4 average market risk may increase, leading to higher equilibrium premiums 
and welfare loss. On the other hand, if marginal respondents are healthier, as would 
be the case if frictions dissuaded healthy consumers from purchasing  insurance, 
average risk may fall, lowering  community-rated premiums, and bolstering mar-
ket stability. The welfare impact of any intervention depends on the correlation 
between underlying frictions and the health risk of marginal enrollees. The sign of 
this correlation is particularly important in ACA markets, where adverse selection 
on the extensive margin may result in more severe welfare loss than selection across 
plans (Chandra, Gruber, and McKnight 2011; Hackmann, Kolstad, and Kowalski 
2015; Jaffe and Shepard 2018; Finkelstein, Hendren, and Shepard 2019), poten-
tially destabilizing markets (Handel, Hendel, and Whinston 2015). Moreover, the 
impact of any enrollment intervention on risk selection into the market can also have 
important secondary effects on adverse selection within the market, due to equilib-
rium distribution of risks across plans (Geruso et al. 2019).

In this study, we conduct a field experiment to test how reducing behavioral fric-
tions impacts enrollment decisions and market risk. We randomly assigned 87,394 
California households to receive one of five letter interventions, designed to lower 
informational and psychological frictions that could hinder  take-up in Covered 
California, the state’s health benefits exchange. We examine how these interventions 
impact enrollment and average market risk due to selection of marginal respondents 
to treatment.

This study makes several contributions, building on recent research on the interac-
tion between behavioral frictions and adverse selection in plan choice (Handel 2013; 
Polyakova 2016; Handel, Kolstad, and Spinnewijn 2019). First, the implications of 
reducing behavioral frictions in these recent studies are based on counterfactual sim-
ulations, where frictions are hypothetically removed in order to assess equilibrium 
consequences of improved choice. In contrast, this study exploits experimental vari-
ation in the reduction of consumer frictions using tools available to  policymakers. 
Second, we combine our randomized intervention with administrative data on health 
risk to test how reductions in frictions impact enrollment and average market risk. 
To our knowledge, this study is the first to combine a  policy-relevant intervention 
targeting behavioral frictions with health risk data to identify potential adverse 
selection implications of frictions in  take-up decisions.5 Finally, we use our ran-
domized assignment to estimate the subsidy  dollar-value equivalent of reductions in 
the behavioral frictions targeted by the letter intervention.

We find that a basic letter reminding consumers of the enrollment deadline raised 
enrollment by 1.3 pp (or 16 percent) in this  low-uptake population. This evidence is 
consistent with inattention having an important role in  take-up. Among  low-income 
consumers, letters making personalized subsidy and plan comparison information 

4 A large literature has documented the impact of chronic diseases on distress and emotional change (Jokela et al. 
2015) and the link between emotions and  decision-making (see Lerner et al. 2015 for a review). Research has also 
identified direct links between chronic conditions (Bayliss et al. 2003) and anxiety and depression (Miu, Heilman, 
and Houser 2008; Paulus and Yu 2012) to impaired  decision-making, cognitive processes, and care management.

5 By focusing on frictions in enrollment decision, as opposed to plan choice, we are able to study friction on the 
extensive margin. The potential for extensive margin adverse selection welfare loss in the ACA markets, which are 
subject to community rating and guaranteed issue, is thought to dominate welfare losses associated with adverse 
selection in plan choice (Chandra, Gruber, and McKnight 2011; Hackmann, Kolstad, and Kowalski 2015; Jaffe and 
Shepard 2018; Finkelstein, Hendren, and Shepard 2019).
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more salient raise enrollment slightly, indicating that some consumers are not fully 
aware of the magnitude of subsidy benefits. As subsidies fall with income, the rela-
tive benefit of providing subsidy information also falls, further indicating that con-
sumers misperceive their subsidies.

We also find that the letter interventions on average induced healthier consumers 
into the market. We employ two measures of health risk, expected expenditures based 
on prior health care encounters, and a second measure based on claims incurred 
during the covered year following the intervention. We find consistent effects across 
the two measures. Conservative results suggest that the letter interventions lowered 
average spending risk by 5.1  percent, implying that marginal respondents to the 
letters were 37 percent less costly to insure than inframarginal enrollees. Part of the 
positive selection is driven by the entry of younger consumers, but most is driven 
by  take-up by lower risk consumers conditional on age and region. Age and region 
are the only factors that plans can use to vary premiums, implying that the positive 
selection resulted in greater risk pooling and potentially reduced adverse selection 
in equilibrium.

Finally, we estimate a simple consumer choice model to quantify the subsidy 
 dollar-value equivalent of the letter interventions. We estimate that the information 
provided by the letters was equivalent to $25 to $53 per month in additional premium 
subsidy. This is remarkable given that the intervention was a mailed letter, costing 
only $0.69. The “low touch” nature of the intervention, along with its large implied 
value, indicates that residual behavioral frictions pose an economically meaningful 
barrier to  take-up, and contribute to explaining why measured WTP for marketplace 
coverage is so low.

These results highlight the importance of behavioral frictions such as enroll-
ment hassle costs and information search costs in determining enrollment and 
average market risk. The effects of the relatively low cost and “low touch” inter-
ventions studied here motivate policies that further target these frictions, including 
expanded or more intensive outreach, simpler enrollment processes, and the use of 
defaults or  auto-enrollment.6 Indeed,  back-of-the-envelope calculations suggest that 
expanding even the low touch intervention from this study to broader populations 
of  marketplace-eligible consumers would lower total market risk by a meaningful 
amount. Similarly, disinvestment in consumer awareness and enrollment campaigns 
(Corlette and Schwab 2018) could reduce take-up, and worsen market health risk 
of the insured.

The rest of the paper proceeds as follows. Section I describes the ACA market-
place from the consumer’s vantage point. Section II describes the field experiment, 
letter interventions, the study sample, and data. In Section III, we outline our empir-
ical strategy for identifying treatment effects on enrollment and average market 
risk. In Section IV, we present estimated treatment effects on enrollment and market 
risk, and estimates the implied  subsidy-value equivalent of our letter interventions. 

6 See Shepard (2019) for recent research in the enrollment and risk effects of easing enrollment through 
 auto-enrollment mechanisms. Additionally, legislation recently enacted in California will require  auto-enrollment 
into Covered California for a large segment of the population studied here (the “County Referred” group) (Senate 
Bill 260,  2019–2020 first Session, chapter 845, Statutes of 2019).



1553DOMURAT ET AL.: BEHAVIORAL FRICTIONSVOL. 111 NO. 5

Section V concludes with a discussion of policy implications and potential general-
izability of our findings to broader populations of  marketplace-eligible consumers.

I. Background on the ACA Marketplaces and Enrollment Frictions

A major provision of the ACA was the establishment of regulated insurance 
marketplaces, or “Exchanges,” for the  non-group and small group markets made 
up of individuals without health insurance coverage through a large employer or 
another public program. Through regulations on plan characteristics and premium 
 rate-setting, the imposition of a requirement to buy coverage (the “mandate”), and 
new  income-based subsidies to make coverage more affordable, the ACA sought to 
improve affordability, competition, and stability in a market previously character-
ized by denials of coverage, complicated products, and low rates of enrollment.

To make premiums more affordable to consumers with higher expected health 
care costs, insurers under the ACA can only vary plan premiums by age (and 
smoking, in some states other than California), but the ratio of premiums for the 
oldest to the youngest consumers cannot exceed 3:1. Insurers also cannot deny 
coverage to any eligible consumer, a policy known as “guaranteed issue.” 7 In 
addition to premium setting regulations, there are also standardizing rules on the 
plan benefit designs, to minimize “ cream-skimming” and to simplify consumer 
 decision-making by minimizing search frictions and choice complexity. For exam-
ple, all plans must conform to one of five metal tiers corresponding to actuarial 
value.8

Numerous complexities remain in the ACA’s active choice environment. To 
help households afford coverage, the law also provides progressive premium and 
 cost-sharing assistance. Generally, individuals in households with an income 
between 100 and 400 percent of the federal poverty level (FPL), and who do not 
have access to other affordable insurance options (such as  employer-sponsored 
care or Medicaid) are eligible for an Advanced Premium Tax Credit (APTC) for 
plans sold on the Exchange. The APTC uses a complex formula, based on projected 
income and the distribution of premiums offered in a market, which means consum-
ers generally need to use an online calculator or complete an insurance application 
to browse plans and compare their  net-of-subsidy prices, a process that requires time 
and effort.9

Surveys conducted by Covered California suggest that frictions may be large. 
Despite California’s  multifaceted approach to outreach and marketing (Lee et al. 
2017), many uninsured Californians do not understand what their subsidy is for 

7 Given the evolution of risk over the life cycle, these types of pricing rules can increase consumer surplus (Handel, Hendel, and Whinston 2015); however, without other mitigating policies they can also lead to adverse 
selection and instability in the market (Geruso and Layton 2017). To limit adverse selection, the law mandated that 
individuals be insured. The Tax Cut and Jobs Act of 2017 zeroed out the mandate penalty starting in 2019.

8 Plans sold in the California  non-group marketplace must adhere to standardized product designs, beyond 
actuarial value, including standardized  cost-sharing and deductible profiles within metal tier. The impacts of infor-
mational interventions reported in this study should therefore be interpreted in the context of heightened standard-
ization, designed to foster plan comparison and competition. 

9 Premium credits are reconciled at the end of the year once annual income has been realized. This means that 
even the complex prices determined during the year may change upon filing taxes (which occurs after all health 
insurance has already been purchased and consumed).
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coverage on the Exchange (Greenberg 2017). And some remain unaware of their 
eligibility for Exchange coverage and premium subsidies, particularly consumers 
transitioning between the state Medicaid program and the exchange (Greenberg 
2017). These issues reflect a host of frictions related to awareness (of plans, benefits, 
eligibility, or own risks), informational search costs, choice complexity, inattention, 
and other psychological frictions. The potential for these  nonmonetary behavioral 
frictions to impede enrollment motivates efforts to raise awareness and to reduce the 
hassle cost of enrollment.

Efforts to increase enrollment may also have implications for market risk. On 
one hand,  policymakers recognize the potential risk pooling benefits of increas-
ing enrollment among healthier consumers for whom the cost, both financial and 
transactional, may exceed their demand for insurance. On the other hand, there is 
concern that easing enrollment among special enrollment populations may raise 
risk and destabilize premiums (Eyles and Handelman 2016; Federal Register 
2017a, b).

II. Study Sample and Interventions

A. Study Sample: The Covered California “Funnel”

The sampling population for the study is the “Funnel” into Covered California 
from December 2015 to January 2016, during the open enrollment period for 2016 
coverage. This population is comprised of consumers that had an active determina-
tion of eligibility for Covered California 2016 coverage, but had not yet selected a 
plan. Consumers in this study entered the Funnel through two pathways.

The first group of consumers in the Funnel were households that applied directly 
to Covered California, were determined eligible to enroll (and, if applicable, eligible 
for subsidies), but never selected a plan. These consumers, who we henceforth refer 
to as “open enrollment applicants” were  self-selected based on interest in market-
place coverage by virtue of their applying to Covered California.10 After initiating 
the enrollment process, a household may not have chosen a plan for a variety of 
reasons, including having since received coverage through another source, decid-
ing the costs exceeded the benefits from coverage, but also due to frictions such as 
difficulty choosing between plan options, confusion about subsidy amounts, or sim-
ply forgetting to do so by the deadline. But based on having applied for coverage, 
open enrollment applicants were aware of Covered California, and likely to have 
previously seen information about enrollment deadlines, plan options, and potential 
availability of subsidy benefits.

The second group of consumers in the Funnel were prior enrollees from the state 
Medicaid program who experienced a change in their eligibility (for example, loss 
of eligibility due to an increase in income). These changes could have been initiated 
by the consumer reporting a change in circumstances (e.g., income) to the County, 
but could also have been initiated by a County performing periodic  redetermination. 

10 These consumers applied either directly at www.CoveredCA.com or by asking for help from Covered 
California Certified Enrollers, including call center employees, licensed insurance agents, and navigators to submit 
applications on a consumer’s behalf.

http://www.CoveredCA.com


1555DOMURAT ET AL.: BEHAVIORAL FRICTIONSVOL. 111 NO. 5

Henceforth, we refer to this population as “county referrals.” Any household that 
entered the Funnel by county referral was sent a formal notice (letter) from their 
county informing them of their changed Medicaid eligibility and new eligibility 
to enroll in a plan through Covered California. Depending on their incomes and 
other eligibility conditions, these consumers may also have been eligible for subsi-
dies through Covered California. Compared to open enrollment applicants, county 
referral households were typically at an earlier stage in their engagement with the 
marketplace, and likely to have had less exposure to information about plan options, 
subsidy benefits, and subsidy determination.

Because information may serve different roles for these two populations, we con-
duct pooled and separate analyses for open enrollment and county referral samples, 
allowing us to better understand the mechanisms that drive the results. The total 
 point-in-time size of the Funnel prior to open enrollment was 153,146 households, of 
which 64 percent were county referrals, and 36 percent open enrollment applicants.

B. Sample Selection for the Randomized Control Trial

The prior section describes the full set of households in the Funnel who were 
deemed eligible for the study at the time of treatment assignment. For budgetary 
reasons, we reduced the total sample to 126,182 randomly selected households from 
the full Funnel to be in the study. These households were then randomized into the 
five study arms using the method described in Section IID. Since the time of the 
treatment randomization, we became aware that some households were not eligi-
ble to enroll in Covered California, or did not have valid addresses, ages, or other 
eligibility attributes, leading us to exclude these and other households to create the 
final study sample. The final sample size after applying these exclusions is 87,394 
households. Although these exclusions were made after the initial randomization, 
their impact on each study arm is the same in expectation. These exclusions and 
their impact on the sample size are discussed in online Appendix  Section A1.1 
and reported in online Appendix Table 1. Balance tests within the final sample are 
reported in Section IID.

Comparisons to the uninsured population in California, and to the Covered 
California enrolled population, are shown in Table 1. Along key dimensions, 
including age, household income, and race, the study sample closely resembles 
the uninsured population in California. This suggests that study results may have 
a reasonable degree of external validity for the remaining uninsured population, at 
least when considering further efforts to expand coverage on the margin. See online 
Appendix Section A1.2 for a more detailed comparison of these populations, and 
Section V for a discussion of how study results may generalize to various broader 
populations of potential  marketplace-eligible consumers.

C. Experimental Letter Interventions

Subjects in the study were randomized into one of five arms: a control arm 
(arm 1) or one of four intervention arms, as preregistered in Yin (2017). Individuals 
in the control arm received no direct communication beyond the generic outreach 
and  state-wide marketing activities used by Covered California for all consumers, 
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representing status quo interaction with Funnel consumers.11 The intervention arms 
received the following letters:12

 • Basic Letter (Arm 2): Reported the open enrollment deadline, general ben-
efits of insurance, and the Covered California website and telephone number 
where they could shop for plans.

 • Subsidy and Penalty (Arm 3): Reported Basic Letter information (Arm 2) 
plus the household’s estimated monthly subsidy and tax penalty, based on 
their reported income and household size.

 • Price Compare (Arm 4): Reported the content of Arms  2 and  3, plus a 
table listing the Silver and Bronze plans offered in their market, with their 
 net-of-subsidy premium.13

 • Price and Quality Compare (Arm 5): Reported the content of Arm 4, but 
the table also included plans’ quality rating under the ACA’s  five-star quality 
rating system (QRS).

Each of the four letter interventions was designed to reduce one or several behav-
ioral frictions that potentially impede  take-up.14

11 Consumers in all arms, including the control arm, could still have received information through general 
advertising, such as Covered California sponsored newspaper, radio, and television advertisements, or outreach 
conducted by third parties.

12 Letters in all treatment arms were double-sided, accordion-style letters. When opened, the large postcard-sized 
mailer would unfurl into a four- postcard-length letter. One side of the letter was uniform across all four letter inter-
ventions, and reminded the study subject in simple bold typeface about how to enroll, and the January 31, 2016 
enrollment deadline. The opposite side of the unfurled letter varied according to assigned treatment, each targeting a 
specific mechanism, below. Households that indicated Spanish as their primary language when applying to Covered 
California received the letters in Spanish. Templates of each letter are included in online Appendix Section A2.

13 For  low-income consumers eligible for the “enhanced” Silver plan with  cost-sharing reductions, the table in 
the letter reported only Silver plans.

14 While the letters were explicitly designed to target frictions in plan choice and enrollment, they could have 
also implicitly affected numerous other frictions, including consumer perceptions about the value of insurance, the 
implied health risks of going without coverage, the private nature of available plans, or norms about enrollment.

Table 1—Demographics of Each Population

 
Study sample

Covered 
California 2015

California 
uninsured 2015

(1) (2) (3)
HH Age (mean) 37.65 43.94 37.28
SD of HH Age 14.64 13.30 13.26
FPL (FPL <  400) 212.25 203.63 216.55
SD of FPL 62.68 63.28 80.03
FPL >  400 (share) 0.14 0.09 0.22

White (share) 0.26 0.34 0.26
Latino (share) 0.43 0.20 0.33
Asian (share) 0.12 0.17 0.11
Black (share) 0.05 0.02 0.05
Observations (Households) 87,394 800,778 1,354,572
Observations (Individuals) 121,828 1,206,920 2,180,528

Notes: Table 1 reports household-level income and demographic characteristics of the RCT 
study sample; enrollees in California’s health insurance marketplace (Covered California) in 
December 2015, when the RCT sample was drawn; and the uninsured population in California 
in 2015 (based on the American Community Survey).
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Inattention and Psychological Cost of Remembering.—Open enrollment appli-
cants had just a few weeks earlier submitted income information and received an 
eligibility determination, and were aware of existence of Covered California and 
its enrollment process. For these consumers, the Basic Letter (Arm  2) provided 
a reminder that targeted inattention, or the psychological cost of remembering to 
enroll (as opposed to providing fundamentally new information).15

Lack of Awareness about Covered California.—Consumers who enter the Covered 
California Funnel through county referrals (primarily from Medicaid disenrollment) 
were likely at an earlier stage of engagement with Covered California for insurance 
coverage. In many cases, they may not have taken any direct action personally, and 
may have been less informed about the products and prices available to them in 
Covered California. For this subpopulation, the Basic Letter targeted both program 
awareness and inattention.16

Lack of Awareness of Subsidy and Penalties.—Conceptually, we view lack of 
awareness of subsidies as rooted in search costs. As mentioned in Section I, subsidy 
eligibility, as well as subsidy and penalty levels, are based on a complex formula 
and not easily determined. To reduce the cost of acquiring this information, the 
 subsidy-reporting letters (Arms  3–5) reported total estimated annual subsidies and 
penalty for all policy members reported on their initial application.17

Lack of Awareness of Plan Attributes.—Previous studies have shown that making 
plan attributes more salient leads consumers to switch to lower cost plans (Abaluck 
and Gruber 2011, Kling et al. 2012) or to higher value plans (Ericson and Starc 
2016). The salience reduces the cost of acquiring plan attributes and making plans 
easier to compare, and suggests that assisting consumers in acquiring this informa-
tion may also improve  take-up. The price and quality compare letter (Arms 4 and 5) 
lower the cost of learning about plan availability, their personalized  net-of-subsidy 
costs, and their quality rating. Moreover, evidence suggests that some consumers 
demand higher value, not just lower cost (Blumberg and Buettgens 2013, Ericson 
and Starc 2016).

D. Randomization

We assigned each household in the study sample to one of the five study arms, 
using stratified randomization. This method ensured that we had balanced the sam-
ple on observable characteristics, and reduced variation across treatment groups 
due to randomness. The observable characteristics we used for stratification were 

15 Simple reminders with no personalized information have been shown to improve adherence in other settings, 
such as paying parking tickets (Heffetz, O’Donoghue, and Schneider 2016). Moreover, peak enrollment typically 
occurs just prior to enrollment deadlines, indicating that procrastination may allow inattention to further impact 
enrollment. See Ericson (2017) for a discussion about the interactions between inattention and procrastination.

16 While the Basic Letter was designed to be a reminder, it also noted general benefits of insurance and typical 
claims costs. It is possible that the Basic Letter also raises awareness about health spending risks, and the cost of 
medical visits, and potentially impacts enrollment through persuasive language.

17 Subsidy and penalty amounts reported in the letter were based on income and family size on the household 
application and used for the determination of eligibility by Covered California.
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income category (< 150,  150–200,  200–250,  250–400, > 400  percent of FPL, or 
missing), race category (Latino or Black versus all other), Spanish language pref-
erence,  email eligible, and whether the household used an enrollment delegate. The 
unit of stratification was the intersection of each of the five characteristics above, 
creating 80 stratification units. Households within each of the 80 strata were then 
randomly assigned to one of the five study arms.

As described in Section IIB, we imposed several exclusion restrictions after the 
randomization. Randomization ensured that the study arms in the final sample are 
balanced in expectation. Table 2 reports how observable characteristics of the final 
study vary by treatment arms. For all characteristics, a joint  F-test of equality across 
arms cannot be rejected at the 0.05 level. The  p-value for age is marginally signifi-
cant (at  α =  0.1 ), but as seen in the last column, we cannot reject that average age 
in the control arm is the same as in all treatment arms combined.18 This is evidence 
that treatment assignment is unlikely to be correlated with unobservable character-
istics that impact enrollment.

E. Data

We used three administrative data sources for this study. First, administrative data 
on applications and enrollment from Covered California permitted us to track plan 
selection, payment, and cancellations throughout 2016. Households were consid-
ered to have  taken up insurance if they paid premiums for a plan selected before the 

18 In practice, the differences are economically small. The largest differences in age is the 0. 23-year difference 
between Arms 1 and 5. Given estimated marginal effects of age on  take-up, this difference implies treatment effects 
that would be 0.00017 pp larger than our unadjusted estimates, if age were balanced (or only 1.3 percent of our 
treatment effect). For risk, treatment effect would be only 3.8 percent larger than our unadjusted estimates. 

Table 2—Summary Statistics, by Arm

Treatment Arm 

 
Control

Reminder 
only

 
Subsidy

Subsidy + price 
Subsidy + 

price + qual
 

Total
p-value 
all arms

p-value 
arm 1

(1) (2) (3) (4) (5) (6) (7) (8)
Letter FPL 212.40 211.98 212.45 211.89 212.52 212.25 0.86 0.74
Actual FPL 207.04 206.71 206.49 206.39 206.98 206.72 0.89 0.51
White 0.259 0.258 0.261 0.260 0.254 0.258 0.62 0.77
Latino 0.426 0.427 0.432 0.425 0.430 0.428 0.62 0.58
Asian 0.122 0.124 0.121 0.125 0.123 0.123 0.79 0.64
Black 0.046 0.047 0.042 0.046 0.046 0.045 0.33 0.52
Spanish language 0.167 0.169 0.167 0.167 0.170 0.168 0.89 0.60
HH size 1.396 1.391 1.396 1.395 1.393 1.394 0.96 0.76
Married 0.488 0.480 0.480 0.480 0.481 0.482 0.52 0.08
HH Age (mean) 37.69 37.90 37.59 37.60 37.46 37.65 0.06 0.65
CDPS risk score 0.412 0.414 0.417 0.412 0.405 0.412 0.85 0.96
HH risk ratio 1.99 2.01 1.99 1.99 1.98 1.99 0.57 0.97
Sample size 17,378 17,431 17,521 17,509 17,555 87,394 

Notes: Table 2 reports income and demographic characteristics reported in the administrative data for the final 
study sample, by treatment arm. Column 7 reports the p-value on the null that the mean across all arms are equal. 
Column 8 reports the p-value on the null that the control group mean is equal to the rest of the sample.
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open enrollment deadline. This administrative data also included the demographic 
and income data reported in Table 2.19

We also used two sources of data on health spending risk: risk scores from Office 
of Statewide Health Planning and Development (OSHPD) Patient Discharge Data 
and Emergency Department Data, derived using the Chronic Illness and Disability 
Payment System (CDPS), and Verisk risk scores reported by IBM Watson Health 
(formerly Truven).20 CDPS risk scores are based on 2015 hospital and emergency 
department encounter data, and provide a measure of prospective health spending 
risk for the 2016 covered year. CDPS risk scores were available for all study partic-
ipants, irrespective of  take-up in study year 2016. IBM Watson Health’s Verisk risk 
scores are based on diagnoses inferred from complete medical and prescription drug 
claims experienced during the 2016 enrollment year, following the intervention. As 
such, they reflect concurrent expected health spending based on claims incurred 
during the study year, and are only available for consumers who  took up coverage 
in 2016.

III. Estimation Strategy

A. Experimental Impacts on  Take-Up

Our main outcome of interest is  take-up of Covered California insurance. We 
exploit the random assignment to treatment arm to identify the causal impact of the 
four  letter-based interventions on average  take-up rate. We estimate

(1)  Takeu p i   =   β 0   +  β 1   Basi c i   +  β 2   SubPe n i   +  β 3   PriceCompar e i  
 +  β 4   PriceQualCompar e i   +  x  i  ′   Γ +  ϵ i   .
Note,   β j    captures the experimental treatment effect of assignment to one of the letter 
intervention arms ,  compared to  take-up in the control group. In some specifications, 
we collapse the three arms that report subsidies to differentiate between the Basic 
Letter from letters that report personalized subsidy information. Where meaningful, 
to estimate the average effect of all letter interventions, we report results when all 
four interventions arms are combined into a single indicator variable.

We report both unadjusted treatment effects, as well as  regression-adjusted esti-
mates using a vector of household-level characteristics,   x i   , including family size, 
number of kids, age, race, language preferences, marital status, the ACA’s  age-based 
 community-rating premium ratio, and household income (as percent of the FPL), as 
well as the full set of interactions with treatment assignment.21

19 The data repository is openicpsr-125801 (Domurat, Menashe, and Yin 2021).
20 For a description of the CDPS, see Kronick et al. (2000). Confidential CDPS and Verisk risk scores were 

obtained from Covered California (Covered California 2017 and 2018).
21 Following Lin (2013), we include the full set of covariate × treatment assignment interactions to address 

potential issues with asymptotic precision of the  regression-adjusted model (Freedman 2008). Given our large sam-
ple and balanced randomization, including the full set of interactions does not meaningfully alter precision or point 
estimates compared to unadjusted models or specifications controlling for only uninteracted covariates.
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We also examine heterogeneity by income, which may be related to 
 willingness-to-pay for insurance, and determines subsidies. Additionally, lower- 
income individuals may face greater choice frictions such as barriers to acquiring 
information, comparing plans, or following through on purchase, due to language 
barriers, lower education, or  stress-related cognitive overload (Mani et  al. 2013; 
Mullainathan and Shafir 2014; Bhargava, Loewenstein, and Sydnor 2017). On the 
other hand,  higher-wage consumers may face larger opportunity costs for time spent 
deciding on coverage than  lower-wage consumers (assuming total time required 
to choose is equivalent).22 To test for heterogeneous treatment effects, we esti-
mate equation (1) including interactions between treatment indicators and baseline 
household income. And to the extent that these information acquisition costs cause 
consumers to form incorrect beliefs about their subsidies in ways related to income 
(particularly given its steep progressivity), then the  subsidy-reporting letters may 
have differential effects on  take-up by income.23

B. Experimental Impacts on Market Risk

To estimate explicitly the impact of the letter interventions on average risk of the 
study sample, we regress consumers’ health risk on treatment assignment, condi-
tional on  take-up, as in

(2)  Risk Scor e i   =   β 0   +  β 1   Basi c i   +  β 2   SubPe n i   +  β 3   PriceCompar e i  
 +  β 4   PriceQualCompar e i   +  x  i  ′   Γ +  ϵ i    .
The coefficients on the treatment arms in equation  (2) capture the impact of the 
interventions on average risk of the study sample, compared to the control group. 
Along with the estimated treatment effect on  take-up, the impact on average risk can 
be used to estimate the average risk across respondents to the treatment.24 Given the 
smaller sample sizes in risk analyses conditional on  take-up, we will report spec-
ifications where we combine the three  subsidy-reporting letter arms into a single 
group,   Subsidy Arms i   .

For the treatment effects in (2) to capture changes in average risk of the study 
sample experienced by plans, we weight the households by the number of months 
they are enrolled. In this way, reported treatment effects reflect differences in risk 
over the plan year, the actuarially relevant time period for premium rating. In prac-
tice, the small and insignificant treatment effect on enrollment duration (reported in 
online Appendix Table 4) results in economically small differences due to weighting.

22 Because the reported subsidy differs by income, it is possible that the differential effects do not reflect differ-
ent levels of misperception, but rather a uniform misperception and differential responses to those reported values.

23 We also estimated equation (1) including interactions with log baseline CDPS risk. Because the impact on 
market risk is more evident in equation (2), we report heterogeneous effects by risk in online Appendix Tables 5 
and 6. 

24 If the interventions also caused some consumers to decrease  take-up, then this average risk would correspond 
to the average of all marginal respondents, including households persuaded and dissuaded by the letters to enroll.
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IV. Results of Letter Interventions on  Take-Up and Risk

A. Average Treatment Effects on  Take-Up

Panels  A and  B of Figure 1 display the main treatment effects by arm, sepa-
rately for the open enrollment and county referral samples. Corresponding unad-
justed regression results are reported in Table 3. For the open enrollment sample, 
the letters led to a 1.7 pp increase in take-up, roughly a 13 percent increase over the 
control group  take-up of 12.7 pp. For the county referral sample, the intervention 
led to a 0.6 pp increase, or an 18 percent increase over a much lower control group 
 take-up rate of 3.6 pp.25 Combined, the 1.3 pp increase in  take-up is equivalent to a 
16 percent over the overall control group mean of 8.1 pp.  Regression-adjusted esti-
mates, controlling for a full set of  covariate-treatment arm interactions described in 
Section IIIA, are largely unchanged, and reported in online Appendix Table 2.

Using either unadjusted or  regression-adjusted models, we find no differences 
in overall  take-up across the letter interventions, a result we revisit in  subgroup 
analyses. For the open enrollment sample, we interpret the Basic Letter as mainly 
addressing inattention to the deadline, given that the information provided in the let-
ter duplicated information consumers had already been exposed to during their ini-
tial active registration. The Basic Letter increased enrollment by roughly 13 percent 
(logit coefficient for Arm 2 in column 8). The impact of letters that report subsidy 
and plan characteristics are slightly larger but not significantly different than for the 
Basic Letter.

Comparing constants, we find that baseline open enrollment  take-up is 3.5 times 
higher than for county referrals. County referrals differed in several key ways, includ-
ing having 10 percent lower income (conditional on  subsidy-eligibility), 19 pp higher 

25 Note that these  take-up rates correspond to the enrollment rate of the open enrollment and county refer-
ral applicants in the study sample control group, which are lower than the overall program  take-up rate in the 
 marketplace-eligible population as whole.
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Figure 1. Take-Up Rates, by Treatment Arm

Notes: This figure displays the take-up rates by treatment arm. Panel A restricts the sample to the open enrollment 
sample. Panel B restricts the sample to the county referral sample. Differences in take-up rates relative to the con-
trol correspond to treatment effect estimates reported in Table 3.
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fraction who are Latino, and 18  pp lower fraction primary English speaking. As 
described in Section IIA, county referrals also differed in their baseline awareness of 
plans, prices, and subsidies available to them through Covered California.26 Because 
lower incomes (higher subsidies) tend to raise  take-up, the lower county referral 
 take-up rate suggests a number of factors, including differences in demand, prior 
market engagement, awareness, and language, may influence enrollment. Wright 
et al. (2017) similarly found lower baseline  take-up rates, and smaller (level) effects 
on (Medicaid) enrollment of a low touch nudge for passive applicants compared to 

26 County referral households likely included a mix of consumers at different stages of engagement with 
Covered California: some may have experienced a change in Medicaid eligibility and been counseled about Covered 
California options by a county eligibility worker; others may have received a formal notice of changed Medicaid 
eligibility for the first time, and may not yet have realized Covered California was an option; others may not have 
been seeking marketplace coverage (e.g., due to having since received  job-based coverage); while others may have 
resembled open enrollment households in that they may have previously applied through CoveredCA.com. 

 Table 3—Average Treatment Effects on Take-Up

Model: OLS Logit

Funnel sample: All Open enrollment County referral All

(1) (2) (3) (4) (5) (6) (7) (8)
Arm2345: all letters 0.013 0.017 0.006 0.153

(0.002) (0.004) (0.002) (0.036)
Arm2: basic letter 0.012 0.019 0.004 0.133

(0.003) (0.005) (0.003) (0.045)
Arm3: subsidy-penalty 0.015 0.020 0.007 0.181

(0.003) (0.005) (0.003) (0.045)
Arm4: price compare 0.010 0.013 0.006 0.139

(0.003) (0.005) (0.003) (0.045)
Arm5: price-quality compare 0.013 0.017 0.007 0.159

(0.003) (0.005) (0.003) (0.045)
County referral − 1.364 − 1.364(0.066) (0.066)
Arm2345 × county referral 0.015

(0.073)
Arm2 × county referral − 0.057(0.091)
Arm3 × county referral 0.022

(0.090)
Arm4 × county referral 0.059

(0.090)
Arm5 × county referral 0.033

(0.090)
Constant 0.081 0.081 0.127 0.127 0.036 0.036 − 1.930 − 1.930(0.002) (0.002) (0.004) (0.004) (0.002) (0.002) (0.032) (0.032)
Controls N N N N N N N N
Observations 87,394 87,394 44,248 44,248 43,146 43,146 87,394 87,394
R2 0.000 0.000 0.000 0.000 0.000 0.000

Notes: Tables 3 reports OLS treatment effects of letter interventions on take-up of 2016 open enrollment coverage, 
with no controls for household characteristics. Columns 1 and 2 are estimated on the full study sample. Columns 3 
and 4 and 5 and 6 restrict the sample to the Open enrollment and County referral samples, respectively. Columns 7 
and 8 report logit specifications on the full sample, including interactions between treatment and an indicator for 
county referral. Standard errors in parentheses.

http://CoveredCA.com
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those who expressed an interest in coverage, differences the authors attribute to lower 
awareness or demand for insurance.

For the County referral sample, we find that providing additional subsidy and 
plan information (Arms   3–5) beyond the Basic Letter (Arm  2) leads to higher 
 take-up (column 6, and in column 8, where the percent impact of a given treatment 
arm on county referrals is obtained by adding the coefficients on its uninteracted 
and county referral-interacted terms). While the differences across the Basic Letter 
and  subsidy-reporting arms are not statistically different, the patterns are consistent 
with a hypothesis that providing more information beyond the uniform reminder, 
about personalized premium subsidies and plan options, further reduces information 
frictions for a population with low baseline awareness.

B. Heterogeneous Treatment Effects by Income

Figure 2 illustrates how  take-up rates vary by income in the open enrollment 
sample. For visual clarity, panel A displays bin scatter plot for the control and 
Basic Letter arms, while panel B compares the same Basic Letter arm to the three 
 subsidy-reporting arms. Panel A shows that the Basic Letter led to a level shift in 
 take-up across all incomes. However, providing personalized information about 
subsidies, which decline by income, reveals heterogeneous effects.  Take-up rates 
for the  subsidy-reporting arm appears to fall more steeply as incomes rise than 
for the Basic Letter arm (likewise, it falls more steeply than the control arm). At 
low incomes,  take-up is slightly higher for the  subsidy-reporting arms than the 
Basic Letter arm. But as incomes rise,  take-up rates for the  subsidy-reporting 
arms fall below  take-up in the Basic Letter arm, despite the fact that consum-
ers in the Basic Letter arm who enroll do eventually observe the same sub-
sidy information provided in  subsidy-reporting letters prior to finalizing their  
enrollment.

Panel A. Control versus basic letter Panel B. Basic letter versus subsidy letter
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Figure 2. Take-Up Rates, by Income

Notes: Figure 2 displays scatter plots of mean take-up rates within income bins, by treatment arm. Basic refers to 
the Basic Letter arm. Subsidy refers to the three subsidy reporting arms. Panel A is restricted to the open enroll-
ment sample. Panel B is restricted to the Country Referral Sample. Regression lines are fitted through the individ-
ual household-level data.
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Table 4 formalizes this by estimating the effect on  take-up of income sep-
arately interacted with the Basic Letter arm and  subsidy-reporting arms. In 
the open enrollment sample, we observe a larger negative coefficient on the 
income ×  subsidy-reporting (Arm345) interaction, indicating that  take-up falls 
more steeply when receiving subsidy information than the Basic Letter.27 Higher 
income consumers who receive personalized (smaller) subsidy information were 
less likely to  re-initiate the enrollment process than otherwise similar consumers 
sent the Basic Letter. Hence, the timing of the information appears to matter: in 
addition to having misperceptions about their subsidies, consumers appear to exhibit 
a fixed time or hassle cost of  re-initiating the enrollment process. These costs, along 
with the financial cost of plans, add to the total cost of uptake, as evident in other 
contexts (Currie 2006).

C. Impact on Health Spending Risk

Panel A of Table 5 reports treatment effects on average prospective CDPS risk 
scores (equation  (2)). Regressions are weighted by the number of months each 

27 The difference in the coefficient estimates on Arm2 × FPL (× 100) and Arm345 × FPL (× 100) is only sig-
nificant at the 0.169 level for the full sample, and 0.158 level for the open enrollment sample. The differences are 
more evident when income is specified  nonparametrically (online Appendix Table 3). The difference in the relative 
 drop-off in  take-up for the lowest to highest income bracket, comparing the  subsidy-reporting the Basic Letter arms, 
is significant at the 0.046 level for the full sample, and 0.096 for the open enrollment sample.

Table 4—Heterogeneous Treatment Effects, by Income

Model: Logit OLS OLS
Sample: All Open enrollment County referral

(1) (2) (3)
Arm2: basic letter 0.105 0.025 − 0.004(0.159) (0.023) (0.011)
Arm345: subsidy arms 0.279 0.049 0.001

(0.132) (0.019) (0.009)
FPL (× 100) − 0.340 − 0.036 − 0.013(0.052) (0.007) (0.003)
Arm2 × FPL (× 100) 0.033 − 0.004 0.005

(0.071) (0.010) (0.005)
Arm345 × FPL (× 100) − 0.045 − 0.015 0.004

(0.059) (0.008) (0.004)
Constant − 1.544 0.178 0.057

(0.232) (0.035) (0.017)
Covariate × treatment interactions Y Y Y
Observations 75,495 32,698 42,797
R2 0.041 0.019

Notes: Table 4 reports heterogeneous treatment effects by income. Models include an inter-
action between treatment assignment and household income, as measured by percent of  
FPL (× 100). All regressions control for a full set of household level characteristics × treat-
ment interactions. Robust standard errors in parentheses. See online Appendix Table 3 for a 
nonparametric income specification of income, to test explicitly for differences in treatment 
effects at difference points in the income distribution.
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household held coverage, to reflect average risk experienced by plans.28 Overall, 
the letter interventions led to a 5.1  percent decrease in average risk (column  1). 
This implies that the average risk of the marginal respondent to the letter interven-
tions was 37 percent lower than the average risk of inframarginal enrollees in the 
study sample.29 This finding is consistent with larger treatment effects of letters on 
 take-up among those with lower baseline CDPS risk, reported in online Appendix 
Tables 5 and 6.

The effect of the letter intervention on risk is driven by the open enrollment 
sample. This can be seen more clearly in Figure 3, which displays the mean log 
risk for the control and treatment arms, for the open enrollment and county referral 
samples. Most of the positive selection is driven by enrollment of healthier risks 
among lower income consumers, evident when comparing across columns  3–5 of 
Table  5. Moreover, the reduction in average risk in the open enrollment sample 
appears throughout the distribution of risk. (The cumulative distribution function 

28 We explicitly test for differences in coverage duration, by treatment arm. We find that enrollees in the letter 
intervention arms are covered for a negligible and statistically insignificant 3.9 fewer days, compared to a control 
mean of 8.4 months. Open enrollment (county referral) enrollees in intervention arms are covered 1.6 (10.2) days 
fewer, compared to a control mean average of 8.4 (8.5) months. Results are reported in online Appendix Table 4.

29 A 5.1 percent decrease in average risk, given a 16 percent enrollment increase, implies that average risk 
among marginal responders is  0.630 =  (((1 −  0.051) × 116 −  100) / 16)  of the average risk of inframarginal 
consumers.

Table 5—Treatment Effect on the Average Risk of Enrolled Consumers

Funnel sample: All Open enrollment County referral

Income sample:  
< 180FPL

180 <  FPL 
<  250

 
> 250FPL

 
< 180FPL

180 <  FPL 
<  250

 
> 250FPL

(1) (2) (3) (4) (5) (6) (7) (8)
Panel A. Dependent variable =  ln(CDPS Risk Score)
Arm2345: all letters − 0.051

(0.017)
Arm2: basic letter − 0.044 − 0.106 − 0.025 − 0.042 0.042 0.004 − 0.171

(0.021) (0.046) (0.040) (0.034) (0.070) (0.075) (0.142)
Arm345: subsidy arms − 0.053 − 0.116 − 0.033 − 0.049 − 0.006 − 0.016 − 0.086

(0.018) (0.040) (0.033) (0.030) (0.053) (0.059) (0.132)
Observations 7,945 7,945 1,810 1,933 2,458 851 655 238
R2 0.002 0.002 0.008 0.001 0.002 0.001 0.000 0.009

Panel B. Dependent variable =  ln(Concurrent Risk Score)
Arm2345: all letters − 0.063

(0.036)
Arm2: reminder − 0.035 − 0.164 − 0.025 − 0.058 0.086 0.068 0.055

(0.045) (0.101) (0.094) (0.078) (0.132) (0.151) (0.209)
Arm345: subsidy arms − 0.072 − 0.248 − 0.158 − 0.013 0.149 0.012 − 0.068

(0.037) (0.084) (0.078) (0.065) (0.107) (0.135) (0.174)
Constant 3.211 3.211 3.325 3.205 3.160 3.128 3.250 3.347

(0.033) (0.033) (0.075) (0.070) (0.058) (0.093) (0.120) (0.153)
Observations 11,472 11,472 2,445 2,565 3,655 1,264 969 548
R2 0.000 0.000 0.004 0.002 0.000 0.002 0.000 0.001

Notes: Table 5 reports treatment effects on average risk of enrolled individuals. The dependent variable in panel A 
is the log of the CDPS prospective risk score, based on 2015 diagnoses from hospital and emergency room encoun-
ters. The dependent variable in panel B is the log of the concurrent risk score, based on realized 2016 claims data. 
Regressions do not control for age factors or region. Robust standard errors in parentheses.
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for treatment and control arms are plotted in Figure 4.) This suggests that the risk 
effects are less likely to be driven by, say, only younger consumers responding to 
treatment (which would appear as a shift primarily in the lower segment of the risk 
distribution), and more likely by healthier consumers throughout the distribution, 
conditional on demographic characteristics. We test this explicitly by controlling 
for the age rating and indicators for rating region, the two factors along which plans 
are permitted to vary premiums. Controlling for age factors and regions mutes the 
unconditional treatment effect by about 15  percent, implying that 85  percent of 
treatment effect on average risk cannot be priced in. (Risk regressions controlling 
for age and region are reported in online Appendix Table 7.)

CDPS risk scores are a measure of prospective risk, and are based on complete 
 in-patient hospital and emergency department claims observed in any health facility in 
the state of California from the previous calendar year, irrespective of insurance sta-
tus. The measure does not capture  out-patient encounters. The absence of  out-patient 
encounters may exacerbate a common concern of many risk scores, that they may not 
adequately account for differences in coverage status when predicting insured spend-
ing risk. On the one hand, marginal respondents to treatment (who were uninsured in 
2015 and only appear healthy) may have pent up demand for care, leading to over-
stating the positive selection effects on realized spending. On the other hand, these 
same marginal respondents may consume less hospital and emergency department 
care once enrolled in a plan that manages care, potentially leading to understating 
positive selection effects on realized spending. Given random treatment assignment, 
these issues will not bias our estimated treatment effects on average CDPS risk, but 
they may influence the interpretation of our estimated treatment effects.

To address this potential issue with the CDPS score, we estimate equation (2) using 
a second measure of risk based on complete realized claims of consumers enrolled in 
Covered California during the study year. Results are reported in panel B of Table 5.30 

30 Concurrent risk scores were reported to us by IBM Watson at the individual level, not household level as with 
the  individual-weighted CDPS scores. Regressions using the concurrent scores were thus run at the individual level.
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Figure 3. Log CDPS Risk Score, by Treatment Arm

Notes: Figure 3 depicts average log CDPS risk scores, by treatment arm. Panel A restricts the sample to the open 
enrollment sample. Panel B restricts the sample to the county referral sample.
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We find remarkably consistent effects across the two measures of risk. Overall, the 
letters led to a 6.3 percent decrease in average risk, implying that the average risk of 
marginal respondents to the interventions was 46 percent lower than average risk of 
inframarginal enrollees.31 As with the CDPS risk score, the improved concurrent risk 
is primarily driven by healthier risk selection in the open enrollment sample.

31 A 6.3 percent decrease in average risk, given a 16 percent enrollment increase, implies that average risk 
among marginal responders is  0.543 =  (((1 −  0.063) ×  116 −  100) / 16)  of the average risk of inframarginal 
consumers.
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Notes: Figure 4 depicts the cumulative distribution function of log CDPS risk scores among enrolled consumers, 
by control and treatment assignment. Panel A is restricted to the open enrollment sample. Panel B is restricted to 
households with income <  180 percent of FPL within the open enrollment sample.
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The concurrent risk scores also show larger positive risk effects of the subsidy 
reporting letters as compared to the Basic Letter, as was observed with the CDPS 
risk score. This suggests that marginal respondents to Basic Letter were healthier 
than enrollees in the control group; and that providing additional information on 
generous subsidies induced even healthier consumers into the market, consistent 
with an adverse selection model with behavioral frictions in enrollment.

For the county referral sample, the letter interventions led to statistically insig-
nificant effects on average risk, using either measure of risk. Evidently, the letter 
interventions induced healthy and sick risks, equally, to  take-up. This pattern is con-
sistent with frictions being higher for the sicker consumers in the county referral 
sample. Reduced  take-up among this group would offset any adverse selection at 
baseline. It could also be that county referral applicants all face similar frictions, but 
the baseline population exhibits some positive preference selection (e.g., risk aver-
sion is correlated with healthiness), which would also offset any adverse selection. 
Either way, the baseline correlation between risk and frictions is muted, such that 
lowering frictions causes both healthy and unhealthy people to  take-up.

D. The Value of the Intervention in the Presence of Behavioral Frictions

In this final subsection we turn to discussing the effects of the intervention in 
subsidy  dollar-equivalent units. This measurement is significant for two reasons. 
First, as the ACA is a public program aimed at increasing overall coverage through 
premium subsidies, this number demonstrates the relative economic efficiency of 
the intervention for increasing  take-up, i.e., what subsidy would be needed to gen-
erate the same  take-up effect as these  low-cost letters. Second, this metric can be 
benchmarked to measurements of  willingness-to-pay (WTP) for insurance, and as 
we will discuss, suggest that those measurements could be impacted by the presence 
of behavioral frictions targeted in this study.32

To measure the value of the letters in dollars, we use two approaches: (i) a choice 
model approach estimated with data from this study, and (ii) a calibration approach 
based on external price elasticity estimates. First, consider the choice model 
approach using estimates from this study alone. To get the  subsidy-equivalent value 
of the letters, we estimate the following  reduced-form binary choice (logit) model 
at the household level:33

(3)    u i   =  γ × Got  Letter i   + α ×  MonthlyAPTC i   +  x  i  ′   β +  ε i    ,
where household  i  enrolls in a plan if   u i   >  0 . The variable  γ  represents the 
impact of getting any intervention letter,  α  represents the impact of the monthly 
 per-member subsidy level, and   x i    is a set of control variables including region, 
income,  age-based risk. Notice that  γ/α  roughly represents the value of getting the 

32 Throughout this section, we pool the effects of all letters for both samples. As such, it is roughly the popula-
tion average of the effects of each arm, all of which contain at a minimum the effect of reporting the information in 
the Basic Letter. However, as noted in Section IVA, the effects for each arm are generally similar.

33 We motivate this model and provide more discussion in online Appendix Section A5. The simplified version 
of the model presented here takes a  reduced-form representation.
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letter in  subsidy-equivalent units, and hence is our object of interest.34 For refer-
ence, estimates from equation (3) are reported in online Appendix Table 8. We esti-
mate the impact of the letters ( γ/α ) to be equal to a $53.39 [ 95 percent CI: $30.52, 
$76.26] increase in the monthly  per-person subsidy.

It is important to note that this estimate relies on unbiased estimates of  γ  and  α . 
While  γ  is  well identified from experimental variation, identification of  α  is more 
complicated since it is determined by the subsidy (i.e., age and income), which may 
be correlated with the preference for insurance. Despite controlling for these factors 
and their interaction,35 if the residual subsidy variation (due to variation in house-
hold size) is correlated with the unobserved preference for insurance, then our esti-
mates of  α  will be biased. The implied  semi-elasticities from our estimates of  α  are 
consistent with other correlative estimates in the literature such as Tebaldi (2017), 
as well  market-wide elasticity estimates identified off of exogenous discontinuities 
found in Ericson and Starc (2015), but smaller than recent estimates that exploit 
exogenous variation in subsidies, as reported in Shepard (2019); Jaffe and Shepard 
(2018); and Finkelstein, Hendren, and Shepard (2019).36

To address any potential downward bias in  α  (and upward bias in  γ/α ), we 
employ a second approach and convert the  take-up effects reported from our letters 
into  dollar-equivalent units using an externally estimated  semi-elasticity reported in 
Finkelstein, Hendren, and Shepard (2019)—henceforth, FHS. For this approach, we 
divide our estimated treatment effects (in percent) by the  semi-elasticity from FHS. 
While that study examines a different state, the discontinuities in marketplace subsi-
dies studied in FHS provide a rigorous source of variation that does not exist in ACA 
markets. At the bottom of online Appendix Table 8 we report the  dollar-equivalent 
effect of the letters using this second approach. This method implies that the letters 
are equivalent to $24.85 in monthly subsidies, roughly one-half of the magnitude 
from the first estimation method. Combining the above, we estimate the effect of 
the intervention on enrollment to be equivalent to getting between $25 and $53 in 
additional monthly subsidies.

These estimates also have important implications on measuring the WTP 
for insurance. Quantifying the WTP for health insurance has important pol-
icy implications on subsidy design and optimal coverage. We show in online 
Appendix Section A5 that in the presence of frictions, techniques often used to 
measure WTP for goods could lead to biased estimates in either direction.37 Based 

34 Notice this interpretation of  α  is based on perceptions of prices. Hence, the interpretation of  γ/α  is spe-
cifically the subsidy equivalent value for the sample in this study at current price perceptions. To the extent that 
consumers are not fully aware of subsidies, it can affect the measurement of  α , and hence the interpretation of  γ/α . 
We do not attempt to estimate the treatment effect on  α , but provide additional discussion on this topic in online 
Appendix Section A5. 

35 The remaining variation in subsidy level is largely driven by  nonlinearities in how family size impacts the 
federal poverty line, similar to the strategy used by Tebaldi (2017).

36 Ericson and Starc (2015) use discontinuities in  age-based pricing in the Massachusetts exchange, and report 
a  semi-elasticity of − 0.35 for a $100 premium increase for the full sample, similar to our implied  semi-elasticity 
of − 0.4. Finkelstein, Hendren, and Shepard (2019) exploit discontinuities in the subsidy design in Massachusetts, 
and estimate a larger  semi-elasticity of − 0.25 for a $40 premium increase. Robustness in our implied  subsidy-dollar 
equivalents, and their similarity to those estimated for Massachusetts, suggest that our model is not greatly impacted 
by this bias. Nevertheless, lacking exogenous variation in price, we rely on estimates from Finkelstein, Hendren, 
and Shepard (2019) to bound our estimates.

37 As a simple example, if some consumers are completely unaware (or forget about) plans offered on the 
Exchange, then even at low prices they will not enroll and will be presumed to have low valuations for insurance. 
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on revealed  preferences, where the way purchase decisions vary with prices are 
used to infer some valuation distribution, these techniques assume consumers are 
fully aware of the availability of the products and prices, and do not face frictions 
in enrollment. The impact of our intervention letters, equal to $25 to $53 per 
month in subsidies, indicates the presence of economically meaningful frictions. 
Moreover, the RCT achieved equivalent enrollment gains by reducing these fric-
tions with a passive $0.69 intervention.

Their presence also offers additional interpretation to recent estimates of WTP 
for Exchange coverage. For example, the aforementioned FHS study reports the 
distribution of WTP for coverage in the Massachusetts health benefits exchange. 
Their approach, similar to that described above, identifies how enrollment varies 
with exogenous changes in premiums. They find a median overall WTP for insur-
ance among marketplace eligible consumers of around $100, compared to an aver-
age monthly cost of coverage of $420. Whether using the calibrated estimate of $25 
per month, or internally estimated $53 per month, the dollar values associated with 
reduced frictions generated by a passive letter intervention represents a significant 
portion of the gap between measured WTP and costs. This indicates that behavioral 
frictions may play an important role in low estimates of the WTP for insurance.

V. Discussion

This study documents the existence of economically significant behavioral fric-
tions in health care enrollment. We find evidence that both inattention and informa-
tion search costs reduce  take-up rates in ACA markets, and that relatively inexpensive 
“low touch” informational interventions can improve  take-up. Moreover, the mar-
ginal enrollee induced to enroll by the intervention is lower risk than inframarginal 
enrollees, contributing to 5.1 to 6.3  percent lower average risk. Overall, the let-
ters raised enrollment by 1.3 pp, or 16 percent, which is equivalent to offering this 
sample an additional $25 to $53 per month in subsidies. These results don’t imply 
that  low-cost information interventions are a substitute for premiums subsidies. By 
lowering the available plan cost, subsidies provide a direct financial benefit that 
reminder letters cannot. These findings suggest that the full value of those subsidies 
is realized only when behavioral frictions are also addressed.

The interventions from this study could conceivably be  scaled up to a broader 
population of uninsured  marketplace-eligible consumers, with implications for 
 market-wide enrollment, average risk, and public subsidy spending. Extrapolating 
RCT treatment effects to other lower income populations is speculative, however 
using a conservative  back-of-the-envelope calculation, we find modest but econom-
ically meaningful impacts. While there are a number of potential populations that 
could be targeted (the largest being the state’s  marketplace-eligible uninsured pop-
ulation), we consider only consumers who enter the Funnel throughout the year, but 
who haven’t enrolled after 10 days.38 The similarity of consumers in the “ 10-day” 

As we illustrate in online Appendix Section A5, the effects of imperfect information on prices is ambiguous and 
could bias up or bias down measurements of WTP, depending on how actual price variation compares to perceived 
price variation.

38 The  full-year Funnel population includes people who initiated marketplace eligibility determination, or were 
referred to Covered California, but who don’t immediately enroll. They enter the Funnel during the open enrollment 
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Funnel and our RCT sample along key characteristics (including demographics, 
income, fraction Country Referrals, and eventual insurance  take-up rates) makes 
generalizing the treatment effects to this population more reliable. Given the restric-
tive size of this population, we view projections to this group as producing conser-
vative lower bounds on  market-wide impacts.

About 4 percent of Covered California’s annual covered  member-months origi-
nate from that year’s “ 10-day” Funnel. In steady state, and factoring in the likely 
share of renewals each year that had originally enrolled after being in the Funnel, we 
estimate that about 15 percent of annual covered  member-months originated from 
the “ 10-day” Funnel. Applying the RCT treatment effects on  take-up and average 
risk, we project that an expanded intervention would lead to a 0.6 percent increase 
in total enrollment, and a 0.2 to 0.3 percent reduction in  market-wide risk in the 
first year; and in steady state, the intervention would lead to a 2.4 percent increase 
in total enrollment, and a 0.7 to 1.1 percent reduction in  market-wide risk, with the 
upper end of each range reflecting an optimized passive mailing using letters that 
generated the largest impacts on risk (see online Appendix Section A6 for a detailed 
description of these projections). Findings from Section IVC suggest that the vast 
majority of the average risk reduction would not arise from just positive selection in 
age or membership in less costly regions, but on healthier risks conditional on those 
factors. If translated to lower premiums, the modest reduction in  market-wide risk 
would lead to meaningful decreases in subsidy and consumer spending,39 as well as 
additional coverage increases beyond the direct effect of the intervention.40 These 
effects likely represent lower bounds, as the number of people passing through the 
 year-long  10-day Funnel is less than one-half of the size of the  point-in-time num-
ber of  market-place eligible uninsured. Expanding the intervention, or  carrying-out 
more intensive interventions that reduce frictions, may generate larger enrollment 
increases and reductions in risk. Indeed, ongoing research by Shepard (2020) finds 
large positive selection effects of  auto-enrollment in Massachusetts.

Note that our estimates imply that the letters have the same effect on enrollment 
as increasing the monthly subsidy by $25 to $53. As described in Section  IVD, 
measuring the enrollment impact this way provides a useful metric to characterize 
the behavioral frictions targeted by the letters. However, an increase in subsidies by 
$25–$53 may not have the same impact as the letter intervention on average risk. 
The relative effect depends on how marginal respondents to a letter compares to 
marginal respondents to an increase in the subsidy. The effect of any enrollment 
initiative on market risk will depend on the correlation between risk and the finan-
cial or behavioral barrier being targeted. If the marginal consumer still facing the 

period, or at any time during the year after having gained eligibility due to a  qualifying-event (e.g., divorce, change 
in immigration status, loss of previous coverage, etc.). As in the RCT Funnel sample, entry into the  year-long 
Funnel could have been initiated actively by shoppers, or passively when referred by the counties. The “ 10-day” 
Funnel is comprised of people in the  year-long Funnel who haven’t enrolled in a plan after 10 days.

39 By comparison, the full effect of the subsidies, mandate, and rollout of Massachusetts’ individual exchange 
was a decrease in average costs by 12 percent (Hackmann, Kolstad, and Kowalski 2015); and microsimulations 
of the repeal of the ACA mandate estimated a steady-state increase in silver plan gross premiums by as much as 
6.5 percent (Eibner and Nowak 2018), and an overall gross premium increase of 10 percent (CBO 2017). 

40 Enrollment will increase as a direct effect of the letter, and also in response to lower premiums, particularly 
for unsubsidized consumers. General equilibrium effects of reduced costs on premiums, associated increases in ( price-linked) subsidies, and enrollment are beyond the scope of this study.
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targeted frictions is healthier, then interventions targeting those frictions would raise 
enrollment and lower risk. On the other hand, if severe frictions also caused sicker 
consumers to remain uninsured, then this correlation between health and the fric-
tion targeted by an intervention could be muted, or even negative, in which case the 
intervention could increase risk.41

Insurance marketplaces under the Affordable Care Act like Covered California 
are part of recent movements in publicly financed insurance (such as Medicare 
Advantage and Part D) in which choice is devolved to individuals, fostering compe-
tition among private insurers and providers. The evidence documented in this study 
provides an important reminder that these  consumer-focused models depend on how 
well individuals make coverage decisions. The experience from California further 
suggests that targeted policies designed to improve consumer  decision-making in 
health care can alter the  well-being of consumers seeking health insurance coverage, 
and the stability of the market in which they seek it.
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A1. Sample Exclusions and Comparison of Study Sample to Uninsured and Covered California Enrolled 
Populations 

This section summarizes sample exclusions and presents descriptive statistics on the final study sample, 

and as a comparison, the 2015 Covered California-enrolled and uninsured populations in California.1   

A1.1 Sample Exclusions: 

As noted in Section 3, the total size of the Funnel prior to open enrollment was 153,146 households of 

which 64 percent were County Referrals, and 36 percent Open Enrollment Applicants.  For budgetary 

reasons, we reduced the total sample to 126,182 randomly selected households from the full Funnel to 

be in the study.2 These households were then randomized into the 5 study arms using the method 

described in Section 3.4. Since the time of the treatment randomization, we became aware that some 

households were not eligible to enroll in Covered California, or did not have valid addresses. We 

excluded these households to create the final study sample. Because treatment assignment was 

random, these ex post exclusions have an identical effect on all study arms in expectation. We report 

balance tests within this final sample in Section 3.4. 

First, we excluded households for whom administrative data reported invalid ages for any member, as 

invalid ages would have led to incorrect or missing premiums reported in subsidy-reporting letters.3 

Next, we excluded households who had incomes below 100 percent of FPL. These households were 

generally ineligible for subsidies in ACA exchanges, and hence were unlikely to enroll in an exchange 

                                                            
1 Data on the uninsured come from the IPUMS (Ruggles, et al, 2017) version of the American Community Survey 
(ACS). We restrict the full ACS to those that are flagged uninsured at the time of interview, not institutionalized, 
and have incomes above 100 percent FPL. 
2 The 126,182 households were randomly selected in two phases. To guarantee sufficient time to compute 
subsidies and print personalized letters for a sufficient sample by the deadline, we randomly selected 100,000 
households from the Funnel sample as of one month before the enrollment deadline. From the households who 
entered the Funnel over the following two weeks, we randomly sampled (26,182) additional households until we 
exhausted our budget. Note, because later entrants to the Funnel had higher baseline enrollment, take-up rates 
for the “Initial Budgetary Exclusion” group are slightly higher than that of the initial Funnel sample (“All”), reported 
in Appendix Table 1. 
3 Enrollee ages are based on year of birth. Specifically, we excluded 0.5% of households with any member that was 
100 years or older, or in very rare instances had a negative reported age. 



plan. We also dropped households that the postal service reported as having moved before the 

experiment, and for whom we did not have a current mailing address. Finally, we excluded County 

Referral households who were deemed ineligible for subsidies.4  

The final sample size after applying these exclusions is 87,394 households. These exclusions and their 

impact on the sample size are reported in Appendix Table 1. Although these exclusions were made after 

the initial randomization, their impact on each study arm is the same in expectation.5 

A1.2 Comparison of Study Sample to Other Populations 

Table 1 displays demographic summaries for the RCT study population, the Covered California 

population, and the population of uninsured individuals in California. The average age in the RCT study 

sample is 37.7 years old, younger than the Covered California population (43.9) but similar to the 

uninsured (37.3). Appendix Figure 1 displays the full age distributions, and suggests that the age profile 

of the study sample is more similar to the uninsured than to the Covered California population. 

The average income in the study sample is 212 percent of FPL.6 This is slightly higher than incomes of 

Covered California (204 percent) enrollees and lower than the uninsured (217 percent). The distribution 

of race in the study sample also resembles that of the uninsured population. Overall, these statistics 

suggest that the Funnel population resembles the uninsured, but given their expressed interest in the 

marketplace, may be slightly more likely to take up insurance than the overall uninsured population in 

subsequent years. Below, in Appendix Section A6, we provide a more detailed comparison of the RCT 

sample to other populations for the purpose of assessing generalizability of the RCT results. 

 
 
 
 
 

                                                            
4 After implementing the original intervention, it was determined in consultation with state program 
administrators that many of these consumers were simultaneously being evaluated for other Medicaid coverage 
options that existed prior to the ACA. For those who qualified–which would have resulted in the consumers being 
found ineligible for marketplace subsidies–these programs were more financially beneficial than purchasing 
unsubsidized plans through Covered California. 
5 We also replicate all analyses using the full post-randomization pre-exclusion sample of 126,182. As expected, we 
find that control group take-up is slightly lower in this sample than in the final study sample, given the inclusion of 
households who are unlikely to take-up; but estimated treatment effects and patterns of heterogeneity are nearly 
identical to those observed for the final study sample. Results are available upon request. 
6 FPL information is missing for some households with incomes above 400 percent of FPL, so we restrict estimates 
of average incomes, here, to households with reported income less than 400 percent of FPL. Households with 
incomes above 400 percent of FPL are ineligible for subsidies, and did not need to provide their income on the 
application, resulting in missing incomes for some of these households. 
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A3. Heterogeneous Treatment Effects by Health Spending Risk 

To estimate the differential take-up by health risk, we estimate equation (1) including interactions 

between treatment assignment and log health spending risk. Results are reported in Appendix Table 5. 

All specifications control for region and interactions between treatment arms and the consumer age 

rating factor used for age-based premium pricing. Thus, any heterogeneous take-up risk will represent 

selection on spending risk that plans are unable to price in.  



Four patterns are evident. First, the treatment effects are markedly stronger for healthier consumers. 

Second, the differential treatment effect among healthier consumers is concentrated in the Open 

Enrollment sample, who are generally aware of the existence of health plan and premium subsidies on 

the Exchange. Consistent with a simple adverse selection model with behavioral frictions, sicker Open 

Enrollment applicants with higher demand for coverage may have already incurred the frictional costs 

associated with shopping and enrolling; and by lowering these frictions, the letters may have 

disproportionately induced marginally healthier consumers into the market. By contrast, if the County 

Referral applicants were typically less aware of marketplace options and had a lower overall baseline 

take-up rate, the intervention may have induced both healthy and sick consumers into the market.  

Third, the positive health selection effects of the letter intervention are concentrated among lower 

income Open Enrollment consumers. This suggests that lower income individuals may face greater 

hassle cost and frictions associated with remembering to enroll, choosing a plan, and enrolling by the 

deadline. If so, letters that reduce these frictions would magnify the overall enrollment effects among 

healthier consumers.  

Finally, we examine whether the differential treatment effect by health risk is explained by 

heterogeneous treatment effects along observable dimensions that plans are permitted to price in—

namely, age factors and region. If, for example, the treatment selection effects are embodied in 

differential treatment effects by age, then much of the healthier risk response would be reflected in the 

lower premiums received by plans for younger enrollees. To examine this, we repeat the regression 

specifications of Appendix Table 5, but do not include the interactions between treatment arm and the 

consumer age rating factors used for age-based premium pricing. Results are reported in Appendix Table 

6. Dropping the age rating factor controls leaves the estimated coefficients on the interaction terms 

between treatment and baseline risk largely unchanged, implying that the vast majority of the positive 

risk selection induced by the interventions is not explained by differential take-up by age, but rather by 

unpriced health risk conditional on age.  



A4. The Distribution of Health Spending Risk 

 



A5: A Simple Model of Frictions and Imperfect Information in Insurance Demand  

In this section, we discuss a simple model that supplements the intuition outlined in Section 5.4 of the 

main paper.  The goal of the model here is to introduce a framework to think about the value of the 

letters and how different frictions can bias measurements of WTP.  We do not attempt to estimate this 

model, but rather use it to motivate the estimated model in Section 5.4.  The model is an augmented 

discrete choice model to consider the effect of enrollment frictions (namely remembrance costs), as well 

as incomplete information. To handle incomplete information and learning, we adopt a framework 

similar to that of Bayesian learning models—e.g. as in Chernew, Gowriskankaran, and Scanlon (2008).    

Consider household 𝑖𝑖 with the option of enrolling in a representative insurance plan.7 If the household 

enrolls, they must face some enrollment costs. As an illustration, we focus only on the mental costs 

associated with remembering to enroll as examined in this paper (call this 𝑐𝑐𝑖𝑖𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅), but it could just 

as well be other frictions more directly tied to the enrollment process itself (e.g. collecting and entering 

information for the application, assessing plan options, etc.); and moreover, assume that the household 

is perfectly informed about all plan characteristics and prices, but not the subsidy level for which they 

are eligible.8 We denote the value of the plan (relative to being uninsured and the value of 

uncompensated care, etc.) as 𝛿𝛿𝑖𝑖.9 The disutility of premiums is 𝑈𝑈𝑖𝑖
𝑝𝑝𝑅𝑅𝑅𝑅𝑅𝑅𝑖𝑖𝑝𝑝𝑅𝑅.10 The Information set for the 

household is denoted by 𝐼𝐼𝑖𝑖  and the perceived monthly subsidy (ATPC) given that information is 𝐸𝐸(𝜏𝜏𝑖𝑖|𝐼𝐼𝑖𝑖). 

We use this notation to highlight that perceived subsidies can change with new information, such as that 

included in our letter interventions. Combining the above, the expected indirect utility 𝑢𝑢𝑖𝑖 of enrolling in 

the plan relative to remaining uninsured is: 

(A)                 𝑢𝑢𝑖𝑖 = 𝛿𝛿𝑖𝑖 − 𝑈𝑈𝑖𝑖
𝑝𝑝𝑅𝑅𝑅𝑅𝑅𝑅𝑖𝑖𝑝𝑝𝑅𝑅 − 𝑐𝑐𝑖𝑖𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅 + 𝛼𝛼𝑖𝑖𝐸𝐸(𝜏𝜏𝑖𝑖|𝐼𝐼𝑖𝑖) + 𝜀𝜀𝑖𝑖 

                                                            
7 For the purpose of this exposition, having one plan is sufficient to demonstrate key mechanisms. In reality, each 
household is given a menu of plans from which to choose. This model could be augmented to include more plans, 
but it would complicate notation with little added value to communicating the main mechanisms of interest. This 
paper focuses on take-up effects, so our primary margin of interest is whether or not to enroll in any plan. 
8 One could add learning about plan characteristics (e.g. as targeted by our treatment arms 4 and 5), using the 
same approach as we use for subsidies.  
9 As noted in the above footnote, we could have considered take-up of any of a set of plans offered—more realistic 
to our setting. In this case, 𝛿𝛿𝑖𝑖 more accurately can be thought of as expected value of the “most preferred” of all 
plans—analogous to the “inclusive value” derived from a plan choice framework (𝐸𝐸[max{𝑢𝑢𝑖𝑖𝑖𝑖}], where 𝑢𝑢𝑖𝑖𝑖𝑖 is the 
utility of each individual plan). This is how we think about this value when going to the reduced-form version of 
this model presented in the paper. Note with this interpretation, we assume additive separability in the utility of 
plans and plan premiums, which is a reduced-form representation of the true indirect utility of the bundled choice 
set.  
10 If subsidies and premiums had an identical impact on choice, this would be 𝛼𝛼𝑖𝑖 ∗ 𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑖𝑖𝑢𝑢𝑝𝑝𝑖𝑖 



𝜀𝜀𝑖𝑖 is the idiosyncratic utility of having insurance and is centered at 0. The household takes up insurance 

if the indirect utility 𝑢𝑢𝑖𝑖 exceeds 0. 

Equation (A) departs from a canonical specification of indirect utility in two primary ways: first, we 

include 𝑐𝑐𝑖𝑖𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅  to reflect the mental cost of remembering to enroll, which is required by all 

households choosing to enroll (but can differ). This friction is targeted explicitly by the Basic Reminder 

letter, the content of which is included in all intervention letters. The second difference is that 

𝐸𝐸(𝜏𝜏𝑖𝑖|𝐼𝐼𝑖𝑖) captures perceived subsidies, not actual subsidies 𝜏𝜏𝑖𝑖.  In principle, other frictions could affect 

take-up—e.g. the hassle cost of enrolling in a plan—but are not explicitly modeled here.11  

The true value in utils of insurance in this model is the term 𝛿𝛿𝑖𝑖.  Since 𝛼𝛼𝑖𝑖is the value of perceived subsidy 

dollars in utils, the dollar valuation for insurance, or “willingness-to-pay” (WTP), could be calculated as 

𝛿𝛿𝑖𝑖/𝛼𝛼𝑖𝑖, using unbiased estimates of 𝛿𝛿𝑖𝑖 and 𝛼𝛼𝑖𝑖. Using a revealed preference approach, one could try to 

estimate this object from the observable data. However, there are two reasons that measurement of 

the WTP using common revealed preference methods might be biased due to the frictions explored in 

this study. First, to the extent that 𝑐𝑐𝑖𝑖𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅  must be paid to enroll, standard estimation techniques 

will include 𝑐𝑐𝑖𝑖𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅  as part of 𝛿𝛿𝑖𝑖, since it is generally not observable and not separately identified.  

Hence, the WTP will generally be calculated as (𝛿𝛿𝑖𝑖 − 𝑐𝑐𝑖𝑖𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅)/𝛼𝛼𝑖𝑖. If this cost 𝑐𝑐𝑖𝑖𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅  is nonzero, 

WTP calculations with this approach will be biased downward from the true value of insurance. In short, 

the measured value of insurance will generally be net of costs of enrolling, such as mental costs of 

remembering. If enrollment costs are high, consistent with evidence from this study, then value of 

insurance will likely be measured to be too low. 

The second reason that common estimation methods could lead to biased measurement of WTP is in 

the estimation of 𝛼𝛼𝑖𝑖. If changes in perceived subsidies 𝐸𝐸(𝜏𝜏𝑖𝑖|𝐼𝐼𝑖𝑖) are not equal to the actual changes (or 

whatever is observable in the data and used in estimation), then 𝛼𝛼𝑖𝑖 will not be a correct conversion of 

utils to dollars. At the extreme, if price changes are not perceived at all, then consumers are not at all 

responsive to prices, and the WTP for insurance will approach infinity—i.e. upward biased from the 

actual WTP. On the other end, if consumers overestimate price changes (e.g. if they think subsidy 

                                                            
11 Consumers may face additional frictions and search costs. For example, consumers may face high hassle costs of 
enrolling in a plan, apart from remembering to enroll and to compare plans and obtaining true prices. As our 
interventions do not specifically target the ease of enrolling, we do not explicitly model that here, but this 
framework could be adapted to include enrollment hassle costs. For this reason, the estimated value of our letters 
can also be thought of as a lower bound on the dollar denominated cost of various frictions associated with the 
enrollment process. 



gradient is steeper than in reality), then the estimation will yield a high value of 𝛼𝛼𝑖𝑖 and hence a low 

value for 𝛿𝛿𝑖𝑖/𝛼𝛼𝑖𝑖. In this case, WTP will be downward biased. In summary, misperceptions about prices 

and subsidies can have an ambiguous effect on the empirical estimation (and bias) of WTP.   

Without accounting for behavioral frictions, an econometrician using demand estimation to measure 

WTP for available plans would confound underlying WTP for insurance with the effects of these 

behavioral frictions. Distinguishing between an environment where WTP is low and one where WTP is 

higher but made artificially lower due to the presence of frictions leads to different policy implications. 

Finally, a major object of interest in the paper is the “value” of the letters.  In the paper, we use an 

approximation of value which is “the subsidy equivalent effect.” However, this model presented here—if 

estimated—could be used to calculate a more formalized “value” in welfare equivalent units, for 

example, as done in Chernew, Gowriskankaran, and Scanlon (2008). 

A6. Projecting RCT Treatment Effects to Broader Populations  

We consider a hypothetical expansion of the intervention to several populations that a marketplace 

could conceivably target: a) all uninsured consumers (say, through a potential collaboration with a tax 

authority charged with administering a state mandate); b) any consumer who enters the year-long 

Funnel, during open enrollment or any time during the year after becoming enrollment-eligible due to a 

qualifying-event (e.g. divorce, change in immigration status, loss of previous coverage, etc.), whether by 

active shopping or county referral; c) the subset of this year-long Funnel who do not enroll in a plan 

after a number of days, as defined by policy-makers. 

Appendix Table 9 reports summary demographic statistics for the RCT Funnel sample, Covered 

California’s enrollee population, sample estimates of California’s uninsured population, and two subsets 

of the year-long Funnel population. Consumers in the “3-day” Funnel enter the Funnel but have not 

enrolled in a plan after three days. The “10-day” Funnel is analogously defined. Naturally, the selection 

of consumers in a Funnel defined by the shorter period will have higher take-up, potentially indicating 

the inclusion of consumers with higher unobserved demand for insurance, awareness of the market, or 

lower frictions. For purposes of generalizability, our target population would ideally have a similar take-

up rate as the control arm of the RCT sample. As discussed below, we calibrated the definition of the 

Funnel such that the resulting marketplace take-up rate equals the take-up rate in our RCT control 



sample. In this way, we define a population to whom our RCT results may generalize more reliably. 

Doing so, we arrived at the 10-day Funnel.12  

Along age, race, and income, the RCT sample appears similar to the uninsured and the 3- and 10-day 

Funnel populations. The two Funnel populations also have roughly similar share of County Referral 

consumers as the RCT control sample. However, the two Funnel populations differ in their eventual 

marketplace take-up rates, a potential indicator of unobserved demand for insurance and awareness of 

marketplace coverage. Defined using a shorter period, the 3-day Funnel has a marketplace take-up rate 

of 11 percent, higher than the 8.1 percent in the RCT control sample, raising doubts as to the 

generalizability of the RCT results to this population. As discussed above, the 10-day Funnel was arrived 

at by calibrating the definition of the Funnel to obtain take-up rates matching the 8.1 percent take-up 

observed in the RCT control arm. We therefore use the 10-day Funnel as the basis of projecting a 

hypothetical expanded informational letter intervention. We also considered using the uninsured 

population for purposes of the projection, given its similarity to the RCT sample along income and 

demographic characteristics. But lacking information on eventual take-up rates, we felt that such an 

exercise would be too speculative.  

Back-of-the-envelope projections for the post-intervention market-wide average health spending risk is 

calculated as a weighted average across: 

(B)            𝐴𝐴𝐴𝐴𝑝𝑝𝑝𝑝𝐴𝐴𝐴𝐴𝑝𝑝 𝑅𝑅𝑖𝑖𝑅𝑅𝑘𝑘𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃 = 𝑃𝑃𝐹𝐹(𝛽𝛽𝑒𝑒)∙𝑅𝑅𝑀𝑀𝑅𝑅𝐹𝐹+𝑃𝑃𝐹𝐹∙𝑅𝑅𝐹𝐹+(1−𝑃𝑃𝐹𝐹)∙1
1+𝑃𝑃𝐹𝐹(𝛽𝛽𝑒𝑒)  

where 𝑅𝑅𝐹𝐹  is the pre-intervention share of the Covered California insured market originating from the 10-

day Funnel, 𝛽𝛽𝑅𝑅 is RCT treatment effect on enrollment, 𝑅𝑅𝑀𝑀 is the average risk of marginal enrollees who 

enroll in response the intervention (relative to the average risk of enrollees originating from the 10-day 

Funnel targeted by the intervention), 𝑅𝑅𝐹𝐹 is the relative risk of enrolled consumers originating from the 

10-day Funnel (relative to the average risk of enrollees in the rest of the marketplace). Average risk of 

the market is the post-intervention enrollment share-weighted average risk across marginal 

respondents from the 10-day Funnel, inframarginal enrollees originating from the 10-day Funnel, and 

                                                            
12 From our conversations with Covered California, we also think it could be operationally difficult for an exchange 
to implement a paper mail intervention in fewer than 10 days. 



the rest of the enrollees in the market. The risk of marginal enrollees, 𝑅𝑅𝑀𝑀, can be determined from 

parameters identified in the RCT.13 

The average market-wide risk absent an intervention is given by 𝐴𝐴𝐴𝐴𝑝𝑝𝑝𝑝𝐴𝐴𝐴𝐴𝑝𝑝 𝑅𝑅𝑖𝑖𝑅𝑅𝑘𝑘𝑃𝑃𝑅𝑅𝑅𝑅 = 𝑅𝑅𝐹𝐹 ∙ 𝑅𝑅𝐹𝐹 + (1 −

𝑅𝑅𝐹𝐹). Comparing 𝐴𝐴𝐴𝐴𝑝𝑝𝑝𝑝𝐴𝐴𝐴𝐴𝑝𝑝 𝑅𝑅𝑖𝑖𝑅𝑅𝑘𝑘𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃  to 𝐴𝐴𝐴𝐴𝑝𝑝𝑝𝑝𝐴𝐴𝐴𝐴𝑝𝑝 𝑅𝑅𝑖𝑖𝑅𝑅𝑘𝑘𝑃𝑃𝑅𝑅𝑅𝑅 identifies the impact of the intervention on 

market-wide average risk. 

Administrative data shows that about 4 percent of Covered California’s covered member-months in any 

year originate from the 10-day Funnel (in any one year, 𝑅𝑅𝐹𝐹 = 0.04). But among the 96 percent that do 

not originate from any one year’s Funnel, a large fraction are renewals who originated a previous year’s 

Funnel. Under the assumption that renewal and attrition rates among enrollees who do and do not 

originate from the Funnel are similar, then the steady-state share of Covered California’s member-

months of coverage is the share of new enrollees in any given year originating from the 10-day Funnel, 

which for the 10-day Funnel definition is 14 percent (in steady state, 𝑅𝑅𝐹𝐹 = 0.14).14  

Our RCT suggests that 𝛽𝛽𝑇𝑇𝑇𝑇𝑖𝑖𝑅𝑅−𝑝𝑝𝑝𝑝 = 0.16, and 𝛽𝛽𝑅𝑅𝑖𝑖𝑃𝑃𝑖𝑖 = 0.051 to 0.072—that a similar information 

intervention would generate a 16 percent increase in enrollment, and cause average risk of enrollees 

from the 10-day Funnel to fall 5.1 percent, or 7.2 percent if mailings were optimized using the 

intervention (i.e. the subsidy + plan comparison letter) that generated the largest risk impacts, especially 

for lower income recipients. This implies marginal enrollees that are 37 to 52 percent healthier than 

inframarginal enrollees in the treated Funnel. Analysis using full administrative data from Covered 

California show that expected health risk among enrollees originating from the year-long Funnel is 7.8 

percent higher than the rest of the marketplace. However, the prospective nature of the CDPS risk 

score, and comparing across two populations with different pre-period insurance and cost-sharing, 

suggests these differences may not reflect well differences in realized health spending.15 Nevertheless, 

we conservatively assume 𝑅𝑅𝐹𝐹 = 1.078.  

                                                            
13 𝑅𝑅𝑀𝑀 = (1−𝛽𝛽𝑟𝑟)(1+𝛽𝛽𝑒𝑒)−1

𝛽𝛽𝑒𝑒
 captures the risk of marginal enrollees to the letter intervention, relative to the RCT control 

group (in this context, the consumers in the 10-day Funnel), where 𝛽𝛽𝑅𝑅 is the reported experimental treatment 
effect on the average risk of marginal and inframarginal enrollees in the treated population, reported in Table 5. 
14 The share of new enrollees each year is about 28.5 percent. To apply the steady state share to equation (B) 
requires making an additional assumption that the RCT treatment effects are independent of renewal and attrition 
decisions. Unfortunately, administrative data for the study years were not structured to test this. In principle, 
administrative data on Funnel status could be linked across years to renewal behavior to model explicitly steady 
state share of enrollees originating from the Funnel. 
15 Enrollees originating from the Funnel show higher risk despite having lower average age than the rest of the 
enrollees. This is primarily driven by a much higher fraction of Funnel consumers (and eventual enrollees from the 
Funnel) having at least one outpatient OSHPD encounters (relative to all other enrollees in Covered California, 



Applying the RCT treatment effects on take-up and average risk, we project that an expanded 

intervention would lead to a 0.6 percent increase in total enrollment, and a 0.2 to 0.3 percent reduction 

in market-wide risk in the first year; and in steady state, the intervention would lead to a 2.4 percent 

increase in total enrollment, and a 0.7 to 1.1 percent reduction in market-wide risk, with the upper end 

of each range reflecting an optimized mailing using letters that generated the largest impacts on risk.  

Findings from Section 5.2 suggest that the vast majority of the average risk reduction—or about 85 

percent—is not explained just by positive selection in age or membership in less costly regions, but on 

healthier risks conditional on those factors. A reduction in market-wide risk of about 1.0 percent, if 

translated to lower premiums, would lead to meaningful decreases in public subsidy and consumer 

spending. It would also lead to additional increases in enrollment beyond the direct letter effect, in 

response to premium reductions, particularly among unsubsidized consumers. The most reliable price 

elasticities are based on discontinuities in Massachusetts’ subsidy design, which imply that a decrease in 

premiums by $40 results in a 25 percent enrollment increase (Finkelstein, Hendren and Shepard 2019). 

As context, a 1 percent decrease in monthly premiums ($5) would roughly imply a 3 percent increase in 

enrollment for the low-income unsubsidized consumers, and perhaps 1-2 percent for the above 400 

percent of FPL segment of the unsubsidized market. Naturally, lower costs will tend to lower both 

premiums and (price-linked) subsidies, which will tend to raise net-of-subsidy premiums for other metal 

tiers, leading to plan switches, changes in risk sorting, and some changes in subsidized take-up. 

Accounting for these equilibrium dynamics would require a structural model of premium setting and 

plan choice by risk. As the purpose of the projection is to provide bounds for the actuarial risk impacts of 

an expanded intervention, we stop short of structurally modeling these equilibrium effects.  

These estimates are likely lower bounds on the enrollment and risk effects, given the restrictive 

definition of the treated population. As a reference, there are roughly 2.2 million uninsured Californians 

                                                            
comprised primarily of renewing marketplace consumers), making their predictive risk higher than predicted risk 
for people without encounters (based only on age and sex). As noted in Section 5.3, lower cost sharing among 
Medicaid and uninsured (uncompensated) care may result in greater OSPHD encounters than consumers in higher 
cost sharing or managed care Covered California plans. Hence, when comparing populations with different pre-
period coverage and cost-sharing, differences in OSHPD-based prospective risk may not capture differences in 
underlying health or realized claims under the same cost-sharing and coverage. (Importantly, this issue does not 
bias our estimates of 𝛽𝛽𝑅𝑅 using the CDPS score, as 𝛽𝛽𝑅𝑅 was identified by randomizing treatment across a common 
population.) The much lower age of the Funnel population, as well as anecdotal information from plans, suggests 
that the enrollees from the year-long Funnel are similar, or even healthier, than other enrollees. In principle, we 
could estimate 𝑅𝑅𝐹𝐹 directly using concurrent 2016 claims based risk measures detailed in Section 3.5 and 5.3. 
Unfortunately, currently the claims data sources available to Covered California do not allow us to obtain the 
concurrent risk measures linked to Funnel status. 



at any point in time, of which about 1.4 million are estimated to be marketplace-eligible. If targeted to 

the entire uninsured marketplace-eligible population, even a smaller risk effect could generate a larger 

reduction in total market risk than our lower bound estimates.  



Number�of�Households� TakeͲup
Universe�of�Households 153,146 7%

Initial�Budgetary�Exclusion 26,964 9%
Funnel�Sample�Size�for�Budget 126,182 7%
Reason�for�Sample�Exclusion

Any�member�with�invalid�age 50 0%
FPL<100 3,463 1%
Invalid�Mailing�Address 4,167 3%
SAWS�and�Deemed�Subsidy�Ineligible 35,283 1%

Final�Study�Sample�Size 87,394 9%

Appendix�Table�1.�Sample�Exclusions

Appendix�Table�1�reports�the�number�of�households�associated�with�sample�exclusions�imposed�
on�the�Funnel�poulation,�and�the�takeͲup�rate�for�that�exclusion.�The�December�2015�Funnel�
included�153,146�households�who�were�initially�considered�eligible�for�the�study.�The�initial�
exclusion�dropped�a�randomly�selected�26,964�households,�due�to�study�budget�constraints.�The�
resulting�126,182�households�were�then�randomization�into�five�study�arms,�according�to�the�
stratified�methodology�described�in�Section�3.4.�As�described�in�Section�3.2,�after�
randomization,�additional�exclusions�were�imposed�based�on�information�about�household�
program�eligibility�and�address�availibility.�Exclusion�counts�in�the�table�are�unconditional�on�the�
other�exclusions,�so�households�may�appear�in�more�than�one�row.�The�final�study�sample�size�
was�87,394.



Model
Funnel�Sample

(1) (2) (3) (4) (5) (6) (7) (8)
Arm2345:�All�Letters 0.012*** 0.016*** 0.009*** 0.168***

(0.002) (0.005) (0.003) (0.039)
Arm2:�Basic�Letter 0.012*** 0.016*** 0.007** 0.134***

(0.003) (0.006) (0.004) (0.049)
Arm3:�SubsidyͲPenalty 0.014*** 0.023*** 0.012*** 0.191***

(0.003) (0.006) (0.004) (0.048)
Arm4:�Price�Compare 0.010*** 0.011* 0.010*** 0.143***

(0.003) (0.006) (0.004) (0.048)
Arm5:�PriceͲQuality�Compare 0.012*** 0.015** 0.008** 0.170***

(0.003) (0.006) (0.004) (0.048)
County�Referral Ͳ1.507*** Ͳ1.507***

(0.075) (0.075)
Arm2345*County�Referral 0.051

(0.083)
Arm2*County�Referral Ͳ0.011

(0.104)
Arm3*County�Referral 0.036

(0.104)
Arm4*County�Referral 0.106

(0.104)
Arm5*County�Referral 0.073

(0.103)
Constant 0.071*** 0.071*** 0.143*** 0.143*** 0.057*** 0.057*** Ͳ1.786*** Ͳ1.786***

(0.016) (0.016) (0.027) (0.027) (0.017) (0.017) (0.213) (0.213)

Control:�Covariates�x�Treatment�Arms Y Y Y Y Y Y Y Y
Observations 87,394 87,394 44,248 44,248 43,146 43,146 87,394 87,394
RͲsquared 0.028 0.029 0.036 0.038 0.019 0.022

Appendix�Tables�2�reports�OLS�treatment�effects�of�letter�interventions�on�takeͲup�of�2016�open�enrollment�coverage,�with�a�full�set�of�interactions�between�
treatment�arms�and�all�control,�following�Lin�(2013).�Columns�(1)Ͳ(2)�are�estimated�on�the�full�study�sample.�Columns�(3)Ͳ(4)�and�(5)Ͳ(6)�restrict�the�sample�to�
the�Open�Enrollment�and�County�Referral�samples,�respectively.�Columns�(7)Ͳ(8)�reports�logit�specifications�on�the�full�sample,�including�interactions�between�
treatment�assignment�and�an�indicator�for�County�Referral.�Covariates�include�household�level�controls,�including�family�size,�number�of�kids,�age,�race,�
language�preferences,�marital�status,�Covered�California's�ageͲbased�communityͲrating�premium�ratio,�and�household�income�(as�percent�of�the�FPL).�Robust�
standard�errors�in�parentheses.�***�p<0.01,�**�p<0.05,�*�p<0.1

Appendix�Table�2.�Average�Treatment�Effects�on�TakeͲup
OLS Logit

All Open�Enrollment County�Referral All



Model
Sample All OE County�Ref All� OE County�Ref

(1) (2) (3) (4) (5) (6)
Arm2:�Basic�Letter 0.006 0.023* Ͳ0.002 0.092 0.174** Ͳ0.055

(0.005) (0.012) (0.005) (0.070) (0.088) (0.117)
Arm345:�Subsidy�Arms 0.013*** 0.033*** 0.003 0.186*** 0.240*** 0.088

(0.004) (0.010) (0.004) (0.057) (0.073) (0.093)
FPL�in�[180,�250] Ͳ0.002 Ͳ0.000 Ͳ0.005 Ͳ0.031 0.012 Ͳ0.113

(0.005) (0.012) (0.005) (0.078) (0.094) (0.140)
FPL�in�[250,�400] Ͳ0.011 Ͳ0.008 Ͳ0.010 Ͳ0.124 Ͳ0.062 Ͳ0.291

(0.008) (0.015) (0.008) (0.114) (0.131) (0.253)
Arm2�x�FPL�in�[180,�250] 0.008 Ͳ0.004 0.013* 0.093 Ͳ0.027 0.336*

(0.007) (0.016) (0.007) (0.098) (0.119) (0.174)
Arm345�x�FPL�in�[180,�250] Ͳ0.003 Ͳ0.020 0.005 Ͳ0.046 Ͳ0.133 0.141

(0.006) (0.013) (0.005) (0.081) (0.099) (0.144)
Arm2�x�FPL�in�[250,�400] 0.009 0.000 0.007 0.115 0.036 0.224

(0.008) (0.016) (0.007) (0.110) (0.127) (0.257)
Arm345�x�FPL�in�[250,�400] Ͳ0.004 Ͳ0.025** 0.007 Ͳ0.056 Ͳ0.163 0.289

(0.007) (0.013) (0.006) (0.092) (0.106) (0.207)
Constant 0.167*** 0.155*** 0.035*** Ͳ1.797*** Ͳ1.715*** Ͳ3.443***

(0.010) (0.019) (0.009) (0.133) (0.159) (0.244)

ȴ1�=�ɴArm345�ͲɴArm2 0.007* 0.010 0.006 0.094* 0.067 0.143
PͲval:�(ȴ1) 0.090 0.307 0.121 0.086 0.329 0.132
ȴ2�=�ɴArm345�x�FPL[180,250]�ͲɴArm2�x�FPL[180,250] Ͳ0.011* Ͳ0.015 Ͳ0.008 Ͳ0.139* Ͳ0.107 Ͳ0.196
PͲval:�(ȴ2) 0.077 0.241 0.149 0.072 0.257 0.156
ȴ3�=�ɴArm345�x�FPL[250,400]�ͲɴArm2�x�FPL[250,400] Ͳ0.013* Ͳ0.026** 0.001 Ͳ0.171** Ͳ0.200** 0.065
PͲval:�(ȴ3) 0.057 0.049 0.925 0.048 0.046 0.746
ȴ2�Ͳ�ȴ1 Ͳ0.018* Ͳ0.025 Ͳ0.014 Ͳ0.233* Ͳ0.173 Ͳ0.339
PͲval:�(ȴ2�Ͳ�ȴ1) 0.060 0.238 0.105 0.057 0.252 0.115
ȴ3�Ͳ�ȴ1 Ͳ0.020** Ͳ0.036* Ͳ0.005 Ͳ0.265** Ͳ0.267* Ͳ0.078
PͲval:�(ȴ3�Ͳ�ȴ1) 0.044 0.097 0.559 0.039 0.086 0.762

Controls Y Y Y Y Y Y
Observations 75,495 32,698 42,797 75,495 32,698 42,797
RͲsquared 0.065 0.039 0.018

Appendix�Table�3.�Heterogeneous�Treatment�Effects,�by�Income�(NonͲParametric)
OLS Logit

Appendix�Table�3�reports�heterogeneous�treatment�effects�by�income�brackets.�ȴ1�reports�the�additional�treatment�
effect�of�the�Subsidy�Reporting�arms�over�the�Basic�Reminder�for�the�<180�FPL�segment.�ȴ3�reports�the�same�effect�
for�the�250Ͳ400�FPL�bracket.�(ȴ3�Ͳ�ȴ1)�reports�the�difference�in�the�relative�effects.�All�regressions�control�for�a�full�set�
of�household�level�characteristics,�described�in�Section�4.1.�Robust�standard�errors�in�parentheses.�***�p<0.01,�**�
p<0.05,�*�p<0.1



Entry�Sample
Income�Sample All All ч180�FPL 180Ͳ250� >250�FPL All All ч180�FPL 180Ͳ250� >250�FPL

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12)
Arm2345:�All�Letters Ͳ0.131 Ͳ0.053 Ͳ0.343*

(0.095) (0.109) (0.190)
Arm2:�Basic�Letter Ͳ0.121 0.017 0.042 Ͳ0.068 0.101 Ͳ0.558** Ͳ0.177 Ͳ0.923** Ͳ1.594**

(0.118) (0.134) (0.248) (0.246) (0.209) (0.250) (0.354) (0.404) (0.731)
Arm345:�Subsidy�Arms Ͳ0.134 Ͳ0.077 0.085 Ͳ0.160 Ͳ0.119 Ͳ0.276 Ͳ0.002 Ͳ0.633** Ͳ1.275**

(0.098) (0.112) (0.206) (0.206) (0.178) (0.196) (0.279) (0.318) (0.633)

Control�Group�Mean�(month) 8.44 8.44 8.43 8.43 8.64 8.26 8.42 8.47 8.47 8.66 8.40 8.00
Observations 7,962 7,962 6,214 6,214 1,817 1,934 2,463 1,748 1,748 852 657 239
RͲsquared 0.031 0.031 0.030 0.030 0.035 0.050 0.034 0.048 0.049 0.073 0.062 0.182

Appendix�Table�4�reports�treatment�effects�of�letter�interventions�on�duration�of�coverage,�conditional�on�takeͲup.�Enrollment�duration�is�measured�as�
the�average�number�of�months�of�paid�coverage�among�household�policy�holders�on�policies�opened�during�open�enrollment.�Column�headers�note�
sample�specifications.�Robust�standard�errors�in�parentheses.�***�p<0.01,�**�p<0.05,�*�p<0.1

Appendix�Table�4.�Treatment�Effects�on�Coverage�Duration,�Among�Enrolled�Consumers
Dependent�Variable:�Enrollment�Length�(months)

All Open�Enrollment County�Referral
All



Funnel�Sample
Income�Sample All All ч180�FPL 180Ͳ250� >250�FPL All All ч180�FPL 180Ͳ250� >250�FPL

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12)
Arm2345:�All�Letters� 0.000 Ͳ0.012 0.007

(0.005) (0.010) (0.004)
Arm2:�Basic�Letter 0.001 Ͳ0.007 Ͳ0.016 Ͳ0.007 0.001 0.005 0.005 0.009 Ͳ0.003

(0.006) (0.013) (0.027) (0.024) (0.018) (0.005) (0.008) (0.010) (0.009)
Arm345:�Subsidy�Arms Ͳ0.000 Ͳ0.013 Ͳ0.013 Ͳ0.014 Ͳ0.009 0.007* 0.006 0.008 0.008

(0.005) (0.010) (0.022) (0.020) (0.014) (0.004) (0.006) (0.008) (0.009)
ln(CDPS�Score) Ͳ0.001 Ͳ0.001 0.005 0.005 0.005 0.002 0.007 Ͳ0.001 Ͳ0.001 Ͳ0.003 0.001 Ͳ0.000

(0.003) (0.003) (0.006) (0.006) (0.013) (0.012) (0.009) (0.002) (0.002) (0.003) (0.004) (0.006)
Arm2345�x�ln(CDPS�Risk) Ͳ0.010*** Ͳ0.022*** 0.001

(0.003) (0.007) (0.003)
Arm2�x�ln(CDPS�Risk) Ͳ0.009** Ͳ0.020** Ͳ0.032* Ͳ0.020 Ͳ0.011 0.001 0.006 Ͳ0.002 Ͳ0.006

(0.004) (0.009) (0.019) (0.017) (0.013) (0.004) (0.005) (0.006) (0.007)
Arm345�x�ln(CDPS�Risk) Ͳ0.010*** Ͳ0.023*** Ͳ0.035** Ͳ0.021 Ͳ0.014 0.000 0.002 Ͳ0.001 Ͳ0.001

(0.004) (0.007) (0.015) (0.014) (0.010) (0.003) (0.004) (0.005) (0.006)
Constant 0.080*** 0.080*** 0.133*** 0.133*** 0.166*** 0.148*** 0.111*** 0.034*** 0.034*** 0.040*** 0.036*** 0.022***

(0.004) (0.004) (0.009) (0.009) (0.019) (0.017) (0.012) (0.004) (0.004) (0.005) (0.007) (0.008)

Control:�Age�and�Region N N N N N N N N N N N N
Observations 86,876 86,876 44,029 44,029 9,783 12,169 22,077 42,847 42,847 18,977 15,756 8,114
RͲsquared 0.001 0.001 0.001 0.001 0.003 0.001 0.000 0.000 0.000 0.000 0.000 0.001

Appendix�Table�5�reports�heterogenous�treatment�effects�on�takeͲup,�by�baseline�health�spending�risk.�Risk�is�measured�using�the�CDPS�prospective�risk�
score,�based�on�diagnoses�from�2015�hospitalizations�and�emergency�room�encounters.�Column�headers�note�sample�specifications.�Appendix�Table�6�
reports�estimates�from�analogous�specifications�controlling�for�the�ageͲbased�premium�ratios.�Robust�standard�errors�in�parentheses.�***�p<0.01,�**�
p<0.05,�*�p<0.1

Appendix�Table�5.�Heterogeneous�Treatment�Effects,�by�Baseline�Risk�(Not�Controlling�for�Age�Factors�or�Regions)
All Open�Enrollment County�Referral
All



Funnel�Sample
Income�Sample All All ч180�FPL 180Ͳ250� >250�FPL All All ч180�FPL 180Ͳ250� >250�FPL

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12)
Arm2345:�All�Letters� 0.008 0.002 0.010

(0.008) (0.015) (0.007)
Arm2:�Basic�Letter 0.013 0.008 0.025 0.030 Ͳ0.003 0.017* 0.030** 0.010 Ͳ0.006

(0.010) (0.019) (0.044) (0.040) (0.025) (0.009) (0.014) (0.017) (0.015)
Arm345:�Subsidy�Arms 0.007 0.000 0.018 Ͳ0.006 Ͳ0.003 0.008 0.021* 0.001 Ͳ0.011

(0.008) (0.015) (0.035) (0.033) (0.020) (0.007) (0.011) (0.014) (0.012)
Age�Rating 0.017*** 0.017*** 0.012** 0.012** 0.041*** 0.032** 0.000 0.019*** 0.019*** 0.021*** 0.022*** 0.006

(0.003) (0.003) (0.006) (0.006) (0.015) (0.014) (0.007) (0.003) (0.003) (0.005) (0.006) (0.005)
ln(CDPS�Score) Ͳ0.005* Ͳ0.005* 0.003 0.003 Ͳ0.003 Ͳ0.004 0.008 Ͳ0.005** Ͳ0.005** Ͳ0.008** Ͳ0.004 Ͳ0.000

(0.003) (0.003) (0.006) (0.006) (0.013) (0.012) (0.009) (0.003) (0.003) (0.004) (0.005) (0.006)
Arm2345�x�ln(CDPS�Risk) Ͳ0.009** Ͳ0.021*** 0.001

(0.003) (0.007) (0.003)
Arm2�x�ln(CDPS�Risk) Ͳ0.008* Ͳ0.018** Ͳ0.027 Ͳ0.017 Ͳ0.012 0.003 0.010* Ͳ0.001 Ͳ0.008

(0.004) (0.009) (0.020) (0.017) (0.013) (0.004) (0.006) (0.007) (0.007)
Arm345�x�ln(CDPS�Risk) Ͳ0.009** Ͳ0.021*** Ͳ0.033** Ͳ0.021 Ͳ0.014 0.000 0.004 Ͳ0.002 Ͳ0.004

(0.004) (0.007) (0.015) (0.014) (0.010) (0.003) (0.005) (0.006) (0.006)
Arm2345�x�Age�Rating Ͳ0.005 Ͳ0.008 Ͳ0.002

(0.004) (0.006) (0.004)
Arm2�x�Age�Rating Ͳ0.007 Ͳ0.008 Ͳ0.024 Ͳ0.022 0.002 Ͳ0.007 Ͳ0.013** Ͳ0.001 0.001

(0.005) (0.008) (0.021) (0.019) (0.010) (0.004) (0.006) (0.009) (0.008)
Arm345�x�Age�Rating Ͳ0.004 Ͳ0.007 Ͳ0.019 Ͳ0.006 Ͳ0.003 Ͳ0.001 Ͳ0.008 0.004 0.011*

(0.004) (0.007) (0.017) (0.016) (0.008) (0.004) (0.006) (0.007) (0.006)
Constant 0.053*** 0.053*** 0.117*** 0.116*** 0.116*** 0.082** 0.120*** 0.008 0.008 0.008 Ͳ0.005 0.034**

(0.009) (0.009) (0.016) (0.016) (0.037) (0.034) (0.021) (0.008) (0.008) (0.013) (0.014) (0.017)

Control:�Age�and�Region Y Y Y Y Y Y Y Y Y Y Y Y
Observations 86,876 86,876 44,029 44,029 9,783 12,169 22,077 42,847 42,847 18,977 15,756 8,114
RͲsquared 0.004 0.004 0.003 0.003 0.009 0.007 0.002 0.008 0.008 0.006 0.010 0.018

Appendix�Table�6�reports�heterogenous�treatment�effects�on�takeͲup,�by�baseline�health�spending�risk.�Risk�is�measured�using�the�CDPS�prospective�risk�
score,�based�on�2015�hospitalizations�and�emergency�room�encounters.�Column�headers�note�sample�specifications.�All�regressions�control�for�ACA�ageͲ
based�communityͲrating�premium�ratios�and�region.�Appendix�Table�5�reports�estimates�from�analogous�specifications�without�controls.�Robust�standard�
errors�in�parentheses.�***�p<0.01,�**�p<0.05,�*�p<0.1

Appendix�Table�6.�Heterogeneous�Treatment�Effects,�by�Baseline�Risk�(Controling�for�Age�Factors�and�Regions)
All Open�Enrollment County�Referral
All



Funnel�Sample
Income�Sample <180FPL 180<FPL<250 >250FPL <180FPL 180<FPL<250 >250FPL

(1) (2) (3) (4) (5) (6) (7) (8)
Arm2345:�All�Letters Ͳ0.043**

(0.017)
Arm2:�Basic�Letter Ͳ0.037* Ͳ0.086* Ͳ0.017 Ͳ0.041 0.089 Ͳ0.014 Ͳ0.257**

(0.020) (0.045) (0.039) (0.033) (0.067) (0.072) (0.120)
Arm345:�Subsidy�Arms Ͳ0.045** Ͳ0.101** Ͳ0.019 Ͳ0.049 0.045 Ͳ0.029 Ͳ0.126

(0.017) (0.039) (0.032) (0.030) (0.052) (0.057) (0.109)
Constant Ͳ1.521*** Ͳ1.521*** Ͳ1.449*** Ͳ1.626*** Ͳ1.467*** Ͳ1.512*** Ͳ1.696*** Ͳ1.744***

(0.043) (0.043) (0.103) (0.072) (0.063) (0.172) (0.116) (0.188)

Observations 7,945 7,945 1,810 1,933 2,458 851 655 238
RͲsquared 0.065 0.065 0.086 0.085 0.052 0.109 0.114 0.187

Funnel�Sample
Income�Sample <180FPL 180<FPL<250 >250FPL <180FPL 180<FPL<250 >250FPL

(1) (2) (3) (4) (5) (6) (7) (8)
Arm2345:�All�Letters Ͳ0.023

(0.034)
Arm2:�Basic�Letter 0.008 Ͳ0.085 Ͳ0.021 Ͳ0.011 0.164 0.059 Ͳ0.047

(0.043) (0.097) (0.090) (0.074) (0.132) (0.150) (0.206)
Arm345:�Subsidy�Arms Ͳ0.034 Ͳ0.189** Ͳ0.122 0.008 0.272*** 0.023 Ͳ0.242

(0.035) (0.080) (0.075) (0.061) (0.104) (0.135) (0.179)
Constant 2.087*** 2.088*** 2.258*** 2.052*** 2.020*** 2.137*** 2.090*** 2.159***

(0.081) (0.081) (0.180) (0.170) (0.144) (0.236) (0.318) (0.325)

Observations 11,472 11,472 2,445 2,565 3,655 1,264 969 548
RͲsquared 0.111 0.111 0.128 0.111 0.120 0.107 0.111 0.168

All Open�Enrollment County�Referral

Appendix�Table�7�reports�treatment�effects�on�average�risk�of�enrolled�individuals,�controlling�for�age�factors�and�region.�Table�5�
reports�analogous�specifications�controling�for�age�and�region.�The�dependent�variable�in�Panel�A�is�the�log�of�the�CDPS�prospective�
risk�score,�based�on�2015�hospital�and�emergency�room�encounters.�The�dependent�variable�in�Panel�B�is�the�log�concurrent�risk�score,�
based�on�realized�2016�claims�data.�Robust�standard�errors�in�parentheses.�***�p<0.01,�**�p<0.05,�*�p<0.1

Appendix�Table�7.�Treatment�Effect�on�the�Average�Risk�of�Enrolled�Consumers�(Controlling�for�Age�Factors�and�Region)
Panel�A:�Dependent�Variable�=�ln(CDPS�Risk�Score)

All Open�Enrollment County�Referral

Panel�B:�Dependent�Variable�=�ln(Concurrent�Risk�Score)



Entry�Sample
Income�Sample

(1) (2)
0.148*** 0.147***
(0.032) (0.031)
0.276***
(0.013)

Constant Ͳ0.925*** Ͳ1.575***
(0.116) (0.115)

Controls Y Y
Observations 87,394 87,394

Implied�Value:�Letter�($/m) 53.388***
(11.671)

Takeup�Effect�(%)
Implied�Value:�Letter�($/m)

Appendix�Table�8.�Indirect�Utility�Model�Logit�Regressions�and�Implied�Valuations
All
All

Appendix�Table�8�reports�estimates�from�the�indirect�utility�model�(equation�3).�ɲ�
represents�the�effect�of�the�subsidy�on�indirect�utility.�ɶ �represents�the�effect�of�
receiving�any�treatment�letter�on�indirect�utility.�The�implied�value�of�the�letter�in�
subsidyͲdollar�equivalence�is�calculated�as�ɶ/ɲ�.��The�bottom�portion�reports�
implied�letter�values�where�ɲ�is�calibrated�to�elasticities�reported�in�Finkelstein,�
Hendren�and�Shepard�(2019).��***�p<0.01,�**�p<0.05,�*�p<0.1

Calibration�using�FHS�(2019)

15.533
24.85



HH�Age�(mean)
SD�of�HH�Age
FPL�(FPL<400)�
SD�of�FPL�
FPL�>�400�(share)

White�(share)
Latino�(share)
Asian�(share)
Black�(share)
County�Referred
Marketplace�TakeͲup
N�(Households)
N�(Individuals)

(1) (2) (3) (5)

FullͲYear�"3ͲDay"�
Funnel�
(4)

Appendix�Table�9.�Demographics�of�Comparison�Populations

RCT�Sample
Covered�California�

2015
California�

Uninsured�2015
FullͲYear�"10ͲDay"�

Funnel�

37.65 43.94 37.28 37.10
14.64 13.30 13.26 13.94

37.16
13.93

212.25 203.63 216.55 210.48
62.68 63.28 80.03 64.03

210.45
64.02

0.14 0.09 0.22 0.10

0.26 0.34 0.26 0.260.26

0.10

0.43 0.20 0.33 0.43
0.12 0.17 0.11 0.12

0.43
0.12

0.05 0.02 0.05 0.050.05

87,394 644,586800,778 1,354,572 624,166
2,180,528 947,597

0.45

Appendix�Table�9�reports�householdͲlevel�income�and�demographic�characteristics�of�the�RCT�study�sample;�enrollees�in�
California's�health�insurance�marketplace�(Covered�California)�in�December�2015,�when�the�RCT�sample�was�drawn;�the�
uninsured�population�in�California�in�2015�(based�on�the�American�Community�Survey);�and�the�two�definitions�of�the�"fullͲ
year"�Funnel�population�in�2016,�corresponding�to�the�study's�2016�coverage�year.�The�3Ͳday�(10Ͳday)�Funnel�is�comprised�of�
consumers�who�initiated�the�eligibility�process�for�coverage�in�Covered�California�at�anytime�during�2016,�including�the�open�
enrollment�period�at�the�end�of�2015,�but�did�not�enroll�after�3�(10)�days.�Statistics�for�the�3Ͳ�and�10Ͳday�Funnel�populations�
do�not�include�individuals�in�the�RCT�treatment�arms,�but�indiviudals�in�the�RCT�control�arm�by�five,�to�reflect�the�full�Funnel�
population�in�the�absence�of�the�RCT.�The�marketplace�takeͲup�rate�in�column�1�is�retricted�to�the�control�arm�of�the�RCT�study�
sample,�only.

0.49 0.02 N/A
0.110

0.46

121,828 1,206,920 916,697

0.081 1.000 N/A 0.082



��������� ���	
�����
����������
���
���	
������
���
���
�����	���
�
���������

��� �!����"������#��$��������������������%���������%�����	�������"&"�	��"'�"��(��"&������'���������)����������(��"&��" ��$�'*���++�, ��*

-./0102
-3456.17538
9:0
;9390<;
57;=137>0
?31@09A43>08
9.23B
.A0702
3
;A0>534
071.44?079
A015.2
9:39
344.C;A0.A40
9.
;5D7
=A
372
?3@0
=;0
.6
6020134
-EFGHIJK
104506
2.4431;
20;5D73902
6.1
:0349:
>./013D0
352L
G?3D0/53
5M9.>@

NOPQRNSTUVWX
YZZ
[\]̂
_Z̀
̂aTbŶ
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*+,�-./0�1,2341,5�67.*1483*47.�9,16,.*/:,�;71�<=<<�4>�?@=ABC�/.5�*+,�-./0�D/E4D3D�/..3/004D4*/*47.�7.�67>*�>+/14.:�;71�<=<<�4>�F?CG==�;71�>,0;H7.0I�67J,1/:,�/.5�FKGCL==�;71�7*+,1H*+/.H>,0;H7.0I�67J,1/:,@�M+,�-./0�<=<<�1,536,5�/..3/0�04D4*/*47.�7.�67>*�>+/14.:�;71,04:480,�,.1700,,>�N4*+�4.67D,>�8,*N,,.�K==B�/.5�<==B�7;�*+,�;,5,1/0�97J,1*I�0,J,0�OPQRS4>�F<CA==�;71�>,0;H7.0I�67J,1/:,�/.5�FTC?==�;71�7*+,1H*+/.H>,0;H7.0I�67J,1/:,@�M+,�<=<<1,536,5�/..3/0�04D4*/*47.�7.�67>*�>+/14.:�;71�,04:480,�,.1700,,>�N4*+�4.67D,>�/87J,�<==B/.5�*+173:+�<T=B�PQR�4>�FUCAT=�;71�>,0;H7.0I�67J,1/:,�/.5�FKVCA==�;71�7*+,1H*+/.H>,0;H7.0I�67J,1/:,@�M+,�130,�-./04W,>�/�D/E4D3D�/..3/0�04D4*/*47.�7.�67>*�>+/14.:�*+/*�4>�FL==8,07N�N+/*�XYZ�91797>,5�4.�[7J,D8,1�<=<=@\\Z�4>�.7*�-./04W4.:�D/.I�7;�*+,�91797>,5�395/*,>�*7�*+,�]̂ �D75,0�>9,64-6/*47.>�*+/*�N,91797>,5�4.�*+,�<=<<�9/ID,.*�.7*46,�91797>,5�130,@�Z9,64-6/00IC�N,�91797>,5�6+/.:,>�*7*+,�]̂ �D75,0>�*7�4.6035,�/�*N7H>*/:,�>9,64-6/*47.�4.�*+,�/530*�/.5�6+405�D75,0>C�*7�1,90/6,*+,�,E4>*4.:�>,J,14*I�400.,>>�4.546/*71>�4.�*+,�/530*�D75,0>�N4*+�.,N�>,J,14*I�/.5�*1/.>90/.*4.546/*71>�N4*+�+4,1/16+46/0�67.54*47.�6/*,:71I�O\XXS�673.*>�;/6*71>�4.�*+,�/530*�/.5�6+405D75,0>C�/.5�D754;I�*+,�,.1700D,.*�531/*47.�;/6*71>�4.�*+,�/530*�D75,0>@�_,�/1,�.7*-./04W4.:�*+,>,�6+/.:,>�/*�*+4>�*4D,C�/.5�4.>*,/5�4.*,.5�*7�1,0,/>,�/�*,6+.46/0�9/9,1�4.�*+,;3*31,�N4*+�D71,�5/*/�/.5�/./0I>4>�7.�*+,�4D9/6*�7;�*+,�91797>,5�D75,0�>9,64-6/*47.6+/.:,>�7.�*1/.>;,1>@�\7N,J,1C�N,�/1,�-./04W4.:�*+,�67.*4.3/*47.�7;�*+,�91464.:�/5̀3>*D,.*;71�+,9/*4*4>�X�513:>�*+/*�+/>�8,,.�4.�90/6,�>4.6,�*+,�<=<=�8,.,-*�I,/1@�_,�/1,�/0>7�-./04W4.:�]̂ �1,971*4.:�1,2341,D,.*>�;71�4>>3,1>�7;�14>a�/5̀3>*D,.*�67J,1,590/.>�N+7�6+77>,�*7�917J45,�*,D971/1I�91,D43D�61,54*>C�4;�9,1D4**,5�8I�\\Z�5314.:�/;3*31,�938046�+,/0*+�,D,1:,.6I@�̂>�-./04W,5C�*+,>,�4>>3,1>�N7305�8,�1,2341,5�*7�1,971*�*7*+,41�bcdb�>,1J,1>�*+,�07N,1C�/5̀3>*,5�90/.�91,D43D>�*+/*�1,e,6*�/6*3/0�91,D43D>�8400,5*7�,.1700,,>@�_,�/0>7�-./04W,�*+,�60/14-6/*47.�1,:/154.:�6/0630/*47.�7;�\\Z�14>a/5̀3>*D,.*�9/ID,.*�/.5�6+/1:,>�4.�04:+*�7;�*+,>,�91,D43D�61,54*>�8I�>9,64;I4.:�*+/*C�;71>*/*,>�N+,1,�4>>3,1>�7;�14>a�/5̀3>*D,.*�67J,1,5�90/.>�917J45,�*,D971/1I�91,D43D�61,54*>N+,.�9,1D4**,5�8I�\\ZC�*+,�90/.�/J,1/:,�91,D43D�/.5�>*/*,N45,�/J,1/:,�91,D43D3>,5�4.�*+,�>*/*,�9/ID,.*�*1/.>;,1�;71D30/�N7305�8,�6/0630/*,5�3>4.:�4>>3,1>f�/5̀3>*,591,D43D�/D73.*>@g95/*,>�*7�c/*/�g>,5�;71�]̂ �Y75,0�],6/0481/*47.�\\Z�4>�-./04W4.:�*+,�97046I�*7�3>,�*+,�*+1,,�D7>*�1,6,.*�67.>,63*4J,�I,/1>�7;�,.1700,,H0,J,0�bcdb�5/*/�*+/*�/1,�/J/40/80,�4.�*4D,�;71�4.671971/*4.:�4.*7�*+,�67,;-64,.*>�4.�*+,91797>,5�130,�/.5�*7�.7*�395/*,�*+,�67,;-64,.*>�;71�/554*47./0�I,/1>�7;�5/*/�8,*N,,.�*+,91797>,5�/.5�-./0�130,>�4;�/.�/554*47./0�I,/1�7;�,.1700,,H0,J,0�bcdb�5/*/�8,67D,>/J/40/80,@�̂579*47.�7;�*+4>�97046I�1,>30*>�4.�*+,�3>,�7;�,.1700,,H0,J,0�bcdb�5/*/�;17D�*+,
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+,-./�+,-0�123�+,-4�562678�961:;�<=:�8>6�+,++�?=36@�:6A1@B5:18B=2/�8>6�;1?6�3181�961:;C;63�<=:�8>6�+,+-�?=36@�:6A1@B5:18B=2D�EEF�B;�1GG:=HB2I�8>6�+,++�562678�961:�:6JC6;8;�;C5?B8863�59�8>6�;8186�=<�K@151?1�8=:63CA6�LK�;8186�8:12;<6:;�59�M,N�<=:�5=8>�8>6�B23BHB3C1@�?1:O68�PB2A@C3B2I�5=8>�8>6A181;8:=G>BA�123�2=2QA181;8:=G>BA�:B;O�G==@;R�123�8>6�;?1@@QI:=CG�?1:O68D�EEF�:6HB6S638>6�3181�;C5?B8863�59�K@151?1�1;�G1:8�=<�B8;�:6JC6;8;/�B2�133B8B=2�8=�=8>6:�3181�123B2<=:?18B=2�1H1B@15@6�8=�EEF/�1@=2I�SB8>�8B?6@9�;C5?B8863�GC5@BA�A=??628;/�1233686:?B263�8>18�8>6�:6JC6;8;�?668�8>6�36�?B2B?B;�;81231:3�B2�5=8>�?1:O68;�1;�;68�<=:8>�B2TM�UVL�W�-MXDX+,P3RD�K;�;CA>/�EEF�SB@@�:63CA6�B23BHB3C1@�123�;?1@@�I:=CG�?1:O68�LK�;81868:12;<6:;�<=:�K@151?1�B;;C6:;�59�M,N�<=:�8>6�+,++�562678�961:D�EEF�B;�721@BYB2I�8>6�G=@BA9�8=�:6H6:8�8=�8>6�G:6HB=C;�;A>63C@6�<=:�8>6�A=@@6A8B=2�=<�EEFQLKZ[�A>1:I6;�123�3B;5C:;6?628�=<�G19?628;�B2�8>6�A1@6231:�961:�B2�S>BA>�EEFQLKZ[:6;C@8;�1:6�:6@61;63�P<=:�6\1?G@6/�A=@@6A8B=2�123�3B;5C:;6?628�=<�+,+-�562678�961:�EEFQLKZ[�13]C;8?628;�S=C@3�56IB2�B2�;C??6:�=:�<1@@�=<�+,+XRD�̂ _̀abcdef�cg̀�hiejkl m̀�̂nòmd̀ep̀�EEF�B;�2=8�721@BYB2I�8>6�G:=HB;B=2�8=�:6JCB:6�1@@�6\A>12I6;�8=�A=23CA8�Fqr�H6:B7A18B=2�<=:�18@61;8�0MN�=<�26S�62:=@@?628;�<=:�A=2;C?6:;�2=8�1@:6139�62:=@@63�B2�A=H6:1I6�8>:=CI>�8>6:6@6H128�6\A>12I6D�EEF�1I:663�SB8>�A=??6286:;s�A=2A6:2;�1:=C23�B?G=;B2I�133B8B=21@13?B2B;8:18BH6�5C:362�=2�A=2;C?6:;/�123�13?B2B;8:18BH6�123�7212AB1@�5C:362�=2�;8186;�188>B;�8B?6D
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�+,�-.,�/0-123204�-�561278�96�5,.:29�,;7<-04,�,0.611,,=�><6�?@-12A8�A6.�-0�BCD�E,7-@=,9<,8�16=,�-FG-07,�5-8:,09�6A�5.,:2@:�9-;�7.,F29�HIDJKL�,1242E21298�96�7<-04,�96�-�0,>�51-0-9�-08�:,9-1�1,G,1M�-0F�-�561278�96�-116>�-0�20F2G2F@-1�><6�F2F�069�.,7,2G,�92:,18�06927,�6A-0�BCD�9.244,.204�,G,09M�-0F�>-=�69<,.>2=,�.,-=60-E18�@0->-.,�9<-9�-�9.244,.204�,G,09677@..,FM�96�=,1,79�-�0,>�?@-12/,F�<,-19<�51-0�HNODL�>29<20�PQ�F-8=�6A�9<,�F-9,�9<-9�<,�6.=<,�R0,>M�6.�.,-=60-E18�=<6@1F�<-G,�R06>0M�6A�9<,�677@..,07,�6A�9<,�9.244,.204�,G,09S�I1=6M>,�-.,�/0-123204�-�561278�96�76F2A8�9<-9�20F2G2F@-1=�>29<�KTUVI�76G,.-4,�:-8�?@-12A8�A6.-0�BCD�96�,0.611�20�20F2G2F@-1�<,-19<�20=@.-07,�76G,.-4,�60W�6.�6AAW,;7<-04,�E-=,F�60�9<,7,==-9260�6A�,:5168,.�7609.2E@9260=�6.�46G,.0:,09�=@E=2F2,=�H=@7<�-=�9<6=,�5.6G2F,F�A6.@0F,.�9<,�I:,.27-0�V,=7@,�D1-0�I79�6A�XQXYL�96�KTUVI�760920@-9260�76G,.-4,S�Z20-118M�>,-.,�/0-123204�-�:206.�71-.2A8204�-:,0F:,09�.,1-9,F�96�9<,�:-.R,9W>2F,�-55127-9260�6A�9<,BCD�9<-9�2=�9.244,.,F�@560�-0�,..6.�6A�-0�,;7<-04,S�OOB�2=�069�/0-123204�9<,�5.656=-1�96�7.,-9,�-0�,;7,59260�96�,;2=9204�.,?@2.,:,09=�.,1-9,F�969<,�NOD�76:5-.-92G,�20A6.:-9260�9<-9�>,E�E.6R,.�060W,;7<-04,�>,E=29,=�-.,�.,?@2.,F�96F2=51-8S�+,�-4.,,F�>29<�76::,09,.=�9<-9�9<,�F2=51-8�6A�:6.,�NOD�76:5-.-92G,20A6.:-9260�60�>,E�E.6R,.�060W,;7<-04,�>,E=29,=�2=�20�9<,�E,=9�209,.,=9�6A�760=@:,.=�96-2F�9<,:�20�76:5-.204�NOD�659260=�>29<6@9�<-G204�96�569,092-118�0-G24-9,�96�:@19251,>,E=29,=S�[0=9,-FM�>,�76::@027-9,F�6@.�209,09260�96�71-.2A8�9<,=,�F2=51-8�.,?@2.,:,09=�20A@9@.,�.@1,:-R204�-0F�12:29�6@.�7@..,09�@=,�6A�,0A6.7,:,09�F2=7.,9260�9<-9�5,.:29=�>,EE.6R,.=�96�6018�F2=51-8�2==@,.�:-.R,9204�0-:,M�51-0�:-.R,9204�0-:,M�51-0�985,M�-0F�:,9-11,G,1�A6.�-11�-G-21-E1,�NOD=�=6�9<-9�>,E�E.6R,.�060W,;7<-04,�>,E=29,=�>211�E,�.,?@2.,F�96F2=51-8�-11�NOD�20A6.:-9260�760=2=9,09�>29<�\�Y]]SXQ]HELHYL�-0F�H7LM�>29<�9<,�,;7,59260�6A:,F27-1�16==�.-926�20A6.:-9260�-0F�9.-0=5-.,078�6A�76G,.-4,�:,-=@.,=�@0F,.�\�Y]]SXQ]HELHYLHG2L�-0F�HG22LM�A6.�-11�-G-21-E1,�NOD=�E,4200204�>29<�9<,�=9-.9�6A�9<,�XQXX�65,0�,0.611:,095,.26FS�+,�,;51-20,F�9<-9�9<2=�209,.2:�,0A6.7,:,09�-55.6-7<�-55127-E1,�E,4200204�>29<�9<,=9-.9�6A�9<,�51-0�8,-.�XQXX�65,0�,0.611:,09�5,.26F�F6,=�069�,=9-E12=<�0,>�.,?@2.,:,09=-0F�20=9,-F�.,5.,=,09=�-�7<-04,�20�9<,�,;,.72=,�6A�,0A6.7,:,09�F2=7.,9260M�-0F�9<-9�9<,,AA,79�6A�9<2=�-55.6-7<�2=�9<-9�>,E�E.6R,.�060W,;7<-04,�>,E=29,=�>211�E,�.,?@2.,F�96F2=51-8�NOD�76:5-.-92G,�20A6.:-9260�760=2=9,09�>29<�,;2=9204�.@1,=�H><27<�>211�-1240�9<,NOD�20A6.:-9260�F2=51-8,F�60�>,E�E.6R,.�>,E=29,=�>29<�9<,�NOD�20A6.:-9260�F2=51-8,F�60O,-19<K-.,S46GLS�+,�E,12,G,�9<2=�-55.6-7<�2=�.,-=60-E1,M�42G,0�9<-9�NOD�20A6.:-9260�<-=E,,0�:6.,�.,-F218�-77,==2E1,�A6.�=6:,�92:,M�E69<�9<.6@4<�5@E127�@=,�/1,=�-0F�9<,:-.R,951-7,�-55127-9260�5.64.-::204�209,.A-7,S



�������� ���	
��������	����������������������������������	��������������������
���������� !�

���"�#�����$
��$%�&�����������
�'����������	
�'(���	�'���'"������'"���������'����'	���'����'"���'���'�
�'����� ��)

�**+�,-�./01,2,/3�456�781,9:�48�;7<046�=6>-,46�<,-710:�?6@;,?6A6/4-�B8?�CD�6/4,4,6-E+769,.9011:F�CD�6/4,4:�=6>-,46-�=,11�>6�?6@;,?6<�48�<,-710:�0/<�A0?G64�456�B8118=,/3�45?66904638?,6-�8B�710/-�8?�7?8<;94-�09?8--�04�160-4�45?66�<,-4,/94�=6>-,46�7036-F�=,45�96?40,//0??8=�6H9674,8/-I�J*K-�8BB6?6<�45?8;35�456�6H950/36F�,/<,L,<;01�560145�,/-;?0/9698L6?036�-;>M694�48�NBB8?<0>16�O0?6�N94�PNONQ�A0?G64R=,<6�?;16-�8BB6?6<�8;4-,<6�4566H950/36�P,/91;<,/3�J*K-�0/<�/8/RJ*K-�8456?�450/�6H96746<�>6/6.4-QF�0/<�011�8456?7?8<;94-F�-;95�0-�6H96746<�>6/6.4-�/84�-;>M694�48�NON�A0?G64R=,<6�?;16-E�S56�.?-46H9674,8/�48�456-6�?6@;,?6A6/4-�0118=-�710/-�B?8A�456�.?-4�4=8�904638?,6-�P011�8B�=5,95�0?6-;>M694�48�NON�A0?G64R=,<6�?;16-Q�48�>6�<,-710:6<�8/�456�-0A6�=6>-,46�7036�=56/�098/-;A6?�50-�?696,L6<�0/�8BB6?�8B�0/�,/<,L,<;01�98L6?036�560145�?6,A>;?-6A6/40??0/36A6/4�P*TNQF�-;>M694�48�96?40,/�98/<,4,8/-E�S56�-698/<�6H9674,8/�48�456-6?6@;,?6A6/4-�0118=-�CD�6/4,4,6-�48�<,-710:�0/<�A0?G64�-40/<R018/6�<6/401�710/-�96?4,.6<�>:0/�6H950/36�>;4�8BB6?6<�8;4-,<6�456�6H950/36�0/<�/8/R96?4,.6<�-40/<R018/6�<6/401�710/-8/�456�-0A6�8BBR6H950/36�<6/401�710/�-5877,/3�=6>-,46�7036-E�**+�,-�./01,2,/3�456�7?878-01�48�78-4�0/�0//;01�J*K�6/?81166�6H76?,6/96�-;?L6:�7;>1,9�;-6.16�PKUVQ�48�B;?456?�-;778?4�4?0/-70?6/9:�8B�J*K�@;01,4:�<040�0/<�7?8L,<6�98/-;A6?-F-4046-F�,--;6?-F�0/<�?6-60?956?-�=,45�L01;0>16�6/?81166�6H76?,6/96�<040E�W/�0<<,4,8/F�=6�0?6./01,2,/3�456�?6A8L01�8B�456�98A78-,46�0/<�<8A0,/�16L61-�8B�456�JT+�5,6?0?95:�48�-,A71,B:456�JT+�B?0A6=8?GF�48�01,3/�=,45�8456?�OX+�@;01,4:�?678?4,/3�7?83?0A-F�0/<�48�5617,A7?8L6�>010/9,/3�456�,/Y;6/96�8B�,/<,L,<;01�A60-;?6-�8/�456�8L6?011�@;01,4:�-98?6E�Z6�=,11�/84�40G6�6/B8?96A6/4�094,8/�030,/-4�6H950/36-�4504�<8�/84�76?B8?A�?0/<8A-0A71,/3�0-�?6@;,?6<�>:�[\�OVT�]\\Ê_̀P<QP[Q�B8?�710/�:60?-�_̀ _̀�0/<�_̀_]F�0/<�6H46/<45,-�48�710/�:60?�_̀__E�**+�=,11�6H6?9,-6�-;95�<,-9?64,8/�,/�0/4,9,704,8/�8B�./01,2,/3�,4-6L01;04,8/�8B�456�?6-;14-�8B�456�6A718:6?�L6?,.904,8/�-4;<:�48�P]Q�<646?A,/6�456�;/,@;6950?0946?,-4,9-�8B�456�787;104,8/�=,45�8BB6?-�8B�6A718:6?R-78/-8?6<�98L6?036�4504�A664-A,/,A;A�L01;6�0/<�0BB8?<0>,1,4:�-40/<0?<-F�P_Q�98A70?6�7?6A,;A�0/<�8;4R8BR789G64�98-4-B8?98/-;A6?-6/?8116<,/0BB8?<0>166A718:6?R-78/-8?6<98L6?036486H950/3698L6?036F
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[aabd\[ĝ _846+I
()
/01
pL/0
*1)/,6I7
/01
15=4)@(:)
:A
4**1@@
/:
A611
=,D+(*
0(.0
@*0::+
()
/01
q)(/1-r/4/1@
@1/
4
)1B
.+:D4+
@/4)-46->
<(61*/
=,D+(*
()C1@/;1)/
()
:,6
*0(+-61)Y@
A,/,61
=6:=1++1-q>r>
1*:):;(*
.6:B/0
4)-
1)04)*1-
:,6
.+:D4+
*:;=1/(/(C1)1@@>
s:B7
;:,)/().
1C(-1)*1@,..1@/@
/04/
TS
I146@
:A
@*0::+
(@
):
+:).16
@,t*(1)/
/:
=61=461
:,6
@/,-1)/@
A:6
@,**1@@
()/:-4IY@
1*:):;I>
H1@146*0
/1++@
,@
/04/
B1
;,@/
()C1@/
146+I
/:
@,==:6/
:,6
*0(+-61)Y@-1C1+:=;1)/
4)-
614-()1@@
A:6
4*4-1;(*
@,**1@@u
:,6
/64)@A:6;().
1*:):;I
61Q,(61@
/04/
B1=6:C(-1
1C16I
@/,-1)/
/01
:==:6/,)(/I
/:
:D/4()
4
=:@/@1*:)-46I
-1.611
:6
*16/(N*4/1>



8C(-1)*1



��������� ���	
��	�
��
�������
�������
����
�
��
���	
����

�		������������	����� �!�"��#�� $������	�	��	�$������������%��&�#��	$��	$	�$�������$#������$����� %��&

'()*
+,
-(.
*(/
01/2+3)4
5)1+6+/,
76)4
3)66,
892
)4
)::+*+94)6
89;2
./)2,
98
82//<
=;>6+3/:;3)*+94
892
9;2
4)*+94?,
3(+6:2/4@
A=/3+B3)66.<
72/,+:/4*
C+:/4
+,
3)66+4D
892
EFGG
>+66+94
89282//
;4+H/2,)6
=2/I,3(996
892
)66
*(2//I
)4:
89;2I./)2I96:,
)4:
EJGK
>+66+94
892
*-9
./)2,
98
82//3911;4+*.
3966/D/
,9
*()*
/H/2.
,*;:/4*
(),
*(/
)>+6+*.
*9
9>*)+4
)
:/D2//
92
3/2*+B3)*/@
L4)::+*+94<
(/
+,
3)66+4D
892
)4
)==29M+1)*/6.
ENO
>+66+94
+4H/,*1/4*
+4
7/66
P2)4*,<
-(+3(
-9;6:(/6=
,*;:/4*,
,//Q+4D
)
3/2*+B3)*/
92
)
*-9I
92
89;2I./)2
:/D2//@
R/39D4+S+4D
*()*
)33/,,
*9=9,*,/394:)2.
/:;3)*+94
+,
49*
/49;D(<
*(/
01/2+3)4
5)1+6+/,
76)4
+436;:/,
ETF
>+66+94
*9+4H/,*
+4
/H+:/43/I>),/:
,*2)*/D+/,
*9
,*2/4D*(/4
391=6/*+94
)4:
2/*/4*+94
2)*/,
)*
3911;4+*.3966/D/,
)4:
+4,*+*;*+94,
*()*
,/2H/
,*;:/4*,
8291
9;2
19,*
:+,):H)4*)D/:
3911;4+*+/,@
'(+,
+,)694D,+:/
)
EUT
>+66+94
+4H/,*1/4*
+4
VCWX,<
'WX,<
)4:
YAL,@
72/,+:/4*
C+:/4
+,
)6,9
3)66+4D892
EK
>+66+94
*9
*2)+4<
/Z;+=
)4:
:+H/2,+8.
01/2+3)4
*/)3(/2,
+4
92:/2
*9
/4,;2/
*()*
9;2
(+D(,3(996
D2):;)*/,
)2/
2/):.
892
,;33/,,@
'(/,/
+4H/,*1/4*,<
391>+4/:
-+*(
*(9,/
6)+:
9;*
+4
*(/72/,+:/4*?,
01/2+3)4
[9>,
76)4<
-+66
>99,*
/)24+4D,<
/M=)4:
/1=69.1/4*
9==92*;4+*+/,<
)4:/4)>6/
*(/
X@A@
*9
-+4
*(/
FJ,*
3/4*;2.@
\] _̂̀ abcd
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Summary 
Certain individuals without access to subsidized health insurance coverage may be eligible for the 
premium tax credit (PTC) established under the Patient Protection and Affordable Care Act 
(ACA; P.L. 111-148, as amended) and amended under the American Rescue Plan Act of 2021 
(ARPA, P.L. 117-2) to include several temporary provisions. The dollar amount of the PTC varies 
from individual to individual, based on a formula specified in statute. Individuals who are eligible 
for the PTC may be required to contribute some amount toward the purchase of health insurance. 

In order to be eligible to receive the premium tax credit in 2021, individuals must have annual 
household income at or above 100% of the federal poverty level; not be eligible for certain types 
of health insurance coverage, with exceptions; file federal income tax returns; and enroll in a plan 
through an individual exchange. Exchanges (or marketplaces) are not insurance companies; 
rather, exchanges serve as marketplaces for the purchase of health insurance. They operate in 
every state and the District of Columbia. 

The PTC is refundable, so individuals may claim the full credit amount when filing their taxes, 
even if they have little or no federal income tax liability. The credit also is advanceable, so 
individuals may choose to receive advanced payments of the credit (or APTC). APTCs are 
provided on a monthly basis to coincide with the payment of insurance premiums, automatically 
reducing consumer costs associated with purchasing insurance. The credit is financed through 
permanent appropriations authorized under the federal tax code. 

Individuals who receive premium credit payments also may be eligible for subsidies that reduce 
cost-sharing expenses. The ACA established two types of cost-sharing reductions (CSRs). One 
type of subsidy reduces annual cost-sharing limits; the other directly reduces cost-sharing 
requirements (e.g., lowers a deductible). Individuals who are eligible for CSRs may receive both 
types. Although applicable health plans must provide these CSRs, such plans no longer receive 
direct payments to reimburse them for the cost of providing the subsidies to eligible consumers. 

The ARPA makes temporary changes to the PTC and to CSRs. Its provisions amend statute to 

• expand eligibility for and the amount of the PTC applicable to certain exchange 
plans for tax years 2021 and 2022; 

• suspend the requirement, for tax year 2020, that individuals pay back PTC 
amounts that were provided in excess; and 

• expand eligibility for and the calculation of both the PTC and CSRs for 
individuals who receive unemployment compensation during calendar year 2021. 

This report describes current law (including the ARPA’s temporary changes) and applicable 
regulations and guidance, specifically how the PTC and CSR requirements apply in 2021. 
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Background 
Certain individuals and families without access to subsidized health insurance coverage may be 
eligible for a premium tax credit (PTC). This credit, authorized under the Patient Protection and 
Affordable Care Act (ACA; P.L. 111-148, as amended) and amended under the American Rescue 
Plan Act of 2021 (ARPA; P.L. 117-2), applies toward the cost of purchasing specific types of 
health plans offered by private health insurance companies.1 Individuals who receive PTC 
payments also may be eligible for subsidies that reduce cost-sharing expenses.2 

To be eligible for the PTC and cost-sharing reductions (CSRs), individuals and families must 
enroll in health plans offered through health insurance exchanges and meet other criteria. 
Exchanges operate in every state and the District of Columbia (DC). 3 Exchanges are not 
insurance companies; rather, they are marketplaces that offer private health plans to qualified 
individuals and small businesses. The ACA specifically requires exchanges to offer insurance 
options to individuals and to small businesses, so exchanges are structured to assist these two 
different types of customers. Consequently, each state has one exchange to serve individuals and 
families (an individual exchange) and another to serve small businesses (a Small Business Health 
Options Program, or SHOP, exchange). 

 
 

1 §1401 of the Patient Protection and Affordable Care Act (ACA; P.L. 111-148, as amended); new §36B of the Internal 
Revenue Code of 1986 (IRC); and §§9661-9663 of the American Rescue Plan Act of 2021 (ARPA, P.L. 117-2). 
2 ACA §1402; and new §18071 of the Public Health Service Act (PHSA). 
3 For additional background about the exchanges, see CRS Report R44065, Overview of Health Insurance Exchanges. 

American Rescue Plan Act of 2021 
This report reflects provisions enacted under the American Rescue Plan Act of 2021 (ARPA; P.L. 117-2) 
that make temporary changes to the premium tax credit (PTC) and cost-sharing reductions (CSRs). The 
ARPA’s provisions amend statute to 

• expand eligibility for and the amount of the PTC applicable to certain exchange plans for tax years 
2021 and 2022; 

• suspend the requirement, for tax year 2020, that individuals pay back PTC amounts that were 
provided in excess; and 

• expand eligibility for and the calculation of both the PTC and CSRs for individuals who receive 
unemployment compensation during calendar year 2021. 

This report describes current law and applicable regulations and guidance, specifically how the PTC and 
CSR requirements apply in 2021. As of the date of publication of this report, the Internal Revenue Service 
(IRS) had posted minimal guidance with respect to implementation of the ARPA’s PTC provisions. On 
March 23, 2021, the Centers for Medicare & Medicaid Services (CMS) posted general questions and 
answers about accessing the enhanced PTC benefits through the exchanges; this document did not address 
the enhanced CSRs. Implementation guidance is discussed in relevant sections of this report. 

Sources: IRS, “The Premium Tax Credit - The Basics,” at https://www.irs.gov/affordable-care-act/ 
individuals-and-families/the-premium-tax-credit-the-basics;   and   CMS, “Extended Access   Opportunity 
to Enroll in More Affordable Coverage Through HealthCare.gov,” at https://www.cms.gov/newsroom/ fact-
sheets/extended-access-opportunity-enroll-more-affordable-coverage-through-healthcaregov. 

Notes:   Following ARPA enactment, the IRS indicated on its PTC webpage that the agency is 
reviewing the ARPA’s tax provisions and will “provide more details soon.” Since enactment, the IRS 
has issued ARPA guidance about the provision suspending repayment of excess credit for tax year 
2020 only and the provision affecting eligibility and amount of the PTC. 

http://www.irs.gov/affordable-care-act/
http://www.cms.gov/newsroom/
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Health insurance companies that participate in the individual and SHOP exchanges must comply 
with numerous federal and state requirements. Among such requirements are restrictions related 
to the determination of premiums for exchange plans (rating restrictions). Insurance companies 
are prohibited from using health factors in determining premiums. However, they are allowed to 
vary premiums by age (within specified limits), geography, number of individuals enrolling in a 
plan, and smoking status (within specified limits).4 

 

Premium Tax Credit 
The dollar amount of the PTC is based on a statutory formula and varies from individual to 
individual. Individuals who are eligible for the premium credit generally are required to 
contribute some amount toward the purchase of their health insurance. 

The PTC is refundable, so individuals may claim the full credit amount when filing their taxes 
even if they have little or no federal income tax liability. The credit also is advanceable, so 
individuals may choose to receive the credit in advance of filing taxes on a monthly basis to 
coincide with the payment of insurance premiums (technically, advance payments go directly to 
insurers). Advance payments (or APTC) automatically reduce monthly premiums by the credit 
amount. Therefore, the direct cost of insurance to an individual or family APTCs generally will 
be lower than the advertised cost for a given exchange plan. 

 
Eligibility 
In order to be eligible to receive the PTC, individuals must meet the following criteria: 

• file federal income tax returns; 
• enroll in a plan through an individual exchange; 
• have annual household income at or above 100% of the federal poverty level 

(FPL)5 for tax year 2021;6 and 
• not be eligible for minimum essential coverage (see the “Not Eligible for 

Minimum Essential Coverage” section in this report), with exceptions. 
These eligibility criteria are discussed in greater detail below. 

 
File Federal Income Tax Returns 

Because premium assistance is provided in the form of a tax credit, such assistance is 
administered by the Internal Revenue Service (IRS) through the federal tax system. The premium 

 
 
 

4 For additional discussion regarding these rating restrictions, see CRS Report R45146, Federal Requirements on 
Private Health Insurance Plans. 
5 The guidelines that designate the federal poverty level (FPL) are used in various federal programs for eligibility 
purposes. The poverty guidelines vary by family size and by whether the individual resides in the 48 contiguous states 
and the District of Columbia, Alaska, or Hawaii. See Office of the Assistant Secretary for Planning and Evaluation, 
“ Frequently Asked Questions Related to the Poverty Guidelines and Poverty,” at https://aspe.hhs.gov/frequently-asked- 
questions-related-poverty-guidelines-and-poverty#programs. 
6 ARPA §9661 expands eligibility for the premium tax credit (P TC) by temporarily eliminating the phaseout for 
households with annual incomes above 400% FPL. Elimination of the phaseout applies to tax years 2021 and 2022. The 
phaseout would resume beginning in 2023. 
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credit process requires qualifying individuals to file federal income tax returns, even if their 
incomes are at levels that normally do not necessitate the filing of such returns. 

Married couples are required to file joint tax returns to claim the premium credit, with some 
exceptions. The calculation and allocation of credit amounts may differ in the event of a change 
in tax-filing status during a given year (e.g., individuals who marry or divorce).7 

 
Enroll in a Plan Through an Individual Exchange 

Premium credits are available only to 
individuals and families enrolled in plans 
offered through individual exchanges; 
premium credits are not available through 
SHOP exchanges. Individuals may enroll in 
exchange plans if they (1) reside in a state in 
which an exchange was established; (2) are 
not incarcerated, except individuals in 
custody pending the disposition of charges; 
and (3) are citizens or have other lawful 
status.8 

Undocumented individuals (individuals 
without proper documentation for legal 
residence) are prohibited from purchasing 
coverage through an exchange, even if they 
could pay the entire premium. Because the ACA prohibits undocumented individuals from 
obtaining exchange coverage, these individuals are not eligible for the PTC. Although certain 
individuals are not eligible to enroll in exchanges due to incarceration or legal status, their family 
members may still receive the PTC as long as those family members meet all eligibility criteria. 

 
 
 
 
 
 

7 See IRS, “ Health Insurance Premium Tax Credit: Final Regulations,” 77 Federal Register 30377, May 23, 2012. 
8 Generally, enrollment through individual exchanges is restricted to a certain time period: an open enrollment period 
(OEP). The OEP for exchanges occurs near the end of a given calendar year for enrollment into health plans that begin 
the following year. Under certain circumstances, individuals may enroll in exchange plans outside of the OEP. For 
individuals who experience a “ triggering event” during the plan year, exchanges are required to provide a “ special 
enrollment period” (SEP) to allow such individuals the option of enrolling into an exchange for that plan year. SEP 
rules are specified at 45 C.F.R. 155.40, at https://www.govinfo.gov/content/pkg/CFR-2013-title45-vol1/xml/CFR- 2013-
title45-vol1-sec155-420.xml. The Biden Administration announced an extended SEP for individuals to enroll in health 
plans through federally operated exchanges. Consumers have until August 15, 2021 , to enroll in applicable exchanges 
under the extended SEP; see CMS, “ 2021 Special Enrollment Period Access Extended to August 15 on HealthCare.gov for 
Marketplace Coverage,” March 23, 2021, at https://www.cms.gov/newsroom/press-releases/2021- special-enrollment-period-
access-extended-august-15-healthcaregov-marketplace-coverage. On a related topic, the Department of Labor (DOL) 
announced that individuals who lose access to the temporary subsidy authorized under the ARPA, which pays the premiums 
for coverage established under the Consolidated Omnibus Budget Reconciliation Act (COBRA), may qualify for a separate 
SEP. The SEP would allow such individuals to enroll in exchange plans and possibly receive the PTC. For additional 
information about this COBRA-related SEP, see DOL, “ FAQs About COBRA Premium Assistance Under the American 
Rescue Plan Act of 2021,” April 7, 2021, at https://www.dol.gov/sites/ dolgov/files/EBSA/about-ebsa/our-
activities/resource-center/faqs/cobra-premium-assistance-under-arp.pdf. 

Actuarial Value and Metal Plans 
Most health plans sold through exchanges established 
under the ACA are required to meet  actuarial value 
(AV) standards, among other requirements. AV is a 
summary measure of a plan’s generosity, expressed as 
the percentage of medical expenses estimated to be paid 
by the insurer for a standard population and set of 
allowed charges. In other words, the higher the 
percentage, the lower the cost sharing, on average, for 
the population. AV is not a measure of plan generosity 
for an enrolled individual or family, nor is it a measure of 
premiums or benefits packages. 

An exchange plan that is subject to the AV standards is 
given a precious metal designation: platinum (AV of 
90%), gold (80%), silver (70%), or bronze (60%). 

http://www.govinfo.gov/content/pkg/CFR-2013-title45-vol1/xml/CFR-
http://www.cms.gov/newsroom/press-releases/2021-
http://www.dol.gov/sites/


  Health Insurance Premium Tax Credit and Cost-Sharing Reductions 

Congressional Research Service 4 

 

 

 
 
 

Have Annual Household Income at or Above 100% of the Federal Poverty 
Level 
Individuals generally must have household income (based on FPL) that meets a minimum level to 
be eligible for the PTC in 2021, as specified under the ARPA. 9 Household income is measured 
according to the definition for modified adjusted gross income (MAGI). 10 An individual whose 
MAGI is at or above 100% FPL may be eligible to receive the PTC for tax year 2021.11 

Table 1 displays the income levels that correspond to the eligibility criteria for the PTC in 2021 
(using poverty guidelines updated by the Department of Health and Human Services [HHS] for 
2020).12 

Table 1. Income Levels Applicable to Eligibility for the Premium Tax Credit for 2021, 
by Selected Family Sizes 

(based on 2020 HHS poverty guidelines) 
 

 Income Levels Equivalent to 100% FPL 
Number of 

Persons 
in Family 

    
48 Contiguous  States 

and DC 

 
 

Alaska 

 
 

Hawaii 

1 $12,760 $15,950 $14,680 

2 $17,240 $21,550 $19,830 

3 $21,720 $27,150 $24,980 

4 $26,200 $32,750 $30,130 

Source: Congressional Research Service (CRS) computations based on Department of Health and Human 
Services (HHS), “Annual Update of the HHS Poverty Guidelines,” 85 Federal Register 3060, January 17, 2020, at 
https://www.govinfo.gov/content/pkg/FR-2020-01-17/pdf/2020-00858.pdf. 

Notes: For 2021, the income levels used to calculate premium credit eligibility and amounts are based on 2020 
HHS poverty guidelines. The poverty guidelines are updated annually for inflation. FPL = Federal Poverty Level. 
DC = District of Columbia. 

 
 

 
9 There are exceptions to the lower bound income threshold at 100% FPL. One exception relates to the state option 
under the ACA to expand Medicaid for individuals with income up to 138% FPL. If a state chooses to undertake the 
ACA Medicaid expansion (or has already expanded Medicaid above 100% FPL), eligibility for premium credits would 
begin above the income level at which Medicaid eligibility ends in such a state. (Note that in states that do not expand 
Medicaid to at least 100% FPL, some low-income residents in those states are ineligible for both premium credits and 
Medicaid.) Another exception is for lawfully present aliens with incomes below 100% FPL, who are not eligible for 
Medicaid for the first five years that they are lawfully present. The ACA established §36B(c)(1)(B) of the IRC to allow 
such lawfully present aliens to be eligible for premium credits. Lastly, the final regulation on premium credits provided 
a special rule for credit recipients whose incomes at the end of a given tax year end up being less than 100% FPL. Such 
individuals will continue to be considered eligible for the PTC for that tax year. 
10 See CRS Report R43861, The Use of Modified Adjusted Gross Income (MAGI) in Federal Health Programs, for 
background information about the use of MAGI in determining eligibility for premium tax credits. 
11 ARPA §9661 expands eligibility for the PTC by temporarily eliminating the phaseout for households with annual 
incomes above 400% FPL. Elimination of the phaseout applies to tax years 2021 and 2022. The phaseout would resume 
beginning in 2023. 
12 The poverty guidelines are updated annually, at the beginning of the year. However, premium credit calculations are 
based on the prior year’s guidelines to provide individuals with timely information as they compare and enroll in 
exchange plans during the OEP (which occurs prior to the beginning of the plan year). 

http://www.govinfo.gov/content/pkg/FR-2020-01-17/pdf/2020-00858.pdf


  Health Insurance Premium Tax Credit and Cost-Sharing Reductions 

Congressional Research Service 5 

 

 

 
 
 

In addition to individuals who meet the applicable income levels listed in Table 1, the ARPA 
provides special access to individuals who receive unemployment compensation (UC).13 It deems 
individuals who receive UC for any week in calendar year 2021 to have met the PTC income 
eligibility criteria for tax year 2021. For these individuals, the ARPA also temporarily adjusts the 
calculation of the PTC amount (see the discussion about this calculation in the “Determination of 
Required Premium Contributions and Premium Tax Credit Amounts” section of this report). 

 
Not Eligible for Minimum Essential Coverage 

To be eligible for a premium credit, an individual may not be eligible for minimum essential 
coverage (MEC), with exceptions (described below). The ACAbroadly defines MEC to include 
Medicare Part A; Medicare Advantage; Medicaid (with exceptions); the State Children’s Health 
Insurance Program (CHIP); Tricare; Tricare for Life, a health care program administered by the 
Department of Veterans Affairs; the Peace Corps program; any government plan (local, state, 
federal), including the Federal Employees Health Benefits Program (FEHBP); any plan offered in 
the individual health insurance market; any employer-sponsored plan (including group plans 
regulated by a foreign government); any grandfathered health plan; any qualified health plan 
offered inside or outside of exchanges; and any other coverage (such as a state high-risk pool) 
recognized by the HHS Secretary.14 

However, the ACA provides certain exceptions regarding eligibility for MEC and PTC. An 
individual may be eligible for premium credits even if he or she is eligible for any of the 
following sources of MEC: 

• the individual (non-group) health insurance market;15 

• an employer-sponsored health plan that is either unaffordable or inadequate;16 or 
• limited benefits under the Medicaid program.17 

Medicaid Expansion 
Under the ACA, states have the option to expand Medicaid eligibility to include all non-elderly, 
nonpregnant individuals with incomes up to 138% FPL.18 If an individual who applied for 
premium credits through an exchange is determined to be eligible for Medicaid, the exchange 
must have that individual enrolled in Medicaid instead of an exchange plan. Therefore, in states 
that implemented the optional Medicaid expansion to include individuals with incomes at or 
above 100% FPL (or any state that decided to expand eligibility to individuals irrespective of the 

 
13 See ARPA §9663. With respect to this provision, unemployment compensation (UC) references a long-standing 
definition in the federal tax code: “ any amount received under a law of the United States or of a State which is in the 
nature of unemployment compensation” (26 U.S.C. §85(b)). For a discussion of various UC benefits, see CRS Report 
R46687, Current Status of Unemployment Insurance (UI) Benefits: Permanent-Law Programs and COVID-19 
Pandemic Response. 
14 See CRS Report R44438, The Individual Mandate for Health Insurance Coverage: In Brief. 
15 The private health insurance market continues to exist outside of the ACA exchanges. Moreover, almost all exchange 
plans may be offered in the market outside of exchanges. 
16 For 2021, if the employee’s premium contribution toward the employer’s self -only plan exceeds 9.83% of household 
income, such a plan is considered unaffordable for premium credit eligibility purposes. For additional information, see 
IRS, Revenue Procedure 2021-23, at https://www.irs.gov/pub/irs-drop/rp-21-23.pdf. If a plan’s actuarial value is less 
than 60%, the plan is considered inadequate for premium credit eligibility purposes. 
17 Limited benefits under Medicaid include the pregnancy-related benefits package, treatment of emergency medical 
conditions only, and other limited benefits. 
18 See CRS In Focus IF10399, Overview of the ACA Medicaid Expansion . 

http://www.irs.gov/pub/irs-drop/rp-21-23.pdf
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ACA’s Medicaid expansion provisions), premium credit eligibility begins at the income level at 
which Medicaid eligibility ends. 

 
Determination of Required Premium Contributions and Premium 
Tax Credit Amounts 

Required Premium Contribution Examples 

The amount of the PTC varies from individual to individual. Calculation of the credit is based on 
the annual household income (i.e., MAGI) of the individual (and tax dependents), the premium 
for the exchange plan in which the individual (and any dependents) is enrolled, and other factors. 
For simplicity’s sake, the following formula illustrates the calculation of the credit: 

Standard Plan Premium – Required Premium Contribution = Premium Tax Credit Amount 

Premiums are allowed to vary based on a few characteristics of the person (or family) seeking 
health insurance. Standard Plan refers to the second-lowest-cost silver plan (see text box in the 
“Eligibility” section of this report) in the person’s (or family’s) local area. Required Premium 
Contribution refers to the amount that a premium credit-eligible individual (or family) may pay 
toward the exchange premium. The required premium contribution is capped according to 
household income, with such income measured relative to FPL (see Table 1). The cap requires 
lower-income individuals to contribute a smaller share of income toward the monthly premium 
for the standard plan, compared with the requirement for higher-income individuals. The required 
premium contribution caps typically are updated through IRS guidance on an annual basis. 
However, the ARPA temporarily replaces those caps.19 The ARPAcaps that apply in 2021 are 
lower than the percentages that applied just prior to enactment of the law (see Figure 1).20 

The amount of the credit for a given individual is calculated as the difference between the 
premium of the plan in which the individual enrolls and his or her required contribution. Given 
that the premium and required contribution vary from person to person, the premium credit 
amount likewise varies. An extreme example is when the premium for the standard plan is very 
low, the tax credit may cover the entire premium and the individual may pay nothing toward the 
premium. The opposite extreme scenario, for some higher-income individuals, is when the 
required contribution exceeds the premium amount, leading to a credit of zero dollars, meaning 
the PTC-eligible individual (or family) would pay the entire premium amount. 

 
 
 
 
 
 
 
 
 
 
 
 

19 See ARPA §9661. The new percentages apply to the PTC for tax years 2021 and 2022. Beginning in 2023, the 
annual update to these percentages would revert back to pre-ARPA statute and applicable IRS guidance. 
20 By reducing these caps, the ARPA increases the potential premium credit amounts for eligible individuals. While 
these lower caps apply across eligible income groups, the benefit is most significant for those with incomes up to 150% 
FPL; such individuals may now receive full subsidies to cover standard plan premiums, as illustrated in the 
hypothetical examples included in this section of this report. 
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Figure 1. Cap on Required Premium Contributions for Individuals Who Are Eligible 
for the Premium Tax Credit in 2021 

(cap varies by income, as measured relative to the federal poverty level) 

Source: Internal Revenue Service (IRS), Revenue Procedure 2021 -23, at https://www.irs.gov/pub/irs-drop/rp-21- 
23.pdf. 

Notes: The cap assumes that the individual enrolls in the standard plan (second-lowest-cost silver plan) used to 
calculate premium credit amounts. If the individual enrolls in an exchange plan that is more expensive than the 
standard plan, the individual would be responsible for paying any premium amount that exceeds the calculated 
credit amount. 

Section 9661 of the American Rescue Plan Act of 2021 (ARPA; P.L. 117-2) applies these percentages to tax years 
2021 and 2022. Prior to ARPA enactment, the percentages for 2021 ranged from 2.07% to 9.83%, as indicated in 
Revenue Procedure 2020-36. By reducing the percentages to the current range of 0.0% to 8.5%, the ARPA 
reduced the required premium contributions for credit-eligible individuals. In effect, these reduced percentages 
result in larger credit amounts compared with what they would have been prior to ARPA enactment. 

To illustrate the premium credit calculation for 2021, consider a premium credit eligible 
individual living in Lebanon, KS—the geographic center of the continental United States—with 
household income of $19,140 (150% FPL, according to applicable regulations). For 2021, such 
an individual would be required to contribute 0.0% of that income toward the premium for the 
standard plan in his or her local area (see Figure 1). In other words, the individual would have a 
zero dollar premium if he or she enrolled in the standard plan. In contrast, an individual residing 
in the same area with income of $31,900 (250% FPL) would be required to contribute 4.0% of his 
or her income toward the premium for the same plan. The maximum amount this individual 
would pay for the standard plan would be $1,276 (that is, $31,900 x 4.0%) for the year, or 
approximately $106 per month.21 

A similar calculation is used to determine the required premium contribution for a family. For 
instance, consider a couple and one child residing in Lebanon, KS, who are eligible for the PTC 
with household income of $32,580 in 2021. For a family of this size, this income is equivalent to 
150% FPL for premium credit purposes. Just as in the example above of the individual with 

 
 
 

21 For estimates of premium credit amounts based on factors for which insurance companies are allowed to vary 
premiums (as described in the “ Background” section of this report), see Kaiser Family Foundation, “ Health Insurance 
Marketplace Calculator,” at http://kff.org/interactive/subsidy-calculator/. 

http://www.irs.gov/pub/irs-drop/rp-21-
http://kff.org/interactive/subsidy-calculator/
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income at 150% FPL, this family would be required to contribute 0.0% of its annual income 
toward the premium for the standard plan in its local area. 

In addition to calculating a given individual’s credit amount according to the formula discussed 
above, the ARPA includes a special rule specifically for UC beneficiaries. As discussed in the 
“Eligibility” section of this report, ARPA deems individuals who receive UC for any week in 
calendar year 2021 to have met the PTC income eligibility criteria for tax year 2021. The law also 
disregards household income (i.e., MAGI as applicable to the PTC) that exceeds 133% FPL. 
Income at or below that level qualifies for a zero-dollar premium for the standard plan (see 
Figure 1), similar to the preceding calculations for the hypothetical individual and family with 
incomes at 150% FPL. 

Generally, the arithmetic difference between the premium and the individual’s (or family’s) 
required contribution is the tax credit amount provided to the individual (or family). Therefore, 
factors that affect either the premium or the required contribution (or both) will change the 
premium credit amount; such factors include age, family size, and choice of metal plan. 

 
Reconciliation of Advance Premium Tax Credit Payments 
As mentioned previously, an eligible individual (or family) may receive advance payments of the 
premium credit to coincide with when insurance premiums are due. For such an individual, the 
advance premium tax credit (APTC) is provided on a monthly basis and the amount is calculated 
using an estimate of income. When an individual files his or her tax return for a given year, the 
total amount of APTC he or she received in that tax year is reconciled with the amount he or she 
should have received, based on actual income, as determined on the tax return. 

If an individual’s income decreased during the year and he or she should have received a larger 
tax credit, the additional credit amount will be included in the individual’s tax refund for the year 
or used to reduce the amount of taxes owed. 

If an individual’s income increased during the year and he or she received too much in APTC 
payments, the excess amount generally will be repaid in the form of a tax payment, with a 
temporary exception. The ARPAsuspends the requirement to repay excess APTC for the 2020 tax 
year.22 On April 9, 2021, the IRS provided guidance regarding implementation of this provision. 
Individuals who would have had to pay back an excess amount and have not yet filed their 2020 
tax returns are not required to file an excess amount on their returns or to file Tax Form 8962. 
(Form 8962 is the form used by a tax filer to claim the PTC. Using the form, the tax filer 
calculates the PTC amount based on the actual income level from the tax return and reconciles the 
PTC amount with the total APTC amount already received, which was calculated using an 
income estimate.) Individuals who would have had to pay back an excess amount and already 
filed their 2020 tax returns are not required to file an amended return. The IRS will directly 
amend the returns that have already been filed to reimburse those individuals for any excess 
APTC repaid for the 2020 tax year, without any additional action required by the relevant tax 
filers.23 

For individuals with incomes below 400% FPL(other than tax year 2020), any repayment amount 
is capped, with greater tax relief provided to individuals with lower incomes (see Table 2). 

 
22 See ARPA §9662. 
23 IRS, “ IRS Suspends Requirement to Repay  Excess Advance Payments of the 2020 Premium Tax Credit; Those 
Claiming Net Premium Tax Credit Must File Form 8962,” April 9, 2021, at https://www.irs.gov/newsroom/irs- 
suspends-requirement-to-repay-excess-advance-payments-of-the-2020-premium-tax-credit-those-claiming-net- 
premium-tax-creditmust-file-form-8962. 

http://www.irs.gov/newsroom/irs-
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Table 2. Annual Limits on Repayment of Excess Premium Tax Credits, 2021 
 

Household Income (Expressed as a Percentage 
of the Federal Poverty Level) 

Applicable Dollar Limit for 
Unmarried Individualsa 

Less Than 200% $325 

At Least 200% But Less Than 300% $800 

At Least 300% But Less Than 400% $1,350 

Source: IRS, Internal Revenue Bulletin 2020-46, at https://www.irs.gov/irb/2020-46_IRB. 

Notes: The applicable dollar limit for all other tax filers is twice the limit for unmarried individuals. 

a. Does not include surviving spouses or heads of households. 
 

Preliminary Tax Credit Data 
The IRS has published preliminary data about the PTC in its annual “Statistics of Income” (SOI) 
reports. The most recently published SOI report is for tax year 2018.24 The following data provide 
summary statistics about two overlapping populations: tax households that received APTC, and 
households that claimed the credit on their individual income tax returns.25 

 
Tax Year 2018 

For tax year 2018, around 6 million tax returns indicated receipt of advance payments of the tax 
credit, totaling to almost $46.1 billion. Of those 6 million returns, nearly 2.3 million tax 
households received advance payments that were less than what they were eligible for, and 
approximately 3.2 million tax households received advance payments that were more than what 
they were eligible for.26 The remaining difference represents households that received the correct 
amount in APTC. 

The SOI data indicate that approximately 5.4 million tax returns for the 2018 tax year claimed a 
total of nearly $41.8 billion of tax credit. The 5.4 million returns represent the number of tax 
households that were actually eligible for the credit, based on the information provided in the 
2018 tax returns.27 These eligible households represent those who received advance payments of 
the credit and those who claimed the credit after the end of the tax year.28 The IRS also has 
published limited tax credit data by state, county, and zip code.29 

 
 
 
 

24 The data represent tax return information at the time of filing; therefore, the data do not incorporate corrections or 
amendments made to the tax returns at a later time. IRS, “ Affordable Care Act Items,” Table 2.7, at 
https://www.irs.gov/statistics/soi-tax-stats-individual-income-tax-returns-publication-1304-complete-report. 
25 The SOI report does not include all estimates of tax credit recipients and claimants necessary to fully describe the 
overlap of these two taxpayer populations. 
26 The 3.2 million taxpayers who received excess advanced payments paid back a total of approximately $4.4 billion. 
27 The number of taxpayers who received advance payments exceeded the number who were eligible for the credits, 
indicating that some taxpayers received unauthorized credits. The IRS did not include, in the SOI report, an estimate of 
the number of taxpayers who received unauthorized credits. 
28 The IRS did not include, in the SOI report, separate estimates of the number of eligible taxpayers who received 
advance payments and the number who did not. 
29 See IRS, “ ACA Data from Individuals,” at https://www.irs.gov/statistics/soi-tax-stats-affordable-care-act-aca- 
statistics-individual-income-tax-items. 

http://www.irs.gov/irb/2020-46_IRB
http://www.irs.gov/statistics/soi-tax-stats-individual-income-tax-returns-publication-1304-complete-report
http://www.irs.gov/statistics/soi-tax-stats-affordable-care-act-aca-
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Enrollment Data 
HHS regularly publishes data on persons selecting and enrolling in exchange plans, including 
individuals who were determined eligible for the PTC. For plan year 2020, HHS made reports 
and public-use files available with national enrollment data, as well as limited data by state, 
county, and zip code.30 During the 2020 open enrollment period, approximately 87% of all 
exchange enrollees were eligible for the tax credit.31 As of the publication date of this report, 
HHS had not yet published comparable data for plan year 2021. 

 

Cost-Sharing Reductions 
An individual who qualifies for the PTC, is enrolled in a silver plan (see text box above, 
“Actuarial Value and Metal Plans”), and has annual household income no greater than 250% FPL 
(a temporary exception is provided for individuals who receive UC; see below) is eligible for 
cost-sharing reductions (CSRs).32 The purpose of these CSR subsidies is to reduce an individual’s 
(or family’s) expenses related to cost-sharing requirements under the silver plan; such 
requirements may include deductibles, co-payments, coinsurance, and annual cost-sharing 
limits.33 There are two types of CSRs, and the level of assistance for each varies by income band 
(see descriptions below). Individuals who are eligible for cost-sharing assistance may receive 
both types of subsidies, as long as they meet the applicable eligibility requirements. 

In addition to individuals who meet the CSR eligibility requirements described below, the ARPA 
provides special access to individuals who receive UC. It deems individuals who receive UC for 
any week in calendar year 2021 to have met the CSR income eligibility criteria for plan year 
2021.34 The ARPA also disregards any household income above 133% FPL in 2021, which 
provides UC beneficiaries with the greatest level of cost-sharing assistance (see description of 
CSRs by income band below). 

The ACA requires the HHS Secretary to provide full reimbursements to insurers that provide 
CSRs. Federal outlays for such reimbursements totaled the following amounts: 

• FY2014: $2.111 billion 
• FY2015: $5.382 billion 
• FY2016: $5.652 billion 
• FY2017: $7.317 billion 
• FY2018-FY2020: $035 

 
30 CMS, “ 2020 Marketplace Open Enrollment Period Public Use Files,” at https://www.cms.gov/index.php/Research- 
Statistics-Data-and-Systems/Statistics-Trends-and-Reports/Marketplace-Products/2020-Marketplace-Open-Enrollment- 
Period-Public-Use-Files. 
31 See CMS, “ Health Insurance Exchanges 2020 Open Enrollment Report,” April 1, 2020, at https://www.cms.gov/ 
files/document/4120-health-insurance-exchanges-2020-open-enrollment-report-final.pdf. 
32 ACA §1402. 
33 A deductible is the amount an insured consumer pays for covered health care services before the applicable insurer 
begins to pay for such services (with exceptions). Coinsurance is a share of costs, expressed as a percentage, an insured 
consumer pays for a covered health service. A co-payment is a fixed dollar amount an insured consumer pays for a 
covered health service. An annual cost-sharing limit is the total dollar amount an insured consumer would be required 
to pay out of pocket for use of covered services in a plan year. Once an insured consumer’s out-of-pocket spending 
meets this limit, the insurer generally will pay 100% of covered costs for the remainder of the plan year. 
34 ARPA §2305. 
35 Data provided to CRS by the IRS Budget Office. 

http://www.cms.gov/index.php/Research-
http://www.cms.gov/
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Although the ACA authorized the cost-sharing subsidies and payments to reimburse insurers, it 
did not address the financing for such payments. The Obama Administration provided CSR 
payments to insurers using an existing appropriation that finances the PTC (among other tax 
benefits). The House of Representatives filed suit in 2014, claiming the payments violated the 
appropriations clause of the U.S. Constitution. After holding that the House has standing to sue 
the Obama Administration, the U.S. District Court for the District of Columbia concluded that 
payments for CSRs were unconstitutional for lack of a valid appropriation enacted by Congress. 
The court barred the Obama Administration from making the payments but stayed its decision 
pending appeal of the case. Following the November 2016 election, the court delayed the case to 
allow for nonjudicial resolution, including possible legislative action. Congress did not provide 
appropriations, and on October 13, 2017, the Trump Administration filed a notice announcing it 
would terminate payments for these subsidies beginning with the payment that was scheduled for 
October 18 of that year. In response, attorneys general of 18 states and DC filed suit in the U.S. 
District Court for the Northern District of California challenging HHS’s decision to terminate 
CSR payments.36 

Despite the administrative decision to terminate CSR payments, such decision provides no relief 
to insurers that continue to be required under federal law to provide CSRs to eligible individuals. 
In response, health insurers increased premiums to offset this loss in reimbursements (if permitted 
by state insurance regulators); this practice is referred colloquially as silver loading.37 

As part of the legal challenges related to CSR payments, the Federal Circuit Court of Appeals 
concluded that insurers were “entitled to recover unpaid cost-sharing reduction (CSR) payments 
that the Trump Administration withheld, but only to the extent insurers had not recouped their 
losses through higher premiums.”38 The practice of silver loading is protected under federal law 
through plan year 2021.39 

 
Reduction in Annual Cost-Sharing Limits 
Each metal plan limits the total dollar amount an insured consumer will be required to pay out of 
pocket for use of covered services in a plan year (referred to as an annual cost-sharing limit in 
this report). In other words, the amount an individual spends in a given year on health care 
services covered under his or her plan is capped.40 For 2021, the annual cost-sharing limit for 
self-only coverage is $8,550; the corresponding limit for family coverage is $17,100.41 One type 
of cost-sharing assistance reduces such limits (see Table 3). This CSR reduces the annual limit 
faced by premium credit recipients with incomes up to and including 250% FPL; greater subsidy 
amounts are provided to those with lower incomes. In general, this cost-sharing assistance targets 

 
36 For a discussion of legal considerations related to the termination of CSR payments, see CRS Legal Sidebar 
LSB10018, Department of Health and Human Services Halts Cost-Sharing Reduction (CSR) Payments. 
37 For background on silver loading, see Bipartisan Policy Center, “ Stabilizing the Individual Insurance Market: What 
Happened and What Next?,” March 2018, at https://bipartisanpolicy.org/wp-content/uploads/2019/03/BPC-Health- 
Stabilizing-The-Individual-Health-Insurance-Market.pdf. 
38 Aviva Aron-Dine and Christen Linke Young, “ Silver-Loading Likely to Continue Following Federal Circuit 
Decision on CSRs,” Health Affairs, October 13, 2020, at https://www.healthaffairs.org/do/10.1377/ 
hblog20201009.845192/full/. 
39 §609 of the Further Consolidated Appropriations Act, 2020, P.L. 116-94. 
40 The annual cost-sharing limit applies only to health services that are covered under the health plan and are received 
within the provider network, if applicable. 
41 See “ Patient Protection and Affordable Care Act; HHS Notice of Benefit and Payment Parameters for 2021; Notice 
Requirement for Non-Federal Governmental Plans,” 85 Federal Register 29164, May 14, 2020, at 
https://www.govinfo.gov/content/pkg/FR-2020-05-14/pdf/2020-10045.pdf. 

http://www.healthaffairs.org/do/10.1377/
http://www.govinfo.gov/content/pkg/FR-2020-05-14/pdf/2020-10045.pdf
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individuals and families that use a great deal of health care in a year and, therefore, have high 
cost-sharing expenses. Enrollees who use very little health care may not generate enough cost- 
sharing expenses to reach the annual limit. 

 
Table 3. ACA Cost-Sharing Reductions: Reduced Annual Cost-Sharing Limits, 2021 

 

 Annual Cost-Sharing Limits 
Household Income Tier, 
by Federal Poverty Level 

 
Self-Only Coverage 

 
Family Coverage 

100% to 150% $2,850 $5,700 

Greater Than 150% to 200% $2,850 $5,700 

Greater Than 200% to 250% $6,800 $13,600 

Source: Department of Health and Human Services (HHS), “Patient Protection and Affordable Care Act; HHS 
Notice of Benefit and Payment Parameters for 2021; Notice Requirement for Non-Federal Governmental Plans,” 
85 Federal Register 29164, July 13, 2020, at https://www.govinfo.gov/content/pkg/FR-2020-05-14/pdf/2020- 
10045.pdf. 
Note: ACA = Patient Protection and Affordable Care Act ( P.L. 111-148, as amended). 

For example, consider the hypothetical individual who resides in Lebanon, KS and has household 
income at 150% FPL(as discussed in the “Required Premium Contribution Examples” section of 
this report). Aperson eligible to receive CSRs at that income level would face an annual cost- 
sharing limit of $2,850, compared to an annual limit of $8,550 for someone also enrolled in a 
silver plan but does not receive this subsidy. The practical effect of this reduction would occur 
when this individual spent up to the reduced amount. For additional covered services received by 
the individual, the insurance company would pay the entire cost. Therefore, by reducing the 
annual cost-sharing limit, eligible individuals are required to spend less before benefitting from 
this financial assistance. 

 

Reduction in Cost-Sharing Requirements 
The second type of CSR also applies to premium credit recipients with incomes up to and 
including 250% FPL. For eligible individuals, the cost-sharing requirements (for the plans in 
which they have enrolled) are reduced to ensure that the plans cover a certain percentage of 
allowed health care expenses, on average. The practical effect of this CSR is to increase the 
actuarial value (AV) of the exchange plan in which the person is enrolled (Table 4). In other 
words, enrollees face lower cost-sharing requirements than they would have without this 
assistance. Given that this type of CSR directly affects cost-sharing requirements (e.g., lowers a 
deductible), both enrollees who use minimal health care and those who use a great deal of 
services may benefit from this assistance. 

Table 4. ACA Cost-Sharing Reductions: Increased Actuarial Values 
 

Household Income Tier, 
by Federal Poverty Level 

New Actuarial Values for Cost- 
Sharing Subsidy Recipients 

100% to150% 94% 

Greater Than 150% to 200% 87% 

Greater Than 200% to 250% 73% 

Source: 45 C.F.R. §156.420. 

Note: ACA = Patient Protection and Affordable Care Act ( P.L. 111-148, as amended). 

http://www.govinfo.gov/content/pkg/FR-2020-05-14/pdf/2020-
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To be eligible for cost-sharing subsidies, an individual must be enrolled in a silver plan, which 
already has an AV of 70% (see text box above, “Actuarial Value and Metal Plans”). For an 
individual who receives the CSR referred to in Table 4, the health plan will impose different cost- 
sharing requirements so that the silver plan will meet the applicable increased AV. The ACA does 
not specify how a plan should reduce cost-sharing requirements to increase the AV from 70% to 
one of the higher AVs. Through regulations, HHS requires each insurance company that offers a 
plan subject to this CSR to develop variations of its silver plan; these silver plan variations must 
comply with the higher levels of actuarial value (73%, 87%, and 94%).42 When an individual is 
determined by an exchange to be eligible for CSRs, the person is enrolled in the silver plan 
variation that corresponds with his or her income. 

Consider the same hypothetical individual discussed in the previous section. Since this person’s 
income is at 150% FPL, if he or she receives this type of subsidy, the silver plan in which he or 
she is enrolled will have an AV of 94% (as indicated in Table 4), instead of the usual 70% AV for 
silver plans. 
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Access to Marketplace Plans with Low Premiums 

on the Federal Platform 
Part III: Availability Among Current HealthCare.gov Enrollees  

Under the American Rescue Plan 
 

Under the American Rescue Plan of 2021 (ARP), we estimate more than 3 in 4 (79 percent) of the 
nearly 8 million current HealthCare.gov enrollees likely can access a zero-premium plan, while more 

than 4 in 5 (87 percent) likely can access a plan for $50 or less per month. 
 

D. Keith Branham, Ann B. Conmy, Thomas DeLeire, Josie Musen, Xiao Xiao, Rose C. Chu, 
 Christie Peters, and Benjamin D. Sommers  

KEY POINTS 

• The American Rescue Plan (ARP) enhances and expands eligibility for advance payments of premium 
tax credits (APTCs) to purchase Marketplace insurance coverage under the Affordable Care Act (ACA). 
This Issue Brief estimates the changes in the availability of health plans with no premiums (“zero-
premium plans”) or premiums for $50 or less per month (“low-premium plans”) after APTCs among 
current HealthCare.gov enrollees under the ARP.i 

• The ARP has substantially increased the availability of low-premium silver and gold plans; most low- 
premium plans before the ARP were in the bronze tier. 

• Under the ARP, we estimate that the availability of zero-premium plans has increased by 41 
percentage points in the silver metal tier, with nearly half (48 percent) of current enrollees now able to 
enroll in a silver plan at no premium cost to them. Similarly, we estimate that the availability of low-
premium plans has increased by 25 percentage points in the silver metal tier, with 7 in 10 (70 percent) 
of current enrollees now able to find a low-premium silver plan. 

• Availability of zero-premium gold plans also increased under the ARP, from 6 percent to 15 percent. 

Availability of low-premium gold plans increased from 22 to 44 percent, presenting additional 

opportunities for some current enrollees not eligible for high AV silver plans (i.e. those with income 
above 200 percent FPL) to switch to plans with zero or low premiums and higher actuarial value (AV).  

• The ARP reduced the expected individual contribution of household income toward benchmark plan 
premiums to zero percent for applicable taxpayers with income between 100 and 150 percent of the 
Federal Poverty Level (FPL). Combined with cost-sharing reductions, this means that nearly all (99 
percent) of current Health Care.gov enrollees in this income range can find a zero-premium plan with 
an actuarial value (AV) of 94 percent. 

 
_______________________ 
 

i All references to premiums in this Issue Brief refer to premiums after application of APTCs, for those eligible to receive them. All 
results referring to “currently enrolled” in this brief are based on current plan selections in HealthCare.gov states for coverage in 2021 
as of March 1, 2021, excluding those with catastrophic coverage. 

April 13, 2021 
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INTRODUCTION  

This is the third ASPE Issue Brief in a series on the availability of zero- and low-premium plans in the 
HealthCare.gov Marketplace. In the first Issue Brief, published on March 29, 2021, we noted there are 
approximately 8 million individuals currently enrolled in Marketplace health plans in HealthCare.gov states as 
of March 1, 2021.1 Prior to the passage of the American Rescue Plan Act of 2021, Marketplace advanced 
premium tax credit (APTC) payments for many individuals in HealthCare.gov states - particularly low-income 
individuals - were large enough to substantially reduce premiums for many consumers, and in some cases to 
zero dollars, depending on the plan selections they might make. With the passage of the American Rescue Plan 
(ARP) and its enhanced and expanded Marketplace premium tax credit provisions, current HealthCare.gov 
enrollees’ access to zero- and low-premium health plans has increased.  
 
The ARP builds on the ACA by increasing access to health coverage through financial incentives to states to 
expand Medicaid and enhanced Marketplace premium tax credit eligibility. Under the ARP, ACA Marketplace 
premium tax credits temporarily become more generous in two ways: 1) for most consumers with household 
income between 100-400 percent FPL in Medicaid non-expansion states and between 138-400 percent FPL in 
Medicaid expansion states, the expected household income contribution toward premiums for the benchmark 
plan is lowered, including a reduction to 0% for those between 100-150 percent FPL; and 2) for consumers 
above the previous household income limit (400 percent FPL) for premium tax credit eligibility, the eligibility 
income limit is removed. The ARP changes to Marketplace premium tax credits apply for coverage beginning 
January 2021 and last for two years (2021 and 2022). APTCs under the new provisions became available 
through the HealthCare.gov Marketplace starting April 1, 2021. Reduced premium tax credits are available for 
all of 2021, and consumers can claim the increased credits for January–April 2021 at tax filing.  
 
The Centers for Medicare & Medicaid Services (CMS) determined that the COVID-19 emergency presents 
exceptional circumstances for consumers in accessing health insurance and provided access to a Special 
Enrollment Period (SEP) for individuals and families to apply and enroll in the coverage they need. This SEP will 
be available to eligible consumers in the 36 states served by the federal Marketplace on the HealthCare.gov 
platform.2,ii,iii Consumer access to the 2021 COVID-19 SEP on HealthCare.gov began on February 15, 2021 and 
will run through August 15, 2021.3,4,iv Most of the fifteen states (including the District of Columbia) that run a 
State-Based Marketplace (SBM) have also made available a COVID-19 SEP with a similar timeframe.5,v  
 
The ARP’s enhanced Marketplace premium tax credit eligibility and the current COVID-19 SEP together provide 
new opportunities for current HealthCare.gov enrollees to find more affordable health coverage and higher 
quality plans at lower premiums when shopping on HealthCare.gov.6   
 
This Issue Brief examines the impact of the ARP on the availability of zero-premium and low-premium health 
plans among current HealthCare.gov enrollees (referred to subsequently as “currently enrolled” or “the study 
population”). The brief compares access to such plans before and after the ARP’s implementation and 

 
_______________________ 
 

ii HealthCare.gov states examined include: Alabama, Alaska, Arizona, Arkansas, Delaware, Florida, Georgia, Hawaii, Illinois, Indiana, 
Iowa, Kansas, Kentucky, Louisiana, Maine, Michigan, Mississippi, Missouri, Montana, Nebraska, New Hampshire, New Mexico, North 
Carolina, North Dakota, Ohio, Oklahoma, Oregon, South Carolina, South Dakota, Tennessee, Texas, Utah, Virginia, West Virginia, 
Wisconsin, and Wyoming. 

iii States operating their own State-Based Marketplace (SBM) that do not use the HealthCare.gov platform are not included in the 
analysis: California, Colorado, Connecticut, District of Columbia, Idaho, Maryland, Massachusetts, Minnesota, Nevada, New Jersey, 
New York, Pennsylvania, Rhode Island, Vermont, and Washington. 

iv The SEP also allows individuals currently enrolled in a plan through HealthCare.gov to switch plans. 
v See state profiles here: https://www.healthinsurance.org/states/. 

https://www.healthinsurance.org/states/
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highlights the changes in availability. We examine the availability of zero- and low-premium plans before and 
after the ARP by metal tier, select demographic characteristics, and state-level estimates.   
 

METHODOLOGY 

The study methodology for this analysis of the currently enrolled is the same as in ASPE’s prior analyses, Access 
to Marketplace Plans with Low Premiums on the Federal Platform - Part I: Availability Among Uninsured Non-
Elderly Adults and HealthCare.gov Enrollees Prior to the American Rescue Plan. See Methodology and Appendix 
of that Issue Brief for further detail of the study methodology.1 For the ARP impacts we analyzed two APTC 
provisions: lowering the household income contribution toward premiums for the benchmark plan for those 
with household incomes between 100 and 400 percent FPL, and removing the ACA upper income limit for 
eligibility above 400 percent FPL. The ARP’s unemployment compensation provisions, which affect countable 
income for determining Marketplace premium tax credits, are not included in this analysis.vi  
 
This analysis has several limitations. Data for State-Based Marketplaces are not readily available for 2021 and 
our estimates therefore do not represent the full United States. Additionally, race and ethnicity data for 
HealthCare.gov enrollees were frequently missing (42 percent of enrollees) and therefore unusable for 
estimating descriptive statistics for this group. 
  

 
_______________________ 
 

vi Note: We assume enrollees with income above 400 percent FPL are now APTC eligible, but some may not be if they are enrolled in or 
have access to other affordable minimum essential coverage under ACA rules. 
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ZERO- AND LOW-PREMIUM PLAN AVAILABILITY BY METAL TIER 

Table 1 shows the availability of zero- and low-premium plans by plan metal tier in the study population, 
before and after the ARP. 
 
Table 1. Zero- and Low-Premium Plan Availability for Current HealthCare.gov Enrollees by Metal Tier,  
Pre- and Post-American Rescue Plan of 2021 

Current HealthCare.gov Enrollees – Plan 
Availability 

Pre-ARP Post-ARP# 
Percentage Point 

Difference** 

Total Population* 7,968,000 

$0 Premium Plan, %     
  Any Metal Tier 65.9% 78.7% +12.7% 
  Bronze 65.9% 78.7% +12.7% 
  Silver 7.1% 48.3% +41.1% 
  Gold 6.2% 14.7% +8.5% 

$50 or Less Per Month Premium Plan, %    
  Any Metal Tier 78.1% 87.0% +8.9% 
  Bronze 78.1% 87.0% +8.9% 
  Silver 44.7% 70.1% +25.3% 
  Gold 21.8% 44.1% +22.3% 

Data Sources: HealthCare.gov Marketplace Plan Files for Coverage in 2021; CMS/CCIIO MIDAS Plan Selections as of March 1, 2021 
Notes: Catastrophic plans excluded from the analyses; *Rounded to the nearest thousand; **Rounding may result in slight deviation in listed percentage 
point difference and the difference in pre-ARP and post-ARP values calculated from the rounded values in the table; # “Post-ARP” only refers to the two 
subsidy provisions from the ARP examined in this analysis: lowering of maximum applicable percent of household income toward benchmark premiums 
and extension of APTC to applicable taxpayers with household incomes above 400 percent FPL. 

 
We estimate that access to zero- and low-premium plan availability increased an additional 12.7 percentage 
points and 8.9 percentage points, respectively, under ARP. Overall, more than 3 in 4 (78.7 percent) adults in 
this population may be able to access a zero-premium plan in the Marketplace and nearly 7 in 8 (87.0 percent) 
may be able to find a plan for $50 or less per month. 

Silver Plans 

Under the ARP, silver zero- and low-premium plans have become substantially more available. We estimate 
availability of zero-premium plans to increase by 41.1 percentage points in the silver metal tier, with nearly 
half (48.3 percent) of the currently enrolled now able to enroll in a silver plan at no premium cost to them. 
Similarly, we estimate availability of low-premium plans to increase by 25.3 percentage points in the silver 
metal tier, with 7 in 10 (70.1 percent) of the currently enrolled now able to find a silver plan for $50 or less per 
month premium cost.  
 
Because income based cost-sharing reductions (CSRs) are only available for silver plans and for eligible 
consumers with household income between 100 and 250 percent FPL,vii these findings indicate for CSR-eligible 
consumers there may be new opportunities for low-premium plans with more generous coverage (i.e. higher 
Actuarial Value [AV]viii and lower out-of-pocket costs, e.g. reduced deductibles, copays, etc.).  
 

 
_______________________ 
 

vii With the exception of American Indians and Alaskan Natives, whose incomes can be higher, and who can utilize CSRs towards plans at any 
metal level.   

viii The actuarial value (AV) of a health plan is the average percentage of total costs of in-network essential health benefits (EHB) covered by the 
health plan. The AV available ranges from 60% for bronze plans, 70% for silver plans, 80% for gold plans, and 90% for platinum plans. For 
certain eligible individuals (generally those with household incomes between 100%-250% FPL) silver cost-sharing reduction (CSR) plans are 
available, which enhance AV from 70% to 73%, 87%, or 94% depending on income. Catastrophic plans are excluded from all analyses. 
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Additionally, the ARP reduced the expected contribution of household income toward benchmark plan 
(second-lowest cost silver) premiums to zero percent for those with household incomes between 100 and 150 
percent FPL, meaning that nearly all of the currently enrolled eligible consumers in this income range can find 
a zero-premium plan with an AV of 94 percent (i.e. on average, consumers enrolled in these plans only have to 
pay out-of-pocket for 6 percent of total in-network health care costs), with the exception of those living in a 
state or rating area in which all silver plans cover benefits beyond the ACA’s Essential Health Benefits (EHBs).  
 

Gold Plans 

Availability of zero-premium gold plans also increased under the ARP, from 6.2 to 14.7 percent, among those 
currently enrolled in HealthCare.gov states. The same was true for availability of low-premium gold plans, 
increasing from 21.8 to 44.1 percent, presenting additional opportunities for some currently enrolled 
consumers to switch to plans with zero- or low-premium cost with higher AV than standard silver plans.  
 

ZERO- AND LOW-PREMIUM PLAN AVAILABILITY BY DEMOGRAPHIC CHARACTERISTICS 

Table 2 shows availability of zero- and low-premium plans by demographics in the study population, before 
and after the ARP. 
 
Table 2. Zero- and Low-Premium Plan Availability for Current HealthCare.gov Enrollees by Demographics, 
Pre- and Post-American Rescue Plan of 2021 

Current HealthCare.gov 
Enrollees – Plan Availability 

Total 
Population* 

$0 Available - Any Metal 
$50 or Less Per Month Available - 

Any Metal 

Pre-
ARP, % 

Post-
ARP#, % 

Percentage 
Point 

Difference** 

Pre-
ARP, % 

Post-
ARP#, % 

Percentage 
Point 

Difference** 

Total Population* 7,968,000 65.9% 78.7% +12.7% 78.1% 87.0% +8.9% 

Rural Status‡        
  Rural 1,193,000 65.2% 78.7% +13.5% 78.8% 88.4% +9.6% 
  Urban 6,774,000 66.0% 78.7% +12.6% 78.0% 86.7% +8.7% 

Age        

 0-17 758,000 52.8% 70.4% +17.6% 74.1% 83.0% +8.9% 
  18-24 704,000 73.4% 85.6% +12.2% 86.6% 92.6% +6.0% 
  25-34 1,257,000 58.4% 75.7% +17.3% 72.1% 84.3% +12.2% 
  35-44 1,302,000 61.8% 77.0% +15.2% 74.0% 84.9% +10.9% 
  45-54 1,593,000 69.5% 80.5% +11.0% 79.6% 87.8% +8.3% 
  55-64 2,239,000 70.9% 80.0% +9.1% 80.6% 88.2% +7.6% 

 65+ 115,000 88.7% 90.8% +2.1% 94.3% 95.7% +1.4% 

Income/FPL        
  <100% 104,000 43.4% 43.4% 0.0% 53.9% 53.9% 0.0% 
  100-138% 2,663,000 98.4% 98.6% +0.2% 99.5% 99.5% 0.0% 
  >138-150% 702,000 88.7% 91.5% +2.8% 98.9% 99.2% +0.3% 
  >150-200% 1,520,000 74.9% 91.3% +16.3% 94.3% 98.9% +4.6% 
  >200-250% 1,036,000 51.8% 86.4% +34.6% 77.4% 97.8% +20.3% 
  >250-300% 637,000 28.5% 67.4% +38.9% 55.6% 89.5% +33.9% 
  >300-350% 415,000 16.6% 40.9% +24.3% 36.3% 70.6% +34.3% 
  >350-400% 287,000 13.4% 24.5% +11.1% 28.4% 48.4% +20.0% 
  >400% 115,000 0.0% 2.6% +2.6% 0.0% 7.6% +7.6% 
  Unknown† 489,000 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 

Data Sources: HealthCare.gov Marketplace Plan Files for Coverage in 2021; CMS/CCIIO MIDAS Plan Selections as of March 1, 2021 
‡Rural vs urban defined at the county level in the Marketplace files. 
 †Consumers who do not request financial assistance when applying for coverage do not enter their household income information. A small number of 
consumers that do request financial assistance have missing household incomes due to a tax filing status that makes them APTC-ineligible or data 
anomalies. Lawfully present individuals with a household income less than 100% FPL who were denied Medicaid due to their immigration status can be 
APTC eligible (26 CFR 1.36B-2(b)(5)).  
Notes: Catastrophic plans excluded from all analyses; *Rounded to the nearest thousand; **Rounding may result in slight deviation in listed percentage 
point difference and the difference in pre-ARP and post-ARP values calculated from the rounded values in the table; # “Post-ARP” only refers to the two 



April 2021  ISSUE BRIEF 6 
 

subsidy provisions from the ARP examined in this analysis: lowering of the maximum applicable percent of income toward benchmark premiums and 
extension of APTCs to those above 400 percent FPL. Race and ethnicity estimates included in the other issue briefs in the series are not included in this 
brief due to high missingness in the plan selection files (42%) used for the analysis. 

 

Rural Status 

Under the ARP, zero- and low-premium health plans are now available to 78.7 percent and 88.4 percent, 
respectively, of current HealthCare.gov enrollees in rural counties. In urban counties zero- and low-premium 
health plans are available to 78.7 percent and 86.7 percent, respectively, of the study population.   
 

Income 

Among current HealthCare.gov enrollees, the greatest increase in availability of zero-premium plans was 
among those with incomes between 200 and 300 percent FPL, with increases of greater than 30 percentage 
points. The greatest increase in availability of low-premium plans was among those with incomes between 250 
and 350 percent FPL, with increases also greater than 30 percentage points.  
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ZERO- AND LOW-PREMIUM PLAN AVAILABILITY BY STATE 

Table 3 shows zero- and low-premium plan availability by HealthCare.gov state for the study population, 
before and after the ARP. 
 
Table 3. Zero- and Low-Premium Plan Availability for Current HealthCare.gov Enrollees by State,  
Pre- and Post-American Rescue Plan of 2021 

State 
 Total 

Population* 

$0 Available - Any Metal, % $50 or Less Per Month Available - Any 
Metal, % 

Pre-ARP, % Post-ARP#, % 
Percentage 

Point 
Difference** 

Pre-ARP, % Post-ARP#, % 
Percentage 

Point 
Difference** 

All 
HealthCare.gov 
States 

7,968,000 65.9% 78.7% +12.7% 78.1% 87.0% +8.9% 

Alabama 163,000 84.2% 92.4% +8.2% 89.4% 94.2% +4.9% 

Alaska 18,000 0.0% 0.0% 0.0% 70.1% 79.4% +9.3% 

Arizona 149,000 37.7% 63.3% +25.6% 55.4% 72.2% +16.7% 

Arkansas 63,000 34.1% 68.8% +34.7% 56.4% 79.3% +22.9% 

Delaware 25,000 50.6% 71.7% +21.1% 64.7% 78.6% +13.9% 

Florida 2,086,000 82.4% 91.7% +9.3% 89.0% 93.9% +5.0% 

Georgia 508,000 71.0% 83.6% +12.6% 80.0% 87.7% +7.6% 

Hawaii 21,000 0.0% 0.0% 0.0% 72.3% 81.6% +9.4% 

Illinois 273,000 0.0% 0.0% 0.0% 55.4% 73.8% +18.4% 

Indiana 130,000 25.2% 49.3% +24.2% 39.7% 60.9% +21.2% 

Iowa 55,000 69.2% 82.4% +13.3% 76.9% 85.7% +8.9% 

Kansas 84,000 56.7% 77.2% +20.4% 70.1% 83.6% +13.6% 

Kentucky 72,000 49.6% 71.1% +21.6% 63.7% 77.4% +13.7% 

Louisiana 78,000 59.3% 79.1% +19.7% 72.6% 85.6% +13.0% 

Maine 55,000 0.0% 0.0% 0.0% 52.1% 73.0% +20.9% 

Michigan 253,000 41.1% 68.1% +27.0% 59.7% 77.5% +17.7% 

Mississippi 109,000 68.0% 89.0% +21.0% 82.8% 93.2% +10.4% 

Missouri 205,000 67.7% 80.9% +13.3% 76.0% 84.6% +8.6% 

Montana 42,000 47.5% 70.9% +23.4% 62.8% 78.3% +15.5% 

Nebraska 84,000 84.7% 92.6% +7.9% 90.2% 94.4% +4.1% 

New Hampshire 44,000 26.2% 47.7% +21.5% 38.2% 57.5% +19.3% 

New Mexico 41,000 42.4% 63.0% +20.6% 55.0% 69.9% +14.9% 

North Carolina 510,000 77.0% 88.4% +11.3% 84.9% 91.4% +6.5% 

North Dakota 22,000 77.1% 86.4% +9.4% 83.9% 88.9% +5.0% 

Ohio 191,000 32.2% 59.8% +27.7% 50.6% 69.1% +18.4% 

Oklahoma 166,000 81.0% 91.2% +10.2% 88.1% 93.4% +5.2% 

Oregon 132,000 0.0% 0.0% 0.0% 47.9% 65.2% +17.3% 

South Carolina 222,000 72.6% 86.5% +13.8% 82.1% 90.1% +8.0% 

South Dakota 30,000 67.7% 85.8% +18.1% 80.4% 90.7% +10.3% 

Tennessee 203,000 63.2% 79.5% +16.3% 73.4% 84.6% +11.2% 

Texas 1,262,000 78.4% 88.1% +9.7% 85.4% 90.7% +5.3% 

Utah 200,000 75.9% 87.8% +11.9% 86.2% 91.5% +5.3% 

Virginia 246,000 55.7% 76.1% +20.5% 70.1% 82.4% +12.3% 

West Virginia 18,000 14.9% 49.4% +34.5% 35.6% 63.9% +28.3% 

Wisconsin 181,000 48.7% 69.2% +20.5% 62.1% 78.3% +16.2% 

Wyoming 26,000 86.1% 92.3% +6.2% 89.7% 93.3% +3.6% 

Data Sources: HealthCare.gov Marketplace Plan Files for Coverage in 2021; CMS/CCIIO MIDAS Plan Selections as of March 1, 2021. 
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Notes: Catastrophic plans excluded from all analyses; *Rounded to the nearest thousand, and “study population” refers to current HealthCare.gov plan 
selections in HealthCare.gov states; **Rounding may result in slight deviation in listed percentage point difference and the difference in pre-ARP and 
post-ARP values calculated from the rounded values in the table; # “Post-ARP” only refers to the two subsidy provisions from the ARP examined in this 
analysis: lowering of max applicable percent of income toward benchmark premiums and extension of APTC to those above 400 percent FPL. 

 

State Level Availability 

Under the ARP, HealthCare.gov states continue to vary widely in the availability of zero-premium plans; some 
states (Alaska, Hawaii, Illinois, Maine, and Oregon) did not have any zero-premium plans available,ix while in 
other states half or more of the currently enrolled HealthCare.gov population may have them available. There 
was also variability by state for low-premium plans and in most states more than 3 in 4 can find a low-premium 
plan.  
 
Some states may not have zero-premium plans available to anyone; for example, if all plans in the state cover 
some services that are not ACA essential health benefits (EHBs), then premiums in that state cannot be 
reduced by APTCs to zero dollars. APTCs cannot be applied to non-EHB portions of the premium and therefore 
these plans will always have some amount of premium cost to the consumer.x However, due to the 
comprehensiveness of the ACA EHBs, non-ACA EHB portions of premiums are typically relatively small.           
 

CONCLUSION 

The American Rescue Plan Act of 2021 enhances Marketplace premium tax credits for consumers in 
HealthCare.gov states and expands eligibility for premium tax credits to applicable taxpayers with household 
incomes of 400 percent FPL and greater. We find that zero-premium and low-premium plans have become 
much more widely available based on these new tax credit provisions. These changes have improved the 
coverage options for millions of HealthCare.gov enrollees. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

 
_______________________ 
 

ix In places where plans cover services not included in the ACA’s Essential Health Benefits (EHB), consumers in this income range will still 
pay some premium. The plans in these states all cover some non-Essential Health Benefits in their QHPs, which are not eligible for 
APTCs. See discussion of this in the Part I Issue Brief in this series. 

x Non-essential health benefits are services beyond the ACA’s ten categories of essential services, due to certain state mandates (for 
example, adult vision and adult dental coverage). For more details about specific state coverage requirements see: 
https://www.cms.gov/cciio/resources/data-resources/ehb#ehb. 

https://www.cms.gov/cciio/resources/data-resources/ehb#ehb


April 2021  ISSUE BRIEF 9 
 

REFERENCES 

1 Branham, D.K, Conmy, A.B., DeLeire, T., Musen, J., Xiao, X., Chu, R.C., Peters, C., and Sommers, B.D. (March 29, 2021). Access to 
Marketplace Plans with Low Premiums on the Federal Platform, Part I: Availability Among Uninsured Non-Elderly Adults and 
HealthCare.gov Enrollees Prior to the American Rescue Plan (Issue Brief No. HP-2021-07). Washington, DC: Office of the Assistant 
Secretary for Planning and Evaluation, U.S. Department of Health and Human Services. Accessed at: https://aspe.hhs.gov/pdf-
report/access-to-low-premiums-issue-brief. 
2 U.S. Department of Health and Human Services. (January 28, 2021). HHS Announces Marketplace Special Enrollment Period for 
COVID-19 Public Health Emergency. Accessed at: https://www.hhs.gov/about/news/2021/01/28/hhs-announces-marketplace-special-
enrollment-period-for-covid-19-public-health-emergency.html. 
3 Centers for Medicare and Medicaid Services. (January 28, 2021). 2021 Special Enrollment Period in response to the COVID-19 
Emergency. Accessed at: https://www.cms.gov/newsroom/fact-sheets/2021-special-enrollment-period-response-covid-19-emergency. 
4 U.S. Department of Health and Human Services. (March 23, 2021). HHS Press Office. 2021 Special Enrollment Period Access Extended 
to August 15 on HealthCare.gov for Marketplace Coverage. https://www.hhs.gov/about/news/2021/03/23/2021-special-enrollment-
period-access-extended-to-august-15-on-healthcare-gov-for-marketplace-coverage.html. 
5 Centers for Medicare and Medicaid Services. (February 12, 2021). 2021 Special Enrollment Period for Marketplace Coverage Starts on 
HealthCare.gov Monday, February 15. Accessed at: https://www.cms.gov/newsroom/press-releases/2021-special-enrollment-period-
marketplace-coverage-starts-healthcaregov-monday-february-15. 
6 The White House. (February 15, 2021). Statement by President Joe Biden on 2021 Special Health Insurance Enrollment Period Through 
HealthCare.gov. Accessed at: https://www.whitehouse.gov/briefing-room/statements-releases/2021/02/15/statement-by-president-
joe-biden-on-the-2021-special-health-insurance-enrollment-period-through-healthcare-gov/. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

 

https://aspe.hhs.gov/pdf-report/access-to-low-premiums-issue-brief
https://aspe.hhs.gov/pdf-report/access-to-low-premiums-issue-brief
https://www.hhs.gov/about/news/2021/01/28/hhs-announces-marketplace-special-enrollment-period-for-covid-19-public-health-emergency.html
https://www.hhs.gov/about/news/2021/01/28/hhs-announces-marketplace-special-enrollment-period-for-covid-19-public-health-emergency.html
https://www.cms.gov/newsroom/fact-sheets/2021-special-enrollment-period-response-covid-19-emergency
https://www.hhs.gov/about/news/2021/03/23/2021-special-enrollment-period-access-extended-to-august-15-on-healthcare-gov-for-marketplace-coverage.html
https://www.hhs.gov/about/news/2021/03/23/2021-special-enrollment-period-access-extended-to-august-15-on-healthcare-gov-for-marketplace-coverage.html
https://www.cms.gov/newsroom/press-releases/2021-special-enrollment-period-marketplace-coverage-starts-healthcaregov-monday-february-15
https://www.cms.gov/newsroom/press-releases/2021-special-enrollment-period-marketplace-coverage-starts-healthcaregov-monday-february-15
https://www.whitehouse.gov/briefing-room/statements-releases/2021/02/15/statement-by-president-joe-biden-on-the-2021-special-health-insurance-enrollment-period-through-healthcare-gov/
https://www.whitehouse.gov/briefing-room/statements-releases/2021/02/15/statement-by-president-joe-biden-on-the-2021-special-health-insurance-enrollment-period-through-healthcare-gov/


April 2021  ISSUE BRIEF 10 
 

 
 
 HP-2021-09 

U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES 
 

Office of the Assistant Secretary for Planning and Evaluation 
 

200 Independence Avenue SW, Mailstop 447D 
Washington, D.C. 20201 
 

For more ASPE briefs and other publications, visit:  
aspe.hhs.gov/reports 

 

 
 

ABOUT THE AUTHORS 
 

D. Keith Branham is a Senior Research Analyst for the Office of 
Health Policy in ASPE.  
Ann B. Conmy is a Social Science Analyst in the Office of Health 
Policy in ASPE. 
Thomas DeLeire is a Professor in the McCourt School of Public 
Policy at Georgetown University and a Senior Research Associate 
for Acumen LLC. 
Josie Musen is a Health Insurance Specialist in the CMS Center 
for Consumer Information and Insurance Oversight.  
Xiao Xiao is a Senior Policy Associate for Acumen LLC. 
Rose C. Chu is a Program Analyst in the Office of Health Policy  
in ASPE.  
Christie Peters is the Director of the Division of Health Care  
Access and Coverage for the Office of Health Policy in ASPE. 
Benjamin D. Sommers is the Deputy Assistant Secretary for the  
Office of Health Policy in ASPE. 

 

SUGGESTED CITATION 
Branham DK, Conmy AB, DeLeire T, Musen J, Xiao X, Chu RC, 
Peters C, and Sommers BD. Access to Marketplace Plans with 
Low Premiums on the Federal Platform, Part III: Availability 
Among Current HealthCare.gov Enrollees Under the American 
Rescue Plan (Issue Brief No. HP-2021-09). Washington, DC: Office 
of the Assistant Secretary for Planning and Evaluation, U.S. 
Department of Health and Human Services. April 13, 2021. 
 

COPYRIGHT INFORMATION 
All material appearing in this report is in the public domain and 
may be reproduced or copied without permission; citation as to 
source, however, is appreciated. 
 

DISCLOSURE 
This communication was printed, published, or produced and 
disseminated at U.S. taxpayer expense. 
 

Subscribe to ASPE mailing list to receive email updates on new publications: 
aspe.hhs.gov/join-mailing-list 
 

For general questions or general information about ASPE: 
aspe.hhs.gov/about 
 

https://aspe.hhs.gov/reports
https://aspe.hhs.gov/join-mailing-list
https://aspe.hhs.gov/about


��������� ��	
��
���������������
����	������
	������	
�
��
��������
�����
�������
�������	
����� ���!	
���"�#�
	����$
�
��
�%
	���


���&�����'�	�'�����
��	������	
(�
����(����(�����
�(��	(�����
	�(���(	
�
��
�(������
(����
��(��(�
(����(�	
����(��(�	
�� ���
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At a Glance

Some Members of Congress have proposed introducing a federally administered health insurance 
plan, or “public option,” to compete with private plans in the nongroup marketplaces established 
by the Affordable Care Act. In this report, the Congressional Budget Office describes the key design 
considerations of such a public option and some of their major implications.

Key Design Considerations. Among the key considerations that policymakers designing a public 
option would face are the following:

• Would the public option conform with state insurance regulations?

• Would it be offered in multiple metal tiers and available outside the marketplaces?

• How would payment rates for providers and prices for prescription drugs be determined?

• Would certain providers be required to participate?

• What administrative activities would the plan take on, and what administrative costs would it incur? 

• Would the public option participate in risk-adjustment transfers?

• How would it be funded?

• Would it be offered everywhere or only in geographic markets with low insurer participation or 
high premiums?

Implications of Design Choices. Policymakers’ choices about design features of the public option 
would have implications for federal outlays and revenues, health insurance premiums, and health 
insurance coverage.

• Federal Outlays and Revenues. The budgetary impact of implementing a public option would 
depend largely on how the option affected the premium of the benchmark plan, which is used to 
determine marketplace subsidies. A public option with a premium similar to or higher than those 
of private plans would have little impact, whereas a public option with a relatively low premium 
would lower the benchmark premium and subsidies.

• Premiums. The public option’s premiums could be higher or lower than those of private nongroup 
plans, depending mostly on the characteristics of the option: how provider payment rates were 
determined, the health care utilization of enrollees in the public option compared with that of 
enrollees in private plans, whether the public option participated in risk-adjustment transfers, 
and whether the plan’s administrative expenses were more similar to those of Medicare or private 
insurers.

• Health Insurance Coverage. A public option would affect the total number of people in the 
United States with health insurance and their sources of coverage by attracting people currently 
enrolled in the nongroup market, the uninsured population, and people with employment-based 
coverage. The decrease in the uninsured rate would most likely be largest among those whose 
income is too high to receive marketplace subsidies. The net effect of implementing a public 
option on the number of people enrolled in subsidized marketplace coverage would probably be 
relatively small. 

http://www.cbo.gov/publication/57020
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Notes

As referred to in this report, the Affordable Care Act comprises the Patient Protection and Affordable 
Care Act (Public Law 111-148), the health care provisions of the Health Care and Education 
Reconciliation Act of 2010 (P.L. 111-152), and the effects of subsequent judicial decisions, statutory 
changes, and administrative actions.



Summary

Some Members of Congress have introduced legislative 
proposals that would make a federally administered 
health insurance plan—often referred to as a public 
option—available for purchase with or without federal 
subsidies in the nongroup marketplaces established 
under the Affordable Care Act. The insurance risk 
of the public option would be borne by the federal 
government—that is, the federal government would 
bear financial responsibility for medical claims covered 
by the plan.

In this report, the Congressional Budget Office dis-
cusses some of the key design considerations associated 
with such a program (see Figure S-1). The agency then 
explains how those design choices would affect the public 
option’s premiums, private insurers’ premiums and par-
ticipation in the marketplaces, health insurance coverage 
in the United States, and federal outlays and revenues. 
Certain design choices could, for example, result in a 
public option that used the federal government’s ability 
to set administered prices and its purchasing power to 
offer marketplace enrollees a lower-premium plan with a 
broad provider network; such a plan would most likely 
encourage a significant number of people to enroll in the 
public option. Other design choices could be made to 
establish a public option that was similar to private plans 
in terms of premiums and provider networks; although 
such a plan would provide stability to markets in which 
few private insurers currently participate, it would 
probably encourage fewer people to enroll in the public 
option. 

This report does not consider policy changes—such as 
increases in marketplace subsidies—that are often pro-
posed alongside a public option but that are not essential 
components of such a program. 

How Would a Public Option Affect 
Federal Outlays and Revenues?
Introducing a public option in the nongroup market-
places could affect the federal budget through three main 
pathways. First, federal subsidies for insurance purchased 
through the marketplaces could be reduced. (Those sub-
sidies are determined by the premiums of a benchmark 

plan—currently, the second-lowest-cost silver plan.)1 
Second, the number of people enrolling in market-
place coverage and claiming a subsidy in the form of a 
premium tax credit could change. Third, the Congress 
could appropriate funding to cover start-up or ongoing 
administrative costs. 

The budgetary implications of the public option would 
therefore depend on how the public option affected the 
benchmark premium and the number of people who 
signed up for subsidized coverage. Each of those factors, 
in turn, would depend on private insurers’ participation 
in the marketplace and on the premiums of private plans 
and the public option.

How Would a Public Option Affect 
Premiums?
Depending on the combination of design choices pol-
icymakers made, the public option’s premiums could 
be similar to those of private plans, in which case, the 
benchmark premium and the total number of people 
with subsidized marketplace coverage (including enroll-
ees in private plans and enrollees in the public option) 
would remain about the same. The public option’s pre-
miums would be similar to or higher than private insur-
ers’ premiums if, for example, the plan had the following 
characteristics: provider payment rates were similar to or 
higher than rates paid by private plans, prescription drug 
price negotiation was contracted to a pharmacy benefit 

1. Plans in the nongroup marketplaces are classified according to 
their actuarial value (that is, the percentage of the total costs 
of covered benefits that the plan will pay for, on average) into 
bronze, silver, gold, and platinum tiers; bronze plans have the 
lowest actuarial value and platinum plans the highest. For 
example, a typical silver plan has an actuarial value of 70 percent, 
whereas a typical gold plan has an actuarial value of 80 percent. 
The Affordable Care Act caps the premium contribution as a 
share of income for enrollees eligible for subsidized coverage. The 
difference between this premium contribution and the premium 
of the benchmark plan is subsidized through a premium tax 
credit, which is typically paid directly to the insurance company 
on the basis of the enrollee’s estimated income. Although 
subsidies under the premium tax credit are calculated using 
the benchmark plan, they can be applied to any plan in the 
nongroup marketplace. 
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manager, and the plan incurred administrative costs simi-
lar to those of private plans. In that case, the effects on 
federal outlays and revenues would be small. The main 
effect of such a public option would be to add another 
coverage choice to the private plans in the marketplaces, 
which could make marketplace coverage more attractive, 
particularly in markets with few insurers.

Alternatively, the public option’s premiums could be 
substantially lower than those of private plans. That 
would be the case if, for example, the plan had the 

following features: provider payment rates were admin-
istered and set at or around Medicare rates, prescription 
drug prices were set by statute below commercial prices, 
and the public option was exempt from certain taxes or 
fees paid by private insurers. Such a public option would 
enter many markets as the lowest- or second-lowest-cost 
plan, reducing the benchmark premium and the average 
federal subsidy. In some markets, the public option could 
increase the ability of private insurers to negotiate lower 
rates with providers; those insurers might, in turn, lower 
their premiums to maintain their market share, which 

Figure S-1 .

Design Considerations for a Federally Administered Public Option

Would the public option 
exit a market if premiums 
decreased or private 
insurers’ participation 
increased?

Would the public option 
be o�ered in all 
geographic markets or 
only in markets that lack 
competition or have 
high premiums?

Would the public 
option be part of the 
same risk pool as 
other nongroup plans?

How would risk-
adjustment transfers be 
made between private 
insurers and the public 
option?

How would the public 
option use care 
management strategies?

Would the public option 
advertise? If so, would it 
advertise only for the public 
plan or for the marketplaces 
more broadly?

Would the benefit package be 
the same in all geographic 
rating areas or would it di�er 
from state to state?

Would the public option conform with 
state insurance regulations regarding 
how premiums are set, reserve funds, 
and network adequacy?

Would the public 
option pay the state 
taxes or fees that 
private insurers are 
required to pay?

Would the public option 
receive start-up funding? 
If so, would it be 
required to pay it back? 

How would the public 
option treat any excess 
revenues or shortfalls?

Would the public option 
establish a trust fund?

Would the public option 
conform with medical 
loss ratio requirements?

Would Medicare or 
Medicaid providers be 
required to participate? 
Could they opt out?

If participation was not tied 
to certain federal 
programs, how would the 
public option encourage 
providers to participate?

How would the public 
option set in-network 
provider payment rates 
for medical services?

How would the public 
option set out-of-network 
provider payment rates for 
medical services?

Would the public option 
be o�ered outside the 
marketplaces as well?

Which metal tiers would 
the public option be 
o�ered in? Would there 
be multiple versions of 
the public option within 
a metal tier?

How would the public 
option determine the prices 
of prescription drugs?
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could further reduce the benchmark premium. Such a 
public option would be more disruptive to nongroup 
marketplaces than other forms of an option would be. 
It would probably reduce health care providers’ and pre-
scription drug manufacturers’ revenues. It would prob-
ably also cause some private insurers to exit the market 
entirely, thereby reducing coverage options.

How Would a Public Option Affect 
Health Insurance Coverage?
A low-premium public option would have the largest 
effect on the uninsured rate of people who are ineligible 
for marketplace subsidies because their income is above 
400 percent of the federal poverty guidelines (commonly 
referred to as the federal poverty level).2 Because they 
must pay the full premium, they are more responsive 

2. The American Rescue Plan Act of 2021 (Public Law 117-2) 
extended eligibility for marketplace subsidies to people with 
income above 400 percent of the federal poverty level (FPL) in 
2021 and 2022. (In most states, the FPL in 2021 is $12,880 for a 
single person and increases by $4,540 for each additional person 
in a household. Thus, for a single person, 400 percent of the 
FPL is $51,520 in 2021.) Given the temporary nature of those 
changes, this report focuses on the marketplace subsidy structure 
that was in effect before enactment of the American Rescue Plan 
Act of 2021 and that will be in effect again under current law 
starting in 2023. 

than people in the subsidy-eligible income range to 
changes in premiums. 

The net effect that a public option would have on the 
total number of people who received subsidies to pur-
chase coverage through the marketplaces is ambiguous 
and would probably be small. Decreases in the bench-
mark premium and subsidy could result in higher net 
premiums (that is, premiums minus subsidies) for private 
plans, which might cause some enrollees in those plans 
to forgo coverage or switch to the public option or to a 
lower-tier plan. If the public option’s care management 
was limited and the plan had a broad provider net-
work, it might attract some people who currently forgo 
marketplace subsidies and purchase a plan outside the 
marketplace.

A low-premium public option would also attract some 
people who currently have employment-based coverage: 
Some of those people would forgo their employer’s 
offer of insurance, and some employers would choose 
to no longer offer health insurance. That effect would 
be small, relative to the total number of people with 
employment-based coverage, because employers’ and 
most employees’ premium contributions are excluded 
from taxable compensation and because people with 
affordable offers of employment-based coverage are 
ineligible for marketplace subsidies under current law.





Chapter 1: Background

Recently, several proposals to establish a public option—
the details of which have varied significantly—have been 
put forth. This report provides a general framework for 
evaluating the key design choices in such proposals; it 
does not analyze any specific bill or proposal. 

To establish that general framework, the Congressional 
Budget Office first defined the scope of the report by 
identifying characteristics of a public option common 
to many proposals. The agency then considered several 
characteristics of the current nongroup health insurance 
market that have led policymakers to put forth such 
proposals.1 

Scope of the Report
Although various proposals have defined the specifics of 
a public option differently, CBO focused on a program 
with the following key characteristics:

• The public option would be offered by the federal 
government in the health insurance marketplaces 
established under the Affordable Care Act (ACA) and 
would, at a minimum, be offered in the metal tier 
used to determine the federal subsidy.2

• The federal government would bear the insurance 
risk, but it could contract out claims processing and 
related administrative functions.3

1. The nongroup health insurance market is the private market in 
which individuals and families purchase health insurance directly 
from an insurer, rather than obtaining it through an employer.

2. Under current law, the second-lowest-cost silver plan is the 
benchmark plan that determines the amount of premium tax 
credits in a marketplace. A public option offered in the silver tier 
would be considered in the determination of the benchmark plan 
and the premium tax credit.

3. Several legislative proposals, including the Keeping Health 
Insurance Affordable Act of 2019 (S. 3, 116th Cong.), the 
CHOICE Act (H.R. 2085 and S. 1033, 116th Cong.), and the 
Public Option Deficit Reduction Act (H.R. 1419, 116th Cong.), 
specify that the public option would not transfer insurance risk 
to private insurers. The Medicare-X Choice Act (H.R. 2000 and 
S. 981, 116th Cong.) specifies that the public option would 
not transfer insurance risk, except under alternative payment 
models. Those proposals also would allow the public option to 

• The plan would adopt the ACA’s geographic rating 
areas, and premiums could vary only on the basis of 
metal tier, rating area, family size, age (by no more 
than a specified ratio), and tobacco use.4

• The plan would be subject to the same federal 
eligibility, benefit, and network-adequacy 
requirements that private nongroup plans are subject 
to under the ACA.5 In addition, enrollees in the plan 
would be eligible for income-based premium tax 
credits and, in the case of plans offered in the silver 
tier, cost-sharing reductions available under the ACA.

• The premiums for the plan would be set to cover the 
expected medical expenses of enrollees plus the costs 
of administration.

Several types of proposals are not considered in this 
report. For example, proposals to establish a public 
option often include changes that would substantially 
increase marketplace subsidies by switching the bench-
mark plan from silver to gold.6 Although increasing 

contract out administrative functions. Contractors could play a 
role similar to that of the administrative contractors for Medicare 
Part A (Hospital Insurance) and Part B (Medical Insurance) 
authorized under section 1874A of the Social Security Act 
(codified at 42 U.S.C. §1395kk-1 (2018)).

4. See Centers for Medicare & Medicaid Services, “Market Rating 
Reforms” (updated June 2, 2017), https://go.usa.gov/x74Ft.

5. Under the ACA, plans in the marketplace must, among other 
things, cover 10 essential health benefits, have no annual or 
lifetime caps on such benefits, be made available to people with 
preexisting conditions, and offer specified actuarial values. For 
more information, see Annie L. Mach and Namrata K. Uberoi, 
Overview of Private Health Insurance Provisions in the Patient 
Protection and Affordable Care Act (ACA), Report R43854, 
version 9 (Congressional Research Service, April 5, 2016), 
https://go.usa.gov/x72xu.

6. For example, the Choose Medicare Act (H.R. 2463 and S. 1261, 
116th Cong.) would change the benchmark plan from silver to 
gold (that is, from a plan with an actuarial value of 70 percent to 
one with a value of 80 percent). Both the Choose Medicare Act 
and the Keeping Health Insurance Affordable Act of 2019 (S. 3, 
116th Cong.) would extend eligibility for premium tax credits to 
people with income of up to 600 percent of the federal poverty 
level.

https://go.usa.gov/x74Ft
https://go.usa.gov/x72xu
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marketplace subsidies or benefits could substantially 
increase coverage and federal subsidies, neither change 
is an essential component of a public option; they are 
therefore outside the scope of this report.7 (For a brief 
discussion of the temporary increases to marketplace 
subsidies enacted in the American Rescue Plan Act of 
2021, see Box 1-1.)

7. For example, the Patient Protection and Affordable Care 
Enhancement Act (H.R. 1425, 116th Cong.) would 
increase marketplace subsidies without introducing a public 
option. See Congressional Budget Office, cost estimate 
for Rules Committee Print 116-56, Patient Protection 
and Affordable Care Enhancement Act (June 24, 2020), 
www.cbo.gov/publication/56434.

Lawmakers have recently proposed legislation that 
would allow certain people who would not otherwise be 
eligible for Medicare or Medicaid to purchase coverage 
through—or “buy in” to—those programs. Such propos-
als would introduce design considerations and implica-
tions that differ from those raised by the type of public 
option considered in this report.8 

8. For more information, see Kaiser Family Foundation, “Compare 
Medicare-for-All and Public Plan Proposals” (May 15, 2019), 
https://tinyurl.com/rweag65. For examples of Medicare buy-in 
legislation, see the Expanding Health Care Options for Early 
Retirees Act (H.R. 4527 and S. 2552, 116th Cong.), the 
Medicare Buy-In and Health Care Stabilization Act of 2019 
(H.R. 1346, 116th Cong.), and the Medicare at 50 Act (S. 470, 
116th Cong.). For an example of Medicaid buy-in legislation, 
see the State Public Option Act (H.R. 1277 and S. 489, 116th 
Cong.).

Box 1-1 .

Effects of the American Rescue Plan Act of 2021 on Marketplace Subsidies  
and a Public Option

The American Rescue Plan Act of 2021 (Public Law 117-2), which 
was enacted in March 2021, includes provisions that temporar-
ily expand subsidies for health insurance obtained through the 
marketplaces established under the Affordable Care Act. Those 
provisions are scheduled to be in effect in 2021 and 2022.1 The 
enacted legislation increases subsidies for those with income 
between 100 percent and 400 percent of the federal poverty 
guidelines (commonly referred to as the federal poverty level, 
or FPL).2 Those with income up to 150 percent of the FPL pay 
a zero net premium for the benchmark plan, and those with 
income between 150 percent and 400 percent of the FPL expe-
rience reductions in the share of income they are expected to 
pay for a benchmark plan. The enacted legislation also extends 
subsidy eligibility to those with income at or above 400 per-
cent of the FPL so that they do not pay more than 8.5 percent 
of their income for a benchmark plan. Given the temporary 
nature of these changes, this report focuses on the market-
place subsidy structure that was in effect before enactment of 
the American Rescue Plan Act of 2021 and that will be in effect 
again under current law starting in 2023.

1.  For more information on how the Congressional Budget Office estimated 
the effect of these provisions, see Congressional Budget Office, 
Reconciliation Recommendations of the House Committee on Ways and 
Means (revised February 17, 2021), www.cbo.gov/publication/57005.

2.  In most states, the federal poverty level in 2021 is $12,880 for a single 
person and increases by $4,540 for each additional person in a household. 
Thus, for a single person, 400 percent of the FPL is $51,520 in 2021.

The temporary increases to the marketplace subsidies and 
expanded eligibility for those subsidies would not significantly 
change the effect of the public option on federal outlays and 
revenues, health insurance premiums, or health insurance 
coverage after those provisions expired. However, in periods 
when the enhanced subsidies and a public option were both 
in effect, the impact of the public option on those outcomes 
would differ in two major ways: 

• First, if the entry of the public option into a marketplace 
lowered the benchmark premium, the federal savings 
stemming from lower average premium tax credits would 
be higher because there would be more people enrolled 
in subsidized coverage as a result of the American Rescue 
Plan Act of 2021. 

• Second, the American Rescue Plan Act of 2021 could lessen 
the effect of a public option on coverage rates. That is 
because the expanded eligibility for a marketplace subsidy 
would prompt people with income above 400 percent 
of the FPL who would otherwise have been uninsured to 
enroll in the marketplace plans. A public option would have 
the largest effect on subsidy-ineligible, uninsured people, 
and expanding eligibility to those with income above 
400 percent of the FPL would decrease the overall size of 
that group.

http://www.cbo.gov/publication/56434
https://tinyurl.com/rweag65
http://www.cbo.gov/publication/57005
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In addition, this report does not consider any proposals 
that would establish a public option at the state level. 
Some of those proposals more closely resemble regulation 
of the rates that private insurers pay providers than they 
do a public option as defined here.9 Nor does this report 
consider proposals that would have the federal government 
contract with private insurers to bear the insurance risk.

Also outside the scope of this report, which focuses on 
the nongroup market, is a public option that employers 
could offer their employees. A public option available in 
the large-group or small-group markets would introduce 
its own set of design considerations and implementation 
challenges and would have significantly different budget-
ary consequences. (For a brief overview of those issues, 
see Box 1-2.)

Characteristics of the Current 
Nongroup Health Insurance Market
Several characteristics of the nongroup health insurance 
market have led policymakers to consider establishing a 
nongroup public option. Those characteristics include 
volatility in insurers’ participation, a lack of competition, 
narrow provider networks, and provider payment rates 
and administrative costs that are often higher than those 
of publicly administered programs such as Medicare and 
Medicaid. A public option might mitigate those con-
cerns to some extent, depending on how it was designed. 

Volatility in Insurers’ Participation and 
Lack of Competition
The number of insurers in the nongroup marketplaces 
has fluctuated over time as various insurers have entered 
and exited. In 2021, an average of 5.0 insurers are 
participating in at least one of the marketplaces in each 
state, up from 3.5 in 2018 but down from 6.0 in 2015.10 
Volatility in insurers’ participation in the marketplaces 
or in their plan offerings may force enrollees to involun-
tarily switch plans, which is one form of a phenomenon 
called insurance churning. That volatility undermines 

9. For instance, Washington State introduced a version of a public 
option administered by private insurers for the 2021 plan year 
that caps aggregate payment rates at a specified multiplier of 
Medicare fee-for-service payment rates. For more information, 
see James C. Capretta, “Washington State’s Quasi-Public 
Option,” The Milbank Quarterly, vol. 98 (March 2020), 
https://tinyurl.com/y4omu2uo.

10. See Daniel McDermott and Cynthia Cox, Insurer Participation 
on the ACA Marketplaces, 2014–2021 (Kaiser Family Foundation, 
November 23, 2020), https://tinyurl.com/ydc6wlpb.

the attractiveness of marketplace plans and may dissuade 
some people from signing up for coverage.11

In addition to that volatility, the marketplaces in some 
geographic areas have only a few insurers participat-
ing in them. Although participation by insurers has 
increased in recent years, 22 percent of enrollees live 
in a county with only one or two insurers in 2021 (see 
Figure 1-1 on page 10). Low insurer participation in 
the marketplaces limits enrollees’ choice of a plan and 
lessens competition among insurers, thereby contributing 
to higher premiums. CBO found a negative association 
between the number of insurers in a marketplace and 
the premiums for the second-lowest-cost silver plan in a 
marketplace, which is consistent with academic research 
(see Figure 1-2 on page 11).12 In markets with four 
or more insurers, the average monthly premium for the 
second-lowest-cost silver plan is about $330 in 2021, 
whereas in markets with only one insurer, the average 
monthly premium is about $480.

Narrow Provider Networks
In 2017, 21 percent of plans in the marketplaces had 
physician networks that included less than a quarter 
of eligible physicians in the plan’s area, and 41 percent 
of plans’ networks included less than 40 percent of 

11. Churning, even when it does not result in gaps in coverage, has 
been associated with worsening quality of care in self-report 
surveys. For more information, see Benjamin D. Sommers and 
others, “Insurance Churning Rates for Low-Income Adults 
Under Health Reform: Lower Than Expected but Still Harmful 
for Many,” Health Affairs, vol. 35, no. 10 (October 2016), 
pp. 1816–1824, http://doi.org/10.1377/hlthaff.2016.0455.

12. Researchers have estimated that the population-weighted average 
premium for the second-lowest-cost silver plan would have been 
reduced by 5.4 percent in 2014 if United Healthcare had entered 
all federally facilitated marketplaces and enrolled an average of 
16 percent of enrollees in each market. The average benchmark 
premium would have been 11.1 percent lower if all insurers 
that sold individual coverage in a state had also sold nongroup 
marketplace coverage in each of that state’s rating areas. For 
more information, see Leemore Dafny, Jonathan Gruber, and 
Christopher Ody, “More Insurers Lower Premiums: Evidence 
From Initial Pricing in the Health Insurance Marketplaces,” 
American Journal of Health Economics, vol. 1, no. 1 (Winter 
2015). pp.53–81, http://doi.org/10.1162/ajhe_a_00003. For 
further evidence on the relationship between premiums and 
insurers’ participation in the marketplaces, see Linda J. Blumberg 
and others, Is There Potential for Public Plans to Reduce Premiums 
of Competing Insurers? (Urban Institute, October 2019), 
https://tinyurl.com/yyhk55og.

https://tinyurl.com/y4omu2uo
https://tinyurl.com/ydc6wlpb
http://doi.org/10.1377/hlthaff.2016.0455
http://doi.org/10.1162/ajhe_a_00003
https://tinyurl.com/yyhk55og
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eligible physicians.13 Narrow hospital networks were also 
prevalent—29 percent of individuals eligible for mar-
ketplace plans had access only to a plan whose network 

13. See Daniel Polsky, Janet Weiner, and Yuehan Zhang, Exploring 
the Decline of Narrow Networks on the ACA Marketplaces in 2017, 
LDI Issue Brief, vol. 21, no. 9 (Leonard Davis Institute of Health 
Economics, November 2017), https://tinyurl.com/y5gjgwqm.

included less than 70 percent of eligible hospitals.14 
Only 5 percent of firms offering health benefits to their 

14. See Erica Hutchins Coe, Jessica Lamb, and Suzanne Rivera, 
Hospital Networks: Perspective From Four Years of the Individual 
Market Exchanges (McKinsey Center for U.S. Health System 
Reform, May 2017), https://tinyurl.com/y3u3gjr6. If a network 
was tiered, the authors included only the hospitals in the lowest 
cost-sharing tier in their analysis.

Box 1-2 .

Creating a Public Option That Could Be Offered by Employers

In addition to establishing a federally administered public health 
insurance plan that would be offered in the nongroup market—
often referred to as a public option—policymakers could make 
such a plan available to employers so that they could offer it to 
their employees.1 Most people obtain health insurance coverage 
through their or a family member’s employer, so a public option 
that employers could offer their employees could have a much 
greater impact on sources of coverage and federal subsidies for 
health insurance than one limited to the nongroup market. 

Implementing a public option that could be offered by employ-
ers would be more complex than implementing one that was 
available only in the nongroup market. Specifically, allowing the 
public option to be offered through employers would change 
the set of design choices, the nature of the implementation 
challenges, and the magnitude of the effects on federal costs 
and on health insurance coverage. A detailed analysis of those 
questions is outside the scope of this report.

In general, an employment-based public option could be made 
available in any of the following forms:

• A fully insured plan in the small-group market. Small 
employers could offer the plan, and the federal government 
would bear the insurance risk. In most states, employers with 

1.  The nongroup market refers to the private market in which individuals 
and families purchase health insurance directly from an insurer, rather 
than obtaining it through an employer. Several legislative proposals would 
create a public option that would be available to employers. For example, 
the Choose Medicare Act (H.R. 2463 and S. 1261, 116th Cong.) and the 
Medicare-X Choice Act (H.R. 2000 and S. 981, 116th Cong.) would create a 
federal public option that would be offered to small employers through the 
Small Business Health Options Program marketplaces established by the 
Affordable Care Act. The Medicare-X Choice Act specifies that the public 
option would be made available in the small-group market only after it was 
offered in the nongroup market. The Choose Medicare Act would make 
a federal public option available in the large-group market and would 
allow the Centers for Medicare & Medicaid Services to act as a third-party 
administrator for self-insured employers.

50 or fewer employees qualify as small under the Affordable 
Care Act and are thus eligible to purchase small-group 
coverage.2

• A fully insured plan in the large-group market. Large 
employers could offer the plan, and the federal government 
would bear the insurance risk.

• A self-insured plan. Employers who offered the plan would 
bear the insurance risk, and the federal government would 
provide administrative services, such as forming provider 
networks and setting or negotiating payment rates. Under 
the Employee Retirement Income Security Act, self-insured 
plans are not subject to state regulations, and many of the 
federal regulations that apply to fully insured plans in the 
large-group market do not apply to self-insured plans.

Design Considerations and Implementation Challenges
Under current law, the small-group and nongroup markets are 
subject to many of the same regulations, which would make 
offering the public option in the small-group market simpler than 
offering it in the large-group market. In most cases, small-group 
premiums can vary only by rating area, family size, age (by no 
more than a specified ratio), and tobacco use; most private insur-
ers in the small-group market participate in a single risk pool 
and make risk-adjustment transfers; and small-group insurers 
are subject to the same essential health benefit requirements as 
nongroup insurers. 

Policymakers could decide to vary the public option’s premiums 
by market segment (small group or nongroup). If both the public 
option and private insurers participated in the risk-adjustment 
system—which transfers funds among insurers on the basis of the 
relative health of their enrollees—it would be more challenging 
to set the same premiums in both the small-group and nongroup 

2.  See Centers for Medicare & Medicaid Services, “Market Rating Reforms” 
(updated June 2, 2017), https://go.usa.gov/x74Ft.

Continued

https://tinyurl.com/y5gjgwqm
https://tinyurl.com/y3u3gjr6
https://go.usa.gov/x74Ft
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employees reported that they offered one or more plans 
that they considered to have a narrow network.15

After controlling for other factors, some researchers have 
found evidence to suggest that marketplace plans with 

15. See Kaiser Family Foundation, 2019 Employer Health Benefits Survey 
(September 25, 2019), Section 14, https://tinyurl.com/y47uagba.

narrow provider networks tend to have lower premi-
ums.16 Several possible explanations for that finding exist. 

16. See Leemore S. Dafny and others, “Narrow Networks on 
the Health Insurance Marketplaces: Prevalence, Pricing, and 
the Cost of Network Breadth,” Health Affairs, vol. 36, no. 9 
(September 2017), pp. 1606–1614, https://doi.org/10.1377/
hlthaff.2016.1669.

markets because the premiums would need to account for antici-
pated risk-adjustment transfers in two separate markets. 

Under current law, premiums for fully insured large-group plans 
can be experience rated, and large-group insurers do not partic-
ipate in a federal risk-adjustment program.3 If the public option 
was available in the large-group market and its premiums were 
experience rated, a premium-setting mechanism would have 
to be developed. If, instead, the public option’s premiums were 
set using the nongroup market’s rating rules, large firms with 
healthier employees would tend to prefer to self-insure or offer 
experience-rated private plans, and firms with sicker employees 
would tend to prefer the public option. If low administrative 
costs, provider payment rates, and prescription drug prices kept 
its premiums low, a public option might still attract firms with 
healthier employees. 

Most employees in large firms have health coverage that is 
self-insured by their employer through an administrative services 
only (ASO) arrangement—that is, the employer pays for their 
enrollees’ medical claims and contracts with a third party to 
form provider networks, negotiate payment rates, and process 
claims.4 If the public option was available as an ASO, the govern-
ment would provide administrative services but would not need 
a premium-setting mechanism.

Implications for Enrollment and Federal Spending
A public option that was available in the nongroup market and 
through employers could have much higher enrollment than a 

3.  Experience rating refers to a method of setting premiums that predicts a 
group’s future health care costs on the basis of its past experience, such 
as the actual cost of providing health care coverage to the group during a 
given period of time. For an overview of which Affordable Care Act provisions 
apply to fully insured large group plans, see Annie L. Mach and Bernadette 
Fernandez, Private Health Insurance Market Reforms in the Patient Protection 
and Affordable Care Act (ACA), Report R42069 (Congressional Research 
Service, February 2016).

4.  See Kaiser Family Foundation, 2018 Employer Health Benefits Survey 
(October 2018), https://tinyurl.com/ybqx9xnl. 

nongroup-only public option for several reasons. The number of 
workers and dependents enrolled in employment-based plans 
is roughly 10 times the size of the population in the nongroup 
market.5 Additionally, employers and employees might be more 
responsive to the lower premiums that a public option might 
offer than people in the nongroup market, who are insulated 
from premiums by the structure of subsidies. The availability of 
a public option could have a pronounced effect in the small-
group market, because the decision of small employers to offer 
health insurance is more sensitive to premiums than that of large 
employers.6 

The Congressional Budget Office expects that if the public option 
was offered by employers in the group market at premiums 
below current private premiums, employers would increase 
wages, which would increase taxable compensation and, in turn, 
federal tax revenues. Any costs of administering the program 
that were not covered by premium collections would, as long as 
appropriated funds were available, increase federal outlays.

If employers offered the public option and it paid providers lower 
rates than private insurers paid, the public option’s impact on 
health care providers’ revenues would also be greater than if the 
public option was available only in the nongroup market. Con-
sequently, providers would be more likely to opt out of Medicaid 
and Medicare if participation in the public option was tied to 
those programs. The potential for spillover effects on the rates 
that private insurers negotiated with providers and the broader 
impact on private insurers would also be larger.

5.  In CBO’s baseline projections, 151 million people have employment-based 
coverage in 2021, and 14 million people have nongroup coverage. For more 
information, see Congressional Budget Office, Federal Subsidies for Health 
Insurance Coverage for People Under 65: 2020 to 2030 (September 2020), 
www.cbo.gov/publication/56571.

6.  See Jonathan Gruber and Michael Lettau, “How Elastic Is the Firm’s Demand 
for Health Insurance?” Journal of Public Economics, vol. 88, nos. 7–8 
(July 2004), pp. 1273–1293, https://doi.org/10.1016/S0047-2727(02)00191-3.

Box 1-2. Continued

Creating a Public Option That Could Be Offered by Employers
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Plans with narrow networks may achieve savings by 
excluding high-priced or inefficient providers. Another 
possibility is that plans with narrow networks may be 
able to negotiate lower prices with providers in exchange 
for bringing a greater number of patients to those 
providers. In addition, the threat of exclusion from the 
network could induce providers to become more efficient 
and decrease unnecessary spending. Also, longer travel 

times to receive care and greater difficulty scheduling 
appointments might dissuade enrollees in plans with a 
limited set of in-network providers from seeking some 
care.

Although narrow networks may result in lower premi-
ums, they may also limit enrollees’ access to care, espe-
cially in areas with a limited number of geographically 
accessible providers. One study of marketplace enrollees 
in California found that plans with narrow networks 
exacerbated the problem of limited access to provid-
ers for enrollees in rural areas.17 Moreover, plans with 
narrow networks often have limited coverage of out-of-
network care, which can leave patients exposed to high 
medical bills.18

Higher Provider Payment Rates Than Those 
Paid by Public Programs
CBO estimates that in 2020, the rates paid to providers 
by insurers in the broader commercial market (which 
includes employment-based plans and nongroup 
plans) were roughly twice as high as Medicare’s rates 
for hospitals and 25 percent higher than the program’s 
rates for physicians.19 The net prices paid by com-
mercial insurers for prescription drugs are, the agency 
estimates, somewhat higher than the net prices paid in 

17. See Simon F. Haeder, David Weimer, and Dana B. Mukamel, 
“A Consumer-Centric Approach to Network Adequacy: 
Access to Four Specialties in California’s Marketplace,” Health 
Affairs, vol. 38, no. 11 (November 2019), pp. 1918–1926, 
https://doi.org/10.1377/hlthaff.2019.00116.

18. See Kathy Hempstead, “Marketplace Pulse: Percent of Plans With 
Out-of-Network Benefits” (Robert Wood Johnson Foundation, 
October 4, 2018), https://tinyurl.com/y5ryko74.

19. For more information, see CBO’s Single-Payer Health Care 
Systems Team, How CBO Analyzes the Costs of Proposals for 
Single-Payer Health Care Systems That Are Based on Medicare’s 
Fee-for-Service Program, Working Paper 2020-08 (Congressional 
Budget Office, December 2020), Section 4, www.cbo.gov/
publication/56811; Daria M. Pelech, “Prices for Physicians’ 
Services in Medicare Advantage and Commercial Plans,” Medical 
Care Research and Review, vol. 77, no. 3 (June 2020), pp. 236–
248, https://doi.org/10.1177/1077558718780604; Eric Lopez 
and others, How Much More Than Medicare Do Private Insurers 
Pay? A Review of the Literature (Kaiser Family Foundation, April 
2020), https://tinyurl.com/y6yyb83z; and Jared Lane K. Maeda 
and Lyle Nelson, “How Do the Hospital Prices Paid by Medicare 
Advantage Plans and Commercial Plans Compare With Medicare 
Fee-for-Service Prices?” INQUIRY: The Journal of Health Care 
Organization, Provision, and Financing, vol. 55 (June 2018), 
pp. 1–8, https://doi.org/10.1177/0046958018779654.

Figure 1-1 .

Number of Insurers That People Enrolling 
in Coverage Through the Marketplaces 
Were Able to Choose From
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Some of the nongroup health insurance marketplaces established 
by the Affordable Care Act are more competitive than others. 
The number of insurers participating in each of the more than 
500 geographic rating areas across the country has ranged from 
1 to 10 or more since 2017.

Data source: Congressional Budget Office, using data from Daniel McDermott 
and Cynthia Cox, Insurer Participation on the ACA Marketplaces, 2014–2021 
(Kaiser Family Foundation, November 2020), https://tinyurl.com/y37ugsc8. 
See www.cbo.gov/publication/57020#data.

a. Percentage of all people enrolled in a marketplace plan in a given year. 
For 2021, values are based on the number of people who signed up 
for a plan for the year in 2020. CBO modified the rounded percentages 
reported in the Kaiser Family Foundation report so that they would sum to 
100 percent. 
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Medicare Part D.20 Moreover, CBO projects that pro-
vider payment rates in the commercial market will grow 
faster than Medicare’s rates over the next decade, which 
would further widen the gap between commercial and 
Medicare rates over time.21 

CBO does not know of research estimating provider 
payment rates in the nongroup market for a broad 
range of services, but the agency expects that they fall 
between Medicare’s rates and broader commercial rates, 
on average.22 Two factors suggest that payment rates 
in the nongroup market are lower than the rates in the 
broader commercial market and that they could be 
lower than Medicare’s rates in some markets: Nongroup 
plans generally have narrower provider networks than 
employment-based plans; and a significant number of 

20. Net prices are the total prices paid at pharmacies minus rebates 
from manufacturers and other discounts. The net prices that 
Medicare Part D pays for outpatient prescription drugs are 
closer to the prices paid by commercial plans than are the 
program’s prices for hospital and physicians’ services because 
Medicare uses tools similar to those used by commercial plans to 
determine prices for outpatient prescription drugs. CBO expects 
that Medicare’s net prices for outpatient prescription drugs are 
somewhat lower than those paid by private plans: Manufacturers 
are required to offer the highest rebate that they offer to any 
payer, excluding certain government programs, such as Medicare 
Part D; manufacturers may therefore be less willing to offer 
steep discounts to commercial plans than to Medicare Part D 
plans. For more information, see Congressional Budget Office, 
A Comparison of Brand-Name Drug Prices Among Selected Federal 
Programs (February 2021), www.cbo.gov/publication/56978.

21. In CBO’s projections for 2020 to 2030, Medicare’s payment rates 
grow by 2.3 percent per year for hospitals and by 0.3 percent per 
year for physicians, while commercial payment rates increase by 
4.2 percent per year for hospitals and by 2.9 percent per year for 
physicians. For more information, see CBO’s Single-Payer Health 
Care Systems Team, How CBO Analyzes the Costs of Proposals 
for Single-Payer Health Care Systems That Are Based on Medicare’s 
Fee-for-Service Program, Working Paper 2020-08 (Congressional 
Budget Office, December 2020), Section 4, www.cbo.gov/
publication/56811.

22. Recent studies have compared rates paid by nongroup plans with 
rates paid by employment-based plans and public programs, but 
they have done so only for a narrow set of physicians’ services or 
by using data from the first years of the marketplaces. See Adam 
I. Biener and Thomas M. Selden, “Public and Private Payments 
for Physician Office Visits,” Health Affairs, vol. 36, no. 12 
(December 2017), pp. 2160–2164, https://doi.org/10.1377/
hlthaff.2017.0749; and Heidi Allen and others, “Comparison of 
Utilization, Costs, and Quality of Medicaid vs Subsidized Private 
Health Insurance for Low-Income Adults,” JAMA Network Open, 
vol. 4, no. 1 (January 2021), e2032669, https://doi.org/10.1001/
jamanetworkopen.2020.32669.

Figure 1-2 .

Average Monthly Premiums of Benchmark 
Plans in 2021, by the Number of Insurers 
Participating in the Marketplace
Dollars

0

100

200

300

400

500

One
Insurer

Two
Insurers

Three
Insurers

Four
or More
Insurers

The benchmark plan’s premiums tend to be lower in geographic 
areas with more insurers, which accords with academic research 
suggesting that greater competition among insurers contributes to 
lower premiums.

Data source: Congressional Budget Office, using data from the Robert 
Wood Johnson Foundation’s HIX Compare database. See www.cbo.gov/
publication/57020#data.

Plans in the nongroup health insurance marketplaces established by the 
Affordable Care Act are classified according to their level of cost sharing into 
tiers named after precious metals. Under current law, the benchmark plan for 
a marketplace is the second-lowest-cost silver plan in that marketplace.
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Medicaid managed care organizations, which typically 
have narrow provider networks, participate in the 
nongroup marketplaces. Payment rates are lower, on 
average, in narrow network plans.23 Likewise, insurers 
participating in Medicaid managed care tend to pay 
providers lower rates than employment-based plans, and 
they may pay lower rates than other marketplace plans, 
too.24 One study reports that average spending is lower 
in the nongroup market than in the employment-based 
group market even though enrollees in the nongroup 
market have higher risk scores, on average.25 That dis-
crepancy suggests that provider payment rates of plans 
in the nongroup market may be lower than those of 

23. See John A. Graves and others, “Breadth and Exclusivity of 
Hospital and Physician Networks in U.S. Insurance Markets,” 
JAMA Network Open, vol. 3, no.12 (December 2020), e2029419, 
http://doi.org/10.1001/jamanetworkopen.2020.29419; Leemore 
S. Dafny and others, “Narrow Networks on the Health Insurance 
Marketplaces: Prevalence, Pricing, and the Cost of Network 
Breadth,” Health Affairs, vol. 36, no. 9 (September 2017), 
pp. 1606–1614, https://doi.org/10.1377/hlthaff.2016.1669; and 
Jonathan Gruber and Robin McKnight, “Controlling Health 
Care Costs Through Limited Network Insurance Plans: Evidence 
From Massachusetts State Employees,” American Economic 
Journal: Economic Policy, vol. 8, no. 2 (May 2016), pp. 219–250, 
https://doi.org/10.1257/pol.20140335. 

24. See Erik Wengle and others, Effects of Medicaid Health Plan 
Dominance in Health Insurance Marketplaces (Urban Institute, 
June 2020), https://tinyurl.com/yy6wzthy; and Katherine 
Hempstead, “Marketplace Pulse: Medicaid Managed Care 
Organizations in the Individual Market” (Robert Wood Johnson 
Foundation, May 20, 2019), https://tinyurl.com/yxsnz5ty. 

25. See Brett Lissenden and others, “A Comparison of Health 
Risk and Costs Across Private Insurance Markets,” Medical 
Care, vol. 58, no. 2 (February 2020), pp. 146–153, 
https://doi.org/10.1097/MLR.0000000000001239.

employment-based group plans, though nongroup plans’ 
more stringent care management and the fact that they 
generally require enrollees to pay a larger share of costs 
than employment-based plans may also contribute to the 
difference in average spending. 

Higher Administrative Costs Than Those of 
Other Payers
Administrative costs in the nongroup market accounted 
for an average of 17 percent of total premiums from 
2015 to 2018.26 That administrative cost share is higher 
than in most other market segments, partly because, on 
average, nongroup insurers have fewer enrollees—and 
thus less revenue from premiums—yet many admin-
istrative costs are fixed (that is, they do not vary with 
the number of enrollees). By comparison, CBO esti-
mates that in 2020, administrative costs accounted for 
8 percent of total spending for Medicaid, 2 percent 
of Medicare’s fee-for-service (FFS) program spend-
ing, 7 percent of all spending for Medicare (including 
spending for FFS, Medicare Advantage, and Part D), 
and 12 percent of private plans’ spending, on average. 
Such expenses include the cost of claims processing and 
appeals, quality improvement, advertising, fraud reduc-
tion programs, educational activities for beneficiaries, 
certification of providers, general information technol-
ogy, accounting costs, taxes, salaries and broker compen-
sation, and (for private insurers) profits and losses.

26. See CBO’s Single-Payer Health Care Systems Team, How CBO 
Analyzes the Costs of Proposals for Single-Payer Health Care Systems 
That Are Based on Medicare’s Fee-for-Service Program, Working 
Paper 2020-08 (Congressional Budget Office, December 2020), 
Box 14-1, www.cbo.gov/publication/56811.
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Chapter 2: Key Design Considerations

This report focuses on the following key design consider-
ations that policymakers will face as they develop propos-
als that would create a public option:

• Would the public option conform with state 
insurance regulations pertaining to benefit packages, 
how premiums are set, reserve funds, and network 
adequacy?

• Would the public option be offered in multiple 
metal tiers, and would it be available outside the 
marketplaces?

• How would provider payment rates for medical 
services and the prices of prescription drugs be 
determined?

• Would Medicare or Medicaid providers be required 
to participate in the public option?

• How would the public option’s administrative 
activities and administrative costs compare with those 
of private insurers?

• Would the public option participate in the risk-
adjustment system, which transfers funds among 
insurers on the basis of the relative health of their 
enrollees?

• How would the public option be funded? How would 
excess premiums or shortfalls be handled?

• Would the public option be offered everywhere 
or only in geographic areas with low insurer 
participation or high premiums? 

Conformity With State Regulations 
An important question for policymakers is whether, 
or to what extent, the public option would conform 
with state insurance regulations. Because it would be 
administered by a federal entity, the public option would 
not necessarily be subject to those regulations, but the 
Congress could nevertheless specify that the public 
option conform with them. For example, each state sets 
its own requirements for coverage of specific services 
for nongroup insurers in the marketplaces, resulting in 
variation among states in the services that insurers must 

cover.1 The public option could offer a single national 
benefit package that covered all services that were man-
dated by any state. In that case, the public option’s bene-
fit package would be more generous than private plans in 
some states. If, instead, the public option was designed 
to provide a single national benefit package that did not 
conform with all state regulations, it could be less gen-
erous than private plans in some states. A third option 
would be to design a public option benefit package that 
matched each state’s set of required benefits. Such a plan 
would align more closely with existing private plans, but 
it would be more complex to administer.

In addition to benefit-package requirements, private 
insurers are subject to other state regulations and to a 
review of their premiums. Some states allow less varia-
tion in premiums by age than the federal government 
permits.2 If the public option’s premiums were set using 
the Affordable Care Act’s broader age requirements and 
did not conform with state requirements, the public 
option in such states would be more attractive to 
younger enrollees, who are healthier, on average. Also, 
determining the benchmark plan and premium tax credit 
would pose significant implementation challenges if the 
public option did not adhere to state premium-setting 
rules. Policymakers would also need to decide whether 
the public option would voluntarily conform with rules, 
which vary from state to state, regarding the amount of 
reserve funds that private insurers are required to hold 
to prevent insolvency. Furthermore, states use a variety 
of qualitative and quantitative standards to measure 
network adequacy. Policymakers could decide whether 

1. The Affordable Care Act mandates that health insurance plans 
cover 10 categories of essential health benefits (EHB), and states 
have their own benefit requirements and develop their own EHB 
benchmark. For example, in 2014 and 2015, 10 percent of states 
included weight-loss services in the EHB benchmark, 37 percent 
included infertility treatments, and 88 percent included 
chiropractic care. See Janet Weiner and Christopher Colameco, 
Essential Health Benefits: 50-State Variations on a Theme (Leonard 
Davis Institute of Health Economics and Robert Wood Johnson 
Foundation, October 2014), https://tinyurl.com/y6o34zxy.

2. See Centers for Medicare & Medicaid Services, “Market Rating 
Reforms” (updated June 2, 2017), https://go.usa.gov/x74Ft.

https://tinyurl.com/y6o34zxy
https://go.usa.gov/x74Ft
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state regulators would need to approve the network 
adequacy of the public option or if the public option 
would have its own standards. If the public option had 
its own standards, private insurers could be subject to 
stricter standards than the public option in some states 
and looser standards in others.

Metal Tiers and Availability Outside 
the Marketplaces
The public option could be offered in all the metal tiers 
of marketplace insurance plans (bronze, silver, gold, 
and platinum) or in only a subset; for this analysis, the 
Congressional Budget Office assumed that the public 
option would always be offered in the metal tier of the 
benchmark plan.3 Moreover, multiple public plans could 
be offered within a metal tier or just a single plan. If 
multiple plans were offered in a tier, they might have 
varying combinations of cost sharing and deductibles 
and provide different benefits, such as coverage of dental 
and vision care. 

Additionally, the public option could be offered exclu-
sively in the marketplaces, or it could also be available 
for purchase outside the marketplaces, which would 
require a separate enrollment platform.4 An off-mar-
ketplace nongroup public option could be more attrac-
tive to certain segments of the population than one 
offered in the marketplaces. For example, premiums of 
off-marketplace silver plans are often lower than those 
of marketplace silver plans because in many cases private 
insurers cover the costs of cost-sharing reductions—that 
is, discounts that reduce the out-of-pocket expenses of 
qualifying individuals—by increasing premiums for 
silver plans offered through the marketplaces.5 If the 

3. For example, the Public Option Deficit Reduction Act 
(H.R. 1419, 116th Cong.) and the Keeping Health Insurance 
Affordable Act of 2019 (S. 3, 116th Cong.) would require that 
a bronze, silver, and gold plan be offered. The CHOICE Act 
(H.R. 2085 and S. 1033, 116th Cong.) and Medicare-X Choice 
Act (H.R. 2000 and S. 981, 116th Cong.) would require that 
silver and gold plans be offered. The Choose Medicare Act 
(H.R. 2463 and S. 1261, 116th Cong.) would require that a 
gold plan be offered and would increase the metal tier of the 
benchmark plan from silver to gold. 

4. For example, the CHOICE Act (H.R. 2085 and S. 1033, 116th 
Cong.), the Keeping Health Insurance Affordable Act of 2019 
(S. 3, 116th Cong.), and the Public Option Deficit Reduction 
Act (H.R. 1419, 116th Cong.) would make the public option 
available only in the marketplaces.

5. The federal government stopped funding cost-sharing reductions 
in late 2017. Judicial decisions have since required the federal 
government to fund those reductions—but only to the extent 

costs of cost-sharing reductions for the public option 
were also covered through the premium of the market-
place silver plan, the premium of a silver plan outside the 
marketplace could be lower than that of a marketplace 
silver plan, making the off-marketplace public option 
more attractive to unsubsidized enrollees. Additionally, 
an off-marketplace public option would be more attrac-
tive to employees with an individual coverage health 
reimbursement arrangement—a tax-advantaged account 
that employers can offer to employees for the purchase of 
a nongroup plan. Employees can use their contributions 
to such an account, which reduce their taxable income, 
to purchase off-marketplace coverage; that tax benefit is 
not available for the purchase of marketplace coverage.6

In-Network Provider Payment Rates 
for Medical Services
One key factor influencing a health plan’s premiums is the 
payment rates paid to providers for covered services. There 
are two broad approaches to determining in-network 
provider payment rates that the federal government could 
consider—administering rates or negotiating them.

Administered Rates
The federal government could specify formula-driven 
payment rates in law or regulation. It could use the 
Medicare fee-for-service rates, a multiplier of Medicare 
rates, or a new fee schedule.7 A multiplier could be an 
across-the-board increase to Medicare rates—120 percent 
or 150 percent of the Medicare FFS rate schedule, for 
example—or policymakers could make targeted increases 
to Medicare rates.8 Medicare already has payment pol-

that insurers do not otherwise recoup the costs of the reductions 
by embedding them in the premiums of their marketplace plans. 
For more information, see Sanford Health Plan v. United States, 
969 F.3d 1370 (Fed. Cir. 2020) and Community Health Choice, 
Inc. v. United States, 970 F.3d 1364 (Fed. Cir. 2020).

6. For more information, see HealthCare.gov, “Individual Coverage 
Health Reimbursement Arrangements (HRAs)” (accessed 
February 5, 2020), https://go.usa.gov/xAc9S.

7. For example, the Keeping Health Insurance Affordable Act 
of 2019 (S. 3, 116th Cong.) and the Public Option Deficit 
Reduction Act (H.R. 1419, 116th Cong.) specify that the public 
option would use Medicare FFS rates for the first three years. 
After that, new rates could be developed, but average medical 
costs could not exceed what they would be under the Medicare 
FFS rates.

8. For example, the Medicare-X Choice Act (H.R. 2000 and S. 981, 
116th Cong.) gives the Secretary of Health and Human Services 
the authority to increase reimbursement rates in rural areas by up 
to 25 percent.

https://go.usa.gov/xAc9S
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icies in place to preserve access to rural health care, but 
the public option could apply further increases—say, 
125 percent of the Medicare FFS rate schedule—in rural 
areas.9 Basing payment rates on Medicare rates would 
leverage the existing infrastructure for setting Medicare 
payments and thereby decrease administrative costs for 
the public option. That approach would also incor-
porate geographic variation in payment rates, though 
the geographic variation in commercial prices is much 
greater than the variation in Medicare payment rates.10 If 
the federal government developed a new fee schedule, it 
could be based on average or median commercial rates. 
Such an approach would be more administratively com-
plex than using the existing Medicare FFS rate schedule 
because it would require the development of a system for 
collecting and processing commercial claims data.

Negotiated Rates 
The federal government could negotiate with health 
care providers to determine payment rates, as commer-
cial insurers currently do. In general, the outcomes of 
negotiations over payment rates reflect the negotiating 
leverage of insurers and providers. Insurers with larger 
market shares are typically able to negotiate lower 
payment rates, and hospitals and physician groups with 
large market shares are typically able to negotiate higher 
payment rates.11 Providers might also accept lower rates 
to participate in a narrower network. The federal govern-
ment would need to develop an approach to conducting 
those negotiations; it could either negotiate directly with 

9. For more information on Medicare’s efforts to preserve access to 
care in rural areas, see Medicare Payment Advisory Commission, 
Report to the Congress: Medicare and the Health Care Delivery 
System (June 2016), Chapter 7, https://go.usa.gov/x79rn 
(PDF, 278 KB).

10. See Bill Johnson and others, Comparing Commercial and 
Medicare Professional Service Prices (Health Care Cost Institute, 
August 2020), https://tinyurl.com/y3dzsss2.

11. See Eric T. Roberts, Michael E. Chernew, and J. Michael 
McWilliams, “Market Share Matters: Evidence of Insurer 
and Provider Bargaining Over Prices,” Health Affairs, 
vol. 36, no. 1 (January 2017), pp. 141–148, https://doi.
org/10.1377/hlthaff.2016.0479; Martin Gaynor, Kate Ho, 
and Robert J. Town, “The Industrial Organization of Health-
Care Markets,” Journal of Economic Literature, vol. 53, no. 2 
(June 2015), https://doi.org/10.1257/jel.53.2.235; and Glenn A. 
Melnick, Yu-Chu Shen, and Vivian Yaling Wu, “The Increased 
Concentration of Health Plan Markets Can Benefit Consumers 
Through Lower Hospital Prices,” Health Affairs, vol. 30, no. 9 
(September 2011), pp. 1728–1733, https://doi.org/10.1377/
hlthaff.2010.0406.

thousands of health care providers or contract with an 
outside party to conduct negotiations.

Although negotiated payment rates would not be set in 
statute, policymakers could impose certain constraints 
on the negotiations, such as upper or lower limits on 
the rates. Such limits on the public option’s negotiated 
rates could be based on Medicare rates or on commer-
cial rates.12 Those limits could be specified for particular 
procedures or services, or they could be based on an 
aggregate measure and apply to all services. A provider 
who did not accept the public option’s final payment 
rate offer would be out of the public option’s network. 
Regardless of the specific approach chosen, negotiating 
rates would be more administratively complex than 
adopting a formula-driven approach to rate setting and 
would involve additional expenses.

Implementation Challenges 
If the public option’s payment rates were negotiated, 
the negotiations would be administratively complex 
and difficult to implement. The federal government 
could choose to negotiate directly with thousands of 
health care providers, but policymakers would need to 
develop a new infrastructure and system for conducting 
the negotiations. Alternatively, the federal government 
could choose to contract with one or more third parties 
to negotiate with providers; but without transferring 
insurance risk, aligning contractors’ incentives to nego-
tiate lower rates with the government’s incentives could 
be difficult. In addition, the government would incur 
significant expenses to hire contractors for such purposes. 
Moreover, priorities could shift from one Administration 
to the next—a situation that would lead to greater uncer-
tainty in payment rates over time. For example, one 
Administration might prioritize negotiating low payment 
rates, whereas another might prioritize attracting provid-
ers and thus agree to higher rates.

If the public option’s payment rates, whether adminis-
tered or negotiated, were tied to commercial rates, several 
implementation challenges would arise. First, using com-
mercial rates to determine the public option’s rates would 
create additional administrative complexities and costs, 
and policymakers would have to determine which com-
mercial rates to include, which sources of data to use, 

12. For example, the Choose Medicare Act (H.R. 2463 and S. 1261, 
116th Cong.) specifies that, “in the aggregate,” prices should 
be no higher than those paid by nongroup insurers in the 
marketplace and no lower than those paid by Medicare.

https://go.usa.gov/x79rn
https://tinyurl.com/y3dzsss2
https://doi.org/10.1377/hlthaff.2016.0479
https://doi.org/10.1377/hlthaff.2016.0479
https://doi.org/10.1257/jel.53.2.235
https://doi.org/10.1377/hlthaff.2010.0406
https://doi.org/10.1377/hlthaff.2010.0406
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and how frequently to update the data. Tying the public 
option’s payment rates to those in the fully insured group 
market and self-insured market would most likely result 
in higher rates than tying them only to the nongroup 
market’s rates. 

Similarly, policymakers would need to decide whether 
the relevant commercial price was an average among 
all geographic areas or specific to each rating area. If 
the commercial price of all markets was averaged and 
that average price was the upper bound in rate negotia-
tions, the government would face difficult coordination 
challenges when negotiating with multiple hospital and 
provider systems in multiple markets. If, instead, the 
commercial price was measured in each rating area sep-
arately, some of those implementation challenges would 
be mitigated, but more-detailed data on private payment 
rates would be required. 

Finally, basing the public option’s payment rates on 
commercial rates could affect providers’ negotiations 
with private insurers. In some cases, providers might be 
less willing to give price concessions to private insurers 
because those concessions would not only lower private 
payments but also decrease the price used to determine 
public option rates.

Paying providers at or around Medicare rates for enroll-
ees in the public option could negatively affect the reve-
nues of some providers. However, because the nongroup 
market accounts for a relatively small share of total 
enrollment in the broader commercial market, the effect 
on providers’ revenues would be limited.

Out-of-Network Benefits and 
Payment Rates for Out-of-Network 
Providers
Another important design consideration for the pub-
lic option is whether out-of-network care would be 
covered and, if so, under what circumstances. At one 
extreme, the public option could operate like a health 
maintenance organization (HMO) and not cover any 
out-of-network care beyond emergency services, which 
are required to be covered without prior authorization 
under the Affordable Care Act and the Consolidated 
Appropriations Act, 2021 (Public Law 116-260).13 An 

13. The ACA required all marketplace plans to cover emergency 
services even if they were out of network, but it did not prohibit 
health care providers from billing patients for any expenses 
beyond what the health plan paid them. Starting in 2022, the 
No Surprises Act, a provision of the Consolidated Appropriations 

HMO-style benefit would reduce the public option’s 
claims costs but would require enrollees to pay for most 
or all of their care if they elected to receive nonemer-
gency out-of-network services, particularly if the provider 
network was narrow. At the other extreme, the public 
option could cover all out-of-network care with no 
additional cost sharing for patients. That approach would 
provide more comprehensive protection for enrollees, 
but it would also increase the public option’s claims 
costs and limit the plan’s ability to steer enrollees toward 
higher quality or more cost-effective providers. Another 
approach would be for the public option to cover out-of-
network care but require enrollees to pay a larger share of 
the cost for that care. In many plans currently offered in 
the marketplaces, enrollees face very high cost sharing for 
out-of-network care.14 If out-of-network care was cov-
ered under the public option, it would also be important 
to determine whether providers would be allowed to bill 
patients for amounts beyond their required copayments 
and coinsurance.15

How the out-of-network payment standard would 
influence in-network payment rates for the public option 
would depend on several factors: the extent to which 
the public option covered out-of-network care, patients’ 
share of the cost for such care (including whether 
patients were required to pay any costs in addition 
to their required copayments and coinsurance), and 
providers’ ability to turn away out-of-network patients. 
Those factors would affect the attractiveness to providers 
of staying out of network versus accepting in-network 
payment rates. However, the specific effects of out-of-
network standards on in-network rates would depend on 
how payment rates were set and the degree of leverage 
providers had in securing higher in-network rates. 

Act, 2021, requires health insurers to cover out-of-network care 
in cases of emergencies or when such care is provided by an 
ancillary provider at an in-network facility. In such situations, 
providers are prohibited from billing patients beyond what they 
are required by their plan to pay in coinsurance and copayments. 

14. See Kathy Hempstead, “Marketplace Pulse: Percent of Plans With 
Out-of-Network Benefits” (Robert Wood Johnson Foundation, 
October 4, 2018), https://tinyurl.com/y5ryko74.

15. For example, the Choose Medicare Act (H.R. 2463 and S. 1261, 
116th Cong.) and the Keeping Health Insurance Affordable Act 
of 2019 (S. 3, 116th Cong.) specify that the public option would 
use Medicare rules that limit how much providers can charge 
patients for out-of-network services. The allowed amount is the 
maximum amount—including amounts paid by the plan and 
the patient—that a health plan will pay a provider for a covered 
service.

https://tinyurl.com/y5ryko74
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Pricing of Prescription Drugs
In addition to deciding how the prices of medical ser-
vices would be set, policymakers would need to specify 
an approach to determining prices for prescription drugs 
under the public option. The prices paid for prescription 
drugs vary widely among health plans and federal pro-
grams, and they depend, in part, on the approach policy-
makers adopt.16 Policymakers could consider several 
different strategies, including authorizing the Secretary 
of Health and Human Services (HHS) to negotiate drug 
prices with manufacturers, contracting with a private 
pharmacy benefit manager (PBM) to negotiate prices, or 
setting prices in law or regulation.17

Authorize the Secretary of Health and Human 
Services to Negotiate Prices
The effectiveness of authorizing the HHS Secretary to 
negotiate drug prices, as several recent legislative propos-
als would do, would depend on the degree of leverage 
granted to the Secretary, which could vary substantially, 
and on the extent to which the Secretary exercised that 
leverage.18 The Secretary’s bargaining position could be 

16. The prices for brand-name prescription drugs in Medicare 
Part D are determined through negotiations between plan 
sponsors or PBMs and manufacturers under market conditions 
similar to those affecting commercial insurers. By contrast, the 
prices of prescription drugs in Medicaid are heavily influenced 
by manufacturer rebates that are specified in federal statute. 
For more information, see Congressional Budget Office, A 
Comparison of Brand-Name Drug Prices Among Selected Federal 
Programs (February 2021),www.cbo.gov/publication/56978.

17. Most recent proposals for a public option have authorized the 
HHS Secretary to negotiate drug prices. For example, see the 
Keeping Health Insurance Affordable Act of 2019 (S. 3, 116th 
Cong.), the Medicare-X Choice Act (H.R. 2000 and S. 981, 
116th Cong.), the CHOICE Act (H.R. 2085 and S. 1033, 
116th Cong.), and the Choose Medicare Act (H.R. 2463 and 
S. 1261, 116th Cong.). Another option would be to contract 
pharmaceutical coverage to a private insurer, as is done for 
Medicare Part D.

18. In the context of Medicare Part D, CBO has determined that 
negotiation is likely to be effective only if it is accompanied by 
some source of pressure on drug manufacturers to agree to price 
concessions. For CBO’s analysis of price negotiations in Medicare 
Part D, see Congressional Budget Office, letter to the Honorable 
Chuck Grassley regarding negotiation over drug prices in 
Medicare (May 17, 2019), www.cbo.gov/publication/55270. 
In its recent analysis of the Elijah E. Cummings Lower Drug 
Costs Now Act (H.R. 3, 116th Cong.), CBO determined 
that imposing limits on the negotiated price and subjecting 
drug manufacturers that did not participate in negotiations 
or agree to a negotiated price to an excise tax would result in 
lower negotiated prices. The authority to impose a tax on a 
manufacturer that did not agree to the Secretary’s price would 

enhanced by using tools such as a tiered formulary (a 
list with drugs divided into different tiers that require 
beneficiaries to pay varying amounts) and the ability to 
exclude one or more drugs in a therapeutic class (a group 
of drugs that treat a common condition) or to require 
preauthorization for their use. The ability to require 
preauthorization for drugs that do not have therapeutic 
competition would add additional leverage. 

Conversely, other policies, such as requiring certain 
drugs to be covered, could weaken the Secretary’s 
bargaining position. An illustration of such a policy is 
provided by the requirement, which does not apply to 
commercial insurers, that Medicare Part D plans cover 
certain drugs—specifically, all drugs in six “protected” 
therapeutic classes. That requirement improves benefi-
ciaries’ access to those drugs, but it also diminishes the 
leverage of plans to obtain lower net prices for them. 
Without the ability to exclude a drug from a formulary, 
the authority to negotiate would, on its own, be unlikely 
to yield prices below those paid by commercial plans and 
could result in prices that were higher than the prices 
paid by those plans. 

Authorizing the HHS Secretary to negotiate prescrip-
tion drug prices would be a new approach, so resolving 
implementation challenges would probably take more 
time. Moreover, if the Secretary was granted discretion 
in the negotiation of drug prices, the Secretary’s willing-
ness to limit access to certain high-priced drugs to secure 
lower average prices could change with Administrations.

Contract With a Private Entity
Contracting with a pharmacy benefit manager and grant-
ing it the authority to negotiate with drug manufacturers 
on behalf of the public option would be most similar to 
the approach taken by private insurers and self-insured 
employers. In that scenario, a PBM would negotiate 
prices with drug manufacturers under market conditions 
similar to those that private insurers face and thus would 
most likely reach agreement on similar prices. Many 
of the same bargaining tools that would be available 
to an HHS Secretary who was authorized to negotiate 
drug prices would also be available to a PBM, and any 

have the same effect as excluding a drug from the public option’s 
formulary if the tax was high enough to cause the manufacturer 
to lose money on sales of the drug in the United States. For 
more information, see Congressional Budget Office, letter to the 
Honorable Frank Pallone Jr. regarding the budgetary effects of 
H.R. 3, the Elijah E. Cummings Lower Drug Costs Now Act 
(December 10, 2019), www.cbo.gov/publication/55936.

https://www.cbo.gov/publication/56978
https://www.cbo.gov/publication/55270
https://www.cbo.gov/publication/55936
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requirements placed on the public option’s formularies—
such as a minimum number of drugs within a therapeu-
tic class that it must cover—could weaken the PBM’s 
leverage, just as they would the Secretary’s leverage. 

The net prices paid for prescription drugs under the 
public option would be greatly affected by the rebates 
that the PBM received from drug manufacturers. PBMs 
can secure rebates by including a manufacturer’s drug on 
a plan’s formulary or by placing the drug in a tier that 
requires beneficiaries to pay a smaller amount, making it 
more attractive to beneficiaries than competing drugs.19 

Thus, the prices paid by the public option would depend 
on the leverage available to the PBM to negotiate rebates, 
which would, in turn, depend on whether the public 
option managed beneficiaries’ use of prescription drugs 
through tiered formularies and similar approaches.20 

Set Prices in Law or Regulation 
If prices were set by statute, the administered prices 
could vary widely on the basis of how those prices were 
determined. For example, if prices were set around the 
average prices paid in Medicare Part D, they would be 
substantially higher than if they were based on prices 
paid in Medicaid. (The Medicaid Drug Rebate Program, 
which specifies the rebates that drug manufacturers must 
pay to state Medicaid agencies, keeps prices in the pro-
gram relatively low.) Policymakers could also grant the 
public option the authority to use prices in the federal 
supply schedule for pharmaceuticals, which establishes 
prices for all federal purchasers that buy drugs directly 
from wholesalers or manufacturers and provide their 
own dispensing services. Those prices, which are deter-
mined by statutory rebates and negotiation between the 
Department of Veterans Affairs and drug manufacturers, 
fall between Medicaid prices and Medicare Part D prices. 
The simplest approach, administratively, would be for 
the statute to require that prices be based on an existing 
fee schedule.

Tying drug prices in the public option to prices in 
private markets or in another federal program could 

19. Different tiers usually have varying cost-sharing requirements. 
Generic drugs typically require beneficiaries to pay the smallest 
amount, followed by preferred brand-name drugs (drugs for 
which the plan has negotiated a rebate in exchange for preferred 
status) and then nonpreferred brand-name drugs.

20. For more information, see Commonwealth Fund, Pharmacy 
Benefit Managers and Their Role in Drug Spending (April 2019), 
https://doi.org/10.26099/njmh-en20.

have spillover effects on other payers. In Medicaid, for 
example, manufacturers currently owe a rebate that is 
based in part on the lowest price paid by any buyer, 
excluding certain government programs. That rebate 
makes it more costly for manufacturers to offer large 
discounts to those buyers because doing so increases the 
rebate under Medicaid; consequently, they charge higher 
prices in the private market than they would otherwise 
for brand-name drugs. That spillover effect is greater for 
drugs with a larger Medicaid market share.21 If the public 
option paid lower prices for drugs, that could also hinder 
pharmaceutical innovation, especially if it had a sizable 
effect on manufacturers’ revenue streams from differ-
ent pharmaceutical products. However, any such effect 
would probably be negligible because the nongroup pub-
lic option’s market share is expected to be relatively small. 

Provider Participation and Ties 
to Participation in Medicare and 
Medicaid
To construct a provider network for the public option, 
policymakers could tie participation in the public option 
to participation in other public programs. They could, 
for example, make participation in the public option a 
condition of participating in Medicare.22 Tying participa-
tion in the public option to participation in other public 
programs could result in a broader provider network 
and thus increase the attractiveness of the public option. 
Survey data suggest that according to some measures—
such as patients’ having a usual source of care and 
providers’ acceptance rates for new patients—Medicare 
beneficiaries’ access to care is comparable to or better 
than that of people with private health insurance.23 

21. See Mark Duggan and Fiona M. Scott Morton, “The 
Distortionary Effects of Government Procurement: Evidence 
From Medicaid Prescription Drug Purchasing,” The Quarterly 
Journal of Economics, vol. 121, no. 1 (February 2006), pp. 1–30, 
https://doi.org/10.1093/qje/121.1.1.

22. The Medicare-X Choice Act (H.R. 2000 and S. 981, 
116th Cong.) specifies that a provider who opted out of the 
public plan would not be allowed to participate in Medicare.

23. See Medicare Payment Advisory Commission, Report to the 
Congress: Medicare Payment Policy (March 2020), Chapter 4, 
pp. 107–140, https://go.usa.gov/xAPRt (PDF, 368 KB); Kayla 
Holgash and Martha Heberlein, “Physician Acceptance of New 
Medicaid Patients: What Matters and What Doesn’t,” Health 
Affairs Blog (April 10, 2019), https://tinyurl.com/y4k6ubre; 
and Juliette Cubanski and others, A Primer on Medicare: Key 
Facts About the Medicare Program and the People It Covers (Kaiser 
Family Foundation, March 2015), https://tinyurl.com/y222ehfg.

https://doi.org/10.26099/njmh-en20
https://doi.org/10.1093/qje/121.1.1
https://go.usa.gov/xAPRt
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For many types of care, the Medicare provider network 
would probably provide sufficient coverage for public 
option enrollees. However, some types of providers, 
including pediatricians, are currently underrepresented in 
Medicare, so limiting required participation to Medicare-
certified providers might not result in an adequate pro-
vider network for a nongroup public option. If provider 
payment rates were determined through negotiation, 
requiring Medicare providers to participate in the public 
option would give the public option more negotiating 
leverage and could support lower payment rates. CBO 
does not expect that requiring Medicare providers to 
participate in the public option would cause a substantial 
number of providers to opt out of Medicare because the 
number of people enrolled in marketplace plans is much 
smaller than the number enrolled in Medicare. However, 
for the specialties that are underrepresented in Medicare, 
the public option’s negotiating leverage associated with 
participation requirements would be substantially 
weaker. 

Policymakers could extend the participation requirement 
to providers who participate in Medicaid. Doing so 
would increase patient access and add to the number of 
providers in specialties such as pediatrics in the public 
option’s network, though Medicaid patients’ access to 
physicians tends to be more limited than that of privately 
insured or Medicare patients. The limited access to care 
in Medicaid is driven by several factors, including that 
the program has lower payment rates and higher rates 
of denied claims than private insurance and Medicare.24 
However, the public option might not have those 
issues: It would have different plan characteristics from 
Medicaid, so, even without a statutory requirement, 
Medicaid providers might find participating in the pub-
lic option attractive. 

Requiring providers who participate in Medicare or 
Medicaid to also participate in the public option would 
not, in itself, guarantee access to care for public option 
enrollees. For instance, providers might limit the avail-
ability of appointments for public option enrollees or see 
enrollees only at certain clinics. In addition to tying par-
ticipation in the public option to participation in other 
public programs, policymakers could specify access stan-
dards. For example, they could ensure that a minimum 

24. See Abe Dunn and others, The Costs of Payment Uncertainty in 
Healthcare Markets, Working Paper 2020-13 (Federal Reserve 
Bank of San Francisco, April 2020), https://doi.org/10.24148/
wp2020-13.

percentage of contracted providers were accepting new 
patients, or they could establish maximum wait times for 
appointments with providers.25 The Centers for Medicare 
& Medicaid Services and state Medicaid agencies might 
have difficulty enforcing those standards. 

Alternatively, policymakers could choose not to require 
Medicare or Medicaid providers to participate in the 
public option.26 In that case, provider payment rates 
would be one important factor in a provider’s decision 
to participate in the program. Another factor that could 
affect provider participation would be whether the 
program was structured to require certain providers to 
opt in or out. If, for example, Medicare providers had to 
opt out—that is, if those providers participated in the 
public option by default—participation would probably 
be greater than if providers had to opt in. Policymakers 
could also use a number of other strategies to encourage 
participation, such as forgiving qualifying providers’ 
medical school loans.

Administrative Activities and Taxes
The costs of administering the public option would 
depend on the design choices made by policymakers. 
A nationally standardized public option—for example, 
one that used administered rates based on Medicare, 
the Medicare provider network, and a single benefit 
package—would have larger economies of scale and 
lower administrative costs than a public option with 
negotiated payment rates, a tailored provider network, 
and benefit packages that varied by state.

One important determinant of administrative costs is 
the care management strategies that are used, such as 

25. The ACA required marketplace health plans to provide their 
enrollees with access to covered services “without unreasonable 
delay.” Recently, the federal network-adequacy requirements 
became looser, and more responsibility for ensuring network 
adequacy was delegated to state regulators. Those regulators use 
a variety of qualitative and quantitative standards, so network-
adequacy requirements vary considerably from state to state. 
See Jane B. Wishner and Jeremy Marks, Ensuring Compliance 
With Network Adequacy Standards: Lessons From Four States 
(Urban Institute, March 2017), https://tinyurl.com/y2d2rgzm.

26. Several recent legislative proposals—including the Keeping 
Health Insurance Affordable Act of 2019 (S. 3, 116th Cong.), the 
Public Option Deficit Reduction Act (H.R. 1419, 116th Cong.), 
and the CHOICE Act (H.R. 2085 and S. 1033, 116th Cong.)—
would not require Medicare or Medicaid providers to participate 
in the public option. But unless they opted out, those providers 
would become participating providers in the public option by 
default.

https://doi.org/10.24148/wp2020-13
https://doi.org/10.24148/wp2020-13
https://tinyurl.com/y2d2rgzm
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requiring prior authorization for medical services and 
referrals for specialty care. Such strategies increase the 
administrative costs of operating the plan but decrease 
the quantity of health care services utilized and thus 
lower the overall costs of the plan. Medicare fee-for-
service employs fewer care management tools than 
Medicare Advantage or commercial insurers, on aver-
age. For example, the program does not require prior 
authorization (except under limited circumstances), it 
does not require patients to obtain a referral before their 
initial visit to many types of specialists, and it does not 
impose direct limits on the number of appointments 
with physicians that it will cover each year.27 If the public 
option used care management strategies that were more 
intensive than those used by Medicare FFS, it would 
have to define those protocols. CBO expects that the 
reductions in utilization and claims costs associated with 
care management strategies could offset the increased 
administrative costs of using them, but the offsetting 
effects are generally uncertain.28

Policymakers could choose whether the public option 
would advertise and, if so, whether the advertising cam-
paign would be specifically for the public plan or for mar-
ketplace coverage more broadly.29 Similarly, policymakers 

27. See Centers for Medicare & Medicaid Services, “How 
Original Medicare Works” (accessed October 16, 
2020), https://go.usa.gov/x75CX; Vilsa Curto and others, 
“Health Care Spending and Utilization in Public and 
Private Medicare,” American Economic Journal: Applied 
Economics, vol. 11, no. 2 (April 2019), pp. 302–332, 
http://dx.doi.org/10.1257/app.20170295; and Gretchen 
Jacobson and Tricia Neuman, “Prior Authorization in Medicare 
Advantage Plans: How Often Is It Used?” (Kaiser Family 
Foundation, October 24, 2018), https://tinyurl.com/yyv6jdqo.

28. For more information on how CBO views the relationship 
between the administrative costs of care management and the 
associated reductions in utilization, see CBO’s Single-Payer 
Health Care Systems Team, How CBO Analyzes the Costs of 
Proposals for Single-Payer Health Care Systems That Are Based 
on Medicare’s Fee-for-Service Program, Working Paper 2020-08 
(Congressional Budget Office, December 2020), Sections 9 and 
12, www.cbo.gov/publication/56811.

29. Research suggests that private insurers use advertising 
strategically to attract healthier enrollees. That practice 
would have larger implications if the public option had its 
own separate risk pool. See Naoki Aizawa and You Suk Kim, 
“Advertising and Risk Selection in Health Insurance Markets,” 
American Economic Review, vol. 108, no. 3 (March 2018), 
pp. 828–867, https://doi.org/10.1257/aer.20151485. Research 
also suggests that government spending on advertising for 
the marketplaces increases enrollment. See Naoki Aizawa and 
You Suk Kim, Government Advertising in Market-Based Public 
Programs: Evidence From the Health Insurance Marketplace, 

could choose whether to pay brokers to help people enroll 
in the public option, as private insurers often do.30

The public option’s administrative costs could include 
several types of taxes and fees that private insurers are 
required to pay, or the public option could be exempted 
from those taxes and fees.31 For example, private insurers 
must pay a user fee to offer plans through the online 
health insurance marketplace platform operated by 
the federal government; the public option could be 
exempted from that fee.32 States generally do not have 
the authority to impose taxes on federal programs, such 
as Medicare Advantage, Medicare Part D, and Federal 
Employees Health Benefits plans.33 The Congress could, 
however, require the public option to make payments to 
states instead of paying taxes on premiums. Additionally, 
it could specify that the public option would pay states 
that operated their own marketplace platform a fee to 
use the platform.

Risk-Adjustment Transfers
Enrollees in the nongroup plans available in the market-
places are part of a single risk pool, and the private insur-
ers offering those plans participate in a risk-adjustment 
system that spreads the risk among themselves.34 Insurers 
with healthier enrollees make payments to insurers with 
less healthy enrollees within a state to limit the finan-
cial incentive that insurers have to seek out healthier 

Working Paper 27695 (National Bureau of Economic Research, 
August 2020), www.nber.org/papers/w27695.

30. As indicated by the fees they collect, brokers play a smaller 
role in the nongroup market than they do in the small-group 
market. In 2018, brokers’ fees per member per month averaged 
$9.32 in the nongroup market and $21.40 in the small-group 
market. See Kaiser Family Foundation, “Broker Compensation 
by Health Insurance Market” (accessed November 8, 2020), 
https://tinyurl.com/y5jjsud6.

31. For example, the CHOICE Act (H.R. 2085 and S. 1033, 116th 
Cong.) explicitly exempts the public option from state premium 
taxes.

32. In 2021, that user fee is set to equal 3 percent of the premiums 
that the private insurer collects. See Patient Protection and 
Affordable Care Act; HHS Notice of Benefit and Payment 
Parameters for 2021; Notice Requirement for Non-
Federal Governmental Plans, 85 Fed. Reg. 7088 (proposed 
February 6, 2020), https://go.usa.gov/x75rw.

33. See Jason Levitis, John-Pierre Cardenas, and Steven Costantino, 
Considerations for a State Health Insurer Fee Following Repeal of the 
Federal 9010 Fee (State Health & Value Strategies, January 2020), 
https://tinyurl.com/y2ehhe2m.

34. See Section 1343 of the Patient Protection and Affordable Care 
Act, Public Law 111–148 (codified at 42 U.S.C. §18063).

https://go.usa.gov/x75CX
http://doi.org/10.1257/app.20170295
https://tinyurl.com/yyv6jdqo
https://www.cbo.gov/publication/56811
https://doi.org/10.1257/aer.20151485
https://www.nber.org/papers/w27695
https://tinyurl.com/y5jjsud6
https://go.usa.gov/x75rw
https://tinyurl.com/y2ehhe2m
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enrollees and avoid sicker ones. The total value of funds 
in the risk-adjustment pool depends in part on a state’s 
average premium.

Policymakers would need to decide whether the public 
option would share a risk pool with private insurers in 
the nongroup market. If private insurers and the public 
option were part of a single risk pool, risk-adjustment 
transfers would be made among private insurers and the 
public option on the basis of the relative health of the 
plans’ enrollees. If the public option attracted dispropor-
tionately sicker enrollees, private insurers would make 
transfer payments to the public option. However, risk 
adjustment does not perfectly capture differences in 
individual health risk, so those transfers would not fully 
reflect the underlying health risk of enrollees. Moreover, 
evidence from other markets suggests that insurers might 
behave strategically to increase the risk score that they 
report for their enrollees.35 If private insurers engaged 
in that behavior more than the public option did, 
risk-adjustment transfers would favor private insurers, 
and the public option’s premiums would be higher as a 
result.

If people enrolled in the public option made up their 
own separate risk pool, differences between the public 
option’s premiums and those of private plans would 
reflect differences in enrollees’ health status. Private 
insurers’ incentive to use strategies to attract healthier 
enrollees would be stronger than it is under the current 
system. Healthier enrollees who would otherwise have 
enrolled in the public option might instead purchase 
coverage from those private insurers, worsening the pub-
lic option’s risk pool. Furthermore, if the public option’s 
risk pool was separate from that of private insurers, the 
premium of the benchmark plan could reflect enroll-
ees with substantially different health risks from those 
enrolled in the public option.

35. For example, see Michael Geruso and Timothy Layton, 
“Upcoding: Evidence From Medicare on Squishy Risk 
Adjustment,” Journal of Political Economy, vol. 128, no. 3 
(March 2020), pp. 984–1026, https://doi.org/10.1086/704756; 
Tamara Beth Hayford and Alice Levy Burns, “Medicare 
Advantage Enrollment and Beneficiary Risk Scores: 
Difference-in-Differences Analyses Show Increases for 
All Enrollees on Account of Market-Wide Changes,” 
INQUIRY: The Journal of Health Care Organization, 
Provision, and Financing, vol. 55 (January 2018), pp. 1–11, 
https://doi.org/10.1177/0046958018788640.

Funding and Treatment of Excess 
Revenues and Shortfalls
The public option could be funded through premium 
payments (including premium tax credit payments as 
well as enrollees’ premium contributions) and separate 
appropriations from the Congress. Those appropriations 
could be made annually, or policymakers could provide 
only start-up funding. CBO anticipates that the start-up 
costs for a public option could be substantial. Such costs 
would include those associated with establishing pay-
ment rates, enrolling providers, advertising, addressing 
unforeseen implementation problems, and providing 
sufficient reserve funds to cover initial claims costs. 
Policymakers could require the public option to use its 
premium revenues to pay back the start-up costs over a 
specified period of time.36 In general, the public option’s 
premiums would be lower if it was not required to repay 
any start-up funding it received through the appropria-
tion process.

Lawmakers could appropriate funding that not only 
supported the public option but also benefited private 
insurers. For example, the Congress could provide an 
annual appropriation to cover the costs of funding 
cost-sharing reductions for the public option and private 
insurers. (Under current law, private insurers cover 
those costs through premiums.) Additionally, the federal 
government could appropriate funds for a risk-corridor 
program that would limit plans’ losses and gains beyond 
an allowable range or for a reinsurance program that 
would provide payments to plans that enrolled high-
er-cost individuals. Those programs would limit pre-
mium volatility in the face of the uncertainty introduced 
by the public option’s entering a market, and they might 
allow private insurers and the public option to offer a 
lower premium.37

36. For instance, the Keeping Health Insurance Affordable Act 
of 2019 (S. 3, 116th Cong.) and the Public Option Deficit 
Reduction Act (H.R. 1419, 116th Cong.) would provide 
$2 billion in start-up funds that the public option would be 
required to repay over 10 years. The CHOICE Act (H.R. 2085 
and S. 1033, 116th Cong.), which does not specify the amount 
of funding for start-up, would also require the funding to 
be repaid in full over 10 years. The Choose Medicare Act 
(H.R. 2463 and S. 1261, 116th Cong.), which would provide 
$2 billion in start-up funding, does not include a repayment 
clause.

37. See Matthew Fiedler and others, “Health Care Price 
Regulation and Public Options: Assessing Approaches to 
Increasing the Public Role” (webinar, Brookings Institution, 
September 23, 2020), https://tinyurl.com/y3j9slgo.

https://doi.org/10.1086/704756
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Another design consideration is how the federal govern-
ment would treat excess premium revenues or short-
falls. Although the public option’s premiums would 
be set to cover anticipated medical and administrative 
costs, premium collections would exceed or fall short of 
actual expenses. Policymakers could require the public 
option to hold funds in reserve to cover unexpectedly 
high spending and decrease the likelihood of shortfalls. 
Alternatively, they could specify that excess revenues 
or shortfalls be incorporated in the calculations of the 
public option’s premiums for the next year by subtract-
ing excess revenues or adding any shortfall to that year’s 
expected expenses. (Typically, regulators do not allow 
private insurers to account for prior excesses or shortfalls 
when setting premiums.) Such an approach could be 
implemented through the creation of a trust fund for 
the public option into which premiums and tax credits 
would be deposited and from which claims costs and 
administrative costs would be paid. One likely effect 
of incorporating the previous year’s excess revenues or 
shortfalls into the following year’s premiums is that the 
public option’s premiums would become more volatile. 
Another option would be to return any excess revenues 
to the Treasury and to draw funds to cover any shortfall 
from the Treasury. Alternatively, excess revenues could be 
returned to enrollees through a rebate.

In addition to holding reserves, health insurance plans 
often embed a contingency margin to account for the 
possibility of unexpectedly high spending when setting 
premiums.38 Policymakers would need to decide the 
amount, if any, that would be included in the public 
option’s premiums to account for such contingencies.39 
The likelihood of excess premium revenues would be 
greater if a contingency margin was included in the pub-
lic option’s premiums, and that likelihood would increase 
with the size of that margin. Shortfalls would be more 
likely if policymakers took steps to limit the growth of 
premiums without also taking steps to reduce claims 
costs or administrative costs.

38. A contingency margin is an amount set aside to cover variation 
between actual and projected costs in a given year. For more 
information, see Patricia A. Davis, Medicare Part B: Enrollment 
and Premiums, Report R40082, version 47 (Congressional 
Research Service, May 6, 2020), https://go.usa.gov/x75rT.

39. For example, the CHOICE Act (H.R. 2085 and S. 1033, 
116th Cong.) and the Public Option Deficit Reduction Act 
(H.R. 1419, 116th Cong.) require a contingency margin.

A related consideration is whether the public option 
would conform with medical loss ratio (MLR) rules, 
which require nongroup insurers to pay rebates to con-
sumers if their medical spending and quality improve-
ment expenses fall below 80 percent of their premium 
collections.40 If some administrative activities were 
contracted to a private entity and others were handled by 
a federal agency, it might be difficult to track adminis-
trative costs that were dedicated to quality improvement, 
which would, in turn, make it difficult to correctly calcu-
late the percentage of premiums spent on those expenses 
for MLR purposes.

An important implementation question policymakers 
would need to consider is how premiums would be 
determined in the public option’s early years, before 
the plan accumulated any of the data on claims that 
would eventually be used to calculate expected medical 
expenses. In the first years of the marketplaces, insur-
ers underpriced premiums, illustrating the difficulty of 
projecting the health care costs of a new population.41 
Any concern that the public option’s premiums might be 
similarly underpriced in its early years would be lessened 
if its entry into the nongroup market was not expected to 
significantly change the overall risk profile of that mar-
ket. When setting premiums, policymakers could con-
sider an approach that based the public option’s premi-
ums on the premiums of private plans in a given rating 
area, perhaps using the premium of the benchmark plan 
as a starting point. Such an approach could make the 
introduction of the public option less disruptive to the 
marketplaces. If the public option’s premiums were based 
on private plans’ premiums rather than the expected 
costs of the public option, choices about how excess 
revenues or shortfalls would be treated and whether the 
public option would conform with MLR requirements 
would have particular relevance.

Geographic Scope
Policymakers could decide to offer a public option in 
all geographic markets. Alternatively, they could choose 
to make the public option available only in those rating 
areas that have high premiums or that lack sufficient 
numbers of private insurers. In either case, policymakers 

40. See Centers for Medicare & Medicaid Services, “Medical Loss 
Ratio” (accessed November 8, 2020), https://go.usa.gov/x75r7.

41. See Matthew Fiedler, Taking Stock of Insurer Financial 
Performance in the Individual Health Insurance Market Through 
2017 (USC-Brookings Schaeffer Initiative for Health Policy, 
October 2017), https://tinyurl.com/y54czhdj.

https://go.usa.gov/x75rT
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would need to specify metrics for triggering the entry 
of the public option into different rating areas.42 
Policymakers would also need to decide if the trigger 
mechanism would work in both directions: Would the 
public option exit a market if premiums moderated or 
additional private insurers entered the market? Or would 
the public option remain in a market indefinitely once it 
entered?

Implementing a trigger mechanism, especially a two-
way trigger mechanism, would introduce significant 
challenges. Insurers decide whether to participate in the 
nongroup marketplaces and set their premiums only 
months before open enrollment. Using the current year’s 
market conditions to determine whether the public 
option would enter a market would be administratively 
simpler than using the conditions anticipated in the 
upcoming year; but under that approach, the public 
option would not be as well matched to the plan offer-
ings with which it would actually compete. To reduce 
the volatility associated with a two-way trigger mecha-
nism, policymakers could base the public option’s exit 
on insurer participation or premiums over multiple 
years rather than in a single year; they could also make 
the metric for exiting more stringent than the metric 
for entering. Similarly, policymakers could specify a 

42. Proposals could include a phase-in period, during which the 
public option would first be offered in rating areas with few or 
no insurers before being extended to all rating areas within a few 
years. See, for example, the Medicare-X Choice Act (H.R. 2000 
and S. 981, 116th Cong.). This report focuses on the design 
considerations associated with a fully phased-in program.

minimum number of years that the public option would 
remain in a market after entering. The degree of admin-
istrative complexity associated with a trigger mechanism 
would depend, in part, on design choices related to other 
features of the public option. For example, if the public 
option negotiated provider payment rates and formed 
provider networks, significant lead time would be neces-
sary for the public option to enter a marketplace.

If a trigger mechanism was used to determine which geo-
graphic markets to enter, private insurers might adjust 
their plan offerings and premiums to prevent the public 
option from entering a given rating area. The possibility 
that a public option might enter an area could affect pri-
vate insurers’ negotiations with health care providers by 
giving the insurers leverage to negotiate lower payment 
rates—which would allow them to lower premiums—
especially if there was a one-way trigger. 

If a two-way mechanism was implemented and the pub-
lic option was not expected to remain in a given rating 
area, concerns about plan cancellations could discourage 
enrollment. Enrollees whose public plan was canceled 
could be automatically enrolled in another plan, or they 
could be required to make a new plan selection, which 
would lower the likelihood of their remaining covered.43

43. Currently, enrollees in nongroup marketplace plans that are 
canceled are automatically enrolled in a plan with similar 
coverage and premiums. See Centers for Medicare & Medicaid 
Services, “Federal Health Insurance Exchange 2021 Open 
Enrollment” (October 26, 2020), https://go.usa.gov/xsQaM.

https://go.usa.gov/xsQaM




Chapter 3: Implications of Key Design 
Features for Premiums, Coverage, and 
Federal Outlays and Revenues

The choices that policymakers made about the design of 
the public option would affect the public option’s premi-
ums, private insurers’ premiums and their participation 
in the marketplaces, and health insurance coverage in the 
United States. Those factors would, in turn, affect federal 
outlays and revenues.

The Public Option’s Premiums
Provider payment rates and prescription drug prices are 
key determinants of the public option’s premiums. The 
scope of covered benefits, the use of care management 
strategies, network breadth and access to care, and con-
straints on providers’ billing practices are also important 
drivers of premiums through their impact on health 
care utilization. Other major factors affecting the public 
option’s premiums are the health risk of enrollees, the 
risk-adjustment system, and the administrative costs of 
operating the plan.

Provider Payment Rates and Prescription Drug 
Pricing
The federal government could implement the public 
option in ways that would result in a relatively low 
premium or in ways that would result in a relatively high 
premium. 

The public option could have relatively low premiums 
if providers were paid using the Medicare fee-for-service 
rate schedule and if pharmaceutical prices were set low 
by statute. Likewise, if the Secretary of Health and 
Human Services was granted considerable bargaining 
leverage—the authority to create tiered drug formular-
ies and exclude higher-cost providers from the public 
option’s network, for example—and used it effectively, 
the public option could negotiate relatively low pro-
vider payment rates and prescription drug prices. 
Tying provider participation to Medicare or Medicaid 
would increase the ability of the public option to offer 

relatively low payment rates while maintaining high 
levels of provider participation.1 If payment rates were 
negotiated, setting an upper limit on them would make 
the possibility of the HHS Secretary’s walking away 
from negotiations more credible and could increase the 
Secretary’s leverage. The negotiated payment rates—and 
thus the public option’s premiums—would probably be 
lower if the upper limit on negotiated payment rates was 
lower, because prices might ultimately converge around 
that limit. Even if the HHS Secretary had significant 
leverage, the outcome of negotiations would still be 
highly uncertain, because as priorities changed from one 
Administration to the next, HHS Secretaries might not 
exercise that leverage to the same degree. By contrast, the 
public option’s premiums would be relatively high if the 
HHS Secretary negotiated provider payment rates with-
out a source of bargaining leverage and if a pharmacy 
benefit manager was unable to use restricted formularies 
and negotiated prescription drug prices under market 
conditions similar to those facing private insurers.

If, as a new entrant into the marketplaces, the public 
option had a small market share compared with those 
of private insurers and the HHS Secretary had no other 
source of leverage, negotiated rates could be higher than 
those of the private plans in that marketplace. If provider 
participation was not tied to Medicare or Medicaid, 
the public option’s ability to form an adequate network 
would depend on the relative attractiveness of its pro-
vider payment rates, and its bargaining position in rate 
negotiations would thus be undermined. Attracting 

1. See Jeffrey Clemens and Joshua D. Gottlieb, “In the Shadow 
of a Giant: Medicare’s Influence on Private Physician Patients,” 
Journal of Political Economy, vol. 125, no. 1 (February 2017), 
pp. 1–39, https://doi.org/10.1086/689772.

https://doi.org/10.1086/689772
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providers in certain specialties or in rural areas with few 
providers could be especially difficult.2 

Specifications regarding coverage and payment rates 
for out-of-network care would also affect the HHS 
Secretary’s leverage in negotiations with providers. The 
exact effect of out-of-network coverage and payment 
rates on negotiations would depend on the relative mar-
ket shares of the public option and negotiating provider 
and on how much volume the provider could expect to 
attract when out of network. For example, if the public 
option included expansive out-of-network coverage and 
limited patients’ out-of-pocket costs for such care, pro-
viders could remain out of network and still bill at high 
rates. Because providers would have little incentive to 
accept low in-network rates, the Secretary’s negotiating 
leverage would be diminished.

Health Care Utilization
Health care utilization depends on the scope of covered 
benefits, the use of care management tools, network 
breadth and access to care, and constraints on providers’ 
billing practices.3 If the benefit package of the public 
option covered a broader set of services or pharmaceuti-
cals than competing private plans, the public option’s uti-
lization rate would be higher than that of private plans. 
Similarly, more generous coverage of and cost sharing for 
out-of-network care could increase health care utiliza-
tion, which would tend to increase the public option’s 
premiums. If the public option used fewer care manage-
ment tools, the volume and intensity of care that patients 
would demand and that providers would recommend 
would be higher. If the public option imposed fewer 
constraints on pharmaceutical utilization, utilization of 
all drugs—particularly more expensive drugs—would 
be greater. Likewise, if the public option had a broader 

2. Providers’ decisions about whether to accept the public option 
would depend on the mix of their other patients and on the 
payment rates of private insurers in the market. For instance, 
providers who saw a large number of Medicaid or Medicare 
enrollees might accept lower payment rates than providers 
who saw mostly patients with private insurance. Providers in 
geographic areas or specialties with low commercial rates might 
also be more likely to accept low payment rates from the public 
option.

3. For more information, see CBO’s Single-Payer Health Care 
Systems Team, How CBO Analyzes the Costs of Proposals for 
Single-Payer Health Care Systems That Are Based on Medicare’s 
Fee-for-Service Program, Working Paper 2020-08 (Congressional 
Budget Office, December 2020), Section 6, www.cbo.gov/
publication/56811. 

provider network and better access to care than private 
nongroup plans, health care utilization could increase, 
which would, in turn, push up premiums. Finally, if the 
public option imposed fewer constraints on providers’ 
billing practices than private nongroup plans, providers 
might bill for more expensive care or indicate that the 
services they provide are more complex or intensive than 
they would if more constraints were in place, resulting in 
larger payments to providers. 

Health Risk and the Risk-Adjustment System
The public option’s premiums would depend on the 
health risk of enrollees, on whether the public option 
participated in the same risk pool as private insur-
ers in the nongroup market, and on how well the 
risk-adjustment system controlled for risk selection. The 
health risk of enrollees would depend on how current 
nongroup market enrollees sorted themselves between 
private plans and the public option as well as on the 
health status of any new enrollees that the public option 
attracted to the nongroup market. If the public option’s 
premiums were significantly lower than private plans’ 
premiums, the public option could attract healthier 
people who currently forgo coverage into the nongroup 
market, causing the aggregate risk score in the market to 
decrease. If the public option’s premiums were somewhat 
lower than private plans’ premiums, the public option 
would attract relatively healthy people from other plans. 
In that case, the option’s attractiveness to sicker and 
higher-cost people would depend on how other char-
acteristics of the plan—including its network breadth, 
benefit package, and care management—compared with 
those of private plans. If the public option’s premiums 
were higher than private plans’ premiums but some of its 
other features were more attractive than those of other 
plans, such features would tend to encourage sicker and 
higher-cost people to enroll.

If the public option shared a risk pool with private 
insurers and participated in risk-adjustment transfers, 
the impact of favorable or adverse risk selection on 
premiums would be lessened but not eliminated, because 
risk adjustment is imperfect. The link between the 
health risk of enrollees and the public option’s premiums 
would be significantly stronger if the public option did 
not share a risk pool with private insurers or participate 
in risk-adjustment transfers. In that case, if the public 
option attracted sicker enrollees, its premiums would be 
higher, and private insurers’ premiums lower, than they 
would be otherwise. Conversely, if the public option 

https://www.cbo.gov/publication/56811
https://www.cbo.gov/publication/56811
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attracted healthier enrollees and did not participate in 
risk adjustment, the public option’s premiums would be 
lower, and private insurers’ premiums higher, than they 
would be without such selection. 

Administrative Costs
Depending on the design choices, the public option’s 
administrative costs could be similar to those of private 
nongroup plans, or they could be substantially lower. If 
the public option used a single national benefit package 
and leveraged existing federal administrative activities—
for example, by basing payment rates and provider 
participation on Medicare FFS—administrative costs 
would be relatively low. (As a share of total spending, 
administrative costs in the public option would be higher 
than administrative costs for Medicare FFS, mainly 
because the economies of scale of the public option 
would be smaller.) The lack of profit would also push 
down administrative costs in the public option. If the 
public option negotiated payment rates, set up provider 
networks, applied care management techniques, adver-
tised, and paid state insurance taxes and marketplace user 
fees, its administrative costs could be similar to those of 
private nongroup plans.

Private Insurers’ Premiums and 
Participation in the Marketplaces
The public option’s effects on health insurance coverage 
and the federal budget would also depend on private 
insurers’ response to the public option’s entry into the 
market, including whether they changed their premi-
ums and whether they continued to participate in the 
marketplaces or exited them. The effect that introducing 
a public option would have on the private insurers in a 
nongroup marketplace would depend on how the public 
option’s premiums and plan characteristics compared 
with those of private insurers, the amount of competi-
tion in the marketplace before the public option’s entry, 
the extent to which the public option affected private 
insurers’ provider payment rates, and the health risk of 
the people selecting private plans.

Private insurers’ decisions to exit or remain in each 
market would vary depending on the structure of the 
marketplace and on any competitive advantages the 
public option might have. Private insurers would remain 
in a given marketplace if they anticipated that the profits 
they would earn would justify the costs of remaining. 
If the public option offered particularly low premiums 
or other attractive features, some private insurers might 

exit the nongroup market. The larger the public option’s 
competitive advantages, the more difficult it would be 
for private insurers to remain profitable. For example, if 
the public option was not required to conform with state 
benefit mandates or rating requirements and if it paid 
providers Medicare rates and required providers partic-
ipating in other federal programs to join its network, 
private insurers would have difficulties retaining suffi-
cient market share while keeping their premiums high 
enough to justify their participating in the marketplaces. 
Private insurers who remained in the marketplaces might 
respond to the public option’s entry into the market by 
lowering their premiums or otherwise improving the 
quality of their plans, though some insurers might face 
constraints that limited their ability to compete in terms 
of premiums or quality. The entry of the public option 
might have a smaller effect on insurers in marketplaces 
that already have several private insurers competing on 
premiums and plan quality. 

A key driver of how private insurers responded to the 
entry of the public option would be how the entry of 
the public option affected private insurers’ negotiating 
dynamics with providers. A public option with in-
network and out-of-network rates that were substantially 
lower than private insurers’ in-network rates could put 
downward pressure on private insurers’ negotiated rates. 
One reason providers might be more willing to agree 
to lower in-network rates with a private insurer after a 
public option entered a market is that if they did not, 
the public option’s premiums might be lower than the 
private plan’s, and some of the insurers’ enrollees might 
switch from the private plan to the public option. The 
provider would then receive the public option’s lower 
payment rate for those enrollees, whereas before the 
entry of the public option, the enrollees might have 
switched to another private insurer that also paid rates 
higher than the public option’s rates. That possibility 
would reduce the provider’s leverage in the negotiation, 
thus decreasing the rate that the provider could com-
mand from the private insurer. 

Providers might also be willing to agree to lower in-
network rates because if the private insurer needed to 
substantially reduce premiums to attract enough enroll-
ees to remain in the market, it could use that necessity as 
additional leverage in its negotiations with providers to 
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obtain reduced payment rates.4 Providers might accept 
lower rates from the private insurer if they concluded 
that doing so would be preferable to the insurer’s leaving 
the market entirely. Providers are most likely to accept 
lower rates to prevent private insurers from exiting the 
market in markets with dominant hospital and physician 
systems, because an insurer’s profitability in such markets 
can depend on the outcome of negotiations with a single 
health system. The entry of the public option could, 
however, have an offsetting effect. The loss of market 
share to the public option that private insurers would 
experience could decrease their bargaining power, so 
some private insurers’ provider payment rates and premi-
ums could increase.

Whether the public option attracted sicker enrollees—
and the impact that any such health selection had on the 
private insurers’ risk pool—would also affect the premi-
ums of private plans. If the public option did not partic-
ipate in risk-adjustment transfers and had plan charac-
teristics that attracted sicker enrollees from private plans, 
the medical costs of private plans would tend to fall as 
the people in their risk pool became healthier; as a result, 
private insurers would probably lower their premiums. In 
addition, if the public option attracted sicker enrollees, 
in turn lowering private plans’ medical costs, the entry of 
the public option could increase private insurers’ profits 
per enrollee and encourage additional private insurers to 
enter the marketplace. 

If, instead, the public option participated in risk-ad-
justment transfers, the effect of any health selection on 
private insurers’ premiums would be significantly smaller 
because private insurers would make risk-adjustment 
transfers to the public option. If the public option partic-
ipated in risk-adjustment transfers and it increased the 
nongroup market’s average risk by drawing sicker enroll-
ees into the market, private premiums would increase. 

4. Medicare Advantage plans pay rates similar to those paid by 
Medicare fee-for-service. In interviews, many executives of 
hospitals and health plans cited competitive pressure from 
Medicare FFS as one reason for the similar rates, but an 
important factor in that dynamic is the limits on out-of-network 
billing in the Medicare program. Without similar restrictions, 
the public option would not exert as much downward pressure 
on prices as Medicare FFS. See Robert A. Berenson and others, 
“Why Medicare Advantage Plans Pay Hospitals Traditional 
Medicare Prices,” Health Affairs, vol. 34, no. 8 (August 2015), 
pp. 1289–1295, https://doi.org/10.1377/hlthaff.2014.1427.

Premium Tax Credits and 
Net Premiums
Individuals and families who are eligible for a subsidy to 
purchase health insurance coverage through the market-
places receive that subsidy in the form of a premium 
tax credit equal to the difference between the cap on 
their premium contribution—that is, the maximum 
amount (calculated as a share of their income) that they 
are required to pay to purchase the benchmark plan—
and the premium of the benchmark plan. Together, 
the premiums of the public option and of the private 
plans remaining in a marketplace would determine the 
benchmark plan, which, in turn, would determine the 
premium tax credit and net premiums. 

The effect that establishing a public option would have 
on premium tax credits would depend on how the public 
option’s premiums compared with those of private plans 
as well as on how private insurers responded to the 
public option’s entry into a given marketplace. If the 
public option entered a marketplace in the silver tier and 
offered the lowest or second-lowest premiums in that 
tier, the benchmark premium and subsidy would fall 
(see Figure 3-1). If the public option entered a market-
place with premiums that were higher than those of the 
second-lowest-cost silver plan, the subsidy would not 
change unless competition from the public option or 
the change in the mix of enrollees’ health status caused 
the lower-premium private insurers to reduce their 
premiums.

Regardless of whether the public option’s premiums were 
higher or lower than the private plans’ premiums in a 
given marketplace, the net premium of the benchmark 
plan would remain unchanged for all subsidized individ-
uals except those for whom the benchmark premium was 
below the cap on their premium contribution. However, 
if the benchmark premium and subsidy fell but the 
premiums of private plans did not fall by a correspond-
ing amount, the net premium for plans other than the 
benchmark plan would increase. 

In marketplaces with fewer insurers, where premiums 
tend to be higher, the public option would be more 
likely to enter with premiums that were lower than the 
private plans’ premiums, and the benchmark premium 
would be more likely to fall. Conversely, in marketplaces 
with more robust competition, the public option would 
be less likely to enter with the lowest or second-lowest 
premiums, and even when it did enter with the lowest or 

https://doi.org/10.1377/hlthaff.2014.1427
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Figure 3-1 .

Federal Subsidies and Net Premiums for Health Insurance Purchased in the Nongroup 
Marketplaces Under Four Different Scenarios for a Public Option

100 400 100 400 100 400 100 400

100 400 100 400 100 400 100 400

Under current law, the 
benchmark plan is the second- 
lowest-cost silver plan. That 
plan’s premium is used to 
determine the value of federal 
subsidies.

If the public option entered the 
market with a premium that was 
higher than that of the second- 
lowest-cost silver plan, the 
benchmark premium, and thus 
federal subsidies, would not 
change.  

If the public option entered the 
market as the lowest-cost or 
second-lowest-cost plan, the 
benchmark premium and 
subsidies would decrease, thereby 
increasing net premiums for 
people enrolled in private plans.    

If private plans exited the market 
or lowered premiums in response 
to the public option’s entry, the 
benchmark premium and 
subsidies could further decrease.

No Public 
Option

High-Premium 
Public Option

Low-Premium 
Public Option
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Low-Premium Public Option 
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Data source: Congressional Budget Office.

In the graphs showing net premiums, the bold line in each scenario indicates the benchmark plan.

Net premiums for people enrolled in the benchmark plan who have income between 100 percent and 400 percent of the federal poverty guidelines (commonly 
referred to as the federal poverty level) would be the same in all scenarios until the net premium reaches the plan’s premium. (In most states, the federal poverty 
level in 2021 is $12,880 for a single person and increases by $4,540 for each additional person in a household. Thus, for a single person, 400 percent of the 
federal poverty level is $51,520 in 2021.) The gray dashed line represents the net premium for the benchmark plan at 100 percent of the federal poverty level. It 
is included as a visual reference. 

The amount of the subsidy that an individual or family would receive is equal to the difference between the benchmark plan’s premium and the individual’s or 
family’s premium cap. 

The curve representing the premium cap is a simplification of the actual premium cap structure.
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second-lowest premiums, the effect on the benchmark 
premium and subsidy would be smaller.

People with income above 400 percent of the FPL are 
ineligible for subsidies. Consequently, their net premi-
ums do not depend on the benchmark premium; rather, 
those net premiums equal the premiums of the plan in 
which they are enrolled. Introducing the public option 
with premiums below those of private insurers would 
give people who are ineligible for subsidies access to a 
lower-cost plan. 

Health Insurance Coverage 

The effect of the public option on the number of peo-
ple with health insurance coverage and their sources of 
coverage would depend on the geographic areas in which 
the plan was offered, the plan’s premiums, its effects 
on the benchmark premium and tax credits, and how 
attractive it was compared with private plans. A plan’s 
attractiveness is based on a number of factors, including 
the plan’s net premium, the breadth of its provider net-
work, the degree to which it employs care management 
tools, and other characteristics. If the public option was 
offered only in the nongroup market, enrollment in the 
plan would draw from the existing nongroup market, the 
uninsured, and those with employment-based insurance, 
the Congressional Budget Office anticipates. The effect 
on the total number of people without health insurance 
would be relatively small.

Effect on the Currently Uninsured Population
Among the currently uninsured population, the greatest 
potential for coverage gains would be among people 
who have income above the subsidy eligibility threshold 
of 400 percent of the FPL and who do not have access 
to employment-based coverage. In 2019, that group 
accounted for an estimated 9 percent of the uninsured 
population, or 2.6 million individuals.5 CBO expects 
that if the premiums of the public option were signifi-
cantly lower than those of private plans in a geographic 
area, some of that group would enroll in the public 
option. The decision to purchase health insurance 
depends on the net premium, and because unsubsidized 
people are not shielded from any portion of premiums, 
they are especially sensitive to premium changes in the 

5. See Congressional Budget Office, Who Went Without Health 
Insurance in 2019, and Why? (September 2020), www.cbo.gov/
publication/56504.

nongroup market.6 As nongroup market premiums have 
increased over time, the number of unsubsidized people 
enrolled has fallen, and the number of subsidized people 
enrolled has remained fairly steady.7 The magnitude of 
the public option’s effect on coverage among that popula-
tion would depend heavily on the plan’s premiums. If the 
cost of cost-sharing reductions was embedded in the pre-
miums of the public option offered in the marketplaces’ 
silver tier rather than funded through a Congressional 
appropriation, unsubsidized enrollment would be higher 
if the public option was also offered outside the market-
places with a lower premium. 

Even if the public option offered lower premiums than 
private plans, its entry into the nongroup market would 
have only a limited effect on the coverage rate of people 
with income less than 400 percent of the FPL who are 
currently uninsured but eligible for subsidies. In 2019, 
that group accounted for an estimated 19 percent of 
the total uninsured population, or 5.5 million individ-
uals.8 The structure of premium tax credits limits the 
share of income that a person or family must pay in 
net premiums for the benchmark plan and thus shields 
the subsidy-eligible population from high premiums 
(see Figure 3-1 on page 29).9 As a result of the sub-
sidy structure, subsidized marketplace enrollment has 
remained steady, even as premiums have increased over 
time. Some of the currently uninsured subsidy-eligible 
population would enroll in the nongroup marketplaces 
if the net premiums of the plan were substantially lower 
than those of private plans currently in the marketplaces 

6. See Amy Finkelstein, Nathaniel Hendren, and Mark Shepard, 
“Subsidizing Health Insurance for Low-Income Adults: Evidence 
From Massachusetts,” American Economic Review, vol. 9, 
no. 4 (April 2019), pp. 1530–1567, https://doi.org/10.1257/
aer.20171455.

7. See Centers for Medicare & Medicaid Services, Trends in 
Subsidized and Unsubsidized Enrollment (October 2020), 
https://go.usa.gov/x75fz (PDF, 274 KB); and Rachel Fehr, 
Cynthia Cox, and Larry Levitt, Data Note: Changes in 
Enrollment in the Individual Health Insurance Market Through 
Early 2019 (Kaiser Family Foundation, August 21, 2019), 
https://tinyurl.com/stmr8vd.

8. For an analysis of the uninsured population, see Congressional 
Budget Office, Who Went Without Health Insurance in 2019, and 
Why? (September 2020), www.cbo.gov/publication/56504.

9. For more information on the structure of premium tax credits, 
see Kaiser Family Foundation, “Explaining Health Care Reform: 
Questions About Health Insurance Subsidies” (October 30, 
2020), https://tinyurl.com/4xdo5zqt. 

https://www.cbo.gov/publication/56504
https://www.cbo.gov/publication/56504
https://doi.org/10.1257/aer.20171455
https://doi.org/10.1257/aer.20171455
https://go.usa.gov/x75fz
https://tinyurl.com/stmr8vd
https://www.cbo.gov/publication/56504
https://tinyurl.com/4xdo5zqt
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or if other features of the public option were more attrac-
tive than those of private plans.

Among other groups of uninsured people, the entry of 
a public option into the nongroup marketplaces would 
have only a small effect on coverage. In 2019, 11 percent 
of the uninsured population, or 3.2 million people, had 
income that was too low to qualify for marketplace sub-
sidies and lived in states where Medicaid had not been 
expanded under the Affordable Care Act. In general, 
without a change in the eligibility criteria for subsidies, 
that group would find the public option unaffordable 
regardless of the plan’s design choices.10 About half 
of the uninsured population in 2019 was eligible for 
Medicaid or had access to affordable employment-based 
coverage that made them ineligible for marketplace 
subsidies. (For a brief discussion of the effects of extend-
ing subsidy eligibility to those with offers of affordable 
employment-based coverage, see Box 3-1.) People who 
are not lawfully present in the United States—in 2019, 
an estimated 13 percent of the uninsured population, or 
4.0 million individuals—are ineligible for marketplace 
coverage but could be eligible for nongroup coverage 
available outside the marketplaces. 

If the public option was offered in limited geographic 
areas and a trigger mechanism was used to determine 
when it would enter a particular area, the public option’s 
effect on overall coverage would be smaller. Although the 
public option could have a larger effect on coverage in 
marketplaces with high premiums or limited competi-
tion, the overall impact would be smaller because of the 
program’s narrower scope.

Effect on the Currently Insured
The public option might have a larger effect on sources 
of coverage for the currently insured than the currently 
uninsured. If the benchmark premium fell but private 
premiums did not, subsidized enrollees who remained 
in their current plan would face a reduction in premium 
subsidies and an increase in net premiums. Some people 
would lose their eligibility for a subsidy altogether if the 
benchmark premium fell below their required premium 
contribution—an outcome that is more likely to occur 
among younger enrollees, whose premiums are lower. 
In that case, the second-lowest-cost silver plan would 
have a lower net premium, but those enrollees would 

10. Some public option proposals would extend eligibility for 
subsidies to people who are ineligible for Medicaid only because 
they live in a state where Medicaid had not been expanded.

no longer qualify for a premium tax credit that could 
be used to purchase other plans, such as a bronze plan 
or the lowest-cost silver plan. As a consequence, some 
enrollees might switch to a lower-tier plan, and some 
enrollees might choose to forgo coverage entirely. If the 
public option was also introduced in the bronze tier 
with premiums that were below those of private plans, 
enrollees who would otherwise forgo coverage might be 
more likely to remain enrolled. Although such a change 
is outside the scope of this report, several of the propos-
als for a public option that have been introduced would 
increase subsidies, which would offset that dynamic and 
increase federal spending.

A public option with a broader network and fewer care 
management tools in place than competing private plans 
in the nongroup marketplaces could draw enrollees from 
those plans. Many enrollees in the nongroup market 
might value plan attributes related to the provider 
network and care management enough that they would 
switch to a public option, even if the premium was sim-
ilar or slightly higher than those of private plans. A plan 
with a broader provider network and fewer care manage-
ment tools restricting utilization might also lead some 
people who currently have nongroup insurance offered 
outside the marketplaces (and who thus forgo premium 
tax credits) to enroll in the subsidized public option.11

Some employees, particularly those who pay relatively 
high premiums for employment-based insurance, might 
forgo coverage through their employer and enroll in 
the public option. The magnitude of that effect would 
depend on how attractive the public option was to 
employees compared with the health insurance plan their 
employer offered. Additionally, if the public option was 
seen as attractive, some employers might forgo offering 
coverage entirely, thereby further decreasing enrollment 
in employment-based coverage. That effect might be 
concentrated among small firms, which have lower offer 
rates, on average.12 If the public option was available 
outside the marketplaces, some employers might offer 

11. See Department of Health and Human Services, Office 
of the Assistant Secretary for Planning and Evaluation, 
About 2.5 Million People Who Currently Buy Coverage Off-
Marketplace May Be Eligible for ACA Subsidies, ASPE Data Point 
(October 4, 2016), https://go.usa.gov/xAaac.

12. See Agency for Healthcare Research and Quality, Medical 
Expenditure Panel Survey Insurance Component 2019 
Chartbook, AHRQ Publication 20(21)-0052 (October 2020), 
https://go.usa.gov/x75GR.

https://go.usa.gov/xAaac
https://go.usa.gov/x75GR
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individual coverage health reimbursement arrangements 
to their employees rather than offering group health 
insurance or forgoing an offer of coverage altogether.

Federal Outlays and Revenues
The effect that the establishment of a nongroup public 
option would have on federal spending and revenues 
would depend primarily on how it affected the pre-
miums of the benchmark plan and on the number of 
people who were eligible for subsidies who ultimately 

purchased insurance through the marketplaces. If the 
entry of the public option into a marketplace lowered the 
benchmark premium, the average size of the premium 
tax credit would decrease, resulting in federal savings for 
existing enrollees. The effect on the number of subsidized 
enrollees is ambiguous but most likely would be small. 
The public option could increase federal costs by increas-
ing enrollment among three main groups of people who 
would be eligible for subsidies: 

• People who would otherwise have been uninsured,

Box 3-1 .

Extending Access to a Subsidized Nongroup Public Option to People With Employer Offers

A provision of the Affordable Care Act (ACA), which is commonly 
referred to as the employer firewall, does not allow people with 
offers of affordable health insurance through their employer to 
access the federal subsidies that are available for plans pur-
chased in the nongroup marketplaces established by the ACA.1 
If policymakers wanted to establish a federally administered 
public health insurance plan (or public option) in the nongroup 
market and extend access to the marketplace subsidies to 
those with employment-based coverage, they could remove 
that firewall. 

Alternatively, policymakers could consider making changes to 
the firewall rather than removing it altogether. For example, the 
calculation used under current law to determine whether the 
plan being offered by an employer is affordable is based on the 
cost of an employee-only plan rather than a family plan.2 That 
leaves some families ineligible for premium subsidies because 
the employee’s contribution for an employee-only plan does not 
exceed the affordability standard even though the employee’s 
contribution for a family plan would exceed it. Policymakers 
could consider various approaches to addressing that issue, 
including basing the affordability calculation on the contribution 
for a family plan or extending marketplace subsidies to depen-
dents of people with an offer of employee-only coverage that 
was affordable but an offer of family coverage that was not.3

1.  The ACA established marketplaces through which people could purchase 
subsidized insurance in the nongroup market. The nongroup market is the 
private market in which individuals and families purchase health insurance 
directly from an insurer, rather than obtaining it through an employer.

2.  See HealthCare.gov, “Affordable Coverage” (accessed February 19, 2021), 
www.healthcare.gov/glossary/affordable-coverage/.

3.  For example, the Patient Protection and Affordable Care Enhancement Act 
(H.R. 1425, 116th Cong.) proposes addressing this issue—often referred to as 

In the Congressional Budget Office’s assessment, removing the 
affordability firewall would lead to an increase in the number 
of people enrolled in subsidized marketplace plans, thereby 
driving up the costs of premium tax credits, which in turn 
would increase costs to the federal government. Even with-
out a public option, removing the firewall would significantly 
increase the number of people eligible for nongroup subsidies. 
CBO estimated that about one-quarter of the 151 million people 
projected to have employment-based coverage in 2021 would 
become eligible for nongroup subsidies if the firewall was 
removed.4 Moreover, in 2019, 31 percent of uninsured people 
were eligible for subsidized employment-based coverage, and 
most of those people had employer offers that were affordable 
according to current standards.5 If the firewall was removed, 
some of the people who were made eligible for subsidized 
marketplace coverage would choose such coverage over 
employment-based coverage or going uninsured. The number 
of people who made that choice would depend on several 
factors, including the subsidized plan’s cost sharing, scope of 
benefits, provider networks, and ease of enrollment. Maintain-
ing the firewall but changing the affordability standard for family 
plans would result in a much smaller change in eligibility for 
subsidies in the nongroup market.

the family glitch—by basing the affordability calculation on the contribution 
for a family plan.

4.  CBO based this estimate on subsidy eligibility rules in existence before 
enactment of the American Rescue Plan Act of 2021 (Public Law 117-2). For 
more information, see Congressional Budget Office, Answers to Questions 
for the Record Following a Hearing Conducted by the Senate Committee 
on the Budget on CBO’s Budget Projections (December 2020), pp. 3–5, 
www.cbo.gov/publication/56908.

5.  See Congressional Budget Office, Who Went Without Health Insurance in 
2019, and Why? (September 2020), www.cbo.gov/publication/56504.

https://www.healthcare.gov/glossary/affordable-coverage/
http://www.cbo.gov/publication/56908
http://www.cbo.gov/publication/56504
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• People who became eligible for subsidies because their
employer dropped their offer of coverage after the
public option entered the market, and

• People who would have enrolled in a nongroup plan
outside the marketplaces despite being eligible for
subsidized coverage.

That increase in subsidized enrollment would be offset 
by decreases in subsidized enrollment among people 
who became uninsured because the net premium for the 
private plan they were enrolled in increased and among 
people who became ineligible for subsidies because the 
premium of the benchmark plan fell below their required 
premium contribution.

In addition, the public option might slightly increase 
federal tax revenues collected from people whose 
employers stopped offering coverage. Premiums paid by 
employers and most employees are excluded from taxable 
compensation, and employers that dropped health insur-
ance offers are expected to shift the savings associated 

with not offering health insurance into taxable wages and 
other benefits.13

If it offered a public option, the federal government 
would incur many start-up and administrative costs asso-
ciated with operating the program. The budgetary effect 
of those expenses would depend on what portion of 
ongoing administrative costs was covered by premiums 
and what portion was funded through annual appropria-
tions. It would also depend on whether those costs were 
to be repaid over time.

The budgetary effects of establishing a public option 
would depend on other design choices as well. If the 
public option was offered only in certain less-competitive 
markets rather than nationwide, the total effect on 
federal outlays and revenues would be smaller.

13. For more information, see Congressional Budget Office,
Federal Subsidies for Health Insurance Coverage for People 
Under 65: 2020 to 2030 (September 2020), www.cbo.gov/
publication/56571.

http://www.cbo.gov/publication/56571
http://www.cbo.gov/publication/56571
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FAQS ABOUT COBRA PREMIUM ASSISTANCE UNDER 
THE AMERICAN RESCUE PLAN ACT OF 2021 
April 07, 2021 

Set out below are Frequently Asked Questions (FAQs) regarding implementation of certain 
provisions of the American Rescue Plan Act of 2021 (ARP), as it applies to the Consolidated 
Omnibus Budget Reconciliation Act of 1985, commonly called COBRA. These FAQs have been 
prepared by the Department of Labor (DOL). Like previously issued FAQs (available at 
https://www.dol.gov/agencies/ebsa/about-ebsa/our-activities/resource-center/faqs), these FAQs 
answer questions from stakeholders to help individuals understand the law and benefit from it, as 
intended. The Department of the Treasury and the Internal Revenue Service (IRS) have reviewed 
these FAQs, and, concur in the application of the laws under their jurisdiction as set forth in 
these FAQs. 

COBRA Continuation Coverage 

COBRA continuation coverage provides certain group health plan continuation coverage rights 
for participants and beneficiaries covered by a group health plan. In general, under COBRA, an 
individual who was covered by a group health plan on the day before the occurrence of a 
qualifying event (such as a termination of employment or a reduction in hours that causes loss of 
coverage under the plan) may be able to elect COBRA continuation coverage upon that 
qualifying event.1 Individuals with such a right are referred to as qualified beneficiaries. Under 
COBRA, group health plans must provide covered employees and their families with certain 
notices explaining their COBRA rights. 

ARP COBRA Premium Assistance 

Section 9501 of the ARP provides for COBRA premium assistance to help Assistance Eligible 
Individuals (as defined below in Q3) continue their health benefits. The premium assistance is 
also available for continuation coverage under certain State laws. Assistance Eligible Individuals 
are not required to pay their COBRA continuation coverage premiums. The premium assistance 
applies to periods of health coverage on or after April 1, 2021 through September 30, 2021. An 
employer or plan to whom COBRA premiums are payable is entitled to a tax credit for the 
amount of the premium assistance. 

1 For more information on COBRA continuation coverage requirements applicable to private-sector employment-
based group health plans, see “An Employer’s Guide to Group Health Continuation Coverage Under COBRA,” 
available at https://www.dol.gov/sites/dolgov/files/ebsa/about-ebsa/our-activities/resource-center/publications/an-
employers-guide-to-group-health-continuation-coverage-under-cobra.pdf.  

https://www.dol.gov/agencies/ebsa/about-ebsa/our-activities/resource-center/faqs
https://www.dol.gov/sites/dolgov/files/ebsa/about-ebsa/our-activities/resource-center/publications/an-employers-guide-to-group-health-continuation-coverage-under-cobra.pdf
https://www.dol.gov/sites/dolgov/files/ebsa/about-ebsa/our-activities/resource-center/publications/an-employers-guide-to-group-health-continuation-coverage-under-cobra.pdf
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General Information 

Q1: I have heard that the ARP included temporary COBRA premium assistance to pay for 
health coverage. I would like more information. 

The ARP provides temporary premium assistance for COBRA continuation coverage for 
Assistance Eligible Individuals (see Q3 to determine if you are eligible). COBRA allows certain 
people to extend employment-based group health plan coverage, if they would otherwise lose the 
coverage due to certain life events such as loss of a job. 

Individuals may be eligible for premium assistance if they are eligible for and elect COBRA 
continuation coverage because of their own or a family member’s reduction in hours or an 
involuntary termination from employment. This premium assistance is available for periods of 
coverage from April 1, 2021 through September 30, 2021. This premium assistance is generally 
available for continuation coverage under the Federal COBRA provisions, as well as for group 
health insurance coverage under comparable state continuation coverage (“mini-COBRA”) laws. 

If you were offered Federal COBRA continuation coverage as a result of a reduction in hours or 
an involuntary termination of employment, and you declined to take COBRA continuation 
coverage at that time, or you elected Federal COBRA continuation coverage and later 
discontinued it, you may have another opportunity to elect COBRA continuation coverage and 
receive the premium assistance, if the maximum period you would have been eligible for 
COBRA continuation coverage has not yet expired (if COBRA continuation coverage had been 
elected or not discontinued). 

Q2: Which plans does the premium assistance apply to? 

The COBRA premium assistance provisions apply to all group health plans sponsored by 
private-sector employers or employee organizations (unions) subject to the COBRA rules under 
the Employee Retirement Income Security Act of 1974 (ERISA). They also apply to plans 
sponsored by State or local governments subject to the continuation provisions under the Public 
Health Service Act. The premium assistance is also available for group health insurance required 
under state mini-COBRA laws. 

Q3: How can I tell if I am eligible to receive the COBRA premium assistance? 

The ARP makes the premium assistance available for “Assistance Eligible Individuals.” An 
Assistance Eligible Individual is a COBRA qualified beneficiary who meets the following 
requirements during the period from April 1, 2021 through September 30, 2021: 

• Is eligible for COBRA continuation coverage by reason of a qualifying event that is a 
reduction in hours (such as reduced hours due to change in a business’s hours of 
operations, a change from full-time to part-time status, taking of a temporary leave of 
absence, or an individual’s participation in a lawful labor strike, as long as the 
individual remains an employee at the time that hours are reduced) or an involuntary 
termination of employment (not including a voluntary termination); and 

• Elects COBRA continuation coverage. 
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However, you are not eligible for the premium assistance if you are eligible for other group 
health coverage, such as through a new employer’s plan or a spouse’s plan (not including 
excepted benefits, a qualified small employer health reimbursement arrangement (QSEHRA), or 
a health flexible spending arrangement (FSA)), or if you are eligible for Medicare. Note that if 
you have individual health insurance coverage, like a plan through the Health Insurance 
Marketplace®2, or if you have Medicaid, you may be eligible for ARP premium assistance. 
However, if you elect to enroll in COBRA continuation coverage with premium assistance, you 
will no longer be eligible for a premium tax credit, advance payments of the premium tax credit, 
or the health insurance tax credit for your health coverage during that period. 

Note: If the employee’s termination of employment was for gross misconduct, the employee and 
any dependents would not qualify for COBRA continuation coverage or the premium assistance. 

Q4: If I am eligible for the premium assistance, how long will it last? 

Your premium assistance can last from April 1, 2021 through September 30, 2021. However, it 
will end earlier if: 

• You become eligible for another group health plan, such as a plan sponsored by a new 
employer or a spouse’s employer (not including excepted benefits, a QSEHRA, or a 
health FSA), or you become eligible for Medicare**, or 

• You reach the end of your maximum COBRA continuation coverage period. 

If you continue your COBRA continuation coverage after the premium assistance period, you 
may have to pay the full amount of the premium otherwise due. Failure to do so may result in 
your loss of COBRA continuation coverage. Contact your plan administrator, employer 
sponsoring the plan, or health insurance issuer for more information. 

When your COBRA premium assistance ends, you may be eligible for Medicaid or a special 
enrollment period to enroll in coverage through the Health Insurance Marketplace® or to enroll 
in individual market health insurance coverage outside of the Marketplace. A special enrollment 
period is also available when you reach the end of your maximum COBRA coverage period. You 
may apply for and, if eligible, enroll in Medicaid coverage at any time. For more information, go 
to: https://www.healthcare.gov/medicaid-chip/getting-medicaid-chip/. 

**Individuals receiving the COBRA premium assistance must notify their plans if they become 
eligible for coverage under another group health plan (not including excepted benefits, a 
QSEHRA, or a health FSA), or for Medicare. Failure to do so can result in a tax penalty. 

Q5: Who is eligible for an additional election opportunity for COBRA continuation 
coverage? 

A qualified beneficiary whose qualifying event was a reduction in hours or an involuntary 
termination of employment prior to April 1, 2021 and who did not elect COBRA continuation 
coverage when it was first offered prior to that date or who elected COBRA continuation 
coverage but is no longer enrolled (for example, an individual who dropped COBRA 
                                                             
2 Health Insurance Marketplace® is a registered service mark of the U.S. Department of Health & Human Services. 

https://www.healthcare.gov/medicaid-chip/getting-medicaid-chip
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continuation coverage because he or she was unable to continue paying the premium) may have 
an additional election opportunity at this time. Individuals eligible for this additional COBRA 
election period must receive a notice of extended COBRA election period informing them of this 
opportunity. This notice must be provided within 60 days of the first day of the first month 
beginning after the date of the enactment of the ARP (so, by May 31, 2021) and individuals have 
60 days after the notice is provided to elect COBRA. However, this additional election period 
does not extend the period of COBRA continuation coverage beyond the original maximum 
period (generally 18 months from the employee's reduction in hours or involuntary termination). 
COBRA continuation coverage with premium assistance elected in this additional election period 
begins with the first period of coverage beginning on or after April 1, 2021. Individuals can 
begin their coverage prospectively from the date of their election, or, if an individual has a 
qualifying event on or before April 1st, choose to start their coverage as of April 1st, even if the 
individual receives an election notice and makes such election at a later date.  In either case, 
please note that the premium assistance is only available for periods of coverage from April 1, 
2021 through September 30,2021. 

Due to the COVID-19 National Emergency, the DOL, the Department of the Treasury, and the 
IRS issued a Notice of Extension of Certain Timeframes for Employee Benefit Plans, 
Participants, and Beneficiaries Affected by the COVID–19 Outbreak (“Joint Notice”).3 This 
notice provided relief for certain actions related to employee benefit plans required or permitted 
under Title I of ERISA and the Code, including the 60-day initial election period for COBRA 
continuation coverage. The DOL’s Employee Benefits Security Administration (EBSA) provided 
further guidance on this relief in EBSA Disaster Relief Notice 2021-01.4  This extended deadline 
relief provided in the Joint Notice and Notice 2021-01 does not apply, however, to the 60-day 
notice or election periods related to COBRA premium assistance under the ARP. 

Q6: Does the ARP change any State program requirements or time periods for election of 
continuation coverage? 

No. The ARP does not change any requirement of a State continuation coverage program. The 
ARP only allows Assistance Eligible Individuals who elect continuation coverage under State 
insurance law to receive premium assistance from April 1, 2021 through September 30, 2021. It 
also allows Assistance Eligible Individuals to switch to other coverage offered to similarly 
situated active employees if the plan allows it, provided that the new coverage is no more 
expensive than the prior coverage. See Q15 and Q17 for more information. 

Premiums 

Q7: How do I apply for the premium assistance? 

If you were covered by an employment-based group health plan on the last day of your 
employment or a family member’s employment (or the last day before your or your family 
member’s reduction in hours causing a loss of coverage), the plan or issuer should provide you 
and your beneficiaries with a notice of your eligibility to elect COBRA continuation coverage 
                                                             
3 85 FR 26351 (May 4, 2020). 
4 Available at https://www.dol.gov/sites/dolgov/files/ebsa/employers-and-advisers/plan-administration-and-
compliance/disaster-relief/ebsa-disaster-relief-notice-2021-01.pdf. 

https://www.dol.gov/sites/dolgov/files/ebsa/employers-and-advisers/plan-administration-and-compliance/disaster-relief/ebsa-disaster-relief-notice-2021-01.pdf
https://www.dol.gov/sites/dolgov/files/ebsa/employers-and-advisers/plan-administration-and-compliance/disaster-relief/ebsa-disaster-relief-notice-2021-01.pdf
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and to receive the premium assistance. The notice should include any forms necessary for 
enrollment, including forms to indicate that you are an Assistance Eligible Individual and that 
you are not eligible for another group health plan (this does not include excepted benefits, a 
QSEHRA, or a health FSA), or eligible for Medicare. 

If you believe you are (or may be, upon a COBRA election) an Assistance Eligible Individual 
and have not received a notice from your employer, you may notify your employer of your 
request for treatment as an Assistance Eligible Individual (for example, using the “Request for 
Treatment as an Assistance Eligible Individual Form” that is attached to the Summary of 
COBRA Premium Assistance Provisions under the American Rescue Plan Act of 2021) for 
periods of coverage starting April 1, 2021. If you are an Assistance Eligible Individual, the ARP 
provides that you must be treated, for purposes of COBRA, as having paid in full the amount of 
such premium from April 1, 2021 through September 30, 2021.5 Accordingly, plans and issuers 
should not collect premium payments from Assistance Eligible Individuals and subsequently 
require them to seek reimbursement of the premiums for periods of coverage beginning on or 
after April 1, 2021, and preceding the date on which an employer sends an election notice, if an 
individual has made an appropriate request for such treatment.  You should contact your plan or 
issuer directly to ask about taking advantage of the premium assistance. 

Q8: How will the premium assistance be provided to me? 

You will not receive a payment of the premium assistance. Instead, Assistance Eligible 
Individuals do not have to pay any of the COBRA premium for the period of coverage from 
April 1, 2021 through September 30, 2021. The premium is reimbursed directly to the employer, 
plan administrator, or insurance company through a COBRA premium assistance credit. 

Q9: Am I required to pay any administrative fees? 

If you are an Assistance Eligible Individual, you will not need to pay any part of what you would 
otherwise pay for your COBRA continuation coverage, including any administration fee that 
would otherwise be charged. 

Notices 

Q10: Does the ARP impose any new notice requirements? 

Yes, plans and issuers are required to notify qualified beneficiaries regarding the premium 
assistance and other information about their rights under the ARP, as follows: 

• A general notice to all qualified beneficiaries who have a qualifying event that is a 
reduction in hours or an involuntary termination of employment from April 1, 2021 
through September 30, 2021. This notice may be provided separately or with the 
COBRA election notice following a COBRA qualifying event. 

• A notice of the extended COBRA election period to any Assistance Eligible 
Individual (or any individual who would be an Assistance Eligible Individual if a 
COBRA continuation coverage election were in effect) who had a qualifying event 

                                                             
5 ARP section 9501(a)(1)(A). 
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before April 1, 2021. This requirement does not include those individuals whose 
maximum COBRA continuation coverage period, if COBRA had been elected or not 
discontinued, would have ended before April 1, 2021 (generally, those with 
applicable qualifying events before October 1, 2019). This notice must be provided 
within 60 days following April 1, 2021 (that is, by May 31, 2021). 

The ARP also requires that plans and issuers provide individuals with a notice of expiration of 
periods of premium assistance explaining that the premium assistance for the individual will 
expire soon, the date of the expiration, and that the individual may be eligible for coverage 
without any premium assistance through COBRA continuation coverage or coverage under a 
group health plan. Coverage may also be available through Medicaid or the Health Insurance 
Marketplace®. This notice must be provided 15 - 45 days before the individual’s premium 
assistance expires. 

Unless specifically modified by the ARP, the existing requirements for the manner and timing of 
COBRA notices continue to apply. Due to the COVID-19 National Emergency, DOL, the 
Department of the Treasury, and the IRS issued guidance extending timeframes for certain 
actions related to health coverage under private-sector employment-based group health plans.6 
The extensions under the Joint Notice and EBSA Disaster Relief Notice 2021-01 do not apply, 
however, to the notices or the election periods related to COBRA premium assitance available 
under the ARP.  Therefore, plans and issuers must provide the notices according to the 
timeframes specified in the ARP (outlined above). 

DOL is committed to ensuring that individuals receive the benefits to which they are entitled  
under the ARP. Employers or multiemployer plans may also be subject to an excise tax under the 
Internal Revenue Code for failing to satisfy the COBRA continuation coverage requirements. 
This tax could be as much as $100 per qualified beneficiary, but not more than $200 per family, 
for each day that the taxpayer is in violation of the COBRA rules.

Q11: What information must the notices include? 

The notices must include the following information: 

• The forms necessary for establishing eligibility for the premium assistance; 
• Contact information for the plan administrator or other person maintaining relevant 

information in connection with the premium assistance; 
• A description of the additional election period (if applicable to the individual); 
• A description of the requirement that the Assistance Eligible Individual notify the 

plan when he/she becomes eligible for coverage under another group health plan (not 
including excepted benefits, a QSEHRA, or a health FSA), or eligible for Medicare 
and the penalty for failing to do so; 

                                                             
6 Notice of Extension of Certain Timeframes for Employee Benefit Plans, Participants, and Beneficiaries Affected 
by the COVID–19 Outbreak (Joint Notice). 85 FR 26351 (May 4, 2020); EBSA Disaster Relief Notice 2021-01 
(Feb. 26, 2021), available at https://www.dol.gov/sites/dolgov/files/ebsa/employers-and-advisers/plan-
administration-and-compliance/disaster-relief/ebsa-disaster-relief-notice-2021-01.pdf.  Note that the Departments of 
Labor and the Treasury share jurisdiction for enforcement of the COBRA continuation provisions.   
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• A description of the right to receive the premium assistance and the conditions for 
entitlement; and 

• If offered by the employer, a description of the option to enroll in a different coverage 
option available under the plan. 

Q12: Will there be model notices? 

Yes. DOL has developed model notices that are available at https://www.dol.gov/cobra-subsidy. 

Individual Questions For Employees And Their Families 

Q13: How much time do I have to enroll in COBRA continuation coverage? 

In general, individuals who are eligible for COBRA continuation coverage have 60 days after the 
date that they initially receive their COBRA election notice to elect COBRA continuation 
coverage. Due to the COVID-19 National Emergency, DOL, the Department of the Treasury, 
and the IRS issued guidance extending timeframes for certain actions related to health coverage 
under private-sector employment-based group health plans. The extensions under the the Joint 
Notice and EBSA Disaster Relief Notice 2021-01 do not apply, however, to the notices or 
elections related to COBRA premium assistance available under the ARP.  Potential Assistance 
Eligible Individuals therefore must elect COBRA continuation coverage within 60 days of 
receipt of the relevant notice or forfeit their right to elect COBRA continuation coverage with 
premium assistance.7 Similiarly, plans and issuers must provide the notices required under the 
ARP within the timeframe required by the ARP. 

Assistance Eligible Individuals do not need to send any payments for the COBRA continuation 
coverage during the premium assistance period. For additional information about this guidance 
visit: https://www.dol.gov/agencies/ebsa/employers-and-advisers/plan-administration-and-
compliance/disaster-relief. 

Q14: I am an Assistance Eligible Individual who has been enrolled in COBRA continuation 
coverage since December 2020. Will I receive a refund of the premiums that I have already 
paid? 

No. The COBRA premium assistance provisions in the ARP apply only to premiums for 
coverage periods from April 1, 2021 through September 30, 2021. If you were eligible for 
premium assistance, but paid in full for periods of COBRA continuation coverage beginning on 
or after April 1, 2021 through September 30, 2021, you should contact the plan administrator or 

                                                             
7 Note, however, that a potential Assistance Eligible Individual has the choice of electing COBRA continuation 
coverage beginning April 1, 2021 or after (or beginning prospectively from the date of your qualifying event if your 
qualifying event is after April 1, 2021), or electing COBRA continuation coverage commencing from an earlier 
qualifying event if the individual is eligible to make that election, including under the extended time frames 
provided under the Joint Notice and EBSA Notice 2021-01. The election period for COBRA continuation coverage 
with premium assistance does not cut off the individual’s preexisting right to elect COBRA continuation coverage, 
including under the extended time frames provided under the Joint Notice and EBSA Notice 2021-01.  Note, that the 
premium assistance is only available for periods from April 1, 2021 through September 30,2021. 

https://www.dol.gov/cobra-subsidy
https://www.dol.gov/agencies/ebsa/employers-and-advisers/plan-administration-and-compliance/disaster-relief
https://www.dol.gov/agencies/ebsa/employers-and-advisers/plan-administration-and-compliance/disaster-relief
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employer sponsoring the plan to discuss a credit against future payments (or a refund in certain 
circumstances). 

Q15: I am currently enrolled in COBRA continuation coverage, but I would like to switch 
to a different coverage option offered by the same employer. Can I do this? 

Group health plans can choose to allow qualified beneficiaries to enroll in coverage that is 
different from the coverage they had at the time of the COBRA qualifying event. The ARP 
provides that changing coverage will not cause an individual to be ineligible for the COBRA 
premium assistance, provided that: 

• The COBRA premium charged for the different coverage is the same or lower than 
for the coverage the individual had at the time of the qualifying event; 

• The different coverage is also offered to similarly situated active employees; and 
• The different coverage is not limited to only excepted benefits, a QSEHRA, or a 

health FSA. 

If the plan permits individuals to change coverage options, the plan must provide the individuals 
with a notice of their opportunity to do so. Individuals have 90 days to elect to change their 
coverage after the notice is provided. 

Q16: Only part of my family elected COBRA continuation coverage but all of us were 
eligible. Can I enroll the others and take advantage of the premium assistance? 

Each COBRA qualified beneficiary may independently elect COBRA continuation coverage. If a 
family member did not elect COBRA continuation coverage when first eligible and that 
individual would be an Assistance Eligible Individual, that individual has an additional 
opportunity to enroll and qualify for the premium assistance. However, this extended election 
period does not extend the maximum period of COBRA continuation coverage had COBRA 
continuation coverage been originally elected. See Q3 and Q5 above for more information. 

Q17: I received my COBRA election notice. Can I change my coverage option from the one 
I had previously? 

In general, COBRA continuation coverage provides the same coverage that the individual had at 
the time of the qualifying event. However, under the ARP, a plan may offer Assistance Eligible 
Individuals the option of choosing other coverage that is also offered to similarly situated active 
employees and that does not have higher premiums than the coverage the individual had at the 
time of the qualifying event. See Q15 for more information. 

Q18: I am currently enrolled in individual market health insurance coverage, but I am 
potentially an Assistance Eligible Individual. Can I switch to COBRA continuation 
coverage with premium assistance? 

Yes, Potential Assistance Eligible Individuals can use the election period to change from 
individual market health insurance coverage (that they got either through a Health Insurance 
Marketplace®, such as through HealthCare.gov, or outside of the Marketplace) to COBRA 
continuation coverage with premium assistance. Additionally, you may apply for and, if eligible 
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enroll in Medicaid at any time. If you elect to enroll in COBRA continuation coverage with 
premium assistance, you will no longer be eligible for a premium tax credit, or advance 
payments of the premium tax credit, for Marketplace coverage you otherwise would qualify for 
during this premium assistance period. You must contact the Marketplace to let them know that 
you’ve enrolled in other minimum essential coverage or you may have to repay some or all of the 
advance payments of the premium tax credit made on your behalf during the period you were 
enrolled in both COBRA continuation coverage and Marketplace coverage.  This repayment 
would be required when filingyour income tax return for 2021 (see additional information about 
contacting the Marketplace below). 

Q19: Can I end my individual health insurance coverage retroactively if I can qualify for 
COBRA with premium assistance starting on April 1? 

Enrollees generally are not permitted to terminate coverage purchased through a Marketplace 
retroactively. You must do so prospectively. If you want to end coverage that you got from a 
Health Insurance Marketplace®, such as on HealthCare.gov, because you want to change to 
COBRA continuation coverage with premium assistance, you must update your Marketplace 
application or call the Marketplace to do so. If you enrolled in coverage through HealthCare.gov, 
you can call 1-800-318-2596 (TTY: 1-855-889-4325). If your state has its own Marketplace 
platform, find contact information for your State Marketplace here: 
https://www.healthcare.gov/marketplace-in-your-state/. 

If you want to end individual health insurance coverage that you got outside of a Marketplace, 
such as directly from an insurance company, you must contact the insurance company to do so. 

Q20: What should I consider when making a decision whether to continue with individual 
market health insurance coverage or change to COBRA continuation coverage with 
premium assistance? 

You should consider the factors you normally would when deciding on which health insurance 
coverage is right for you and your family. For example, in addition to premium cost, you may 
want to compare cost-sharing requirements such as plan deductibles and copays. You may also 
want to consider how much progress you have made toward your deductible and other plan 
accumulators, and compare different plans’ and coverage options’ provider networks and 
prescription drug formularies based on your family’s medical care needs.  Note, however, that if 
you are currently employed by the employer offering the COBRA continuation coverage with 
premium assistance, you may enroll in Marketplace coverage but are ineligible for a subsidy or a 
premium tax credit for the Marketplace coverage for the period you are offered the COBRA 
continuation coverage with premium assistance. 

Q21: Can I qualify for a special enrollment period (SEP) to enroll in individual market 
health insurance coverage, such as through a Health Insurance Marketplace®, when my 
COBRA premium assistance ends on September 30? What about if my COBRA 
continuation coverage ends sooner than that? 

When your COBRA premium assistance ends, you may be eligible for a SEP to enroll in 
coverage through a Health Insurance Marketplace®, or to enroll in individual health insurance 

https://www.healthcare.gov/marketplace-in-your-state/
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coverage outside of the Marketplace. You may also qualify for a SEP when you reach the end of 
your maximum COBRA coverage period. For more information about this SEP, see: 
https://www.healthcare.gov/unemployed/cobra-coverage/. 

For more information about enrolling in Marketplace coverage, see: HealthCare.gov, or you can 
call 1-800-318-2596 (TTY: 1-855-889-4325). If your state has its own Marketplace platform, 
find contact information for your State Marketplace here: 
https://www.healthcare.gov/marketplace-in-your-state/. 

You may apply for and, if eligible, enroll in Medicaid coverage at any time. For more 
information, go to: https://www.healthcare.gov/medicaid-chip/getting-medicaid-chip/. 

More Information 

Q21: How can I get more information on my eligibility for COBRA continuation coverage 
or the premium assistance, including help if my employer has denied my request for the 
premium assistance? 

For group health plans sponsored by private-sector employers, guidance and other information is 
available on the DOL web site at https://www.dol.gov/cobra-subsidy. You can also contact one 
of EBSA’s Benefits Advisors at askebsa.dol.gov or 1.866.444.3272. 

EBSA’s Benefits Advisors may also be able to assist if you feel that your plan or employer has 
improperly denied your request for treatment as an Assistance Eligible Individual. Employers 
and plans may be subject to an excise tax under the Internal Revenue Code for failing to satisfy 
the COBRA continuation coverage requirements.This tax could be as much as $100 per qualified 
beneficiary, but not more than $200 per family, for each day that the plan or employer is in 
violation of the COBRA rules.  If you feel you may have been improperly denied premium 
assistance, contact EBSA at askebsa.dol.gov or 1.866.444.3272. 

If you work for a state or local government employer and have questions regarding the premium 
assistance, please contact the Centers for Medicare & Medicaid Services via email at 
phig@cms.hhs.gov or call 410-786-1565. 

https://www.healthcare.gov/unemployed/cobra-coverage/
https://www.healthcare.gov/marketplace-in-your-state/
https://www.healthcare.gov/medicaid-chip/getting-medicaid-chip
https://www.dol.gov/cobra-subsidy
mailto:phig@cms.hhs.gov
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Access to Marketplace Plans with Low Premiums 
on the Federal Platform  

 

Part II: Availability Among Uninsured Non-Elderly Adults 
Under the American Rescue Plan 

  
Under the American Rescue Plan of 2021 (ARP), we estimate that approximately 3 in 5 (62 percent) of 
the 11 million uninsured non-elderly adults eligible for Marketplace coverage in HealthCare.gov states 
likely can access zero-premium plans, while nearly 3 in 4 (73 percent) likely can access a plan for $50 or 

less per month. 
 

D. Keith Branham, Ann B. Conmy, Thomas DeLeire, Josie Musen, Xiao Xiao, Rose C. Chu,  
Christie Peters, and Benjamin D. Sommers 

 

KEY POINTS 
• The American Rescue Plan (ARP) enhances and expands eligibility for advance payments of premium tax credits 

(APTCs) to purchase Marketplace insurance coverage under the Affordable Care Act (ACA). This Issue Brief 
estimates the changes in the availability of health plans with no premiums (“zero-premium plans”) or premiums 
for $50 or less per month (“low-premium plans”) after APTCs among uninsured non-elderly adults potentially 
eligible for Marketplace plans in HealthCare.gov states under the ARP.i 

• Under the ARP, we estimate that the availability of zero-premium plans has increased by 19 percentage points in 
this population, and low-premium plans by 16 percentage points.  

• Whereas most low-premium plans before the ARP were in the bronze tier, the ARP has substantially increased the 
availability of low-premium silver and gold plans. Availability of silver tier plans for zero-premium has increased by 
22 percentage points, with approximately a quarter (25 percent) of this population now able to access such a plan. 
Availability of low-premium plans for this population increased by 28 percentage points, with approximately half 
(50 percent) now potentially able to find a low-premium silver plan. Zero-premium gold plan availability also 
increased for this population substantially, from 3 to 11 percent, and for low-premium gold plan availability from 
13 to 30 percent. 

• The ARP reduced the expected individual contribution of household income toward benchmark plan premiums to 
zero percent for applicable taxpayers with income between 100 and 150 percent of the Federal Poverty Level 
(FPL). Combined with cost-sharing reductions, this means that nearly all eligible uninsured adults in this income 
range can find a zero-premium plan with an actuarial value (AV) of 94 percent. 

 
_______________________ 
i All references to premiums in this Issue Brief refer to premiums after application of APTCs, for those eligible to receive them. The 

uninsured examined in this analysis are non-elderly adults (ages 18-64) in HealthCare.gov states who are likely eligible for Marketplace 
plans based on their incomes being above 138 percent of the Federal Poverty Level (FPL) in Medicaid expansion states, and above 100 
percent FPL in non-expansion states. For brevity, we refer to this as the “uninsured population” in the Issue Brief. We do not examine 
those below 100 percent FPL in this analysis, though some individuals in this income range may be QHP-eligible.  
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• Under the ARP, approximately 66 percent of Black non-Latino uninsured adults now may have access to a zero-
premium plan and 76 percent can find a low-premium plan. Among Hispanic and Latino uninsured adults, 69 now 
may have access to a zero-premium plan and 80 percent may now be able find a low-premium plan. 

• We estimate there are approximately 2 million uninsured adults with incomes of 400 percent FPL or greater in 
Healthcare.gov states who may be newly eligible for coverage with Marketplace premium tax credits under the 
ARP.  

 

INTRODUCTION 
This is the second ASPE Issue Brief in a series on the availability of zero- and low-premium plans in the 
HealthCare.gov Marketplace. In the first Issue Brief, published on March 29, 2021, we estimated there are 
approximately 11.1 million non-elderly, uninsured Americans in HealthCare.gov states potentially eligible to 
enroll in a Qualified Health Plan (QHP) in the Marketplace.1,2 Prior to the passage of the American Rescue Plan 
Act of 2021, Marketplace advanced premium tax credit (APTC) payments for many individuals in 
HealthCare.gov states - particularly low-income individuals - were large enough to substantially reduce 
premiums for many consumers, and in some cases to zero dollars, depending on the plan selections they might 
make. With the passage of the American Rescue Plan (ARP) and its enhanced and expanded Marketplace 
premium tax credit provisions, the uninsured population’s access to zero- and low-premiums health plans has 
increased. 
 
The ARP builds on the ACA by increasing access to health coverage through financial incentives to states to 
expand Medicaid and enhanced Marketplace premium tax credit eligibility. Under the ARP, ACA Marketplace 
premium tax credits temporarily become more generous in two ways: 1) for most consumers with household 
income between 100-400 percent FPL in Medicaid non-expansion states and between 138-400 percent FPL in 
Medicaid expansion states, the expected household income contribution toward premiums for the benchmark 
plan is lowered, including a reduction to 0 percent for those between 100-150 percent FPL; and 2) for 
consumers above the previous household income limit (400 percent FPL) for premium tax credit eligibility, the 
eligibility income limit is removed. The ARP changes to Marketplace premium tax credits apply for coverage 
beginning January 2021 and last for two years (2021 and 2022). APTCs under the new provisions will be 
available through the HealthCare.gov Marketplace starting April 1, 2021. Reduced premium tax credits are 
available for all of 2021, and consumers can claim the increased credits for January–April 2021 at tax filing.  
 
The Centers for Medicare & Medicaid Services (CMS) determined that the COVID-19 emergency presents 
exceptional circumstances for consumers in accessing health insurance and provided access to a Special 
Enrollment Period (SEP) for individuals and families to apply and enroll in the coverage they need. This SEP will 
be available to eligible consumers in the 36 states served by the federal Marketplace on the HealthCare.gov 
platform.3,ii,iii Consumer access to the 2021 COVID-19 SEP on HealthCare.gov began on February 15, 2021 and 
will run through August 15, 2021.4,5,iv Most of the fifteen states (including the District of Columbia) that run a 
State-Based Marketplace (SBM) have also made available a COVID-19 SEP with a similar timeframe.6,v  

 
_______________________ 
ii HealthCare.gov states examined include: Alabama, Alaska, Arizona, Arkansas, Delaware, Florida, Georgia, Hawaii, Illinois, Indiana, 

Iowa, Kansas, Kentucky, Louisiana, Maine, Michigan, Mississippi, Missouri, Montana, Nebraska, New Hampshire, New Mexico, North 
Carolina, North Dakota, Ohio, Oklahoma, Oregon, South Carolina, South Dakota, Tennessee, Texas, Utah, Virginia, West Virginia, 
Wisconsin, and Wyoming. 

iii States operating their own State-Based Marketplace (SBM) that do not use the HealthCare.gov platform are not included in the 
analysis: California, Colorado, Connecticut, District of Columbia, Idaho, Maryland, Massachusetts, Minnesota, Nevada, New Jersey, 
New York, Pennsylvania, Rhode Island, Vermont, and Washington. 

iv The SEP also allows individuals currently enrolled in a plan through HealthCare.gov to switch plans. 
v See state profiles here: https://www.healthinsurance.org/states/. 
 

https://www.healthinsurance.org/states/
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The ARP’s enhanced Marketplace premium tax credit eligibility and the current COVID-19 SEP together provide 
new opportunities for eligible uninsured and underinsured individuals to find affordable health coverage and 
higher quality plans at lower premiums when shopping on HealthCare.gov.7   
 
This Issue Brief examines the impact of the ARP on the availability of zero-premium and low-premium health 
plans in HealthCare.gov states among uninsured non-elderly adults potentially eligible for Marketplace 
coverage (referred to subsequently as “the uninsured” or “the study population”).vi The brief compares access 
to such plans before and after the ARP’s implementation and highlights the changes in availability. We 
examine the availability of zero- and low-premium plans before and after the ARP by metal tier, select 
demographic characteristics, and state-level estimates.   
 

METHODOLOGY 
The study methodology for this analysis of the uninsured is the same as in ASPE’s prior analysis, Access to 
Marketplace Plans with Low Premiums on the Federal Platform - Part I: Availability Among Uninsured Non-
Elderly Adults and HealthCare.gov Enrollees Prior to the American Rescue Plan.  See Methodology and 
Appendix of that Issue Brief for further detail of the study methodology.1 For the ARP impacts we analyzed two 
APTC provisions: lowering the household income contribution toward premiums for the benchmark plan for 
those with household incomes between 100 and 400 percent FPL, and removing the ACA upper income limit 
for eligibility above 400 percent FPL. The ARP’s unemployment compensation provisions, which affect 
countable income for determining Marketplace premium tax credits, are not included in this analysis.  
 
This analysis has several limitations. Data for State-Based Marketplaces are not readily available for 2021 and 
our estimates therefore do not represent the full United States. This analysis of the uninsured does not 
account for immigration status or the availability of an employer offer of coverage, which both affect eligibility 
for Marketplace subsidies.  
  

 
_______________________ 
vi Analysis of the effect of the American Rescue Plan on availability of zero- and low-premium plans among 2021 HealthCare.gov 

enrollees is currently in progress. All results referring to “uninsured adults” in this brief are uninsured non-elderly adults who are 
potentially QHP-eligible in HealthCare.gov states. 
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ZERO- AND LOW-PREMIUM PLAN AVAILABILITY BY METAL TIER 
Table 1 shows the availability of zero- and low-premium plans by plan metal tier in the study population, 
before and after the ARP. 
 

Table 1. Zero- and Low-Premium Plan Availability for Uninsured QHP-Eligible Non-Elderly Adults in 
HealthCare.gov States by Metal Tier, Pre- and Post-American Rescue Plan of 2021 

Uninsured Non-Elderly Adults – Plan 
Availability Pre-ARP Post-ARP# Percentage Point 

Difference** 
Total Population* 11,103,000 
$0 Premium Plan, %     
  Any Metal Tier 42.5% 61.7% +19.2% 
  Bronze 42.5% 61.7% +19.2% 
  Silver 3.4% 24.9% +21.5% 
  Gold 3.4% 11.2% +7.7% 
$50 or Less Per Month Premium Plan, %     
  Any Metal Tier 56.8% 73.3% +16.5% 
  Bronze 56.8% 73.3% +16.5% 
  Silver 21.9% 49.8% +27.9% 
  Gold 12.6% 30.0% +17.4% 

Data Sources: American Community Survey, 2019, Marketplace Plan Files for Coverage in 2021 
Notes: Catastrophic plans excluded from the analyses; *Rounded to the nearest thousand; **Rounding may result in slight deviation in listed percentage 
point difference and the difference in pre-ARP and post-ARP values calculated from the rounded values in the table; # “Post-ARP” only refers to the two 
subsidy provisions from the ARP examined in this analysis: lowering of maximum applicable percent of household income toward benchmark premiums 
and extension of APTC to applicable taxpayers with household incomes above 400 percent FPL. 

 
We estimate that access to zero- and low-premium plan availability increased an additional 19.2 percentage 
points and 16.5 percentage points, respectively, under ARP. Overall, approximately 3 in 5 (61.7 percent) adults 
in this population may be able to access a zero-premium plan in the Marketplace and nearly 3 in 4 (73.3 
percent) may be able to find a plan for $50 or less per month.   
 
Silver Plans 

Under the ARP, silver zero- and low-premium plans have become substantially more available.  We estimate 
availability of zero-premium plans to increase by 21.5 percentage points in the silver metal tier, with nearly a 
quarter (24.9 percent) of the uninsured now able to find a silver plan at no premium cost to them. Similarly, 
we estimate availability of low-premium plans to increase by 27.9 percentage points in the silver metal tier, 
with nearly half (49.8 percent) of the uninsured now able to find a silver plan for $50 or less per month 
premium cost.  
 

Because income based cost-sharing reductions (CSRs) are only available for silver plans and for eligible 
consumers with household income between 100 and 250 percent FPL,vii these findings indicate for CSR-eligible 
consumers there may be new opportunities for low-premium plans with more generous coverage (i.e. higher 
Actuarial Value [AV]viii and lower out-of-pocket costs, e.g. reduced deductibles, copays, etc.).  
 

 
_______________________ 
vii With the exception of American Indians and Alaskan Natives, whose incomes can be higher, and who can utilize CSRs towards plans 

at any metal level.   
viii The actuarial value (AV) of a health plan is the average percentage of total costs of in-network essential health benefits (EHB) 

covered by the health plan. The AV available to all QHP eligible individuals ranges from 60% for bronze plans, 70% for silver plans, 80% 
for gold plans, and 90% for platinum plans. For certain eligible individuals (generally those with household incomes between 100%-
250% FPL) silver cost-sharing reduction (CSR) plans are available, which enhance AV from 70% to 73%, 87%, or 94% depending on 
income. Catastrophic plans are excluded from all analyses. 
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Additionally, the ARP reduced the expected contribution of household income toward benchmark plan 
(second-lowest cost silver) premiums to zero percent for those with household incomes between 100 and 150 
percent FPL, meaning that 100 percent of the eligible consumers in this income range can find a zero-premium 
plan with an AV of 94 percent (i.e. on average, consumers enrolled in these plans only have to pay out-of-
pocket for 6 percent of total in-network health care costs).  
 

Gold Plans 
Availability of zero-premium gold plans also increased under the ARP, from 3.4 percent to 11.2 percent. The 
same was true for low-premium gold plans, increasing from 12.6 to 30.0 percent, presenting additional 
opportunities for the uninsured to find plans for zero- or low-premium cost with higher AV than standard silver 
plans.  

ZERO- AND LOW-PREMIUM PLAN AVAILABILITY BY DEMOGRAPHIC CHARACTERISTICS 
Table 2 shows availability of zero- and low-premiums plans by demographics in the study population, before 
and after the ARP. 
 

Table 2. Zero- and Low-Premium Plan Availability for Uninsured QHP-Eligible Non-Elderly Adults in 
HealthCare.gov States by Demographics, Pre- and Post-American Rescue Plan of 2021 

Uninsured Non-Elderly Adults 
– Plan Availability 

Total 
Population* 

$0 Available - Any Metal $50 or Less Per Month Available - 
Any Metal 

Pre-
ARP, % 

Post-
ARP#, % 

Percentage 
Point 

Difference** 

Pre-
ARP, % 

Post-
ARP#, % 

Percentage 
Point 

Difference** 
Total Population*  11,103,000  42.5% 61.7% +19.2%  56.8% 73.3% +16.5% 
Rural Status‡        
  Rural 1,921,000 46.7% 65.1% +18.4% 60.6% 76.8% +16.2% 
  Urban 9,182,000 41.6% 60.9% +19.4% 56.0% 72.5% +16.5% 
Age          
 0-17 Excluded N/A N/A N/A N/A N/A N/A 
  18-24 1,333,000 44.2% 69.1% +24.9% 62.2% 82.1% +19.9% 
  25-34 3,058,000 36.7% 60.0% +23.3% 53.4% 72.6% +19.2% 
  35-44 2,721,000 41.6% 60.2% +18.6% 55.8% 71.5% +15.7% 
  45-54 2,290,000 42.8% 58.7% +15.9% 55.7% 69.6% +13.9% 
  55-64 1,701,000 52.3% 65.1% +12.8% 62.0% 75.4% +13.4% 
 65+ Excluded N/A N/A N/A N/A N/A N/A 
Income/FPL          
  <100%†  Excluded N/A N/A N/A N/A  N/A N/A 
  100-138% 1,290,000 99.9% 100.0% +0.1% 100.0% 100.0% 0.0% 
  >138-150% 611,000 90.1% 93.3% +3.2% 100.0% 100.0% 0.0% 
  >150-200% 2,370,000 75.2% 93.2% +18.0% 97.7% 100.0% +2.3% 
  >200-250% 1,990,000 36.9% 84.6% +47.7% 66.8% 99.7% +32.9% 
  >250-300% 1,269,000 18.2% 54.7% +36.4% 39.3% 84.5% +45.1% 
  >300-350% 901,000 9.5% 26.6% +17.1% 19.5% 51.4% +31.8% 
  >350-400% 617,000 6.9% 13.7% +6.8% 14.1% 30.2% +16.1% 
  >400%† 2,055,000 0.0% 3.8% +3.8% 0.0% 7.7% +7.7% 
  Unknown†  N/A N/A N/A N/A  N/A N/A N/A 
Race/Ethnicity§          
  Hispanic and Latino 3,788,000 50.2% 68.7% +18.5% 64.5% 79.9% +15.4% 
  White Non-Latino 5,157,000 36.3% 55.9% +19.5% 50.7% 68.1% +17.4% 
  Black Non-Latino 1,504,000 45.1% 65.5% +20.4% 59.3% 75.5% +16.2% 
  Asian/Native-Hawaiian/Pac. Isl. 296,000 35.3% 52.8% +17.4% 51.1% 66.3% +15.2% 
  American Indian / Alaska Native 150,000 45.3% 62.8% +17.5% 59.2% 75.6% +16.4% 
  Multi-racial or Other 208,000 42.7% 61.3% +18.6% 58.1% 73.4% +15.4% 

Data Sources: American Community Survey, 2019; Marketplace Plan Files for Coverage in 2021 
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†Included for consistency with tables in Part I of the Issue Brief series, but not applicable to the uninsured component of the analysis 
‡Rural vs urban defined at the county level in the Marketplace files; §Race and ethnicity based on American Community Survey categories 
Notes: Catastrophic plans excluded from all analyses; *Rounded to the nearest thousand; **Rounding may result in slight deviation in listed percentage 
point difference and the difference in pre-ARP and post-ARP values calculated from the rounded values in the table; # “Post-ARP” only refers to the two 
subsidy provisions from the ARP examined in this analysis: lowering of the maximum applicable percent of income toward benchmark premiums and 
extension of APTCs to those above 400 percent FPL. 
 
Rural Status 

Under the ARP, zero- and low-premium health plans are now available to 65.1 percent and 76.8 percent, 
respectively, of the study population in rural counties. In urban counties they are available to 60.9 percent and 
72.5 percent, respectively, of the study population.   
 
Income 

We estimate approximately 2 million non-elderly uninsured individuals with incomes of 400 percent FPL or 
greater in HealthCare.gov states may be eligible for APTC under the ARP. Those with incomes between 200 
percent and 300 percent FPL saw the greatest increase in availability of zero- and low-premium plans, with 
more than a 30-percentage point increase for both.  
 
Race and Ethnicity 

Under the ARP, approximately 65.5 percent of Black non-Latino adults in our study population now can access 
a zero-premium plan and 75.5 percent can find a plan for $50 or less per month. Among Hispanic and Latino 
adults, approximately 68.7 percent now have access to a zero-premium plan and 79.9 percent can now find a 
plan for $50 or less per month. 
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ZERO- AND LOW-PREMIUM PLAN AVAILABILITY BY STATE 
Table 3 shows zero- and low-premium plan availability by HealthCare.gov state for the study population, 
before and after the ARP. 
 
Table 3. Zero- and Low-Premium Plan Availability for Uninsured QHP-Eligible Non-Elderly Adults by 
HealthCare.gov State, Pre- and Post-American Rescue Plan of 2021 

State  Study 
Population* 

$0 Available - Any Metal, % $50 or Less Per Month Available - Any 
Metal, % 

Pre-ARP, % Post-ARP#, % 
Percentage 

Point 
Difference** 

Pre-ARP, % Post-ARP#, % 
Percentage 

Point 
Difference** 

All 
HealthCare.gov 
States 

11,103,000 42.5% 61.7% +19.2% 56.8% 73.3% +16.5% 

Alabama 229,000 67.7% 79.7% +12.0% 74.3% 84.8% +10.6% 
Alaska 37,000 0.0% 0.0% 0.0% 60.4% 77.4% +17.0% 
Arizona 389,000 24.7% 53.3% +28.6% 42.1% 65.1% +23.0% 
Arkansas 124,000 22.9% 58.0% +35.1% 46.1% 69.7% +23.6% 
Delaware 33,000 43.2% 61.4% +18.2% 53.7% 68.8% +15.1% 
Florida 1,560,000 46.1% 66.2% +20.1% 58.0% 74.1% +16.1% 
Georgia 737,000 46.0% 66.8% +20.9% 59.5% 75.9% +16.4% 
Hawaii 22,000 0.0% 0.0% 0.0% 42.1% 56.7% +14.6% 
Illinois 463,000 0.0% 0.0% 0.0% 37.5% 59.5% +22.1% 
Indiana 267,000 16.0% 48.6% +32.6% 36.4% 61.5% +25.1% 
Iowa 80,000 55.8% 73.5% +17.7% 61.8% 80.8% +19.0% 
Kansas 144,000 49.7% 68.5% +18.8% 60.3% 76.2% +15.9% 
Kentucky 137,000 39.8% 65.0% +25.1% 55.7% 73.6% +17.9% 
Louisiana 193,000 39.6% 60.3% +20.7% 51.2% 69.4% +18.2% 
Maine 58,000 0.0% 0.0% 0.0% 34.6% 58.7% +24.1% 
Michigan 286,000 25.0% 54.1% +29.1% 42.7% 64.4% +21.7% 
Mississippi 172,000 28.1% 58.5% +30.4% 48.0% 69.4% +21.4% 
Missouri 254,000 45.9% 65.5% +19.5% 58.5% 74.2% +15.6% 
Montana 50,000 40.5% 55.8% +15.3% 49.5% 64.3% +14.8% 
Nebraska 66,000 64.4% 83.6% +19.1% 73.2% 90.5% +17.3% 
New Hampshire 54,000 16.3% 39.1% +22.8% 29.1% 52.8% +23.7% 
New Mexico 95,000 33.6% 57.1% +23.5% 48.4% 66.6% +18.3% 
North Carolina 643,000 59.1% 76.4% +17.3% 69.0% 81.9% +12.9% 
North Dakota 24,000 53.0% 67.0% +14.0% 55.5% 82.2% +26.7% 
Ohio 384,000 23.2% 52.7% +29.5% 41.3% 65.3% +24.1% 
Oklahoma 238,000 55.7% 73.0% +17.4% 64.7% 78.9% +14.3% 
Oregon 166,000 0.0% 0.0% 0.0% 43.8% 63.1% +19.3% 
South Carolina 285,000 53.7% 71.4% +17.6% 65.5% 77.1% +11.6% 
South Dakota 45,000 63.8% 76.9% +13.1% 73.0% 84.6% +11.6% 
Tennessee 369,000 50.7% 69.4% +18.7% 62.2% 76.7% +14.5% 
Texas 2,730,000 52.8% 69.7% +17.0% 63.1% 76.3% +13.2% 
Utah 135,000 52.9% 72.2% +19.3% 66.5% 79.1% +12.6% 
Virginia 322,000 36.9% 63.1% +26.2% 54.0% 70.6% +16.6% 
West Virginia 56,000 5.7% 34.7% +29.0% 27.3% 56.4% +29.1% 
Wisconsin 212,000 40.5% 60.6% +20.2% 52.5% 69.0% +16.5% 
Wyoming 42,000 67.4% 81.7% +14.3% 70.0% 86.7% +16.8% 

Data Sources: American Community Survey, 2019; Marketplace Plan Files for Coverage in 2021 
Notes: Catastrophic plans excluded from all analyses; *Rounded to the nearest thousand, and “study population” refers to uninsured QHP-eligible non-
elderly adults in HealthCare.gov states; **Rounding may result in slight deviation in listed percentage point difference and the difference in pre-ARP and 
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post-ARP values calculated from the rounded values in the table; # “Post-ARP” only refers to the two subsidy provisions from the ARP examined in this 
analysis: lowering of max applicable percent of income toward benchmark premiums and extension of APTC to those above 400 percent FPL. 

 
State Level Availability 

Under the ARP, HealthCare.gov states continue to vary widely in the availability of zero-premium plans; some 
states (Alaska, Hawaii, Illinois, Maine, and Oregon) did not have any zero-premium plans available,ix while in 
other states more than three-quarters of the uninsured population may have them available. There was also 
variability by state for low-premium plans; however, now more than 50 percent of the study population in 
every state can find a low premium plan.  
 
Some states may not have zero-premium plans available to anyone; for example, if all plans in the state cover 
some services that are not ACA essential health benefits (EHBs), then premiums in that state cannot be 
reduced by APTCs to zero-premium. APTCs cannot be applied to non-EHB portions of the premium and 
therefore these plans will always have some amount of premium cost to the consumer.x However, due to the 
comprehensiveness of EHBs, non-EHB portions of premiums are typically relatively small.           
 

CONCLUSION 
The American Rescue Plan Act of 2021 enhances Marketplace premium tax credits for consumers in 
HealthCare.gov states and expands eligibility for premium tax credits to applicable taxpayers with household 
incomes of 400 percent FPL and greater.  We find that zero-premium and low-premium plans have become 
much more widely available based on these new tax credit provisions. These changes have improved the 
coverage options for millions of uninsured Americans and can help reduce racial and ethnic disparities in 
access to affordable health care coverage. 
  

 
_______________________ 
ix In places where plans cover services not included in the ACA’s Essential Health Benefits (EHB), consumers in this income range will still 

pay some premium. The plans in these states all cover some non-Essential Health Benefits in their QHPs, which are not eligible for 
APTCs. See discussion of this in the Part I Issue Brief in this series. 

x Non-essential health benefits are services beyond the ACA’s ten categories of essential services, due to certain state mandates (for 
example, adult vision and adult dental coverage). For more details about specific state coverage requirements see: 
https://www.cms.gov/cciio/resources/data-resources/ehb#ehb. 

https://www.cms.gov/cciio/resources/data-resources/ehb#ehb
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Access to Marketplace Plans with Low Premiums  

on the Federal Platform 
 

Part I: Availability Among Uninsured Non-Elderly Adults and HealthCare.gov 
Enrollees Prior to the American Rescue Plan 

 

 Among the estimated 11 million uninsured non-elderly adults potentially eligible for 
Marketplace plans in HealthCare.gov states, 2 in 5 (42 percent) likely could find a plan for $0 and 

more than half (57 percent) a plan for $50 or less per month, after application of advance premium 
tax credits (APTC).  

These numbers will increase beginning in April 2021 due to the American Rescue Plan.  
 

D. Keith Branham, Ann B. Conmy, Thomas DeLeire, Josie Musen, Xiao Xiao, Rose C. Chu,  
Christie Peters, and Benjamin D. Sommers 

 

KEY POINTS 

• Many uninsured and underinsured individuals can access plans with no premiums (“zero-premium plans”) 
or premiums for $50 or less per month (“low-premium plans”) after application of advance payments of 
premium tax credits (APTCs).i These individuals may enroll in coverage under the Special Enrollment Period 
currently being made available on HealthCare.gov due to the COVID-19 pandemic.  

• Among non-elderly uninsured adults potentially eligible for Marketplace plans in HealthCare.gov states, 
zero- and low-premium plans are most commonly available to lower-income individuals. For example, 
approximately 90 percent or more of eligible uninsured individuals with incomes between 100 and 150 
percent of the federal poverty level (FPL) can currently find a plan for $0, and all such individuals may find a 
plan for $50 or less per month. 

• By age group, more than half (52 percent) of eligible individuals ages 55-64 can find a zero-premium plan, 
and 62 percent could find a low-premium plan. Many eligible young uninsured adults (ages 18-24) can also 
find a zero-premium (44 percent) or low-premium (62 percent) plan. 

• Half (50 percent) of eligible uninsured Hispanic / Latino adults can find a zero-premium plan and 64.5 
percent can find a low-premium plan. Among eligible Black uninsured adults, 45 percent likely have 
available a zero-premium plan and 59 percent can find a low-premium plan.  

• Among the nearly 8 million individuals currently enrolled in plans on the federal Marketplace, 15 percent 
are enrolled in a zero-premium plan after application of APTC (66 percent have access to a zero-premium 
plan), and 43 percent are enrolled in a low-premium (78 percent have access to such plans).  

• Access to zero-premium and low-premium plans will increase when the subsidies newly enacted in the 
American Rescue Plan become available on April 1. ASPE will be providing updated analyses in the future.   

 
_______________________ 
i All references to premiums in this Issue Brief refer to premiums after application of APTCs, for those eligible to receive them. 

March 29, 2021 
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INTRODUCTION 

Approximately 30 million Americans remain uninsured, meaning that they do not have financial protection 
from the costs of obtaining health services and treatment, and many are eligible for Medicaid or Marketplace 
coverage.1 Black, Latino, and Native American persons are more likely to be uninsured, and communities of 
color have been especially hard hit by both the COVID-19 pandemic and the economic downturn.2 The Centers 
for Medicare & Medicaid Services (CMS) determined that the COVID-19 emergency presents exceptional 
circumstances for consumers in accessing health insurance and provided access to a Special Enrollment Period 
(SEP) for individuals and families to apply and enroll in the coverage they need. This SEP will be available to 
consumers in the 36 states served by the federal Marketplace on the HealthCare.gov platform.3,ii,iii Consumer 
access to the 2021 COVID-19 SEP on HealthCare.gov began on February 15, 2021 and will run through August 
15, 2021.4,5 This SEP is an opportunity for uninsured and underinsured individuals living in the 36 states using 
Healthcare.gov to enroll in affordable coverage.6 Some of these individuals may have lost health insurance 
coverage or income during the COVID-19 pandemic. The SEP also allows individuals currently enrolled in a plan 
through HealthCare.gov to switch plans. Most of the fifteen states (including the District of Columbia) that run 
a State-Based Marketplace (SBM) have also made available a COVID-19 SEP with a similar timeframe.7, 8  
 

Marketplace financial assistance, including advanced premium tax credit (APTC) payments, is essential to 
making health insurance available to individuals with no alternative for affordable coverage.9 APTCs are 
generally available to eligible individuals and families with household incomes between 100 and 400 percent of 
the federal poverty level (FPL) in states that have not expanded Medicaid under the ACA and between 138 and 
400 percent FPL in states that have expanded Medicaid.10 For many individuals, particularly low-income 
individuals, APTCs on HealthCare.gov are large enough to substantially reduce premiums for consumers, in 
some cases to zero dollars. These credits are based on the premium of the benchmark plan (the second-lowest 
cost silver (SLCS) plan) available through HealthCare.gov in a person’s area of residence. These zero-dollar and 
low-premium plans are more affordable so more people can enroll in health insurance. These plans can 
provide access to health care coverage and financial protection for millions of Americans who otherwise may 
be left uninsured and potentially liable for the full costs of their health care utilization.11 
 

Previous literature has identified affordability and unawareness of subsidy eligibility as common reasons 
individuals remain uninsured.12,13,14 Zero- and low-premium plans help to directly address this challenge, but 
many uninsured individuals may not realize they may be eligible to enroll in zero- or low-premium 
HealthCare.gov plans. Lower costs may also attract more younger and healthier individuals to enroll in 
Marketplace plans, which in turn can improve the risk pool and lower overall average costs for the broader 
Marketplace population.15,16,17   
 

This Issue Brief examines the availability of zero- and low-premium plans in states served by the federal 
Marketplace, Healthcare.gov, based on the premium subsidies available as of March 1, 2021, which does not 
yet include the enhanced subsidies created by the American Rescue Plan. Those subsidies will become 
available on Healthcare.gov on April 1, 2021, taking effect for covered enrollees as early as May 1, and are 
discussed in more detail later in this Issue Brief.  
 

Tables in the brief show zero- and low-premium plan availability for HealthCare.gov states overall, subset by 
demographic and other characteristics, and by state. The purpose of this Issue Brief is to expand understanding 
and awareness of the availability of low premium health plans, where they may be available, and to whom.  

 
_______________________ 
ii HealthCare.gov states examined include: Alabama, Alaska, Arizona, Arkansas, Delaware, Florida, Georgia, Hawaii, Illinois, Indiana, Iowa, Kansas, 

Kentucky, Louisiana, Maine, Michigan, Mississippi, Missouri, Montana, Nebraska, New Hampshire, New Mexico, North Carolina, North Dakota, Ohio, 
Oklahoma, Oregon, South Carolina, South Dakota, Tennessee, Texas, Utah, Virginia, West Virginia, Wisconsin, and Wyoming. 

iii States operating their own State-Based Marketplace (SBM) that do not use the HealthCare.gov platform are not included in the analysis: California, 
Colorado, Connecticut, District of Columbia, Idaho, Maryland, Massachusetts, Minnesota, Nevada, New Jersey, New York, Pennsylvania, Rhode Island, 
Vermont, and Washington. 
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METHODOLOGY 

We used the U.S. Census Bureau 1-Year 2019 American Community Survey Public Use Microsample File (ACS 
PUMS) to identify non-elderly adults (ages 18 to 64) uninsured at the time of the survey.iv For each uninsured 
non-elderly adult, we calculated whether a 2021 HealthCare.gov plan, after application of APTCs, could have 
been purchased for $0 (“zero-premium plan”) or for $50 or less per month (“low-premium plans,” which by 
definition include plans with zero premiums). The analysis uses HealthCare.gov Qualified Health Plan (QHP) 
premium and service area data from the Centers for Medicare & Medicaid Services (CMS) for 2021 
coverage.18,19  
 
The sample excludes individuals with household income (based on ACS health insurance unit, or HIU) less than 
100% of the Federal Poverty Level (FPL) in Medicaid non-expansion states and less than 138% FPL in Medicaid 
expansion states, as they are generally not eligible for APTCs. There are some exceptions to this not accounted 
for in the analysis. For example, certain legal immigrants with incomes below these thresholds may be eligible 
for APTCs if they are not eligible for Medicaid. Additionally, we did not account for whether a person had an 
affordable offer of employer coverage, which also affects QHP subsidy eligibility.  
 
We estimated the counts of uninsured non-elderly adults and the percentage of these individuals with access 
to zero-premium and low-premium plans. We used the Census person-level weights to account for the 
assignment of respondents to multiple counties (see the Appendix for more detail). These counts and 
percentages were calculated for HealthCare.gov states, by demographic and other characteristics, and at the 
national (HealthCare.gov states only) and state level.  
 
In addition to examining the uninsured population, we also identified availability of the zero-premium and low-
premium plans among the currently enrolled HealthCare.gov population as of March 1, 2021, which covers the 
first two weeks of the 2021 SEP (which started on February 15, 2021). This analysis used HealthCare.gov QHP 
data along with 2021 HealthCare.gov plan selection data from the CMS Multidimensional Insurance Data 
Analytics System (MIDAS), which includes plan selection premiums, APTC calculations, and household modified 
adjusted gross income (MAGI).20 It is important to note that all enrollees for the current HealthCare.gov 
population are included in the analysis—including ages 0-17 and 65+ and those with unknown or <100 percent 
FPL income, who were excluded from the uninsured component of the analysis.  
 
See the APPENDIX: DETAILED METHODOLOGY for further details of the study methodology, which was adapted 
from a prior ASPE analysis.21 We round all population counts to the nearest thousand for both the uninsured 
and HealthCare.gov enrollee analyses. 
 
This analysis has several limitations. State-Based Marketplace data are not readily available for 2021 and our 
estimates therefore do not represent the full United States. Additionally, race and ethnicity data for 
HealthCare.gov enrollees were frequently missing (42 percent of enrollees) and therefore unusable for 
estimating descriptive statistics for this group. Lastly, the analysis of the uninsured does not account for 
immigration status or eligibility for most other forms of minimum essential coverage, which both affect 
eligibility for Marketplace subsidies. 
  

 
_______________________ 
iv The uninsured estimates for this analysis may differ from those released by ASPE on March 12, 2021 and found here: 

https://aspe.hhs.gov/pdf-report/estimates-of-the-qhp-eligible-uninsured. The methodologies differ in several ways. For example, the 
uninsured component of this analysis does not account for undocumented immigration status, is restrict to uninsured ages 18-64, and 
excludes uninsured <=100% FPL. 

https://aspe.hhs.gov/pdf-report/estimates-of-the-qhp-eligible-uninsured
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ZERO- AND LOW-PREMIUM PLAN AVAILABILITY BY PLAN METAL TIER 

Table 1 shows the availability of zero- and low-premium plans among Marketplace-eligible uninsured non-
elderly adults and the 2021 HealthCare.gov enrollee population by plan metal tier. 
 

Table 1. Zero- and Low-Premium Plan Availability and Selection in HealthCare.gov States by Metal Tier, 2021 

  
Uninsured QHP Eligible 

Non-Elderly Adults –  
Plan Availabilitya,b 

2021 HealthCare.gov QHP 
Enrolleesb,c  

Availability Selected Plans 

Total Population* 11,103,000 7,968,000 

$0 Premium Plan, %       
  Any Metal Tier 42.5% 65.9% 14.5% 
  Bronze 42.5% 65.9% 10.5% 
  Silver 3.4% 7.1% 3.7% 
  Gold 3.4% 6.2% 0.3% 

$50 or Less Per Month Premium Plan, %   
 

  
  Any Metal Tier 56.8% 78.1% 43.4% 
  Bronze 56.8% 78.1% 17.7% 
  Silver 21.9% 44.7% 25.1% 
  Gold 12.6% 21.8% 0.7% 

a. Data Source: American Community Survey, 2019 
b. Data Source: HealthCare.gov Marketplace Plan Files for Coverage in 2021 
c. Data Source: CMS/CCIIO MIDAS Plan Selections as of March 1, 2021 
*Rounded to the nearest thousand 
Note: Catastrophic plans and plan selections excluded from the analyses.   
 

Uninsured QHP Eligible Non-Elderly Adults 

The analysis included 11.1 million uninsured non-elderly adults in HealthCare.gov states potentially eligible for 
Marketplace coverage (with or without APTCs) based on their income.v Among this population, approximately 
2 in 5 (42.5 percent) may be able to access a zero-premium plan in the Marketplace during the SEP and more 
than half (56.8 percent) can find a plan for $50 or less per month. Most of these plans are in the bronze metal 
tier. Low-premium plans of $50 or less per month (which include plans with zero-dollar premiums) are more 
common than zero-premium plans in all three tiers. Low-premium silver and gold plans, available to 21.9 
percent and 12.6 percent of uninsured non-elderly adults respectively, are substantially more available than 
zero-dollar premium silver and gold plans, each of which are available to only 3.4 percent of the uninsured.  
 

2021 HealthCare.gov Enrollees 

A majority of current 2021 HealthCare.gov enrollees have access to zero-premium and low-premium plans: 
65.9 percent have access to a zero-premium plan and 78.1 percent have access to a low-premium plan. While 
less than 10 percent of enrollees have access to a zero-premium silver plan (7.1 percent) or a zero-premium 
gold plan (6.2 percent), 44.7 percent have access to a low-premium silver plan and 21.8 percent have access to 
a low-premium gold plan. Among current 2021 HealthCare.gov enrollees, 14.5 percent are enrolled in a zero-
premium plan and 43.4 percent in a low-premium plan. More HealthCare.gov participants are enrolled in a 
zero-premium bronze plan (10.5 percent) than a zero-premium silver plan (3.7 percent) or a zero-premium 
gold plan (0.3 percent). More consumers enrolled in low-premium silver plans (25.1 percent) than low-
premium bronze (17.7 percent) or gold (0.7 percent) plans, in part likely due to greater AV for silver than 
bronze plans and cost-sharing reductions (CSRs) often resulting in higher AV in silver than gold plans.vi   

 
_______________________ 
v All results referring to “uninsured adults” in this brief are uninsured, non-elderly adults who are QHP-Eligible in HealthCare.gov states. 
vi The actuarial value (AV) of a health plan is the average percentage of total costs of in-network essential health benefits (EHB) covered by the health 

plan. The AV available to all QHP eligible individuals ranges from 60% for bronze plans, 70% for silver, 80% for gold, and 90% for platinum. For certain- 
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ZERO- AND LOW-PREMIUM PLAN AVAILABILITY BY DEMOGRAPHIC CHARACTERISTICS 

Table 2 shows zero- and low-premium plan availability among the uninsured non-elderly adult population and 
current enrollees in the HealthCare.gov states by demographic characteristics. 
     

Table 2. Zero- and Low-Premium Plan Availability in HealthCare.gov States by Demographics, 2021 

  

Uninsured QHP Eligible Non-
Elderly Adults – Plan Availabilitya,b 

 2021 HealthCare.gov QHP 
Enrolleesb,c 

Total 
Population* 

$0 
Available 

- Any 
Metal, % 

$50 or Less 
Per Month 
Available - 

Any Metal, % 

Total 
Population* 

$0 
Available 

- Any 
Metal, % 

$50 or Less 
Per Month 
Available - 

Any Metal, % 

Total Population*  11,103,000  42.5%  56.8%  7,968,000 65.9%  78.1% 

Rural Status‡       
  Rural 1,921,000 46.7% 60.6% 1,193,000 65.2% 78.8% 
  Urban 9,182,000 41.6% 56.0% 6,774,000 66.0% 78.0% 

Age     
 

     

 0-17 Excluded N/A N/A 758,000 52.8% 74.1% 
  18-24 1,333,000 44.2% 62.2% 704,000 73.4% 86.6% 
  25-34 3,058,000 36.7% 53.4% 1,257,000 58.4% 72.1% 
  35-44 2,721,000 41.6% 55.8% 1,302,000 61.8% 74.0% 
  45-54 2,290,000 42.8% 55.7% 1,593,000 69.5% 79.6% 
  55-64 1,701,000 52.3% 62.0% 2,239,000 70.9% 80.6% 

 65+ Excluded N/A N/A 115,000 88.7% 94.3% 

Income/FPL     
 

      

  <100%†  Excluded N/A N/A  104,000 43.4% 53.9% 

  100-138% 1,290,000 99.9% 100.0% 2,663,000 98.4% 99.5% 
  >138-150% 611,000 90.1% 100.0% 702,000 88.7% 98.9% 
  >150-200% 2,370,000 75.2% 97.7% 1,520,000 74.9% 94.3% 
  >200-250% 1,990,000 36.9% 66.8% 1,036,000 51.8% 77.4% 
  >250-300% 1,269,000 18.2% 39.3% 637,000 28.5% 55.6% 
  >300-350% 901,000 9.5% 19.5% 415,000 16.6% 36.3% 
  >350-400% 617,000 6.9% 14.1% 287,000 13.4% 28.4% 

  >400%† 2,055,000 0.0% 0.0% 115,000 0.0% 0.0% 

  Unknown†  N/A N/A  N/A 489,000 0.0% 0.0% 

Race/Ethnicity§     
 

      

  Hispanic and Latino 3,788,000 50.2% 64.5% # # # 
  White Non-Latino 5,157,000 36.3% 50.7% # # # 
  Black Non-Latino 1,504,000 45.1% 59.3% # # # 
  Asian/Native-Hawaiian/Pacific Isl. 296,000 35.3% 51.1% # # # 
  American Indian / Alaska Native 150,000 45.3% 59.2% # # # 
  Multi-racial or Other 208,000 42.7% 58.1% # # # 

a. Data Source: American Community Survey, 2019 
b. Data Source: HealthCare.gov Marketplace Plan Files for Coverage in 2021 
c. Data Source: CMS/CCIIO MIDAS Plan Selections as of March 1, 2021 
Note: Catastrophic plans and plan selections excluded from the analyses 
*Rounded to the nearest thousand 
‡Rural vs urban defined at the county level in the Marketplace files 
§Race and ethnicity based on American Community Survey categories 
#Excluded because of high % missing/unknown in HealthCare.gov data (42%) 

 
_______________________ 

eligible individuals (generally household income 100%-250% FPL) silver cost-sharing reduction (CSR) plans are available which enhance AV from 70% to 
73%, 87%, or 94% depending on income. AV is allowed to vary within a de minimis range by -4/+2 percentage points and expanded bronze plans that 
pay for at least one major service other than preventive services before the deductible or meet the requirements of high deductible health plans can 
vary by -4/+5 percentage points (45 CFR 156.140(c)). Catastrophic plans are excluded from all analyses. 
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 †Consumers who do not request financial assistance when applying for coverage do not enter their household income information. A small number of 
consumers that do request financial assistance have missing household incomes due to a tax filing status that makes them APTC-ineligible or data 
anomalies. Lawfully present individuals with a household income less than 100% FPL who were denied Medicaid due to their immigration status can be 
APTC eligible (26 CFR 1.36B-2(b)(5)).  
 

Uninsured QHP Eligible Non-Elderly Adults 

Zero- and low-premium plans availability was slightly higher for uninsured non-elderly adults in rural counties 
(46.7 percent and 60.6 percent, respectively) compared to those in urban counties (41.6 percent and 56.0 
percent, respectively). These plans were most commonly available to people with lower incomes; for example, 
approximately 90.1 percent of those with incomes between 138 and 150 percent of FPL could find a plan for 
zero premium, and all could find a plan for $50 or less per month.  
 

Older (but non-elderly) uninsured adults were more likely to be able to find a low-cost plan, with 
approximately 1 in 2 (52.3 percent) of those ages 55-64 likely having a zero-premium plan available and more 
than 3 in 5 (62.0 percent) a plan for $50 or less per month, which is partially a factor of the “age curves” used 
to calculate benchmark and other Marketplace premiums. Unsubsidized premiums increase with age but 
APTCs remain fixed as a percentage of income; therefore, older adults typically qualify for larger subsidies, 
which they can then use to buy lower-premium or even zero-premium plans. 
 

Half (50.2 percent) of Hispanic or Latino uninsured adults have a zero-premium option and 64.5 percent could 
find a plan for $50 or less per month. Among Black Non-Latino uninsured adults, 45.1 percent have a zero-
premium plan available and 59.3 percent have a plan available for $50 or less per. Finally, over 2 million 
uninsured non-elderly adults residing in HealthCare.gov states were above 400 percent of FPL and were not 
eligible for subsidies, though people in this income range are now potentially eligible for APTCs with the recent 
enactment of the American Rescue Plan. 
 

2021 HealthCare.gov Enrollees 

Access to zero-premium plans for those currently enrolled in HealthCare.gov states does not differ much 
between rural (65.2 percent) and urban areas (66.0 percent), and access to low-premium plans is also similar 
in rural areas (78.8 percent) and urban areas (78.0 percent).   
 

Access to zero- and low-premium plans among current enrollees is highest for adults ages 18-24 (73.4 percent 
and 86.6 percent, respectively) and ages 55-64 (70.9 percent and 80.6 percent, respectively). This pattern for 
older adults relates to the higher amounts of APTC available to older adults, and the high rates for the 
youngest adults corresponds to their generally lower incomes qualifying each of these groups for higher 
amounts of APTC.   
 

Current HealthCare.gov enrollees with the lowest incomes where APTCs are applicable (100-200 percent of 
FPL) had the greatest access to zero-premium plans (approximately 75 percent or higher) and the greatest 
access to low-premium plans (94 percent or higher).    
 

Availability of zero-premium plans generally decreased at higher incomes, going from 98.4 percent among 
those with incomes between 100 and 138 percent FPL to 13.4 percent for those with incomes between 350 
and 400 percent FPL (the exception being enrollees with income less than 100 percent FPL, who are often not 
eligible for APTCs and among whom only 43.4 percent have access to a zero-premium plan).vii Availability of 
low-premium plans followed a similar pattern by income.   

 
_______________________ 
vii Per the ACA, most individuals with incomes under 100 percent FPL are not eligible for premium tax credits. Medicaid expansion was made optional for 
states by Supreme Court case Sebelius v. National Federation of Independent Business. The exception is for individuals that are not eligible for Medicaid 
because of immigration status; these individuals can have incomes less than 100 percent FPL or less than 138 percent FPL (non-expansion vs. expansion) 
and qualify for APTC (premium subsidies).  
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ZERO- AND LOW-PREMIUM PLAN AVAILABILITY BY STATE 

Table 3 presents state-level zero- and low-premium plan availability in HealthCare.gov states. 
 

Table 3. Zero- and Low-Premium Plan Availability in HealthCare.gov States, 2021 

State 

Uninsured QHP Eligible Non-Elderly 
Adults – Plan Availabilitya,b 

2021 HealthCare.gov QHP Enrolleesb,c 

Total 
Population* 

$0 Available 
- Any Metal, 

% 

$50 or Less Per 
Month Available - 

Any Metal, % 

Total 
Population* 

$0 Available 
- Any Metal, 

% 

$50 or Less Per 
Month Available - 

Any Metal, % 

HealthCare.gov States 11,103,000 42.5% 56.8% 7,968,000 65.9% 78.1% 

Alabama 229,000 67.7% 74.3% 163,000 84.2% 89.4% 

Alaska 37,000 0.0% 60.4% 18,000 0.0% 70.1% 

Arizona 389,000 24.7% 42.1% 149,000 37.7% 55.4% 

Arkansas 124,000 22.9% 46.1% 63,000 34.1% 56.4% 

Delaware 33,000 43.2% 53.7% 25,000 50.6% 64.7% 

Florida 1,560,000 46.1% 58.0% 2,086,000 82.4% 89.0% 

Georgia 737,000 46.0% 59.5% 508,000 71.0% 80.0% 

Hawaii 22,000 0.0% 42.1% 21,000 0.0% 72.3% 

Illinois 463,000 0.0% 37.5% 273,000 0.0% 55.4% 

Indiana 267,000 16.0% 36.4% 130,000 25.2% 39.7% 

Iowa 80,000 55.8% 61.8% 55,000 69.2% 76.9% 

Kansas 144,000 49.7% 60.3% 84,000 56.7% 70.1% 

Kentucky 137,000 39.8% 55.7% 72,000 49.6% 63.7% 

Louisiana 193,000 39.6% 51.2% 78,000 59.3% 72.6% 

Maine 58,000 0.0% 34.6% 55,000 0.0% 52.1% 

Michigan 286,000 25.0% 42.7% 253,000 41.1% 59.7% 

Mississippi 172,000 28.1% 48.0% 109,000 68.0% 82.8% 

Missouri 254,000 45.9% 58.5% 205,000 67.7% 76.0% 

Montana 50,000 40.5% 49.5% 42,000 47.5% 62.8% 

Nebraska 66,000 64.4% 73.2% 84,000 84.7% 90.2% 

New Hampshire 54,000 16.3% 29.1% 44,000 26.2% 38.2% 

New Mexico 95,000 33.6% 48.4% 41,000 42.4% 55.0% 

North Carolina 643,000 59.1% 69.0% 510,000 77.0% 84.9% 

North Dakota 24,000 53.0% 55.5% 22,000 77.1% 83.9% 

Ohio 384,000 23.2% 41.3% 191,000 32.2% 50.6% 

Oklahoma 238,000 55.7% 64.7% 166,000 81.0% 88.1% 

Oregon 166,000 0.0% 43.8% 132,000 0.0% 47.9% 

South Carolina 285,000 53.7% 65.5% 222,000 72.6% 82.1% 

South Dakota 45,000 63.8% 73.0% 30,000 67.7% 80.4% 

Tennessee 369,000 50.7% 62.2% 203,000 63.2% 73.4% 

Texas 2,730,000 52.8% 63.1% 1,262,000 78.4% 85.4% 

Utah 135,000 52.9% 66.5% 200,000 75.9% 86.2% 

Virginia 322,000 36.9% 54.0% 246,000 55.7% 70.1% 

West Virginia 56,000 5.7% 27.3% 18,000 14.9% 35.6% 

Wisconsin 212,000 40.5% 52.5% 181,000 48.7% 62.1% 

Wyoming 42,000 67.4% 70.0% 26,000 86.1% 89.7% 
a. Data Source: American Community Survey, 2019 
b. Data Source: HealthCare.gov Marketplace Plan Files for Coverage in 2021 
c. Data Source: CMS/CCIIO MIDAS Plan Selections as of March 1, 2021 
*Rounded to the nearest thousand  
Note: Catastrophic plans and plan selections excluded from all analyses 
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Uninsured QHP Eligible Non-Elderly Adults 

HealthCare.gov states varied widely in the availability of zero-premium plans to uninsured adults; in some 
states (Alaska, Hawaii, Illinois, Maine, and Oregon) they were non-existent, while such plans may be available 
to up to two-thirds of the uninsured in other states examined in the analysis. Similar variability was found for 
low-premium plans with state-level ranges from 27.3 percent to 74.3 percent. Some states may not have zero-
premium plans available to anyone; for example, if all plans in the state cover some services not considered 
essential health benefits (EHBs), then premiums in that state cannot be reduced by APTCs to zero dollars. 
APTCs cannot be applied to non-EHB portions of the premium and therefore these plans will always have some 
amount of premium cost to the consumer.viii However, due to the comprehensiveness of EHBs, non-EHB 
portions of premiums are typically relatively small.           
 
Some of the state-to-state variability is due to the composition of the enrolled and uninsured population, 
especially the income distribution in each state. Part of this variability is also due to whether a state has 
expanded Medicaid; in states that have not expanded, a larger percentage of the HealthCare.gov enrolled and 
uninsured populations are likely to have incomes below 138 percent FPL. 
 

2021 HealthCare.gov Enrollees 

Access to zero- and low-premium plans varies considerably by state for HealthCare.gov enrollees, ranging from 
0 to 86.1 percent for zero-premium plans and 35.6 to 90.2 percent for low-premium plans. Five states have no 
access to zero-premium plans (Alaska, Hawaii, Illinois, Maine and Oregon), the same states where the 
uninsured don’t have access to zero-premium plans. 
  

 
_______________________ 
viii Non-essential health benefits are services beyond the ACA’s ten categories of essential services. For example, Hawaii requires 

coverage of infertility services. For more details see: https://www.cms.gov/cciio/resources/data-resources/ehb#ehb 
  

https://www.cms.gov/cciio/resources/data-resources/ehb#ehb
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DISCUSSION 

Access to Low-Cost Marketplace Coverage Among the Uninsured Population 

During the first half of 2020, 30 million Americans were uninsured according to the National Health Interview 
Survey, and we estimate at least 11 million may be eligible for Marketplace coverage in HealthCare.gov states.1 
While the ACA coverage provisions led to a decrease in the number of uninsured non-elderly adults by 20 
million between 2010 and 2016, the number of uninsured since 2016 has increased by approximately 2 million 
by the first half of 2020.1,22 The majority of the uninsured are currently eligible for coverage through Medicaid 
or the Marketplace with financial assistance. The Kaiser Family Foundation found 66 percent of uninsured 
nonelderly adults were eligible for Medicaid (including expansion), premium tax credits in the Marketplace, or 
other public insurance programs in 2019.23 One of the most common reasons why the number of uninsured 
individuals remains high is their concern about the cost of health insurance coverage.23 
 
This Issue Brief analysis finds that more than half (56.8 percent) of uninsured non-elderly adults could find a 
zero- or low-premium plan through HealthCare.gov. Specifically, 42.5 percent may have access to a zero-
premium plan and 56.8 percent may have access to a low-premium plan for $50 or less per month. This 
suggests that many uninsured individuals be able to find affordable options for coverage but may be unaware 
they are eligible for coverage and/or financial assistance, may not know how to enroll in coverage, or may 
struggle with the complexity of insurance and/or the enrollment process.24 
 
The purpose of this Issue Brief is to bring awareness about the availability of zero- and low- premium plans to 
both the uninsured and underinsured populations as well as current Marketplace enrollees. However, it is 
important for consumers to understand that premiums are only one component of health coverage costs. 
While premiums represent the monthly cost to maintain coverage, there are other out of pocket cost-sharing 
expenses (i.e., deductibles, copays, and coinsurance) when receiving care. Some zero- or low-premium plans 
have higher consumer cost-sharing than higher premium plans, so consumers need to balance plan features 
when they select a plan.  
 
Many of the zero- or low-premium plans are bronze plans with high deductibles (i.e., amount consumers need 
to spend out-of-pocket before the plan covers costs) and consumers need to be aware of out-of-pocket costs 
associated with different plan options.ix The median QHP deductibles – without cost-sharing reductions – for 
individuals in HealthCare.gov states by metal tier in 2021 are approximately $6,992 for bronze, $4,879 for 
silver, and $1,533 for gold.18 For those eligible for cost-sharing reductions (people with incomes between 100 
and 250 percent FPL), these deductibles are typically substantially lower for silver plans.25 For example in 2021, 
comparable median deductibles for silver plans with cost-sharing reductions were $3,318 for 73 percent AV 
silver plans (available to those with income of 200 and 250 percent FPL), $620 for 87 percent AV (available to 
those with income between 150 and 200 percent FPL), and $74 for 94 percent AV (available to those with 
income between 100 and 150 percent FPL).18 
 

Equity Impacts 

This analysis finds access to zero- and low-premium plans varies across demographic groups. Historically, 
policies, laws, and practices served to limit health insurance coverage options for communities of color.26,27,28 
The uninsured population disproportionately includes Black and Latino individuals, younger adults, individuals 
living in rural areas, and individuals with incomes between 100-400 percent of FPL.1 The uninsured population 
is also more likely to defer or forgo needed health care, resulting in higher potential for poor health 
outcomes.29,30  
 
_______________________ 
ix Certain preventive services, such as an annual check-up and diagnostic screenings, are typically available before the deductible is met 

and with no cost-sharing, i.e. these services are accessible to a person before they have to pay toward their deductible. 
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Our analysis indicates that zero- and low-premium plans are available to approximately 40 percent or more of 
Black, Latino, and Native American adults who lack insurance and could qualify for APTCs, higher than some 
other racial and ethnic groups. Our findings suggest the ACA and access to coverage through the Marketplace 
can help address disparities in health insurance coverage in these populations.   
 
Among the currently uninsured population in HealthCare.gov states examined in this analysis, access to both 
zero- and low-premium plans is slightly higher in rural areas, compared to urban areas. One factor in this 
pattern may be average income in rural areas being lower than urban areas and more individuals therefore 
qualify for larger subsidies. 
 

The American Rescue Plan 

The American Rescue Plan (ARP), signed into law on March 11, 2021, increases and expands eligibility for the 
ACA Marketplace premium subsidies for people enrolling in Marketplace health plans. Under the ARP, 
premium tax credits become more generous in several ways.  For instance, among those with incomes less 
than 400 percent FPL who already are eligible for APTCs, the expected percentage of household income 
contribution toward benchmark premiums is lowered, including a reduction to 0 percent for those with 
household incomes between 100-150 percent of FPL. Those with incomes above 400 percent of FPL are now 
generally eligible for APTCs that cap their premium contribution at no more than 8.5 percent of their 
household income.  
 
Advanced payments of premium tax credits under these ARP changes will be available on HealthCare.gov 
beginning April 1, 2021. The analysis in this Issue Brief does not account for the ARP changes to the 
Marketplace premium tax credit structure and therefore reflects the pre-ARP eligibility structure. The ARP will 
increase the availability of zero- and low-premium plans in the Marketplace for many consumers and 
uninsured individuals, and ASPE will publish additional analyses soon after this one examining the availability 
of these plans under the ARP.  
 
There are also unemployment provisions in the ARP allowing individuals who received unemployment 
compensation during any week of 2021 to be deemed to have an income not in excess of 133 percent FPL for 
the purpose of calculating eligibility for APTCs and cost-sharing reductions. The provision will not be 
implemented until summer. We do not address the provision in this brief; however, it is important to note the 
provision will further increase availability of zero- and low-premium plans.  
 

CONCLUSION 

There is evidence that zero-premium and low-premium plan availability encourages uninsured people to enroll 
in the Marketplace.31,32 Increasing consumer awareness of such plans is an important part of the strategy to 
increase health insurance coverage. The availability of the SEPs though HealthCare.gov during the COVID 
pandemic is another: during the first two weeks of the availability of the 2021 COVID-19 SEP through 
HealthCare.gov, 385,864 new consumers requested coverage on an application submitted on or after February 
15.33,34 
 
The ARP includes provisions that build upon the ACA, including enhancing and expanding Marketplace 
subsidies. These changes will further improve the affordability of coverage for uninsured individuals as well as 
those already enrolled in Marketplace health plans, likely leading to more individuals enrolling in health 
insurance coverage in the coming months.  

https://www.congress.gov/bill/117th-congress/house-bill/1319?q=%7B%22search%22%3A%5B%22hr+1319%22%5D%7D&s=1&r=1
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APPENDIX: DETAILED METHODOLOGY 

 
A. Factors Applicable to Both the Uninsured and HealthCare.gov Enrollee Analyses  

 
Qualified Health Plans 
 
QHPs must offer a comprehensive package of items and services, known as Essential Health Benefits (EHBs). 
QHPs can also offer benefits beyond EHBs, and QHPs report the premium percentage attributable to EHB. 
Most QHPs have an EHB percentage of 100%; however, plans that cover benefits beyond EHB have EHB 
percentages smaller than 100%, reflecting the fact that some premium pays for benefits beyond EHB.  
Premium tax credits cannot be applied to premium costs affiliated with non-EHB benefits. 
 
Marketplace Health Insurance Premiums 
 
We used plan year 2021 QHP premium and service area data similar to what is found in the HealthCare.gov 
state QHP landscape files.x The data include plan premiums and the EHB percent of premium at the county-
level. We assume plans cover all zip codes in a county. Alaska uses zip codes, rather than counties to define 
rating areas, and we assign each county to a single rating area based on the rating area that covers the most 
population using Census data. 
 

B. Availability of Zero-Premium and Low-Premium Plans Among Currently Uninsured QHP Eligible 
 
We used data from the 2019 American Community Survey (ACS) from IPUMS USA. IPUMS USA (originally, the 
"Integrated Public Use Microdata Series”) is a website and database providing access to integrated, high-
precision samples of the American population drawn from U.S. Census Bureau public use data, including the 
ACS.xi  
 

Number of QHP Eligible Uninsured Non-Elderly Adults 
 

Using the ACS, we identified non-elderly adults (ages 18 to 64) who lack health insurance at the time of the 
survey and are likely  QHP eligible, defined for the purpose of this analysis based on having an income at or 
above 100% Federal Poverty Level (FPL) in non-expansion states or above 138% FPL in Medicaid expansion 
states. For each uninsured adult, we calculated whether a 2021 Marketplace health insurance plan, net of 
APTC, could have been purchased for zero dollars or for $50 or less per month.  Note that the QHP eligible 
population includes both those eligible for APTCs, and those whose incomes are too high to qualify pre-ARP 
but are still eligible to enroll in a QHP without a subsidy. 
 
The ACS queries respondents about whether they were covered by the following types of health insurance: (1) 
Insurance through a current or former employer or union, (2) Insurance purchased directly from an insurance 
company, (3) Medicare, (4) Medicaid, (5) TRICARE or other military health care, and/or (6) VA health care. 
Consistent with how the U.S. Census Bureau calculates the official rate of individuals without any source of 
health insurance coverage, we define individuals who were not covered by any of these six sources of coverage 
as uninsured.   
 
We used the ACS to identify Health Insurance Units (HIUs). HIUs differ from households or families, as defined 
by the U.S. Census Bureau, in that they group together individuals who would likely be considered a "family 

 
_______________________ 
x https://www.healthcare.gov/health-and-dental-plan-datasets-for-researchers-and-issuers/ 
xi https://usa.ipums.org/usa/ 

https://www.healthcare.gov/health-and-dental-plan-datasets-for-researchers-and-issuers/
https://usa.ipums.org/usa/
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unit" in determining eligibility for either private or public coverage. HIUs are comprised of individuals living in 
the same household. Hereafter, we refer to HIUs as “families” or “family income” interchangeably. Family 
income is the sum of income of all family members. 
 
We constructed income as a percentage of the FPL in order to identify QHP eligible individuals. FPL varies by 
family size. The 48 contiguous states and DC use the same FPL while Alaska and Hawaii each have their own 
FPL. Individuals in families with income as a percentage of FPL that is less than 100% in Medicaid non-
expansion states and that is less than 138% in Medicaid expansion states are considered not to be QHP eligible 
for the purposes of this analysis and are excluded. We defined states as having expanded Medicaid if they did 
so by January 2021. Note, some uninsured individuals below these thresholds may be QHP eligible under 
certain circumstances but due to the complexity of information on immigration status needed to identify this 
in the ACS, we do not account for them in this analysis. We also did not model whether a person had an 
affordable offer of employer coverage, which also affects QHP subsidy eligibility. 
 
We restricted the uninsured portion of the analysis to non-elderly adults (ages 18 to 64), with household 
incomes at or above 100% FPL, who are both uninsured and potentially QHP eligible. 
 
Assigning Counties to ACS PUMS Respondents 
 
As the smallest geographic unit available in the ACS is a Public Use Microdata Area (PUMA), and since PUMAs 
can be made up of multiple counties, there is not a one-to-one correspondence between counties-level 
premiums and the geography of respondents. We use the Missouri Census Data Center’s Geographic 
Correspondence Engine to map PUMAs to counties. Respondents living in PUMAs for which there is only one 
county are assigned to that county. Respondents living in PUMAs which are comprised of multiple counties are 
assigned to each of those counties but are weighted according to the county’s relative population in the 2010 
Census. County-level Marketplace premiums are then assigned to each ACS respondent based on their 
assigned county.  
 
Calculation of Maximum Premium Tax Credits 
 
The percent of household income that each respondent must pay to purchase a 2021 benchmark plan is 
determined by that respondent’s income as a percentage of the FPL. The expected family contribution (EFC) 
towards premiums is that percentage multiplied by family income. We allocate the EFC among each uninsured 
person (age less than 65) in the family using the relevant age curve used for their state.35-36 
 
Calculation of the Premium Tax Credit 
 
We calculated the premium tax credit (PTC) for each respondent by subtracting the EFC from the EHB premium 
of the benchmark plan in that respondent’s county. If this difference is less than zero, the PTC is set to zero.  
We also set the PTC to zero for respondents with income as a percentage of poverty that is greater than 400% 
or less than 138% (100% in states that did not expand Medicaid as of January 2021).  
 
Calculation of the Lowest Cost Premium Net of APTC 
 
For each metal level and county, we found two lowest cost plans based on the age 21 total premium: 1) the 
lowest cost plan among all plans, and 2) the lowest cost plan with an EHB percent of premium equal to 100%. 
For each respondent and metal level, we then adjusted the age 21 premiums according to the respondent’s 
age and the relevant age factor for the respondent’s state. We then found net premiums for each respondent 
by taking the difference between each plan’s EHB premium and the respondent’s PTC. If the PTC was greater 
than the relevant plan’s EHB premium, we set the difference equal to $0 and set the final net premium equal 
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to the non-EHB portion of the plan’s premium (which is $0 for plans with an EHB percent of premium equal to 
100%).  The final net lowest cost premium for each respondent and metal level was equal to the lesser of the 
two net premiums for the metal level. 
 
Availability of Zero-Premium Plans and Low-Premium Plans 
 
A respondent is determined to have a zero-premium plan available if the net lowest cost premium is $0. A 
respondent is determined to have a low-premium plan available if the net lowest cost premium is $50 or less 
per month. Catastrophic plans were excluded from the analysis. 
 
Estimation of Counts  
 
We estimate counts of uninsured non-elderly adults, percentages of uninsured non-elderly adults with access 
to a zero-premium plan, and percentages of non-elderly adults with access to a low-premium plan using the 
Census person-level weights to account for assignment of respondents to multiple counties. The counts and 
percentages were calculated for HealthCare.gov states in aggregate, by demographic characteristics, and at 
the state level.   
 

C. Availability of Zero Premium and Low Premium Plans Among QHP Enrollees in HealthCare.gov States 
 
We used data on 2021 Marketplace selections in HealthCare.gov states using active plan selections as of March 
1, 2021. An active plan selection is one that is non-cancelled with an end date of December 31, 2021. After 
excluding catastrophic plan selections, we have a total of 7,968,000 consumers with plan selections. From 
these data, we use attested household income, county and state of residence, age, the individual- and policy-
level gross premium, policy-level premium net of applied APTC (net premium), and maximum amount of APTC 
available to the household. 
 
Note: For the HealthCare.gov enrollee analysis we include all plan selections, including all ages and income; 
this includes individuals excluded from the uninsured portion of the analysis described in section A of the 
appendix (i.e. individuals ages 0-17, ages 65+, and household income below 100% FPL are all excluded from 
the uninsured analysis, but are included in the HealthCare.gov enrollee analysis described here). 
 
Calculation of the Lowest Cost Premium Net of Premium Tax Credits 
 
We used the calculated maximum APTC amount for a given household to determine the final premiums after 
applying APTC. For each plan available to a household, we calculated the net premium as the difference 
between the plan’s EHB premium for all household members and household’s maximum available APTC. If the 
maximum APTC was greater than the relevant plan’s EHB premium, we set the difference equal to $0 and set 
the final net premium equal to the non-EHB portion of the plan’s premium for all household members (which 
is $0 for plans with an EHB percent of premium equal to 100%). We then found the lowest net premium for 
each household and metal level. 
 
We distributed the net premium amount among household members based on each member’s individual 
gross premium amount, which aligns with the relevant age curve except in cases of tobacco rating. When a 
policy included more than 3 children such that some children are not rated, we distributed the total child rate 
among all children younger than 21 years-old (e.g., if the policy included 4 children, each with a rate of $100, 
the policy-level premium would be $300 and each child’s premium would be $75). We included tobacco users 
and calculated plan premiums using tobacco rates when they exist. 
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We assume that families with multiple enrollment groups or policies maintain their selected grouping 
arrangement regardless of the selected plan. We also assume that all family members select the same plan 
and require that the plan be available to all household enrollment groups. 
 
Calculation of Current Plan Selection Premiums Net of Premium Tax Credits 
 
We took the calculated policy-level premium net of APTC and distributed it to policy members based on each 
member’s individual gross premium amount, as described above. Consumers have the option to use less than 
their maximum available APTC; consumers may opt to do so if they expect their income to rise during the year 
and want to avoid paying back PTC when filing taxes. For current plan selection premiums, we used the 
consumer elected APTC amounts, rather than the maximum amount available. 
aspe.hhs.gov/reports 
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https://www.cms.gov/CCIIO/Programs-and-Initiatives/Health-Insurance-Market-Reforms/Downloads/StateSpecAgeCrv053117.pdf
https://www.cms.gov/CCIIO/Programs-and-Initiatives/Health-Insurance-Market-Reforms/Downloads/StateSpecAgeCrv053117.pdf
https://www.cms.gov/CCIIO/Resources/Regulations-and-Guidance/Downloads/Final-Guidance-Regarding-Age-Curves-and-State-Reporting-12-16-16.pdf
https://www.cms.gov/CCIIO/Resources/Regulations-and-Guidance/Downloads/Final-Guidance-Regarding-Age-Curves-and-State-Reporting-12-16-16.pdf
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Part III - Administrative, Procedural, and Miscellaneous 

 
 
 
RELIEF FOR FORM 1040 FILERS AFFECTED BY ONGOING CORONAVIRUS 

DISEASE 2019 PANDEMIC 

 
 
Notice 2021-21 

 

I. PURPOSE 

On March 13, 2020, the President of the United States issued an emergency 

declaration under the Robert T. Stafford Disaster Relief and Emergency Assistance Act 

in response to the ongoing Coronavirus Disease 2019 (COVID-19) pandemic 

(Emergency Declaration).  The Emergency Declaration instructed the Secretary of the 

Treasury “to provide relief from tax deadlines to Americans who have been adversely 

affected by the COVID-19 emergency, as appropriate, pursuant to 26 U.S.C. 7508A(a).”  

Pursuant to the Emergency Declaration, this notice provides relief under section 7508A 

of the Internal Revenue Code (Code) for the persons described in section III.A of this 

notice that the Secretary of the Treasury has determined to be affected by the COVID-

19 emergency. 

II. BACKGROUND 

Section 7508A provides the Secretary of the Treasury or her delegate 

(Secretary) with authority to postpone the time for performing certain acts under the 

internal revenue laws for a taxpayer determined by the Secretary to be affected by a 

Federally declared disaster as defined in section 165(i)(5)(A) of the Code.  Pursuant to 
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section 7508A(a), a period of up to one year may be disregarded in determining 

whether the performance of certain acts is timely under the internal revenue laws. 

III. GRANT OF RELIEF 

A. Taxpayers Affected by COVID-19 Emergency  

The Secretary has determined that any person with a Federal income tax return 

filed on Form 1040, Form 1040-SR, Form 1040-NR, Form 1040-PR, Form 1040-SS, or 

Form 1040(SP) (Form 1040 series), or a Federal income tax payment reported on one 

of these forms, that absent this notice would be due April 15, 2021, is affected by the 

COVID-19 emergency for purposes of the relief described in this section III (Affected 

Taxpayer).  In addition, persons who are required to file and furnish Form 5498, IRA 

Contribution Information, Form 5498-ESA, Coverdell ESA Contribution Information, and 

Form 5498-SA, HSA, Archer MSA, or Medicare Advantage MSA Information (Form 

5498 series) that absent this notice would generally be due June 1, 2021, are Affected 

Taxpayers. 

The Secretary has also determined that any individual with a period of limitations 

to file a claim for credit or refund of Federal income tax that absent this notice would 

expire on or after April 15, 2021, and before May 17, 2021 (for example, certain 

individual taxpayers with claims for credit or refund in respect of their 2017 taxable 

years), is an Affected Taxpayer. 

B. Postponement of Due Dates with Respect to Certain Federal Tax 

Returns and Federal Tax Payments 

For an Affected Taxpayer, the due date for filing Federal income tax returns in 

the Form 1040 series and making Federal income tax payments in connection with one 
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of these forms having an original due date of April 15, 2021, is automatically postponed 

to May 17, 2021.  Affected Taxpayers do not have to file any form, including Form 4868, 

Application for Automatic Extension of Time to File U.S. Individual Income Tax Return, 

to obtain this relief.  This relief includes the filing of all schedules, returns, and other 

forms that are filed as attachments to the Form 1040 series or are required to be filed by 

the due date of the Form 1040 series, including, for example, Schedule H and Schedule 

SE, as well as Forms 965-A, 3520, 5329, 5471, 8621, 8858, 8865, 8915-E, and 8938.  

Finally, elections that are made or required to be made on a timely filed Form 1040 

series (or attachment to such form) will be timely made if filed on such form or 

attachment, as appropriate, on or before May 17, 2021.    

As a result of the postponement of the due date for Affected Taxpayers to file 

Federal income tax returns and make Federal income tax payments from April 15, 2021, 

to May 17, 2021, the period beginning on April 15, 2021, and ending on May 17, 2021, 

will be disregarded in the calculation of any interest, penalty, or addition to tax for failure 

to file the Federal income tax returns or to pay the Federal income taxes postponed by 

this notice.  Interest, penalties, and additions to tax with respect to such postponed 

Federal income tax filings and payments will begin to accrue on May 18, 2021. 

The postponement of the due date for filing these Federal income tax returns to 

May 17, 2021, also automatically postpones to the same date the time for Affected 

Taxpayers to make 2020 contributions to their individual retirement arrangements (IRAs 

and Roth IRAs), health savings accounts (HSAs), Archer Medical Savings Accounts 

(Archer MSAs), and Coverdell education savings accounts (Coverdell ESAs).  This 

postponement also automatically postpones to May 17, 2021, the time for reporting and 
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payment of the 10-percent additional tax on amounts includible in gross income from 

2020 distributions from IRAs or workplace-based retirement plans.  

Forms in the Form 5498 series must be filed with the IRS and furnished to 

participants and beneficiaries by the due date specified in General Instructions for 

Certain Information Returns (Forms 1096, 1097, 1098, 1099, 3921, 3922, 5498, and W-

2G).  Because filers of Form 5498 series are Affected Taxpayers, the due date for filing 

and furnishing the Form 5498 series is postponed to June 30, 2021.  The period 

beginning on the original due date of those forms and ending on June 30, 2021, will be 

disregarded in the calculation of any penalty for failure to file those forms.  Penalties 

with respect to such a postponed filing will begin to accrue on July 1, 2021. 

The relief provided in this section III.B for filing Federal income tax returns and 

paying Federal income taxes is available solely with respect to the Form 1040 series 

returns having an original due date of April 15, 2021, in respect of an Affected 

Taxpayer's 2020 taxable year, and the Form 5498 series returns that are due as 

described above.  Businesses and any other type of taxpayer who file Federal income 

tax returns on forms outside of the Form 1040 series are not Affected Taxpayers for 

purposes of the relief described in this section III.B.    

No extension is provided in this notice for the payment or deposit of any other 

type of Federal tax, including Federal estimated income tax payments, or for the filing of 

any Federal return other than the Form 1040 series and the Form 5498 series for the 

2020 taxable year. 
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C. Relief with Respect to Certain Claims for Refund 

Individuals with a period of limitations to file a claim for credit or refund of Federal 

income tax expiring on or after April 15, 2021, and before May 17, 2021, have until May 

17, 2021, to file those claims for credit or refund.  This postponement is limited to claims 

for credit or refund properly filed on the Form 1040 series or on a Form 1040-X.   

As a result of the postponement of the time for individuals to file claims for credit 

or refund of Federal income tax where the period to file that claim expires on or after 

April 15, 2021, and before May 17, 2021, the period beginning on April 15, 2021, and 

ending on May 17, 2021, will be disregarded in determining whether the filing of those 

claims is timely. 

IV. EXTENSION OF TIME TO PARTICIPATE IN THE ANNUAL FILING SEASON 

PROGRAM 

Revenue Procedure 2014-42, 2014-29 IRB 192, created a voluntary Annual 

Filing Season Program to encourage tax return preparers who do not have credentials 

as practitioners under Treasury Department Circular No. 230 (Regulations Governing 

Practice before the Internal Revenue Service) to complete continuing education courses 

for the purpose of increasing their knowledge of the law relevant to Federal tax returns.  

Tax return preparers who complete the requirements in Rev. Proc. 2014-42 receive an 

annual Record of Completion.  Under Rev. Proc. 2014-42, applications to participate in 

the Annual Filing Season Program for the 2021 calendar year must be received by April 

15, 2021.  In light of the relief granted in section III of this notice, the 2021 calendar year 

application deadline is postponed to May 17, 2021. 
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V. CONTACT INFORMATION 

The principal author of this notice is Jennifer Auchterlonie of the Office of 

Associate Chief Counsel, Procedure and Administration.  For further information 

regarding this notice, you may call (202) 317-5436 (not a toll-free call).  
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�������	���	�������	������	������	����	�	���
�� ¡¢	�£¤¥¦§̈�	¦©©ª¢«¬	®¢¡©¡¢¢¡«	¬¡� ª« 	�̄¤

°�	±������	²���	���	³���	��	��	���	��	±��́����²	�����² °�	±��́����²	�����²	³��	�����µ��¶��

��·��	̧���¹	³����	³��	���³���²	º»��º	��	º¼́	���	½���²	���	���	��±�	�́	¶µ���	½������	�����²	���µ��¶��¾	³���²���	³���	��	���	�	²µ́́�����	�����²	����	������	½��������	��µ�¹¾	��	���¿º



�������� ���	
������	��	���	����	��������������	��������	�����	�	��� �����	!	�""

�����#��$$$%&��%����$����'������'����(����� �')�����&��'�������'��'���')���'�������������'��������'�����'*'��� ������+ ��,(������-�""'���. /��0
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Uninsured under the ACA and Implications of 
Recent Growth in the Uninsured Rate  

 
Michael Karpman, Teresa A. Coughlin, and Rachel Garfield 

Summary  
The increase in the uninsured rate in recent years, as well as loss of coverage during the pandemic, has 

led to attention on the consequences of being uninsured. The need for medical care to test, treat, or 

prevent COVID-19 has also highlighted the potential consequences of uncompensated care for uninsured 

people. Uncompensated care costs occur because, although people who are uninsured use less care 

than people with coverage, most who are uninsured have limited income or resources and cannot afford 

the high cost of medical care, if and when they do need or use health care.  

To understand the potential implications of coverage shifts for uncompensated care, this analysis uses 

the Medical Expenditure Panel Survey (MEPS) to examine how uncompensated care costs for the 

uninsured changed following implementation of the ACA’s coverage provisions in 2014. We define 

uncompensated care as costs not covered by the individual’s health insurance (if they had insurance at 

some point in the year) or out-of-pocket payments. We consider uncompensated care across a wide 

range of services and settings and compare average annual costs over two time periods, 2011-2013 and 

2015-2017, to assess the effect of the ACA’s major coverage expansion. We also examine changes in 

sources of payment for uncompensated care costs between the two periods. Key findings include:  

• Reflecting a significant decline in the share and number of people who were uninsured at any point in 

the year, the average annual share of nonelderly individuals who had any uncompensated care costs 

fell by more than a third following ACA implementation, going from 7.3 percent in 2011-2013 down to 

4.8 percent in 2015-2017. This change represents a decline in the number of people with 

uncompensated care costs from 20.2 million to 13.1 million. 

• Correspondingly, the aggregate annual cost of uncompensated care provided to uninsured individuals 

dropped by a third following implementation of the ACA’s coverage provisions, from an average of 

$62.8 billion per year in 2011-2013 to $42.4 billion in 2015-2017. The cost of implicitly subsidized 

uncompensated care—or care that had no payment source, including a non-health insurance 

source—dropped from $21.6 billion to $15.1 billion per year on average before and after the ACA, 

respectively. 

• Despite declines in total amounts, the distribution of total aggregate spending for the uninsured 

(including amounts paid out-of-pocket and expenses uncompensated) was similar across the two 

https://www.kff.org/policy-watch/limitations-of-the-program-for-uninsured-covid-19-patients-raise-concerns/
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periods, with the majority (approximately 70%) uncompensated and about 20% paid out of pocket by 

uninsured people both before and after the ACA. 

• Uncompensated care costs declined across most provider and service types, and the distribution of 

costs of uncompensated care by service type was similar both before and after the ACA, with 

hospitals continuing to be the site of care for approximately 60% of uncompensated care.  

While this analysis finds significant declines in uncompensated care across providers and services 

following the ACA coverage expansions, the nation still faces sizable uncompensated care costs. As 

detailed elsewhere, while providers incur significant costs in caring for the uninsured, the bulk of their 

costs are compensated through a web of complex funding streams that are financed largely with public 

dollars. However, these approaches may be inefficient, may not target funds to providers with the most 

uncompensated care, or may still leave uninsured people with bad debt, credit issues, or even 

bankruptcy. Provider charity covers some of the remaining uncompensated care costs, and a very small 

share, estimated to account for less than one percent of private insurance payments, is potentially 

covered through cost-shifting to those with private insurance. Even before the pandemic, the uninsured 

rate in the United States had ticked up in recent years; potential losses of coverage due to pandemic-

related job loss could exacerbate these losses and reverse to some extent the significant coverage gains 

seen since the full implementation of the ACA in 2014. At the same time, recent efforts – including 

reopening of ACA enrollment by the Biden Administration and enhanced premium subsidies and new 

incentives for states to expand Medicaid under the American Rescue Plan – could increase the number of 

people covered. 

Introduction 
The economic downturn caused by the COVID-19 pandemic could potentially lead to more people in the 

United States being uninsured. In addition to posing challenges to these individuals’ ability to access 

needed health care and be protected from medical debt, rising uninsured rates could exacerbate issues 

with uncompensated care costs associated with providing health care to the uninsured. Though uninsured 

people use less care than their insured counterparts, when they do use care and cannot pay for it 

themselves, the cost of that care is uncompensated.  Providers may absorb these costs as bad debt or 

tap into other funding sources to cover some of the costs. However, these approaches may be inefficient, 

may not target funds to providers with the most uncompensated care, or may still leave uninsured people 

with bad debt, credit issues, or even bankruptcy.  

Over the years, the federal government, states, and localities have devoted considerable resources to 

pay providers for care they provide to uninsured patients through several program efforts (e.g., 

community health centers, Veterans Health Administration, and indigent care programs) and also through 

direct financial support (e.g., Medicaid Disproportionate Share Hospital (DSH) payments, and 

uncompensated care pools). However, the policy that has had the largest impact on reducing 

uncompensated care costs is arguably the enactment of the Affordable Care Act, which expanded health 

insurance coverage and helped shrink the nation’s uninsured rate to the lowest level in recorded history. 

Other research has documented declines in uncompensated care for specific types of providers, but to 

https://www.kff.org/uninsured/issue-brief/sources-of-payment-for-uncompensated-care-for-the-uninsured/
https://www.kff.org/uninsured/issue-brief/sources-of-payment-for-uncompensated-care-for-the-uninsured/
https://www.urban.org/research/publication/changes-health-insurance-coverage-due-covid-19-recession.
https://www.kff.org/policy-watch/how-has-the-pandemic-affected-health-coverage-in-the-u-s/
https://www.cdc.gov/nchs/data/nhis/earlyrelease/insur201805.pdf
https://www.healthaffairs.org/doi/full/10.1377/hlthaff.2015.1344
https://www.kff.org/medicaid/report/the-effects-of-medicaid-expansion-under-the-aca-updated-findings-from-a-literature-review/
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date there is no assessment of system-wide changes in uncompensated care for the uninsured after the 

ACA.  

In this brief, we look at how uncompensated care costs for the uninsured changed following 

implementation of the ACA’s major coverage provisions in 2014. Specifically, building on previous 

analyses, we use Medical Expenditure Panel Survey (MEPS) data to examine health care costs 

associated with care provided to uninsured people ages 0-64 before and after the ACA coverage 

provisions took effect. We also examine sources of payment for uncompensated care costs and the 

allocation of these costs across types of providers and services. Additional details on the methods 

underlying the analysis are in the Methods Overview below and in the technical appendix at the end of 

the brief.  

 

Methods Overview 

We use 2011-2017 data from the Medical Expenditure Panel Survey Household Component (MEPS-

HC), a nationally representative survey of the civilian noninstitutionalized population conducted by the 

Agency for Healthcare Research and Quality that collects detailed information on monthly health 

insurance coverage and health care utilization and spending. We focus on uncompensated care costs 

among people ages 0-64 who were uninsured for part or all of a given year during the study period, 

since nearly all adults ages 65 and older are covered by Medicare.  We estimate average annual per 

capita and total uncompensated care costs for nonelderly people before and after ACA 

implementation, pooling years of data for pre- and post-ACA implementation time periods (e.g., 2011-

2013 and 2015-2017) to increase the precision of our estimates.1 

We define uncompensated care as costs not covered by health insurance or out-of-pocket payments 

(see Figure 1). Our definition of uncompensated care includes two components. The first is alternative 

sources of payment, which include payments made on behalf of an uninsured person from sources 

other than comprehensive health insurance plans and out-of-pocket payments. These include 

payments from publicly run or regulated sources, such as VA and CHAMPVA, other federal sources 

(such as the Indian Health Service), other state and local sources (such as state and local health 

departments), and non-health insurance programs such as workers compensation. Alternative sources 

of payment also include payments from other private sources and unclassified sources (see appendix 

for details on these sources).  

https://www.healthaffairs.org/doi/full/10.1377/hlthaff.2013.1068
https://www.kff.org/uninsured/report/uncompensated-care-for-the-uninsured-in-2013-a-detailed-examination/
https://www.kff.org/health-reform/report/covering-the-uninsured-in-2008-a-detailed/
https://meps.ahrq.gov/data_stats/download_data_files_detail.jsp?cboPufNumber=HC-201
https://meps.ahrq.gov/data_stats/download_data_files_detail.jsp?cboPufNumber=HC-201
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The second component of our definition of uncompensated care is implicitly subsidized care, which 

represents care received by the uninsured not covered by a directly identifiable source of payment 

linked to an individual patient.  For example, when providers receive lower payments for treating an 

uninsured patient than they would have otherwise received if the patient was privately insured, we 

consider that implicitly subsidized care. Implicitly subsidized care may reflect charity care, private grant 

programs, medical debt, Medicaid DSH payments, state and local support for public hospitals, and 

other government spending.  Our estimates of implicitly subsidized care are based on a provider’s 

expected private payments for care if an uninsured patient had been privately insured minus any actual 

payments the providers received from the patient in out-of-pocket payments or payment from other 

private or unclassified sources.  More detail on the process for estimating these costs, including 

adjustments to reconcile differences between the MEPS-HC and the National Health Expenditure 

Accounts and to account for medical inflation and population growth, can be found in the technical 

appendix, along with specifics on the analysis and its limitations.  

Changes in the Number and Share of People with 
Uncompensated Care Costs 
Like prior research, we find that the uninsured rate among nonelderly individuals dropped 

significantly following implementation of the ACA’s coverage provisions. Based on analysis of 

MEPS, the average annual share of the nonelderly who were ever uninsured during the year in 2015-

2017 was 19.6 percent, down from 25.5 percent in 2011-2013. This represents a decline in the number of 

people who were uninsured at some point during the year from 70.7 million to 53.3 million over the period. 

We also found a similar decrease in the share of individuals uninsured for the full year (Table 1). 

Figure 1

Out of Pocket

Payments made by 
uninsured people to 

providers

Alternative 
Sources

Payments made for 
care for uninsured 
people by sources 
other than health 

insurance

Implicitly 
Subsidized

Costs incurred for 
care for uninsured 

people with no 
identifiable source 

of payment

Notes: Does not show some costs attributable to “other public,” which includes Medicaid payments for people not reported to be enrolled in Medicaid during the 

year.  Some of these reported payments may result from confusion between Medicaid and other state and local programs or may be for people not enrolled in 

Medicaid but presumed eligible by a provider who ultimately received payments from Medicaid. See methods for more detail. 

Definitions of Uncompensated Care for Uninsured People

Uncompensated Care

https://www.kff.org/uninsured/report/uncompensated-care-for-the-uninsured-in-2013-a-detailed-examination/
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Consistent with the decline in uninsured rates, we find that the average annual share of 

nonelderly individuals who had any uncompensated care costs significantly fell by more than a 

third following ACA implementation, going from 7.3 percent in 2011-2013 down to 4.8 percent in 2015-

2017. This change represents a decline in the number of people with uncompensated care costs from 

20.2 million to 13.1 million (Table 1). 

Table 1: Uninsurance and Uncompensated Care Among Nonelderly People Ages 0 to 64,  

2011-2013 and 2015-2017 
 

2011-2013 2015-2017 
 

 % # % #  

Uninsured in any month of the year1 25.5% 70,700,000 19.6% 53,300,000  *** 

Uninsured all months of the year2 14.7% 40,600,000 8.7% 23,700,000  *** 

Uninsured some months but not all months of 
the year2 

10.9% 30,100,000 10.9% 29,700,000   

Any uncompensated care during the year 7.3% 20,200,000 4.8% 13,100,000  *** 
1 Estimates for numbers uninsured or with any uncompensated care costs are rounded to the nearest 100,000.  All 
estimates are annual averages for each three-year period. 
2 For MEPS participants who were not in scope for all 12 months of the year, measures of uninsurance during the 
year are based on the months when they were eligible for the survey. 
*/**/*** Estimate is significantly different from estimate for 2011-2013 at the 0.10/0.05/0.01 level, using two-tailed 
tests. 
Source: Medical Expenditure Panel Survey-Household Component, 2011-2013 and 2015-2017 

 

Changes in Uncompensated Care Costs for Uninsured 
People  
Reflecting the decline in the uninsured rate, we find aggregate uncompensated care costs for the 

uninsured decreased by a third following implementation of the ACA’s coverage provisions.  

Uncompensated care costs include expenditures not covered directly by the individual’s health insurance 

(if they had any at some point in the year) or out-of-pocket spending. In 2015-2017, we estimate average 

annual aggregate uncompensated care costs for all uninsured (including full-year uninsured and for the 

periods when part-year uninsured lacked coverage) totaled $42.4 billion, down from $62.8 billion in 2011-

2013 (Figure 2). In both 2011-2013 and 2015-2017, about one-third of uncompensated care costs were 

implicitly subsidized, or not linked to a specific funding source; the balance was paid by alternative (non-

health insurance) sources, which included payments from federal programs (e.g., Indian Health Service), 

state and local governments, and other sources. 
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Despite declines in total amounts, the majority of aggregate expenses incurred by uninsured 

people were uncompensated in both 2011-2013 and 2015-2017.  The distribution of aggregate 

spending for the uninsured was similar across the two periods. Uncompensated care costs accounted for 

about 70 percent of total average annual medical expenditures for the uninsured estimated at $89.0 

billion and $58.7 billion, respectively, before and after ACA implementation. These totals reflect aggregate 

spending for the full-year uninsured and part-year uninsured for the periods when they lacked coverage. 

Through out-of-pocket payments, the uninsured themselves paid 21.8 percent ($12.8 billion) of the 

population’s annual average aggregate expenditures in 2015-2017. Remaining direct expenditures ($3.5 

billion, or 6.0 percent) in 2015-2017 was composed of other public spending.2  

Changes in Uncompensated Care Costs by Setting 
Uncompensated care costs fell by an equal percentage in hospital and community settings 

following the ACA, but hospitals continue to shoulder the majority of these costs (Table 2).  

Between 2011-2013 and 2015-2017, annual average uncompensated care costs dropped by about a third 

in both hospital settings (from $36.9 billion to $25.1 billion, a 32% decline) and community settings (from 

$19.7 billion to $13.4 billion, also a 32% decline). Hospitals, however, continued to bear the bulk of 

uncompensated care costs, likely reflecting both the high cost of hospital care and laws requiring 

hospitals to treat and stabilize all patients, regardless of insurance status. In 2015-2017, hospital 

uncompensated care costs totaled $25.1 billion, about 60 percent of overall uncompensated care costs. 

The balance of costs was incurred for community-based providers ($13.4 billion) and prescription drugs 

($3.9 billion). Among community-based providers, office-based visits to physicians, nurses, and physician 

assistants accounted for the largest share of uncompensated care costs, at about $7.1 billion.  

Figure 2

$21.6 
$12.8 

$4.6 

$3.5 

$41.1 

$27.4 

$21.6 

$15.1 

2011-2013 2015-2017

Implicitly Subsidized

Other Alternative Sources

Other Public*

Out-of-Pocket

Notes: All changes between two time periods statistically significant at the 0.01 level using two-tailed tests except change in other public spending, which was not 

significantly different between the two time periods. * Other public includes Medicaid payments for people not reported to be enrolled in Medicaid during the year.  

Some of these reported payments may result from confusion between Medicaid and other state and local programs or may be for people not enrolled in Medicaid 

but presumed eligible by a provider who ultimately received payments from Medicaid. 

Source: Medical Expenditure Panel Survey-Household Component, 2011-2013 and 2015-2017 

Uncompensated Care for the Nonelderly Uninsured by 

Payment Source, 2011-2013 versus 2015-2017
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$58.7 B
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Table 2: Uncompensated Care Costs for the Nonelderly (Age 0-64) Uninsured by Place and 
Type of Service, 2011-2013 and 2015-2017 

 2011-2013 2015-2017  

 $ Billions $ Billions  

Total uncompensated care costs $62.8 $42.4  *** 

Hospital settings $36.9 $25.1  *** 

Community settings $19.7 $13.4  *** 

Office-based visits $17.0 $10.8  *** 

Physician, nurses, physician assistants $12.0 $7.1  *** 

Other providers $5.0 $3.6  * 

Home health $0.3 $0.3   

Dental $1.9 $1.2  *** 

Other medical1 $0.4 $1.2  ** 

Prescription Drugs $6.2 $3.9  ** 
1 Other medical includes glasses and contact lenses, ambulance services, disposable supplies, and durable 
medical equipment. */**/*** Estimate is significantly different from estimate for 2011-2013 at the 0.10/0.05/0.01 
level, using two-tailed tests. 
Source: Medical Expenditure Panel Survey-Household Component, 2011-2013 and 2015-2017 

 

Changes in Uncompensated Care Per Capita Among the 
Nonelderly Uninsured 
Though aggregate uncompensated care has declined in the wake of the ACA, the share of health 

care spending that ends up uncompensated for those who remain uninsured did not decline 

following the ACA. On an average per capita basis, total spending among people who were uninsured 

at some point during the year (including spending while insured or uninsured) went from $2,720 in 2011-

2013 to $3,084 in 2015-2017 (Figure 3), with uncompensated care costs accounting for a third ($887) of 

average per capita costs before the ACA and about a quarter ($796) after the ACA. The distribution of 

spending that was out-of-pocket, covered by insurance or alternative sources while insured, and 

uncompensated shifted slightly after the ACA, largely due to the part-year uninsured (who have some 

payment through insurance in the months when they are insured) accounting for a larger share of the 

uninsured. When looking at average per capita costs among the full-year uninsured, nearly three quarters 

of their average per capita spending was uncompensated care in both periods, with out-of-pocket 

spending constituting the majority of their remaining expenditures both before and after the ACA (Figure 

3).  

As in the past, people who are uninsured for the full year have much lower health care spending 

from all sources than those with coverage for some or all of the year. As shown in Table 1 (above), 

most people who are uninsured at some point during the year do not have any uncompensated care 

when they are uninsured. Many delay or avoid using care, even when needed, and others may use care 

but pay out of pocket for that care. In addition, on an average per capita basis, uninsured people had 

significantly lower per capita spending than the full-year insured, which was estimated to be an average 

of $5,591 in 2015-2017 (data not shown). Among the uninsured, per capita spending was twice as high 

for those who were uninsured for only part of the year compared to those who were uninsured all year 

https://www.kff.org/uninsured/issue-brief/key-facts-about-the-uninsured-population/
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both before and after the ACA (Figure 3). The higher spending of the part-year uninsured is due to their 

spending while insured, which accounted for the majority of their expenditures. 

 

Looking Ahead 
The ACA brought about a significant decline in provider uncompensated care costs in caring for the 

uninsured. This result was anticipated given the major coverage expansion afforded by the ACA. 

However, the ACA did not offer universal health insurance coverage and not all states adopted the 

Medicaid expansion. As a consequence, while uncompensated care costs declined by nearly a third 

following implementation of the ACA’s major coverage provisions in 2014, these costs continue to be 

considerable. We estimate uncompensated care costs totaled $42.4 billion in 2015-2017, with $15.1 

billion of those costs implicitly subsidized, or not tied to any payment source such as non-health 

insurance sources of payment.  

Importantly, multiple programs sponsored by federal, state, and local governments help health care 

providers offset a sizable share of these costs. However, these approaches may be inefficient, may not 

target funds to providers with the most uncompensated care, or may still leave uninsured people with bad 

debt, credit issues, or even bankruptcy.  Provider charity covers some of the remaining uncompensated 

care costs, and a very small share, estimated to account for less than one percent of private insurance 

payments, is potentially covered through cost-shifting to those with private insurance. Research 

examining trends in private hospital payments and changes in the uninsured, as well as research 

examining private insurance payment rates and market power among large hospitals with high uninsured 

Figure 3
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$290 
$330 
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Notes: Includes both full-year uninsured and part-year uninsured. Estimates are adjusted to reconcile differences in MEPS and NHEA spending totals, converted to 

constant 2017 dollars based on the Personal Health Care Expenditures components and the CPI for prescription drugs, and adjusted for changes in population. 

*Uncompensated care includes both implicitly subsidized care and care covered by an alternative source of payment while uninsured. 

Source: Medical Expenditure Panel Survey-Household Component, 2011-2013 and 2015-2017.
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https://www.healthaffairs.org/doi/full/10.1377/hlthaff.2012.1019
https://www.kff.org/health-reform/state-indicator/state-activity-around-expanding-medicaid-under-the-affordable-care-act/?currentTimeframe=0&sortModel=%7B%22colId%22:%22Location%22,%22sort%22:%22asc%22%7D
https://www.kff.org/uninsured/issue-brief/sources-of-payment-for-uncompensated-care-for-the-uninsured/
https://www.kff.org/uninsured/issue-brief/sources-of-payment-for-uncompensated-care-for-the-uninsured/
https://www.nap.edu/read/10719/chapter/5#57
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patient mix, has not found a consistent, close link between the uninsured and increase private payment 

rates to offset uncompensated care costs.  

Uncompensated care costs may be on the rise. Since 2017, the last year of our study period, the 

uninsured rate increased both in 2018 and 2019, growing by a million and a half people during that two-

year period, which likely brought about an uptick in uncompensated care costs. Further, the widespread 

job losses resulting from the COVID-19 pandemic in 2020 threaten to put health insurance coverage at 

risk for millions of workers and their families.  As of February 2021, the unemployment rate stood at 6.2 

percent, nearly double the pre-pandemic level, and many workers have left the labor force. While many 

who lose employer coverage could become eligible for Medicaid or ACA marketplace subsidies, some 

may not enroll, and others may continue to be ineligible for coverage. The need for medical care to test, 

treat, or prevent COVID-19 has also highlighted the potential consequences of uncompensated care for 

uninsured people.  

A rise in uncompensated care costs is always a concern but particularly so now given that the expected 

increase in these costs occurs at a time when state and local governments face declining revenues 

because of the pandemic-induced recession. A drop in revenues could jeopardize funding for existing 

programs that help offset uncompensated care costs, just as some providers have incurred significant 

financial losses from COVID-19. While the federal government has made provider relief funds available to 

reimburse providers for treating patients with COVID-19, there is no guaranteed allotment of funds for 

uninsured patients, and limited funds have been paid out to offset costs for uninsured patients to date.  

Given the heightened need for health care among many due to the pandemic, additional coverage loss at 

a time of shrinking resources to cover health care expenses could further challenge the ability of the 

health care system to meet needs. At the same time, recent efforts – including reopening of ACA 

enrollment by the Biden Administration and enhanced premium subsidies and new incentives for states to 

expand Medicaid under the American Rescue Plan – could increase the number of people covered and 

put reduced pressure on providers and government sources of financing for uncompensated care. 

Technical Appendix 
 
In this appendix, we provide a more detailed description of our study data, methods, and limitations, 

including our approach for estimating uncompensated care costs.   

Data 
We use 2011-2017 data from the Medical Expenditure Panel Survey Household Component (MEPS-HC), 

a nationally representative survey of the civilian noninstitutionalized population conducted by the Agency 

for Healthcare Research and Quality.  The MEPS-HC collects detailed information on monthly health 

insurance coverage and health care utilization and spending. Expenditure data reported by MEPS-HC 

participants are validated using information collected through the MEPS Medical Provider Component 

https://www.urban.org/research/publication/health-insurance-coverage-declined-nonelderly-americans-between-2017-and-2018-leaving-nonexpansion-states-further-behind
https://www.kff.org/uninsured/issue-brief/key-facts-about-the-uninsured-population/
https://www.bls.gov/news.release/archives/empsit_03052021.pdf
https://www.bls.gov/news.release/archives/empsit_03052021.pdf
https://www.kff.org/policy-watch/limitations-of-the-program-for-uninsured-covid-19-patients-raise-concerns/
https://www.kff.org/policy-watch/limitations-of-the-program-for-uninsured-covid-19-patients-raise-concerns/
https://www.taxpolicycenter.org/taxvox/covid-19-pandemic-could-slash-2020-21-state-revenues-200-billion
https://www.kff.org/policy-watch/limitations-of-the-program-for-uninsured-covid-19-patients-raise-concerns/
https://meps.ahrq.gov/data_stats/download_data_files_detail.jsp?cboPufNumber=HC-201
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(MPC), which follows up with a sample of respondents’ health care providers and pharmacies to collect 

information on charges and payments.  MPC data are used to edit and impute spending in the MEPS-HC. 

Definition of Uncompensated Care Costs 
We identify uninsured patients’ spending that reflects uncompensated care costs, which include 

payments made on behalf of an uninsured person from sources other than comprehensive health 

insurance plans and out-of-pocket payments.  Our definition of uncompensated care costs includes two 

components: 1) alternative sources of payment for care and 2) implicitly subsidized care.  Below we 

describe how we identify spending while uninsured; define uninsured spending from alternative sources; 

calculate implicitly subsidized care; and apply adjustments to the data to reconcile differences in 

estimated expenditures between the MEPS-HC with the National Health Expenditure Accounts (NHEA) 

and to account for inflation and population growth. 

IDENTIFYING SPENDING WHILE UNINSURED 

We consider spending for medical events (e.g., provider visits, prescription fills) to be uninsured if the 

person was not insured in the month when the event occurred and the spending was not covered by 

private insurance (including TRICARE), Medicare, or Medicaid/CHIP.  We merge monthly insurance 

status data from the MEPS-HC full-year consolidated file to each medical event file to determine whether 

individuals were uninsured when the event occurred.  We calculate spending while uninsured for the 

following medical events:3 

• Prescription drugs 

• Hospital inpatient stays 

• Hospital emergency room visits 

• Hospital outpatient visits 

• Office-based physician visits, including visits to physician-supervised health care professionals 

such as nurse practitioners and physician assistants 

• Office-based non-physician provider visits 

• Home health visits 

• Dental visits 

• Other medical expenses, which includes spending on durable medical equipment, disposable 

medical supplies, ambulance services, and vision care 

 

For most types of medical events, we use the event month to determine coverage status at the time of 

care.  For hospital inpatient stays, we use coverage status based on the month of the beginning of the 

stay.  For prescription medicines, we link the prescription fills to other medical events (if applicable) and 

base coverage status on the month of those events.  For prescribed medicines that cannot be linked to 

other events and for “other” medical expenses in which event month is unavailable, we randomly assign 

the drug fill or expense to a month within the survey round and year in which the fill or expense occurred.  
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This approach allows us to assess total uninsured and insured spending by service and payer for people 

who were uninsured for part or all of the year. 

DEFINING UNINSURED SPENDING FROM ALTERNATIVE SOURCES 

Alternative sources of payment include the following payments made for care while uninsured: 

• VA or CHAMPVA 

• Other federal sources, including Indian Health Service, military treatment facilities, and other care 

provided by federal government 

• Other state and local sources, including community clinics, state and local health departments, 

and state programs other than Medicaid 

• Workers compensation 

• Other private sources, including private insurance payments reported for people without 

comprehensive private health insurance coverage during the year 

• Other unclassified sources, including auto, homeowners, and liability insurance and other 

unknown sources 

 

Private insurance coverage in the MEPS-HC is defined as having a major medical plan covering hospital 

and physician services.  Some payments classified as “other private” may be from single-service plans.   

Our definition of alternative sources excludes “other public” spending reported in the MEPS, which 

represents Medicaid payments for people not reported to be enrolled in Medicaid during the year.  Some 

of these reported payments may result from confusion between Medicaid and other state and local 

programs or may be for people not enrolled in Medicaid but presumed eligible by a provider who 

ultimately received payments from Medicaid.   

We assume that payment from alternative sources are negotiated between payers and providers such 

that any difference between charges and payments represent a contractual discount accepted by the 

provider.  Therefore, there is no implicit subsidy for care covered by these sources.   

CALCULATING IMPLICITLY SUBSIDIZED CARE 

As noted in the brief, our estimates of implicitly subsidized care are based on the expected private 

payments for care if an uninsured person was privately insured minus their actual payments made out-of-

pocket and from other private or unclassified sources.   

We first sum the total charges and payments for each service, excluding prescription medicines, among 

full-year privately insured nonelderly people with no reported public coverage or public spending during 

the year.  We then take the ratio of average total payments to average total charges for each service.  

This payment-to-charge ratio represents the average share of charges for each service that we would 

expect to be covered by private insurance.  We do not calculate a payment-to-charge ratio or implicitly 

subsidized care for prescription drugs because the MEPS-HC does not provide data on charges. 

https://meps.ahrq.gov/data_stats/download_data_files_detail.jsp?cboPufNumber=HC-201
https://meps.ahrq.gov/data_stats/download_data_files_detail.jsp?cboPufNumber=HC-201


Declines in Uncompensated Care Costs for The Uninsured under the ACA and Implications of Recent Growth in the 
Uninsured Rate 

12 

 

Next, we identify uninsured spending for each service that is eligible for implicitly subsidized care among 

people who were uninsured for part or all of the year.  Eligible charges and payments are based on 

whether the service was only paid for out-of-pocket and/or covered by other private or unidentified 

sources.  Charges and payments while uninsured are considered ineligible if fully or partially covered by 

Medicare, Medicaid, private insurance, other public sources, or other indirect sources.   

For each service, we multiply the total eligible charges while uninsured by the privately insured payment-

to-charge ratio to calculate the expected payment for the service if the uninsured person was privately 

insured.  We then subtract actual out-of-pocket or private payments from expected privately insured 

payments for each service; this difference represents implicitly subsidized care.   

APPLYING NHEA, INFLATION, AND POPULATION ADJUSTMENTS 

The MEPS-HC captures less aggregate medical spending than the National Health Expenditure Accounts 

(NHEA) data, even after accounting for difference in populations and medical expenditure categories 

across sources. We adjust expenditures by payer and service type to more closely reflect NHEA 

aggregate expenditure totals based on adjustment factors developed by Bernard et al. for reconciling 

MEPS and NHEA expenditures in 2012. Adjustment factors are available for the following payers: private 

insurance, Medicare, Medicaid, defense, VA, and workers’ compensation; no adjustment is made for 

other public payers and other sources.  We also do not adjust out-of-pocket expenditures, which is not 

measured directly in the NHEA but is instead a residual category of expenditures.  We instead assume 

out-of-pocket expenditures reported in the MEPS-HC are more accurate.  Consistent with this approach, 

NHEA adjustments for implicitly subsidized care are calculated only for the share of eligible uninsured 

spending paid by other private insurance because there is no adjustment for out-of-pocket spending or 

spending from other unclassified sources.  For each payer, NHEA adjustments are made for the following 

service categories: hospital, physician, non-physician providers, dental care, home health care, 

prescription drugs, and other medical equipment. 

We inflate all spending to constant 2017 dollars for each service type based on appropriate price indices.  

We use the Personal Health Care Expenditure components of the NHEA for hospital care, 

physician/clinical services, other professional services, dental care, home health care, and durable 

medical equipment.  We adjust prescription drug spending for inflation using the Consumer Price Index 

for prescription drugs.  After these adjustments are made, we sum implicitly subsidized care and indirect 

uninsured spending across payment sources and service types to calculate uncompensated care costs 

overall, by payer, and by service type.  We apply the same NHEA and inflation adjustments to insured 

spending.  Finally, we adjust all estimates to account for population growth based on Census Bureau 

population projections for 2017 so that estimated changes over time in medical expenditures are not driven by changes in 

population.  

Analysis and Limitations 
We compare average annual per capita and total uncompensated care costs for nonelderly people ages 0 

to 64 between 2011-2013 and 2015-2017, the periods just before and just after implementation of the 

https://meps.ahrq.gov/data_files/publications/workingpapers/wp_17003.pdf
https://meps.ahrq.gov/data_files/publications/workingpapers/wp_17003.pdf
https://meps.ahrq.gov/about_meps/Price_Index.shtml
https://www.census.gov/data/tables/time-series/demo/popest/2010s-national-total.html
https://www2.census.gov/programs-surveys/popest/tables/2000-2010/intercensal/national/


Declines in Uncompensated Care Costs for The Uninsured under the ACA and Implications of Recent Growth in the 
Uninsured Rate 

13 

 

ACA’s major coverage provisions in 2014.  We pool three years of data in each period to increase the 

precision of our estimates.  All analyses use survey weights and survey design variables to calculate 

standard errors that reflect the complex design of the MEPS. 

Though approximately one-third of self-reported expenditures in the MEPS-HC are validated based on 

the MPC, there is still potential for measurement error in estimated expenditures and the MPC does not 

collect spending data from dental providers, non-physician providers, or medical equipment.  Studies 

have also found measurement error in self-reported health insurance coverage in the MEPS, which may 

affect our estimates of spending among the uninsured and, consequently, uncompensated care costs.  

 
Michael Karpman and Teresa A. Coughlin are with the Urban 
Institute. Rachel Garfield is with KFF.  
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Endnotes 
 

 
1 We exclude 2014 from our analysis of uncompensated care costs in the pre- and post-ACA periods 
because it is a transition year when the ACA’s major coverage provisions were implemented.   

2 MEPS identifies these expenditures as Medicaid payments that were made for individuals not reported 
to be enrolled in the program at any time during the year. Some of these reported payments may result 
from confusion between Medicaid and other state and local programs or may be for people not enrolled in 
Medicaid but presumed eligible by a provider who ultimately received payments from Medicaid.  Agency 
for Healthcare Research and Quality, MEPS HC-201: 2017 Full-Year Consolidated Data File (Rockville, 
MD: Agency for Healthcare Research and Quality, August 2019), 
https://meps.ahrq.gov/data_stats/download_data_files_detail.jsp?cboPufNumber=HC-201. 

3 Because the MEPS is a survey of the civilian noninstitutionalized population, it does not collect 
expenditure data for some services, such as long-term care provided in institutional settings and 
residential treatment for mental health and substance use disorders. 

https://meps.ahrq.gov/data_stats/download_data_files_detail.jsp?cboPufNumber=HC-201
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How Might State Medicaid and 
Other Health Programs Be Affected 
in the Pandemic’s Aftermath? 
Shortly after the novel coronavirus appeared in the United States in January 2020, 

policymakers began forecasting what dire consequences would ripple through society. 

The number of deaths from COVID-19 was expected to be large, but few could have 

imagined more than half a million lives would be lost one year after the pandemic 

started.1 Experts more accurately predicted the pandemic’s immediate toll on the 

economy, understanding that social distancing would require shutting down large 

sectors of the economy for extended periods and would therefore lead to significant job 

losses.2 Many believed these job losses would lead to similarly large losses of job-related 

health coverage and cause spikes in either uninsurance rates or Medicaid enrollment 

(Gangopadhyaya and Garrett 2020). Health systems would be significantly strained by 

the need to treat the hundreds of thousands of people stricken by the virus while also 

experiencing steep declines in utilization (and by extension revenue) of most health 

services, as consumers avoided interactions that might expose them to the virus (Cox, 

Kamal, and McDermott 2021). Similarly, public health systems would be forced to 

redeploy human and financial resources to support COVID-19 outreach, education, 

testing, and contact tracing (Krisberg 2020). From a fiscal standpoint, many assumed 

that state and federal revenues would plummet as tax collections shrank because of the 

pandemic, straining budgets for public services just as demands on the health and 

human services safety net skyrocketed (Dadyan 2020; McNichol and Leachman 2020). 

Though many of these predictions have come true, a much more nuanced and variable picture of the 

pandemic’s effects is emerging. COVID-19 infection and death rates have been devastating but have 

varied by state, owing, in part, to states’ inconsistent efforts to enforce risk-mitigation rules 

surrounding public gatherings and mask wearing (Guy et al. 2021; Zhang and Warner 2020). In April 

2020, unemployment spiked by 10.3 percentage points to 14.7 percent, the highest rate and largest 

over-the-month increase in the history of US Bureau of Labor Statistics data (available back to January 

1948).3 But some sectors and workers have been hit much harder than others; those in the food and 
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beverage, entertainment, and hotel and travel sectors have suffered the most job losses, whereas many 

higher-income workers have been able to nearly seamlessly shift to remote work and remain employed. 

This latter effect has translated into more robust than expected income tax collections for the federal 

government and states with income taxes, meaning stress on state budgets varies considerably more 

than most predicted.4 Further, uninsurance rates appear not to have grown significantly in the past 

year, because employer-sponsored coverage losses have been largely offset by increases in Medicaid 

and Affordable Care Act (ACA) Marketplace enrollment.5 This is more true in states that expanded 

Medicaid under the ACA, successfully providing more Americans with coverage during the pandemic 

than states that opted not to expand Medicaid (Buettgens 2021).  

Federal financial relief has played a massive role in mitigating harm, infusing roughly $5.5 trillion 

into the economy over the past 12 months6—in the form of individual payments, payments to 

businesses, enhanced unemployment benefits, support for a range of health programs and activities, 

and direct aid to state, local, and tribal governments—which has certainly helped many individuals, 

businesses, and public-sector agencies weather the economic downturn (box 1).  

In this paper, we examine the effects of the pandemic on Medicaid and other health care programs 

and those programs’ future outlooks based on information gathered through interviews with health 

care stakeholders and comprehensive reviews of the literature. Our key findings are as follows: 

 A year ago, many predicted the pandemic’s economic effects would be devastating, but many of 

these predictions have not materialized. The economy has recovered better than many 

expected, state revenues have been higher than most expected, and huge infusions of federal 

assistance have bolstered individuals, businesses, and state and local governments. 

 States’ economic conditions vary considerably, however. State economies that depend on 

tourism, travel, and energy and that lack income taxes are in worse shape than those not 

dependent on such sectors and those with income taxes. Effects have varied dramatically 

across population groups as well; workers with low incomes, service industry workers, and 

communities of color have experienced higher unemployment, morbidity, and mortality rates 

during the pandemic. 

 Enhanced federal matching funds and the public health emergency's maintenance-of-effort 

(MOE) rules initially protected state Medicaid programs and beneficiaries. Other behavioral 

health, public health, and maternal and child health programs also received supplemental 

federal funds critical to their pandemic responses. Consequently, Medicaid and other health 

programs did not experience significant budget cuts in 2020. Some states reduced staff and 
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initiated furloughs to manage costs, and non-Medicaid health programs not protected by 

federal legislation faced real or proposed cuts, many of which were not implemented or have 

been reversed. 

 The pandemic has had far-reaching effects on how beneficiaries seek and how providers deliver 

health care services. Most Medicaid programs increased financial support and direct payments 

to providers experiencing steep revenue declines. And social distancing necessitated a shift to 

virtual operations and remote work for state program administrative staff, a transition 

described as smooth overall. 

 Experts interviewed in early 2021 predicted continuation of the pandemic-era status quo, at 

least for the year ahead. Their biggest concern at the time was whether additional federal 

assistance would be available for states and localities. With the passage of the American Rescue 

Plan Act and its $350 billion in state, local, and tribal government relief, that concern has been 

addressed, at least for now. 

 Experts seemed to think, or hope, expansions of health insurance coverage availability and 

improvements to the safety net could occur as policymakers use the experience of the 

pandemic to reimagine safety net programs to be nimbler, more equitable, more focused on 

prevention, and more holistic. Whether such advances occur will be important to monitor. 

In the following sections, we explore how Medicaid and other behavioral and public health 

programs responded to the pandemic and how the pandemic affected health care utilization and 

delivery systems. We then examine states’ budget responses, how those responses varied in 2020, and 

what stakeholders predict may unfold in the coming year as governors and state legislatures work to 

plan and balance their budgets for fiscal year 2022. We conclude with predictions of how, as vaccine 

rollout continues and the economy recovers, programs may evolve to be better prepared for another 

public health emergency. 

Research Methods 

Between December 2020 and February 2021, we conducted 14 individual and small-group interviews 

with 31 health program stakeholders to identify and examine key concerns about the implications of 

state budgets for health programs during the pandemic-prompted economic downturn. The 

stakeholders represented governors’ offices, state legislatures, and Medicaid, public health, behavioral 

health, maternal and child health, and long-term services and supports programs; and staff from policy 
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research organizations. Interview questions focused on the influence of the COVID-19 emergency on 

policy and practice for Medicaid and other health programs, as well as the budget-related risks and 

opportunities for health programs in and beyond 2021. We also conducted and periodically updated a 

comprehensive scan of publicly available information on state budgets during the pandemic from 

sources such as national policy and research organizations, professional organizations, and national and 

local news outlets. Our findings primarily reflect insights into and responses to the pandemic that 

emerged between March 2020 and March 2021.  

BOX 1 

COVID-19 Fiscal Relief Bills and Health Provisions Enacted during the Pandemic 

The Coronavirus Preparedness and Response Supplemental Appropriations Act, passed March 6, 

2020, provided $8.3 billion in emergency discretionary funding primarily to the Centers for Disease 

Control and Prevention (CDC) for COVID-19 vaccine research. It also provided states with grants and 

cooperative agreements.a  

The Families First Coronavirus Response Act, passed on March 18, 2020, provided small and 

midsize employers refundable tax credits that reimbursed them for providing paid sick and family leave 

wages to their employees. It also gave states $1 billion for emergency transfers to pay for 

unemployment benefits.  

 Regarding health policy provisions, the law also authorized a 6.2 percentage-point increase to 

Medicaid’s federal medical assistance percentage for states that agreed to maintenance-of-

effort rules prohibiting disenrollment of beneficiaries who were in the program when the 

federal public health emergency was declared.b It also provided $1.2 billion to cover the costs of 

COVID-19 testing and required all commercial insurers, Medicaid, and the Children’s Health 

Insurance Program to cover testing and diagnosis for COVID-19 without patient cost-sharing.c  

The Coronavirus Aid, Relief, and Economic Security (CARES) Act, passed March 27, 2020, 

provided an estimated $2 trillion stimulus package to battle the pandemic’s harmful effects. It included 

a $150 billion Coronavirus Relief Fund for state, local, and tribal governments (allocated by population 

shares) for expenditures incurred because of COVID-19. It also expanded unemployment insurance 

from three to four months and provided a temporary supplemental $600 in unemployment 

compensation a week; established a $500 billion lending fund for businesses, cities, and states; and 

provided a $1,200 direct payment to many Americans and $500 for each dependent child, among many 

other provisions.c The CARES Act also established the Paycheck Protection Program to provide loans to 

small businesses as an incentive to keep workers on payroll.d 

 The CARES Act also included the following health provisions: $127 billion for a Public Health 

and Social Services Emergency Fund, which provided grants to hospitals, public entities, 

nonprofit entities, and Medicare- and Medicaid-enrolled providers; $16 billion for the Strategic 
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National Stockpile, which supports procurement of personal protective equipment, ventilators, 

and other medical supplies; $11 billion for vaccines, diagnostics, and other medical needs; $4.3 

billion for the CDC and its public health preparedness and response efforts; $425 million to the 

Substance Abuse and Mental Health Services Administration to address mental health and 

substance use disorder needs growing from the pandemic; $50 million for suicide prevention; 

$100 million in flexible funding to address mental health, substance use disorders, youth needs, 

and homelessness; and $200 million to the Centers for Medicare & Medicaid Services.e 

The Paycheck Protection Program and Health Care Enhancement Act, passed in April 2020, 

provided an additional $310 billion to the Paycheck Protection Program, $75 billion in aid to (mostly) 

hospitals and other health care providers, $25 billion for COVID-19 testing capacity, and $60 billion in 

small business disaster loans.f 

 The act’s health care provisions included $75 billion to support hospital and other providers via 

a new Provider Relief Fund and $25 billion to enhance states’ capabilities to conduct COVID-19 

testing and contact tracing. 

The Consolidated Appropriations Act, 2021, passed at the end of 2020, included $900 billion in 

COVID-19 relief and for direct payments to individuals, an extension of the Paycheck Protection 

Program, education funding, and restoration of earlier enhancements to unemployment insurance 

payments.  

 The bill’s health care provisions included a one-time, one-year 3.75 percent increase in the 

Medicare physician fee schedule and funding for a national campaign to increase awareness 

and knowledge of the safety and effectiveness of vaccines for the prevention and control of 

diseases, including COVID-19.  

The American Rescue Plan, passed March 11, 2021, provided an additional $1.9 trillion, including 

money for direct payments to individuals; $350 billion in direct aid to state, local, and tribal 

governments to cover increased expenditures, replenish lost revenue, and mitigate economic harm 

from the pandemic; extensions of unemployment benefits; expansions of tax credits (child tax credit, 

earned income tax credit, and child and dependent care tax credit); and additional support for K–12 

schools and higher education institutions.g 

 The bill’s health care provisions included $8.5 billion to the CDC for vaccine activities; $47.8 

billion for COVID-19 testing and tracing; $7.7 billion for state, local, and territorial public health 

departments to establish, expand, and sustain their public health workforce; $7.6 billion for 

community health centers; $3 billion for block grant programs under the Substance Abuse and 

Mental Health Services Administration; $6.1 billion to the Indian Health Service; $200 million 

to support COVID-19 infection control in skilled nursing facilities; and $250 million for “strike 

teams” to assist skilled nursing facilities.h  

 One of the bill’s key Medicaid provision is a new, temporary fiscal incentive to encourage 

Medicaid expansion in the 12 states that have not yet adopted expansion under the ACA as of 

this writing.i On top of the regular 90 percent federal matching rate for the Medicaid expansion 



 6  H O W  M I G H T  S T A T E  H E A L T H  P R O G R A M S  B E  A F F E C T E D  I N  T H E  P A N D E M I C ’ S  A F T E R M A T H ?  
 

population, states that expand now can also receive a 5 percentage-point increase in their 

federal matching rate for two years after the expansion takes effect. The American Rescue Plan 

also gives states a new option to extend Medicaid coverage for postpartum women from the 

current 60 days following birth to a full year. States can also receive a 10 percentage-point 

increase in federal matching funds for Medicaid home- and community-based services from 

April 1, 2021, through March 30, 2022. Beginning April 1, 2021, the law provides 100 percent 

federal matching funds for two years for services received through Urban Indian Health 

Programs and the Native Hawaiian Health Care Systems Program. Finally, the new law provides 

$8.5 billion in fiscal year 2021 for provider relief fund payments to rural Medicaid, CHIP, and 

Medicare providers (Musumeci 2021). 

a Erlinda A. Doherty, “Phases of Federal Financial Response to Coronavirus for States,” National Conference of State Legislatures 

(NCSL) blog, April 30, 2020, https://www.ncsl.org/blog/2020/04/30/phases-of-federal-financial-response-to-coronavirus-for-

states.aspx. 
b Doherty, “Phases of Federal Financial Response to Coronavirus for States”; and “COVID-19 Frequently Asked Questions (FAQs) 

for State Medicaid and Children’s Health Insurance Program (CHIP) Agencies,” Medicaid.gov, last updated January 6, 2021, 

https://www.medicaid.gov/state-resource-center/downloads/covid-19-faqs.pdf.  
c NCSL, “Summary of HR 6201—Families First Coronavirus Response Act” (Washington, DC: NCSL, n.d.). 
d NCSL, “Summary of HR 6201—Families First Coronavirus Response Act.” 
e “COVID-19 Stimulus Bill: What It Means for States,” NCSL, April 2, 2020, https://www.ncsl.org/ncsl-in-dc/publications-and-

resources/coronavirus-stimulus-bill-states.aspx; “Unemployment Insurance Relief during COVID-19 Outbreak,” US Department 

of Labor, accessed April 15, 2021, https://www.dol.gov/coronavirus/unemployment-insurance; and Mary Williams Walsh, “Virus 

Did Not Bring Financial Rout That Many States Feared,” New York Times, March 1, 2021, 

https://www.nytimes.com/2021/03/01/business/covid-state-tax-revenue.html?referringSource=articleShare.  
f “COVID-19 Stimulus Bill: What It Means for States,” NCSL; and Teresa A. Coughlin, Christal Ramos, and Haley Samuel-Jakubos, 

“Safety Net Hospitals in the COVID-19 Crisis: How Five Hospitals Have Fared Financially” (Washington, DC: Urban Institute, 

2020) 
g “Paycheck Protection Program,” US Small Business Administration, accessed April 15, 2021, https://www.sba.gov/funding-

programs/loans/covid-19-relief-options/paycheck-protection-program; and Doherty, “Phases of Federal Financial Response to 

Coronavirus for States.” 
h “American Rescue Plan Act of 2021,” NCSL, March 9, 2021, https://www.ncsl.org/ncsl-in-dc/publications-and-

resources/american-rescue-plan-act-of-2021.aspx. 
i “American Rescue Plan Act of 2021,” NCSL. 
j “Status of State Medicaid Expansion Decisions: Interactive Map,” Kaiser Family Foundation, April 13, 2021, 

https://www.kff.org/medicaid/issue-brief/status-of-state-medicaid-expansion-decisions-interactive-map/.  
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https://www.ncsl.org/documents/statefed/Corona_Virus_FYI_032020.pdf
https://www.ncsl.org/ncsl-in-dc/publications-and-resources/coronavirus-stimulus-bill-states.aspx
https://www.ncsl.org/ncsl-in-dc/publications-and-resources/coronavirus-stimulus-bill-states.aspx
https://www.dol.gov/coronavirus/unemployment-insurance
https://www.nytimes.com/2021/03/01/business/covid-state-tax-revenue.html?referringSource=articleShare
https://www.urban.org/sites/default/files/publication/103483/safety-net-hospitals-in-the-covid-19-crisis-how-five-hospitals-have-fared-financially_0_0.pdf
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How State Medicaid and Other Health Programs 
Responded to the Pandemic 

State Medicaid and other health programs, including those focused on public health, mental health, 

substance use treatment, and maternal and child health, received considerable assistance through 

various provisions in the six federal relief bills passed since the pandemic began (box 1). Highlights of 

this federal support include a 6.2 percentage-point increase in federal Medicaid matching funds in 

return for a maintenance-of-effort (MOE) requirement forbidding states from disenrolling beneficiaries 

during the public health emergency; billions of dollars in grants and direct payments to providers; large 

investments in public health capacity to provide COVID-19 testing, contact tracing, and vaccine 

distribution; billions of dollars in expansions of the Substance Abuse and Mental Health Block Grant; 

and new financial incentives for states to expand Medicaid coverage to single adults and postpartum 

women. 

States also benefited from additional flexibility granted to them by the federal agencies that set 

policies and help administer their programs. According to our key informants, the US Department of 

Health and Human Services acted quickly at the outset of the pandemic to issue guidance for states that 

allowed health programs to respond more nimbly and effectively to the crisis. For instance, guidance for 

Medicaid took the form of numerous letters to state Medicaid directors and other health officials. These 

ranged from a March 2020 letter introducing a new waiver authority available to help states adjust their 

programs to pandemic conditions7 to, more recently, guidance issued in late December 2020 on 

planning for the eventual return to regular operations at the conclusion of the public health emergency 

(table 1).8 Near the start of the pandemic, the Department of Health and Human Services and the Office 

of Civil Rights also implemented several good faith HIPAA waivers meant to advance data sharing and 

telehealth while limiting provider burdens. These waivers allow HIPAA-covered providers to use audio 

or video communication platforms without being penalized for noncompliance with certain HIPAA 

rules, such as lacking a business associate agreement with the vendors running such platforms.   
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TABLE 1 

Medicaid and CHIP Waivers and Amendments for the Pandemic Response  

Waiver type COVID-19 response State actions as of March 2021 
Medicaid 
disaster relief 
State Plan 
Amendments 
(SPAs)  

CMS developed a template for Medicaid disaster 
relief SPAsa to aid states’ pandemic responses. 
States used SPAs to make temporary changes to 
their Medicaid state plans to bolster access to 
Medicaid and covered services during the 
pandemic. States also used traditional SPAs to 
respond to the pandemic.  

 16 states expanded coverage for 
testing and related services to 
uninsured individuals. 

 18 states eliminated, waived, or 
suspended enrollment fees, 
premiums, or similar charges in 
Medicaid. 

Section 1115 
waivers 

CMS also developed a template for Medicaid 
Section 1115 demonstration waivers during the 
pandemic.b These waivers could be retroactive to 
March 1, 2020, and will expire 60 days after the 
public health emergency has ended. These waivers 
have predominantly been used to extend HCBS 
flexibilities to beneficiaries receiving LTSS.  

 7 states received approval for 
waiver provisions to make retainer 
payments to certain habilitation 
and personal care providers to 
maintain capacity during the 
emergency. 

 4 states received approval for 
waiver provisions to provide LTSS 
for affected individuals, even if 
services are not included in the care 
plan or are delivered in alternative 
settings. 

Section 1135 
waivers 

During declared emergencies and disasters, the 
secretary of the Department of Health and Human 
Services can use Section 1135 authority to meet 
Medicaid enrollees’ needs. Specifically, certain 
Medicare, Medicaid, and CHIP requirements may 
be waived or modified. CMS issued blanket Section 
1135 waiversc for many Medicare provisions in 
March 2020, and states have submitted additional 
waivers for Medicaid programs.  

 All 50 states and DC have waivers 
allowing out-of-state providers 
with equivalent licensing to 
practice in their states.  

 44 states have waivers to allow 
service provision in alternative 
settings, like unlicensed facilities.  

 43 states suspended FFS prior 
authorizations. 

1915(c) waiver 
Appendix K  

Section 1915(c) waivers facilitate provision of 
states’ Medicaid HCBS generally and can be used 
to respond to emergencies. As with the other 
emergency authority strategies, CMS provided 
guidance for Appendix K in pandemic-related 
waiver amendment requests.d Through Appendix 
K, states can modify or expand HCBS eligibility and 
services, modify or suspend certain planning and 
delivery regulations, and support service 
providers. In December 2020, CMS announced 
emergency authorities granted through Appendix 
K could be maintained up to six months after the 
public health emergency ends.  

 41 states have temporarily 
modified processes for level-of-
care evaluations.  

 50 states (including DC but not AK) 
are permitting virtual evaluations, 
assessments, and person-centered 
planning meetings. 

 49 states have temporarily 
expanded settings where services 
can be provided.  

 39 states have temporarily 
increased provider payment rates. 

Source: “Medicaid Emergency Authority Tracker: Approved State Actions to Address COVID-19,” Kaiser Family Foundation, April 

12, 2021, https://www.kff.org/coronavirus-covid-19/issue-brief/medicaid-emergency-authority-tracker-approved-state-actions-

to-address-covid-19/. 

Notes: CMS = Centers for Medicare & Medicaid Services. HCBS = home- and community-based services. LTSS = long-term 

services and supports. CHIP = Children’s Health Insurance Program. FFS = fee-for-service. 
a The template for Medicaid disaster relief State Plan Amendments is available at https://www.medicaid.gov/state-resource-

center/downloads/medicaid-disaster-relief-spa-template.docx.  

https://www.kff.org/coronavirus-covid-19/issue-brief/medicaid-emergency-authority-tracker-approved-state-actions-to-address-covid-19/
https://www.kff.org/coronavirus-covid-19/issue-brief/medicaid-emergency-authority-tracker-approved-state-actions-to-address-covid-19/
https://www.medicaid.gov/state-resource-center/downloads/medicaid-disaster-relief-spa-template.docx
https://www.medicaid.gov/state-resource-center/downloads/medicaid-disaster-relief-spa-template.docx
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b Calder Lynch (deputy administrator and director of the Center for Medicaid and CHIP Services), letter to state Medicaid 

directors, “COVID-19 Public Health Emergency Section 1115(a) Opportunity for States,” March 22, 2020, 

https://www.medicaid.gov/sites/default/files/Federal-Policy-Guidance/Downloads/smd20002-1115template.docx.  
c “COVID-19 Emergency Declaration Blanket Waivers for Health Care Providers,” Centers for Medicare & Medicaid Services, 

March 30, 2020, https://www.cms.gov/files/document/covid19-emergency-declaration-health-care-providers-fact-sheet.pdf.  
d “Emergency Preparedness and Response for Home and Community Based (HCBS) 1915(c) Waivers,” Medicaid.gov, accessed 

April 18, 2021, https://www.medicaid.gov/resources-for-states/disaster-response-toolkit/home-community-based-services-

public-health-emergencies/emergency-preparedness-and-response-for-home-and-community-based-hcbs-1915c-

waivers/index.html.  

Taken together, federal legislative changes and administrative flexibility set the stage for how 

Medicaid and other state health programs responded to the pandemic. In the sections below, we 

examine these health programs’ responses to the pandemic and experiences related to changes in 

health care delivery, benefits coverage, support for providers, program operations, and the extent to 

which health equity has become a more prominent focus. 

Changes in How Health Care Is Sought and Delivered  

The pandemic has prompted dramatic changes in how health care is sought and delivered, as social 

distancing and fears of contracting the virus caused greater discontinuities in care, limited in-person 

visits, and increased reliance on telehealth (Gonzalez et al. 2020, 2021b; Hill and Burroughs 2020; 

Smith and Blavin 2021). Consistent with other data sources (Gonzalez et al. 2021a, 2021b), our study’s 

key informants reported that people have avoided routine, preventive, and nonurgent care throughout 

the pandemic, citing decreases in childhood vaccine rates, dental visits, and follow-up care for newborn 

screenings. They also described how the pandemic has exacerbated health needs, particularly related to 

mental health and substance use disorders. In 2020, 4 in 10 adults in the US reported symptoms of 

anxiety or depressive disorders, up from 1 in 10 in 2019, and such rates were even higher among young 

adults, parents, communities of color, and essential workers (Panchal et al. 2021). The CDC also 

reported accelerated substance use and overdose deaths during the pandemic (Czeisler et al. 2020).9  

When patients have sought care, they have opted for virtual care at much higher rates than were 

common before the pandemic. Telehealth now accounts for 6 percent of all outpatient visits, compared 

with 1 percent of visits before the crisis, and one in three adults used telehealth between March and 

September 2020 (Mehrotra et al. 2020; Smith and Blavin 2021). Key informants reported that virtual 

care likely mitigated preexisting barriers to care, such as lack of transportation and child care, leading to 

better attendance for certain types of health care visits, including prenatal and postpartum care 

appointments and group therapy sessions for substance use treatment. Interviewees also mentioned 

that preexisting provider shortages may be ameliorated by telehealth, citing implications for the 

https://www.medicaid.gov/sites/default/files/Federal-Policy-Guidance/Downloads/smd20002-1115template.docx
https://www.cms.gov/files/document/covid19-emergency-declaration-health-care-providers-fact-sheet.pdf
https://www.medicaid.gov/resources-for-states/disaster-response-toolkit/home-community-based-services-public-health-emergencies/emergency-preparedness-and-response-for-home-and-community-based-hcbs-1915c-waivers/index.html
https://www.medicaid.gov/resources-for-states/disaster-response-toolkit/home-community-based-services-public-health-emergencies/emergency-preparedness-and-response-for-home-and-community-based-hcbs-1915c-waivers/index.html
https://www.medicaid.gov/resources-for-states/disaster-response-toolkit/home-community-based-services-public-health-emergencies/emergency-preparedness-and-response-for-home-and-community-based-hcbs-1915c-waivers/index.html
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behavioral health workforce in particular. According to one stakeholder, “There are long-standing 

provider shortages in behavioral health. Telehealth has somewhat been able to alleviate that…[because 

now] they can provide services across state lines, and they are able to reach consumers that might not 

[otherwise] have the resources.”  

Health care systems, payers, and policymakers have made many policy adjustments to 

accommodate the shift to telehealth. These have included expanding rules related to the site of care, 

such that providers can connect with patients via telephone calls and virtual platforms like Zoom, Skype, 

and FaceTime (Hill and Burroughs 2020). Before the pandemic, only 19 state Medicaid programs paid 

for telehealth services delivered to patients in their homes, and not all reimbursed these services at the 

same rate as in-person care. But within the last year, all 50 states and the District of Columbia have 

expanded telehealth for Medicaid populations. Similarly, many major private insurers have also 

modified telehealth policies; whether voluntarily or by state law, these insurers have waived cost-

sharing for select services, expanded virtual mental health and/or substance use services, and instituted 

parity requirements stipulating that payers reimburse in-person and virtual care at the same level.  

Though many key informants were optimistic about telehealth’s potential for improving access to 

care, they were also concerned about the efficacy and sustainability of telehealth-related policy 

changes. Some interviewees supported making permanent policies such as payment parity, whereas 

others disagreed and worried about the quality of virtual care. Several informants suggested that 

though audio-only care can reach patients unable to connect via video applications, it presents 

challenges because providers cannot monitor important indicators, such as a patient’s physical 

condition, affect, or expressions. Some key informants described the potential for increased costs 

related to overuse of virtual care in fee-for-service environments and noted the lack of sufficient data to 

determine whether telehealth access and outcomes are equitable across populations (Hill and 

Burroughs 2020). Key informants unanimously agreed, however, that expanded telehealth services 

would continue in some capacity; they expressed doubt that the US would revert to prepandemic low 

levels of utilization and rigid policies. One interviewee remarked, “Telehealth is here to stay.” 

Though the pandemic has affected all aspects of the health care delivery system, key informants 

suggested some of the most notable shifts have been to long-term care services and supports (LTSS). 

For decades before the pandemic, Medicaid programs worked to increase the share of LTSS delivery 

and spending in home and community settings relative to institutional settings (O’Malley Watts, 

Musumeci, and Chidambaram 2020). This shift accelerated in response to the pandemic, as long-term 

care facilities experienced dramatically high death rates; though populations living in these facilities 

account for 1 percent of the US population, they accounted for 35 percent of all COVID-19 deaths in 
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the US.10 Providers worked to avoid these settings in favor of approaches that allow seniors and people 

with disabilities to remain at home and limit their exposure to the coronavirus. Indeed, key informants 

reported that consumer interest in home- and community-based sevices (HCBS) and family caregiving 

has increased, and hospitals are making more referrals to home health providers and fewer referrals to 

nursing facilities.11 

Policymakers have bolstered HCBS during the public health emergency, incorporating flexibilities 

and expanding reimbursement for these services. Medicaid altered federal rules to allow family 

caregivers to deliver and receive reimbursement for this care, including home health services for older 

adults and children and youth with special health care needs (Randi, Girmash, and Honsberger 2021).12 

As described above, most states have taken advantage of these flexibilities through Appendix K 

waivers, enabling temporary changes to their Medicaid programs during the public health emergency. 

Further, the Biden administration has proposed new supports, such as tax credits, for family caregivers 

providing care across the life-span.13 

Benefit Protections and Cuts 

Lawmakers commonly cut health program benefits to address budget shortfalls (Snyder and Rudowitz 

2016). For example, the number of states reporting at least one benefit restriction in their Medicaid 

programs increased during the Great Recession. Medicaid accounts for a large portion of state budgets 

and, therefore, can be particularly vulnerable to cost-saving measures. However, cuts to Medicaid bring 

with them losses of federal matching funds. Medicaid includes mandatory benefits, but other benefits 

are considered optional and are therefore susceptible to being cut.  

However, informants generally described cutting health benefits as counterproductive during an 

economic downturn that is concurrent with a pandemic. Underscoring the importance of facilitating 

access to services as needs increase, key informants reported that policymakers have largely protected 

health benefits in Medicaid. In fact, the MOE requirement enacted at the start of the pandemic initially 

prohibited cuts to services for Medicaid beneficiaries. Further, many states extended access to benefits 

by relaxing certain prior authorization, documentation, and referral requirements for services such as 

long-term care and HCBS (Gifford et al. 2020). 

Interviewees were concerned, however, that not all benefits were protected and some programs 

would still be susceptible to cuts as states address budget pressures in the coming year. Adding to these 

fears, the Trump administration released an interim final rule in October 2020 that permitted states to 

cut optional benefits previously protected under the MOE requirement.14 For example, the rule allowed 
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states to reduce coverage of certain substance use treatment and adult oral health services.15 The 

National Health Law Program reported that several states were planning to implement benefit cuts in 

response to the rule change and submitted a letter to the Biden administration in April 2021, cosigned 

by 161 other organizations, requesting that it rescind the interim final rule.16 States have also made or 

proposed cuts to non-Medicaid health programs that are not legislatively protected; Colorado, Georgia, 

and Utah cut state funding for mental health and substance use disorder services in 2020 (Aron-Dine, 

Hayes, and Broaddus 2020). However, as some states’ financial outlooks have improved, legislators may 

be able to restore these funds. Colorado’s Governor Polis, for instance, reversed some of last year’s cuts 

in his proposed 2021 budget.17 Federal aid from the American Rescue Plan may also help policymakers 

mitigate benefit cuts by relieving budget pressures.  

Supporting Health Care Providers through Uncertain Times 

The pandemic has had far-reaching effects on all segments of the health care industry, and supporting 

health care providers has been a major piece of the pandemic response for Medicaid and other safety 

net health care programs. Unexpected and significant shifts in health care utilization have resulted in 

uncertainty and strained many providers’ resources. For instance, hospitals have faced significant 

COVID-19 testing and treatment needs, while demand for routine and preventive care provided by 

pediatric and family practitioners has steeply declined. And in the first few months of the pandemic, 

providers struggled to obtain the supplies they needed to treat patients safely, including personal 

protective equipment and COVID-19 tests. 

Key informants suggested that early in the public health emergency, providers who no longer had 

the volume of patients needed to maintain solvency were particularly vulnerable, such as primary care 

practices, behavioral health providers, substance use treatment providers, pediatricians, dentists, adult 

day health centers, and other congregate community services. These providers faced threats of closure 

and, according to key informants, commonly looked to Medicaid for assistance. As one interviewee 

expressed, “I would include a third crisis on top of the public health emergency and fiscal crisis—a 

provider sustainability crisis.”  

The CARES Act included a $175 billion Provider Relief Fund (distributed directly to providers, not 

through state Medicaid agencies). However, Medicaid providers often had trouble accessing these 

dollars, especially at first, because of how they were allocated. 

Many Medicaid programs acted swiftly to maintain their provider networks and protect 

beneficiaries’ access to care both now and after the pandemic, when demand increases. States used 
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State Plan Amendments (SPAs) and Social Security Act Section 1115, 1135, or 1915(c), Appendix K, 

waivers to modify their Medicaid programs in ways that increased financial support for providers. For 

instance, most states used disaster relief SPAs to temporarily increase provider payment rates.18 A 

majority have also used Section 1135 emergency waivers to ensure providers are reimbursed even if 

they cannot comply with certain requirements because of the pandemic. States’ 1135 waivers, for 

example, allow billing by out-of-state providers, increase scope of practice for some providers, and 

waive requirements for quality-measure reporting so providers are not penalized for experiencing 

lower-than-anticipated volume. States have also employed mechanisms like interim or retainer 

payments to help providers stay afloat. Interim payments are made to providers in advance (addressing 

immediate cashflow issues) and ultimately reconciled against actual services provided, whereas retainer 

payments help habilitation and personal care providers (e.g., adult day health centers) maintain capacity 

when circumstances such as social distancing or self-quarantining prevent beneficiaries from actually 

receiving services.  

SPAs and waivers require approval from the Centers for Medicare & Medicaid Services (CMS), and 

key informants suggested that CMS provided timely and useful guidance to state Medicaid agencies and 

worked quickly to process requests. One interviewee was disappointed CMS did not approve a state’s 

request to extend retainer payments to providers other than those offering HCBS, noting behavioral 

health providers could benefit from this policy option. However, most praised the federal agency’s 

responsiveness. 

Many of the state actions described above involved direct payments from Medicaid to providers, 

but some Medicaid programs worked through their managed-care organizations (MCOs) to channel 

funds to providers. More than two-thirds of Medicaid beneficiaries are enrolled in risk-based 

comprehensive MCOs,19 and states pay a fixed monthly capitation rate to MCOs to provide care to 

these beneficiaries, regardless of utilization. Those funds may not be reaching providers facing 

decreased utilization, so some states have directed MCOs to bolster payments to providers in their 

networks; for example, they might direct MCOs to temporarily increase their provider rates or fee 

schedules or to make retainer payments, and MCOs may apply these directions widely or target them to 

specific providers (McMorrow et al. 2020). For instance, New Hampshire was one of the first states to 

receive approval from CMS (in April 2020) to require Medicaid MCOs to distribute a share of their 

capitation payments between September 2019 and June 2020 to six essential provider types: critical 

access hospitals, residential substance use disorder providers, home health care providers, private duty 

nursing providers, personal care providers, and federally qualified health centers/rural health centers 

(Guyer and Boozang 2020). Key informants described some situations where health plans elected to 
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route overpayment capitation dollars to their provider network without a state mandate, such as in 

California, where Medicaid behavioral health plans made supplemental payments to behavioral health 

care providers.  

Even with state Medicaid program efforts to extend financial support to providers facing revenue 

declines, key informants emphasized that many providers are still struggling, and some have gone out of 

business or significantly reduced their capacities. This raises concerns about supply after the pandemic, 

when demand will presumably increase. This is especially concerning for mental health and substance 

use treatment providers, who key informants described as operating on very thin margins even before 

the pandemic and who especially needed federal fiscal relief in 2020. Interviewees reported that 

smaller, community-based behavioral health care facilities were most likely to have temporarily closed 

while they established processes for virtual care and obtained enough personal protective equipment to 

function. Some have since restored their capacities, but others have remained closed, possibly 

permanently. One interview explained, “[Behavioral health providers] are very much at risk despite the 

obvious imperative to expand, rather than contract, mental health care during a pandemic that leaves 

people isolated and has shot up overdose rates already.”  

Finally, some key informants felt the public health emergency had placed a spotlight on the 

fundamental weaknesses of a volume-based health care delivery system. Some observed that providers 

in value-based systems (e.g., accountable care organizations) have been able to respond more nimbly to 

pandemic-related volume losses and to pivot more smoothly to virtual health care. Before the 

pandemic, state Medicaid programs were already moving toward value-based care, though programs’ 

progress varied considerably. Further, key informants acknowledged that efforts to launch or 

strengthen Medicaid value-based care programs had generally been paused, as Medicaid agencies, 

MCOs, and providers responded to the crisis. Still, several informants emphasized that one lesson 

learned from the pandemic was that states need to shift their Medicaid delivery systems to what one 

informant described as “more secure” payment models. 

Adapting Program Operations to Pandemic Conditions 

While officials from Medicaid and other state-funded health programs grappled with how to facilitate 

beneficiaries’ access to care and providers’ sustainability during the pandemic, they simultaneously 

transitioned programs’ administrative functions to a remote work environment and, to the extent 

possible, began administering benefits virtually. Most key informants felt the transition to virtual 

program operations had been smooth overall, though success varied by state. Some states had already 
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invested in the necessary technology before the pandemic. Others, however, were “completely 

unprepared,” according to one key informant, and were working without the appropriate technology for 

months (e.g., agencies that lacked laptops with cameras and microphones).  

For state Medicaid agencies, several factors facilitated the shift to virtual benefits administration. 

The ACA had long ago prompted states to embrace modern technology in their Medicaid programs, for 

instance, by requiring an online application option. Key informants described these technology 

investments, including call centers, online beneficiary accounts, and streamlined eligibility verification, 

as very advantageous to Medicaid program operations during the crisis. As indicated above, Medicaid 

programs also used SPAs and waiver authority to adopt new policies to limit in-person interactions for 

applying for benefits during the pandemic. One key informant noted fewer in-person application 

requirements made Medicaid more like commercial coverage, which could lead to long-term changes in 

how the program is perceived—as health coverage rather than social welfare—if these policies are 

sustained after the public health emergency. Finally, the MOE requirement was helpful because it 

temporarily allowed states to stop processing eligibility redeterminations. Several key informants 

suggested states were relieved to provide continuous coverage without needing to process renewals, 

considering the workload associated with the pandemic. 

Though they emphasized the adaptability and resilience of state health programs during the 

pandemic, key informants also underscored the immense pressure public health and other health 

program staff faced in 2020 as they, like the rest of the world, adapted to new working conditions and 

faced challenges related to child care or family members contracting COVID-19, all while keeping 

essential programs running. One interviewee emphasized the burden on state-run psychiatric facility 

staff, who faced mandatory overtime amid COVID-19-related staffing shortages, noting, “[We have] a 

lot of concern about the unmet mental health needs of our mental health workforce.”  

Another interviewee focused on the highly politicized nature of the country’s pandemic response, 

which placed significant pressure on public health leaders, some of whom resigned or retired early. And 

in public health departments, staff have been transferred from their regular positions into roles related 

to COVID-19 (e.g., testing, contract tracing, and vaccine administration), limiting the resources available 

for typical public health programs and activities.  

In some states, budget-related funding reductions, such as furloughs and hiring or pay freezes, 

compounded pressures on state health program staff. However, key informants suggested these 

measures were not as common as they had been in previous economic recessions. Some pointed to 

states that instead trimmed their Medicaid budgets by suspending contractor work (e.g., contracts with 
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IT companies). Several interviewees noted that states such as Washington and Wyoming implemented 

furloughs across all state agencies, affecting health program staff. As revenue projections improved 

during 2020, however, states lifted these measures.  

Increased Recognition of Health Inequities 

Inequities in health outcomes for communities of color, a long-standing and shameful aspect of US 

history, have been thrust into the spotlight over the past year. Communities of color are at greater risk 

of contracting and dying from COVID-19 (Dubay et al. 2020),20 and Black and Hispanic people 

consistently receive smaller shares of COVID-19 vaccinations relative to their shares of COVID-19 

cases and deaths and their shares of the total population (Ndugga et al. 2021). However, one silver 

lining of the pandemic is that political support for addressing racism and structural health inequities 

through policy change has grown. For instance, many state and local legislatures declared racism a 

public health crisis in 2020.21 

Acknowledging racism as a public health crisis has prompted state legislators and governors to form 

working groups, task forces, and advisory councils to delineate actionable steps for addressing 

structural inequities. For example, as of August 2020, 18 states had created task forces to address the 

pandemic’s disproportionate toll on communities of color.22 Several of these state task forces, such as 

those in California, Michigan, and New Jersey, have specifically focused on improving collection and 

analysis of data disaggregated by race and ethnicity.23 By closely tracking these data, states intend to 

improve detection of racial disparities, increase transparency in reporting, and design targeted 

interventions.  

Moreover, state task forces have reportedly emphasized the need for states to directly engage with 

communities and integrate their input in all policies and strategies, both within the context of the 

pandemic and more broadly.24 Because myriad policies and programs shape structural and social 

determinants of health, key informants highlighted that state programs must use a coordinated 

approach to address health and social needs through a community-driven equity lens. Accordingly, a 

handful of states have launched strategies to incorporate community feedback in long-term policy 

decisions. For example, Michigan Governor Gretchen Whitmer established the Black Leadership 

Advisory Council, tasked with developing, reviewing, and recommending policies and state actions to 

address racial inequities. 

Key informants also highlighted increasing interest in police reform and the intersection between 

public and behavioral health systems. For instance, the American Public Health Association 
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recommends taking a “public health approach” to combatting law enforcement violence by shifting 

funds to community-led health, employment, affordable housing, and violence-reduction initiatives, as 

well as more closely involving social workers and mental health professionals in public safety matters 

(Barna 2020). Interviewees underscored the importance of involving mental health professionals in 

emergency response procedures, as 25 percent of all fatal police shootings involve people with 

untreated severe mental illness.25 One key informant mentioned the forthcoming 988 crisis line, a new 

hotline that will connect callers with mental health professionals,26 as a tool for more appropriately 

responding to mental health emergencies, instead of relying on law enforcement. 

States’ Fiscal Outlooks for 2021 

Though many predicted the fiscal crisis would be deep and uniform across states, it has not been. The 

pandemic-created economic downturn differed significantly from recent recessions in that the 

economic pain was heavily concentrated in accommodation and service sectors and among lower-

income workers. As such, the pandemic’s effects on revenues have been felt much worse in some states 

than in others.  

Initially, some predicted states would collectively experience a revenue shortfall of more than $1 

trillion.27 However, according to the Urban Institute’s State and Local Finance Initiative, total state tax 

revenues declined by 1.8 percent from April to December 2020 compared with the same period in 

2019—a significant decline but not an unprecedented fiscal crisis. But, this rate masks wide variation 

among states. On one hand, 22 states have seen revenues increase in 2020 relative to 2019, including 

those that have progressive state income taxes and recently enacted tax rate increases. On the other 

hand, 28 states reported declines in overall state tax collections during this period, with 7 reporting 

double-digit declines. The hardest-hit states were those that heavily rely on fossil fuel production (e.g., 

Alaska and Louisiana), those relying on services and tourism (e.g., Hawaii and Nevada), and those that do 

not have an income tax and depend more on sales taxes (e.g., Florida and Texas).28 Local governments 

appear to have been hurt far more than state governments because of their reliance on revenue 

sources, such as property taxes, including for commercial property, and taxes or fees on hotel stays and 

restaurant meals, which have declined sharply during the pandemic. 

During our interviews in early 2021, key informants consistently said the largest unknown that 

would affect state and local finances in the coming year was whether federal relief might include more 

funds for state and local governments, and if so, how much. By early March 2021, this picture became 

clearer. The nearly $1.9 trillion American Rescue Plan, described above, included $350 billion in funds 
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for state and local governments. Under the law, state governments receive roughly $195 billion, local 

governments receive $130 billion, and territories and tribes get $24.5 billion. State funds include $25.5 

billion divided equally across states and the District of Columbia and $169 billion distributed based on 

states’ unemployment rates at the end of 2020. Some key informants argued distributing aid based on 

unemployment made sense, citing recent data estimating that for every 1 percentage-point increase in 

unemployment, state revenues decrease by 3.7 percentage points.29 With regard to local relief funds, 

half will be distributed based on population size and the other half based on a modified Community 

Development Block Grant formula. Though unemployment and local grant formulas may not be the best 

proxy for need, they recognize economic conditions are an important driver of fiscal need.30  

Several key informants remarked that the pandemic’s timing was fortuitous, given that it took hold 

near the end of states’ fiscal years. Many state legislatures had finished their planning for fiscal year 

2021 by then and only needed to endure a couple of months of stress at the end of state fiscal year 

2020. However, many states were forced to significantly rewrite recently enacted budgets, and 26 

states convened special legislative sessions to adjust their plans in light of the pandemic, which, as 

described above, sometimes involved cutting budgets and putting initiatives on hold.31 The most 

significant tension facing states last year, according to key informants we spoke with, was their 

inabilities to react to growing budget and fiscal stress by cutting Medicaid or other health programs 

during a public health emergency. One interviewee explained, “Reductions in reimbursement rates and 

other cuts to providers…[have] been the go-to place in Medicaid in recessions. But we haven’t had a 

recession with a pandemic before.”  

The Outlook for Medicaid in 2021 

Medicaid has long been the largest or second-largest component of state budgets (alongside education), 

so the program is a logical target for cuts during recessions. At the same time, the generous federal 

matching dollars the program provides states mean Medicaid is not always the most attractive target 

for cuts. Smaller programs, less likely to be funded by the federal government, often suffer larger cuts. 

Traditionally, budgeters focus on three Medicaid policy areas when considering cuts: program 

eligibility, covered benefits, and provider reimbursement. For 2021, however, eligibility cuts are 

prohibited during the public health emergency, because MOE rules dictate states must maintain the 

eligibility thresholds in place at the start of the pandemic and provide continuous coverage to those 

enrolled at that time to receive enhanced federal matching funds. Cuts to provider reimbursement do 

not seem well-advised either, according to key informants, because many providers—already operating 
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on thin margins because Medicaid is the lowest per capita payer in the system—suffered large revenue 

losses during 2020 amidst dramatic decreases in health care utilization. According to one stakeholder, 

some cuts to provider rates and optional Medicaid benefits for adults, such as dental care, may still be 

considered for 2021, depending on the state and its degree of fiscal stress. 

Even as many providers experienced steep revenue declines during the crisis, Medicaid MCOs did 

not, because their contracts with states—which provide fixed per member per month capitation rates 

regardless of whether enrollees use services—were typically negotiated before the pandemic. Key 

informants told us that low utilization during the year upended health plans’ medical loss ratios (the 

proportion of dollars received that goes toward paying for services, rather than administrative costs, 

which CMS requires to be at least 85 percent) and resulted in large, unspent reserves. Some states 

worked to claw back what state policymakers considered overpayments last year, whereas others 

worked with health plans to negotiate direct payments from plans to providers to help providers 

weather the storm. Key informants told us that health plan arrangements and contracts may be key 

areas of focus in 2021, as states work to meet residents’ needs while balancing their budgets. As one 

official said, “No one wants to see Medicaid MCO dollars just sitting there, unused.” Another informant 

noted that 2020 MCO overpayments underscored the need to ensure accountability and transparency 

in Medicaid managed care and suggested states should make medical loss ratios publicly available. 

Medicaid continues to be the largest payer, by far, of LTSS (CMS 2021). LTSS also constitute the 

largest share of Medicaid spending, accounting for 32 percent of total Medicaid expenditures in fiscal 

year 2019 (CMS 2020). As such, LTSS are often a target when policymakers consider Medicaid cuts and, 

according to key informants, they are even more vulnerable during the pandemic. Nursing facility 

residents suffered disproportionate COVID-19 mortality, raising numerous questions about their 

quality of care. More LTSS have been delivered through HCBS waivers in recent decades, and policy-

makers will likely consider accelerating that trend this year, as society questions the logic of continuing 

to care for the elderly primarily through institutions rather than in community-based settings. As part of 

this trend, policymakers will likely also consider more ways to reimburse family caregivers. 

One large, looming question identified by stakeholders holds significant implications for state 

budgets: What will happen to Medicaid eligibility once the public health emergency’s MOE requirement 

is lifted? States could face a large backlog of eligibility redeterminations, and advocates have expressed 

concern over how state systems will cope with this demand, especially in states that implemented staff 

cuts and furloughs to balance their budgets. Medicaid enrollment may decline significantly, depending 

on the state of the economy when the public health emergency declaration is lifted. And if state systems 

are overwhelmed by the need to redetermine eligibility for their entire enrollee population in a 
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condensed period, stakeholders worried that the quality and accuracy of those redeterminations may 

suffer, leading to unintended outcomes. 

Overall, stakeholders were reluctant to predict how Medicaid will fare this year and largely 

suggested maintenance of the status quo. That is, given the large infusion of federal support, the 

continuance of the public health emergency and its enhanced federal match, and a lack of policy 

bandwidth for dealing with much beyond the pandemic, stakeholders did not expect to see significant 

cuts or new initiatives. They predicted that prepandemic efforts to bring down prescription drug prices 

and invest in value-based payment strategies, among other priorities, will likely be paused this year.  

Interestingly, however, some stakeholders were guardedly optimistic about possible program 

expansions this year, rather than cuts. Specifically, they hoped governors and state legislatures that 

have been ideologically opposed to expanding Medicaid under ACA authority might finally be 

persuaded that expanded coverage, facilitated by enhanced federal matching funds, is a wise way to 

bolster the health care safety net before the next emergency. Others mentioned more limited 

expansions of Medicaid postpartum coverage as another way to enhance coverage while also 

addressing profound racial inequities in maternal health. Informants shared these opinions even before 

passage of the American Rescue Plan, which, as noted, includes provisions to encourage states to adopt 

both expansions.  

The Outlook for Behavioral and Other Health Programs in 2021 

During a typical recession, non-Medicaid health programs, including those related to public health, 

mental health and substance use disorder treatment, and maternal and child health, can be more 

vulnerable to budget cuts, because they do not receive the same amount of federal matching funds as 

Medicaid. That is, cuts to these programs, unlike cuts to Medicaid, do not garner such large losses in 

federal funding while reducing state spending. But as mentioned above, key informants did not 

anticipate policymakers aggressively targeting these programs for cuts during the current recession. 

Public health programs are vitally needed to support ongoing COVID-19 testing, contact tracing, and 

vaccine rollout. They are also critical to supporting community and population health needs after the 

pandemic. Behavioral health programs are playing—and will continue to play—a crucial role in 

supporting people who have suffered from mental health and substance use disorders amidst 

pandemic-related personal and financial losses. And maternal and child health programs, which largely 

support preventive and primary maternal and pediatric care infrastructures, will be required to support 

mothers and children disproportionately vulnerable to COVID-19 and its effects.  
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Federal policymakers have provided new funding to safeguard these programs. As described above, 

the CARES Act doubled the size of the Substance Abuse and Mental Health Block Grant and included an 

additional 5 percent set-aside for crisis intervention (Moss et al. 2020). The Title V Maternal and Child 

Health Services Block Grant program also increased by $32 million last year (March of Dimes 2020). 

And most recently, the American Rescue Plan builds on these investments by providing $7.7 billion to 

bolster the public health workforce, $1.5 billion for block grants for community mental health services, 

and $1.5 billion for block grants for substance use disorder prevention and treatment. Still, states facing 

dire budget shortfalls may need to make cuts in these areas despite infusions of new federal dollars. 

Longer-Term Effects and Opportunities 

Perhaps what is most certain at this time is that the US faces great uncertainty in 2021 and beyond. 

Even as the vaccine rollout continues, some states’ COVID-19 infection rates persist at levels seen 

during some of the worst months of 2020.32 Meanwhile, though the economy has restored more than 

half the jobs it lost during the pandemic, nearly 10 million fewer jobs exist now than before the 

pandemic.33 Thus, economic pain and its spillover effects on population health will continue. Indeed, 

leading economists predict it could take until early 2024 for the economy to fully regain the 22 million 

jobs lost in March and April 2020.34  

Many of the key informants we interviewed worried that, as the country emerges from the 

pandemic, a secondary pandemic may be on the horizon. That is, as Americans were locked down and 

avoided routine preventive and primary care over the past year, they may now experience a resurgence 

of traditional health problems, including chronic illnesses like obesity and diabetes. Data already show 

childhood vaccination rates have dropped precipitously in the past year, potentially portending higher 

rates of avoidable childhood illnesses like measles, mumps, and rubella.35  

The pandemic’s long-term impacts on the population’s mental health and substance use are also of 

great concern. Millions of Americans have lost jobs, suffered through the deaths of family members, and 

attempted to cope with the stress and anxiety of social isolation, caring for sick family members, juggling 

work and children’s remote learning, food insecurity, and homelessness. Rates of depression and 

suicidal ideation have increased during the pandemic (Czeisler et al. 2020), and stakeholders were 

concerned about increased intimate partner violence, homelessness, and opioid and other substance 

use (Czeisler et al. 2020; Evans, Lindauer, and Farrell 2020).36 According to behavioral health experts, 

working at a job is a critical component of recovery from mental health and substance use disorder. But 
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in an economy that has lost millions of low-wage jobs (Kinder and Ross 2020), this aspect of recovery 

may not be accessible. 

As noted, the pandemic laid bare stark racial inequities in the US and, by extension, in health 

systems. Black and Indigenous people have died of COVID-19 at 1.4 times the rate of white people, and 

Latinx people have died at a rate more than 1.2 times greater than that of white people.37 With the 

vaccine rollout, these inequities have persisted. According to the CDC, as of March 1, 2021, race or 

ethnicity was known for just over half (54 percent) of people who had received at least one dose of the 

vaccine; among this group, nearly two-thirds were white (65 percent), 9 percent were Hispanic, 7 

percent were Black, 5 percent were Asian, 2 percent were American Indian or Alaska Native, and 14 

percent identified as multiple races or another race (Ndugga et al. 2021). These data build on myriad 

other well-known social inequities faced by people of color, including disproportionate rates of poverty, 

food insecurity, and unemployment; unequal access to health care and coverage; and adverse health 

outcomes, such as obesity, diabetes, and maternal morbidity and mortality (Artiga, Orgera, and Damico 

2020; NASEM 2017; Odoms-Young and Marino 2018).38 States are increasingly crafting policies to 

address health inequities, and key informants were optimistic this focus would continue, claiming such 

problems could no longer be ignored. As one interviewee said, “States have created new infrastructure 

around integrating equity into their [COVID-19] response that may be retained for future emergency 

responses.” 

One stakeholder observed a take-away from the past year is that Medicaid is “a first responder for 

the nation,” citing the program’s critical role in any disaster, including the current crisis. Over the past 

year, Medicaid has protected millions of Americans’ health coverage, provided a safety net for people 

losing employer-sponsored coverage, and bolstered health systems inundated with COVID-19-related 

demand or struggling because of declines in routine health care utilization. Federal officials quickly 

issued waivers and guidance for how states could maximize the flexibility of their programs, and 

Congress swiftly enhanced federal financial support for Medicaid and protected beneficiaries from 

disenrollment during the public health emergency. Further enhancements in the American Rescue Plan, 

like increased financial incentives to expand Medicaid to single adults in states that have not done so, 

promise to further ensconce Medicaid’s role as a crucial component of the safety net. 

Finally, several stakeholders were optimistic that the nation’s experience with COVID-19 could be 

a catalyst for reforming many aspects of the health care safety net. By analyzing both how and where US 

systems fell short in caring for the population and how and where they successfully adapted, stake-

holders hoped that an improved US health care system would emerge. They envisioned a system that 

places greater emphasis on prevention and preparedness, racial and ethnic equity, social determinants 
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of health, value- and outcomes-based (rather than volume-based) reimbursement for health services, 

and safer community-based systems of long-term care. Stakeholders also hoped that this transformed 

health care system might more nimbly respond to health crises as they arise. Applying lessons learned 

during the pandemic will be important for repeating avoidable future mistakes. Key questions to 

monitor whether this advancement happens include the following: 

 Will financial incentives included in the American Rescue Plan spur states that have not already 

expanded Medicaid under the ACA to do so? 

 Will states maintain or reduce Medicaid eligibility when the MOE requirement is lifted? 

 Will Medicaid programs, health plans, and providers point resources toward addressing gaps 

and inequities in care that occurred during the pandemic? 

 Will states build on their COVID-19-inspired equity and data collection efforts to create more 

effective and comprehensive monitoring systems? 

 Will states redouble their attention and investments on behavioral health systems in 

anticipation of increased needs for mental health and substance use treatment services after 

the pandemic? 

 How will community-based long-term care services and investments evolve after the 

pandemic? 

 What additional federal rule changes will occur and are needed for states to achieve more 

proactive, preventive, holistic, and equitable health care systems? 

The questions above illustrate an initial policy framework for monitoring the country’s longer-term 

responses to the pandemic and its fiscal aftermath. 
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SUMMARY 
The California Assembly Committee on Health requested that the California Health Benefits Review 
Program (CHBRP)

 

conduct a limited analysis of Assembly Bill 1400 (Kalra) Guaranteed Health Care for 
All. AB 1400, introduced on February 14, 2021, would create the California Guaranteed Health Care for 
All program, or CalCare, to provide comprehensive universal single-payer health care coverage and a 
health care cost control system. This limited analysis is intended to support the Legislature in assessing 
the potential impacts of AB 1400. It draws primarily from existing research, policy analyses, and 
simulations developed in recent years to assess related proposals at both the state and national levels. 
CHBRP found significant evidence that provides some broadly applicable cost estimates and policy 
implications/uncertainties resulting from AB 1400.  
 

Bill Scope 

Assembly Bill (AB) 1400 (Guaranteed Health 
Care for All Act), introduced on February 14, 
2021, would create the California Guaranteed 
Health Care for All program, or CalCare, to 
provide comprehensive universal single-payer 
health care coverage and a health care cost 
control system. CalCare would be charged with 
providing high-quality health care and long-term 
care to all California residents, including those 
who are presently either uninsured or 
underinsured. It is intended to create a state-run 
“single payer” health system in California. 

Background 

On March 3, 2021, the California Assembly 
Committee on Health requested that CHBRP 
complete a limited analysis of Assembly Bill 
1400 (Kalra) Guaranteed Health Care for All. 
This limited analysis synthesizes various robust 
studies and research to support consideration of 
the fiscal and policy implications of AB 1400 for 
California.  

Approach: Leveraging Existing Evidence  

CHBRP relies on available studies and 
simulation modeling released by researchers, 
government entities, and policy analysts to 
synthesize the range of impacts that single-
payer health care systems might have on the 
existing health care system in California, as well 
as long-term care implications. Common 
findings from these simulations of proposed 
redesigns of health care at the state and/or 
federal levels give policymakers much to 
consider. Where possible, CHBRP attempts to 
extrapolate the impacts on California.  

CHBRP highlights some of the potential costs 
and benefits related to AB 1400 based on 
existing evidence1, and provides a limited 
analysis related to how health care utilization 
might change as a result of AB 1400.  

Finally, CHBRP was asked by the Legislature to 
provide an estimate of the initial fiscal reserves 
that would be needed to implement AB 1400 (in 
the short term). CHBRP attempts to provide an 
estimate based upon the existing literature, the 
California Legislative Analyst Office’s work from 
2008, and current health care spending in the 
state by government and private payers. 
CHBRP also provides an estimate of total 
California health expenditures for 2021. 

Benefit Coverage  

AB 1400 would provide for and cover a wide 
range of medical benefits and other services. 
These would incorporate the health care 
benefits and standards of other existing federal 
and state provisions, including the federal 
Children’s Health Insurance Program, Medi-Cal, 
ancillary health care or social services covered 
by regional centers for persons with 
developmental disabilities, Knox-Keene, and the 
federal Medicare program. 

Approximately 100,000 Californians received 
long-term care services through Certified 
Nursing Facilities in 2019 (Kaiser Family 
Foundation, 2019a). The majority of residents 
were Medi-Cal enrollees (62%), whereas 15% 
had Medicare coverage, and 23% had private or 
other coverage (including self-pay). Medicare 
limits reimbursement for long-term care for 
rehabilitation services after a hospital stay, such 

                                                      
1 Studies include the LAO analysis, studies from 
RAND, Urban Institute, PERI, and the CBO. 
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that the burden of custodial long-term care falls 
upon Medi-Cal, private long-term care 
insurance, and out-of-pocket spending by 
families. 

AB 1400 would greatly enhance the coverage 
for long-term care services throughout the state, 
but it would not only cover the costs from 
existing payers, it would likely subsidize families 
providing or financing caregiving on their own 
who do not benefit from one of the existing 
coverage programs. 

Policy Context 

The current U.S. health care system is a 
multipayer model with significant involvement 
and financial risk borne by employers, insurance 
companies, individuals obtaining health care and 
purchasing insurance, and taxpayers in the form 
of Medicare, Medicaid, Children’s Health 
Insurance Program (CHIP), Tricare, Veteran’s 
Health Administration, Indian Health Services, 
and local safety net programs. 

Generally, single-payer systems are relatively 
less costly than multipayer privatized systems 
and are responsible for a slightly smaller share 
of the gross domestic product. In the United 
States, administrative and overhead costs for 
health care exceed other countries by at least 
15%. 

In the years between 2010 to 2019, twenty 
states proposed 59 different single-payer bills. 
Most, but not all, of the single-payer proposals 
come from states that expanded Medicaid under 
the Affordable Care Act (ACA), leaving only a 
small portion of the population uninsured. Many 
state single-payer bills share many common 
elements: they all make residents universally 
eligible for health insurance coverage, and 
include low or no cost sharing for patients, 
comprehensive benefits, limits on health 
insurers offering duplicate coverage, and set 
criteria for provide participation and 
reimbursement.  

However, although single-payer models such as 
AB 1400 have been introduced at the state and 
federal level, none have ever been fully enacted 
and implemented in the United States. 

The COVID-19 pandemic has exposed gaps in 
care delivery and in public health. In the present 
system, persistent disparities exist based on 

income, region, and race and ethnicity. Prior to 
the COVID-19 pandemic, the United States 
ranked last in life expectancy and highest in 
suicide rates among 11 over industrialized 
countries. The U.S. also reported high numbers 
of preventable hospitalizations and avoidable 
deaths. Some advocates believe that these 
deficiencies may be improved by legislation 
such as AB 1400. 

Key Considerations and Unknowns  

CHBRP’s analysis is not intended to make 
recommendations. However, in reviewing the 
studies, analyses, and evidence from numerous 
studies, CHBRP offers these key considerations 
and the remaining unknown impacts or 
implementation pieces for consideration. 

Fiscal Uncertainties 

AB 1400 would rely on the state collecting 
revenues sufficient to fund a new single-payer 
health system and centrally control costs. 
Additionally, California would need to combine 
funds that currently fund health care within 
California via a variety of sources into a single 
budget managed by the state. Unlike the federal 
government, California must balance its budget 
each year. The state would need to ensure 
revenues collected for health care services 
would meet changing needs and health care 
cost trends.  Any external or environmental 
issues that suppress revenue collection in a 
given year, or create unpredictability in revenues 
or spending would harm program sustainability.  

Integration Considerations 

Eliminating cost sharing in AB 1400 may 
improve access to care and consumer 
affordability, but could increase costs due to 
greater use of services and ultimately 
compromise long-term sustainability. 

Provider Impact and Hospitals. Although a 
single-payer system allows for private providers 
to continue operating as private entities, the 
payment sources would be limited to the new 
CalCare single-payer program. Consolidating all 
Californians under one single-payer system 
would require price setting that takes the 
previous multipayer rates into consideration, 
adjusts them downward to address new 
administrative efficiencies, and pays hospitals 
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and providers a new, blended payment rate for 
services rendered or people cared for. 

Administrative and Legal Questions 

Federal revenues currently support Medicare, 
Medicaid, and Covered California’s individual 
market tax credits and cost sharing reductions. 
In addition, the federal government allows for 
the deduction or exemption of employee benefit 
spending from payroll and income taxation. To 
obtain the necessary revenue to support AB 
1400, CHBRP assumes that the state will 
negotiate separate waivers with the federal 
government to ensure federal funds from several 
sources flow into CalCare.  

AB 1400 does not establish a revenue model for 
financing its provisions. CHBRP is also aware of 
two existing provisions in the State’s 
Constitution (Proposition 4 of 1979 and 
Proposition 98 of 1988) that affect California’s 
ability to raise and spend revenues necessary to 
successfully implement AB 1400. 

Other Impacts 

The scale and challenge of the implementation 
of AB 1400 may result in negative or 
unanticipated impacts to insurers, health care 
providers, hospitals, health care technology 
companies, and large segments of the health 
care workforce.  

High Level Meta-Analysis  

A high-level meta-analysis published in 2020 
identified 22 modeled predictions (over the past 
30 years) of the cost of single-payer health care 
in the United States. Financing or revenue plans 
were not considered, just cost estimates. It 
found that 19 of the 22 studies (86%) predicted 
net savings during the first year of operation, 
with a range of 7% higher net costs to 15% 
lower net costs. The range of cost increases due 
to insurance coverage improvements resulting in 
higher use of services ranged between 2% and 
19%. Simplification of payment administration, 
reduced prescription drug costs, and other 
components resulted in net savings of 3% to 
27%. Overall, the authors estimated that net 
savings averaged 1.4% per year.  

Consensus Cost and Reserve Estimates  

CHBRP projects current California health care 
spending from all sources to total $330.7 billion 
in 2021. Adjusted for inflation, previous analyses 
of single-payer bills in California (SB 840, SB 
562) suggest that California could result in 
between $314 billion and $391 billion in total 
health care spending in 2021. These estimates 
include approximately $33 billion in additional 
spending due to reduced cost sharing and 
deductibles. 

CHBRP estimates that 50% of the current 
estimated health care spending plus the 
additional spending due to the implementation of 
AB 1400 should be placed in a reserve fund to 
ensure benefits can be offered to California 
residents. That amounts to $158.5 billion to 
$195.5 billion in reserves. 

Conclusion 

In the literature, there is a general consensus 
that single-payer health care would increase 
efficiency, initially decrease net costs, and result 
in long-term net savings over time. The 
uncertainty around immediate benefits, however, 
creates significant challenges for state 
implementation, in particular. The evidence 
illustrates that maximizing performance and 
savings will require a very complex and 
intensive undertaking.  

AB 1400, if enacted successfully, would 
establish affordable coverage for the 
approximately 3.24 million who remain 
uninsured in California. AB 1400 would promote 
greater equity and reduce the financial burden 
that millions of Californians experience, even 
those with health insurance. 

Considerable research and analysis has 
highlighted some of the requirements, potential 
benefits, pitfalls, and uncertainties for states 
considering single-payer proposals. Some of the 
key barriers and uncertainties facing 
policymakers if AB 1400 were enacted, include: 

The ability to integrate all or many financing 
sources and populations is one key to reap 
some of the intended benefits of a single-
payer system. CalCare would need to 
consolidate federal funds from Medicare, 
Medicaid, and the ACA exchanges into the 
state single-payer plan using waiver 
provisions in those federal programs. 
Proposed state single-payer plans generally 
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lack “fallback” plans for capturing federal 
funds should the federal government deny 
the waivers. 

Single-payer design notions that eliminate or 
reduce premiums and cost sharing would 
need to secure offsets.  

Disruption to the state’s health care 
workforce, health care providers, insurers, 
and residents may be high. Uncertainty in 
finance may impact innovation, technology 
adoption, and public health during an 
extended period of uncertainty. 

Additionally, state constitutional prohibitions 
on deficit spending, constrain state plans 

when tax revenues fall during economic 
recession.  

The scale of the uncertainties in fiscal 
projections and the risks managing 
hundreds of billions of dollars in health care 
spending provide a live experiment with 
opportunity but also unanticipated potential 
risks and costs.  

Regarding long-term care, CHBRP found it 
difficult to project the fiscal impact of 
expanding long-term care coverage beyond 
what Medicare and Medicaid currently 
provide due to lack of measurable data, 
availability of long-term care supply, and 
how informal caregivers would respond to 
AB 1400.
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BACKGROUND  
On March 3, 2021 the California Assembly Committee on Health requested that CHBRP complete a 
limited analysis of Assembly Bill 1400 (Kalra) Guaranteed Health Care for All. This limited analysis is 
intended to support the Legislature in assessing the potential impacts of AB 1400. It draws primarily from 
existing research, policy analyses, and policy simulations developed in recent years to assess related 
proposals at both the state and national level. This limited analysis synthesizes several rigorous and high-
quality studies and a substantial body of research to support consideration of the fiscal and policy 
implications of AB 1400 for California.  

 

APPROACH 

Leveraging Existing Evidence 

In this limited analysis, CHBRP relies on available studies and simulation modeling released by 
researchers, government entities, and policy analysts to synthesize the range of impacts that a single-
payer health care system might have on the existing health care system in California. Although important 
details vary among single-payer proposals that have been considered in recent years, common findings 
from these simulations of proposed redesigns of health care at the state and/or federal levels offer 
policymakers estimates of spending magnitude and suggest the policy implications to consider prior to 
enacting a comprehensive single-payer bill. These studies also help identify the challenges of potentially 
implementing AB 1400 at the state level. Where possible, CHBRP attempts to extrapolate the impacts on 
California by incorporating demographic adjustments and trending forward spending and utilization of 
some of these key examples. CHBRP also provides further information on the relative health status of the 
uninsured versus insured in California. 

Finally, CHBRP was asked by the Legislature to provide an estimate of the initial fiscal reserves that 
would be needed to implement AB 1400 (in the short term). CHBRP attempts to provide an estimate 
based upon the existing literature, the California Legislative Analyst Office’s (LAO’s) work from 2008, and 
current health care spending in the state by government and private payers. 

 

INTRODUCTION  
This section provides information about the multipayer system of health care currently used in the United 
States and California, and contrasts it to single-payer options. CHBRP describes the traditional health 
care insurance and delivery model in the United States, which is used to deliver acute care and subacute 
care, and also delineates that system of providers and payers from the separate system used to provide 
long-term care to residents of the United States and California which relies on Medicaid, private long-term 
care insurance, and significant out-of-pocket spending by families and caregivers. 

Overview of Multipayer System 

The current U.S. health care system is a multipayer model with significant involvement and financial risk 
borne by employers, insurance companies, individuals obtaining health care and purchasing insurance, 
and taxpayers in the form of Medicare, Medicaid, Children’s Health Insurance Program (CHIP), Tricare, 
Veteran’s Health Administration, Indian Health Services, and local health programs (Donnelly et al., 
2019). At a national level, our multipayer system leads to fragmentation and inequity, such that higher 
income individuals with tax-deductible or tax-exempt comprehensive employer-sponsored insurance 
coverage can access state-of-the-art care from highly regarded academic medical centers at little to no 
out-of-pocket cost, whereas low-income individuals with Medicaid face barriers to accessing care, 
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including limited provider networks. Today’s health care system leads to approximately 8.5% of the 
California population going without insurance due to lack of affordable options, lack of information about 
benefits and programs available, perceived need, or explicit exclusions due to immigration status 
(Commonwealth Fund, 2020). The concept of single payer is sometimes conflated with universal 
coverage, but the ideas are distinct (Liu and Brook, 2017). Universal coverage can be achieved through a 
variety of policy options that range from expanding or adding to existing multipayer coverage programs 
and rules, to establishing a single-payer system. Alternatively, a single-payer system could apply to a 
subset of the population, as with Medicare for the disabled and people age 65 years and over, or the 
Veterans Health Administration (VHA) program.  

Many proposals propose a universal single-payer approach that applies to everyone within state 
boundaries irrespective of age, gender, income, health status, employment, and citizenship. The label 
“single payer” can be misleading, as considerable differences exist among universal health care systems. 
There are essentially three types of universal health care (Glied et al., 2019). The first is single-payer 
coverage whereby all residents are covered. These systems are government financed through taxes, 
pays providers directly for all health care covered, and there are no out-of-pocket costs. The United 
Kingdom is a prominent example of this system (Glied et al., 2019). The second is based on a regulated 
compulsory private health care approach. Insurance is required for all residents unless exempted. The 
Government determines what's covered and there may be some deductible costs. Consumers pay 
premiums to insurers, and insurers pay providers. The Netherlands is a prominent example of this system 
(Glied et al., 2019). And third, there is government-financed mixed public-private coverage system, where 
all residents are covered, a wide variety of services are covered, there is some cost sharing, and there is 
a private insurance option for the rest. Government finances nonprofit insurers, but supplemental private 
insurance is also available. France is a prominent example of this model (Glied et al., 2019).  

Generally, single-payer systems are relatively less costly than multipayer privatized systems and are 
responsible for a slightly smaller share of the gross domestic product (GDP) (Glied, 2009). Overall, the 
differences in system performance among the universal coverage of Organisation for Economic Co-
operation and Development (OECD)2 countries are very small, whereas the difference between the 
performance of any one of these countries and the United States is enormous and persistent (Glied, 
2009). However, these differences in health outcomes could be driven by country or state spending on 
social programs that are likely to have more meaningful impacts on health outcomes than health 
spending (Papanicolas et al., 2019). There is even evidence that states with a higher ratio of social 
spending to health spending achieve better health outcomes within 1 to 2 years of switching (Bradley et 
al., 2016). 

Despite higher levels of health spending in the United States when compared to other industrialized 
countries, the U.S. population uses fewer services in most categories. Higher spending is linked to higher 
overall prices paid due to the multipayer nature of the U.S. health care system and the lack of systematic 
price controls (Anderson et al., 2019). Whereas Medicare fee-for-service (FFS) sets rates for providers 
each year, private insurers who provide coverage to individuals through the individual market, employer-
sponsored insurance, Medicaid Managed Care Plans, and Medicare Advantage plans all negotiate with 
providers separately to set payment rates. Providers and insurers with negotiating power due to market 
concentration, reputation, or other reasons are able to negotiate better prices than those without 
negotiating power (Anderson et al., 2019; Hussey and Anderson, 2003). The administrative burdens of 
negotiating prices and billing, plus the profit motive in the U.S. health system, results in administrative and 
overhead costs for health care exceeding other countries by at least 15% (Himmelstein et al., 2020; 
Woolhandler et al., 2003). 

From 2010 through 2019, legislators in 20 states proposed 59 different single-payer bills (Keith, 2019). 
Most, but not all, of the single-payer proposals came from states that expanded Medicaid under the 
Affordable Care Act (ACA), leaving only a small fraction of the population uninsured. Thus, it appears that 
beyond achieving universal coverage, state single-payer bills also seek to control health spending 
                                                      
2 The Organisation for Economic Co-operation and Development is an intergovernmental economic organization with 
37 member countries, founded in 1961. 
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through expansive rate-setting authority and streamlined administration, as well as to relieve individuals 
of their growing out-of-pocket expenses. These state single-payer bills share many common elements: 
They all make residents universally eligible for health insurance coverage, and include low or no cost 
sharing for patients, comprehensive benefits, limits on health insurers offering duplicate coverage, and 
set criteria for provide participation and reimbursement. However, although single-payer models such as 
AB 1400 have been introduced at the state and federal level, none have ever been fully enacted and 
implemented in the United States (Parnell et al., 2020). 

California does not yet offer universal access, despite significant coverage expansion over the past 10 
years. In 2022, it is estimated that 3.2 million non-elderly Californians will be uninsured (9.5%), including 
1.3 million undocumented Californians (Dietz et al., 2021a). Multipayer financing of health care and a 
diffuse delivery system, including a “patchwork” of safety net providers serving low-income and uninsured 
populations, result in inefficiencies and inequities in health care delivery, access to care, and quality for 
many Californians. Profits and financial incentives for providers and insurers often drive-up spending 
despite a lack of improvements in clinical quality, disparities, avoidable deaths, or patient experience. The 
COVID-19 pandemic has exposed gaps in care delivery and in public health. In the present system, 
persistent disparities exist based on income, region, and race and ethnicity (Healthy California 
Commission, 2020). 

Communities of color experiences with racism, discrimination, socioeconomic deprivation, and 
environmental stressors were exacerbated during the COVID-19 pandemic (Fortuna et al., 2020). COVID-
19 incidence and mortality have continued existing health disparities and created new inequities 
(Okonkwo et al., 2020). Persistent disparities due to higher rates of COVID-19 incidence and other health 
conditions exist by income, region, race, and ethnicity. Increasing access to health coverage and 
reducing out of pocket costs promotes equity, improves access to health care services, and will result in 
better outcomes (Bernstein et al., 2010). Prior to the COVID-19 pandemic, the United States ranked last 
in life expectancy and highest in suicide rates among 11 over industrialized countries. The U.S. also 
reported high numbers of preventable hospitalizations and avoidable deaths. (Choo and Carroll, 2020). 
Proponents of a universal single-payer system as proposed in AB 1400 believe it will reduce barriers to 
health care access and treatment, and make health care more affordable for the most vulnerable 
populations. Although these reforms would not address the racism and poverty that led to these 
disparities in health outcomes, it would attempt to address the poor health outcomes faced by 
underrepresented or vulnerable groups. 

Long-Term Care 

Although the U.S. focuses on primary and acute health care in policy discussions, long-term care is a 
very important component of the health care system that gets little attention. Long-term care affects 
people of all ages and is a major driver of spending in public programs, namely Medicare and Medicaid. 
People with long-term care needs often go without appropriate or preferred care, and this places burdens 
on families due to excessive caregiving and financial responsibilities. Twenty percent of adults with long-
term care needs who reside in their community are unable to access the care they need (Feder et al., 
2000). It is a global challenge, as the combination of disability increases, population aging, and need for 
LTSS is a concern throughout the world (Thach and Weiner, 2018; de la Maisonneuve and Martins, 2013; 
European Commission, 2015; World Bank, 2016). 

In the United States, long-term services and supports (LTSS) is a blanket term that “encompass a variety 
of health, health-related, and social services that assist individuals with functional limitations due to 
physical, cognitive, or mental conditions or disabilities,” (Thach and Weiner 2018). LTSS services can 
provide assistance with activities of daily living (ADL), which include eating, dressing, and bathing. LTSS 
also provides supports for instrumental activities of daily living (IADLs), which include tasks like 
housekeeping and financial management. LTSS is designed to help people with disabilities function in 
their daily lives, and leverages LTSS providers that include informal, unpaid support and formal, paid 
caregivers. LTSS can be delivered in different settings, such as intermediate care facilities for those with 
developmental disabilities, nursing homes for custodial care and rehabilitation patients, and community-
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based services (e.g., adult day services, assisted living). The financing and delivery systems have 
historically favored institutional settings, although government policies and advocacy efforts have 
facilitated a shift toward greater home and community-based services (HCBS) use (Thach and Weiner, 
2018). 

Medicaid, the federal-state health care and LTSS program for the low-income population, is a critical part 
of financing for LTSS. By 2040, the United States population is projected to increase from 318.7 million in 
2014 to over 380 million people, with the elderly population increasing from 48 million to slightly more 
than 83 million people (Colby and Ortman, 2015). 

The State of California currently administers LTSS, which provides long-term care services delivered 
through Skilled Nursing Facilities, In-Home Supportive Services, Home and Community-Based Services, 
Community-Based Adults Services, and a variety of other mechanisms. However, all of the programs 
listed above are not under the Medi-Cal umbrella; some are controlled and funded by the Department of 
Aging, Department of Developmental Services, and Department of Social Services. Although the Medi-
Cal fee-for-service program spent approximately $16.2 billion on long-term care in 2018, there were other 
sources of services and spending for LTSS in the state (CHCF, 2020). In addition, it is estimated that 
another $8.4 billion was spent for long-term care in Medicare in 2017 (CHCF, 2017), and an unknown 
amount was spent by individuals or their private long-term care insurance policy. 

Approximately 100,000 Californians received long-term care services through Certified Nursing Facilities 
in 2019 (KFF, 2019a). The majority of residents were Medi-Cal enrollees (62%), whereas 15% had 
Medicare coverage and 23% had private or other coverage (including self-pay). Medicare limits 
reimbursement for long-term care for rehabilitation services after a hospital stay, such that the burden of 
custodial long-term care falls upon Medi-Cal, private long-term care insurance, and out-of-pocket 
spending by families. 

Given the unknown levels of spending occurring out-of-pocket for individuals and through private long-
term care insurance policies, it is difficult to predict the monetary impact of expanding long-term care 
coverage beyond what Medicare and Medicaid currently provide. 

Health Care Administrative Costs  

Administrative and overhead costs in health insurance include activities related to billing, utilization 
review, marketing, compensation of administrators, and profit. 

Medical Loss Ratio 

A percentage of all health care expenditures relate to administration, overhead, and profit. The amount of 
money spent on medical care by a health insurance carrier or health plan as a percentage of their 
collected premium revenue is a term called Medical Loss Ratio (MLR). Per the ACA3, Insurers in the 
large-group commercial insurance market are required to spend at least 85% of their premium revenues 
on medical care, whereas small-group and individual market insurers must spend at least 80% of the 
premiums collected on medical care. If the minimum MLR goal is not met in a given year, the insurer must 
issue refunds to their enrollees to meet the MLR target.4  

                                                      
3 https://www.cms.gov/CCIIO/Programs-and-Initiatives/Health-Insurance-Market-Reforms/Medical-Loss-Ratio. 
4 However, traditional fee-for-service limits the administrative spending in the program by attempting to process 
claims through fiscal intermediaries (typically commercial insurers operating in the region) and allowing those fiscal 
intermediaries to charge a small portion (less than 2%) of the claims paid. That results in Medicare having an MLR of 
98% or better, because they intentionally limit spending on administrative costs by contracting with fiscal 
intermediaries. In Medicaid, which is primarily delivered by commercial insurers, the MLR is 85% and is subject to 
rigorous requirements around reporting and calculation. However, insurers that use subcontractors who use their own 
employees to deliver services (rather than network providers) are able to capture the entire amount spent by the 
subcontractor in the medical cost numerator. 
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Evidence suggests that billing-and-insurance–related costs in our multipayer health system are 
substantial. Jiwani et al. (2014) estimate that approximately $375 billion in expenditures are added to the 
overall costs of our health system due to these multipayer billing-and-insurance–related activities. They 
estimate that moving to a simplified, single-payer system would result in 15% savings to the system. 
Woolhandler et al. (2003) published a landmark study on administrative spending in the United States in 
2003, and updated it in 2020 using 2017 data (Himmelstein et al., 2020). They found that the United 
States spent 34.2% of every health care dollar on administration, in comparison to Canada, which spent 
17% (Jiwani et al., 2014). Although we should not anticipate administrative costs to be removed entirely 
under a simplified, multipayer system, there is support for the notion that between 14% and 17% of 
current health care spending is due to inefficient administrative activities linked to the multipayer system. 
However, it is unreasonable to expect that a single-payer system could operate on a 2% administrative 
margin like Medicare. 

Fraud and Abuse 

Fraud and abuse are a problem throughout health care. In 2019, CMS estimated over $28.91 billion in 
improper payments (and $57.36 billion in Medicaid and CHIP Programs across the country) occurring in 
Medicare fee-for-service (CMS, 2019). It is difficult to assess the impact of fraud and abuse throughout 
the system, because information is limited to providers and individuals who were engaged in fraud and 
were caught. Although Medicare fee-for-service operates with a very low administrative overhead rate of 
less than 2% according to the most recent Medicare Boards of Trustees’ report (2020). This level of 
administrative spending is comparable to a 98% or better medical loss ratio due to the automated review 
of Medicare claims and low overhead spending. However, the program is also a target for insurance fraud 
due to the lack of prior authorization, utilization review, and other strategies health insurance carriers 
often use to limit use of expensive or otherwise avoidable services. In shifting toward a single-payer 
model as proposed by AB 1400, planners and policymakers should consider that the savings from 
administrative spending reductions could be limited by the presence of health insurance fraud and abuse 
depending on the structures and barriers put in place to remove fraud and abuse. For example, 
Medicare’s Center for Program Integrity (CMS, 2021) focuses on reviewing claims using algorithms to 
identify patterns, individual providers, and limit payments for fraudulent claims. In 2019, $2.2 billion from 
the overall administrative spending was allocated to Medicare’s health care fraud and abuse control 
program (Boards of Trustees of the Federal Hospital Insurance and Federal Supplementary Medical 
Insurance Trust Funds, 2020). Medicare Advantage and Part D plans, which are run by private insurers, 
must adhere to an 85% medical loss ratio (Society of Actuaries, 2019). 

 
POLICY CONTEXT  

Bill Provisions 

Assembly Bill (AB) 1400 (the California Guaranteed Health Care for All Act), introduced on February 14, 
2021, would create the California Guaranteed Health Care for All program, or CalCare, to provide 
comprehensive universal single-payer health care coverage and a health care cost control system. 
CalCare would be charged with providing high-quality health care to all California residents, including 
those who are presently either uninsured, ineligible for public coverage, or underinsured (unaffordable 
high deductible plans, etc.). It is intended to create a state-run “single payer” health system in California. 

AB 1400 would require coverage of “a wide range of medical benefits and other services and would 
incorporate the health care benefits and standards of other existing federal and state programs, including 
the federal Children’s Health Insurance Program, Medi-Cal, ancillary health care or social services 
covered by regional centers for persons with developmental disabilities, Knox-Keene, and the federal 
Medicare program, (AB 1400, February 19, 2021 see Appendix A).” The bill seeks to enact a health care 
cost control mechanism to facilitate new health coverage and health care service delivery for all residents 
of California, including the undocumented. AB 1400 would prohibit participating providers from billing or 
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contracting with an individual eligible for CalCare benefits for a covered benefit, but would allow 
contracting for a health care service that is not a covered benefit if certain criteria were met. “The bill 
would authorize health care providers to collectively negotiate fee-for-service rates (with CalCare) of 
payment for health care items and services using a third-party representative, as provided. The bill would 
require the CalCare Board to annually determine an institutional provider’s global budget, to be used to 
cover operating expenses related to covered health care items and services for that fiscal year, and 
would authorize payments under the global budget,” (AB 1400, see Appendix A). 

Existing state and federal programs in California would be affected if the legislation were fully 
implemented. AB 1400 would require the board of CalCare “to seek all necessary federal waivers, 
approvals, and agreements to allow various existing federal health care payments to be paid into 
CalCare, which would then assume responsibility for all benefits and services previously paid for with 
those funds,” (AB 1400, see Appendix A). 

This bill states the intent of the Legislature to enact legislation that would develop a revenue plan, taking 
into consideration anticipated federal revenue available for CalCare. The bill would create the CalCare 
Trust Fund in the State Treasury, as a continuously appropriated fund, consisting of any federal and state 
moneys received for the purposes of the act. 

Finally, AB 1400 would prohibit specified provisions of this act from becoming operative until the 
Secretary of California Health and Human Services gives written notice to the Secretary of the Senate 
and the Chief Clerk of the Assembly that the CalCare Trust Fund has the revenues to fund the costs of 
implementing the act. 

Evidence From California 

Healthy California Commission 

The Healthy California for All Commission5 was established in 2019 to develop a plan for advancing 
progress toward achieving a health care delivery system for California that provides coverage and access 
through a unified financing system, including, but not limited to a single-payer financing system. 
According to the Commission, the concept of “unified financing” describes a state-wide system to arrange 
and assure health care in which: 
 

• There is a standard package of health care services; 
• The standard package of health care services would not be limited by demographic, employment, 

disability status, or income; 
• Benefit distinctions between public programs and private plans would be eliminated within a 

system of unified financing. 
 
In its first deliverable required by SB 104, the report6 explores strengths and limitations of California’s 
existing health care system and identifies areas for improvement. A future Commission report will provide 
key considerations to inform the design of a unified financing system, as proposed by AB 1400. The 
Commission’s Report (originally scheduled for February of 2021), was delayed due to the COVID-19 
pandemic. 

Existing Data on California’s Health Insurance Coverage and Financing 

Californians receive health insurance from a range of public and private sources, which can change over 
time. Roughly half of Californians receive job-based coverage in 2020 based on their own employment or 

                                                      
5 Established by Senate Bill 104 (Chapter 67, Statutes of 2019). 
6 https://chhs-data-prod.s3.us-west-2.amazonaws.com/uploads/2020/08/24133724/Healthy-California-for-All-
Environmental-Analysis-Final-August-24-2020.pdf. 
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a family members’ employee benefits (CHCF 2017). Approximately 5% of Californians purchase 
insurance through the individual insurance market through Covered California or purchased directly from 
an insurance carrier. Medicare provides coverage for most elderly (age 65 years or over) residents and 
those with disabilities under 65. Approximately 17% of Californians are covered by Medicare, VHA, 
military health care, and Indian health services. Medi-Cal provides coverage to another 23% of 
Californians who are eligible due to income or disability (CHCF, 2017).7 Approximately 3.2 million 
Californians are projected to be uninsured in 2022 (Dietz et al., 2021a), including the share of 
undocumented Californians who are covered through restricted-scope Medi-Cal and are not eligible for 
full-scope Medi-Cal coverage. Of the projected 3.2 million Californians who remain uninsured, 1.3 million 
are undocumented, and the majority of the remainder are eligible for Medi-Cal or Covered California with 
subsidies. According to the 2019 California Health Interview Survey, 50.4% of the uninsured report very 
good or excellent health status, whereas 61.2% of the insured report very good or excellent health status. 
The uninsured report higher levels of fair or poor health status (17.8%), whereas 12.1% of insured 
Californians report fair or poor health status. 

California responded to the ACA by expanding Medi-Cal to low-income childless adults, parents earning 
100%–138% federal poverty level (FPL), and by starting a state-based insurance marketplace, Covered 
California (Garrett and Gangopadhyaya, 2016). Federal policymakers expanded Medi-Cal eligibility to 
adults with incomes below 138% of the federal poverty level (about $16,700 for a single adult) and lawful 
permanent resident immigration status for over 5 years through the ACA, with the federal government 
covering 95% of total costs for this group in 2020 and beyond. California independently decided to 
expand its Medi-Cal program using state funds to other populations, including people earning up to 138% 
FPL who do not meet the 5-year bar for lawful permanent residents, and undocumented immigrants up to 
age 26 years. Californians earning incomes between 138%–600% of the FPL can purchase health plans 
through Covered California using premium tax credits. Between 1.2 and 1.4 million enrollees have 
insurance through Covered California, with about 85% of enrollees receiving federal tax credits or 
subsidies (McConville, 2018). The recently passed American Rescue Plan Act (2021) provides additional 
tax credits and subsidies to people earning up to 400% FPL and new tax credits for those earning more 
than 400% FPL (Dietz et al., 2021b). 

California uses available federal, state, and local funds to provide health insurance to some immigrant 
population groups, such as young unauthorized immigrant children and pregnant women. Some counties, 
have provided access to outpatient and inpatient care for all low-income residents (Gelatt et al., 2014). 
Many of California’s counties offer basic health care for uninsured residents and undocumented 
immigrants through public hospitals or private providers. However, the program is not portable and not 
equivalent to insurance coverage (Rojas and Dietz, 2016; Healthy California For All Commission, 2020).  

The health care safety net for low-income residents of California represents a “patchwork of programs 
and providers.” (Newman and Roh, 2019). Many Californians have gained insurance coverage due to the 
implementation of the Patient Protection and Affordable Care Act (ACA) in 2014. Most lawful permanent 
residents earning less than 138% of the federal poverty level are now eligible for health care coverage 
through Medi-Cal, while those earning higher incomes have access to tax credits and subsidies designed 
to make health insurance more affordable through Covered California, California’s health insurance 
exchange. While the federal government has provided the vast majority of funds for the Medi-Cal 
expansion, General Fund spending for Medi-Cal has increased by 5% annually, and currently constitutes 
about 17% of General Fund expenditures (McConville et al., 2017; Tatar and Chapman, 2019).  

Overall Estimates of Health Spending in California 

Based on National Health Expenditure (NHE) data, California spent $295 billion on health care (more 
than any other state) in 2014.8 Unfortunately, NHE data is not updated at the state level on a yearly basis, 
                                                      
7 This estimate excludes Californians who are only eligible for emergency and pregnancy related services. It also 
excludes those are “dually eligible” for Medi-Cal and Medicare. It counts them in Medicare and other public. 
8 National Health Expenditures, 2014: https://www.cms.gov/Research-Statistics-Data-and-Systems/Statistics-Trends-
and-Reports/NationalHealthExpendData/NHE-Fact-Sheet. 
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but applying the urban Consumer Price Index (CPI) to inflate the spending level of 2014 into 2021 dollars 
gives us a conservative sense of the possible magnitude of the state’s current health care spending. 
From 2014 to 2021, CPI would add 11.9% to the $295 billion spent in 2014, for a predicted total of $330.7 
billion from all sources in 2021. If we apply a historical growth rate from the NHE data (5.7% per year) to 
the 2014 total, the 2021 projected estimate increases to an upper bound of $435 billion. Per capita 
spending in 2021 (based on an estimated 39.51 million residing in California) would be $8,370 per year 
using CPI to calculate a lower-bound, or $11,010 using historical 1991-2014 NHE growth as an upper-
bound. National evidence indicates health care spending grew at a lower rate than 5.7% from 2014 to 
2018, which suggests that the actual per capita spending on health care in 2021 for California lies 
between those two numbers (California HealthCare Foundation, 2020). 

Existing Data on Impact of Single-Payer Proposals in California 

Several bills have been introduced in California to create a single-payer system, including SB 562 (Lara) 
in 2017, SB 810 (Leno) in 2011, and SB 840 (Kuehl) in 2007. None of those bills were enacted, but each 
proposal and cost estimate is helpful for assessing the likely impact of AB 1400. Although there are 
differences between AB 1400 and the three bills summarized below (Table 1), the cost estimates for each 
bill provide a useful range of values when estimating the potential costs of implementing AB 1400. The 
overall health care spending in California is estimated to be $330.7 billion or more in 2021 dollars 
(adjusted for inflation using CPI) so that the potential cost impact in 2021 for each bill can be compared to 
the current spending level and to assess the additional funds needed to implement each bill. 

 
Table 1. Comparison of Previous California Single-Payer Bills 
 
Bill Details SB 840 (2007) SB 810 (2011) SB 562 (2017) 

Summary 

• Establishes the California 
Healthcare System (CHS) 
that would be administered 
by a new agency under the 
control of a new 
Commissioner.  

• The CHS would, on a single-
payer basis, negotiate for or 
set fees for health care 
services provided through 
the system and pay claims 
for those services.  

• Establishes the California 
Healthcare System (CHS) 
that would be administered 
by a new agency under the 
control of a new 
Commissioner.  

• The CHS would, on a single-
payer basis, negotiate for or 
set fees for health care 
services provided through 
the system and pay claims 
for those services. 

• Establishes the Healthy 
California (HC) program and 
would provide 
comprehensive universal 
single-payer health care 
coverage and a health care 
cost control system for the 
benefit of all residents of the 
state.  

• An appointed HC Board 
would govern the program. 

Populations 
Covered 

All CA residents  
 

All CA residents All CA residents, regardless of 
immigration status 

Benefits 

• Designs benefit packages to 
provide a wider array of 
medical services than 
provided to many insured 
Californians under current 
law.  

• Includes all medical care 
determined to be medically 
appropriate for an individual 
by their health care provider.  

• Includes inpatient, outpatient, 
imaging, dental, vision, 
mental health, post-

• Includes all medical care 
determined to be medically 
appropriate for an individual 
by their health care provider.  

• Includes inpatient, outpatient, 
imaging, dental, vision, 
mental health, post-
hospitalization nursing home 
care, prescription drugs, and 
more.  

• Residents at or below 200% 
of FPL would be eligible for 
no-cost Medi-Cal and would 

• Would cover a wide range 
of medical benefits and 
other services and 
incorporate the health care 
benefits and standards of 
other existing federal and 
state provisions, including 
the state’s Children’s Health 
Insurance Program (CHIP), 
Medi-Cal, ancillary health 
care or social services 
covered by regional centers 
for persons with 
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Bill Details SB 840 (2007) SB 810 (2011) SB 562 (2017) 

hospitalization nursing home 
care, prescription drugs, and 
more.  

• Residents at or below 200% 
of the Federal Poverty Level 
(FPL) would be eligible for 
the type of benefits offered 
under the Medi-Cal program.  

be entitled to not less than 
the full scope of benefits 
available under the Medi-Cal 
program. 

developmental disabilities, 
Knox-Keene, and Medicare.  

• Includes all medical care 
determined to be medically 
appropriate for an individual 
by their health care 
provider.  

• Includes inpatient, 
outpatient, imaging, 
emergency services, dental, 
vision, mental health, 
nursing home care, 
prescription drugs, and 
more. 

Copays and 
Deductibles 

Not specified but would allow 
deductibles and copayments 
beginning in year 3 

Not specified but would allow 
deductibles and copayments 
beginning in year 3 

Members shall not be required 
to pay any form of cost sharing 
for covered benefits 

Financing 
Mechanism 

Means-based premiums from 
sources including employers, 
individuals, and government9 

Means-based premiums from 
sources including employers, 
individuals, and government10 

Revenue plan to be 
determined 

Organization 
and Planning 

• The Commissioner would 
seek all necessary waivers, 
exemptions, agreements, or 
legislation to allow various 
existing federal, state, and 
local health care payments to 
be paid to the CHS, which 
would then assume 
responsibility for all benefits 
and services previously paid 
for with those funds.  

• Prohibits health care service 
plan contracts or health 
insurance policies from being 
issued for services covered 
by the CHS.  

• A Payments Board would 
administer the finances of the 
CHS.  

• A Premium Commission 
would determine the cost of 
the CHS and develop a 
premium structure for the 
system that complies with 
specified standards. 

• The Commissioner would 
seek all necessary waivers, 
exemptions, agreements, or 
legislation to allow various 
existing federal, state, and 
local health care payments to 
be paid to the CHS, which 
would then assume 
responsibility for all benefits 
and services previously paid 
for with those funds.  

• Prohibits health care service 
plan contracts or health 
insurance policies from being 
issued for services covered 
by the CHS.  

• A Payments Board would 
administer the finances of the 
CHS.  

• A Premium Commission 
would determine the cost of 
the CHS and develop a 
premium structure for the 
system that complies with 
specified standards. 

• The HC Board would 
administer the program, 
including seeking all 
necessary waivers, 
approvals, and agreements 
to allow existing federal 
health care payments to be 
paid to the HC program, 
which would then assume 
responsibility for all benefits 
and services previously paid 
for with those funds; 
engaging and paying health 
care providers; authorizing 
program expenditures; and 
determining when 
individuals may start 
enrolling in the program.  

• Prohibits health care service 
plans and health insurers 
from offering health benefits 
or covering any service for 
which coverage is offered to 
individuals under the HC 
program. 

Potential 
Cost Impact 

$210 billion (LAO estimate) 
 

Unknown  Approximately $400 billion 
(Senate Rules Committee 

                                                      
9 SB 1014: Taxation: single-payer health care coverage tax was introduced in February 2007 as a funding 
mechanism for SB 840 and proposed various taxes including on employers and employees. One of its provisions 
stated that it created “a health care coverage premium paid through the imposition of taxes on wages.” 
10 There was no companion bill introduced in 2011 to create a funding mechanism for SB 810.  
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Bill Details SB 840 (2007) SB 810 (2011) SB 562 (2017) 

in Year 1, at 
time of 
potential 
enactment 

$282 billion in 2016 estimate) 
 
$331 billion in 2017 

Potential 
Cost Impact 
in 2021 $ 

$311.4 billion, or $7,880 per 
capita 

Unknown $356.5 billion, or $9,057 per 
capita 

Source: California Health Benefit Review Program, 2021 
 

Differences Between AB 1400 and Previous Single-Payer Attempts in California: 

All three proposals above (SB 840 of 2007, SB 810 of 2011, and SB 562 of 2017) included 
comprehensive benefits, and attempted to achieve universal coverage for all California residents 
(including the undocumented) by redirecting revenues from individual and employer premiums, federal 
and state government programs, and taxes into a fund set aside for each proposed single-payer system. 
In some cases, the actual financing mechanism is vague or unknown, but in all three bills, a health care 
board would determine benefits and negotiate reimbursement rates for private providers. All three bills 
would require the state to negotiate waivers in Medicare and Medicaid to allow for the pass through of 
federal funds to the new single-payer system.  

SB 562 did not propose any cost sharing or coinsurance for services received, whereas the other two bills 
allowed them in the third year of implementation. The financing mechanism for each bill varied, with SB 
562 not including a specific financing plan, whereas SB 840 called for additional taxes on payroll, self-
employed income, and unearned income. All analyses suggest that cost savings will be incurred due to 
simplification, administrative savings, and negotiated prices with providers. Although these savings do not 
fully offset new spending, they do reduce the need for additional revenue.  

Revenue sources proposed by SB 840 included certain new taxes11 and the redirection of funds from 
existing government programs. State payments for services would be paid directly to the state 
government system, which then bears responsibility for delivering all benefits, items, and services. 
Formulas would be established to ensure equitable contributions from all California counties and other 
local health jurisdictions by a Commissioner. 

Under the SB 840, physicians and other individual providers (such as dentists) generally would be 
compensated for their services by the single-payer system as fee-for-service providers or as providers 
employed by, or under contract with, health care systems that provide comprehensive coordinated 
services, such as Kaiser Permanente or potentially other medical practice groups.  

SB 840 would establish budgets for hospitals, certain clinics, and medical provider groups, such as 
independent practice associations or Kaiser Permanente. These budgets would include components for 
operating expenses and capital expenditures.  

The LAO (2008) cost estimate for SB 840 indicated that that the bill would result in a net shortfall of $42 
billion in 2011–2012 (the first full year of operations) and $46 billion in 2015–2016. These shortfalls 
resulted largely from a faster rate of growth for health benefits costs relative to the single-payer program 
revenues. 

The University of Massachusetts, Amherst, Political Economy Research Institute (PERI) provided an 
economic analysis of the proposed measure. The authors (Pollin, et al., 2017) estimated that through 

                                                      
11 SB 840 provides for taxes on payrolls, self-employed income, and unearned income. 
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implementation of Healthy California (SB 562), overall costs of providing full health care coverage to all 
Californians could fall by about 18% relative to spending levels under the existing system. There would 
have been two broad areas of cost saving under Healthy California. The first is a set of structural changes 
in the areas of: 1) administration; 2) pharmaceutical pricing; and 3) fee structures for service providers. 
PERI estimated that overall utilization would have risen by 12% under SB 562. 

PERI’s report suggests that two new taxes could be used to generate the revenue required to offset the 
loss of private insurance spending: a gross receipts tax of 2.3% and a sales tax of 2.3% (Pollin et al., 
2017). However, SB 562 did not explicitly create a funding mechanism. 

However, the California Senate Committee on Appropriations estimated that if the bill was financed 
“through a new payroll tax (with no cap on wages subject to the tax), the additional payroll tax rate would 
be about 15 percent of earned income.” (McCarthy, 2017). Regardless, any analysis of the bill is 
necessarily speculative and incomplete; the way that California would actually finance its health care 
system if SB 562 was enacted is entirely ambiguous. 

The second assumption on how SB 562 would be financed is through reductions of inefficiency in the 
current multipayer system. PERI assumed that reductions in unnecessary services, inefficiently delivered 
services, missed prevention opportunities, and fraud would save roughly 5%. 

PERI also estimated the long-term care services that would be covered under AB 1400 in a follow-up 
study to SB 562. These include, among others, nursing homes, home health care services, 
rehabilitation, and personal care. Within the CMS Health Consumption Expenditures accounts, 
spending in these areas are mostly covered within the two categories of nursing home services and 
home health care. In 2017, spending in these two categories totaled to $265 billion, that is, nearly 8% 
of all Health Consumption Expenditures.  

Given such uncertainties in coverage within SB 562, Pollin and his co-authors believed it “is prudent to 
allow, as a high-end approximation, that long-term care spending under Medicare for All will increase 
by the same 12 percent level that we have applied for other categories of Health Consumption 
Expenditures (Pollin et al., 2018).” 

On the whole, the PERI analysis predicted that although SB 562’s single-payer system would be 
expensive, its cost in taxes would ultimately be cheaper than the costs that Californians currently pay to 
private insurers. The study did not, however, analyze the effects of SB 562 on employment. Impacts on 
employment would impact the state’s tax base and other revenues (Pollin et al., 2017).  

The Senate Committee on Appropriations analysis predicted total annual costs of about $400 billion per 
year, including all covered health care services and administrative costs, at full enrollment. PERI, on the 
other hand, estimated, “The overall annual costs of this single-payer system for California would be $331 
billion as of 2017,” and $356.5 billion in 2021 dollars.  

The range of cost estimates varies from $7,200 to $9,057 per person in 2021, suggesting that the overall 
amount spent by AB 1400 is lower than average spending on health care each year throughout the 
United States from all payers. 

The Lewin Group (2002) prepared analyses of multiple health care reform options for the state of 
California, ranging from Medi-Cal expansion to single payer. Their single payer modeling indicated 
between $9.6 billion to $14.4 billion in new spending would occur due to new utilization of acute and long-
term care in 2002. Adjusting for inflation, that is the equivalent of $14.2 to $21.3 billion dollars in 2021. 
The Lewin Group report also calculated cost offsets to finance the three single payer reform proposals, 
which included tobacco taxes, payroll taxes, income taxes, taxes on unearned income, and administrative 
efficiencies (Lewin Group, 2002). 
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Evidence From Other State Single-Payer Proposals 

Nine states currently have single-payer proposals under consideration. Four of the nine states are in New 
England. Connecticut’s 2021 Regular Session proposal12 would establish a self-insured universal single-
payer health care program that operates on a fee-for-service basis with individual providers. It would be 
funded through taxation in lieu of premiums and would request a waiver from the federal government 
pursuant to Section 1332 of the ACA. Similarly, Rhode Island’s proposal13 proposed a universal single-
payer health care insurance program (Rhode Island Comprehensive Health Insurance Program, RICHIP), 
modeled as a “Medicare-for-all” type of program. The proposal would be funded through the consolidation 
of government and private payments to insurance carriers. Massachusetts also has an introduced bill in 
the 2021–2022 Regular Session, HD 2656/SD 546, which would establish a Medicare for All Program in 
the state, establishing the Massachusetts Health Care Trust.14 Vermont’s H 276, introduced in the 2021–
2022 Regular Session, would implement a publicly financed health program for all residents over time. 
HB 602, introduced in the 2021 Texas Legislature, would provide comprehensive health care benefits 
coverage through a publicly funded program called the Healthy Texas Program. Maryland’s HB 534, 
introduced in the 2021 Regular Session would establish a state Program to provide comprehensive 
universal health coverage for every resident and be funded by certain revenue.  

Virginia, Washington, and Hawaii have introduced studies (Virginia HB 2271) or created commissions 
(Washington State SB 5399) or pilot programs (Hawaii SB 2980/ SB 3128),  

 

IMPACT OF AB 1400 BASED ON EXISTING EVIDENCE  

High-Level Meta-Analysis 

A high-level meta-analysis15 (Cai et al., 2020) identified 22 modeled predictions (over the past 30 years) 
of the cost of single-payer financing in the United States. This analysis focused on the cost estimates of 
single payer financing proposals, but did not consider financing or revenue plans. Cai et al. found that 19 
of the 22 studies (86%) predicted net savings during the first year of operation, with a range of 7% higher 
net costs to 15% lower net costs. The range of cost increases due to insurance coverage improvements 
resulting in higher use of services ranged between 2% and 19%. Simplification of payment administration, 
reduced prescription drug costs, and other components resulted in net savings of 3% to 27%. Overall, the 
authors estimated that net savings averaged 1.4% per year.  

Net financial impacts during the first year of single-payer implementation ranged from a 7.2% increase in 
costs to a 15.5% decrease (net savings. The study found the median value was 3.5% in net. They also 
found that 19 of the 22 plans would result in savings. , Higher use of health services increased costs by 
2.0% to 19.3% (with a median of 9.3%) and offsetting savings due to simplification, lower drug costs, and 
other cost reductions ranged from 3.3% to 26.5% (with a median of 12.1%) in net savings (Cai et al., 
2020). The costs and savings varied by the number of newly insured people, benefit generosity, increase 
use of services and cost sharing decisions. 

All 22 studies predicting savings due to simplified payment administration (ranging from 1.2% to 16.4%, 
with a median of 8.8%). Other sources of savings were lowered prices for medications and durable 
medical equipment, reduced fraud and waste, and lowering prices based on Medicare payment rates (Cai 
et al., 2020). 

                                                      
12 HB 5340 has been introduced in the Connecticut 2021 Regular Session.  
13 Senate 233 has been introduced in the Rhode Island 2021 Regular Session. 
14 The Trust would establish health care taxes on employers, workers, and residents that will replace spending on 
insurance premiums and out-of-pocket spending for services covered by the Trust, 
15 A meta-analysis is a statistical method combining the results of several scientific studies that focus on the same 
question.  
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Over a longer time horizon of ten years, projected net savings increase for all 22 models, even in the 
three estimates for proposals that had net costs in the first year, (Cai et al., 2020). 

Table 2: CBO and Urban Institute Analyses of Similar Single Payer Proposals 

 

Name 
Population 
Expected to 

Enroll 

Estimate 
of Total 

Spending 

Year of 
Analysis 

Benefits/  
Comprehensiveness 

LTSS 
Included 

Excluded 
Groups 

CBO 
Option 5 

All US 
residents 

$6.92 trillion 
in 2030 

2019, 
2020 Comprehensive Yes, SNF 

and LTSS None 

Urban 
Institute, 
Reform 8 

All US 
residents 

$4.22 trillion 
in 2020 2019 Comprehensive Yes, LTSS None 

Source: California Health Benefits Review Program, 2021. 
Key: CBO, Congressional Budget Office; LTC, long-term care; LTSS, long-term services and support; SNF, skilled 
nursing facility. 

 

LONG TERM CARE  

AB 1400 and Long Term Care 

AB 1400 would greatly enhance the coverage for long-term care services throughout the state, but it 
would not only cover the costs from existing payers, it is likely to subsidize families providing caregiving 
on their own who do not benefit from one of the existing coverage programs (Medi-Cal, Medicare, or 
private long-term care insurance) or social services programs (e.g., In-Home Supportive Services). 
Because long-term care is not a traditional benefit for employer-based or private individual market plans, 
the change in service use and spending would be sizable if AB 1400 were implemented. 

AB 1400 would have to consolidate the roughly $25 billion per year spent by Medi-Cal and Medicare, 
provide additional funding to address self-pay services16, private long-term care insurance, and the gaps 
in services that people cannot easily access. In addition, all of the funding allocations for social services 
and developmentally disabled programs might need to be consolidated under the health care umbrella for 
AB 1400 to be efficient. The actual cost of private long-term care insurance premiums and self-payment 
by long-term care users who are not receiving custodial care through Medi-Cal or rehabilitative care 
through Medicare is unknown. 

If someone is eligible for Medi-Cal due to the cost of skilled nursing care effectively lowering their income, 
they are considered to have a share of cost. The share of cost is the amount paid by individuals on Medi-
Cal for their skilled nursing services, and are not currently borne by the Medi-Cal program itself. 

                                                      
16 Self-pay is another significant source of spending for long-term care services. Families also “spend down” due to 
expensive long-term care needs, meaning they expend so much of their family income and savings that they become 
eligible for Medi-Cal for the remainder of their custodial long-term care service needs. Having a comprehensive long-
term care benefit may be expensive, but it will drastically improve the ability of families to retain savings and alleviate 
the economic burden that often falls upon children and spouses of individuals needing long-term care services. 
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Analyses of Federal Single Payer Options 

Recent analyses of multiple single-payer model approaches by the Congressional Budget Office (CBO) 
and Urban Institute provide estimates of cost and insurance impacts in the United States. Two of the 
models selected by CBO and Urban Institute are comparable to AB 1400, and the results from the CBO 
and Urban Institute models are instructive for those assessing the feasibility and cost of AB 1400. 

In December of 2020, CBO modeled five illustrative options for single payer based on a Medicare for All 
approach. The model results varied due to differences in providers’ reimbursement rates, patients’ cost 
sharing, and the coverage of LTSS. CBO estimated how these five approaches could impact the federal 
budget in 2030 and assessed other outcomes. One of the options produced by the CBO (Reform 5) is 
quite similar to the underlying direction of AB 1400. Reform 5, as scored by the CBO is a single-payer 
program with additional benefits and no cost-sharing. It eliminates all cost-sharing requirements, adds 
adult dental, vision, hearing, and LTSS benefits. It also assumes high payment rates to providers and 
drug companies. This option covers all U.S. residents, including undocumented immigrants. National 
spending on health care would grow by approximately $290 billion in 2020. Based on California’s share of 
national health spending (11.39%) according to the 2014 Health Expenditure data, California’s health 
spending would be projected to increase by $33 billion in 2020 (or $33.46 billion in 2021 dollars).  

The CBO projected that the percentage of revenues spent on administration by hospitals would decrease 
by 7 percentage points (from 19% to 12%). Relatedly, physician administrative costs as a share of 
revenue would decrease from 15% to 9% (a 6% percentage point decrease). In addition, it estimated that 
physicians would spend 4.8% fewer work hours and nurses would spend 18.4% fewer work hours. These 
assumptions build on a large evidence base showing high administrative overhead among U.S. health 
care providers relative to other nations (Bruenig, 2020).  

In October of 2019, the Urban Institute estimated the effects of eight varying health care reform options. 
The analysis uses their Health Insurance Policy Simulation Model (HIPSM)17 and new Medicare 
simulation model, MCARE-SIM, and the Dynamic Simulation of Income Model (DYNASIM).  

CHBRP’s summary focuses on the Urban Institute’s analysis of a comprehensive single-payer reform 
similar to the Medicare for All Act of 2019. This is called Reform 8: “Single-payer with enhanced benefits 
and no cost-sharing requirements,” (Blumberg et al., 2020). This option includes all U.S. residents, 
eliminates all cost-sharing requirements, and adds adult dental, vision, hearing, and LTSS benefits 
(Blumberg et. al., 2019). The LTSS benefits modeled were likely less generous than those proposed in 
AB 1400.  
 
Table 3: Urban Institute’s Estimates of “Reform 8 Single Payer with Enhanced Benefits and No 
Cost Sharing” 
 

  Health Care Spending (Billions) 
Current Law  Federal State National 
ACA  1,284.3 302.3 3,496.8 

Single Payer enhanced with broad 
benefits and no cost sharing 

 4,128.9 42.7 4,216.5 

Source: Urban Institute, 2019 

                                                      
17 HIPSM is a detailed microsimulation model of the U.S. health care system designed to predict the cost and 
insurance coverage impacts of proposed health care policy reforms. 
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Estimating Changes in Payment for Services Based on Reimbursement Levels and Changes 
in Utilization 

Over recent decades, numerous studies focused on the U.S. case have shown that people do vary their 
utilization of health care, at least to some degree, depending on how much they must pay out-of-pocket 
for their care. Perhaps the most well-known study of this issue is the RAND Health Insurance experiment. 
This project was conducted between 1974 and 1982. During those years, nearly 6,000 U.S. households 
were given health insurance, but with different arrangements with respect to cost sharing. The experiment 
showed that health care use and individual spending tended to fall as the amount of cost sharing 
increased (Manning, et al., 1988). Following from the results of the RAND study and subsequent relevant 
literature, we would expect average health spending to increase if cost sharing were reduced, as 
proposed in the draft legislation for the Healthy California program.  

But that then raises the more precise question — that is, how much would we expect utilization rates to 
rise through the CalCare program, relative to current utilization rates, especially among the uninsured and 
underinsured? The extensive literature that has emerged following from the RAND study is highly 
informative here. Some of this subsequent literature, building from the RAND study, has utilized additional 
data and modeling assumptions, to produce a broad finding that, on average, a 10% increase in out-of-
pocket costs would be associated with a 2% decrease in health expenditures. Conversely, this result 
suggests that a 10% decrease in out-of-pocket costs would be associated with a 2% increase in health 
expenditures.18  

Impact on Provider Supply and Hospitals 

Total spending on health care would be lower if provider payment rates under a single-payer system were 
set at Medicare FFS rates rather than at a higher level, such as average commercial health insurance 
reimbursement rates. However, Medicare rates are higher than Medi-Cal rates. Setting payment rates 
equal to Medicare FFS rates under a single-payer system would reduce the average payment rates most 
providers receive. If Medicare rates were not sufficient to cover the actual cost of delivering services for a 
provider, such a reduction in provider payment rates could result in providers leaving the market (closing 
practices, relocating to other states, or trying to provide care outside of the single-payer program), 
reducing services, and reduce the quality of care (Ellis and McGuire, 1986; Rice, 1997). It could also 
result in providers attempting to bill for more services with a low marginal cost to generate additional 
revenue. Studies have found that increases in provider payment rates lead to a greater supply of medical 
care, whereas decreases in payment rates lead to a lower supply. However, those studies are based only 
on changes in Medicare’s payment rates in our existing multipayer system. These results may not be 
relevant for a single-payer system because of the lack of ability to avoid certain lower-paying patients or 
payers. Provider responses to payment changes are challenging to predict under a state-based single-
payer system because providers might be able to offset losses in one payer by increasing their rates for 
other payers or seeing more patients from other payers in a multipayer system. Those opportunities 
would no longer exist in a single-payer system (CBO, 2019).  

Legal and Financial Hurdles for State Single-Payer Health Care 

To finance these universal and comprehensive benefits, state single-payer bills use several strategies 
similar to AB 1400 to capture health expenditures from the existing multi-payer system, while navigating a 
number of financial and legal impediments. The state bills combine federal funds from Medicare, 
Medicaid, and the ACA marketplace tax credits and cost sharing reductions into the single-payer plan 
using waivers in those federal programs (Wiley, 2018). The U.S. Department of Health and Human 
Services (DHHS) has substantial flexibility over approving or negotiating state waivers in Medicaid, 

                                                      
18 At the same time, several studies have raised significant concerns with respect to relying on a single, static 
estimate of the relationship between out-of-pocket expenditures and overall health care spending. For instance, it has 
been shown that the extent to which people will alter their health care utilization rates will be responsive to the 
specific types of cost-sharing arrangement being used. 
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Medicare, and Section 1332 of the ACA. However, proposed legislation usually does not have substitute 
revenue to “fall back” on were the agency to deny the waivers. Instead, the waiver’s failure would typically 
undermine the ability to deliver the single-payer program as proposed.  State budget rules often harm a 
state’s ability to maintain spending levels during economic recession or downturn (Bagley, 2017). That 
means that without a series of federal waivers related to Medicare, Medicaid, and Affordable Care Act 
requirements and federal funding, the revenues to support AB 1400 will not exist at the state level. 

State single-payer proposals also face challenges in redirecting premiums for employer-sponsored health 
plans due to the Employee Retirement Income Security Act (ERISA) (KFF, 2019b). ERISA pre-empts all 
state laws that “relate to” employer-sponsored benefits, such that “states cannot simply mandate that 
employers cease offering health benefits,” (Gaffney et al., 2021). States do retain broad power to regulate 
health care providers and health insurers, but ERISA preempts the application of state insurance 
regulations to employers’ self-funded health plans, which now comprise more than 60% of all employer-
sponsored health benefits (KFF, 2019b). ERISA challenges states’ abilities to capture employer health 
spending — a source of funding that would be critical to the viability of a single-payer system. 

The labyrinth of ERISA pre-emption has inspired creative drafting of state single-payer bills to do 
indirectly what ERISA prohibits them from doing directly (Fuse Brown and McCuskey, 2019). State single-
payer proposals appear to use three strategies for state bills to capture employer health spending and 
shift employees into the state single-payer system:  

• Payroll taxes on employers; 

• Income taxes on employees; and 

• Restrict providers from accepting reimbursement from private insurance companies. 

Nearly all states’ bills include one of these strategies; most include a combination of them.   

 

KEY CONSIDERATIONS AND UNKNOWNS  
CHBRP’s analysis is not intended to make recommendations regarding the appropriateness or feasibility 
of AB 1400. However, in reviewing the analyses and evidence from numerous studies, CHBRP offers 
these key considerations and remaining unknown impacts to inform the Legislature. 

Integration Considerations 

Plan Design in AB 1400 that eliminates premiums and cost sharing will likely need to secure 
offsets. This could be accomplished via increased tax revenue, lower payments to providers, or some 
other funding mechanism. Premiums and cost sharing account for a substantial portion of health care 
expenditures today. Eliminating cost sharing may improve access to care and consumer affordability, but 
could increase costs due to greater use of services and ultimately compromise long-term sustainability. 
Findings from the RAND Health Insurance experiment and more recent work on the impact of cost 
sharing and coinsurance in reducing the use of health care suggest that removing cost barriers through a 
single-payer system could trigger new use to be paid for by the system. Much of that use may be 
necessary, but it is not currently occurring or is being delayed due to cost barriers for a segment of the 
population. In addition, reduced premiums are likely to draw new enrollees into the health care system, so 
that they have increased access to care in contrast to being uninsured (MACPAC, 2015). 

Provider Impact and Hospitals. Although a single-payer system allows for private providers to continue 
operating as private entities, the payment sources will be limited to the new CalCare single-payer 
program. Currently, hospitals and health care providers negotiate reimbursement rates with private 
insurance companies (including Medicare Advantage and Medi-Cal managed care plans), receive lower, 
fee-schedule-based payments from fee-for-service Medicare and Medicaid, and also receive cost sharing 
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payments from insured patients, and partial or full payment for self-pay services from uninsured or out-of-
network patients. Consolidating all Californians under one single-payer system would require price setting 
that takes the previous multipayer rates into consideration, adjusts them downward to address 
administrative efficiencies, and pays hospitals and providers a new, blended payment rate for services 
rendered or people cared for. 

A single-payer health care system in California could help the state meet a number of goals — universal 
health care coverage, comprehensive benefits, increased equity, greater access and quality, improved 
affordability, lower administrative costs, and slower growth in health care costs (CHCF, 2017). 

Fiscal Uncertainties 

The ability to manage costs is predicated on a single government entity budgeting for the health care 
costs of a single risk pool that has the potential to centrally impose cost controls. If that single risk pool is 
less than universal, market forces will limit its reach, potentially undermining the ability to address 
consumer affordability, at least for some consumer segments. It may be difficult to achieve system wide 
access and quality goals if a substantial portion of the population is excluded from the single-payer 
program. For example, the Medicare population accounts for 14% of the California population and is 
responsible for about 20% of total state health care spending — it may be difficult to see system-wide 
improvements if this population is excluded and program goals are not well aligned. 

California’s ability to collect sufficient dollars to fund a single-payer system and its ability to aggregate and 
direct funds currently devoted to health care within the state depends on robust revenues. States, unlike 
the federal government, cannot operate with a budget deficit. Therefore, the ability to ensure that revenue 
trends keep pace with health care cost trends is a fundamental concern for a state-based, single-payer 
program. Any external factor that reduces expected revenues in a given year, or increases 
unpredictability of revenues or costs, could jeopardize program sustainability. 

Health spending (the sum of public and private spending, including personal out-of-pocket spending by 
consumers) under a single-payer system could increase or decrease, depending on the extent to which: 

• Health care benefits improve relative to currently available coverage; 
• Utilization of health care services increases due to reduced out-of-pocket costs and additional 

insured people; 
• Reduced provider reimbursement rates; and 
• Administrative costs of health insurance and health care delivery can be reduced. 

The productivity of the health care workforce and administrative costs in health care delivery and health 
insurance impact total expenditures devoted to health care.  

Administrative and Legal Questions 

Revenues: 

CHBRP assumes federal revenues via a waiver agreement.  

The bill does not establish the revenue model for financing AB 1400. The Legislature pledges to enact 
legislation that would develop a revenue plan to fund AB 1400, with considerations for federal revenue 
available to support CalCare. CHBRP assumes those federal revenues would be obtained through 
subsequent waivers of Medicaid (Section 1115), Medicare, and ACA (Section 1332) requirements and 
regulations such that California would rely on federal matching revenue and financing based upon the 
current federal share of funding for Medicaid, Medicare, and Covered California tax credits and subsidies. 
In addition, California would need to leverage potential savings from the implementation of AB 1400 such 
that the federal cost of Medicaid, Medicare, and Covered California plan tax credits would decrease, 
allowing federal savings to be allocated to California for the purposes of financing the single-payer 
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system. The federal government would also receive previously foregone tax revenues from individuals 
and employers who were receiving tax-exempt or tax-deductible employee health benefits. While 
California would receive a share of tax revenues on newly taxable payroll or income through state taxes, 
a substantial amount of revenue would be collected by the federal government. The state would benefit 
from capturing those funds to ensure they flowed into the CalCare program through one of the federal 
waivers mentioned above. AB 1400 also requires that all state revenues from CalCare would be placed in 
an account within the CalCare Trust Fund Account. CHBRP is aware of existing provisions in the state’s 
Constitution that affect the California’s ability to raise and spend revenues. Two additional legal 
considerations raise additional uncertainties. 

The first legal consideration is regarding Proposition 4 of 1979. Proposition 4 established a constitutional 
limit on spending known as the “Gann Limit.” The Gann Limit was later updated by Prop. 98 of 1988 and 
Prop. 111 of 1990. According to the state Senate Appropriations Committee analysis of SB 562, “the very 
large tax revenues that this bill would require…would clearly exceed the Gann Limit.” While CHBRP does 
not provide legal analysis, overcoming this obstacle may require California voters to repeal the Gann 
Limit or exempt new single-payer-related taxes from the limit, as the Senate Appropriations Analysis of 
SB 562 suggests. AB 1400 would it seem, offer similar interactions with the Gann Limit as SB 562 did. 

The second legal consideration is Proposition 98 of 1988 (which was subsequently modified by Prop. 111 
of 1990). Prop. 98 amended the constitution to require a minimum level of funding for K-12 schools and 
community colleges. The state Senate Appropriations Committee analysis of SB 562 (McCarthy, 2017) 
stated taxes raised to support the single-payer program would be “considered the proceeds of taxes and 
would be subject to the requirements of Proposition 98.” Prop. 98 would require some of the new tax 
revenues raised by SB 562 (or the proposed AB 1400) would have to support to K-12 education and 
community colleges. If voters wanted funds to go directly to the state single-payer program, California 
voters would have vote to change the funding guarantee in Prop. 98 or explicitly exempt the new taxes 
from Prop. 98-eligible tax revenues. 

Other Uncertainties 

The scale and challenge of the implementation of AB 1400 may result in unanticipated impacts in the 
following categories: 

• Reduced investment in hospital capacity/investment if provider rates are set lower than costs; 
• Reduced technology adoption; 
• Disruption and upheaval in health care workforce (including IT, insurance…)/ loss of jobs; and 
• Reductions in health care workforce pay. 
• Changes in provider reimbursement rates in a single-payer system could have long-term effects 

on provider supply. If provider reimbursement rates were significantly lower, people could decide 
not to enter the medical profession or locate in California. Supply of hospitals and health care 
facilities could decline due to closures, or investments in facility improvements or construction 
might be limited. If health care prices decreased, additional Californians gained coverage, and 
cost sharing was eliminated the state could face shortages due to increased demand for services 
and fewer providers.  

• Consumer protections: It is unclear whether CalCare would be subject to existing consumer 
protections, including existing Medicaid due process rights and other Medicaid protections as well 
as the consumer protections to which seniors and others are entitled under Medicare. It is unclear 
whether the federal waivers would waive or preserve existing Consumer protections under 
Medicaid and Medicare. Although the statutes would stay in place, it is unclear whether CalCare 
would need to abide by the state standards developed over many decades. Although AB 1400 
acknowledges that consumers need timely access to care, AB 1400 would need to adapt existing 
bodies of law to ensure a long list of consumer protections continue. 

• Integrated care and salaried providers: As drafted, AB 1400 appears to eliminate integrated care 
delivery systems and rely exclusively on fee-for-service. It allows a group practice, county 
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organized health system (COHS), or local Medi-Cal managed care initiative to be paid on a 
salaried basis but does not clarify the role of these entities in the new single-payer health system 
envisioned by AB 1400.  

• Other consequences of AB 1400 could include the need to develop new information technology to 
administer the program. This new information technology could cost billions of dollars according 
to estimates from the California Senate Committee on Appropriations (See Senate Committee on 
Appropriations Analysis of SB 562 in 2017 [McCarthy, 2017]). 

 

CONCLUSION 
CHBRP’s synthesis of evidence provides policymakers with some consensus estimates of costs and 
potential savings, and details many of the implementation questions and uncertainties that all states 
would experience in implementing legislation as complex as AB 1400. In addition, CHBRP’s also 
highlights some of the unique legal and financial constraints that California would face if it enacted AB 
1400. 

Implementation Considerations 

The meta review and other studies suggest that single-payer health care would reduce financial burden, 
increase efficiency, and result in net savings. An initial net cost reduction (3%-4%) is estimated to grow 
over time, resulting in longer-term savings over 10 or more years. This uncertainty around immediate 
benefits, however, creates significant challenges for state implementation, in particular. The evidence 
illustrates that maximizing performance and savings will require a very complex and intensive 
undertaking.  

Further, to achieve the cost reductions identified in the studies CHBRP reviewed of single-payer 
proposals, payment processes should be simplified, drug prices reduced, and data used to reduce 
inappropriate or improper care and payment (Cai et al., 2020). All of these are enormously challenging 
undertakings. The authors of the Cai et al. (2020) meta-analysis note that “the logical next step is real-
world experimentation, including evaluation and refinement to minimize transition costs and achieve 
modeled performance in reality.”  

Considerable research and analysis has highlighted some of the potential benefits, pitfalls, and 
uncertainties for states considering single-payer proposals. Some of the key uncertainties facing 
policymakers in considering AB 1400 include the following: 

It may be difficult to achieve system-wide access and quality goals if a substantial portion of the 
population is excluded from the single-payer program. Similarly, single-payer design notions that 
eliminate or reduce premiums and cost sharing would need to secure offsets. The ability to manage costs 
is predicated on a single risk pool that has the potential to centrally impose cost controls. 

On the funding side, there is substantial uncertainty about California’s ability to collect sufficient dollars to 
fund a single-payer system and its ability to aggregate and direct funds currently devoted to health care 
within the state. 

Other potential concerns are economic in nature, but also impact current health care delivery. Disruption 
to the state’s health care workforce, safety net providers, integrated health care systems, health care 
providers, insurers, and residents may be significant. Uncertainties in capital needs and funding may 
dampen investments in innovation, technology, and public health, during an extended period of 
uncertainty. 

As the body of literature demonstrates, there are legal and financial hurdles for state single-payer 
legislation, such as AB 1400. Successful implementation of CalCare would require the consolidation of 
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federal funds from Medicare, Medicaid, and the ACA exchanges into the state single-payer plan 
using waiver provisions in those federal programs. Proposed state single-payer plans generally lack 
fallback plans for capturing federal funds should the federal government deny the waivers. In addition, 
state constitutional prohibitions on deficit spending, constrain state plans when tax revenues fall during 
economic recession.  

The scale and risks of managing hundreds of billions of dollars in health care spending provide a live 
experiment with opportunity but also unanticipated risks and costs. CHBRP is aware of existing provisions 
in the state’s Constitution that affect the California’s ability to raise and spend revenues. The CBO (2020) 
itself noted that "a high degree of uncertainty surrounds its own estimates. That uncertainty stems from 
many factors, including estimates of how providers and patients would respond to the single-payer 
system, administrative costs under the system and under current law, how regulations and other 
administrative actions following enactment of the legislation creating the system would affect costs, health 
care spending and economic conditions in the future under current law, spending on certain components 
of health care today, and after effects of the current coronavirus pandemic. 

New health care utilization might be induced by lower copays/deductibles/patient cost (and the removal of 
utilization management. This would create financial and access challenges. The CBO projected that 
some offsets may be achieved in hospital costs, as the share of revenues that hospitals spend on 
administration may fall under a single-payer system. Similarly, physicians’ and other health care 
providers’ administrative overhead may fall, and physicians and nurses could spend less time on 
administrative activities. 

Long-Term Care Conclusions 

Although spending information from Medicare and Medicaid on custodial and rehabilitation-related long-
term care is available, there is limited information on the informal caregiving, private long-term care 
insurance premium costs and spending, and out-of-pocket costs for individuals and families. Therefore, it 
is difficult to predict the monetary impact of expanding long-term care coverage beyond what Medicare 
and Medicaid currently provide. There is no available evidence to estimate the level of pent-up demand 
for publicly-funded long-term care services there might be were AB 1400 to be enacted. Therefore, it is 
challenging to assess the level of long-term care supply that would be needed to quickly respond to pent-
up demand and new demand for long-term care services due to the expansion of benefits proposed by 
AB 1400. 

Upfront Reserve Estimate 

Overall health care spending in California is estimated to be between $284 billion and $358 billion in 2021 
dollars. Spending is likely to increase due to comprehensive of benefits and reduced cost sharing, which 
means utilization will increase too. Some estimates suggest another $33 billion in spending due to the 
removal of cost sharing and demand for services increasing. Given the need to spend state dollars to 
leverage federal matching funds, and the new spending projected, CHBRP estimates that 50% of the 
current estimated health care spending plus the additional spending due to the implementation of AB 
1400 should be placed in a reserve fund to ensure benefits can be offered to California residents. That 
amounts to $158.5 billion to $195.5 billion in reserves. 
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APPENDIX A  TEXT OF BILL ANALYZED 
On March 3, 2021, the California Assembly Committee on Health requested that CHBRP analyze AB 
1400. CHBRP has included the bill summary, below. For the full bill language text, you may access it at: 
https://chbrp.org/completed_analyses/index.php. 

 
Introduced by Assembly Members Kalra, Lee, and Santiago 

(Principal coauthors: Assembly Members Chiu and Ting) 
(Principal coauthors: Senators Gonzalez, McGuire, and Wiener) 

(Coauthors: Assembly Members Friedman, Kamlager, McCarty, Nazarian, Luz Rivas, and 
Wicks) 

(Coauthors: Senators Becker, Cortese, Laird, and Wieckowski) 

 
February 19, 2021 

 

An act to add Title 23 (commencing with Section 100600) to the Government Code, relating to 
health care coverage, and making an appropriation therefor. 

 
LEGISLATIVE COUNSEL'S DIGEST 

 
AB 1400, as introduced, Kalra. Guaranteed Health Care for All. 
 
Existing federal law, the federal Patient Protection and Affordable Care Act (PPACA), requires 
each state to establish an American Health Benefit Exchange to facilitate the purchase of 
qualified health benefit plans by qualified individuals and qualified small employers. PPACA 
defines a “qualified health plan” as a plan that, among other requirements, provides an essential 
health benefits package. Existing state law creates the California Health Benefit Exchange, also 
known as Covered California, to facilitate the enrollment of qualified individuals and qualified 
small employers in qualified health plans as required under PPACA. 
 
Existing law, the Knox-Keene Health Care Service Plan Act of 1975, provides for the licensure 
and regulation of health care service plans by the Department of Managed Health Care. Existing 
law provides for the regulation of health insurers by the Department of Insurance. Existing law 
provides for the Medi-Cal program, which is administered by the State Department of Health 
Care Services, under which qualified low-income individuals receive health care services. The 
Medi-Cal program is, in part, governed and funded by federal Medicaid program provisions. 
 
This bill, the California Guaranteed Health Care for All Act, would create the California 
Guaranteed Health Care for All program, or CalCare, to provide comprehensive universal single-
payer health care coverage and a health care cost control system for the benefit of all residents of 
the state. The bill, among other things, would provide that CalCare cover a wide range of 
medical benefits and other services and would incorporate the health care benefits and standards 
of other existing federal and state provisions, including the federal Children’s Health Insurance 
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Program, Medi-Cal, ancillary health care or social services covered by regional centers for 
persons with developmental disabilities, Knox-Keene, and the federal Medicare program. The 
bill would require the board to seek all necessary waivers, approvals, and agreements to allow 
various existing federal health care payments to be paid to CalCare, which would then assume 
responsibility for all benefits and services previously paid for with those funds. 
 
This bill would create the CalCare Board to govern CalCare, made up of 9 voting members with 
demonstrated and acknowledged expertise in health care, and appointed as provided, plus the 
Secretary of California Health and Human Services or their designee as a nonvoting, ex officio 
member. The bill would provide the board with all the powers and duties necessary to establish 
CalCare, including determining when individuals may start enrolling into CalCare, employing 
necessary staff, negotiating pricing for covered pharmaceuticals and medical supplies, 
establishing a prescription drug formulary, and negotiating and entering into necessary contracts. 
The bill would require the board to convene a CalCare Public Advisory Committee with 
specified members to advise the board on all matters of policy for CalCare. The bill would 
establish an 11-member Advisory Commission on Long-Term Services and Supports to advise 
the board on matters of policy related to long-term services and supports. 
 
This bill would provide for the participation of health care providers in CalCare, including the 
requirements of a participation agreement between a health care provider and the board, provide 
for payment for health care items and services, and specify program participation standards. The 
bill would prohibit a participating provider from discriminating against a person by, among other 
things, reducing or denying a person’s benefits under CalCare because of a specified 
characteristic, status, or condition of the person. 
 
This bill would prohibit a participating provider from billing or entering into a private contract 
with an individual eligible for CalCare benefits regarding a covered benefit, but would authorize 
contracting for a health care item or service that is not a covered benefit if specified criteria are 
met. The bill would authorize health care providers to collectively negotiate fee-for-service rates 
of payment for health care items and services using a 3rd-party representative, as provided. The 
bill would require the board to annually determine an institutional provider’s global budget, to be 
used to cover operating expenses related to covered health care items and services for that fiscal 
year, and would authorize payments under the global budget. 
 
This bill would state the intent of the Legislature to enact legislation that would develop a 
revenue plan, taking into consideration anticipated federal revenue available for CalCare. The 
bill would create the CalCare Trust Fund in the State Treasury, as a continuously appropriated 
fund, consisting of any federal and state moneys received for the purposes of the act. Because the 
bill would create a continuously appropriated fund, it would make an appropriation. 
 
This bill would prohibit specified provisions of this act from becoming operative until the 
Secretary of California Health and Human Services gives written notice to the Secretary of the 
Senate and the Chief Clerk of the Assembly that the CalCare Trust Fund has the revenues to fund 
the costs of implementing the act. The California Health and Human Services Agency would be 
required to publish a copy of the notice on its internet website. 
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Existing constitutional provisions require that a statute that limits the right of access to the 
meetings of public bodies or the writings of public officials and agencies be adopted with 
findings demonstrating the interest protected by the limitation and the need for protecting that 
interest. 
 
This bill would make legislative findings to that effect. 
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012345�61�768697�6:86�8;<98=>�9?@84=9=A�B1<�71C9�@1;3D397E�6:9�;958;�;3C367�1F�6:9F9=9<8;�51G9<4C946H7�8I3;36>�61�;9G9<859�J9=3D83=�FK4=7�61�768697�87�84�34D9463G9�618=1@6�6:9�LML�9?@847314�37�K4D;98<ANOPQRP�Q�SOTQU�TO�VQOOTW�XYZ[\]�̂_R\T̀àbRPQU�Tc�OP[d\̀e�T̀ �fPU\]Q\Ug�cPUPOQ[�_T[\]d�hQiPOb�]TY[U�]OPQRP�Q�̀PW�_YZ[\]T_R\T̀ �RjQR�WTY[U�ZP�QkQ\[QZ[P�ZOTQU[d�TO�hTOP�̀QOOTW[d�RQOePRPU�cTO�RjP�_PT_[P\̀�RjP�]TkPOQeP�eQ_l��m<973=946�n3=94�D8C@83549=�14�8�o@KI;3D�1@6314Ep�8�492�F9=9<8;@KI;3D�:98;6:�347K<84D9�1@6314E�6:86�21K;=�I9�8G83;8I;9�61�8;;�@91@;9�9;353I;9�F1<C8<q96@;8D9�D1G9<859E�@91@;9�236:�9C@;1>9<�D1G9<859E�84=�@91@;9�2:1�21K;=16:9<2379�I9�9;353I;9�F1<�J9=3D83=�34�414r9?@847314�768697A�B1<�6:9�;876�5<1K@�s6:9D1G9<859�58@�@1@K;86314tE�94<1;;C946�21K;=�I9�8K61C863DE�FK;;>�FK4=9=�I>�6:9�F9=9<8;51G9<4C946E�@<9C3KCrF<99�84=�@<1G3=9�6:9�FK;;�7D1@9�1F�J9=3D83=�I949u67A�v4=9<�6:9n3=94�D8C@8354�@<1@178;E�768697�6:86�:8G9�9?@84=9=�D1K;=�C1G9�J9=3D83=�9?@84731494<1;;997�3461�6:9�@KI;3D�1@6314E�236:�8�C83469484D9r1Fr9w1<6�@8>C946�F<1C�6:9768697A��x47698=�1F�8�I<18=�@KI;3D�1@6314E�8�48<<129<�1@6314�61�@<1G3=9�D1G9<8597@9D3uD8;;>�F1<�@91@;9�34�6:9�D1G9<859�58@�D1K;=�I9�=9G9;1@9=Ay�_YZ[\]�T_R\T̀ �WTY[U�̀TR�UP_P̀U�T̀ �bRQRPb�RT�Pz_Q̀U�]TkPOQeP�Q̀U�]TY[U�ZPRQ\[TOPU�RT�_PT_[P�W\Rj�[TW�\̀]ThPbg�ZYR�]OPQR\̀e�Q�̀PW�cPUPOQ[�]TkPOQeP�T_R\T̀_OPbP̀Rb�bThP�_T[\R\]Q[g�QUh\̀\bROQR\kP�Q̀U�\h_[PhP̀RQR\T̀ �]jQ[[P̀ePbl��M<9863458�I<18=�1<�48<<12�@KI;3D�1@6314�21K;=�<9{K3<9�84�34F<876<KD6K<9�61�796�K@�84=8=C343769<�8�492�F9=9<8;�:98;6:�347K<84D9�@<15<8CA��B1<�9?8C@;9E�36�<9{K3<97<971K<D97�61�796�K@�6:9�@;84E�796�<8697E�8=C343769<�1<�D146<8D6�236:�@;847�61�8=C343769<I949u67E�84=�9768I;37:�84=�D14=KD6�9;353I3;36>�84=�94<1;;C946�@<1D97797A��|G94�3F�6:9492�@KI;3D�1@6314�@;84�29<9�8=C343769<9=�34�D14}K4D6314�236:�84�9?376345�F9=9<8;:98;6:�@<15<8C�s7KD:�87�J9=3D8<9�1<�6:9�B9=9<8;�|C@;1>997�~98;6:�n949u67�m<15<8CtE6:9<9�21K;=�I9�8�4KCI9<�1F�=97354�D:13D97E�7KD:�87�s:66@7���222ADI1A51G�@KI;3D86314������t2:96:9<�84=�:12�6:9�@KI;3D�1@6314�21K;=�D14F1<C�236:�76869�347K<84D9�<95K;863147�796�@8>C946�<8697�F1<�@<1G3=9<7�84=�@<3D97�F1<�@<97D<3@6314�=<K57��84=�94<1;;�@<1G3=9<71<�D146<8D6�236:�:98;6:�@;847A���3w9<946�D:13D97�21K;=�:8G9�3C@;3D863147�F1<�D1767E8DD977E�84=�8w1<=8I3;36>A��L�I<18=�@KI;3D�1@6314�:87�6:9�@1694638;�61�=9;3G9<�D1G9<859�868�;129<�D176�6:84�34�@<3G869�347K<84D9�I>�<976<834345�:98;6:�D8<9�@<3D97E�IK6�6:86�21K;=8;71�I9�76<145;>�1@@179=�I>�6:9�:98;6:�D8<9�34=K76<>A�966345�K@�8�48<<12�@KI;3D�1@6314�@;84�68<5969=�61�D1G9<��A��C3;;314�48631423=9�21K;=763;;�<9{K3<9�C84>�@1;3D>�=97354�D:13D97�84=�D1K;=�I9�8=C34376<863G9;>�D1C@;9?E97@9D38;;>�F1<�8�<9;863G9;>�7C8;;�@1@K;86314�48631423=9A��:9�5K8<84699�1F�D1G9<859�F1<@91@;9�236:�34D1C97�I9;12�@1G9<6>�86�FK;;�F9=9<8;�D176�21K;=�8;C176�D9<6834;>�C9846:86�4149�1F�6:9�DK<<946�414r9?@847314�768697�21K;=�D:1179�61�9?@84=�34�6:9�FK6K<9A�:3;9�8�C83469484D9�1F�9w1<6�<9{K3<9C946�14�DK<<946�9?@847314�768697�D1K;=6:91<963D8;;>�@<9G946�DK<<946�9?@847314�768697�F<1C�=<1@@345�6:9�J9=3D83=�9?@84731484=�7:3F6345�D1767�61�6:9�F9=9<8;�51G9<4C946E�7KD:�8�<9{K3<9C946�D1K;=�I9�=3�DK;6�617K76834�@1;363D8;;>�84=�D1K;=�F8D9�;958;�D:8;;94597A��:37�349{K36>�8D<177�768697�D1K;=



��������� �����	
����������
�������������������	���	����	���������	�������

���������� !"" ��
�#�����������$�%&���"�"����	
%��%������
�%
��%������%�����	�%�	�%��	���������	��'$�#(��#���
	)���%����%*����%+�"��#,$�#(#- ��.

/0123145667�82�599:2;;29�1<:0=><�?;@56�@5::01;�/:0A4929�10�2B/53;403�;1512;C�8=1�1<51D0=69�56;0�43@:25;2�E292:56�@0;1;F�G4A23�1<2�64H4129�;@0/2�0E�@0A2:5>2C�5�35::0D�/=864@0/1403�D0=69�64I267�82�62;;�94;:=/14A2�10�1<2�<2561<�@5:2�439=;1:7�1<53�5�8:059�/=864@0/1403FJKLMNO�JPQRQSQPQTU�VWX�YMXZ[TLPM\[�]X[̂ Q_̂ �̀_SaQOQ[a]WPQ\U�̂MZ[Xa�\W_PO�\WNaQO[X�MN�WLTQWN�TW�[KT[NO�bNMN\QMP�MaaQaTMN\[�VWX\Wc[XMR[�SU�[KT[NOQNR�YMXZ[TLPM\[�LX[̂ Q_̂ �a_SaQOQ[a�TW�L[WLP[�QN�Td[�\Wc[XMR[RMLe��f392:�@=::231�65DC�4394A49=56;�8260D�/0A2:17�5:2�>232:5667�301�264>4862�E0:/:2H4=H�;=8;4942;�10�/=:@<5;2�@0A2:5>2�43�1<2�ghg�H5:I21/65@2C�D41<�1<2�03672B@2/1403�8243>�5=1<0:4i29�4HH4>:531;�D<0�5:2�43264>4862�E0:�j294@549�82@5=;2�1<27<5A2�8223�43�1<2�fFkF�E2D2:�1<53�?A2�725:;F��l32�5//:05@<�10�@0A2:43>�/20/62�43�1<2@0A2:5>2�>5/�D0=69�82�10�H5I2�1<2H�264>4862�E0:�H5:I21/65@2�/:2H4=H�;=8;4942;Ff392:�1<2�gH2:4@53�m2;@=2�n653�o�D<4@<�23<53@29�ghg�/:2H4=H�;=8;4942;�E0:�1D0725:;�o�/20/62�D41<�43@0H2;�8260D�pqrs�0E�1<2�/0A2:17�62A26�5:2�264>4862�E0:�5�prrs/:2H4=H�;=8;497�E0:�1<2�;2@039�60D2;1�@0;1�;46A2:�/653F�t<27�5:2�56;0�264>4862�E0:�@0;1u;<5:43>�:29=@1403;�1<51�/:0A492�1<2H�D41<�@0A2:5>2�1<51�<5;�53�5@1=5:456�A56=2�0E�vwsFt<4;�H253;�1<51C�03�5A2:5>2C�1<27�5:2�:2;/03;4862�E0:�929=@14862;�539�@0/57;�2x=56�10ys�0E�1<24:�<2561<�;/23943>F�t<2�5A2:5>2�929=@14862�z<11/;{||DDDFI}F0:>|;6492;<0D|@0;1u;<5:43>uE0:u/653;u0}2:29u43u1<2uE292:56uH5:I21/65@2|~�43�1<2;2�:29=@29�@0;1u;<5:43>�/653;�43�r�p�4;��pwvC�D41<�53�5A2:5>2�0=1u0Eu/0@I21�64H41�0E��pCp�vF�g�/064@7�10�@0A2:�/20/62�431<2�@0A2:5>2�>5/�@0=69�:29=@2�@0;1u;<5:43>�E=:1<2:�E0:�/20/62�D41<�43@0H2�8260D/0A2:17C�@0H/5:5862�10�1<2�30H4356�@0;1u;<5:43>�43�j294@549F���1�56;0�D0=69�821<20:214@5667�/0;;4862�10�/:0A492�D:5/u5:0=39�8232?1;�E0:�;2:A4@2;�64I2�3032H2:>23@7H294@56�1:53;/0:151403�z��jt~�1<51�5:2�@0A2:29�87�j294@549�8=1�301�@0A2:29�43�1<2j5:I21/65@2C�8=1�1<2:2�4;�@=::23167�30�H2@<534;H�E0:�9043>�;0FQ̀̂ QPMX�TW�WTd[X�WLTQWNa��[KLMNaQWN�WV�̂MXZ[TLPM\[�a_SaQOQ[a�OW[a�NWT�O[L[NO�WNaTMT[�M\TQWN��S_T�Td[X[�M�N_̂ S[X�WV�O[aQRN�\dMPP[NR[a�VWX�LWPQ\U�̂MZ[Xa�TW\WNaQO[Xe��g�/064@7�10�2B1239�H5:I21/65@2�;=8;4942;�D0=69�2B/539�@0A2:5>2�878=46943>�03�1<2�2B4;143>�H5:I21/65@2�;1:=@1=:2C�D<4@<�D0=69�:29=@2�59H434;1:514A2@0H/62B417�539�@0=69�82�5@@0H/64;<29�:26514A267�x=4@I67�539�25;467F��0D2A2:C�1<2:2@0=69�82�;0H2�@<56623>2;�10�1<4;�;1:=@1=:2�E0:�/20/62�8260D�/0A2:17C�92/23943>�03<0D�1<2�/064@7�4;�92;4>329C�D<4@<�D0=69�15I2�14H2�10�4H/62H231Ff362;;�E=:1<2:�@0;1u;<5:43>�:29=@1403;�539�8232?1�23<53@2H231;�D2:2�43@6=929CH5:I21/65@2�/653;�D0=69�<5A2�;4>34?@53167�<4><2:�@0;1u;<5:43>�539�62;;@0H/:2<23;4A2�8232?1;�1<53�j294@549F���<462�/:0A492:�321D0:I;�43�j294@549�H57�82H0:2�64H4129�1<53�17/4@56�2H/6072:�43;=:53@2�/653;C�43�;0H2�/5:1;�0E�1<2�@0=31:7�1<2321D0:I;�43�H5:I21/65@2�/653;�@53�82�2A23�H0:2�:2;1:4@14A2F�g;�53�2314162H231/:0>:5HC�j294@549�/:0A492;�8232?@45:42;�D41<�8:0592:�62>56�/:012@1403;�E0:�5@@2;;43>@5:2�1<53�23:06622;�43�/:4A512�43;=:53@2�/653;F�f364I2�j294@549C�264>4846417�E0:H5:I21/65@2�/:2H4=H�;=8;4942;�4;�:2@03@4629�E0:�1<2�725:�5E12:�1<2�E5@1�85;29�03�5@1=56



��������� �����	
����������
�������������������	���	����	���������	�������

���������� !"" ��
�#�����������$�%&���"�"����	
%��%������
�%
��%������%�����	�%�	�%��	���������	��'$�#(��#���
	)���%����%*����%+�"��#,$�#(#- .�/
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Preface 
 
 
 

Consumers of health care in the United States often lack information on the actual prices of 
the care they receive and can also lack access to information about the quality of their care. In 
part, this can be attributed to the complexities of a system in which multiple payers often pay 
different prices for the same services. In June 2019, President Donald Trump signed an executive 
order called Improving Price and Quality Transparency in American Healthcare to Put Patients 
First in an effort to give consumers information about the price and quality of health care 
services to promote informed decisionmaking. To facilitate improvements in price and quality 
transparency, the administration is interested in informing policymakers and the public of ways 
in which the government and the private sector can aid or impede price and quality transparency. 

This report summarizes the results of an environmental scan designed to gather information 
on how health care prices are set, price variation in health care markets, barriers to price and 
quality transparency for consumers, and the extent to which price and quality information is used 
in marketing efforts. The report should be of interest to federal policymakers and stakeholders as 
they consider various price transparency initiatives, including recent federal rulemaking related 
to hospital and insurer price transparency. This work was conducted between October 2019 and 
December 2019. 

This research was funded by the Office of the Assistant Secretary for Planning and 
Evaluation and carried out within the Payment, Cost, and Coverage Program in RAND Health 
Care. 

RAND Health Care, a division of the RAND Corporation, promotes healthier societies by 
improving health care systems in the United States and other countries. We do this by providing 
health care decisionmakers, practitioners, and consumers with actionable, rigorous, objective 
evidence to support their most complex decisions. For more information, see 
www.rand.org/health-care, or contact 

RAND Health Care Communications 
1776 Main Street 
P.O. Box 2138 
Santa Monica, CA 90407-2138 
(310) 393-0411, ext. 7775 
RAND_Health-Care@rand.org 
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Summary 
 
 

In most markets, buyers know the price of goods or services before they purchase them. In 
the U.S. health care market, prices are generally opaque to consumers and not often known to 
them before they receive care. This is partially due to the fact that the U.S. health care system is 
complex, with multiple payers paying different prices for similar services and negotiated rates 
between commercial insurers and providers that are not publicly disclosed. A further 
complication is that consumers do not usually pay the full price of their care; instead, they 
typically pay a flat fee (copay) or a portion of the price (coinsurance), based on their health 
insurance coverage. 

In June 2019, President Donald Trump issued an executive order called Improving Price and 
Quality Transparency in American Healthcare to Put Patients First with the intention of 
promoting consumer price and quality transparency initiatives in health care to facilitate better- 
informed consumer decisionmaking. As part of this effort, the administration sought to inform 
policymakers and the public about how prices are currently set in health care markets, how the 
government and private payers can aid or limit price and quality transparency, and the extent to 
which providers can use advertising to promote price and quality information. 

To that end, the Office of the Assistant Secretary for Planning and Evaluation asked the 
RAND Corporation to conduct an environmental scan to synthesize existing knowledge on these 
topics. 

 
How Are Health Care Prices Set? 

 
Physicians and Hospitals 

Public payers, such as Medicare and Medicaid, typically set prices for physicians and 
hospitals prospectively; providers have little direct bargaining leverage other than deciding not to 
serve these patient populations. The majority of care provided to veterans covered by the 
Veterans Health Administration is provided in Veterans Health Administration facilities, which 
are federally funded and employ salaried health care providers. Commercial health plans, in 
contrast, negotiate with physicians and hospitals to determine prices, including prices for their 
Medicare Advantage or Medicaid managed care plans. Some research has shown substantial 
variation in negotiated prices, while other research suggests more moderate variation in some 
markets. Insured consumers rarely pay the full negotiated price of their care, typically paying a 
smaller copayment or coinsurance amount. Although the government does not directly affect 
prices paid by commercial health plans, commercial prices tend to be positively correlated with 
Medicare fee-for-service prices. 
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Pharmaceuticals 

In the case of pharmaceuticals, Medicaid receives mandated rebates from drug manufacturers 
for dispensed prescriptions, and the Veterans Health Administration negotiates prices in 
exchange for including a manufacturer’s drug on a limited formulary. Commercial health plans, 
including those that cover Medicare Part D enrollees, negotiate both the prices paid to 
pharmacies and any discounts and rebates received directly from drug manufacturers. Self-pay 
prices faced by consumers in pharmacies (either because of uninsurance or because of full prices 
on a high-deductible plan) are set by individual pharmacies. Big-box stores (e.g., Walmart, 
Target) and pharmacy chains (e.g., CVS, Walgreens) can use heavily discounted prices of certain 
generic drugs to drive traffic to their stores. 

 
Medical Devices 

Most medical devices are not purchased directly by Medicare, Medicaid, or private insurers. 
Rather, these items (ranging from latex gloves to expensive imaging equipment) are purchased 
by providers and considered in the price of bundled or fee-for-service payments. For durable 
medical equipment, such as crutches or blood sugar monitors that are generally used by patients 
at home, Medicare uses a competitive bidding process to determine prices. 

 
Price and Quality Transparency Initiatives 

Recent federal consumer transparency efforts have focused primarily on hospital price 
transparency. A 2018 federal rule requires that hospitals release their chargemaster data for all 
items and services in a machine-readable format, and a 2019 final federal rule requires hospitals 
to disclose payer-specific negotiated rates for all items and services and to disclose payer- 
specific negotiated rates in a consumer-friendly manner for “shoppable” services, which are 
those that can be scheduled in advance by a consumer. The government also issued a final rule in 
2020 that requires commercial insurers to provide online price transparency tools to their 
members and to disclose negotiated prices for all covered services. The federal government also 
promotes quality transparency by providing quality information about physicians and hospitals to 
consumers via the Care Compare online tool (previously known as Physician Compare and 
Hospital Compare). 

State governments have also pursued various consumer price transparency efforts. In 
particular, a number of states have established or are in the process of establishing all-payer 
claims databases (APCDs). These databases form the basis for various price transparency tools 
intended for consumer use. One standout example is the state of New Hampshire, which has used 
its APCD data to create an extensive online price transparency tool that provides provider- 
specific pricing to consumers, taking into account their insurance status. 



viii  

Most commercial insurers have also rolled out price transparency tools for their members to 
help estimate the costs of various services. However, these tools could be of limited value, as 
they can be difficult to navigate and do not always provide accurate pricing. 

 
Barriers to Price and Quality Transparency 

A key limitation of recent government consumer price transparency initiatives aimed at 
hospitals is that they have focused on charges and negotiated prices. Charges are the “list” price 
of care, and they are generally not related in any systematic way to the actual amounts paid by 
public or private insurers. Negotiated prices, in contrast, are much more relevant and represent 
the actual price of care paid by the insurer to the hospital. In price transparency efforts aimed at 
consumers of health care, the out-of-pocket (OOP) price paid by the consumer is probably the 
most relevant. 

There are also some regulatory barriers to price transparency. First, in Gobeille v. Liberty 
Mutual Insurance Company, 2016, the Supreme Court determined that the Employee Retirement 
Income Security Act of 1974 (ERISA) preempts state APCD reporting requirements for self- 
insured employers. This undermines many state price transparency initiatives that rely on APCD 
data. Second, Statement 6 from the Federal Trade Commission and Department of Justice’s 1996 
Statements of Antitrust Enforcement Policy in Health Care is intended to limit the sharing of 
price data for anticompetitive reasons, but it could be cited by those opposed to current price 
transparency initiatives to note that sharing price data could have anticompetitive effects in some 
markets. Finally, the Health Insurance Portability and Accountability Act protects patients’ rights 
to privacy over their medical information, but it makes the sharing and disclosure of health data 
(for transparency or other reasons) more cumbersome. 

On the part of insurers and providers, a potential barrier to price transparency is contract 
language that prohibits the disclosure of negotiated prices. However, there are efforts in 
Congress to pass legislation that would disallow or limit the effect of such clauses in contracts. 
State and federal governments have also passed legislation to prohibit the use of “gag clauses” 
that prevent pharmacists from telling patients about lower-cost drug options. 

Finally, consumer information on the Centers for Medicare & Medicaid Services (CMS) 
Care Compare website has some important limitations. Price and quality data are not explicitly 
linked, so consumers might assume that a higher price means higher quality. Price data on 
hospitals are very limited and are not included for physicians, and both price and quality data 
might not include enough variation to enable meaningful comparisons between providers. 

 
Advertising Price and Quality Information 

Our literature search identified only a handful of articles that addressed advertising price and 
quality information. The available literature suggests that hospitals and physicians do not 
typically include pricing and quality information in their advertisements. Data on the amount that 
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hospitals and physicians spend on advertising are lacking, as is information about the substance 
of advertising. One barrier to advertising price information could be clauses in provider-insurer 
contracts that prohibit the disclosure of negotiated prices. Furthermore, providers might be 
concerned that publicizing price data could lead to a “race to the bottom” on prices, in which all 
insurers demand the lowest prices offered by a provider. 

Pharmaceutical companies conduct a substantial amount of direct-to-consumer advertising, 
but they have historically not advertised price or quality information. However, pharmaceutical 
advertisements do sometimes offer discounts or coupons, and, more recently, some advertising 
has directed consumers to pricing information via a web link. 

The literature search did not identify any articles that addressed advertising by device 
manufacturers. 

 
Conclusions and Recommendations 

In an effort to help consumers make better-informed health care choices, federal 
policymakers sought to identify potential barriers to price and quality transparency. Findings of 
this environmental scan show that consumer price transparency is being pursued by federal and 
state governments, as well as by commercial insurance companies. The findings also highlight 
potential barriers to meaningful transparency that could be addressed: 

• First, policymakers could consider initiatives aimed at OOP price transparency 
given the focus of federal price transparency initiatives on consumers. For example, 
policymakers can continue to pursue initiatives such as a 2020 federal rule that 
requires insurers to provide online price transparency tools to their members that 
would display OOP prices. Such efforts would also address shortcomings of existing 
insurer price transparency tools, which are offered by most private plans but do not 
always offer accurate pricing information. 

• Second, existing tools that promote quality transparency, such as Care 
Compare, could be improved upon to allow meaningful comparisons between 
providers. In particular, CMS could consider the following: 

o presenting detailed, provider-specific pricing information for a wide range of 
services 

o presenting the full variation in quality scores rather than limiting information 
to differences from the national mean 

o explicitly linking detailed quality and price data by presenting both pieces of 
information together. 

• Third, policymakers can continue to pursue legislation that would limit or 
prohibit clauses in provider-insurer contracts that do not allow for the 
disclosure of negotiated prices. Such contract language presents a key barrier to 
price transparency. Similar clauses in contracts between private insurers and 
pharmacies that prohibited pharmacists from informing patients when paying for a 
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drug out of pocket would be less expensive than paying the copay through their 
insurance are no longer permitted following 2018 legislation. 

• Fourth, the federal government could consider regulations that would require 
drug manufacturers to submit cost effectiveness or comparative effectiveness 
data on their drugs in order for those drugs to be covered by Medicare, similar to 
requirements in other countries. This data could be made public to consumers to 
allow for more informed decisionmaking. 

• Fifth, states could work together with federal agencies, such as the Department 
of Labor (DOL), to address the issue of ERISA preemption undermining state 
APCDs. The DOL could require the collection of APCD data from self-funded health 
plans. This would be a significant undertaking, however, as the DOL currently does 
not collect any data similar to APCDs. 

• Finally, states can work to improve price transparency and quality 
transparency: 

o States that have not yet established APCDs could do so. 
o States that do have APCDs but do not have online price transparency tools for 

consumers can create them. 
o States that do have APCDs and online price transparency tools can work to 

improve the breadth and quality of the data provided. 
o States can provide consumers with detailed quality information on providers 

in conjunction with online transparency tools. 

The barriers to consumer price and quality transparency identified through this work 
generally represented limitations of existing tools. Efforts to achieve price and quality 
transparency have the potential to allow consumers to make better-informed decisions about their 
health care, particularly if the challenges and barriers outlined in this report are addressed. 
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1. Introduction 
 
 
 

In June 2019, President Donald Trump signed an executive order called Improving Price and 
Quality Transparency in American Healthcare to Put Patients First. The purpose of the order 
was to make consumers aware of price and quality of health care services to help them make 
more-informed decisions about health care use. To improve price and quality transparency, the 
administration wanted to inform policymakers and the public of the ways in which the 
government and the private sector could aid or impede price and quality transparency. 

The Office of the Assistant Secretary for Planning and Evaluation (ASPE) asked the RAND 
Corporation to synthesize existing knowledge on how health care prices are set in the United 
States, how the government affects prices, the level of price variation in health care markets, 
ways in which the government and commercial insurers can aid or impede price and quality 
transparency to consumers, and the extent to which health care providers advertise price and 
quality information to consumers. 

In response to ASPE’s request, RAND researchers conducted an environmental scan of 
existing literature to synthesize and summarize existing knowledge related to consumer price 
transparency and to highlight gaps in the literature. The purpose of the scan was to understand 
how U.S. prices are set in certain health care market segments, how government impacts prices, 
how providers market themselves to consumers, and how the government or commercial insurers 
could serve as barriers to price and quality transparency. 

The environmental scan included four health care markets: 
• health care professionals 
• hospitals and other facilities 
• pharmaceuticals 
• medical devices. 

For each market, we gathered information on three broad topics: how prices are set, the factors 
that influence the level of consumer price and quality transparency, and the extent to which 
providers advertise on price and quality. 

This report proceeds as follows. In Chapter 2, we briefly describe how we conducted the 
environmental scan. In Chapters 3–6, we describe the results of the scan for each of the four 
markets. We begin each chapter by describing how we defined the market, briefly characterizing 
the size and quality of the relevant literature, and highlighting our key findings for this market. 
We then describe the results of the scan in more detail, organizing our discussion around the 
three broad topics mentioned above. In Chapter 7, we summarize our findings and discuss 
recommendations to policymakers suggested by our findings. 
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2. Methods 
 
 
 

RAND researchers conducted an environmental scan of available literature from peer- 
reviewed sources and the gray literature (including consumer advocacy groups, research 
organizations, and state and federal agencies). The scan included four health care markets: 

• health care professionals (physicians and nonphysicians) 
• hospitals and other facilities (ambulatory surgical centers, skilled nursing facilities) 
• pharmaceuticals (pharmaceutical companies and pharmacies) 
• medical devices. 

For each market, the scan gathered information on ten key policy issues related to cost and 
quality transparency. These issues can be grouped into three broad topics: 

 
How are prices set? 

• How are Medicare, Medicaid, Veterans Health Administration (VHA), commercial, 
and self-pay prices set in each market? 

• What strategies do health plans use in determining prices they pay providers? 
• How does the government impact the prices in each market? 

 
What influences the level of consumer price and quality transparency? 

• Government 
o What government actions limit price and quality transparency? 
o What government actions are beneficial for price and quality transparency? 

• Commercial payers 
o In what ways do the design of federal health care programs and commercial 

health insurance produce incentives (or lack thereof) that serve as a barrier to 
price and quality transparency? 

o What contractual and noncontractual agreements between private actors serve 
as barriers to price and quality transparency, and how common are they? 

o How can the ethical codes of organizations and trade associations be barriers 
to price and quality transparency? 

• Data availability: How does the availability (or lack thereof) of useful quality 
measures serve as a barrier to price and quality transparency? 

 
What is the relationship between price, quality, and advertising? 

• How do providers use advertising in this market? 
• Are there regulatory or other barriers that impede advertising? 
• How is price or quality information featured in health care provider advertising? 
• What is known about successful advertising strategies in this market? 

 
We summarize the results of the environmental scan in the context of these three categories. 

Given the nature of the available data and the scope of this work, we conducted a targeted 
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literature search to identify articles of relevance. We did not restrict the search to specific market 
segments; we included any articles related to health care and sorted the results by market 
segment after the fact. The appendix lists the search terms used for this work. 

Our search of three databases (PubMed, Business Source Complete, and EconLit) identified 
1,095 articles; we identified an additional 56 articles in the gray literature. Research assistants 
conducted an initial triage to identify articles of potential relevance based on the title and 
abstract. From the initial set of 1,151 articles, they identified 197 peer-reviewed articles and 56 
articles from the gray literature as potentially relevant. The lead author of this report oversaw 
their work to ensure that their decisions were consistent with the goals of this work. The research 
team reviewed the initial list and abstracted information for 113 articles relevant to this task. 

We supplemented the search with (limited) additions based on cited literature and searches of 
government webpages. In particular, the initial search turned up very few articles related to 
advertising of price or quality information by pharmacies, so we conducted additional targeted 
Google and Google Scholar searches focused on identifying information on pharmacy pricing 
strategies for self-pay patients. These searches also included specific searches for information on 
the generic drug discount programs (GDDPs) offered by pharmacies starting in 2006. We found 
relevant articles and employed a snowball search method to look at articles that cited relevant 
articles to identify additional relevant information. We also specifically searched for pharmacy 
advertising efforts, which we defined as efforts by pharmacies to market medication prices and 
quality directly to consumers. 

This report cites 161 total sources based on our initial and supplemental literature searches. 
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3. Health Care Professionals 
 
 
 

Overview 
In this chapter, we summarize the results of our environmental scan of the literature on health 

care professionals. We defined the market segment “health care professionals” as providers who 
can bill Medicare directly for services: physicians, nurse practitioners, and clinical psychologists. 
We included several other categories who can also bill Medicare (clinical nurse specialists, 
clinical social workers, physical therapists, occupational therapists, and speech language 
pathologists; Medicare, undated-a). The literature focused primarily on physicians. 

Our literature search identified a number of articles on pricing and price variation and a few 
on price and quality transparency in this market. However, the literature search did not identify 
any articles related to how physician organizations’ ethical codes might affect price or quality 
transparency. 

We identified the following key findings from the environmental scan: 
• Medicare fee-for-service (FFS) prices influence market prices for physicians in most 

fields. 
• A number of articles suggest substantial price variation in the private market, 

although more-recent research suggests more-moderate variation. 
• Medicaid prices are set by the state, but they are influenced by prices in the private 

sector. 
• Prices in commercial plans respond directly to changes in Medicare prices. 
• Federal regulations around Medicare affect out-of-network prices in Medicare FFS 

and Medicare Advantage. 
• Major barriers to transparency include lack of physician pricing data in existing 

transparency tools and clauses in provider-insurer contracts that prohibit disclosure of 
negotiated prices. Physicians themselves lack incentive to disclose prices. 

• Most websites that offer price information focus on inpatient care or surgeries. 
 
How Are Prices Set? 

Throughout this section, we distinguish among four key terms: 
• Prices are the actual paid amounts received by a provider, typically through a 

combination of insurer and individual payments. 
• Billed amounts are the prices charged by physicians. 
• Costs are the amount incurred by the physician for providing a patient’s care. 
• Out-of-pocket (OOP) prices are the amount paid by the consumer. 
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Pricing for physician services is opaque and varies from payer to payer. Insurance affects 
both the total payment for a care episode and also what the patient pays. In both the public and 
private sectors, there has been a move from FFS to bundled payments. Under a bundled payment 
model, providers or health care facilities are paid a single payment for all the services performed 
to treat a patient for a specific episode of care. The bundled price could vary retrospectively 
based on quality or other metrics, making it difficult to isolate the price of a specific physician 
service (Garfield, Orgera, and Damico, 2019). 

 
Medicare 

Medicare’s FFS program pays physicians a fixed amount for each service provided, 
according to the Medicare Physician Fee Schedule. This schedule defines payments for 
thousands of services, using a system of weights determined by the nature of the work, the cost 
to the physician of providing it, and the liability associated with each service (Pelech, 2018a). 
The weight is then adjusted based on a number of additional factors and translated into dollar 
amounts (Clemens and Gottlieb, 2017; Feldman, Dowd, and Coulam, 2015). 

The Medicare Access and CHIP Reauthorization Act of 2015 introduced two ways to reward 
providers for quality and clinical practice improvement: (1) an incentive payment of 5 percent 
for those who participate in advanced alternative payment models and (2) a positive or negative 
payment adjustment for those who do not, via the Merit-Based Incentive Payment System 
(MedPAC, 2019). 

Medicare Advantage (MA) plans are an alternative to Medicare FFS. These plans are 
administered by private insurance companies and negotiate rates with physicians to provide care. 
MA plans tend to pay providers at rates at or close to Medicare FFS rates, as do Medicaid 
managed care plans (Berenson, Ginsburg, et al., 2012). MA plans negotiate lower prices for 
some of the services for which Medicare FFS has been found to overpay relative to commercial 
insurers, such as lab tests and medical equipment (Trish et al., 2017). 

 
Medicaid 

There are two kinds of Medicaid payment structures: FFS, in which the state pays providers 
directly for each covered service, and managed care, in which the state pays a managed care plan 
a fee for each person enrolled (MedPAC, undated). Although most Medicaid enrollees are in 
managed care plans (81 percent as of 2016), the majority of Medicaid spending (just over 50 
percent) comes from FFS arrangements (MedPAC, undated). 

Under FFS, states set their own reimbursement rates for physician services, based on input 
from a variety of stakeholders (Lollar, 2016). The prices are then specified in a Medicaid State 
Plan, which is a contract with the Centers for Medicare & Medicaid Services (CMS) explaining 
how the state will run its Medicaid program. Any subsequent changes need approval at the 
federal level, including changes to provider reimbursement (Medicaid, undated). 
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Even though the prices are set by the state, Medicaid prices are indirectly influenced by the 
private sector: If reimbursement rates are too low, Medicaid beneficiaries could lose access to 
providers (Reinhardt, 2013). 

 
Veterans Health Administration 

The VHA, the nation’s largest integrated health care system, provides care to U.S. military 
veterans (U.S. Department of Veterans Affairs, undated-b). The VHA is funded through a 
congressional appropriation, and most of the health care is provided within the system by health 
care providers who are salaried employees of the federal government (U.S. Department of 
Veterans Affairs, undated-a; Nugent and Hendricks, 2003). More recently, VHA policy has 
expanded access to care from non-VHA facilities under the Veterans Choice Program, which 
was recently replaced by the MISSION Act (U.S. Department of Veterans Affairs, 2019b). 
Under the Choice program, providers are required to accept Medicare payment rates (Miller, 
Cullen, and Lushniak, 2018). In 2018, the VHA spent $62.9 billion on services provided at VHA 
facilities and $14.9 billion on services provided in the community (U.S. Government 
Accountability Office, 2019). 

A study conducted in 1999 compared actual VHA costs at six VHA medical centers with the 
FFS costs for the same services that would have been paid by Medicare. The study found that the 
VHA provided care at a lower cost (Nugent et al., 2004). More-recent evidence is mixed; one 
study of dialysis prices showed higher prices at the VHA (Hynes et al., 2012). 

 
Commercial Health Plans 

As of 2013, almost 95 percent of private sector insurers still used an FFS model (Zuvekas 
and Cohen, 2016). Only about 5 percent of physicians are paid by capitation. In fact, although 
health maintenance organization (HMO) plans themselves are capitated, they still pay physicians 
primarily on an FFS basis; fewer than 20 percent of patient visits to physicians covered by 
HMOs are paid by capitation (Zuvekas and Cohen, 2016). 

Health care prices for physicians in the private sector are set by negotiation between 
insurance carriers and providers, in markets with varying degrees of competition (Clemens and 
Gottlieb, 2017). As a result, prices paid by private insurers “can vary substantially, for ostensibly 
similar services, across both providers and insurers” (Clemens and Gottlieb, 2017). However, 
some recent work has found less variation in physician prices (Whaley, 2015). 

Commercial plans have been shown to respond directly to changes in Medicare prices: 
Claims data suggest that for every $1.00 increase in Medicare prices, commercial plans 
implement a corresponding $1.16 fee increase in their prices (Clemens and Gottlieb, 2017). 

According to a recent Congressional Budget Office (CBO) working paper, many private 
health plans use a relative value unit (RVU) system that is similar to Medicare’s. RVUs are a 
measure of value used in Medicare’s reimbursement formula for physician services. The plans 
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then negotiate with physicians about how to translate RVUs into dollars and can develop 
different conversion factors by practice, hospital, or even specialty (Pelech, 2018a). 

Dyckman and Associates, a health care consulting and litigation firm, surveyed commercial 
health plans for the MedPAC Advisory Commission in 2003 and found that all 33 surveyed 
health plans used payment methods modeled on the Medicare physician fee schedule, including 
20 with minimal modification (Pelech, 2018a; Feldman, Dowd, and Coulam, 2015; Dyckman 
and Hess, 2003). Similarly, a 2017 study using physician payments from a large private insurer 
found that three-quarters of services were benchmarked to the Medicare physician fee schedule 
(Clemens, Gottlieb, and Molnár, 2017). 

Federal regulations around Medicare affect out-of-network prices in Medicare FFS and 
Medicare Advantage. Federal regulations require physicians to accept Medicare FFS rates as 
payment in full for out-of-network services received by MA enrollees. These policies affect in- 
network pricing as well: “limits on out-of-network prices in MA plans limit the prices that 
insurers can negotiate in network” (Pelech, 2018b; U.S. Department of Veterans Affairs, 
undated-b). 

 
Out-of-Pocket Prices for Insured and Self-Pay Patients 

Medicare, Medicaid, the VHA, and commercially insured patients typically pay a per-visit 
copay (a flat charge regardless of the price of the service) or coinsurance (a percentage of the 
price of the service) for physician care (after having met any applicable deductibles). 

“Self-pay” patients, meaning those not using insurance, could be responsible for the full 
billed amount to receive physician services. Physicians often require that uninsured patients pay 
up front for services. Patients who cannot afford the full billed amount might be able to negotiate 
a discounted price or a payment schedule with the provider. They might also pay with credit 
cards or could be turned away from care (Garfield, Orgera, and Damico, 2019). 

 
Variation 

There is abundant evidence that physician prices in the private sphere vary widely across 
providers, insurers, and care settings (Clemens and Gottlieb, 2017; Dunn and Shapiro, 2014; 
Reschovsky and White, 2014). In one study on negotiated physician prices, the authors found 
less variation in primary care, where prices ranged from 85 percent to 135 percent of the 
Medicare rate, while specialist prices exhibited wider variation—more than 100 percentage 
points in some markets. These differences are not explained by any characteristics that have been 
measured, such as patient age or gender, physician specialty, place of service, whether the 
physician was in the insurer’s provider network, or type of plan. One study found that the 
geographic area of the practice explained about one-third of the variation but noted that 
additional research would be needed to explain the remaining variation (Berenson, Ginsburg, et 
al., 2012; Baker, Bundorf, and Royalty, 2013). Another study found that increases in physician 
market power, particularly via market consolidation, led to higher negotiated prices (Sun and 
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Baker, 2015). Other work found that physician services provided in hospital outpatient 
departments have prices that are often twice as high as those provided in community settings, 
even for identical services, such as magnetic resonance imaging of the knee (Reschovsky and 
White, 2014). Furthermore, there was substantial variation across geographic regions, suggesting 
that the differences cannot be attributed solely to hospitals’ higher operating costs. 

A CBO analysis found that the average ratios of commercial prices to Medicare FFS prices in 
the most expensive metropolitan statistical areas “were at least 70 percent higher for all services 
than the average price ratios in the least costly areas” (Pelech, 2018a). The average ratios 
comparing Medicare Advantage to Medicare FFS prices varied much less (Berenson, Ginsburg, 
et al., 2012). 

Researchers at the University of Chicago found that physicians in more-concentrated markets 
charged higher prices. Their work indicates that consolidation caused a 14 percent average price 
increase from 2007 to 2013 (Scheffler, Arnold, and Whaley, 2018). The increase was higher for 
specialists than for primary care physicians (Scheffler, Arnold, and Whaley, 2018). Other work 
has similar findings (Dunn and Shapiro, 2014; Austin and Baker, 2015; Baker, Bundorf, Royalty, 
et al., 2014; Gaynor, 2018; Gaynor, Ho, and Town, 2015). When insurance markets are 
consolidated rather than provider markets, negotiated prices are lower (Scheffler and Arnold, 
2017). 

 
What Influences the Level of Consumer Price and Quality Transparency? 

 
Government 

Government has an important role in promoting transparency of prices because physicians 
otherwise have little incentive to make price data publicly available. In October 2020, CMS 
released a final rule with price transparency requirements that, while aimed at insurers, should 
result in greater transparency of physician and hospital prices (Keith, 2020; Internal Revenue 
Service, Employee Benefits Security Administration, and Department of Health and Human 
Services, 2020). The rule requires commercial insurers to provide cost-sharing estimates to 
members via online tools, as well as to disclose negotiated prices for in-network providers and 
allowed amounts for out-of-network providers. 

The 2011 U.S. Government Accountability Office (GAO) report Health Care Price 
Transparency: Meaningful Price Information Is Difficult for Consumers to Obtain Prior to 
Receiving Care encouraged the U.S. Department of Health and Human Services to “determine 
the feasibility of making estimates of complete costs of health care services available to 
consumers” (Boerner, 2014; U.S. Government Accountability Office, 2011). The issue of 
transparency attracted media attention, and, as of 2018, 26 states had statewide cost databases. 
However, in 2017, the advocacy group Catalyst for Payment Reform gave only seven of these 
states a passing grade on the accessibility and clarity of these price data (de Brantes et al., 2017). 
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Some researchers have suggested providing better access to health care prices online, which 
some states have done by mandating that payers and providers make these prices available 
(Kratka et al., 2018). For example, New Hampshire has an online price transparency tool that 
provides negotiated prices and OOP prices for a number of health care services (Mehrotra, 
Brannen, and Sinaiko, 2014). Many states (including New Hampshire) require insurers to submit 
their claims data to all-payer claims databases (APCDs); these data can be used for price 
transparency initiatives. However, the Supreme Court’s decision in Gobeille v. Liberty Mutual 
Insurance Company stated that the Employee Retirement Income Security Act of 1974 (ERISA) 
preempts states’ authority to require APCD submission from self-insured employers, thereby 
undermining the completeness and utility of transparency tools that use APCD data (Fuse Brown 
and King, 2016). Federal legislation that passed in June 2019 would have established a federal 
APCD, which would not, in theory, be subject to ERISA preemption. However, an update to the 
legislation in December 2019 moved to use federal dollars to establish a grant program to help 
create and improve state APCDs (McIntire, 2019). The legislation was ultimately passed by 
Congress as the No Surprises Act and was signed into law in December 2020. The act establishes 
one-time federal grants to states to either establish or improve an APCD but does not address 
ERISA preemption (Hoadley, Keith, and Lucia, 2020; Fuchs and Hoadley, 2021). 

Another example of a state initiative is a price transparency tool provided to enrollees by the 
California Public Employees’ Retirement System (CalPERS), which manages health benefits for 
state employees. The tool allows members to compare prices and OOP spending for in-network 
providers, including for common outpatient services (Desai et al., 2017). However, the New 
Hampshire and CalPERS tools are not yet the norm; even when prices are available, it is not 
always clear what they refer to, as most websites do not specify whether the price quoted is the 
consumer’s OOP cost (Kratka et al., 2018). Where they do exist, current state price transparency 
laws generally have not applied to outpatient settings (Saloner et al., 2017). There are also costs 
to laws that require providers to disclose the price of care before a service is provided. The laws 
could motivate providers to be more forthcoming about their prices; however, they also create 
new burdens for physician offices (Saloner et al., 2017). There could also be inconsistent 
compliance with such laws: For example, a report out of Massachusetts suggested poor 
compliance by the three biggest insurers in the state (Health Care for All, undated). 

A recent effort to provide cost and quality information to consumers is Care Compare 
(previously known as Physician Compare), a CMS website designed for consumers to help them 
“make informed choices about the health care they receive through Medicare” (Medicare, 
undated-c). Mandated by the Affordable Care Act (ACA), the website was launched in 2010 and 
includes performance scores as well as whether the provider accepts Medicare payment rates. 
Care Compare does not include other price data, such as provider-specific negotiated rates or 
OOP amounts. 
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Commercial Payers 

The peer-reviewed literature had limited information about the role of price transparency for 
commercial payers. A recent survey of commercial health plans found that the vast majority (94 
percent) offered some online pricing tool, and 71 percent offered estimates for physician services 
(Higgins, Brainard, and Veselovskiy, 2016). However, only about 2 percent of plan members 
used these tools, suggesting that there could be limited knowledge that the tools exist or issues 
with ease of use (de Brantes et al., 2017). Insurers’ online pricing tools might also be of limited 
use because they typically provide broad ranges of prices, and those prices are not always based 
on the most recent negotiated rates (Higgins, Brainard, and Veselovskiy, 2016). Although 
insurers have incentive to steer consumers to lower-cost providers, they might do so in other 
ways, such as tiered provider networks (Sinaiko, Landrum, and Chernew, 2017). These 
limitations of insurer-provided transparency tools highlight the need for government price 
transparency initiatives, such as federal initiatives that require hospitals to disclose negotiated 
prices and state regulations that require insurers to submit their data to APCDs. 

The effectiveness of these tools is still uncertain. One analysis suggests that, in an 
environment of increasing transparency, finance leaders will have to “identify the practical steps 
and data analytics tools needed to develop accurate pricing information and to find ways to share 
that information with patients that are in keeping with organizational interests” (Whitehouse, 
2015). 

 
Data Availability 

A major barrier to transparency is lack of information: Transparency cannot be provided 
when prices are not known. As noted by the Agency for Healthcare Research and Quality in the 
Consumer Assessment of Healthcare Providers and Systems (CAHPS) Ambulatory Care 
Improvement Guide, “Many providers do not even know the price of the services they offer 
(since each insurer has its own negotiated rates), and most do not know the prices of the tests and 
procedures they recommend and order for their patients” (CAHPS, 2016). 

The ability to obtain price information can vary substantially. In a secret shopper exercise, 
trained interviewers posed as nonelderly adults seeking new patient primary care appointments 
and asked the price of such an appointment (Saloner et al., 2017). The callers presented 
themselves as holding different kinds of insurance. While 89 percent of uninsured callers 
received price information, only 62 percent of those with employer-sponsored insurance were 
quoted a price. The prices quoted varied by insurance status, type of physician office, and 
county-level uninsurance rate (Saloner et al., 2017). 

When websites about prices exist, at least as of 2012, they focused on inpatient care for 
medical conditions (73 percent) or surgeries (71 percent). In systematic internet searches to 
identify publicly available, patient-oriented websites for price comparison, researchers found that 
information about outpatient services was available much less often (diagnostic or screening 
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procedures were available only at 37 percent of the sites, radiology at 23 percent of the sites, 
prescription drug costs at 15 percent of the sites, and laboratory tests at 10 percent of the sites; 
Kullgren, Duey, and Werner, 2013). 

 
What Is the Relationship Between Price, Quality, and Advertising? 

We identified few articles that examined physician advertising. Direct-to-consumer 
advertising for health care services has been increasing: A review looking at the two decades 
between 1997 and 2016 found that direct-to-consumer advertising for health services increased 
from $542 million to $2.9 billion. However, the largest increases were from hospitals, dental 
centers, cancer centers, mental health and addiction clinics, and medical services (Schwartz and 
Woloshin, 2019). 

A lack of advertising on price in the legal industry could provide some parallels with lack of 
advertising by physicians. The legal blog Above the Law suggests several reasons why lawyers 
may not advertise prices: First, it is difficult to commit to a price in advance without knowing 
anything about the client; second, the work is unpredictable; and, third, advertising prices can 
lead to a “race to the bottom,” with attorneys trying to undercut one another on price (Chung, 
2017). The same broad principles could be applicable to physicians: The type and amount of care 
can be difficult to predict before seeing a patient, and physicians might be concerned that posting 
prices could lead to increased competition on prices. 

Our literature search did not identify any articles that assessed the extent to which physicians 
can advertise price or quality information. In addition to the principles noted above, physicians 
might not advertise on price due to clauses in insurer-provider contracts that limit the disclosure 
of negotiated pricing information. The literature primarily cited these clauses related to hospital- 
insurer contracts, but it is likely that they apply to physicians as well (Beck, 2014). Indeed, 
providers do tend to advertise on procedures that are largely not covered by insurance, such as 
laser eye surgery, in vitro fertilization, dental crowns, and cosmetic rhinoplasty. However, even 
in these markets, there is some evidence that there is limited price-shopping by consumers, 
despite the fact that they face the full price of the procedures (Tu and May, 2007). 
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4. Hospitals 
 
 
 

This chapter summarizes the results of our environmental scan of the literature on hospitals 
and other facilities. We defined the market segment “hospitals and other facilities” to include 
inpatient and outpatient care provided in hospital settings, ambulatory surgical centers, and care 
provided in skilled nursing facilities. 

Literature on this topic focuses primarily on care provided in an inpatient hospital setting. 
Our search identified a number of articles describing how hospital prices are set and identifying 
price transparency initiatives. Very few articles addressed hospital advertising of price and 
quality. 

We identified the following key findings from the environmental scan: 
• Public payers set prices prospectively; private payers negotiate prices and discounts 

with hospitals. 
• Medicare FFS indirectly influences rates paid by Medicare Advantage and 

commercial payers. 
• A number of news sources noted recent federal efforts to improve hospital price 

transparency—specifically, federal rulemaking that requires hospitals to release 
chargemaster data and negotiated prices. A recent final rule also requires insurers to 
disclose negotiated prices. 

• Limitations of government price transparency efforts include their focus on charges 
or prices that are not those paid by the consumer. 

• Other barriers to price transparency include the extent to which it is feasible or legal 
for hospitals to release negotiated prices. 

• Data on hospital quality are available to consumers primarily via CMS’s Care 
Compare tool (previously known as Hospital Compare) and through quality data from 
U.S. News. However, there are limitations on the extent to which consumers can 
make meaningful price and quality comparisons between hospitals. 

• There appears to be little to no advertising of pricing information by hospitals; this 
could be driven by clauses in insurer-hospital contracts that prohibit prices from being 
disclosed and by hospital concerns that this could drive down prices. 

 
How Are Hospital Prices Set? 

Throughout this section, we distinguish among four key terms: 
• Prices are the actual paid amounts received by a hospital, typically through a 

combination of insurer and individual payments. 
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• Charges are the list prices on a hospital’s chargemaster, which are generally not 
related in any systematic way to the actual amounts paid by insurers (Reinhardt, 
2006). 

• Costs are the amount incurred by the hospital for providing a patient’s care. 
• OOP prices are the amount paid by the consumer. 

 
Medicare 

Medicare FFS sets rates for inpatient hospital care using the Inpatient Prospective Payment 
System (IPPS; Centers for Medicare & Medicaid Services, undated-a). Under the IPPS, each 
case seen by a hospital is categorized into a diagnosis-related group (DRG). Medicare’s payment 
rate for each DRG is set prospectively, based on the average cost of treating patients in that 
DRG. Payments are adjusted based on the regional wage index, whether the hospital receives an 
adjustment for treating a disproportionate share of low-income patients, and whether it is a 
teaching hospital. 

Medicare FFS pays for outpatient hospital services in a similar fashion via the Hospital 
Outpatient Prospective Payment System (OPPS; Reinhardt, 2006; Guidi, 2010). Under the 
OPPS, cases are categorized into Ambulatory Payment Classifications (APCs), and payments to 
hospitals are determined for each APC based on the average cost of services for the APC. 
Payments are adjusted based on the regional wage index. Medicare FFS prospectively sets rates 
for inpatient and outpatient care. 

MA managed care plans are administered by private insurers to provide Medicare Part A, 
Part B, and sometimes Part D coverage to Medicare beneficiaries (Medicare, undated-c). Insurers 
and hospitals negotiate prices for hospital services for MA beneficiaries similar to the way in 
which prices are set for commercial insurance products, described in more detail below 
(Berenson, Sunshine, et al., 2015; McGuire, Newhouse, and Sinaiko, 2011). A number of recent 
studies have found that MA hospital rates are very similar to those paid by Medicare FFS, 
partially due to regulations that require out-of-network hospitals to accept payment at Medicare 
FFS rates for MA patients. Therefore, hospitals have little leverage to negotiate higher rates 
(Berenson, Sunshine, et al., 2015; Curto et al., 2019; Maeda and Nelson, 2018; Baker, Bundorf, 
Devlin, et al., 2016). Furthermore, based on interviews with senior personnel from health plans 
and hospitals, the authors of one study noted that negotiations between health plans and hospitals 
often include both commercial insurance products and MA and that negotiators are mindful of 
the rates negotiated for the other products. 

 
Medicaid 

Hospital payments by state Medicaid programs are a combination of a base payment and a 
supplemental payment (Cunningham et al., 2016). The base payment is the rate paid by Medicaid 
FFS or Medicaid managed care for care provided to Medicaid beneficiaries; supplemental 
payments are provided by the state and might or might not be directly tied to provided services. 
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Supplemental payments can include Disproportionate Share Hospital payments to hospitals that 
treat a disproportionate number of low-income patients, as well as state supplemental payments 
that are often financed through upper payment limits, intergovernmental transfers, or provider 
taxes (Cunningham et al., 2016). 

Medicaid base payments can be considered the “price” of hospital care to Medicaid 
beneficiaries and can vary from state to state and between Medicaid FFS and Medicaid managed 
care. In general, Medicaid FFS programs pay for inpatient hospital services through prospective 
payments based on DRGs (similar to Medicare FFS) or by prospective per diem payments 
(Reinhardt, 2006). Outpatient services are largely based on fee schedules imposed by the state or 
on the APC system used by Medicare. Like MA plans, Medicaid managed care plans negotiate 
prices with hospitals. 

 
Veterans Health Administration 

The VHA is the nation’s largest health care system. Most of the health care is provided 
within the system by health care providers who are salaried employees of the federal government 
(Trivedi et al., 2011). A recent federal rule finalized that the VHA pays non-VHA hospitals, at 
most, the prospective payment rate set by Medicare (U.S. Department of Veterans Affairs, 
2019a). 

 
Commercial Health Plans 

The way that commercial health plans pay hospitals varies, but prices are generally based on 
discounted charges, per diem payments, or episodes of care (i.e., DRGs; Reinhardt, 2006). The 
key feature that determines the prices paid to hospitals by commercial insurers is aggressive 
negotiation (Berenson, 2015). Regardless of the type of payment, hospitals and insurers enter 
into annual negotiations to determine the dollar amount per diem, the dollar amount per DRG 
unit, or the discount on charges (Reinhardt, 2006). 

Prices in the hospital market vary substantially (Craig, Ericson, and Starc, 2018; Hsia and 
Akosa Antwi, 2014; Hsia, Akosa Antwi, and Weber, 2014; Hsia et al., 2014). A 2019 report 
found that hospital prices paid by commercial health plans ranged from 150 percent to more than 
300 percent of Medicare rates across states and from 150 percent to more than 400 percent of 
Medicare rates across health systems (White and Whaley, 2019). Cooper et al., 2019, found that 
hospitals in monopoly markets had prices that were 12.5 percent higher than hospitals in more 
competitive markets. They found substantial variation in prices in competitive and 
noncompetitive markets even for services that were plausibly identical, such as magnetic 
resonance imaging. 

A 2010 examination of health care costs and drivers by the Massachusetts Attorney General 
notes that “Price variations are not correlated to (1) quality of care, (2) the sickness of the 
population served or complexity of the services provided, (3) the extent to which a provider cares 
for a large portion of patients on Medicare or Medicaid, or (4) whether a provider is an academic 
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teaching or research facility” (Massachusetts Attorney General, 2010, p. 3; underline in original). 
Rather, price variations are correlated to “market leverage as measured by the relative market 
position of the hospital or provider group compared with other hospitals or provider groups 
within a geographic region or within a group of academic medical centers” (Massachusetts 
Attorney General, 2010, p. 4). A detailed discussion of existing work in the Handbook of Health 
Economics comes to the same conclusion that variation in prices is unlikely to be fully explained 
by underlying costs, quality, or demand and is largely linked to market power (Gaynor and 
Town, 2011). 

Other research has found that higher hospital prices tend to be associated with larger 
hospitals, teaching hospitals, system membership with large market shares, the provision of 
specialized services, and smaller market share by health plans (White, Reschovsky, and Bond, 
2014; Wu, 2009). 

The government indirectly influences commercial prices through Medicare pricing. There are 
two schools of thought about how this influence works. Standard economic theory predicts that 
when Medicare reduces prices, providers will reduce their volume of Medicare patients and 
reduce prices to commercial insurers to attract more privately insured patients (Feldman, Dowd, 
and Coulam, 2015). Cost-shifting theory predicts that when Medicare reduces prices, providers 
increase prices to commercial insurers to make up the difference. While cost-shifting is 
commonly cited as the prime influence, a 2011 review of the literature found that the true extent 
of cost-shifting was limited (Frakt, 2011). Other work found that when Medicare reduced prices, 
commercial prices fell, supporting standard economic theory (White, 2013). Commercial prices 
remain substantially higher than Medicare prices in many markets, a finding that could be 
explained by price discrimination (Reinhardt, 2006). A recent paper found that up to 57 percent 
of hospital cases covered by private insurers had prices that were directly linked to Medicare’s 
prospective pricing (Cooper et al., 2019). 

The government could also indirectly influence commercial prices via regulations such as 
antitrust policy. As noted above, prices vary substantially by the amount of market power a 
hospital has, so antitrust policy can influence prices by influencing the level of market 
concentration. 

 
Out-of-Pocket Price for Insured and Self-Pay Patients 

Medicare, Medicaid, and commercially insured patients typically pay a per-day or per-visit 
copay or coinsurance for hospital care (after having met any applicable deductibles). Most 
veterans receiving care at VHA facilities do not pay any OOP expenses for inpatient care. 

Uninsured and other self-pay patients are generally billed the amount on the hospital’s 
chargemaster for services provided, even though those charges are generally well above what 
public and private insurers pay (Garfield, Orgera, and Damico, 2019; Reinhardt, 2006). Hospitals 
sometimes offer uninsured patients discounted prices based on their chargemasters, and some 
patients might receive care free of charge on a charitable basis. However, only about one-quarter 
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of uninsured patients reported receiving discounted or free care in 2015 (Garfield, Orgera, and 
Damico, 2019). 

 
State Rate-Setting Models 

The state of Maryland sets hospital rates at the state level. Beginning in the late 1970s, and 
most recently extended for an additional five years in 2019, Maryland has a Medicare waiver that 
allows it to require that all health care payers pay the same for inpatient and outpatient hospital 
services. According to Patel et al., 2015, the rate-setting eliminated any cost-shifting among 
payers and equitably distributed the costs of uncompensated care and medical education. 
However, it meant that Medicare paid higher rates for hospital services in Maryland than under 
the national payment program, costing roughly an additional $500 million (Patel et al., 2015; 
Pauly and Town, 2012). Vermont has recently implemented a similar system (Centers for 
Medicare & Medicaid Services, undated-c). Other states have instituted similar models in the 
past, but they have ended, largely due to deregulatory pressure (Rocco et al., 2017). 

 
What Influences the Level of Consumer Price and Quality Transparency? 

In this section, we highlight the ways in which the government, private payers, and 
availability of relevant data aid or present barriers to price and quality transparency. However, 
we note here that in the past several years, hospitals themselves have increasingly made price 
transparency tools available online for a subset of common services (Cohen, 2019; Meyer, 
2018b). 

 
Government 

Promoting transparency. State and federal governments can promote price transparency by 
creating or requiring price transparency initiatives. For example, in July 2019, CMS released the 
executive order Improving Price and Quality Transparency in American Healthcare to Put 
Patients First. In particular, CMS finalized a rule in November 2019 with consumer-friendly 
price transparency requirements for hospitals, including making available machine-readable 
standard charges for all items and services and disclosing the payer-specific negotiated prices for 
300 common shoppable services in a consumer-friendly way (Commins, 2019; Wynne, LaRosa, 
and Cowey, 2019). In addition, CMS released a final rule in October 2020 that includes price 
transparency requirements aimed at insurers (Keith, 2020; Internal Revenue Service, Employee 
Benefits Security Administration, and Department of Health and Human Services, 2020). The 
rule requires commercial insurers to provide cost-sharing estimates to members via online tools, 
as well as to disclose negotiated prices for in-network providers and allowed amounts for out-of- 
network providers. 

A number of state-based online price transparency initiatives also report prices for inpatient 
care (Kullgren, Duey, and Werner, 2013). Many states now have APCDs and use them for 
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consumer price transparency initiatives (Rocco et al., 2017). For example, Colorado uses APCD 
data to let consumers compare costs of procedures across hospitals, and New Hampshire uses 
APCD data to provide detailed online price and quality information for common health services. 
However, research shows that the impact of the New Hampshire tool has largely been due to 
changes in plan benefit design as a result of highlighting the variation in health care prices rather 
than directly through consumer price shopping (Tu and Gourevitch, 2014). Only 1 percent of 
New Hampshire residents accessed New Hampshire’s online price transparency tool between 
2011 and 2013 (Mehrotra, Brannen, and Sinaiko, 2014). 

The key tool through which the federal government supports hospital quality transparency is 
the Care Compare website. Care Compare allows consumers to compare hospital performance on 
a number of measures related to patient experience, timely and effective care, complications, 
readmissions and deaths, use of medical imaging, and payment and value of care (Centers for 
Medicare & Medicaid Services, undated-b). 

Limiting transparency. A key question for recent federal price transparency efforts is whether 
they actually make the relevant prices transparent. In 2018, CMS released the FY2019 Hospital 
Inpatient Prospective Payment Systems Final Rule, which included a provision requiring 
hospitals to release their chargemaster information annually (Centers for Medicare & Medicaid 
Services, 2018). However, using hospital charge data in price transparency efforts might not 
provide consumers with the most relevant data. A number of sources note that given the 
disconnect between hospital charges and prices (Reinhardt, 2006; Meyer, 2018a; Meyer, 2019; 
Whaley, 2018), chargemaster data do not reflect costs paid by most insurers or patients and, 
therefore, might not be particularly useful in price transparency initiatives (Reinhardt, 2006). The 
most recent federal rule on price transparency does require greater transparency of hospitals’ 
negotiated prices, although there is less focus on the OOP prices, which are the prices actually 
paid by consumers. Similarly, the Care Compare tool also does not provide OOP price 
information (U.S. Government Accountability Office, 2014; Internal Revenue Service, 
Employee Benefits Security Administration, and Department of Health and Human Services, 
2020). 

Another barrier to price transparency is the extent to which it is possible for hospitals to 
provide useful price information to consumers. For example, California hospitals are required to 
provide price estimates to uninsured patients. However, based on a study that sent letters of 
inquiry to hospitals asking for pricing on one of three common procedures (laparoscopic 
cholecystectomy, a hysterectomy, or routine screening colonoscopy), only 28 percent of 
hospitals even responded to the letters, and of those, only 10 percent included both physician and 
facility fees (Farrell et al., 2010). Some hospitals have also argued that it is logistically and 
financially burdensome to post negotiated prices because a given hospital could have hundreds 
of contracts (King, 2019a). 

An additional consideration is whether price transparency efforts should focus on employers 
in addition to individual consumers of health care. White et al., 2014, estimated that requiring all 
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private health plans to provide OOP pricing tools to consumers could save $18 billion in health 
care spending over ten years; however, using state-based APCDs to provide hospital price 
information to employers and physicians could save $61 billion over the same time period. 

A few government decisions or regulations could act as barriers to price transparency. For 
example, in Gobeille v. Liberty Mutual Insurance Company, the Supreme Court determined that 
ERISA preempts state APCD reporting requirements for self-insured employers (Fuse Brown 
and King, 2016). This could substantially impact the accuracy of analyses based on APCDs, 
because 61 percent of individuals enrolled in employer-sponsored health insurance are enrolled 
in fully or partially self-funded plans (Kaiser Family Foundation and NORC at the University of 
Chicago, 2019). Federal legislation that passed in June 2019 would have established a federal 
APCD. A federally mandated APCD would not, in theory, be subject to ERISA preemption. 
However, the legislation was updated in December 2019 and no longer would establish a 
national APCD. It would instead use federal dollars to establish a grant program to help create 
and improve state APCDs (McIntire, 2019). The legislation was ultimately passed by Congress 
as the No Surprises Act and was signed into law in December 2020. The act establishes one-time 
federal grants to states to help create or improve state APCDs but does not address ERISA 
preemption (Hoadley, Keith, and Lucia, 2020; Fuchs and Hoadley, 2021). 

Another example is the Federal Trade Commission (FTC) and Department of Justice (DOJ) 
Statements of Antitrust Enforcement Policy in Health Care, issued in 1996. The intention of 
Statement 6 on provider participation in exchanges of price and cost information was to limit the 
sharing of price data in cases where it might have anticompetitive effects, but it could limit price 
transparency as well. For example, the FTC encouraged Minnesota to focus on consumer price 
transparency initiatives while cautioning against making negotiated rates public in highly 
concentrated markets (Gudiksen, Chang, and King, 2019). Another (unintended) challenge to 
price transparency is the need to balance patients’ rights to privacy under the Health Insurance 
Portability and Accountability Act versus making data easily available and shareable for 
transparency efforts (Institute of Medicine, 2009). 

 
Commercial Payers 

Promoting transparency. A number of commercial payers have recently rolled out online 
price transparency tools. For example, Blue Cross Blue Shield now provides a tool that supplies 
pricing information for common elective procedures based on its own claims data (“Price 
Check,” 2011). UnitedHealth offers a tool that allows members to compare both negotiated rates 
and OOP costs, while Aetna and Anthem provide information on discounted prices to members 
(Higgins, Brainard, and Veselovskiy, 2016; Beck, 2014; U.S. Government Accountability 
Office, 2011). As of 2014, most plans (98 percent) provide online price calculator tools that 
allow plan members to calculate OOP costs, although only about 2 percent of members actually 
access them (Beck, 2014). These tools have important limitations, however, highlighting the 
need for government transparency requirements and initiatives. For example, less than half of 
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tools actually take the plan’s current negotiated rates into account when providing price 
estimates (Higgins, Brainard, and Veselovskiy, 2016), and cases have been reported in the media 
of actual prices faced by consumers far exceeding the range provided by insurer price estimator 
tools (Gantz, 2019). 

Another recent effort supported by commercial payers is the Health Care Cost Institute 
(HCCI). When it launched, HCCI partnered with Aetna, Humana, and UnitedHealthcare to 
develop an online tool for consumers with comprehensive market-level price and quality 
information (UnitedHealth Group, 2014). There are also other third-party price transparency 
tools, such as Castlight, but our literature search did not identify the extent to which they are 
used by commercial insurers. 

Limiting transparency. A potential barrier to hospital price transparency is the concern that 
negotiated rates might not be permitted to be made public under some contracts. One industry 
news article noted that it will be difficult to comply with requirements to post negotiated rates 
because some contracts do not allow it. The same concern was noted by news articles, peer- 
reviewed articles, and government reports (Beck, 2014; Reinhardt, 2006; U.S. Government 
Accountability Office, 2011). Furthermore, the insurance industry is also pushing back against 
any policy that would require hospitals to release negotiated prices, noting that this could 
“hamper competitive negotiations and push healthcare prices higher” (King, 2019b). This 
concern was also noted by news articles, peer-reviewed articles, and government reports (Beck, 
2014; Reinhardt, 2006; U.S. Government Accountability Office, 2011). 

However, Congress is considering action on this issue: Bipartisan legislation voted out of the 
Senate Health Education Labor and Pensions Committee on June 26, 2019 (the Lower Health 
Care Costs Act of 2019), would outlaw clauses in contract language that forbid parties to price 
negotiations from revealing those fees (Blumenthal, Gustafsson, and Seervai, 2019). The 
legislation had not yet been voted on by Congress as of March 2021. 

 
Data Availability 

A critical concern regarding data on hospital quality is that they might not give consumers 
information with which to make meaningful comparisons between hospitals. For example, Care 
Compare, the CMS initiative that provides hospital quality information based on care of 
Medicare beneficiaries, provides only limited information to consumers on hospital performance 
measures. Care Compare presents scores only as summaries with one of three values: better than, 
no different from, or worse than the national mean. Dor, Encinosa, and Carey, 2015, noted, 
“These categories are determined according to the 95 percent confidence interval estimates 
produced by the underlying risk-adjustment model employed by CMS. The vast majority of 
hospitals fall within the confidence intervals of the ‘no different’ category, so there is little 
variation” (Dor, Encinosa, and Carey, 2015). CMS could consider presenting more-detailed 
quality score information, rather than simply whether scores differ from the national mean. 
Quality information based on experiences of non-Medicare beneficiaries is also limited. 
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The other major source of consumer-friendly hospital quality information is the U.S. News 
hospital ratings, which are based on four elements: patient outcomes, patient experience, other 
(hospital-level) care-related indicators, and expert opinion (U.S. News staff, 2019). However, 
similar to Care Compare, patient outcomes are based on Medicare data alone and might not be 
representative of other patient populations. 

Another concern with Care Compare is the limited extent to which data about quality and 
pricing are linked. This is particularly important: Research shows that when shopping for health 
care services, almost one-quarter of consumers might consider high prices to signal high quality 
(U.S. Government Accountability Office, 2011; Phillips, Schleifer, and Hagelskamp, 2016; 
Schleifer, Silliman, and Rinehart, 2017). However, the Care Compare tool only provides very 
broad pricing information, including Medicare spending per beneficiary (displayed as a ratio, 
relative to the state and national averages) and whether payments for four conditions (heart 
attack, heart failure, hip or knee replacement, and pneumonia) are higher, lower, or no different 
from the national average (Centers for Medicare & Medicaid Services, undated-b). It does not 
include hospital- or insurer-specific pricing information. A 2014 GAO report noted concerns 
with how information is presented to consumers, citing lack of clarity in language and no option 
for consumers to customize results (U.S. Government Accountability Office, 2014). 

 
What Is the Relationship Between Price, Quality, and Advertising? 

Our literature search identified only two articles addressing the link between price and 
quality information and hospital advertising. The first, which investigated how advertising 
affected quality (as opposed to how quality affected advertising), found that hospital advertising 
predicted performance on Hospital Consumer Assessment of Healthcare Providers and Systems 
global measures in competitive markets (Huppertz et al., 2017). This was likely due to improved 
brand recognition, which is known to positively impact consumer opinions. The second study 
conducted a structured review of the websites of 10 percent of U.S. hospitals to examine the 
price and quality information available to consumers (Muhlestein, Wilks, and Richter, 2013). 
The study found that only 1 percent of hospitals advertised about pricing on their websites, and 6 
percent advertised about quality. The authors found that the available information was not 
sufficient to provide meaningful comparisons between hospitals. 

The lack of advertising of price information could also be linked to clauses in some insurer- 
provider contracts that prohibit negotiated rates from being made public (Beck, 2014; Reinhardt, 
2006). Furthermore, hospitals might be concerned that disclosing price information could lead to 
a “race to the bottom” in which insurers demand the lowest prices offered (Wilde Mathews, 
2019). The dearth of relevant articles in this area could be because hospitals tend not to advertise 
price and quality information, but it might also reflect lack of detailed data on content or 
spending for hospital advertising. 
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We identified a handful of lawsuits filed by the DOJ to address practices by hospitals or 
health systems that limited marketing. In these cases, the hospitals or health systems generally 
sought to use their market power to limit marketing for anticompetitive reasons. The first case 
involved a health system in Iowa limiting the types and amount of advertising by each member 
hospital (United States v. Hospital Association of Greater Des Moines, Inc. ...... , 1993). The DOJ 
alleged that this limited price and quality competition among the hospitals. The case ended in a 
settlement in which the health system and member hospitals agreed not to enter into any 
agreements amongst themselves related to the type of advertising or amount of spending on 
advertising. Another lawsuit involved a health system exercising its market power to limit 
insurers from encouraging consumers from seeking higher-value care from other providers and 
from sharing information about the cost and quality of competitors (United States and the State 
of North Carolina v. the Charlotte-Mecklenburg Hospital Authority, d/b/a Carolinas Healthcare 
System, 2019). Finally, two other lawsuits involved health systems and hospitals entering into 
agreements with other health systems or hospitals to limit marketing (United States v. Charleston 
Area Medical Center, Inc., and St. Mary’s Medical Center, Inc., 2016; United States and State of 
Michigan v. Hillsdale Community Health Center ....... , 2018). For example, in one case, two large 
medical centers had agreed to limit marketing to specific geographic areas to maintain market 
power in those areas (United States v. Charleston Area Medical Center, Inc., and St. Mary’s 
Medical Center, Inc., 2016). Given the anticompetitive nature of the agreements that brought 
about these cases, all of these lawsuits ended in settlements in which the hospitals or health 
systems were no longer permitted to limit marketing. 
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5. Pharmaceuticals 
 
 
 

Overview 
This chapter summarizes the results of our environmental scan of the literature on 

pharmaceuticals. We defined the market segment “pharmaceuticals” as all prescription drugs 
dispensed or administered to patients at outpatient pharmacies (such as CVS, Walgreens, etc.) or 
in a physician’s office. 

There is minimal literature focused on the topics of price transparency, quality, and 
advertising in the pharmaceutical sector. The literature we identified in our search focused 
largely on pharmaceutical pricing. Only two articles specifically focused on direct-to-consumer 
advertising, and one focused on quality transparency. Additional searches for information on 
advertising of drug prices or quality did not generally return results, which can likely be 
attributed to the fact that pharmacy marketing generally focuses on attracting consumers to the 
store to purchase products other than medications. One important exception was the marketing 
efforts associated with the GDDPs, which were designed to ensure that consumers were aware of 
those benefits and came to the pharmacy specifically to take advantage of those discounts. 

We identified the following key findings from our environmental scan: 
• The net price, which is the final price paid for a given drug across all payers 

(including consumers), is generally not disclosed publicly due to agreements between 
payers and pharmaceutical manufacturers. 

• Self-pay prices faced by consumers in pharmacies (either because of uninsurance or 
because of a high-deductible plan that charges full prices) are set by individual 
pharmacies. 

• Consumer prices for pharmaceuticals are available via different tools, but the extent 
to which they are used to assist consumers in shopping for prices is uncertain. 

• Opportunities exist for the government to encourage increased price and quality 
transparency for pharmaceuticals, such as emphasizing development of comparative 
and cost-effectiveness measures. 

 
How Are Prices Set? 

Pharmaceutical pricing, as with many other segments in the health care system, involves a 
complex set of actors and many different stages. For brand-name prescription drugs, which are 
usually the first product in either the class or for that particular drug to enter the market, 
pharmaceutical manufacturers establish a list price, which is the publicly stated price at which 
they expect to sell the drug. The list price is usually not the price paid by any downstream 
entities involved in the supply and use of the prescription drug. 
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Prescription drugs are sold by manufacturers to wholesalers, which are intermediaries that 
sell the drugs to pharmacies and physician offices (The Health Strategies Consultancy LLC, 
2005; Joint Task Force on the Fair Pricing of Prescription Drugs, 2018). Wholesalers pay a price 
that is lower than the list price. This price is referred to as the Wholesale Acquisition Cost 
(WAC; The Health Strategies Consultancy LLC, 2005; Ohn and Kaltenboeck, 2019). 
Wholesalers in turn sell the prescription drugs to pharmacies and other entities that will dispense 
or administer the medications to patients. 

Health care payers, which include health plans (Medicare Part D and commercial enrollees), 
pharmacy benefit managers (organizations that manage pharmacy benefits on behalf of health 
plans), the government (Medicaid, Medicare Part B, and the VHA), and sometimes patients 
themselves (via self-pay), reimburse pharmacies and other suppliers for the drug, plus dispensing 
fees. Reimbursement rates are based on factors that differ across payer type and across the 
setting in which the drug is dispensed and administered. 

 
Health Plans 

Health plans negotiate outpatient prescription drug reimbursement rates for Medicare Part D 
and commercial plan enrollees with pharmacies that belong to the health plan’s network. 
Reimbursement rates for branded drugs are usually based on a benchmark price established 
through negotiation or based on the WAC. Generic drugs are reimbursed at the Maximum 
Allowable Cost (MAC). This is the maximum price at which a given health plan will reimburse 
pharmacies for dispensing generic drugs. The MAC is established via negotiations between the 
pharmacy and the health plan (The Health Strategies Consultancy LLC, 2005). If pharmacies are 
able to purchase the generic drug for less than the MAC, they retain the difference as additional 
revenue. 

Health plans also negotiate with pharmaceutical manufacturers of branded drugs for rebates, 
which are reimbursements made from manufacturers to health plans in exchange for the health 
plan placing the drug on a lower cost-sharing tier, which makes the drug less expensive for 
patients, or for the health plan achieving a previously agreed volume-based milestone of drugs 
dispensed (The Health Strategies Consultancy LLC, 2005). 

The final price for a given drug is the net price paid by the health plan, plus any cost-sharing 
paid by the patient, for the drug—this price takes into account pharmacy reimbursements and 
any manufacturer rebates. This net price, inclusive of rebates and other discounts, is generally 
never disclosed outside of health plans, reflecting a significant lack of price transparency 
(Kirchhoff, Johnson, and Thaul, 2018). However, health plans offering Medicare Part D 
coverage are required to pass rebates through to Medicare beneficiaries via lower premiums. 

 
Government 

A number of government entities have established pharmaceutical reimbursement rates for 
their respective health care programs. Medicaid programs have access to preferential 
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manufacturer rebates via the Medicaid Drug Rebate Program. As part of this program, Medicaid 
programs agree to cover all of a given manufacturer’s prescription drugs in exchange for 
receiving rebates that are calculated based on whether the drug is branded or generic. Branded 
drug rebates are the greater of 23 percent of the Average Manufacturer Price (AMP), which 
incorporates discounts provided to other purchasers, or the difference between the AMP and the 
best price (the lowest price the manufacturer sold the drug for in the market; Baghdadi, 2017). 
Generic drug rebates are 13 percent off of the AMP. Medicaid programs are also able to 
negotiate supplemental rebates, in addition to the federally mandated rebates, via the creation of 
Preferred Drug Lists (Ohn and Kaltenboeck, 2019; Congressional Budget Office, 2019). 

Medicare Part B, which covers physician services, reimburses providers for administering 
prescription drugs to patients in their offices or outpatient settings. Part B drugs are reimbursed 
based on a formula established by the Medicare Program, equal to the average sales price (ASP) 
at which the manufacturer sells the drug to the provider plus 6 percent (Danzon and Taylor, 
2010). 

The VHA negotiates prices for prescription drugs dispensed via its in-network hospitals, 
clinics, and pharmacies. The VHA has a national formulary and establishes contracts with 
manufacturers stipulating the price for each drug. For drug classes with therapeutic substitutes, 
the VHA negotiates with manufacturers for preferential inclusion on the formulary in exchange 
for lower prices and exclusion of other competitor prescription drugs. For some drugs, VHA 
prices are 35 percent lower than those paid by Medicare Part D beneficiaries (Huetteman, 2019). 

Government reimbursement rates for health care programs can have a ripple effect on other 
payers. The Medicaid “best price” rule creates a floor for prescription drug pricing: 
Manufacturers are unwilling to offer lower prices to other payers for fear of triggering the best 
price clause and being required to offer the same pricing to Medicaid (Baghdadi, 2017). 

The VHA is exempt from the Medicaid best price rule. However, the VHA represents a 
relatively low market share for the entire country, so its negotiated prices are unlikely to affect 
other payers. 

The Medicare Part B ASP + 6 percent reimbursement approach has been generally adopted 
by other payers (Werble, 2017). In this case, the government led the way with pricing. 

 
Pharmacies 

Pharmacies also play an important role in establishing prescription drug prices. There are a 
number of different types of pharmacies, including independent pharmacies, grocery store 
pharmacies, big-box pharmacies (e.g., Walmart or Target), and chain pharmacies (e.g., CVS or 
Walgreens). Each type of pharmacy has different profit-making considerations as part of its 
business strategy in dispensing pharmaceuticals. For example, big-box and chain pharmacies 
might offer additional discounts on prescriptions because they expect customers to purchase 
other items while they are in the store (Choudhry and Shrank, 2010). Independent pharmacies 
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might focus more on the consumer experience to encourage repeat business for refill 
prescriptions. 

As described above, pharmacies are reimbursed by health plans and government payers for 
dispensing covered prescription drugs to plan enrollees. Those reimbursement rates are 
determined via negotiations with the different payers. 

Pharmacies also dispense prescription drugs to patients without health insurance or who are 
enrolled in high-deductible plans and who therefore might need to pay the full price of the 
prescription out of pocket. Prices paid by patients in these two categories are established by 
individual pharmacies and are therefore not based on a simple or straightforward formula. 
Previous studies have found that drug prices vary across pharmacies even within the same ZIP 
code or geographic area (Arora et al., 2017; Gellad et al., 2009; Hauptman, Goff, and Vidic, 
2017; Rodwin, 2019), with one study finding up to $52 of variation in price for a single drug 
within the same ZIP code (Arora et al., 2017). Variation in pharmacy prices is likely due to 
different discount programs or coupons offered or accepted by individual pharmacies. 

Starting in 2006, big-box and chain pharmacies, including Walmart, Target, and Walgreens, 
began offering GDDPs. These programs offered very low prices (often $4 for a 30-day supply) 
for a specific set of generic prescription drugs. These programs are offered outside of insurance 
coverage and are available to any customer who fills a generic prescription at the store, 
regardless of their insurance status (Choudhry and Shrank, 2010; Zhang et al., 2012). These 
programs therefore could have substantially reduced costs for patients, as the new price offered 
by pharmacies was generally substantially lower than the regular self-pay price and often was 
also much lower than the cost-sharing charged by commercial health plans (Zhang et al., 2012). 
Pharmacies were able to do this because of their purchasing power for included generic drugs 
and also because of the low costs of producing generic drugs. In addition, large pharmacies 
might have leveraged the program to bring customers into the store and sell other products at the 
same time (Choudhry and Shrank, 2010). 

 
Out-of-Pocket Price for Insured and Self-Pay Patients 

Prices for prescription drugs are also established for patients, both those with insurance and 
those who pay all costs out of pocket (self-pay). Health plans for both Medicare Part D and 
commercial insurance generally use a tiered formulary approach, in which patients have lower 
cost-sharing (often even $0) for less-expensive generic drugs; higher cost-sharing for preferred- 
brand drugs (for example, $42 is the median Part D plan copayment for a 30-day supply); higher 
cost-sharing still for non-preferred brands (for example, a median coinsurance of 38 percent of 
the cost of the drug for Part D plans); and 25 percent of the cost for specialty drugs for most Part 
D plans, which are often biologic products with few close substitutes (Cubanski and Damico, 
2019). For specialty drugs, patient cost-sharing can translate into hundreds of dollars per month 
because of the 25-percent pricing rule. 
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Medicaid recipients usually have very low or no cost-sharing for prescriptions dispensed and 
covered by Medicaid. Veterans receiving VHA benefits also often have low or no cost-sharing 
(McCaughan, 2017). Medicare Part B patients pay 20 percent of the reimbursement rate for the 
prescription (ASP + 6 percent), but, in practice, more than 80 percent of Medicare Part B 
enrollees have supplemental coverage that further reduces cost-sharing (Cubanski et al., 2018). 

Patients with no insurance, and many who are enrolled in high-deductible plans, pay the full 
cost of prescription drugs out of pocket. Those in high-deductible plans benefit from their health 
plan’s negotiated pharmacy rate; they pay 100 percent of that rate while within the deductible’s 
limits. Patients with no coverage at all pay the pharmacy’s stated price, which varies by 
pharmacy. Patients who are prescribed expensive medications and do not have insurance could 
be eligible for pharmacy assistance programs, which are charities that help with OOP costs. 
Patients might also receive assistance from pharmaceutical manufacturers, which lower the cost 
of the prescription. Therefore, although the net price determines how much the health system 
overall paid for a given drug, patient cost-sharing and pharmacy prices are important markers for 
consumers who may need to fill prescriptions. 

 
What Influences the Level of Consumer Price and Quality Transparency? 

Price and quality transparency for pharmaceuticals rely on different considerations than for 
other sectors, such as hospitals and physicians. Price transparency for consumers can largely 
focus on increasing information about the price (cost-sharing or total pharmacy price) that the 
consumer can expect to pay to obtain the prescription drug. Quality measures for 
pharmaceuticals focus on comparative effectiveness, which provides information on the relative 
effectiveness of a given drug compared with another, and cost-effectiveness, which incorporates 
cost information with comparative effectiveness to establish an overall measure of the value of a 
given medication. These measures focus on different medications or types of treatment for a 
specific condition and provide information about the relative effectiveness and value of 
substitute therapies compared with one another. Information about these measures, as well as 
lower-cost therapeutic substitutes, might not be readily available to consumers. The government 
and health plans can both play important roles in price and quality transparency efforts, as 
discussed in this section. 

 
Government 

Government can play an important role in price transparency efforts by actively requiring 
increased transparency and also by targeting negotiated contract terms between different players 
that can reduce transparency. One example has been efforts to target gag clauses in contracts 
between health plans and pharmacies (Dabbous et al., 2019; Salazar, 2018; DeBenedette, 2018). 
Gag clauses prohibited pharmacists from informing patients when they could pay less out of 
pocket for a drug than what their insurance plan’s copay would charge. The Patient Right to 



27  

Know Drug Prices Act, signed into federal law in 2018, prohibits such clauses in contracts 
between insurers or pharmacy benefit managers and pharmacies, and the Know the Lowest Price 
Act, also signed into law in 2018, does the same for Medicare Advantage and Medicare Part D 
plans (Coppock, 2018). A regulation implemented in Ohio requires health plans to tell patients 
the lowest price for a prescription and prohibits health plans from charging more than the cost of 
the drug when the drug price is lower than the copay (DeBenedette, 2018). Another approach to 
increasing transparency for pharmacies is to require health plans to regularly update their MAC 
pricing information, which is the price on which generic drug reimbursement is based; providing 
pharmacies with the most up-to-date reimbursement numbers available can help pharmacists 
know in advance what they can expect to be reimbursed for a drug (Salazar, 2018). 

The government also increases price transparency through the Medicare Plan Finder tool, 
which provides Medicare beneficiaries with information on the prices they can expect to pay for 
covered drugs under each Medicare Part D plan. Beneficiaries can enter the specific drugs they 
currently take and see how much they can expect to pay if they were to enroll in each Medicare 
Part D plan available for the year. This tool substantially increases transparency for consumers 
seeking information about OOP prescription drug prices; however, research has found that the 
tool could be too complicated and that further simplification of financial information could help 
Medicare beneficiaries make better plan decisions (McGarry, Maestas, and Grabowski, 2018). 
For example, displaying simple information on total costs alone, or total costs, premiums, and 
OOP costs, rather than displaying complicated plan benefit design details, has been shown to 
result in the selection of lower-cost plans by beneficiaries, without any reductions in plan quality 
on average in the chosen plans. 

One government action that has had mixed effects on the ability of states to establish price 
transparency standards for pharmaceuticals is ERISA. ERISA is a federal law that governs the 
offering of employee benefit plans. States that have passed laws designed to require pricing data 
to be disclosed, as well as laws designed to require health plans to disclose their pricing 
methodology, have been challenged in the courts based on ERISA preemption. The lawsuits 
claim that states do not have the authority to establish requirements that apply to ERISA plans, 
because ERISA plans are subject to federal, and not state, law. Courts in different states have 
ruled differently; thus, ERISA preemption could limit the ability of states to establish price 
transparency requirements (Stecker, 2018). 

 
Commercial Payers 

The primary contractual agreement between private actors and insurers that serves as a 
barrier to price transparency is the fact that pharmaceutical manufacturers sell their products to 
different payers for different prices (Kirchhoff, Johnson, and Thaul, 2018). Because of 
negotiated rebates with manufacturers and reimbursement to pharmacies, only the health plan 
knows the final net price of a drug. 
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Consumers’ ability to determine a given drug’s price depends on multiple factors, including 
the health plan in which they are enrolled and their ability to determine whether a prescribed 
drug is a generic or preferred brand. Health plan enrollees might only learn the price they must 
pay for a drug when they fill the prescription. Pricing tools such as GoodRx and Blink Health 
exist to help consumers find information about anticipated OOP costs for a specific drug for their 
specific plan; however, evidence suggests that patients do not often use these tools (GoodRx, 
undated; Blink Health, 2021; Mehrotra et al., 2017). Although most commercial insurers offer 
pricing tools, 75 percent of nonelderly respondents to a survey noted that they did not price-shop 
because they lacked knowledge of where to obtain pricing information, so awareness of price 
transparency tools could be lacking (Mehrotra et al., 2017). Furthermore, consumers might be 
unwilling to change providers or pharmacies. GoodRx and Blink Health also offer coupons that 
consumers can use to purchase drugs at a lower cost from their local pharmacies without 
insurance, and Blink Health allows consumers to purchase drugs through its website; these drugs 
are then filled by pharmacists in its network. This allows consumers to know the price up front 
without considering deductibles or other plan benefit details. 

 
Data Availability 

Price and quality measures for pharmaceuticals generally focus on measures of comparative 
effectiveness (which does not take cost into account) and cost-effectiveness (which does 
incorporate cost). One study noted that manufacturers provide scant information on these topics 
for the prescription drugs they are selling (Danzon and Taylor, 2010). There is also some 
evidence that pharmaceutical prices fluctuate substantially, creating challenges for transparency 
(Elsevier Clinical Solutions, 2015; Wineinger, Zhang, and Topol, 2019). This dearth of 
information restricts the ability of health plans and consumers to make decisions based on more- 
complete information about the drug’s effectiveness and costs. Requiring manufacturers to 
provide cost-effectiveness (as is the case in other countries, such as Canada) or comparative 
effectiveness information would serve to increase transparency and, by extension, might also 
provide incentives for manufacturers to establish prices that are in line with the health benefits 
provided by the specific medication. For example, the federal government could require drug 
manufacturers to submit cost or comparative effectiveness data in order for the manufacturer’s 
drugs to be covered by Medicare; the government could then make this information publicly 
available. 

 
What Is the Relationship Between Price, Quality, and Advertising? 

Pharmaceutical manufacturers use direct-to-consumer advertising to increase awareness of 
their products among patients. The U.S. Food and Drug Administration (FDA) regulates 
advertising of pharmaceuticals, with specific requirements associated with the type of 
information that can and cannot be presented, including the risks and benefits of the medication 
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(Schwartz and Woloshin, 2019). Advertising can include coupons or discounts designed to 
reduce patients’ OOP costs for the drug being marketed; these are often offered for very 
expensive drugs (e.g., specialty drugs) and for branded drugs for which there are generic 
competitors. Discounts and coupons raise concerns about patients using medications for which 
OOP costs are lower but for which alternatives with lower total costs are available (Schwartz and 
Woloshin, 2019; Dafny, Ody, and Schmitt, 2017). 

Pharmaceutical advertising has not generally included information about price and quality; 
however, the Pharmaceutical Research and Manufacturers of America (PhRMA), which 
represents large manufacturers, has suggested that manufacturers direct consumers to websites 
where they can find pricing information (Moore, 2019). PhRMA’s recommendation was issued 
around the same time as the Trump administration proposal requiring manufacturers to include 
prescription drug list prices as part of every advertisement (Weixel, 2019). However, hours 
before the rule was set to take effect, a federal judge blocked the administration from 
implementing it; a hearing on the administration’s appeal was held in June 2020, and the prior 
ruling was upheld (“U.S. Appeals Court Rejects Rule Requiring Drug Prices in TV Ads,” 2020). 

In response to these proposals, at least one manufacturer set up a website with pricing 
information; another (Johnson & Johnson) provides list prices in advertisements for its drug 
Xarelto (a blood thinner; Moore, 2019). One study found that consumers were substantially less 
interested in an expensive prescription drug if the list price was included in the advertisement; 
their level of interest did not change for a low-priced drug (Garrett et al., 2019). 

Our search for information on advertising by pharmacies did not yield many results. One 
study published in 2010 noted that seven of the ten largest pharmacy chains advertised GDDPs 
(Czechowski, Tjia, and Triller, 2010). Another study found that as of 2013, 10 percent of low- 
income residents surveyed in the area of Houston, Texas, were aware of GDDPs because of 
television advertisements (Omojasola et al., 2014). Although we did not identify articles that 
studied the extent and content of advertising (or lack thereof) in a detailed manner, the lower 
generic prices offered by different pharmacies starting in 2006 were clearly advertised and 
much-discussed by policymakers, consumers, and other stakeholders, and, therefore, 
advertisements likely played an important role in encouraging patient use of those lower-cost 
programs. It is possible that pharmacies do not advertise self-pay drug prices beyond GDDPs for 
a number of reasons: Norms of the industry, advertising of other products to attract customers to 
the store more broadly, hesitance to advertise certain prices when lower prices might be available 
through coupons or other discounts available through sites such as GoodRx, and the complexity 
of advertising prices for thousands of drugs (beyond those commonly taken generics often 
included in GDDPs) could all play a role. Furthermore, until 2018, pharmacies might have been 
concerned that advertising self-pay prices could violate gag clauses in contracts with commercial 
insurers. However, the literature largely does not address this question. 
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6. Medical Devices 
 
 
 

Overview 
This chapter summarizes the results of our environmental scan of the literature on medical 

devices. Although medical devices are a small part of the overall health care market, they are a 
large market unto themselves. The 2014 Medicare cost report data suggest that hospitals spent 
about $10 billion on medical supplies and $14 billion on implantable devices for Medicare- 
covered services that year (MedPAC, 2017). The total market was between $120 and $172 
billion in 2013, or 4 to 6 percent of total U.S. spending on health care, and that percentage has 
remained stable since then (MedPAC, 2017). 

The market segment for commodity items—surgical apparel, wound dressings, etc.—is 
relatively straightforward and competitive. In contrast, the market for high-technology devices, 
particularly implantable devices, is very different. The barrier to entry is higher, because of 
research and development costs, and there is more regulatory oversight. As a result, competition 
is more limited, and profits can be much higher (MedPAC, 2017). We focus on this segment of 
the market. 

The literature on technologically advanced medical devices is limited. Our search identified 
three specific articles about price transparency and devices; to this we added a few other articles 
that were highly relevant. In general, the literature draws on data from claims, including the 
HCCI database, which contains information on commercial prices of durable medical equipment 
(DME). 

We identified the following key findings from our literature scan: 
• As with physician pricing, Medicare coverage decisions and pricing impact private 

insurance costs for devices. 
• For DME, consumers can find out in advance what their cost will be before 

purchasing the item. However, that does not mean that the actual price paid by 
insurance is transparent. 

• The market dynamics for commodity items versus high technology devices vary 
greatly. For items like surgical supplies, companies compete heavily on price; the 
market for high-tech devices like implantable defibrillators is less competitive, 
meaning that prices are often more opaque and higher (MedPAC, 2017). 

• Hospitals could encounter barriers when trying to work with physicians around 
device prices—for example, confidentiality clauses and physician-manufacturer 
relationships (U.S. Government Accountability Office, 2012). 
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How Are Prices Set? 
Medicare pays for most medical devices (other than DME), such as syringes or imaging 

equipment, indirectly, because they are components of the delivery of care. Therefore, providers 
are reimbursed for the devices they use in the course of caring for beneficiaries as part of their 
total bundled price (MedPAC, 2017). As a result, hospitals have an incentive to use lower-cost 
devices, because their share of the bundled payment will thus be reduced. In contrast, physicians 
themselves could have less incentive to use lower-priced devices, because they are not generally 
financially responsible for the cost of the device. 

Medicare Part B covers DME prescribed for home use (such as blood sugar monitors or 
crutches); the patient pays a percentage of the price plus a deductible (Medicare, undated-b). 
Beneficiaries with supplemental coverage might have additional coverage of DME. CMS used a 
statutory-based fee schedule for DME until 2011, when it implemented a competitive bidding 
process. The initial years of the program produced prices comparable to those obtained, on 
average, by large commercial insurers—sophisticated purchasers that negotiated prices with 
suppliers of DME and similar items (Newman, Barrette, and McGraves-Lloyd, 2017). On 
average, the prices after the bidding were 35 percent lower than in 2010, before the program 
started. There is also evidence that the government’s competitive bidding program affected the 
overall market for DME and similar items, with high-cost suppliers leaving the market or 
reductions in prices by all suppliers or both (Newman, Barrette, and McGraves-Lloyd, 2017). 

According to an analysis of claims data from 2007 to 2012, “for laboratory services and 
durable medical equipment, where commercial prices are lower than Medicare FFS rates, MA 
plans take advantage of these lower commercial prices” (Trish et al., 2017). This is somewhat 
similar to the case for hospital services, for which MA plans pay the same as or slightly less than 
Medicare FFS does. 

 
What Influences the Level of Consumer Price and Quality Transparency? 

Prices for high-technology devices cut into hospital profits, so hospitals and other parties are 
interested in lower, or at least stable, device prices and generally favor price disclosure (Pauly 
and Burns, 2008). The market for medical devices differs from the other market segments 
discussed in this report, because the purchasers of devices are not only consumers and insurers, 
but also health care providers. 

 
Government 

Our literature search did not identify any descriptions of government pushes for price or 
quality transparency of medical devices. In a 2010–2011 GAO survey about implantable devices, 
respondents said that “the price information they provided for at least one device did not account 
for all discounts and rebates obtained” (U.S. Government Accountability Office, 2012). GAO 
concluded that this lack of transparency could hamper the ability of hospitals to be “prudent 
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purchasers” of the devices: “The lack of price transparency for the IMDs [implantable medical 
devices] we examined makes it difficult to know whether hospitals are achieving the best device 
prices” (U.S. Government Accountability Office, 2012). 

 
Commercial Payers 

Transparency is sometimes explicitly forbidden in medical device contracts, and sellers often 
charge some buyers more than they charge others. Some device sellers have designed contracts 
that include language forbidding buyers from disclosing the final negotiated price to other 
buyers, or even to patients or insurers (Pauly and Burns, 2008). For example, in 2007, Boston 
Scientific brought lawsuits against data intermediaries, claiming that the intermediaries used 
pricing data that were submitted to them by hospitals to compile comparative pricing data 
(Robinson and Bridy, 2009). The lawsuits were settled out of court but led to legislation (which 
ultimately did not pass) that would have mandated that medical device manufacturers disclose 
their pricing information. As such, this type of contract language limits price transparency, 
although transparency of device prices (other than some DME) might be more directly relevant 
to providers than consumers. 

 
Data Availability 

There are some limited data on the quality of medical devices using adverse event 
information maintained by the FDA and device recall information (U.S. Food and Drug 
Administration, 2011). However, the major limitation of these data is that they are not created for 
the purpose of making comparisons; thus, in their current format, their utility could be limited. 

 
What Is the Relationship Between Price, Quality, and Advertising? 

From 1997 through 2016, spending on medical marketing of drugs, disease awareness 
campaigns, health services, and laboratory testing increased from $17.7 billion to $29.9 billion 
(Schwartz and Woloshin, 2019), but specific information about spending on device advertising 
was not available. The environmental scan did not yield any results regarding advertising and 
transparency of prices and quality for medical devices. 
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7. Discussion and Conclusions 
 
 
 

In the physician and hospital sectors, prices are set in a similar way. Medicare FFS sets the 
prices it pays to hospitals and physicians, typically on a case or per-diem basis, while 
commercial insurers negotiate with physicians and hospitals to determine rates. There is 
substantial variation in prices paid by commercial payers, and prices are generally higher in 
markets with higher provider concentration. 

The government does not directly affect prices paid by commercial payers, but it does have 
an indirect impact in several ways. First, MA prices are generally very similar to prices in 
Medicare FFS. In addition, although prices paid by commercial payers are generally substantially 
higher than Medicare prices, prices paid by commercial payers have been shown to decrease in 
response to reductions in Medicare reimbursement rates. 

Outpatient pharmaceutical prices vary by payer; government payers either receive mandated 
and supplemental rebates (Medicaid) for dispensed prescriptions or negotiate prices in exchange 
for inclusion on a limited formulary (VHA). Commercial health plans, which also offer coverage 
for Medicare Part D enrollees, negotiate prices paid to the pharmacy as well as rebates and other 
discounts from manufacturers. Medicare negotiates prices for medical devices that are accessed 
directly by consumers, but costs for many devices are bundled into prices for episodes of care. 
Pharmacies set prices individually for self-pay patients. 

Recent federal efforts toward consumer price transparency have primarily focused on 
hospital price transparency. A 2018 federal rule included a requirement that hospitals release 
their chargemaster data and update the information annually. A 2019 federal rule requires 
hospitals to disclose their standard charges for all services online in a machine-readable format 
and to disclose the rates that they negotiate with private payers in a consumer-friendly manner 
for 300 shoppable services. Additionally, a 2020 final federal rule requires insurers to create 
online pricing tools and to disclose negotiated rates for both in-network and out-of-network 
providers, as well as prices for prescription drugs (Keith, 2020; Internal Revenue Service, 
Employee Benefits Security Administration, and Department of Health and Human Services, 
2020). There are various state price transparency efforts as well. Perhaps the most high profile is 
the establishment of state APCDs, which have been used to develop various price transparency 
tools for consumers. The primary mechanism through which the federal government promotes 
consumer quality transparency is the Care Compare tool, which allows consumers to view and 
compare quality measures for hospitals and physicians. 

One limitation of many government price transparency initiatives is that they are generally 
not focused on prices faced by the consumer. For example, pushes for hospital price transparency 
have focused on charges, which are generally not the prices paid by any insurer or by the 
consumer, and, more recently, on transparency of negotiated prices. Although negotiated prices 
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do provide data that allow consumers to make meaningful comparisons between providers, these 
are still not the prices actually faced by consumers. However, OOP price transparency would be 
difficult to convey accurately, because any tool would need to know not only negotiated prices 
between plans and providers but also the specific plan benefit design information of each 
consumer’s insurance plan and where the consumer falls in their benefit (for example, whether 
the deductible has been met). 

The environmental scan did not identify any work related to how ethical codes of provider 
organizations affect price or quality transparency. 

A key limitation of the Care Compare government quality transparency tool is that although 
it provides quality data in a simple way to consumers (i.e., better than, worse than, or no different 
from the national mean), there is little variation with which to make meaningful comparisons 
because the majority of providers fall into the category of being no different from the national 
mean. 

Commercial insurers are also promoting price transparency, largely through online tools 
provided to their members to estimate costs of service. These tools have varying degrees of 
utility and accuracy. However, commercial insurance contracts can present a barrier to price 
transparency efforts because of contract clauses that do not allow disclosure of negotiated prices 
or, in the case of pharmaceuticals, net prices, and the insurance industry is pushing back against 
requirements for hospitals to release negotiated prices. The federal government is pursuing 
legislation that would disallow or limit the effect of such clauses in provider-insurer contracts, 
and federal legislation has been signed into law that disallows pharmacy “gag clauses” that 
prevent pharmacists from disclosing lower-cost drug options to patients. 

Limited information was available about the extent to which providers, pharmacies, and 
device manufacturers use pricing and quality information in marketing efforts. It appears that 
hospitals and physicians do not commonly advertise price or quality information. Although 
pharmaceutical companies have historically not included price information in advertising, they 
have offered discounts or coupons as part of advertisements. More recently, efforts have been 
made to enable consumers to access information about pricing using a link or other information 
provided in the pharmaceutical advertisement. However, it is not clear whether this practice will 
be adopted across all pharmaceutical companies. 

Policymakers are interested in initiatives that could reduce barriers to price and quality 
transparency, increase meaningful price and quality transparency for consumers, and improve 
consumers’ knowledge and control of their own health care costs. To that end, the findings of 
this environmental scan are informative. 

• First, policymakers could consider focusing initiatives on OOP price 
transparency, as federal price transparency initiatives have been aimed at consumers 
and OOP costs are likely most relevant for consumers. Policymakers could continue 
to pursue measures such as a 2020 federal rule that requires insurers to provide OOP 
prices to their members via online price transparency tools. Such efforts would help 
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to address the shortcomings of existing insurer price transparency tools, which are 
currently not required and do not always offer accurate pricing information. 

• Second, existing federal quality transparency tools, such as Care Compare, 
could be improved upon to allow more meaningful comparisons between 
providers. In particular, CMS could consider the following actions: 

o Present detailed, provider-specific pricing information for a broader range of 
services. 

o Present the full variation in quality scores rather than limiting information to 
differences from the national mean. 

o Explicitly link detailed quality and price data by presenting both pieces of 
information together. 

• Third, policymakers could continue to pursue legislation that would limit or 
prohibit clauses in insurer-provider contracts that do not allow negotiated prices 
to be disclosed, as they did with similar clauses in contracts between private insurers 
and pharmacies that prohibited pharmacists from informing patients when paying for 
a drug out of pocket would be less expensive than paying the copay through their 
insurance. 

• Fourth, the federal government could consider regulations that would require 
drug manufacturers to submit cost effectiveness or comparative effectiveness 
data on their drugs in order for those drugs to be covered by Medicare. These data 
could be made public to allow consumers (and providers) to make better-informed 
decisions about prescription drugs. 

• Fifth, states could work together with federal agencies, such as the Department 
of Labor (DOL), to require self-funded health plans to submit data to a national 
APCD. This would address the issue of ERISA preemption undermining state 
APCDs. This would, however, be a significant undertaking because the DOL 
currently does not collect any data similar to APCDs. 

• Finally, states can work to improve price transparency and quality transparency 
by taking the following actions: 

o States that have not yet established APCDs could do so. 
o States that do have APCDs but do not have online price transparency tools for 

consumers can create them. 
o States that do have APCDs and online price transparency tools can work to 

improve the breadth and quality of the data provided. 
o States can provide consumers with detailed quality information on providers 

in conjunction with online transparency tools. 
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Efforts to achieve price and quality transparency have the potential to allow consumers to 
make better-informed decisions about their health care, particularly if the challenges and barriers 
outlined in this report are addressed. 
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Appendix: Search Terms for the Targeted Literature Review 
 
 
 

Peer-Reviewed Literature 
PubMed 2015–
present; English 
Pric*[tiab] OR payment*[tiab] OR reimburs*[tiab] OR rate-setting[tiab] OR “rate setting”[tiab] 
OR “quality care”[tiab] 

 
AND 

 
Health plan*[tiab] OR healthcare plan*[tiab] OR health care plan*[tiab] OR US healthcare[tiab] 
OR US health care[tiab] OR medicare[tiab] OR Medicaid[tiab] OR “veterans affairs”[tiab] OR 
“veterans health administration”[tiab] OR health insurance[tiab] 

 
AND 

 
Negotiat*[tiab] OR bargain*[tiab] OR transparent[tiab] OR transparency[tiab] OR barrier*[tiab] 
OR advertis*[tiab] OR quality measure*[tiab] 
Results: 687 

OR 

PubMed 2009–
2014; English 
Pric*[tiab] OR payment*[tiab] OR reimburs*[tiab] OR rate-setting[tiab] OR “rate setting”[tiab] 
OR “quality care”[tiab] 

 
AND 

 
Health plan*[tiab] OR healthcare plan*[tiab] OR health care plan*[tiab] OR US healthcare[tiab] 
OR US health care[tiab] OR medicare[tiab] OR Medicaid[tiab] OR “veterans affairs”[tiab] OR 
“veterans health administration”[tiab] OR health insurance[tiab] 

 
AND 
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transparent[tiab] OR transparency[tiab] 
Results: 64 

 
NOT: (nigeria[ti] OR india[ti] OR kenya[ti] OR kyrgyzstan[ti] OR korea[ti]) OR (china[ti] OR 
iran[ti] OR australia[ti] or ghana[ti] OR japan[ti]) 
Results: 649 

 
Business Source Complete 
2009–present; English 
TI(Pric* OR payment* OR reimburs* OR rate-setting OR “rate setting” OR “quality care”) OR 
AB(Pric* OR payment* OR reimburs* OR rate-setting OR “rate setting” OR “quality care”) 

 
AND 

 
TI(Health plan* OR healthcare plan* OR health care plan* OR “US healthcare” OR “US health 
care” OR medicare OR Medicaid OR “veterans affairs” OR “veterans health administration” OR 
“health insurance”) OR AB(Health plan* OR healthcare plan* OR health care plan* OR “US 
healthcare” OR “US health care” OR medicare OR Medicaid OR “veterans affairs” OR 
“veterans health administration” OR “health insurance”) 

 
AND 

 
TI(Negotiat* OR bargain* OR transparent OR transparency OR barrier* OR advertis* OR 
quality measure*) OR AB(Negotiat* OR bargain* OR transparent OR transparency OR barrier* 
OR advertis* OR quality measure*) 
Results: 444 – duplicates and non-U.S. results = 378 

 
EconLit 
2009–present; English; Academic Papers/Working Papers 
TI(Pric* OR payment* OR reimburs* OR rate-setting OR “rate setting” OR “quality care”) OR 
AB(Pric* OR payment* OR reimburs* OR rate-setting OR “rate setting” OR “quality care”) 

 
AND 

 
TI(Health plan* OR healthcare plan* OR health care plan* OR “US healthcare” OR “US health 
care” OR medicare OR Medicaid OR “veterans affairs” OR “veterans health administration” OR 
“health insurance”) OR AB(Health plan* OR healthcare plan* OR health care plan* OR “US 
healthcare” OR “US health care” OR medicare OR Medicaid OR “veterans affairs” OR 
“veterans health administration” OR “health insurance”) 
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AND 
 

TI(Negotiat* OR bargain* OR transparent OR transparency OR barrier* OR advertis* OR 
quality measure*) OR AB(Negotiat* OR bargain* OR transparent OR transparency OR barrier* 
OR advertis* OR quality measure*) 
Results: 59 – duplicates and non-U.S. results = 21 
Added some citations using the “similar articles” and “cited by” feature in PubMed. 
TOTAL: 1,095 

 
Gray Literature 
Congressional Research Service 
Healthcare pricing transparency 
Health care price transparency 
health payment negotiate 
health payment barrier 
health reimburse negotiate 

 
Congressional Budget Office (via Advanced Google) 
healthcare pric* transparency site:cbo.gov 
health pric* transparency site:cbo.gov 
health price* barrier site:cbo.gov 

 
Government Accountability Office (via Advanced Google) 
health price* site:gao.gov 
health price* transparency site:gao.gov 

 
Advanced Google 
health pricing negotiations site:.gov filetype:pdf 
health payment transparency site:.gov filetype:pdf 
health payment transparency site:.org filetype:pdf 
health payment negotiat* site:.org filetype:pdf 
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Introduction
The recently enacted American Rescue 
Plan Act (ARPA) includes several 
provisions designed to expand access 
to affordable health insurance coverage 
in 2021 and 2022, while the economy 
continues recovering from the COVID-19 
pandemic and recession. One provision 
is the expansion of Affordable Care 
Act (ACA) marketplace subsidies over 
that period, which can improve health 
insurance affordability for people whose 
incomes have fallen due to reduced 
employment opportunities during the 
pandemic. Expanding these subsidies 
could substantially reduce household 
spending on health care, reduce the 
number of people uninsured, and 
increase marketplace enrollment, but the 
new subsidies’ effects may be limited by 
their brief availability. 

In this paper, we seek to show the 
maximum potential impact of the ARPA’s 
enhanced marketplace subsidies on 
health insurance coverage and set the 
stage for next steps by policymakers. To 
do so, we show the enhanced subsidies’ 
effects on coverage as if they were 
permanent changes (instead of limited 
to 2021 and 2022), and we assume 
people, employers, and insurers have 
fully responded to the new subsidies. 
Because of our approach, our estimates 
differ from those by the Congressional 
Budget Office (CBO). Adhering to their 
mandate, the CBO estimated the ARPA as 
written, including the temporary nature of 
changes to marketplace subsidies. Given 
that a permanent change in subsidies 
would be expected to have a larger effect 
than one that is temporary, our estimate 

of the reduction in the number of people 
uninsured is more than three times as 
large as the CBO’s. 

If the ARPA’s temporary enhancements 
to marketplace subsidies were made 
permanent and consumers, employers, 
and insurers had fully adjusted to the new 
coverage options, we find that in 2022:

• 4.2 million fewer people would be 
uninsured;

• 5.1 million more people would enroll 
in the subsidized marketplace; and

• Nongroup premiums would be 15 
percent lower.  

American Rescue Plan 
Act Coverage Provisions 
Effective in 2022 
In early 2021, the United States had 10 
million fewer jobs than a year earlier, 
before the pandemic.1 To ensure people 
who have lost their jobs can continue to 
access health insurance coverage during 
the ongoing crisis, the ARPA includes 
several provisions to expand eligibility to 
and reduce the costs of health insurance 
coverage. Some of these provisions are 
limited to 2021,2 but we focus here on 
the health care provision that remains 
in place in 2022: enhanced premium tax 
credits in the ACA marketplace. 

The ARPA includes two major changes 
for people who enroll in coverage through 
the marketplace (Table 1). It enhances 
premium tax credits for those previously 
eligible for subsidies and expands 
eligibility for subsidies to individuals and 
families previously ineligible because 

their incomes were greater than 400 
percent of the federal poverty level (FPL).3 
The new subsidy schedule substantially 
reduces households’ premium payments. 
Under the ARPA, everyone eligible for tax 
credits with income below 150 percent of 
FPL can select a free silver health plan. 
As another example, the Kaiser Family 
Foundation (KFF) estimates that an 
illustrative 64-year-old just above 400 
percent of FPL would pay $12,698 per 
year before the ARPA and $4,394 after 
the ARPA.4 

The ARPA does not  change the 
marketplace’s cost-sharing reduction 
schedule (Table 1). Under current law, 
cost-sharing reductions (CSRs) are 
available to people who have incomes 
from 100 to 250 percent of FPL and 
who enroll in a silver plan through 
the marketplace. A silver plan has an 
actuarial value of about 70 percent. The 
subsidies work by increasing the actuarial 
value of a silver plan to 73 percent, 87 
percent, or 94 percent, depending on 
income, thus lowering out-of-pocket 
costs for consumers. 

The ARPA includes the first major federal 
expansion of marketplace subsidies 
since the ACA’s enactment in 2010. In 
the eight years since it first opened for 
enrollment in late 2013, the marketplace 
survived several policy changes and 
continues to serve nearly 11 million 
people.5 In 2020, effectuated enrollment 
was 10.7 million.6 Projections that the 
marketplace would shrink or fail in 
certain areas of the country, especially 
in the wake of large premium increases 
in 2018, have not borne out. Yet, 
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though the national average benchmark 
premium has fallen for three years in 
a row, indicating stability, premium 
levels vary considerably across states. 
Not all states and rating regions have 
robust insurer participation. The ARPA’s 
enhanced premium tax credits could 
have a range of positive impacts on the 
marketplace by increasing marketplace 
enrollment that could lead to greater 
insurer participation, improvements 
in the overall risk pool, and result in 
lower premiums. 

Data and Methods
We produce our estimates using the 
Urban Institute’s Health Insurance Policy 
Simulation Model (HIPSM), a detailed 
microsimulation model of the health care 
system designed to estimate the cost 
and coverage effects of proposed health 
care policy options. The model simulates 
household and employer decisions and 
models the way changes in one insurance 
market interact with changes in other 
markets. HIPSM is designed for quick-
turnaround analyses of policy proposals. 
It can be rapidly adapted to analyze 
various new scenarios—from novel health 
insurance offerings and strategies for 
increasing affordability to state-specific 
proposals—and can describe the effects 
of a policy option over several years. 
Results from HIPSM simulations have 
been favorably compared with actual 
policy outcomes and other respected 
microsimulation models.7 

We model the effects of the ARPA’s 
enhanced marketplace subsid ies 
on coverage in 2022 as if they were 
permanent changes and as if consumers, 
employers, and insurers have fully 
responded to the new subsidy schedule. 
In other words, our analysis assumes 
expanded marketplace subsidies are 
permanent and fully phased in. 

We provide additional information on 
the model and its underlying data in 
the appendix. There we explain how 
we calibrated the model to project 
distributions of coverage in 2022 before 
ARPA as a baseline against which 
to measure the effects of the ARPA’s 
enhanced marketplace subsidies. We also 
explain other key assumptions regarding 
the pandemic’s economic effects. 

Findings 
Changes in Coverage and the Number 
of People Uninsured

We find the number of people uninsured 
would drop by 4.2 million, or almost 14 
percent, in 2022 if the ARPA’s enhanced 
marketplace subsidies were permanent 
and consumers, employers, and insurers 
responded to the new subsidy schedule 
as if it were fully phased in (Table 2). 
In addition, about 317,000 people with 
non-ACA-compliant nongroup coverage 
would switch to ACA-compliant plans. 
Some enrol lees in noncompl iant 
coverage are attracted to such plans 
by their lower premiums. Under the 
ARPA, many of these people are newly 
eligible for premium tax credits that 
reduce premiums for marketplace plans 
and would therefore switch to the more 
comprehensive ACA-compliant plans. 

Most of the previously uninsured people 
would be attracted to the marketplace by 
the enhanced subsidies. We estimate 
subsidized marketplace enrollment 
would increase by 5.1 million people, 
an increase of 60 percent in 2022, if the 
ARPA were permanent. 

In response to the newly enhanced 
marketplace subsidies, we estimate 
475,000 fewer people would be covered 
by employer-sponsored insurance (ESI). 
Most of the people who would leave ESI 
are those whose firms would still sponsor 
health insurance but whose offers are not 
deemed affordable; a very small number 
are those whose firms would stop offering 
health coverage. The ARPA does not 
change the ACA’s so-called “firewall,” 
which makes families with workers 
who have offers of affordable employer 
coverage ineligible for marketplace 
subsidies. Of the 475,000 people leaving 
ESI, nearly all would be attracted to 
the nongroup market because of newly 

Table 1.  Subsidy Schedules before ARPA and American Rescue 
Plan, 2022 

Income (% of FPL) Before ARPA American Rescue Plan

Premium Tax Credit Percent of Income Limits for Benchmark Coverage

< 138 2.07 0.0-0.0

138–150 3.10-4.14 0.0-0.0

150–200 4.14-6.52 0.0-2.0

200–250 6.52-8.33 2.0-4.0

250–300 8.33-9.83 4.0-6.0

300–400 9.83 6.0-8.5

400–500 n.a. 8.5-8.5

500–600 n.a. 8.5-8.5

600+ n.a. 8.5-8.5

Benchmark Plan Silver Silver

Cost-Sharing Reductions: Actuarial Value of Plan Provided to Eligible Enrollees (%)

< 138 94 94

138–150 94 94

150–200 87 87

200–250 73 73

250–300 70 70

300–400 70 70

400–500 70 70

500–600 70 70

600+ 70 70

SOURCES: Internal Revenue Service, Health and Human Services Department, and American Rescue Plan Act 
of 2021, Pub. L. No. 117-2.
Notes: FPL is federal poverty level. Percentage-of-income caps applied in 2022; before-ARPA caps are for 2021 
and are indexed each year. Annual adjustments to caps have been modest and are not made until close to the end 
of year open enrollment period.
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enhanced subsidies and lower premiums. 
We estimate fewer than 10,000 people 
would become newly uninsured because 
of the ARPA (data not shown), nearly all 
of whom would be eligible for Medicaid or 
marketplace subsidies but would choose 
not to enroll coverage. 

We project that Medicaid and Children’s 
Health Insurance Program (CHIP) 
enrollment would increase by about 
366,000 people as a result of the ARPA’s 
enhanced subsidies. These increases 
would result from increased enrollment in 
the nongroup market by family members 
and from eligibility determinations that 

send some people to Medicaid when 
they sought coverage after passage of 
the ARPA. 

Changes in Marketplace Premiums

This substantial increase in marketplace 
enrollment under the ARPA’s enhanced 
subsidies would also reduce average 
health risk scores in the entire nongroup 
market. We estimate that lower health 
risk scores would reduce premiums by 
about 15 percent on average in 2022, 
if the changes were fully phased in 
immediately (data not shown). The main 
reason average health risk would fall 

under the ARPA’s enhanced subsidies 
is that those with higher health care 
needs are more likely to have already 
purchased coverage before ARPA. The 
enhanced subsides, estimated here, are 
more likely to attract uninsured people 
with average or lower health needs, 
including younger enrollees. 

The Uninsured by Income Group

The ARPA would substantially reduce 
the number of people uninsured in 2022, 
and most people gaining coverage would 
have incomes below 400 percent of FPL. 
People with modest incomes, between 
200 and 400 percent of FPL, would 
experience the largest reductions in 
uninsurance under the ARPA, 2.4 million 
people, a decline of 31 percent (Table 
3). The number of uninsured people with 
incomes between 138 and 200 percent 
of FPL would drop about 14 percent, or 
by 639,000. And the number of uninsured 
people with incomes below 138 percent of 
FPL would drop 2 percent, or by 312,000. 
Improvements are smaller in this group 
because the ARPA does not address the 
Medicaid gap by extending subsidies to 
people below 100 percent FPL who live in 
states that have not expanded Medicaid.

Table 3.  Uninsured Nonelderly before ARPA and with Permanent 
ARPA Marketplace Premium Subsidy Schedule, by Income 
Group, 2022  

Thousands of people

Before ARPA Alternative 
Subsidies Change Change (%)

Below 138% of FPL 14,530 14,218 -312 -2.1%

Between 138% and 200% of FPL 4,581 3,942 -639 -13.9%

Between 200% and 400% of FPL 7,712 5,298 -2,414 -31.3%

Above 400% of FPL 3,943 3,120 -823 -20.9%

Total, all incomes 30,766 26,579 -4,188 -13.6%

SOURCE: Urban Institute Health Insurance Policy Simulation Model, 2021.
Note: Income groups are based on computations for Medicaid eligibility.

Table 2.  Coverage Distribution of the Nonelderly before ARPA and with Permanent ARPA Marketplace 
Premium Subsidy Schedule, 2022 

Thousands of people

Before ARPA Alternative Subsidies Change Change (%)

Insured (Minimum Essential Coverage) 244,113 88.0% 248,617 89.6% 4,504 1.8%

Employer 149,325 53.8% 148,850 53.7% -475 -0.3%

Private Nongroup 14,960 5.4% 19,574 7.1% 4,613 30.8%

Basic Health Program 864 0.3% 866 0.3% 2 0.2%

Marketplace with PTC 8,458 3.0% 13,535 4.9% 5,076 60.0%

Nongroup Coverage without PTC 5,638 2.0% 5,174 1.9% -465 -8.2%

Medicaid/CHIP 71,162 25.6% 71,528 25.8% 366 0.5%

Disabled 9,436 3.4% 9,437 3.4% 1 0.0%

Medicaid Expansion 14,845 5.4% 14,986 5.4% 141 0.9%

Traditional Nondisabled Adult 12,680 4.6% 12,855 4.6% 175 1.4%

Nondisabled Medicaid/CHIP Child 34,161 12.3% 34,210 12.3% 49 0.1%

State-funded Program 40 0.0% 40 0.0% 0 0.0%

Other Public 8,665 3.1% 8,665 3.1% 0 0.0%

Uninsured (No MEC) 33,333 12.0% 28,829 10.4% -4,504 -13.5%

Uninsured 30,766 11.1% 26,579 9.6% -4,188 -13.6%

Noncompliant Nongroup 2,567 0.9% 2,251 0.8% -317 -12.3%

Total 277,446 100.0% 277,446 100.0% 0 0.0%

SOURCE: Urban Institute Health Insurance Policy Simulation Model, 2021.
Notes: PTC is premium tax credit. CHIP is Children’s Health Insurance Program. MEC is minimum essential coverage.
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Under the ARPA, people with incomes 
above 400 percent of FPL, who meet 
other eligibility criteria, are newly eligible 
for marketplace subsidies for the first 
time since its inception in 2014. The 
number of uninsured people with income 
in this range would drop by 823,000, or 
by about 21 percent. 

Changes in Federal and 
Household Spending

Because of the coverage changes 
outlined above, we estimate federal 
spending would increase by $17.6 billion 
in 2022 (Table 4). This includes increased 
spending on marketplace subsidies and 
Medicaid and CHIP that is offset slightly 
by reductions in uncompensated care.8 

One of the ARPA’s largest impacts would 
be the decrease in household health 
care spending for people enrolled in 
the marketplace (Table 5). Average 
spending on premiums would drop nearly 
50 percent among nongroup enrollees 
with incomes below 200 percent of FPL, 
declining from $1,182 to $624 per person. 
Average total spending on both premiums 
and out-of-pocket expenses would drop 
32 percent among people in this income 
group, falling from $2,496 to $1,689 
per person. Families in other income 
groups would experience slightly smaller 
declines in spending. Among all nongroup 
market enrollees, total spending on both 
premiums and out-of-pocket expenses 
would decline 23 percent, from $4,926 to 
$3,788 per person. 

Coverage Effects by State

Table 6 shows changes in the number 
of people uninsured by state in 2022. All 
states would see significant reductions in 
the number of people uninsured, ranging 
from a 681,000 decline in Texas to a 4,000 
decline in Vermont. Other states with the 
largest decreases in the number people 
of uninsured are California (419,000), 
Georgia (193,000), Ohio (190,000), New 
York (163,000), and Arizona (158,000). 
The percent declines in the number of 
people uninsured range from 28 percent 
in West Virginia to 3 percent in Florida. 
Other states with large percent decreases 
in uninsurance are Ohio (26%), New 
Hampshire (25%), Arkansas (23%), 
Louisiana (23%), and Indiana (21%). 

Table 4.  Federal Health Care Spending for the Nonelderly before ARPA and with 
Permanent ARPA Marketplace Premium Subsidy Schedule, 2022 

Millions of dollars

Before ARPA Alternative Subsidies Change

Medicaid and CHIP 376,113 378,098 1,985

Marketplace PTC 58,277 76,701 18,424

Reinsurance 1,314 1,314 0

Uncompensated Care 15,700 12,913 -2,787

Total 451,405 469,026 17,622

SOURCE: Urban Institute Health Insurance Policy Simulation Model, 2021.
Notes: CHIP is Children’s Health Insurance Program. PTC is premium tax credit. Uncompensated care includes federal spending that will shrink in 
proportion to reductions in the number of uninsured (largely Medicare Disproportionate Share Hospital payments). 

Table 5.  Household Spending for the Nonelderly with Nongroup Coverage before ARPA and with 
Permanent ARPA Marketplace Premium Subsidy Schedule, by Income Group, 2022 

Dollars

Spending per Enrollee

Before ARPA Alternative Subsidies Change Change (%)

Household Spending on Premiums

Below 200% of FPL 1,182 624 -559 -47.2%

Between 200% and 400% of FPL 2,619 1,609 -1,009 -38.5%

Above 400% of FPL 5,864 4,173 -1,691 -28.8%

All Incomes 2,768 1,850 -919 -33.2%

Household Out-of-Pocket Spending

Below 200% of FPL 1,314 1,065 -248 -18.9%

Between 200% and 400% of FPL 2,691 2,158 -533 -19.8%

Above 400% of FPL 3,022 2,970 -51 -1.7%

All Incomes 2,157 1,938 -219 -10.1%

Total Household Spending

Below 200% of FPL 2,496 1,689 -807 -32.3%

Between 200% and 400% of FPL 5,309 3,767 -1,542 -29.0%

Above 400% of FPL 8,885 7,143 -1,742 -19.6%

All Incomes 4,926 3,788 -1,138 -23.1%

SOURCE: Urban Institute Health Insurance Policy Simulation Model, 2021.
Note: FPL is federal poverty level.
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Table 6.  Number of People Uninsured before ARPA and with Permanent ARPA Marketplace Premium 
Subsidy Schedule, 2022 

Thousands of people
State Before ARPA Alternative Subsidies Change Change (%)

Alabama 486 427 -58 -12.0%

Alaska 95 77 -18 -18.7%

Arizona 755 596 -158 -21.0%

Arkansas 230 177 -53 -23.1%

California 3,682 3,262 -419 -11.4%

Colorado 484 396 -87 -18.1%

Connecticut 203 177 -26 -12.6%

Delaware 67 60 -6 -9.3%

District of Columbia 43 38 -5 -11.9%

Florida 2,641 2,563 -78 -3.0%

Georgia 1,401 1,209 -193 -13.7%

Hawaii 114 96 -18 -15.7%

Idaho 161 144 -17 -10.7%

Illinois 1,073 937 -136 -12.7%

Indiana 499 393 -106 -21.3%

Iowa 144 115 -29 -20.0%

Kansas 341 298 -43 -12.7%

Kentucky 294 233 -61 -20.8%

Louisiana 381 294 -87 -22.9%

Maine 54 47 -6 -11.6%

Maryland 420 387 -34 -8.0%

Massachusetts 248 228 -19 -7.8%

Michigan 552 457 -95 -17.2%

Minnesota 291 253 -39 -13.2%

Mississippi 371 314 -57 -15.3%

Missouri 676 565 -110 -16.3%

Montana 79 64 -16 -19.9%

Nebraska 135 117 -18 -13.4%

Nevada 397 326 -71 -17.8%

New Hampshire 74 56 -19 -25.0%

New Jersey 731 643 -88 -12.0%

New Mexico 216 174 -42 -19.3%

New York 1,106 944 -163 -14.7%

North Carolina 1,179 1,059 -120 -10.2%

North Dakota 75 61 -14 -18.6%

Ohio 724 534 -190 -26.2%

Oklahoma 597 527 -70 -11.7%

Oregon 346 282 -64 -18.5%

Pennsylvania 693 571 -122 -17.6%

Rhode Island 60 54 -6 -9.7%

South Carolina 572 483 -89 -15.5%

South Dakota 95 77 -18 -18.7%

Tennessee 731 588 -143 -19.5%

Texas 4,996 4,316 -681 -13.6%

Utah 299 282 -17 -5.6%

Vermont 44 39 -4 -10.1%

Virginia 755 660 -94 -12.5%

Washington 597 489 -108 -18.1%

West Virginia 109 78 -31 -28.3%

Wisconsin 366 335 -32 -8.7%

Wyoming 85 74 -11 -13.4%

Total 30,766 26,579 -4,188 -13.6%

SOURCE: Urban Institute Health Insurance Policy Simulation Model, 2021.
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Discussion
If the ARPA’s temporary enhancements 
to marketplace subsidies were made 
permanent and consumers, employers, 
and insurers had fully adjusted to the new 
coverage options, 4.2 million fewer people 
would be uninsured in 2022. Subsidized 
marketplace enrollment would increase 
by 5.1 million people, a 60 percent jump, 
and household financial burdens among 
the 13.5 million subsidized marketplace 
enrollees would fall substantially because 
of lower premiums.9

If the ARPA’s expanded marketplace 
subsidies were permanent, increased 
enrollment would also reduce health risk 
scores, leading to premium reductions of 
15 percent in the entire nongroup market. 
Moreover, permanent enhancement 
of subsidies would likely encourage 
addit ional insurer part icipation in 
the marketplace as result of higher 
enrollment. The marketplace is working 
well in most states and national average 
benchmark premiums fell for the third 
consecutive year in 2021. Still, average 
state benchmark premiums vary by a 
factor greater than two. Research shows 
increased insurer participation tends to 
drive premiums to more competitive 
levels. In this way the ARPA’s enhanced 
subsidies could ultimately work to 
improve stability and competitiveness in 
the entire nongroup market.10 

Employer Responses to Permanently 
Enhanced Subsidies

Some worry that permanently expanding 
premium tax credit eligibility to those 
with incomes above 400 percent of 
FPL could cause some employers to 
stop offering ESI to their workers. Small 
employers, in particular, are potentially 
the most likely to stop offering insurance, 
because their workers tend to have lower 
incomes than those of large employers 
and they are exempt from the ACA’s 
employer responsibility requirements. 
Since the ACA was first proposed, 
some policymakers have worried the 
subsidies available in the nongroup 
market would encourage employers to 
stop offering ESI. However, research 
shows most employers responded to 
the ACA by increasing the rates at which 

they offer insurance to their employees, 
and total ESI coverage increased in the 
years following implementation of the 
marketplace in 2014.11 Our analysis of the 
ARPA’s expanded marketplace subsidy 
schedule is consistent with the latest 
research on employers, and we estimate 
very few employers currently offering 
insurance to their workers would find it 
advantageous to stop offering coverage. 
This partially owes to the substantial value 
of the ESI subsidy under the current tax 
structure and employee preferences for 
broad provider networks.12 

Comparing Our Estimates 
with CBO’s Estimates 

Our estimates of the ARPA’s coverage 
effects in 2022 are not directly comparable 
with such estimates from the CBO 
because our estimates rely on different 
assumptions. We aim to estimate the 
maximum potential impact of the ARPA’s 
enhanced marketplace subsidies to set 
the stage for policymakers’ next steps. 
We modeled our results as if the ARPA’s 
changes to marketplace subsidies were 
permanent and consumers, employers, 
and insurers have fully adjusted their 
behavior in response. 

Adhering to its mandate, on the other 
hand, the CBO estimated the ARPA’s 
health care provisions as written.13 
Interpreting the provisions as temporary, 
the CBO likely estimates the effects of the 
ARPA’s enhanced marketplace subsidies 
to be substantially lessened by several 
factors such as enrollees’ confusion or 
lack of awareness of the new subsidies, 
possible difficulties enrolling, inertia, 
and other barriers. The CBO stated 
employers would be less likely to change 
their decisions to offer coverage to their 
employees if the enhanced subsidies 
were temporary. In addition, the CBO 
may consider that limiting the enhanced 
subsidies to two years could mean 
insurers are less likely to newly enter or 
expand their participation in a market, 
adjust their estimates of their enrollees’ 
average health risk, or develop plans 
to attract newly eligible enrollees in 
response to the new law. 

The CBO estimated that, as written, the 
ARPA’s temporary enhanced marketplace 

subsidy schedule would reduce the 
number of uninsured people by 1.3 million 
in 2022, compared to our estimate of 4.2 
fewer million uninsured people from a 
permanent change. The CBO also finds 
increased marketplace enrollment of 1.7 
million people in 2022, much less than 
our estimate of 5.1 million people with 
new subsidized marketplace coverage. 

Regarding ESI, the CBO estimates that 
100,000 people with ESI would switch 
to the marketplace because of new 
subsidies, while we estimate 475,000 
people with ESI would switch to other 
sources of coverage, with 335,000 people 
moving to the subsidized marketplace. 
As noted, the CBO does not believe 
employers would change coverage 
decisions given the ARPA’s temporary 
nature. We estimate that employers 
would be unlikely to change coverage 
decisions whether the ARPA’s enhanced 
marketplace subsidies were temporary or 
permanent, but that employees who face 
high ESI premium contributions and are 
offered generous marketplace subsidies 
would change coverage if the policies 
were permanent.

Lastly, the CBO estimates the ARPA’s 
enhanced marketplace subsidies would 
increase federal outlays and reduce 
revenues, increasing the deficit by 
$21.9 billion in 2022. We estimate net 
federal spending to increase by $17.6 
billion in 2022 under our assumption of 
a permanent change in law. One likely 
reason for the difference in costs is that, 
under our assumptions, we estimate 
nongroup premiums would fall by 15 
percent. 

Data and Methods Appendix
We produced our estimates using 
HIPSM. HIPSM is based on two years of 
the American Community Survey, which 
provides a representative sample of 
families large enough for us to produce 
estimates for individual states and smaller 
regions, such as cities. The model is 
designed to incorporate timely, real-world 
data to the extent they are available. 
In particular, we regularly update the 
model to reflect published Medicaid and 
marketplace enrollment and costs in each 
state. Our earlier work provides detailed 
information on the model’s design.14



What if the American Rescue Plan’s Enhanced Marketplace Subsidies Were Made Permanent? Estimates for 2022 7    

       Timely Analysis of Immediate Health Policy Issues

The pre-pandemic version of HIPSM 
was calibrated to state-specific targets 
for marketplace enrollment following 
the 2020 open enrollment period, 2020 
marketplace premiums, and late 2019 
Medicaid enrollment from the Centers 
for Medicare & Medicaid Services 
monthly enrollment snapshots.15 Aging 
our projections to 2022 involved several 
steps. First, we aged the 2020 population 
to 2022 using projections from the Urban 
Institute’s Mapping America’s Futures 
program. We then inflated incomes 
and health costs to 2022. Because the 
pandemic has reduced use of expensive 
care, we assume costs for private 
nongroup health insurance and Medicaid 
are flat in 2021 but return to default 
inflation assumptions in 2022.16,17 Under 
our default assumptions, we estimate 
Medicaid will grow at five percent per 
year, and out-of-pocket spending and 
uncompensated care will grow at three 
percent per year.

Given uncertain economic conditions in 
2020, we use a 2022 baseline, a year 
when conditions should be more stable. 
We thereby assume, consistent with 
CBO projections,18 that the economy 
will have partly recovered from the 
pandemic by then. We assume the 
characteristics of people who remain 

unemployed at that time are largely 
consistent with the distribution identified 
in U.S. Department of Labor data from 
August 2020, which showed high-wage 
jobs had recovered to a much greater 
extent than low-wage jobs. Our 2022 
baseline preceded the enactment of the 
ARPA. We compare this baseline with 
an alternative policy that makes the 
ARPA’s enhanced premium tax credits 
permanent.

HIPSM accounts for relevant state 
regulations, such as banning short-term, 
limited-duration plans.19 Our estimates 
account for the federal individual mandate 
penalties being set to $0 beginning in 
plan year 2019, as well as the fact that 
California, the District of Columbia, 
Massachusetts, and New Jersey have 
their own individual mandate penalties. 
We treat Missouri and Oklahoma, where 
the ACA Medicaid expansion has been 
approved by ballot initiative but not yet 
implemented, as Medicaid nonexpansion 
states. We do this because the political 
environments surrounding expansion, 
even once ballot initiatives are passed, 
remain uncertain, and the timing and 
implementation of these expansions are 
therefore still unknown.

For this analysis, we assume the 
Medicaid enhanced Federal Medical 
Assistance Percentage (FMAP) and 
maintenance-of-effort provisions in the 
Families First Coronavirus Response 
Act would have expired before 2022. 
However, in a letter to governors sent in 
late January 2021, the acting secretary 
of the U.S. Department of Health and 
Human Services indicated the public 
health emergency declaration will be 
extended through calendar year 2021.20 
This means the maintenance-of-effort 
requirement, which prohibits states from 
disenrolling Medicaid enrollees unless 
they request it, is expected to last through 
January 2022. After that, the increased 
Medicaid enrollment from prohibiting 
disenrollment will start to phase out, 
as states resume normal eligibility 
determinations and process the backlog 
from the maintenance-of-effort provision. 
How fast this will happen is uncertain, so 
Medicaid enrollment may be higher in 
early 2022 than our estimates indicate. 
Also, the enhanced FMAP is expected 
to be available through March 2022. 
Thus, the federal government will pay a 
higher share of Medicaid costs in the first 
quarter of 2022 than we indicate.

Endnotes
1 Powell J. Getting Back a Strong Labor Market. Economic Club of New York; 2021. https://www.federalreserve.gov/newsevents/speech/powell20210210a.htm. Speech 

Delivered February 10, 2021.

2  One provision subsidizes the cost of COBRA coverage through September 2021, and another provision guarantees the most generous premium tax credits to anyone who 
has an unemployment insurance claim in 2021. 

3 To be eligible for marketplace subsidies, a person must be lawfully present, not eligible for public coverage, and not have an affordable offer of coverage in the family.

4 Pollitz K. How the American Rescue Plan Will Improve Affordability of Private Health Coverage. https://www.kff.org/health-reform/issue-brief/how-the-american-rescue-
plan-will-improve-affordability-of-private-health-coverage. Published March 17, 2021. Accessed March 29, 2021.

5 Policy changes include the reduced length of open enrollment; reduced funding for outreach, advertising, and enrollment assistance; elimination of payments for mandatory 
cost-sharing reductions; and elimination of the penalty associated with the individual mandate among other changes. 

6 Centers for Medicare & Medicaid Services. Early 2020 Effectuated Enrollment Snapshot. Baltimore, MD: CMS; 2020. https://www.cms.gov/CCIIO/Resources/Forms-
Reports-and-Other-Resources/Downloads/Early-2020-2019-Effectuated-Enrollment-Report.pdf. Published July 23, 2020. Accessed March 29, 2021.

7 Glied SA, Arora A, Solis-Roman C. The CBO’s crystal ball: How well did it forecast the effects of the Affordable Care Act? Commonwealth Fund. 2015. https://www.
commonwealthfund.org/publications/issue-briefs/2015/dec/cbos-crystal-ball-how-well-did-it-forecast-effects-affordable. Published December 15, 2015. Accessed March 
29, 2021.

8 Savings from uncompensated care are mainly from lower Medicare Disproportionate Share Hospital spending. Federal costs for uncompensated care are also paid by a 
number of other agencies including HHS, VA, and IHS; we assume their funding will not automatically shrink in proportion to the reduction in the number of uninsured or 
the resulting change in demand for uncompensated care. 

9 In a recently published report, we estimated coverage effects of a policy (labeled option 3) with similar marketplace subsidies to those under ARPA described in this report. 
Option 3 would offer more generous CSR subsidies than ARPA, but slightly smaller premium subsidies for lower income households. Its effects on coverage overall are 
nearly identical. As expected, in comparing the coverage effects of the two policies, we find that option 3 would result in somewhat smaller reductions in the number of 
uninsured people below 200 percent FPL than ARPA because of slightly less generous premium subsidies for that group.  We also find that option 3 would result in somewhat 
larger reductions in the number of uninsured people above 200 percent FPL, relative to ARPA, due to more generous CSR subsidies for that group. The impact on coverage of 
the enhanced CSRs at higher incomes in option 3 is limited because of the so-called firewall. See Blumberg, Linda J,. et al. Cost and Coverage Implications of Five Options 
for Increasing Marketplace Subsidy Generosity. Urban Institute. 2021. https://www.urban.org/sites/default/files/publication/103604/cost-and-coverage-implications-of-five-
options-for-increasing-marketplace-subsidy-generosity_0.pdf. Accessed April 12, 2021.

https://www.federalreserve.gov/newsevents/speech/powell20210210a.htm
https://www.kff.org/health-reform/issue-brief/how-the-american-rescue-plan-will-improve-affordability-of-private-health-coverage
https://www.kff.org/health-reform/issue-brief/how-the-american-rescue-plan-will-improve-affordability-of-private-health-coverage
https://www.cms.gov/CCIIO/Resources/Forms-Reports-and-Other-Resources/Downloads/Early-2020-2019-Effectuated-Enrollment-Report.pdf
https://www.cms.gov/CCIIO/Resources/Forms-Reports-and-Other-Resources/Downloads/Early-2020-2019-Effectuated-Enrollment-Report.pdf
https://www.commonwealthfund.org/publications/issue-briefs/2015/dec/cbos-crystal-ball-how-well-did-it-forecast-effects-affordable
https://www.commonwealthfund.org/publications/issue-briefs/2015/dec/cbos-crystal-ball-how-well-did-it-forecast-effects-affordable
https://www.urban.org/sites/default/files/publication/103604/cost-and-coverage-implications-of-five-options-for-increasing-marketplace-subsidy-generosity_0.pdf
https://www.urban.org/sites/default/files/publication/103604/cost-and-coverage-implications-of-five-options-for-increasing-marketplace-subsidy-generosity_0.pdf


What if the American Rescue Plan’s Enhanced Marketplace Subsidies Were Made Permanent? Estimates for 2022 8    

       Timely Analysis of Immediate Health Policy Issues

10 Holahan J, Wengle E, Elmendorf C. Marketplace Premiums and Insurer Participation: 2017 – 2020. Washington: Urban Institute; 2020. https://www.urban.org/research/
publication/marketplace-premiums-and-insurer-participation-2017-2020. Published January 15, 2020. Accessed March 29, 2021.
Jacobs P, Banthin J, Trachtman S. Insurer Competition in Federally Run Marketplaces is Associated with Lower Premium. Health Affairs. 2015;34:2027-2035. https://doi.
org/10.1377/hlthaff.2015.0548. Published December 2015. Accessed March 29, 2021. 

11 Gangopadhyaya A, Garrett B. How Workers Fared under the ACA. Journal of Health Politics, Policy and Law. 2020;45 (5): 863–87. https://doi.org/10.1215/03616878-
8543322. Published October 1, 2020. Accessed March 29, 2021.
McMorrow S, Blumberg L, Holahan J. Ten Years Later: Reflections on Critics’ Worst-Case Scenarios for the Affordable Care Act. Journal of Health Politics, Policy and 
Law. 2020;45 (4): 465–83. https://doi.org/10.1215/03616878-8255421. Published August 1, 2020. Accessed March 29, 2021.
Miller GE, Keenan P, Vistnes J. Trends in Health Insurance at Private Employers, 2008–2018. Statistical brief 524. Rockville, MD: Agency for Healthcare Research and 
Quality; 2019. https://meps.ahrq.gov/mepsweb/data_files/publications/st524/stat524.shtml. 
Vistnes J, Rohde F, Miller GE, Cooper P. Substantial Churn in Health Insurance Offerings by Small Employers, 2014–15. Health Affairs. 2017;36 (9): 1632–36. https://doi.
org/10.1377/hlthaff.2017.0431. Published September 2017. Accessed March 29, 2021. 

12 Banthin J, Simpson M. Expanding premium tax credits to middle-income families would reduce the number of people uninsured and increase marketplace enrollment. 
Urban Institute. 2021. https://www.urban.org/research/publication/expanding-premium-tax-credits-middle-income-families-would-reduce-number-people-uninsured-and-
increase-marketplace-enrollment. Published February 22, 2021. Accessed March 29, 2021. 

13 Congressional Budget Office. Reconciliation Recommendations of the House Committee on Ways and Means. Washington, DC: CBO; 2021. https://www.cbo.gov/
publication/57005. Published February 15, 2021. Accessed March 29, 2021.

14 Buettgens M, Banthin J. The Health Insurance Policy Simulation Model for 2020. Washington: Urban Institute; 2020. https://www.urban.org/research/publication/health-
insurance-policy-simulation-model-2020. Accessed March 29, 2021.

15 Buettgens M, Banthin J. The Health Insurance Policy Simulation Model for 2020. Washington: Urban Institute; 2020. https://www.urban.org/research/publication/health-
insurance-policy-simulation-model-2020. Accessed March 29, 2021.

16 Wolfson BJ. Covered California announces record-low-rate hike for 2021. California Healthline. August 4, 2020. https://californiahealthline.org/news/covered-california-
announces-record-low-rate-hike-for-2021. Accessed March 29, 2021. 

17 New York State Department of Financial Services. DFS Announces 2021 Health Insurance Premium Rates, Protecting Consumers during COVID-19 Pandemic. Albany, NY: 
New York State Department of Financial Services; 2020. https://www.dfs.ny.gov/reports_and_publications/press_releases/pr202008132. Accessed March 29, 2021.

18 We calculate job losses as the difference in 2022 employment rates between the pre- and postpandemic economic forecasts from CBO. Prepandemic forecasts are from the 
Congressional Budget Office. The Budget and Economic Outlook: 2020 to 2030. Washington: Congressional Budget Office; 2020. https://www.cbo.gov/publication/56020. 
Accessed March 29, 2021; postpandeic forecasts are from Congressional Budget Office. An Update to the Economic Outlook: 2020 to 2030. Washington: Congressional 
Budget Office; 2020. https://www.cbo.gov/publication/56442. Accessed March 29, 2021.

19 Blumberg LJ, Buettgens M, Wang R. Updated estimates of the potential impact of short-term, limited duration policies. Washington: Urban Institute; 2018. https://www.
urban.org/research/publication/updated-estimates-potential-impact-short-term-limited-duration-policies. Published August 16, 2018. Accessed March 29, 2021.

20 Norris Cochran (acting secretary, US Department of Health and Human Services), letter to governors regarding the public health emergency, January 22, 2021, https://ccf.
georgetown.edu/wp-content/uploads/2021/01/Public-Health-Emergency-Message-to-Governors.pdf. 

The views expressed are those of the authors and should not be attributed to the Robert Wood Johnson Foundation or 
the Urban Institute, its trustees, or its funders.

 ERRATA

This brief was corrected April 20, 2021. On page 3, the income range in the first row of table 3 is “below 138 percent of FPL”; a previous 
version stated the range as “100 to 138 percent of FPL.” On the same page, the fourth sentence of “The Uninsured by Income Group” 
section now refers to “people with incomes below 138 percent of FPL.”

ABOUT THE AUTHORS & ACKNOWLEDGMENTS

Jessica Banthin and Matthew Buettgens are Senior Fellows, Michael Simpson is a Senior Research Associate, and Robin Wang is a 
Research Associate, all from the Urban Institute’s Health Policy Center. The authors are grateful to Linda Blumberg and Steven Zuckerman 
for helpful comments and suggestions and to Rachel Kenney for editorial assistance.

ABOUT THE URBAN INSTITUTE

The nonprofit Urban Institute is dedicated to elevating the debate on social and economic policy. For nearly five decades, Urban scholars 
have conducted research and offered evidence-based solutions that improve lives and strengthen communities across a rapidly urbanizing 
world. Their objective research helps expand opportunities for all, reduce hardship among the most vulnerable, and strengthen the 
effectiveness of the public sector. For more information specific to the Urban Institute’s Health Policy Center, its staff, and its recent research, 
visit http://www.urban.org/policy-centers/health-policy-center.

ABOUT THE ROBERT WOOD JOHNSON FOUNDATION

For more than 45 years the Robert Wood Johnson Foundation has worked to improve health and health care. We are working alongside 
others to build a national Culture of Health that provides everyone in America a fair and just opportunity for health and well-being. For more 
information, visit www.rwjf.org. Follow the Foundation on Twitter at www.rwjf.org/twitter or on Facebook at www.rwjf.org/facebook.

https://www.urban.org/research/publication/marketplace-premiums-and-insurer-participation-2017-2020
https://www.urban.org/research/publication/marketplace-premiums-and-insurer-participation-2017-2020
https://doi.org/10.1377/hlthaff.2015.0548
https://doi.org/10.1377/hlthaff.2015.0548
https://doi.org/10.1215/03616878-8543322
https://doi.org/10.1215/03616878-8543322
https://doi.org/10.1215/03616878-8255421
https://meps.ahrq.gov/mepsweb/data_files/publications/st524/stat524.shtml
https://doi.org/10.1377/hlthaff.2017.0431
https://doi.org/10.1377/hlthaff.2017.0431
https://www.urban.org/research/publication/expanding-premium-tax-credits-middle-income-families-would-reduce-number-people-uninsured-and-increase-marketplace-enrollment
https://www.urban.org/research/publication/expanding-premium-tax-credits-middle-income-families-would-reduce-number-people-uninsured-and-increase-marketplace-enrollment
https://www.cbo.gov/publication/57005
https://www.cbo.gov/publication/57005
https://www.urban.org/research/publication/health-insurance-policy-simulation-model-2020
https://www.urban.org/research/publication/health-insurance-policy-simulation-model-2020
https://www.urban.org/research/publication/health-insurance-policy-simulation-model-2020
https://www.urban.org/research/publication/health-insurance-policy-simulation-model-2020
https://californiahealthline.org/news/covered-california-announces-record-low-rate-hike-for-2021
https://californiahealthline.org/news/covered-california-announces-record-low-rate-hike-for-2021
https://www.dfs.ny.gov/reports_and_publications/press_releases/pr202008132
https://www.cbo.gov/publication/56020
https://www.cbo.gov/publication/56442
https://www.urban.org/research/publication/updated-estimates-potential-impact-short-term-limited-duration-policies
https://www.urban.org/research/publication/updated-estimates-potential-impact-short-term-limited-duration-policies
https://ccf.georgetown.edu/wp-content/uploads/2021/01/Public-Health-Emergency-Message-to-Governors.pdf
https://ccf.georgetown.edu/wp-content/uploads/2021/01/Public-Health-Emergency-Message-to-Governors.pdf
https://www.urban.org/policy-centers/health-policy-center
https://www.rwjf.org
https://twitter.com/rwjf
https://www.facebook.com/RobertWoodJohnsonFoundation


A Tool for States to Address Health 
Care Consolidation: Prohibiting 
Anticompetitive Health Plan Contracts 
By Katherine L. Gudiksen, Erin C. Fuse Brown, and Johanna Butler* 

 

Rampant consolidation in nearly every state has created dominant health care systems that can 
use anticompetitive contracting practices to charge supracompetitive prices, especially to 
commercial insurance plans. With COVID-19 expected to accelerate the consolidation of health 
care providers, state policymakers are searching for tools to curtail the abuse of market power by 
dominant health providers. To create a more level playing field for negotiations, the National 
Academy for State Health Policy has developed a model act, Prohibiting Anticompetitive 
Contract Terms in Health Care Contracts, that bans anticompetitive contract terms using states’ 
consumer protection and antitrust laws. This report describes how the model act can give states 
essential tools to help them rein in rising health care costs. 

Overview 
Rising health care costs from provider consolidation represent a critical financial challenge for states. 
High health care costs present states with policy tradeoffs – leaving costs unchecked means fewer state 
resources to invest in other priorities, such as social determinants of health, health equity, and other, non-
health areas such as education and infrastructure. Private-sector employers and individuals who purchase 
insurance reel under increased premiums driven in large part by rising hospital costs. Without effective 
tools to slow the growth of health care costs, health spending will continue to threaten public and private 
resources in every other area.  

A primary driver of rising health care costs is the wave of health care consolidation that gives 
consolidated providers market leverage to raise prices unhampered by competitive forces.1 Nearly all 
major metropolitan hospital markets are highly concentrated.2 Nationwide, as of 2018, more than half of 
all physicians and 72 percent of hospitals were affiliated with a health system.3 Evidence suggests that 
provider consolidation leads to higher hospital and physician prices and higher total expenditures – all 
while having little to no impact on improving quality of care, reducing utilization, or improving 
efficiency.4  

Rampant consolidation has created dominant health systems that can use anticompetitive contracting 
practices to charge supracompetitive prices, especially to commercial insurance plans.5 As the COVID-19 
pandemic will likely accelerate consolidation of health care providers with strained resources,6 
policymakers are searching for ways to limit the impact of increased provider market power on health 
care costs. In many states, it is not enough to try to prevent consolidation from occurring through pre-
merger review because most state and metropolitan markets are already highly concentrated. In these 
already consolidated markets, states need tools to curtail the abuse of market power by dominant health 
providers.  

Although state attorneys general may be able to prosecute anticompetitive behavior — such as the use of 
anticompetitive contracting provisions by dominant systems — under current antitrust authority, 
legislation prohibiting these contract clauses is necessary to improve state enforcement authority and 
disrupt the distorted bargaining dynamic between health insurers and powerful providers. State officials 
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have routinely heard that insurers lack proper leverage to negotiate contract terms to reduce hospital and 
physician costs. To address the harms from anticompetitive contract provisions and create a more level 
playing field for negotiations, the National Academy for State Health Policy (NASHP) has developed a 
model act, Prohibiting Anticompetitive Contract Terms in Health Care Contracts. The model act 
prohibits four common anticompetitive contract terms, making the use of these provisions presumptively 
unlawful under a state’s consumer protection and antitrust laws.  

Anticompetitive Contracting Practices by Consolidated Entities 
One of the primary ways that dominant providers raise prices is through anticompetitive health plan 
contracting,7 in which powerful provider groups and health systems exploit their market power to 
demand terms in their contracts with health insurance plans. When health care markets become 
consolidated, a dominant health system may control multiple hospitals, multi-specialty physician 
practices, clinics, and ancillary service providers. Due to network adequacy laws, some services or 
providers are considered “must-haves,” such as a hospital with a neonatal intensive care unit or trauma 
facility, for a health plan to offer a commercially viable provider network. Health plans must ensure their 
provider networks are robust enough for their members to have access to essential services.  

Insurers typically have two options for containing costs in competitive contracting: 

• Exclude high-cost, low-value providers from the network, or  
• Give consumers an incentive to choose more cost-effective alternatives.8   

Consolidated health systems leverage their market power in negotiations with insurers because the insurer 
cannot afford to exclude must-have providers from its network. Dominant health systems can use all-or-
nothing negotiations to raise prices for all of their affiliated providers by threatening to prevent any of 
their providers from participating in the insurer’s network unless the insurer accepts the prices and terms 
set by the health system. These types of distorted negotiations between providers and insurers directly 
contribute to higher costs for states, employers, and patients. The four contracting practices that have 
raised the most concern among antitrust enforcers and lawmakers, and those that are targeted in the 
NASHP model act, are: (1) all-or-nothing contracting; (2) anti-tiering or anti-steering clauses; (3) most-
favored-nation clauses; and (4) gag clauses. 

All-or-nothing contracting: Health systems may use all-or-nothing provisions to leverage the status of 
their must-have providers or facilities in highly concentrated markets to demand higher payment rates for 
the entire system, including those providers in more competitive locations and specialties.9 An all-or-
nothing provision requires the health plan to contract with all providers in that system or none of them.  
The insurer then faces a difficult choice – include all of the health systems’ facilities and providers in the 
network (even those of lower value or where there are other competitive choices) or lose all of them, 
which means the plan will not have a commercially viable provider network anywhere the health system 
has a must-have provider. By bargaining on behalf of all its affiliates, a powerful health system can thus 
raise the prices for its less desirable providers by tying them to must-have providers.  

Anti-tiering or anti-steering clauses: Tiered networks and steering incentives are cost-saving strategies 
used by insurers to encourage patients to seek higher value care. When using tiered networks, insurers 
place providers into tiers based on price and quality and then offer patients financial incentives, typically 
through lower cost-sharing, to choose providers from a higher-value tier. When health systems use anti-
tiering, they require a health plan to place that system’s facilities or providers in the most preferred tier, 
even if the health system’s providers do not meet the insurers’ cost or quality standards for the highest-
value tier. In the case of anti-steering provisions, the health system may forbid the insurer from using 
cost-sharing incentives to steer patients to other providers, even if they offer better value. Dominant 
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health systems use anti-tiering or anti-steering provisions to stop health plans from implementing these 
cost-control measures and thereby avoid competition. 

Gag clauses: Gag clauses may prevent either party in a contract from disclosing terms of that agreement, 
including prices, to a third party. While many states have laws requiring insurers to disclose out-of-pocket 
costs to enrollees, only a few states have laws allowing patients, plan sponsors (such as an employer), or 
even state regulators to obtain negotiated price or quality information.10 As a result, patients and 
employers may be unable to access necessary information to make informed choices between providers, 
both for individual health care services and network inclusion. The lack of transparency from gag clauses 
and the mistaken notion that prices are trade secrets:11 

• Undermine price transparency tools for consumers; 
• Decrease plan sponsors’ ability to push back on rising prices; and 
• Make it more difficult for policymakers to understand how health care markets are operating in 

their state.  

Gag clauses may be especially insidious when used in conjunction with other anticompetitive contract 
terms. For example, they may be used to hide the magnitude of variation in provider rates and therefore 
obscure the effects of an anti-steering clause.  

Most-favored-nation (MFN) clauses: Unlike the other contract clauses included in the NASHP model, 
most-favored-nation clauses are typically used by a dominant insurer, sometimes in concert with a 
dominant health system. MFN clauses, sometimes called “pricing parity” or “price protection” clauses, 
are contractual agreements in which a provider or health system agrees not to offer lower prices to any 
other insurer. Dominant insurers thus ensure that they are getting the best prices. At first glance, these 
terms may appear to be pro-competitive because the health system is agreeing to lower their contracted 
prices with the insurer if the health system accepts a lower price from one of its competitors.  Effectively, 
however, MFNs ensure that no rival insurer can negotiate with the health system to offer a novel 
insurance product (e.g., a narrow network) at lower rates. In addition, MFNs may allow insurers and 
providers to collude to raise prices. Insurers can accept an anticompetitive price increase from a dominant 
provider without competitive disadvantage because the insurer can pass the increase through to 
consumers in the form of higher premiums, as long as they know all competitors must also pay the same 
or higher rates.12  

State Antitrust Enforcement: A Resource-Intensive, Insufficient Solution 
Recent lawsuits by state and federal antitrust enforcers and private plaintiffs have exposed how dominant 
health systems use contracting practices to increase prices and limit the ability of payers to control costs.13 
High-profile cases by then-California Attorney General Xavier Becerra against Sutter Health14 and North 
Carolina Attorney General Josh Stein against Atrium Health15 targeted those dominant health systems’ 
use of anticompetitive terms in their health plan contracts, including all-or-nothing bargaining, anti-
tiering, and anti-steering clauses that prevented private health plans from using financial incentives to 
encourage patients to choose lower-cost providers, and gag clauses that barred health plans from sharing 
price and quality information with patients.  

While state attorneys general can use existing antitrust enforcement authority to address the 
anticompetitive contracting, bringing a case is resource-intensive, lengthy, and can be difficult to prove. 
Even if a settlement imposes conduct remedies and monetary penalties against the dominant health 
system, settlements avoid trial and do not establish legal precedent for future enforcement actions.16 As 
Emilio Varanini, deputy attorney general in the antitrust section of the California Department of Justice, 
has argued, “while litigation can blaze the way for addressing such anticompetitive conduct, ultimately 
legislation may be a far more effective tool for carrying out competition as a policy goal.”17 Beyond 
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easing enforcement, in states that have passed legislation curtailing one or more of these contracting 
practices, one of the key benefits is that it alters the bargaining dynamic between powerful providers and 
health insurers by strengthening the ability of insurers’ to resist providers’ anticompetitive terms (and 
less-powerful providers’ ability to resist dominant insurers’ most-favored nation terms). NASHP’s model 
act builds on lessons learned from these recent, high-profile legal cases and gives states a tool to prohibit 
anticompetitive contract clauses through legislation. 

Prohibiting Anticompetitive Contracting through NASHP’s Model Act 
The NASHP model act also prohibits health care providers, health insurers, and plan administrators from 
demanding, soliciting, or agreeing to any health care contract that contains anticompetitive contract terms. 
The model specifically prohibits all-or-nothing, anti-steering, or anti-tiering, MFNs, and gag clauses, 
however it gives a state’s insurance commissioner or attorney general the ability to add other clauses 
through regulation that may result in anticompetitive effects. This flexibility is important as dominant 
health care entities’ contracting strategies may evolve to protect their market share and raise prices in 
response to these prohibitions. The model renders these prohibited contract clauses null and void and 
presumptively unlawful.   

Although there is growing evidence that these health care contract provisions are used anticompetitively 
and pose a serious threat to competition, there could be pro-competitive uses of these clauses and, in some 
specific cases in health care markets, they may be used to lower costs.18 To allow for potential pro-
competitive uses of these contract provisions, the model act does include a waiver process where the 
attorney general or insurance commissioner could approve the use of these contract terms if the benefits 
outweigh the harms. The regulating state agency is authorized to promulgate rules on which arrangements 
may be eligible for waivers, such as accountable care organizations, value-based payment arrangements, 
or those involving rural or other safety-net providers. 

The NASHP model is designed to give enforcement authority to both the attorney general and the 
insurance commissioner in order to ensure broad enforcement and oversight of health system behavior 
and health care contracts. The attorney general and the insurance commissioner would have the authority 
to investigate, audit, and review any documents to ensure compliance with the law and to impose 
penalties for violations under state Unfair and Deceptive Acts or Practices (UDAP) laws. Importantly, the 
model also includes a private right of action to allow parties injured by these contract clauses to recover 
damages. 

Conclusion 
In highly consolidated markets, dominant health systems use their market power to demand 
anticompetitive terms in their contracts with health insurers, thus increasing prices and thwarting health 
insurers’ cost-containment efforts. In the post-pandemic world, state policymakers face limited state 
resources and rising health care consolidation. The NASHP model act provides policymakers with a tool 
to prevent already consolidated entities from further exploiting their market power to raise prices and 
restrict competition. A legislative ban will ease antitrust enforcement and eliminate the resource-
intensive, fact-specific determination of harm in litigation. Legislation prohibiting anticompetitive 
contract terms will level the playing field between health insurers and dominant health systems, giving 
insurers the bargaining leverage to resist price demands of dominant systems and to direct patients to 
higher-value options. The NASHP model is an important step in state efforts to mitigate the harms that 
result from the significant consolidation in provider and insurer markets over the past decades, while also 
preparing states for the expected rise in consolidation after the pandemic. 
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By Emily M. Johnston, Stacey McMorrow, Clara Alvarez Caraveo, and Lisa Dubay

Post-ACA, More Than One-Third Of
Women With Prenatal Medicaid
Remained Uninsured Before Or
After Pregnancy

ABSTRACT Medicaid has a long history of serving pregnant women, but
many women are not eligible for Medicaid before pregnancy or after sixty
days postpartum.We used data for new mothers with Medicaid-covered
prenatal care in 2015–18 from forty-three states participating in the
Pregnancy Risk Assessment Monitoring System (PRAMS) to describe
patterns of perinatal uninsurance and health outcomes of women
experiencing uninsurance. We found that 26.8 percent of new mothers
with Medicaid-covered prenatal care were uninsured before pregnancy,
21.9 percent became uninsured two to six months postpartum, and
34.5 percent were uninsured in either period, with higher perinatal
uninsurance rates in nonexpansion states and for Hispanic women who
completed the PRAMS survey in Spanish. Together, our findings indicate
that despite recent coverage gains, further policy change is needed to
help women maintain health insurance coverage before and after
pregnancy and to allow them to address ongoing health issues including
obesity and depression.

S
ince the early 1990s, the Medicaid
program has played an important
role in providing insurance coverage
for pregnant women with low in-
comes in the United States.1,2 In

2018 the program covered 43 percent of births
nationwide.3 Pregnancy-related Medicaid cover-
age is available to women with incomes up to
200 percent of the federal poverty level in most
states, and several states offer even more gener-
ous eligibility.4 Because pregnancy-related Med-
icaid eligibility is almost always more generous
than eligibility for other adults, many women
with low incomes not otherwise eligible forMed-
icaid gain coverage during their pregnancies but
then lose that coverage sixty days after delivery,
when theirpregnancy-relatedeligibility expires.2

During 2005–13, for example, 65 percent of
womenwho had their deliveries paid for byMed-
icaid were uninsured for at least one month dur-
ing their pregnancy, and more than half were

uninsured at some point in the six months after
delivery.5 For immigrant women, uninsurance
before or after pregnancy may also reflect Med-
icaid eligibility restrictions, which bar non-
citizen adults from Medicaid eligibility if they
lack documentation or if they have five or fewer
years of lawful residence in the US.6–8

The Affordable Care Act (ACA) provided new
coverage options, starting in 2014, for adults
with low incomes, including Medicaid expan-
sion for adults with incomes up to 138 percent
of poverty in some states and, for higher-income
adults, availability of federally subsidized Mar-
ketplace coverage for adults with incomes up to
400 percent of poverty. Numerous studies have
tracked changes inMedicaid coverage and unin-
suranceunder the law forwomenof reproductive
age and mothers at various points relative to
pregnancy.9–15 Specifically, the ACAMedicaid ex-
pansion has reduced uninsurance among wom-
en of reproductive age overall,10,11 and particular-
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ly amongnewmothers in theyear afterdelivery.12

Expansionhas also increasedpreconception and
postpartum Medicaid coverage.13–15 Although
these studies did not find a significant impact
of Medicaid expansion on uninsurance among
women with low incomes just before pregnan-
cy,13,14 Jamie Daw and colleagues found that it
was associated with a 28 percent reduction in
churning between insurance and uninsurance
throughout the perinatal period.16

Insurance coverage during the periods before
(preconception) and after (postpartum) preg-
nancy has the potential to improve women’s
health.17,18 Preconception coverage can help
women prevent unintended pregnancies and
may improvemanagement of chronic conditions
before women become pregnant, which may ul-
timately lead to better maternal and infant birth
outcomes.17 Importantly, the expansion of Med-
icaid eligibility under the ACAnot only increased
coverage and reduced churn but has also im-
proved other outcomes among women and
mothers. For example, the ACAMedicaid expan-
sions improved access to care, increased use of
health services, and led to better self-reported
health amongwomenof reproductive age, which
could help women ensure a healthy start to
their pregnancies.11,14 Rebecca Myerson and col-
leagues also found improvements in several spe-
cific measures of preconception health, includ-
ing folic acid intake and preconception health
counseling, among a sample of new mothers.14

After delivery, postpartum coverage can also
improve chronic condition management and in-
crease access to care needed to recover from
birth, potentially preventing late maternal
deaths and improving overall health and well-
being for mothers and their children.18 Stacey
McMorrow and colleagues found increases in
postpartum access to care and reduced problems
affording care among newmothers after the ma-
jor ACA coverage provisions,19 and Erica Eliason
further found that the ACA Medicaid expansion
was associated with reductions inmaternal mor-
tality.20

Despite significant improvements under the
ACA,however, churning into andout of coverage
and between types of coverage persists,21 many
women remain uninsured before and after their
pregnancies,9,14 and those who are uninsured
face significant health problems. For example,
a recent analysis documented obesity, cesarean
deliveries, gestational diabetes, pregnancy-relat-
ed hypertension, and depression—all conditions
that require ongoing monitoring and care—
among women who lost Medicaid coverage
and became uninsured in the postpartum peri-
od.22 Moreover, the US continues to have the
highest maternal mortality rate among devel-

oped countries, along with large and persistent
racial inequities.23,24

Several federal and state efforts have targeted
the postpartum period, with proposals to extend
pregnancy-related Medicaid coverage for up to a
year postpartum, as a third of all pregnancy-
related deaths occur within a year after birth.25

Recent analysis has estimated that such provi-
sions could benefit 123,000 new mothers unin-
sured during the year after pregnancy annually,
who would become newly eligible for Medicaid
or Children’s Health Insurance Program cover-
age through a postpartum extension.26 But given
the importance of preconception health and on-
going preconception uninsurance in the post-
ACA era, it is important to consider policies
that can address coverage gaps throughout the
perinatal period.14 Further take-up of ACA Med-
icaid expansion, for example, could reduce both
preconception and postpartum uninsurance,
particularly because states that have not yet ex-
panded Medicaid have even lower eligibility
thresholds than the pre-ACA thresholds in ex-
pansion states.4

To better understand how different Medicaid
policies may address the remaining barriers to
coverage surrounding pregnancy amongwomen
with low incomes, we focus on a sample of wom-
en who had their prenatal care covered by Med-
icaid. In this sampleof newmothers,we consider
whether women were uninsured just before
pregnancy, shortly after pregnancy, in either pe-
riod alone, or in both periods.We further docu-
ment the health status of women with prenatal
Medicaid coverage who experience uninsurance
during the perinatal period to provide insights
on the potential benefits of expanding coverage
to these women. Although changes in coverage
and churn under the ACA have been well docu-
mented by other studies,12–14,16 understanding
which women continue to experience uninsur-
ance surrounding pregnancy and when in the
perinatal period uninsurance occurs can inform
future policies aimed at improvingmaternal and
child health beyond the ACA.

Study Data And Methods
Data We used data from the Pregnancy Risk As-
sessment Monitoring System (PRAMS) in forty-
three states (online appendix table 1).27 PRAMS
is a state-specific surveillance systemof pregnan-
cies resulting in a live birth and combines birth
certificate data with a survey of new mothers.28

We included women in twenty-seven expansion
states and sixteen nonexpansion states. Because
not all states are included in all years, we adjust-
ed the PRAMS survey weights to reflect the num-
ber of years a state appears during the survey
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period.Nonexpansionstates are those thatnever
expanded during the 2015–18 period.We exclud-
ed data from years before expansion for Alaska
(2015) and Louisiana (2015–16), classifying
both as expansion states for the remaining years.
We focused on a sample of women ages twenty

and olderwho gave birth in calendar years 2015–
18 and who reported that their prenatal care was
covered by Medicaid, representing 36.6 percent
of new mothers in the data (appendix table 2).27

We excluded teenagers from our analysis be-
cause they face different coverage options than
adults through Medicaid and the Children’s
Health Insurance Program. We considered the
period 2015–18 to focus on patterns of uninsur-
ance after the implementation of the major cov-
erage provisions of the ACA and because pooling
multiple years of data allowed us an adequate
sample size to investigate differences in perina-
tal uninsurance rates by women’s character-
istics.

Methods We described patterns of uninsur-
ance before and after pregnancy for women with
Medicaid coverage for their prenatal care, using
PRAMSmeasures of insurance coverage at three
points: one month before conception; during
prenatal care; and at the time of the postpartum
survey, which is typically conducted two to six
months after delivery. We refer to these three
periods collectively as the perinatal period, and
weexcludedwomenwhoweremissing insurance
information in any of these periods.29 Although
PRAMS includes a measure of payer at delivery
from the birth certificate, we limited our analysis
to the three coveragemeasures collected directly
from the PRAMS questionnaire for consistency
of measurement.
We next examined how each of three perinatal

uninsurance rates (preconception only, postpar-
tum only, and both periods) varied across our
sample by women’s race and ethnicity, the lan-
guage of their survey, whether they are first-time
mothers ormothers with previous births, and by
their family income.We focused on patterns by
race and ethnicity because several proposals to
extendpostpartumMedicaid coveragehavebeen
motivated by vast disparities inmaternalmortal-
ity rates between Black women and their White
and Hispanic counterparts.30,31 We further con-
sidered survey languageamongHispanicwomen
because it may help identify women likely to face
barriers to Medicaid eligibility because of immi-
gration status if women completing the survey in
Spanish are more likely than those completing
an English-language survey to be recent immi-
grants.32 Similarly,we considered differences be-
tween women who already have children and
first-time mothers because parents have histori-
cally had more generous eligibility for Medicaid

outside pregnancy than childless adults, making
first-timemothers particularly at risk for precon-
ception uninsurance in nonexpansion states.
Finally, we examined differences in perinatal

uninsurance patterns by income because of the
importance of income in the variation in Medic-
aid eligibility between expansion and nonexpan-
sion states and the variation in eligibility for
pregnancy-related Medicaid eligibility versus
otherMedicaid pathways, such as parental Med-
icaid.We constructed two income categories us-
ing the PRAMS dollar-value income categories.
Because these categories vary across states and
survey years, we chose a threshold of $20,500
that could be consistently applied across states
and years and classified women as having in-
comes above or below that amount. Throughout
all of our analyses, we considered how patterns
differed between the twenty-sevenACAMedicaid
expansion states and the sixteen nonexpansion
states in our sample.We assessed whether differ-
ences were statistically significant, using two-
sided t-tests, andall analysesusedPRAMSsurvey
weights adjusted for the number of years the
state was in our sample. Sample sizes for all
subgroup analyses are in appendix table 2.27

Limitations Our study had several limita-
tions. First, PRAMS is not nationally representa-
tive and does not include the same states in all
years. Our sample states represent an estimated
7.5 million births in 2015–18, which is about
48 percent of the approximately 15.6 million
births nationally in those years and does not
include California.3 Second, PRAMS measures
are self-reported and may suffer from recall or
other biases. Third, we were unable to measure
women’s income with more detail than broad
categories and were unable to observe women’s
immigration status or years of US residence,
thereby preventing us from accurately assessing
likely eligibility forMedicaid coverageundercur-
rent or proposedpolicy. Finally, for four states in
our sample that expanded Medicaid after Janu-
ary 1, 2014 (New Hampshire, Pennsylvania,
Alaska, and Louisiana), expansion status might
not apply to thepreconceptionperiod forwomen
who gave birth in the first year after expansion.33

Study Results
Amongnewmotherswhohad their prenatal care
covered by Medicaid in forty-three states during
the period 2015–18, 26.8 percent were unin-
sured before their pregnancy, and 21.9 percent
became uninsured in the two to six months after
delivery (exhibit 1). These patterns varied sharp-
ly between states that did and did not expand
Medicaid under the ACA. In expansion states,
17.3 percent of women with Medicaid-covered
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prenatal care were uninsured preconception,
compared with 38.1 percent in nonexpansion
states, and 10.0 percent of new mothers with
prenatal Medicaid coverage became uninsured
postpartum in expansion states, compared with
36.1 percent in nonexpansion states. About
34.5 percent of mothers with prenatal Medicaid
coverage were uninsured at some point during
the perinatal period, withmothers in nonexpan-
sion states much more likely to have been unin-
sured (50.6 percent) than those in expansion
states (21.0 percent).
Among those who were ever uninsured during

the perinatal period, about 36.4 percent were
uninsured preconception only, 22.2 percent
were uninsured postpartum only, and 41.4 per-
cent were uninsured in both periods (exhibit 2).
These patterns also differ by expansion status. In
nonexpansion states, women who were ever un-
insured were much more likely to be uninsured
in both periods than women who were ever un-
insured in expansion states. On the contrary,
those who were ever uninsured in expansion
states were much more likely to be uninsured
preconception only, compared with women who
were ever uninsured in nonexpansion states.
Perinatal uninsurance rates among women

with prenatal Medicaid also varied by women’s
characteristics (exhibit 3). In expansion states,
differences by race and ethnicity were relatively
modest for each measure of perinatal uninsur-
ance, except for among Hispanic women who
completed the survey in Spanish, who had the
highest rates across all three uninsurance mea-
sures. This was especially pronounced for the
share uninsured both preconception and post-
partum, at 36.9 percent for Hispanic women
who completed a Spanish-language survey com-
pared with less than 7 percent for all other
groups, including Hispanic women who com-
pleted anEnglish-language survey (6.6 percent).
These patterns may, in part, reflect Medicaid
eligibility rules that restrict eligibility for women
who are not US citizens.8

In nonexpansion states, Black women had the
lowest rate of being uninsured in both periods
(10.2 percent), and they also had relatively low
rates for preconception-only and postpartum-
only uninsurance. As in expansion states, His-
panic women in nonexpansion states who com-
pleted the survey in Spanish had the highest rate
of being uninsured in both periods (54.0 per-
cent), but in these states Hispanic women who
completed the survey in English also hadmuch a
much higher rate of lacking both preconception
and postpartum coverage (38.4 percent) than
their White, Black, or other race counterparts.
In both expansion and nonexpansion states, dis-
parities in uninsurancebetweenBlack andWhite

Exhibit 1

Perinatal uninsurance rates for new mothers with prenatal Medicaid coverage, by Medicaid
expansion status, 2015–18

SOURCE Authors’ analysis of 2015–18 Pregnancy Risk Assessment Monitoring System (PRAMS)
data. NOTES The sample includes women ages twenty and older with a live birth in calendar years
2015–18 who reported that their prenatal care was covered by Medicaid in forty-three states with at
least one year of PRAMS data during 2015–18. Differences in the rates of uninsurance for precon-
ception, postpartum, and both preconception or postpartum are significantly different between ex-
pansion and nonexpansion states (p < 0:05).

Exhibit 2

Uninsurance timing for new mothers with prenatal Medicaid coverage who experienced
perinatal uninsurance, by Medicaid expansion status, 2015–18

SOURCE Authors’ analysis of 2015–18 Pregnancy Risk Assessment Monitoring System (PRAMS)
data. NOTES The sample includes women ages twenty and older with a live birth in calendar years
2015–18 who reported that their prenatal care was covered by Medicaid and that they were un-
insured in the preconception or postpartum period in forty-three states with at least one year of
PRAMS data during 2015–18. Differences in the rates of uninsurance for preconception only, post-
partum only, and both preconception and postpartum are significantly different between expansion
and nonexpansion states (p < 0:05).
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women were relatively modest compared with
the gaps between Hispanic women and each of
these groups.
First-time mothers were much more likely

than their counterparts who were already moth-
ers to be uninsured preconception only. In
expansion states, 18.5 percent of first-time
mothers were uninsured preconception only
comparedwith 8.1 percent ofmotherswith other
children. In nonexpansion states, both rates
were somewhat higher, but the pattern was the
same. These patterns emphasize the role ofMed-
icaid in covering parents with low incomes even
in the absence of an ACA Medicaid expansion.
In addition, higher-income women were slightly
more likely to be uninsured across all perinatal
uninsurance measures in expansion states,
whereas women with lower incomes were slight-
ly more likely to be uninsured preconception
only and in both periods in nonexpansion states.
These patterns reflect the fact that those who
could not qualify for Medicaid outside of preg-

nancy in expansion states had higher incomes
than those in nonexpansion states.
Importantly, women with prenatal Medicaid

coverage who experienced uninsurance at any
point during the perinatal period were at risk
for reduced access to and affordability of health
care services outside of pregnancy, and these
women reported health problems that could
make this reduced access dangerous (exhibit 4).
About 6.7 percent had preconception diabetes or
hypertension, 12.2 percent had preconception
depression, and almost 30 percent had obesity
before pregnancy. In addition, about one-third
had a cesarean delivery, 8.7 percent reported
always or often feeling depressed, and 11.5 per-
cent reported always or often lacking interest in
activities in the postpartum period.

Discussion
Health insurance coverage and access to care
before, during, and after pregnancy are impor-

Exhibit 3

Uninsurance rates by perinatal period among new mothers with prenatal Medicaid coverage, by selected characteristics
and Medicaid expansion status, 2015–18

Characteristics

Uninsured
preconception
only

Uninsured
postpartum
only

Uninsured
preconception
and postpartum

Expansion states

Race/ethnicity (%)
White, non-Hispanic (any language) (ref) 11.6 3.1 3.2
Black, non-Hispanic (any language) 8.9** 2.9 2.1**
Hispanic (English) 9.2** 4.3** 6.6**
Hispanic (Spanish) 15.4** 6.9** 36.9**
Other, non-Hispanic (any language) 9.9 4.6** 4.8**

Prior live birth (%)
Mothers with multiple children (ref) 8.1 3.5 6.4
First-time mothers 18.5** 4.0 6.2

Income (%)
≤$20,500 10.4 2.7** 5.5
>$20,500 (ref) 11.4 4.4 6.2

Nonexpansion states

Race/ethnicity (%)
White, non-Hispanic (ref) 18.0 9.6 18.0
Black, non-Hispanic 12.0** 11.9 10.2**
Hispanic (English) 14.9 16.6** 38.4**
Hispanic (Spanish) 8.2** 19.8** 54.0**
Other, non-Hispanic 13.7** 10.6 22.9**

Prior live birth (%)
Mothers with multiple children (ref) 12.0 13.2 24.7
First-time mothers 20.4** 10.6** 21.4**

Income (%)
≤$20,000 16.4** 12.1 24.5
>$20,000 (ref) 12.8 12.1 22.0

SOURCE Authors’ analysis of 2015–18 Pregnancy Risk Assessment Monitoring System (PRAMS) data. NOTES The sample includes
women ages twenty and older with a live birth in calendar years 2015–18 who reported that their prenatal care was covered by
Medicaid and that they were uninsured in the preconception or postpartum period in forty-three states with at least one year of
PRAMS data during 2015–18. Significance indicators are for tests of difference from the reference category. **p < 0:05
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tant in promotingmaternal and infant health.17,18

Despite coverage provisions includingMedicaid
expansion and subsidized Marketplace cover-
age, we found that more than one-third of moth-
ers with Medicaid for prenatal care were un-
insured either before they became pregnant or
in the two to six months postpartum in the years
after ACA implementation. Fully half of women
with prenatal Medicaid coverage in nonexpan-
sion states experienced perinatal uninsurance.
Even in expansion states, one in fivewomenwith
prenatal Medicaid coverage experienced perina-
tal uninsurance, primarily in the preconception
period. Consistent with prior analysis of racial
disparities in uninsurance among new mothers,
we observed the highest rates of uninsurance in
both periods for Hispanic women, especially for
those who completed the survey in Spanish.34

Differences in uninsurance between Black and
White new mothers with prenatal Medicaid cov-
erage were more modest, suggesting that cover-
age expansions alone are unlikely to address
the extreme Black-White disparities in maternal
mortality.
The patterns of perinatal uninsurance docu-

mentedherehave important policy implications.
Uninsurance only in the preconception period
suggests that pregnancy and parenthood
often bring women into the Medicaid program,

through either new eligibility or new awareness
of existing eligibility, and that once enrolled,
these women are able tomaintain insurance cov-
erage.Women who are uninsured in the precon-
ception period are least likely to benefit from a
postpartum Medicaid extension but would ben-
efit from outreach and enrollment efforts before
pregnancy, particularly in expansion states,
wheremore of these women are likely to beMed-
icaid eligible. In nonexpansion states, women
experiencing preconception-only uninsurance
could benefit from take-up of the ACA Medicaid
expansion. In all states, outreachandenrollment
efforts for subsidized Marketplace coverage
couldhelpwomennot eligible forMedicaid iden-
tify affordable coverage options.
Women experiencing uninsurance only in the

postpartumperiodmayhavehad access to public
or private coverage before their pregnancy but
were unable to maintain that coverage after en-
rolling in Medicaid for their pregnancy. This
could reflect loss of employer coverage because
of changes in employment after childbirth, is-
sues transitioning between Medicaid eligibility
categories such as from pregnancy-related eligi-
bility to parental or expansion eligibility, or
changes in income affecting Medicaid or Mar-
ketplace eligibility. An extension of postpartum
Medicaid eligibility to a full year postpartum

Exhibit 4

Maternal health outcomes among new mothers with prenatal Medicaid coverage who were ever uninsured during the
perinatal period, 2015–18

All sample states

Maternal health outcomes (%) Mean SE
Preconception

Preconception diabetes 3.0 0.003
Preconception high blood pressure 5.4 0.004
Preconception diabetes or high blood pressure 6.7 0.004
Preconception depression 12.2 0.005
Preconception obesity 29.9 0.009

Prenatal

Prenatal diabetes 10.5 0.006
Prenatal high blood pressurea 12.2 0.006
Prenatal diabetes or high blood pressurea 19.5 0.008
Prenatal depressiona 15.1 0.007

Delivery and postpartum

Had a cesarean delivery 32.9 0.009
Received postpartum checkup 85.2 0.006
Experiences postpartum depression: always or often 8.7 0.005
Experiences postpartum depression: sometimes 20.3 0.007
Experiences postpartum lack of interest: always or often 11.5 0.006
Experiences postpartum lack of interest: sometimes 21.4 0.007

SOURCE Authors’ analysis of 2015–18 Pregnancy Risk Assessment Monitoring System (PRAMS) data. NOTE The sample includes
women ages twenty and older with a live birth in calendar years 2015–18 who reported that their prenatal care was covered by
Medicaid and that they were uninsured in the preconception or postpartum period in forty-three states with at least one year of
PRAMS data during 2015–18. SE is standard error. aEstimate is only for 2016–18.
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could help such women maintain coverage dur-
ing the critical “fourth trimester”18 and provide a
longer period to return to work and employer
coverage or to manage enrollment paperwork
and transition to parental Medicaid or Market-
place coverage.
Women experiencing uninsurance both pre-

conception and postpartum indicates a lack of
accessible public and private coverage options
outside of pregnancy. These womenmay tempo-
rarily benefit from a postpartum extension but
would likely need additional support tomaintain
coverage after it expires and before any subse-
quent pregnancy. To the extent that they are
eligible for Medicaid or Marketplace subsidies
but not enrolled, they may also benefit from in-
creasedoutreach efforts.However, thehigh rates
of uninsurance in both periods among Hispanic
women completing a Spanish-language survey
suggests that some of these women might not
be eligible forMedicaid coverageoutside of preg-
nancy because of eligibility policies barring non-
citizen women from Medicaid for their first five
years of US residence. Similarly, immigration
restrictions likely bar some of thesewomen from
accessing subsidized coverage through the Mar-

ketplace.Moreover, recent changes to the public
charge rule have created additional concerns for
Medicaid-eligible women, resulting in some
choosing to forgo this benefit for fear of future
immigration consequences for themselves and
their families.35,36

Finally, women experiencing uninsurance
during the perinatal period have health needs
that require ongoing medical attention, includ-
ing depression, diabetes, hypertension, obesity,
and recovery from cesarean delivery. Without
coverage,womenmay forgoneeded care because
of cost, which has implications for their health
and, in the case of depression, the healthy devel-
opment of their children.22 Policies to increase
Medicaid coverage among women before and
after pregnancy, including Medicaid expansion,
postpartum Medicaid extension, and increased
outreach and enrollment, have the potential to
improve women’s self-reported health and in-
crease the use of neededpreconception andpost-
partum health services.11,14 By improving wom-
en’s health outside of pregnancy, these policies
can help women maintain good health through-
out their lives and improve the health and well-
being of their children. ▪
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The American Rescue
Plan Expands The ACA
Congress temporarily enhanced the Affordable Care Act and newly
incentivized the expansion of state Medicaid programs.

BY KATIE KEITH

P
resident Joe Biden signed
the American Rescue Plan
Act (ARPA) into lawMarch
11, 2021. The legislation
temporarily expands the

Affordable Care Act’s (ACA’s) premium
tax credits and increases federal finan-
cial incentives for states that have not
yet done so to expand their Medicaid
programs to low-income adults. These
changes were enacted just ahead of the
ACA’s eleventh anniversary, as the na-
tion awaits a Supreme Court decision
on another global challenge to the law.
Enrollment throughHealthCare.govhas
increased during the broad special en-
rollment period announcedby theBiden
administration, and federal officials
have issued new guidance on ARPA,
COVID-19, and more.

American Rescue Plan Builds
On ACA
Congress passed ARPA using the budget
reconciliation process, requiring only
a Senate majority rather than the sixty
votes normally needed to overcome a
filibuster. Among its many provisions,
ARPA increases the tax credits available
under the ACA and broadens eligibility
for them, for the first time since the
ACA’s passage. Notably, these changes
are temporary; they will end after 2022,
as will the savings they mean for con-
sumers, unless Congressmakes some or
all these changes permanent.
For 2021 and 2022ARPA extends ACA

premium tax credits to higher-income
people who did not previously qualify
because their incomesexceeded400per-
cent of the federal poverty level. Individ-
uals and families who newly qualify for

this financial help will not have to con-
tribute more than 8.5 percent of their
overall household income toward indi-
vidual-market premiums. About 3.6mil-
lion uninsured people are estimated to
benewly eligible for premiumtax credits
because of this change.
ARPA also increases, for 2021 and

2022, the amount of ACA premium tax
credits available to those with incomes
of 100–400 percent of the federal pover-
ty level. People in this group will con-
tribute a lower percentage of their in-
come toward premiums than under the
original ACA. For instance, those with
incomes of 100–150 percent of poverty
can enroll in a no-premium silver Mar-
ketplace plan; under prior law they con-
tributed about 2–4 percent of their in-
come toward premiums. The level of
premium contribution increases as in-
come increases, but ARPA caps the
amount at 8.5 percent for all. An esti-
mated ninemillion currentMarketplace
enrollees are expected to see savings,
and many uninsured people could re-
ceive tax credits upon enrolling in Mar-
ketplace coverage.
Enhanced premium tax credits—for

lower- and middle-income Americans—
became available through HealthCare
.govonApril 1, less thanonemonthafter
ARPA was signed into law. State-based
Marketplaces have adopted their own
timelines to implement these changes;
ARPA included $20 million to help
state-based Marketplaces update their
systems.
Several additional temporary mea-

sures in ARPA are still being imple-
mented. For 2021 only, people who re-
ceive or are approved to receive

unemployment benefits qualify for the
maximum ACA premium tax credits and
cost-sharing reductions, meaning a no-
premium silver Marketplace plan and
low out-of-pocket expense. ARPA also
prevents people from having to repay
excess ACA premium tax credits that
were received during 2020, and it sub-
sidizes Consolidated Omnibus Budget
Reconciliation Act (COBRA) continua-
tion coverage for laid-off workers
through September 30, 2021.
These benefits do come at a cost.

ARPA’s enhanced premium tax credits,
for instance, are projected to increase
federal deficits by $34.2 billion over
ten years, and the enhanced subsidies
for those receiving unemployment ben-
efits will cost an additional $4.5 billion.
Most of these costs will go toward sub-
sidizing current enrollees, but new en-
rollment is expected. Of the estimated
1.7 million people expected to enroll in
coverage through the Marketplace in
2022, 1.3 million are expected to have
been previously uninsured.
Finally, ARPAmakesmany changes to

Medicaid, including substantial new in-
centives for the twelve states that have
not yet expanded their Medicaid pro-
grams to all adults with incomes up to
138 percent of the federal poverty level
to do so. States that opt to expand will
receive a temporary increase of 5 per-
centage points in federal matching
funds for non–expansion populations
(in addition to 90percent federalmatch-
ing funds for the expansion population,
as under the ACA). If all twelve states
expanded their Medicaid programs,
they would collectively receive a total
of $16.4 billion in increased federal
funds over two years for their non–
expansion populations at a cost of about
$6.8 billion for their contributions to-
ward the expansion population. It is
not yet clear whether states will take
advantage of this new incentive, but
the ARPA changes have spurred re-
newed discussion in at least some states.

HealthCare.gov Enrollment
Enrollment in the thirty-six states that
useHealthCare.gov increased in the reg-

May 2021 40:5 Health Affairs 1
Downloaded from HealthAffairs.org by Carmen Hiller on April 13, 2021.
Copyright Project HOPE—The People-to-People Health Foundation, Inc.

For personal use only. All rights reserved. Reuse permissions at HealthAffairs.org.



ular 2021 open enrollment period as
many people lost coverage during the
pandemic. This increase occurred even
though federal officialsdeclined toallow
a broad special enrollment period in
2020, which most state-based Market-
places allowed.
The Biden administration reversed

course and authorized a broad enroll-
ment period through HealthCare.gov
to counteract some of the effects of the
pandemic.This opportunitywas initially
available in 2021 from February 15
through May 15 and then extended
through August 15. During this time,
anyonewhoqualifies cannewly enroll in
coverage or change their plan through
HealthCare.gov. Enrollment has already
increased: More than 528,000 consum-
ers newly selected a plan as of March 31.
The Biden administration also commit-
ted $100 million for Marketplace adver-
tising and outreach and an additional
$2.3 million for navigator grantees to
raise consumers’ awareness of new cov-
erage options and financial help avail-
able under ARPA.

ACA Litigation Largely On
Hold
A decision from the Supreme Court is
still pending inCalifornia v. Texas, a glob-
al challenge to the ACA that was argued
inNovember2020. InFebruary 2021 the
Department of Justice submitted a letter
notifying the Court that it was formally
changing its position in Texas. The de-
partmentnowasserts that the individual
mandate, even with a $0 penalty, re-
mains constitutional. Even if the Su-
preme Court finds the mandate to be
unconstitutional, the department newly
believes that the mandate is severable
from the rest of the ACA, meaning that
the rest of the law should stand.
It is unusual for the Justice Depart-

ment to abandon positions taken by a
prior administration. But this change
was expected given President Biden’s
long-standing commitment to the ACA,
amongother factors. The letter is unlike-
ly to have a substantive impact on the
outcome in Texas, but the Biden admin-
istration clearly felt it was important to
make its defense of the ACA known to
the Supreme Court.
The new administration has also re-

sponded tootherpendinghealth-related
Supreme Court litigation. It sought dis-

missal of litigation over the Trump ad-
ministration’s public charge rule, which
made it harder for recipients of certain
government benefits such as Medicaid
to qualify for residency, and then re-
scinded the rule itself. It asked for simi-
lar dismissal in litigation over a Trump
administration rule denying Title X
funds to clinics that provide abortion
referrals; that request has not yet been
granted. And it has taken steps to with-
draw approval forMedicaid waivers that
authorize work or community engage-
ment requirements in Arkansas and
New Hampshire, arguing that there is
no need for the Court to rule on related
litigation at this time.
OtherACA-related cases could be com-

ing. Insurers asked the Supreme Court
to review an appellate decision that
insurers were entitled to unpaid cost-
sharing reduction amounts. However,
the amount due must be offset by any
excess premium tax credits that insurers
received as a result of “silver loading”—
the increase of premiums on Market-
place silver plans, thus increasing costs
for “benchmark” plans and consequent-
ly increasing premium tax credits—or
other types of premium loading. It is
not clear whether the Court will agree
to hear these appeals.
Beyond the Supreme Court, the De-

partment of Justice has asked for stays
or delays in other ACA-related litigation.
This includes pending appeals over
Trump administration rules loosening
restrictions on association health plans,
providing greater protections to pro-
viders who object to performing certain
services for reasons of conscience, and
requiring that insurers bill separately
for abortion-related coverage. The de-
partment has generally cited the need
for time to consultwithnewagency lead-
ership. Other cases, such as a challenge
over the Trump administration’s refusal
to authorize a broad special enrollment
period, have been dismissed in light
of Biden administration actions. And
Georgia received permission to inter-
vene in a lawsuit challenging federal ap-
proval of the state’s waiver under Sec-
tion 1332 of the ACA and Trump-era
guidance interpreting Section 1332’s
consumer protections.
In addition, a federal appellate court

heard arguments in a challenge to an
Obama-era rule on Section 1557 of the

ACA, the law’s major antidiscrimination
provision. And a federal trial court in
Maryland set aside some Trump-era reg-
ulatory changes related to network ade-
quacy standards, standardized plans,
income verification processes, andmed-
ical loss ratios. Those parts of the rule
were vacated, and most were remanded
to theDepartment ofHealth andHuman
Services (HHS) for further action.

New Guidance But Few Rules
From The New Administration
The Biden administration has not yet
proposed or finalized new ACA-related
rules but has issued coverage-related
guidance. HHS provided technical guid-
ance on implementing the broad special
enrollment period and the enhanced
subsidies under ARPA. The agency in-
formed states with approved Section
1332 waivers of the amount of federal
pass-through funding—representing
what the federal government would
have spent absent the waiver on premi-
um tax credits, cost-sharing reductions,
and small employer tax credits in the
state—they can expect to receive for
2021; states have asked HHS to recalcu-
late these amounts in light of ARPA.And
HHS released guidance for insurers
ahead of the 2022 plan year, such as
certification and rate submission time-
lines, as well as a summary report on
changes to risk adjustment data follow-
ing the data validation process.
HHS, joined by the Departments of

Labor and the Treasury, issued guidance
to further clarify COVID-19 testing and
vaccine coverage requirements. The
guidance confirms that plans and insur-
ersmust cover,without cost sharing, the
COVID-19 vaccine, administration costs
for the vaccine, and COVID-19 tests (in-
cluding for asymptomatic people re-
gardless of whether a person was ex-
posed to COVID-19). ▪

Katie Keith (katie.keith@georgetown.edu) is a
principal at Keith Policy Solutions, LLC, an
appointed consumer representative to the National
Association of Insurance Commissioners, and an
adjunct professor at the Georgetown University
Law Center. She is also a Health Affairs
contributing editor. [Published online April 12, 2021.]
Readers can find more detail and updates on health
reform on Health Affairs Blog (http://
healthaffairs.org/blog/), where Keith publishes
rapid-response “Following The ACA” posts.
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Trends in Out-of-Pocket Healthcare Expenses Before and After Passage
of the Patient Protection and Affordable Care Act
Krishna Vangipuram Suresh, BS; Kevin Wang, BA; Adam Margalit, MD; Amit Jain, MD

Introduction

One goal of the 2010 Patient Protection and Affordable Care Act (ACA) was to limit patient out-of-
pocket (OOP) health expenses. This cross-sectional study aimed to analyze trends in OOP health
expenses in the United States during the last 2 decades and compare the distribution of services that
most contribute to OOP spending.

Methods

This study followed the Strengthening the Reporting of Observational Studies in Epidemiology
(STROBE) reporting guideline for cross-sectional studies. Institutional review board approval and
informed consent were waived because the data were publicly available. Data from the National
Health Expenditures (NHE) Accounts from 2000 to 2018 were analyzed. OOP expenditures
represent total payments made in the form of deductibles, coinsurance, and health and flexible

Figure. Changes in Out-of-Pocket Expenses Before and After the Patient Protection and Affordable Care Act (ACA)
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Dots represent the mean per capita OOP expenses for
total health care expenditures at a given year. Lines of
best fit are included to demonstrate overall trends
over time.

Table. Summary of OOP Spending Trends in Components of Total Health Care Expenses

Expense

OOP spending, mean, $ AAGR, % (SD)

P valuea2000 2009 2018 2000-2009 2010-2018
Services

Physician 164.78 173.25 187.00 0.5 (2.1) 0.8 (2.2) .006

Dental 141.44 163.89 168.00 1.7 (3.4) 0.3 (2.4) .03

Medications

Nonprescription 156.03 182.62 196.00 1.7 (2.4) 0.8 (1.8) <.001

Prescription 173.52 189.64 144.00 1.1 (5.8) −2.9 (3.5) <.001

Nonphysician and/or nondental services 56.87 66.73 80.00 1.8 (1.7) 2.0 (1.7) <.001

Abbreviations: AAGR, average annual growth rate; OOP, out-of-pocket.
a Changes in trends in OOP health expenses before and after the Patient Protection and Affordable Care Act.
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savings accounts and by individuals who are uninsured. Expenditure estimates were converted to
per capita estimates, and the Consumer Price Index was used to adjust all values to 2018 US dollars.
Significance was determined using linear regression with gamma error distribution and log link.
Significant changes in trends between pre-ACA (2000-2009) and post-ACA (2010-2018) OOP
health expenses were determined using an interaction term between ACA and calendar year within
the regression. Statistical analyses were 2-tailed (α < .05) and performed using Stata version 15.0
(StataCorp).

Results

From 2000 to 2018, total OOP per capita health expenses increased from $1028 to $1148. The
average annual growth rate (AAGR) of OOP spending significantly decreased following the ACA
(mean [SD], 0.2% [1.1%] vs 1.0% [2.3%]; linear regression P = .001; quadratic P = .001) (Figure).
Mean (SD) AAGR for OOP spending increased for physician services from pre-ACA to post-ACA
periods (0.5% [2.1] to 0.8% [2.2]) but decreased for other components of health care cost (Table).
Total per capita health expenditures increased from $6649 to $10 627 from 2000 to 2018, with a
pre-ACA AAGR (SD) of 3.4% (2.2%) and post-ACA AAGR (SD) of 1.9% (1.6%) (P for trend < .001).

Discussion

Compared with the pre-ACA period, OOP spending increased at a slower rate for almost all health
care services during the post-ACA period. Tax legislation in 2003 encouraged employers to provide
high deductible health plans (HDHPs) to their employees; however, HDHPs do not reduce OOP
spending because of the high upfront cost of care.1 The ACA implemented OOP spending maximums
and increased access to preventive care services, which may have counteracted high OOP spending
in HDHP plans. However, ACA-mandated price ceilings are still significant—$7900 in 2019—which
may explain why OOP spending is still increasing annually.2 We speculate that ACA-imposed spending
limits for HDHPs account for substantial OOP savings. Furthermore, access to coverage for
individuals who were previously uninsured may account for additional OOP savings.

AAGRs for OOP health expenses have increased for physician services since the introduction of
the ACA, possibly because of increased use of out-of-network care. Cooper et al3 demonstrated that
at in-network hospitals, some services provided by anesthesiologists, pathologists, or assistant
surgeons were billed as out-of-network services, with patients held responsible for additional costs.
These costs may come under control with the passage of recent federal legislation to limit surprise
billing.

OOP health expenses for prescription medications decreased rapidly from 2010 to 2018.
Reasons for these findings include increased prevalence of prescription to nonprescription switches
for medications, increased number of clinicians using nonprescription medications as first-line
management, loss of patent protection for name-brand drugs, and increased use of prior
authorization for prescriptions.1,4-6

Although the ACA may provide a partial explanation for OOP spending trends, we cannot
definitively attribute these changes to the ACA alone. Coinciding economic events, such as the Great
Recession, likely decreased consumer willingness to pay OOP for health-associated costs. In the
current study, we were unable to determine whether these decreases were secondary to
disproportionately high rates of Baby Boomers becoming eligible for Medicare. Moreover, savings in
OOP health spending may be nullified by increased taxpayer spending on Medicaid. Access to
coverage for individuals who were previously uninsured through Medicaid expansion may account
for the greatest OOP savings.
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Abstract 
 

 There is growing interest in market design using default rules and other “choice 
architecture” principles to steer consumers toward desirable outcomes. Using data from 
Massachusetts’ health insurance exchange, we study an “automatic retention” policy 
intended to prevent coverage interruptions among low-income enrollees. Rather than 
disenroll people who lapse in paying premiums, the policy automatically switches them to 
an available free plan until they actively cancel or lose eligibility. We find that automatic 
retention has a sizable impact, switching 14% of consumers annually and differentially 
retaining healthy, low-cost individuals. The results illustrate the power of defaults to shape 
insurance coverage outcomes. 
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1 Introduction 

One of the best-established findings in behavioral economics is that people are often passive and 

that defaults – what happens when individuals fail to act – have a major impact on outcomes. There 

is growing interest in applying this principle to improve outcomes in policy-relevant settings.  

Health insurance offers instructive examples. Programs like the Affordable Care Act’s (ACA) 

exchanges aim to provide affordable coverage via markets that allow for choice and competition. 

However, these arrangements add complexity, and there is evidence that consumers struggle to 

choose well (Abaluck and Gruber, 2011; Bhargava et al., 2017) and exhibit inertia in plan 

switching decisions (Handel, 2013; Ericson, 2014; Ho et al., 2017). Default rules may therefore be 

quite impactful in these settings. 

In this paper, we describe and evaluate a policy that leverages defaults to prevent loss of 

coverage when consumers lapse on premium payments, an important and under-appreciated 

challenge in health insurance. Under standard rules, lapsers are disenrolled, leaving them 

uninsured unless they obtain other coverage. We discuss an alternate policy, which we call 

“automatic retention,” that instead defaults lapsers into a free plan if one is available.  

We study auto retention empirically in Massachusetts’ pre-ACA health insurance exchange, 

where the policy was used for several years with little attention. We are not aware of research that 

has described the policy or studied its effects.  

We find that the policy has a major impact, retaining 14% of enrollees per year (weighted by 

duration enrolled). Auto retention is the primary way consumers switch plans, creating three times 

more switches than occur actively during open enrollment. The policy differentially retains young, 

healthy, and low-cost people, implying important consequences for the market’s risk pool and 

extensive margin adverse selection. Using auxiliary data from the state’s All-Payer Claims 

Database, we find little evidence that the policy leads to significant duplication of coverage. We 

conclude by discussing policy tradeoffs and implications. 

2 Exchange Background and the Auto Retention Policy 

Exchange Setting   Our setting is Massachusetts’ pre-ACA subsidized health insurance exchange, 

known as Commonwealth Care (“CommCare”). Established under the state’s 2006 “Romneycare” 
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reform, CommCare provided subsidized private plans to low-income adults without access to 

insurance from an employer or public program. Subsidies were set to make the cheapest plan’s 

premium “affordable,” defined as 0-5% of monthly income. Additional background and statistics 

are discussed in Online Appendix A.   

Like the ACA exchanges that followed it, CommCare took a regulated market-based 

approach. This structure puts policymakers in the position of market designers who set the rules 

under which insurers compete and consumers choose. Beyond standard “incentives” policies like 

subsidies and benefit regulation, market designers also devise rules related to what Thaler (2018) 

calls “choice architecture,” which can have a large impact on boundedly rational consumers. 

Thoughtful choice architecture can “nudge” consumers towards desirable outcomes, while careless 

design can lead to poor outcomes. In this paper, we describe a nudge policy that affects what 

happens when consumers lapse on paying monthly premiums. 

 

Challenge of Premium Lapses   Most enrollees in health insurance markets owe some 

balance of monthly after-subsidy premiums. This raises the challenge of ensuring that consumers 

pay their bills. Premium lapses are common in health insurance exchanges. While we do not 

directly observe lapses in our CommCare data, 6% of consumers terminate enrollment each month. 

Data on subsidized enrollees in Massachusetts’ post-ACA exchange (where reason for exit is 

observed) suggest that 30% of terminations are due to premium lapses.  

 The fundamental issue underlying lapsing is that the exchange has no way to automatically 

collect premiums.2 Consumers may opt out at any time, but what happens when they simply stop 

paying? Premium lapses create a dilemma for market designers. Should they disenroll the lapser – 

which may lead to a spell of uninsurance and associated adverse consequences? Or should they 

weaken enforcement of premium collection? In practice, policymakers seek a balance, sending 

multiple notices over a grace period of 2-3 months before disenrolling a lapser. However, more 

creative approaches may be desirable to improve on this outcome. 

 

 
2 As such, an alternate approach would be to find a way to automatically collect or withhold premiums, possibly via 
the tax system. This approach is used successfully by both employers (withholding from paychecks) and Medicare 
(withholding from Social Security benefits). Auto-collection via taxes was not feasible in CommCare due to cross-
department legal and administrative barriers. But tax-based collection seems a natural fit for the ACA, whose subsidies 
are administered by the IRS as income tax credits.  
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Automatic Retention Policy   Auto retention was an approach to reduce coverage 

interruptions for lapsers. Rather than automatically disenroll premium lapsers, the policy instead 

automatically switched them to a $0 premium plan if available. Lapsers carried debt for unpaid 

premiums but retained coverage unless they actively canceled or lost eligibility. If they paid this 

debt within 60 days, they could switch back to their old plan.  

 The key precondition for auto retention is the availability of “backstop” coverage that is free 

(or more generally, in which up-front premium collection can be waived). In CommCare, this 

condition held only for the 100-150% of poverty income group, for whom the cheapest plan was 

free while other plans varied from $2 to $34 per month. Auto retention was not used for higher-

income groups who did not have access to a $0 plan.3 We use the 150-200% of poverty group (for 

whom the cheapest plan costs $39-40) as a control group in our analysis. 

3 Data and Methods 

Our main dataset is de-identified CommCare enrollment records linked to insurer claims. Online 

Appendix A describes the dataset and cleaning process. We limit our analysis to fiscal years 2010-

2013, when the auto retention policy was in place.4  

A limitation of our data is that they do not include an indicator for plan switching due to auto 

retention. We infer its use from the (much higher) rates of “mid-year” plan switching for the 100-

150% of poverty group. We first drop a small number of known cases where mid-year switching 

is allowed (changes in service area or income group). To proxy for harder-to-observe exceptions, 

we use mid-year switching rates for the 150-200% “control” group.5 Our estimate of the rate of 

auto retention is the excess mid-year switching rate for the “treatment” group (100-150% of 

poverty) relative to the controls.  

A second limitation of the CommCare data is that it lacks information on other sources of 

health insurance. To assess whether auto retention leads to duplicate coverage, we draw on 

 
3 Auto retention was unnecessary for below-poverty enrollees who had access to all plans for free, making premium 
lapsing moot.  
4 Auto retention appears to have been used inconsistently in 2009, so we exclude it for simplicity. It was not used prior 
to 2009, since all plans were free for the 100-150% of poverty group.  
5 Other exceptions include the dropping of an enrollee’s PCP from network and receipt of a special hardship waiver. 
In practice, these appear to be rare; the control group’s mid-year switching rates are less than 0.3% per month.  
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Massachusetts’ All-Payer Claims Database (APCD), which lets us observe enrollment in both 

CommCare and nearly all other health insurance in the state. Online Appendix A further describes 

our APCD cleaning methods. 

4 Results 

4.1 Auto Retention Estimates 

Figure 1 shows the switching patterns underlying our estimates. The panels show monthly plan 

switching rates during 2010-13 for the treatment and control groups (with 2010-11 pooled because 

patterns are similar). Open enrollment switches in the first month of the year (shaded in gray) are 

excluded from our estimates but shown for context.  

Two results stand out in Figure 1. First, mid-year switching rates are an order of magnitude 

higher for the treatment group (averaging 2.2% per month) compared to the control group (0.24% 

per month). The excess switching rate– our estimate of the impact of auto retention – is 1.9% per 

month, on average. When summed over all 11 mid-year months, auto retention results in about 

three times more switches than occurs during formal open enrollment (which averages 6-7% for 

one month). Automatic retention is the primary way consumers switch plans in the treatment 

group. 

To translate these monthly rates into annual estimates, we calculate the share of total enrollee-

months accounted for by mid-year switchers in each year. This share is 15.3% in the treatment 

group and 1.5% in the control group, implying an excess share of 13.8%. This is our main estimate 

of the share of consumers affected by auto retention.6 

The second clear pattern in Figure 1 is a large switching spike in months 3 or 4 of each year 

except 2012. Excess switching rates average 9.3% during these spikes, versus 1.4% in all other 

months. This appears to be driven by changes in which plans are free at the start of the year. When 

a plan shifts from free to non-free, its enrollees face a choice to either: (1) actively switch to a 

different plan that is now free, or (2) stick with their current plan and actively pay a premium. In 

 
6 This estimate of 13.8% is lower than 11 times the monthly excess switching rate (1.9%) because of consumer churn 
into and out of the sample. See Online Appendix Table B.1 for these statistics. 
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practice, many enrollees do neither, instead lapsing. This results in an auto-switching spike just 

after the 2-3-month grace period ends.  

Figure 2 shows evidence for this interpretation. It breaks down treatment group switching 

rates by the origin plan’s free/non-free status in the current and prior year.7 Only plans that shift 

from being free to non-free (blue series) show a spike. Plans that remain non-free in both years 

(red series) exhibit steady mid-year switching but no spike. Switching out of free plans (green 

series) is much lower; this is expected, as one cannot lapse on a $0 premium. This story also 

explains why there was no switching spike for 2012 in Figure 1; this was the only year that the 

prior year’s free plan remained free.8 These patterns suggest that plan transitions from free to non-

free are an important trigger for lapsing and may merit attention by policymakers.  

4.2 Mechanisms: Financial vs. Hassle Costs 

Why do so many enrollees lapse on paying premiums? While the reasons are undoubtedly 

complex, one key question is whether lapsing reflects the financial cost (or “affordability”) of a 

higher premium or the hassle cost of paying any positive premium (e.g., the time and attention 

cost of remembering to pay the bill)? These stories have different policy implications so are worth 

distinguishing.  

To do so, we explore the relationship between mid-year switching rates and the premium of 

the origin plan (see Online Appendix Figure B.3). Our analysis suggests a role for both 

mechanisms. Hassle costs appear to be key during the month 3-4 switching spike. There is little 

relationship between origin plan premium and auto-switching rates, and they are high even in cases 

with very low premiums (<$5 per month). One example is illustrative: a plan whose premium 

increased from $0 to $3 at the start of 2013. Following this change, 24% of its enrollees auto-

switch out in 2013m3, and another 2.5% per month switch out during the rest of the year. It is 

implausible that $3 per month is unaffordable; instead, this must reflect some form of hassle cost.  

 
7 Figure 2 pools estimates for 2010-12 and omits 2013 because of the different spike timing in 2013 (month 3 rather 
4). CommCare updated regulations at this time, limiting the grace period to 2 months starting in 2013. Online 
Appendix Figure B.2 shows estimates for each year 2010-13, which are similar to the pooled results. 
8 This is true statewide except for one small area in Western Massachusetts where (because of an insurer entry) the 
free plan in 2011 became non-free in 2012. Consistent with our story, we see a large (19.0%) switching spike in this 
region only (see Online Appendix Figure B.2). Because the area is small, it is not visible in Figure 1. 
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We do, however, see evidence for financial costs mattering outside of the month 3-4 spike. 

For these months, we find that an additional $10 per month premium obligation raises the mid-

year switching rate by 0.5-1.0% points (relative to an average of 1.8%). Although $10 is a modest 

amount – just 1% of monthly income even at the poverty line – this analysis shows that even 

nominal premiums can deter enrollment in low-income groups. 

4.3 Heterogeneity Analysis 

The auto retention policy differentially affects certain groups. Online Appendix Table B.2 

compares mid-year switchers (a proxy for auto-retained enrollees) to all other enrollees in the 

treatment group. Switchers are younger (by 4.1 years), less likely to have a chronic illness (by 

3.4% points, or 6%), and have lower medical risk scores (by 0.025, or 2.5% lower predicted 

spending).  Their average medical spending per month enrolled is 8.6% lower. Notably, the larger 

percentage gap in spending than risk score indicates that switchers are differentially profitable 

even after risk adjustment. Spending for auto-switchers is particularly low in the six months 

following the auto-switch, consistent with research showing that enrollees lapse at times when 

they use less health care (Diamond et al., 2020). 

The average switcher stays enrolled in CommCare for 10 months after the switch, which is 

substantial in a market where typical durations are about a year. Notably, 15% of switchers “re-

switch” within three months of their auto-switch. This is non-trivial, but implies that the vast 

majority (85%) stick with their newly assigned plan, boosting the market share of these lowest-

price plans. 

4.4 Does Auto Retention Lead to Duplicate Coverage? 

A key concern with auto retention is that it retains enrollees who may have gained other insurance 

(e.g., via a new job) and should technically be ineligible for CommCare.9 Duplicative coverage 

would not harm enrollees but would result in unneeded public spending on subsidies. Using the 

 
9 The exchange attempts to avoid duplication via a unified Medicaid-CommCare enrollment system (which should 
mechanically prevent inappropriate duplication), annual eligibility redetermination, and periodic cross-checks of 
enrollee lists for commercial insurance. However, these safeguards may still miss some enrollees. 
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APCD, however, we find that coverage duplication rates for CommCare enrollees are low (3.1%) 

and not much different for enrollees in the 11 months surrounding a mid-year plan switch (3.6%). 

5 Discussion 

This paper has described a policy we call “automatic retention,” which Massachusetts used in its 

pre-ACA insurance exchange to reduce termination for premium non-payment among low-income 

health insurance enrollees. Rather than disenrolling lapsers, the policy automatically switched 

them to a free plan if one is available. Our analysis suggests the policy had a major impact, 

retaining 14% of consumers per year. Retained enrollees are younger, healthier, and lower-cost, 

suggesting that the policy improves the market risk pool. We were concerned auto retention would 

lead to duplicate coverage, but evidence from the APCD suggests duplication is rare and not much 

different for enrollees around the time of mid-year plan switches.  

A limitation of our analysis is that we do not see counterfactual outcomes for the 100-150% 

of poverty treatment group without auto retention in place. Absent auto retention, we expect that 

lapses would mechanically lead to termination, but we do not know how transient or long-lasting 

the coverage gap would be. In separate work on the post-ACA Massachusetts exchange (when 

auto retention was no longer in effect), McIntyre (2020) finds that changes in which plans were 

free/non-free lead to a large spike in terminations due to non-payment for the same 100-150% of 

poverty group. The vast majority of terminated consumers do not return within 12 months, 

suggesting that coverage gaps may be significant. 

The finding that defaults matter for retaining enrollees in health insurance adds to a broader 

literature on the power of defaults to shape market outcomes. Most prior work on defaults within 

health insurance has focused on consumer inertia when given an opportunity to switch plans. In 

ongoing work on the same Massachusetts market, two of us also find large impacts of an automatic 

enrollment default during the initial sign-up process (Shepard and Wagner, 2021).  

Our findings point to a key role for the hassle cost of paying a premium in driving lapses, 

rather than affordability. “Hassles” may reflect a variety of factors, including informational 

barriers (e.g., lost or unopened mail notices), the time cost of setting up online auto-payment, or 

the attention cost of remembering to write a check each month. Further research into mechanisms 

would be useful in guiding policy responses. Finding a way to withhold or collect premiums 
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automatically – a strategy used successfully by employers and Medicare – would address many of 

these issues. 

There are tradeoffs inherent to auto retention. In reducing terminations, the policy increases 

subsidized insurance enrollment. On the one hand, reducing uninsurance is a key policy goal. On 

the other hand, public subsidy spending also rises. Whether that spending is “worth it,” given 

benefits to the newly insured and spillover benefits to society, is a key issue animating current 

debate about the ACA. 

Another tradeoff involves the policy’s effect on competitive incentives. The policy boosts 

market share for the lowest-price plan(s) that receive auto-switched individuals. This should 

encourage insurers to compete aggressively to be the lowest-price plan. However, this price 

competition could lead to quality reductions and may be distorted by risk selection incentives. Like 

other policies, auto retention appears to involve a tradeoff between improving risk selection on the 

extensive margin while worsening it on the intensive margin (Saltzman 2020; Geruso et. al, 2020).  

Implementation of auto retention in other settings, like the ACA exchanges, would face 

similar tradeoffs, in addition to legal and practical challenges. Nonetheless, our evidence suggests 

that if these challenges could be surmounted, changing default rules can meaningfully improve 

coverage retention. 
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Figure 1: Share of Enrollees Switching Plans, by Month  

        Panel A: 2010-2011 (pooled)             Panel B: 2012  

   
Panel C: 2013 

 
NOTE: The figure shows the share of sample enrollees who switch plans by month of the year for the treatment group 
subject to auto retention (100-150% of poverty, in blue) and control group not subject to the policy (150-200% of 
poverty, in red). Panel A shows 2010-11 (pooled because of similar patterns); panel B shows 2012; and panel C shows 
2013. Open enrollment, when switching is typically allowed, is shaded in gray. Higher switching rates in all other 
(“mid-year”) months for the treatment group indicate the impact of the auto retention policy. 
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Figure 2: Plan Switching Rates, by Origin Plan Free/Non-free Status  

 
NOTE: The figure breaks down switching rates for the treatment group (100-150% of poverty) by the 
free/non-free status of the origin plan to understand the source of the large switching spike in Figure 1. 
It shows monthly switching rates out of three types of plans: (1) plans that were free last year but 
become non-free this year (blue solid line), (2) plans that were non-free (>$0) both last year and this 
year (red dashed), and (3) plans that are free this year, regardless of their premium last year. Statistics 
are pooled across 2010-2012 for simplicity, with 2013 omitted because of its different timing of the 
spike (month 3 rather than month 4). Results are similar if broken down separately by year (see 
Appendix Figure B.2). The figure indicates that all of the large switching spike comes from enrollees 
in plans that change from being free to non-free at the start of the new year. 
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Online Appendix:  

“Can Automatic Retention Improve Health Insurance Market Outcomes?” 

By Adrianna McIntyre, Mark Shepard, Myles Wagner 

Appendix A: Data, Sample, and Methods Details 

CommCare Dataset   Our main dataset is complete (de-identified) administrative enrollment 

data for the CommCare program, linked to insurer claims. This data was obtained via a data use 

agreement with the Massachusetts Health Connector, the administrator of CommCare. We thank 

the Connector for its assistance in providing and interpreting the data. The dataset is structured at 

the enrollee x month level, with information on individual income group, location, demographics, 

and plan enrollment during that month. To this, we merge on information on monthly spending 

and (at an annual level) medical diagnoses and risk scores calculated from the linked claims 

dataset.  

Starting from the full data that spans fiscal years 2007-2014, we limit our sample to the fiscal 

year 2010-13 period when the auto retention policy was consistently in effect.10 (CommCare’s 

fiscal year runs from July-June, so this represents in calendar time July 2009 to June 2013.) We 

next limit the sample to enrollee-month observations in either the 100-150% of poverty 

“treatment” group (subject to auto retention) or the 150-200% of poverty “control” group (not 

subject to the policy).   

 

Sample Limitations for Measuring Auto Switching Rate   Our goal is to measure the rate 

of automatic plan switching due to the automatic retention policy. However, a key limitation of 

the data is that they do not include a direct flag for plan switching due to the policy. Instead, we 

infer its use from the (much higher) rates of “mid-year” plan switching – outside of the beginning-

 
10 We make these drops for the following reasons. The auto retention policy was not in effect in 2007 (when the 

cheapest plan was not free for the treatment group) or 2008 (when all plans were free for the treatment group, making 
lapsing irrelevant). We exclude 2009 because auto retention appears to have been used inconsistently during the year 
and because there was an extended open enrollment period (months 1-3) that makes it difficult to separate out 
automatic from active switching. We exclude fiscal 2014 both because is a short year (July 2013 to December 2013) 
and because its latter months interact with the implementation of the ACA. 
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of-year open enrollment period when switching is allowed – for the 100-150% of poverty group 

versus other groups.  

Aside from open enrollment, there are a few exceptions that allow for mid-year switching. We 

observe and exclude from our sample instances of the two main exceptions: changes in geographic 

area or income group. These exclusions – which we make whether or not the enrollee actually 

switched plans – drop 0.4% (geography changes) and 3.2% (income changes) of member-month 

observations, of which only 1.6% represent switches. Enrollees are also technically allowed to 

switch plans within two months of initially enrolling in the market. We chose not to drop these 

cases because they represent a relatively large share of the sample (12%) and switching rates are 

not much higher in these months, even in the control group. Enrollees are also allowed to “re-

switch” plans in the 60 days following an auto-switch; we retain these observations in the sample 

because this is an outcome of interest. 

Table A.1 shows summary statistics for the final sample, separately for the treatment (100-

150% of poverty) and control (150-200% of poverty) groups. The two groups face different 

premiums – e.g., the cheapest plan is $0 in the treatment group versus $39-40 in the control group 

– which leads to differential selection into participation in the market (Finkelstein, Hendren, and 

Shepard, 2019). This selection can account for some of the age and medical spending differences 

for the two groups. These differences should not have a major impact on mid-year plan switching 

rates aside from the auto retention policy. Moreover, the mid-year switching rate is so low for the 

control group (0.2%), that all of our results would be similar if we simply analyze patterns for the 

treatment group.  

 

Measuring Switching and Excess Plan Switching Rates   The key variable for our analysis 

is the plan switching rate, defined as the share of individuals continuously enrolled between 

months t-1 and t who switch plans between those months. We calculate switching rates both for 

the open enrollment period (month 1) when active switching is allowed for any reason, and for 

months 2-12 of the year (“mid-year” months) when active switching is typically not allowed.  

As described above, we drop observations with known exceptions that allow for mid-year 

switching (changes in income group or service area). In addition, an individual who has lapsed and 

been auto-switched may “re-switch” back to their old plan within 3 months if they pay their 

premium debt. To avoid counting re-switches in our estimates of auto retention (e.g., for Figure 
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1), we do not count mid-year switches within 3 months of another plan switch for either the 

treatment or control group. (These observations are retained in the sample but recoded as non-

switches for calculating the switching rate.) We instead report re-switching as a separate outcome 

in Table B.2.  

During open enrollment, switching rates are similar for the treatment and control groups (6.5% 

and 6.9%, respectively). However, “mid-year” switching rates in the other 11 months are an order 

of magnitude higher for the treatment group (2.2% per month) relative to the control group 

(0.24%). This is consistent with our understanding of the data generating process. The low control 

group switching rate reflects a few hard-to-observe exceptions that allow for mid-year switching, 

while the much higher rate for the treatment group reflects the auto retention policy.  

To measure the excess switching rate formally, we run the following OLS regression: 

 { }1 1{ }it tit t iSwit TrchPlans eatGrpα β ε⋅ += +   (1) 

where tα  are time fixed effects that capture baseline switching rates in the control group, and β  

(the coefficient of interest) captures the excess switching rate for the treatment group. In some 

analyses, we run regression (1) separately for certain subsets of plans (e.g., plans that transition 

from free to non-free) or subsets of time periods (spike month vs. non-spike months).  

 

Supplementary Dataset: Mass. APCD A key limitation of the CommCare data is that we 

cannot observe insurance outside of the CommCare market. A question of particular interest is 

whether the auto retention policy leads to duplicate coverage in both CommCare and outside 

private insurance. To assess this, we draw on information from the Massachusetts All-Payer 

Claims Database (APCD).11 The APCD lets us observe coverage in both CommCare and nearly 

all other health insurance in the state – with the sole important exception being traditional 

Medicare, which is unlikely to be relevant for the non-elderly, non-disabled population in 

CommCare. The APCD includes a synthetic ID that follows individuals across insurers, letting us 

observe duplicate coverage.  

Using the APCD’s member eligibility file, we construct an enrollment history dataset for 

people ever enrolled in CommCare that also includes their coverage history in other insurance. 

 
11 We use the APCD version 3.0, which includes calendar years 2009-2013. The APCD, which is not linked to 

the CommCare data, was obtained under a separate data use agreement with Massachusetts’ Center for Health 
Information and Analysis.  
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The data construction requires some care. Each record in the ME file describes a member's 

enrollment spell in a particular health plan, with variables describing the characteristics of the 

health plan (such as the plan's carrier), and the start- and end-dates of the spell. We use the variables 

“Insurance Type Code” (ME003) and “Special Coverage” (ME031) as CommCare indicators. 

Both are categorical variables that indicate a CommCare enrollment; however, since they do not 

always coincide, we define our sample of CommCare enrollment spells as those for which either 

variable indicates CommCare.  

An additional challenge is that many records for BMC enrollments have missing values for 

the end-date, specifically coded as "12/31/2099" or "12/31/2199." We find that these are often (in 

about 98% of cases) accompanied by another record with an identical start-date and a non-missing 

end-date. In these cases, we disregard the record with the missing end-date in the construction of 

our panel. In the remaining 2% of cases, we truncate the end-date to be 12/31/YYYY, where 

YYYY is the year of the report ("eligibility year", given by the variable ME004). 

We validate the construction of this dataset by comparing it to the true CommCare enrollment 

data. The numbers line up quite closely. The APCD CommCare subset matches within 3% the 

member-month counts in the true CommCare data for fiscal years 2009-2013 (10.7 million in the 

APCD compared to 10.4 million true CommCare member-months). Enrollment across plans and 

over time also line up quite closely.  

With this panel dataset in hand, we turn to non-CommCare enrollment spells in the APCD. We 

do not have an external dataset to validate the non-CommCare enrollment, so we take the spell 

descriptors in the APCD at face-value. We define dual enrollment as a month in which a 

CommCare member is also enrolled in non-CommCare health insurance. 
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Table A.1: Sample Summary Statistics 

 

NOTE: The table shows summary statistics for our sample, separately for the treatment group subject to the auto 
retention policy (100-150% of poverty) and the control group not subject to the policy (150-200% of poverty). Risk 
score (HHS-HCC) refers to the HHS Hierarchical Condition Category risk adjustment method used in the ACA 
Marketplaces. We impute this risk score for each enrollee at an annual level based on demographics and diagnoses 
observed on their claims and normalize mean risk score to 1.0 for the whole market. Medical costs refer to average 
monthly medical spending (insurer-paid and cost sharing) during the enrollment spell. 

  

100-150% Poverty 
(Treatment Grp.)

150-200% Poverty 
(Control Grp.)

(1) (2)
Enrollment and Switching

Total enrollment per month 35,108 28,067
Terminations per month 1,811 1,752
Duration Enrolled (months): Median 14.0 13.0
                                           Mean 19.7 18.0
Share Switch Plans:            Open Enr. 6.53% 6.87%
                                          Mid-Year 2.17% 0.24%

Consumer Premiums ($/month, after subsidies)
Lowest-Premium Plan $0.00 $39.29
Other Plans:                       Average $8.03 $53.85
                                          Max $34.00 $91.00

Age (years) 42.6 44.6
Share Male 42.1% 40.6%
Income (% of Poverty Line) 127.5 174.5
Risk Score (HHS-HCC) 1.037 1.128
Medical Costs ($ per month) $334.70 $376.80

Consumer Attributes and Costs
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Appendix B: Additional Figures and Tables 

Figure B.1: Share of Enrollees Switching Plans, by Month  

(single-year version of Figure 1 in text) 

   Panel A: 2010       Panel B: 2011 

   
 

   Panel C: 2012       Panel D: 2013 

   
NOTE: The figure shows an annual version of Figure 1 in the body text for each year 2010-13. The figure shows the share 
of sample enrollees who switch plans by month of the year for the treatment group subject to auto retention (100-150% of 
poverty, in blue) and control group not subject to the policy (150-200% of poverty, in red). Open enrollment, when 
switching is typically allowed, is shaded in gray. Higher switching rates in all other (“mid-year”) months for the treatment 
group indicate the impact of the auto retention policy.  
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Figure B.2: Plan Switching Rates, by Origin Plan Free/Non-free Status  

(single-year version of Figure 2 in text) 

   Panel A: 2010       Panel B: 2011 

   
 

   Panel C: 2012       Panel D: 2013 

   
NOTE: The figure shows an annual version of Figure 2 in the body text for each year 2010-13. The figure breaks down 
switching rates for the treatment group (100-150% of poverty) by the free/non-free status of the origin plan to understand 
the source of the large switching spike in Figure 1. It shows monthly switching rates out of three types of plans: (1) plans 
that were free last year but become non-free this year (blue solid line), (2) plans that were non-free (>$0) both last year 
and this year (red dashed), and (3) plans that are free this year, regardless of their premium last year. Consistent with the 
results in Figure 2, these figures indicate that all of the large switching spike in month 3 or 4 comes from enrollees in plans 
that change from being free to non-free at the start of the new year.  
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Figure B.3: Mid-Year Switching Rates vs. Origin Plan Premium Amount 

Panel A: Prior-Year Free Plans 

 
Panel B: Prior-Year Non-Free Plans 

 
NOTE: The figure shows binned scatter plots of the relationship between mid-year switching rates and the monthly 
premium of the origin plan during the current year. In all cases, $0 current premium is included as a separate category 
(shown in red). Based on the patterns in Figure 2, the relationship is broken down by plans that were free in the prior 
year (panel A) versus non-free plans in the prior year (panel B). Panel A is further broken down between the spike 
months (month 3 or 4, depending on the year) and non-spike months.  
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Table B.1: Prevalence of Mid-Year Switchers, Treatment vs. Control 

 
 

NOTE: The table shows the share of member-years from the pooled 2010-2013 sample that experience at least one 
mid-year switch, for the 100-150% of poverty group (column 1) and the 150-200% of poverty group (column 2), both 
un-weighted and weighted by the number of months observed in each year (excluding months with a change in 
geographic area or income group). 

 

Table B.2: Characteristics of Mid-Year Switchers vs. Other Enrollees 

 
 

NOTE: The table shows average characteristics in the treatment group (100-150% of poverty) for mid-year switchers 
(column 1) versus all other enrollees (column 2). Column (3) shows the difference between groups, and column (4) 
shows the average for the combined population of switchers and all others. Medical status variables (chronic illness 
and cancer) are based on diagnoses observed on claims for each year. Risk score (HHS-HCC) refers to the HHS 
Hierarchical Condition Category risk adjustment method used in the ACA Marketplaces. We impute this risk score 
for each enrollee at an annual level based on demographics and diagnoses observed on their claims. Medical costs 
refer to average medical spending (insurer-paid and cost sharing) per month enrolled; for switchers, we also show this 
separately for the (up to) 12 months enrolled prior to and after the mid-year switch. Share re-switch plans refers to the 
share of mid-year switchers who take the opportunity to switch plans again within three months.  

100-150% Poverty 
(Treatment Grp.)

150-200% Poverty 
(Control Grp.)

(1) (2)
Share of member-years w/ mid-year switch 11.96% 1.32%
Share, weighted by months enrolled in yr. 15.27% 1.51%

Avg. Members per Year 66,582 55,643

Mid-Year 
Switchers All Others Diff.  (s.e.) Combined 

Population
(1) (2) (4)

Share of Enrollment Months 15.3% 84.7% -- 100%

Demographics and Risk
Income (% of Poverty Line) 126.9 127.6 -0.7 (0.1)** 127.5
Age (years) 39.1 43.2 -4.1 (0.1)** 42.6
Share Male 0.429 0.419 +0.009 (0.003)** 0.421
Chronic Illness 0.576 0.609 -0.034 (0.003)** 0.604
Cancer 0.069 0.100 -0.030 (0.002)** 0.095
Risk Score (HHS-HCC) 1.016 1.041 -0.025 (0.017) 1.037

Total spending $310.0 $339.2 -$29.2 (5.6)** $334.7
6 months prior to switch $325.9 n/a --
6 months after switch $298.7 n/a --

Duration enrolled: Prior to auto-switch 11.9 n/a --
                           After auto-switch 9.9 n/a --
Re-Switch Plans (w/in 3 mon.) 0.153 n/a --

100-150% Poverty Enrollees

Medical Spending ($/month)

Duration and Switching

(3)
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Recovery Legislation Should Build on ACA Successes 
to Expand Health Coverage, Improve Affordability 

By Sarah Lueck and Tara Straw 

 
The Affordable Care Act (ACA) expanded health coverage to more than 24 million people, 

sharply dropping the uninsured rate for people of all ages, of all racial and ethnic backgrounds, and 
at all education levels.1 The recently enacted American Rescue Plan — particularly its two-year 
premium tax credit enhancements for marketplace enrollees and strong financial incentives for states 
to expand Medicaid — is expected to reach millions of the roughly 30 million people who remain 
uninsured, a group disproportionately composed of people of color. To address these disparities and 
make further strides toward universal coverage, an essential priority for recovery legislation, 
Congress should make broader, permanent improvements to marketplace coverage.    

 
Many people who are uninsured are eligible for financial help to buy a marketplace plan but cite 

cost as an obstacle. The Rescue Plan took substantial steps to address this gap, primarily by 
enhancing premium tax credits to make coverage more affordable in 2021 and 2022. Low- and 
moderate-income people are eligible for significant discounts in the premiums they must pay to 
enroll in a plan, with some paying nothing. And people with higher incomes but high premium 
burdens are newly eligible for the premium tax credit under the Rescue Plan. The Congressional 
Budget Office (CBO) estimates these provisions will increase marketplace enrollment by 1.7 million 
people in 2022.2  

 
Building on these successes to further strengthen marketplace coverage should be a top priority in 

recovery legislation. Permanently enhancing premium tax credits, reducing people’s deductibles and 
other out-of-pocket costs, and extending marketplace coverage to more families whose employer-
sponsored coverage is unaffordable, among other policies, would expand coverage to more people 
and make health care more accessible and affordable. These changes, when paired with steps to 

 
1 Congressional Budget Office, “Federal Subsidies for Health Insurance Coverage for People Under Age 65: CBO and 
JCT’s September 2020 Projections,” September 29, 2020, https://www.cbo.gov/system/files/2020-10/51298-2020-09-
healthinsurance.pdf; CBPP, “Chart Book: Accomplishments of Affordable Care Act,” March 19, 2019, 
https://www.cbpp.org/research/health/chart-book-accomplishments-of-affordable-care-act. 
2 Congressional Budget Office, “Reconciliation Recommendations of the House Committee on Ways and Means,” 
February 15, 2021, https://www.cbo.gov/publication/57005.  
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strengthen and expand Medicaid,3 would help ensure that the nation’s recovery improves low-paid 
workers’ health, well-being, and economic security and help address troubling racial inequities in 
access to health coverage and care.4    
 
Permanent Premium Tax Credit Enhancements Would Make Coverage More 
Affordable for Millions  

The American Rescue Plan’s two-year premium tax credit increases are an important first step in 
making health insurance more affordable. They will eliminate or reduce premiums for millions of 
current marketplace enrollees and expand eligibility to millions more, ensuring that no marketplace 
enrollee spends more than 8.5 percent of their income on premiums. Some 3.6 million people will 
be newly eligible for financial help, which will likely not just reverse insured rate losses under the 
Trump Administration but restore the upward trend that ended in 2016.5   

 
The Urban Institute estimated that if similar improvements were made permanent, which recovery 

legislation should do, about 4.5 million people would gain coverage.6 Policymakers should also 
enhance the Rescue Plan’s credits (and make the enhancements permanent) to provide further help 
to low-income people. 

 
People’s savings from the credits will already be significant. Marketplace enrollees with incomes 

below 150 percent of the poverty line (about $19,000 for a single person) will pay no premiums for a 
benchmark plan, after accounting for premium tax credits, and families with incomes between 150 
and 400 percent of the poverty line (about $51,000 for a single person) will pay a lower share of 
income toward premiums than they did before. For example, a family of four making $50,000 will 
pay $67 rather than $252 per month in premiums for benchmark coverage (1.6 instead of 6.0 

 
3 For more on the added financial incentives for states to expand Medicaid, see Jesse Cross-Call, “House Bill Gives 
States Incentive to Quickly Expand Medicaid, Cover Millions of Uninsured,” CBPP, February 25, 2021, 
https://www.cbpp.org/research/health/house-bill-gives-states-incentive-to-quickly-expand-medicaid-cover-millions-of.  
4 Sharon Parrott et al., “Building an Equitable Recovery Requires Investing in Children, Supporting Workers, and 
Expanding Health Coverage,” CBPP, March 24, 2021, https://www.cbpp.org/research/poverty-and-
inequality/building-an-equitable-recovery-requires-investing-in-children. 
5 Department of Health and Human Services, “Fact Sheet: The American Rescue Plan: Reduces Health Care Costs, 
Expands Access to Insurance Coverage and Addresses Health Care Disparities,” March 12, 2021, 
https://www.hhs.gov/about/news/2021/03/12/fact-sheet-american-rescue-plan-reduces-health-care-costs-expands-
access-insurance-coverage.html. Also see Tara Straw, “Lower Premiums, More Time to Enroll Will Boost Marketplace 
Enrollment,” CBPP, April 1, 2021, https://www.cbpp.org/blog/lower-premiums-more-time-to-enroll-will-boost-
marketplace-enrollment; Matt Broaddus, “Health Insurance Coverage Losses Since 2016 Widespread,” CBPP, October 
22, 2020, https://www.cbpp.org/blog/health-insurance-coverage-losses-since-2016-widespread; and Matt Broaddus and 
Aviva Aron-Dine, “Uninsured Rate Rose Again in 2019, Further Eroding Earlier Progress,” CBPP, September 15, 2020, 
https://www.cbpp.org/research/health/uninsured-rate-rose-again-in-2019-further-eroding-earlier-progress. 
6 Linda J. Blumberg et al., “Cost and Coverage Implications of Five Options for Increasing Marketplace Subsidy 
Generosity,” Urban Institute, February 2021, https://www.urban.org/sites/default/files/publication/103604/cost-and-
coverage-implications-of-five-options-for-increasing-marketplace-subsidy-generosity.pdf.  

https://www.cbpp.org/research/health/house-bill-gives-states-incentive-to-quickly-expand-medicaid-cover-millions-of
https://www.cbpp.org/research/poverty-and-inequality/building-an-equitable-recovery-requires-investing-in-children
https://www.cbpp.org/research/poverty-and-inequality/building-an-equitable-recovery-requires-investing-in-children
https://www.hhs.gov/about/news/2021/03/12/fact-sheet-american-rescue-plan-reduces-health-care-costs-expands-access-insurance-coverage.html
https://www.hhs.gov/about/news/2021/03/12/fact-sheet-american-rescue-plan-reduces-health-care-costs-expands-access-insurance-coverage.html
https://www.cbpp.org/blog/lower-premiums-more-time-to-enroll-will-boost-marketplace-enrollment
https://www.cbpp.org/blog/lower-premiums-more-time-to-enroll-will-boost-marketplace-enrollment
https://www.cbpp.org/blog/health-insurance-coverage-losses-since-2016-widespread
https://www.cbpp.org/research/health/uninsured-rate-rose-again-in-2019-further-eroding-earlier-progress
https://www.urban.org/sites/default/files/publication/103604/cost-and-coverage-implications-of-five-options-for-increasing-marketplace-subsidy-generosity.pdf
https://www.urban.org/sites/default/files/publication/103604/cost-and-coverage-implications-of-five-options-for-increasing-marketplace-subsidy-generosity.pdf
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percent of their income) ― an annual savings of $2,220.7 Four out of five enrollees can get a plan for 
$10 or less per month. 

 
People with income above 400 percent of the poverty line are newly eligible for assistance and, 

like other marketplace enrollees, will pay no more than 8.5 percent of their income toward 
premiums. This is especially important to middle-income people, older people, and people who live 
in areas with high premiums, who bear the highest premium burdens.8 For example, marketplace 
benchmark coverage for a 50-year-old in Charleston, West Virginia earning $55,000 a year (431 
percent of the poverty line) costs about $1,021 per month, about 22 percent of income and more 
than 1.5 times the national average premium. Under the Rescue Plan this person will get a monthly 
premium discount of $632, bringing their premium down to $390 per month.9 The premium tax 
credit enhancement will automatically phase out in lower-cost areas and at higher income levels 
because premiums are generally less than 8.5 percent of income. 

 
About 8.9 million uninsured people were likely eligible for a premium tax credit under prior law, 

the Kaiser Family Foundation estimates. More than half of uninsured people eligible for credits are 
people of color, including 31 percent who are Latino and 15 percent who are Black.10 About 16.8 
percent of people with incomes between 138 and 250 percent of the poverty line are uninsured, 
compared to 3.7 percent for people with incomes above 500 percent of the poverty line.11  

 
Data suggest that low- and moderate-income people still face the greatest challenges affording 

coverage and care.12 Making permanent improvements to the premium tax credits would appreciably 
reduce uninsured rates and improve access to care.13 And to better help the lowest-income people, 

 
7 CBPP calculations. Examples assume consumers face the national average marketplace benchmark premium. The 
family of four is composed of two 40-year-old parents, a 5-year-old, and a 10-year-old. The benchmark plan is the 
second-lowest-cost silver-tier plan offered where the consumer lives.  
8 Aviva Aron-Dine, “Making Health Insurance More Affordable for Middle-Income Individual Market Consumers,” 
CBPP, March 21, 2019, https://www.cbpp.org/research/health/making-health-i.nsurance-more-affordable-for-middle-
income-individual-market.  
9 Kaiser Family Foundation, “2021 Calculator – Before COVID-19 Relief,” March 10, 2021, 
https://www.kff.org/interactive/subsidy-calculator-2021-before-covid-relief/, and “Health Insurance Marketplace 
Calculator,” March 10, 2021, https://www.kff.org/interactive/subsidy-calculator/. 
10 Daniel McDermott et al., “Marketplace Eligibility Among the Uninsured: Implications for a Broadened Enrollment 
Period and ACA Outreach,” Kaiser Family Foundation, January 27, 2021. https://www.kff.org/report-
section/marketplace-eligibility-among-the-uninsured-implications-for-a-broadened-enrollment-period-and-aca-outreach-
appendix-tables/ This analysis does not include individuals who are over the age of 65, who are eligible for 
Medicaid, who have incomes below poverty, or whose immigration status makes them ineligible for marketplace 
coverage.  
11 CBPP analysis of Census 2019 American Community Survey data. See also Aviva Aron-Dine and Matt Broaddus, 
“Improving ACA Subsidies for Low- and Moderate-Income Consumers Is Key to Increasing Coverage,” CBPP, March 
21, 2019, https://www.cbpp.org/research/health/improving-aca-subsidies-for-low-and-moderate-income-consumers-is-
key-to-increasing. 
12 Ibid. 
13 Sara R. Collins, Munira Z. Gunja, and Michelle M. Doty, “Following the ACA Repeal-and-Replace Effort, Where 
Does the U.S. Stand on Insurance Coverage?” Commonwealth Fund, September 2017, 
 

https://www.cbpp.org/research/health/making-health-i.nsurance-more-affordable-for-middle-income-individual-market
https://www.cbpp.org/research/health/making-health-i.nsurance-more-affordable-for-middle-income-individual-market
https://www.kff.org/interactive/subsidy-calculator-2021-before-covid-relief/
https://www.kff.org/interactive/subsidy-calculator/
https://www.kff.org/report-section/marketplace-eligibility-among-the-uninsured-implications-for-a-broadened-enrollment-period-and-aca-outreach-appendix-tables/
https://www.kff.org/report-section/marketplace-eligibility-among-the-uninsured-implications-for-a-broadened-enrollment-period-and-aca-outreach-appendix-tables/
https://www.kff.org/report-section/marketplace-eligibility-among-the-uninsured-implications-for-a-broadened-enrollment-period-and-aca-outreach-appendix-tables/
https://www.cbpp.org/research/health/improving-aca-subsidies-for-low-and-moderate-income-consumers-is-key-to-increasing
https://www.cbpp.org/research/health/improving-aca-subsidies-for-low-and-moderate-income-consumers-is-key-to-increasing
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Congress could augment the Rescue Plan’s improvements by raising the income threshold at which 
people qualify for zero-premium benchmark plans from 150 percent to 200 percent of the poverty 
line (roughly $25,500 for a single person).  
 
Reducing Out-of-Pocket Costs Would Help People Access Care 

Premiums are only one part of making health coverage affordable. Health plans also come with 
out-of-pocket costs in the form of deductibles,14 copayments, and coinsurance that people must pay 
when they get care.15 If these cost-sharing amounts are high, they can deter people from enrolling in 
a plan, even if premium help is significant. For people who do enroll, especially those with low 
incomes, high charges can lead them to delay or avoid getting care they need or can increase 
financial problems as medical bills go unpaid.16 And research on cancer survivors suggests that high 
deductibles may magnify racial disparities in access to health care. While high deductibles are 
generally linked to cost-related problems for all patients, in one study Black patients in high-
deductible plans experienced more barriers to care (such as delaying filling a prescription to save 
money or being unable to see a specialist because of cost) than their white counterparts.17 

 
Under the ACA, people with incomes between the poverty line and 250 percent of the poverty 

line (about $13,000 to $32,000 for an individual and $26,000 to $66,000 for a family of four) are 
eligible for reduced deductibles and other cost sharing if they enroll in a silver marketplace plan.18 
These individuals enroll in a silver plan with reduced out-of-pocket costs compared to the standard 
silver plan. The law also caps the total cost-sharing charges that people can be required to pay under 
their plans each year, an amount that also decreases to provide greater financial protection to people 
with lower incomes. 

 

 
https://www.commonwealthfund.org/sites/default/files/documents/___media_files_publications_issue_brief_2017_s
ep_collins_2017_aca_tracking_survey_ib_v2.pdf. 
14 Deductibles are an annual amount that the enrollee must pay before the insurance plan begins to cover many or all 
covered items and services (e.g., a $2,000 deductible means that enrollee must pay that amount before the plan would 
begin paying for a portion of a hospital stay). Many plans cover lower-cost items, such as a certain number of physician 
visits or generic prescriptions, before the enrollee has paid the deductible, and the ACA requires certain preventive 
services to be covered at no cost to enrollees. 
15 Copayments are flat dollar amounts that plans charge enrollees for an item or service (e.g., $30 for a doctor visit). 
Coinsurance charges are a percentage of the cost (e.g., 30 percent of the cost of a prescription drug). 
16 Sara R. Collins et al., “U.S. Health Coverage in 2020: A Looming Crisis in Affordability,” Commonwealth Fund, 
August, 19, 2020, https://www.commonwealthfund.org/publications/issue-briefs/2020/aug/looming-crisis-health-
coverage-2020-biennial.  
17 Megan B. Cole et al., “Association Between High-Deductible Health Plans and Disparities in Access to Care Among 
Cancer Survivors,” JAMA Network, June 24, 2020, 
https://jamanetwork.com/journals/jamanetworkopen/fullarticle/2767589  
18 As noted, the ACA establishes metal tiers — bronze, silver, gold, and platinum — to organize plans for consumers 
and set standards for what deductibles and other charges insurers can include. See CBPP, “Cost-Sharing Charges in 
Marketplace Plans, Answers to Frequently Asked Questions,” updated August 2020, 
http://www.healthreformbeyondthebasics.org/cost-sharing-charges-in-marketplace-health-insurance-plans-answers-to-
frequently-asked-questions/.  

https://www.commonwealthfund.org/sites/default/files/documents/___media_files_publications_issue_brief_2017_sep_collins_2017_aca_tracking_survey_ib_v2.pdf
https://www.commonwealthfund.org/sites/default/files/documents/___media_files_publications_issue_brief_2017_sep_collins_2017_aca_tracking_survey_ib_v2.pdf
https://www.commonwealthfund.org/publications/issue-briefs/2020/aug/looming-crisis-health-coverage-2020-biennial
https://www.commonwealthfund.org/publications/issue-briefs/2020/aug/looming-crisis-health-coverage-2020-biennial
https://jamanetwork.com/journals/jamanetworkopen/fullarticle/2767589
http://www.healthreformbeyondthebasics.org/cost-sharing-charges-in-marketplace-health-insurance-plans-answers-to-frequently-asked-questions/
http://www.healthreformbeyondthebasics.org/cost-sharing-charges-in-marketplace-health-insurance-plans-answers-to-frequently-asked-questions/
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Cost-sharing assistance is delivered by means of the actuarial value (or AV, which measures the 
share of costs a plan covers) for silver plans available to people at various income levels.19 When 
people eligible for assistance enroll in a silver plan, they automatically receive a version with a higher 
AV than the standard silver value of 70 percent; depending on a person’s income, current law 
provides silver plans that have AVs of 73 percent, 87 percent, or 94 percent. This significantly 
reduces deductibles and other cost-sharing charges for millions of people.  

 
But the cost-sharing assistance phases down significantly starting at 200 percent of the poverty 

line, down to nothing for those at incomes higher than 250 percent. The resulting costs are 
especially significant for people with incomes between 200 to 300 percent of the poverty line. For 
example, a person with income of $26,000 a year (around 200 percent of the poverty line) would be 
eligible for a silver plan with an enhanced AV of 73 percent. But the average deductible for these 
plans in 2021 is about $3,400, or 13 percent of the person’s income.20 Even with a premium tax 
credit boost that allows them to get a plan for a zero-dollar premium, it would be challenging, and 
perhaps impossible, for them to pay the out-of-pocket costs associated with a hospital stay or 
ongoing treatment for a chronic condition.  

 
The recovery package should expand cost-sharing help to more people and reduce out-of-pocket 

costs for those who are already eligible, along the lines that Senator Jeanne Shaheen of New 
Hampshire proposed in 2019.21 Legislation should raise the actuarial values of silver plans for 
everyone from the poverty line to four times the poverty line. Under this approach, people with 
incomes at 200 percent of poverty would be able to get the equivalent of a platinum plan with an 
average deductible in the range of $0 to $200. And someone at 300 percent of the poverty line 
would see plan deductibles drop several thousand dollars a year, from about $5,000 on average to 
about $1,000.22 When combined with the proposed improvements in premium tax credits described 
above, everyone with incomes up to 400 percent of poverty could buy a marketplace plan that is at 
least the equivalent of a gold plan (with an 80 percent AV) for no more than 8.5 percent of their 
income.  

 
Another way to reduce the burden of out-of-pocket costs, proposed in other legislation and in the 

plan President Biden released during his campaign, would be to benchmark premium credits to a 
gold plan instead of the current silver plan. But boosting the silver plan AVs can achieve a similar 

 
19 AVs are a way to compare the generosity of different insurance plans. For example, silver plans, with a 70 percent AV, 
would be expected to pay 70 percent of the covered medical costs for a typical population, while gold plans, with an 80 
percent AV, would cover 80 percent of covered costs of the typical population. Under the ACA, the premium tax credits 
are calculated based on the cost of the second-lowest-cost silver plan available where a person lives.  
20 Kaiser Family Foundation, “Cost-Sharing for Plans Offered in the Federal Marketplace, 2014-2021,” January 15, 2021, 
https://www.kff.org/slideshow/cost-sharing-for-plans-offered-in-the-federal-marketplace/. 
21 Marketplace Certainty Act, S. 964, as introduced April 1, 2019, https://www.congress.gov/bill/116th-
congress/senate-bill/964/text?format=txt.  
22 Deductibles and other cost-sharing charges can vary widely even among plans with the same AV. Under current law, 
the average deductible for a silver plan (70 percent AV) is near $5,000 in 2021. A new AV of 85 percent for people at 
300 percent of poverty would result in average deductibles of about $1,000; the average 2021 deductible for plans with a 
slightly higher AV of 87 percent was $800. See Kaiser Family Foundation, “Cost-Sharing for Plans Offered in the 
Federal Marketplace, 2014-2021,” op. cit. 

https://www.kff.org/slideshow/cost-sharing-for-plans-offered-in-the-federal-marketplace/
https://www.congress.gov/bill/116th-congress/senate-bill/964/text?format=txt
https://www.congress.gov/bill/116th-congress/senate-bill/964/text?format=txt
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result for enrollees — making plans with at least a gold AV available to everyone with income up to 
four times the poverty level — while also providing more help to those in need.23  

  
Employer Coverage Improvements Would Help Low-Income Workers and Their 
Families 

While employer coverage often works reasonably well for middle- and upper-middle-income 
employees, lower-income workers are frequently offered less robust coverage and required to pay a 
larger share of premiums out of pocket.24 Among people in families with job-based coverage, those 
with incomes below 200 percent of poverty spend an average of 14.0 percent of their income on 
premiums and out-of-pocket costs, compared to 7.9 percent for people with incomes between 200 
and 400 percent of poverty, and 4.5 percent for people at or above 400 percent of poverty.25  

 
Meanwhile, approximately 6 million workers and family members with incomes below 400 

percent of poverty are uninsured but “firewalled” from accessing subsidized marketplace coverage 
because they have an offer of employer coverage.26 The ACA firewall prevents people from 
receiving premium tax credits if anyone in their family has an employer offer of coverage for which 
the employee-only premium is less than 9.83 percent of family income and for which the actuarial 
value is at least 60 percent (equivalent to a marketplace bronze plan), even when a premium tax 
credit would provide lower premiums ― sometimes as low as zero ― for a plan with a higher 
actuarial value.  

 
Short of fully repealing the firewall, policymakers could make several modifications to expand 

coverage and significantly improve affordability for lower-income workers. 
 

Fix the “Family Glitch” 
Policymakers could fix the “family glitch” by determining the affordability of employer-sponsored 

coverage using the family premium rather than the premium for employee-only coverage. This 
would allow an employee’s family members to access a premium tax credit when family coverage is 
unaffordable, even if the employee’s self-only premium is affordable.27  

 
23 If, as recommended, premium tax credits are made permanently available to people at higher income levels (over 400 
percent of poverty) who have high premium burdens, then benchmarking the credits to gold instead of silver plans 
would have the unintended consequence of further boosting assistance to this group.  
24 Tara Straw, “Trapped by the Firewall: Policy Changes Are Needed to Improve Health Coverage for Low-Income 
Workers,” CBPP, December 3, 2019, https://www.cbpp.org/research/health/trapped-by-the-firewall-policy-changes-
are-needed-to-improve-health-coverage-for. 
25 Gary Claxton, Bradley Sawyer, and Cynthia Cox, “How Affordability of Health Care Varies by Income Among People 
With Employer Coverage,” Kaiser Family Foundation, April 14, 2019, https://www.healthsystemtracker.org/brief/how-
affordability-of-health-care-varies-by-income-among-people-with-employer-coverage/#item-start. 
26 Matthew Buettgens, Lisa Dubay, and Genevieve M. Kenney, “Marketplace Subsidies: Changing the ‘Family Glitch’ 
Reduces Family Health Spending But Increases Government Costs,” Health Affairs, July 2016, 
https://www.healthaffairs.org/doi/10.1377/hlthaff.2015.1491. 
27 A better approach would be to make the employee as well as family members eligible for marketplace coverage if the 
cost of family coverage exceeds the affordability percentage. Otherwise, the family would have to pay both the employer 
premium for single coverage and the marketplace premium for other family members, and so the total cost could still 
exceed the affordability standard. However, this approach could add significantly to cost.  

https://www.healthsystemtracker.org/brief/how-affordability-of-health-care-varies-by-income-among-people-with-employer-coverage/#item-start
https://www.cbpp.org/research/health/trapped-by-the-firewall-policy-changes-are-needed-to-improve-health-coverage-for
https://www.cbpp.org/research/health/trapped-by-the-firewall-policy-changes-are-needed-to-improve-health-coverage-for
https://www.healthsystemtracker.org/brief/how-affordability-of-health-care-varies-by-income-among-people-with-employer-coverage/#item-start
https://www.healthsystemtracker.org/brief/how-affordability-of-health-care-varies-by-income-among-people-with-employer-coverage/#item-start
https://www.healthaffairs.org/doi/10.1377/hlthaff.2015.1491
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An estimated 5.1 million people, about half of them children, would become eligible for a tax 
credit under this proposal, according to a Kaiser Family Foundation analysis.28 A plurality of people 
gaining eligibility would be those with incomes between 250 and 400 percent of the poverty line.  

 
People with incomes under 138 percent of the poverty line would experience the biggest premium 

reductions, with the average family premium falling from 20 percent of income in employer-
sponsored coverage to 5.5 percent in the marketplace, according to an Urban Institute analysis.29 
People with incomes between 138 and 200 percent of the poverty line would see their premiums cut 
in half, from 17.6 percent to 8.2 percent of their income. A separate analysis concurred that fixing 
the family glitch would reduce families’ average total health care spending by thousands of dollars 
and drop their risk of spending at least 20 percent of income on health care by more than two-
thirds.30  

 
Apart from a legislative solution, the Biden Administration could address the family glitch under 

its statutory authority to correct the Obama Administration’s interpretation that created this gap. 
While the statute is clear that the employee is barred if they have an offer of affordable employer 
coverage, the same isn’t necessarily true of family members. The Obama Administration’s Treasury 
Department interpreted 26 U.S.C. 5000A to determine the employee’s “required contribution” for 
coverage in one way for the firewall (measuring the affordability of family coverage by the cost of 
individual coverage) but in a different way for determining whether an individual responsibility 
payment was owed (measuring the affordability of family coverage by the cost of family coverage). 
The latter interpretation is more reasonable and could be adopted without a statutory change.  

 
Lower the Employer Coverage Affordability Threshold  

As explained above, employer-sponsored coverage is considered unaffordable if the employee’s 
share of the premium for the lowest-cost plan exceeds roughly 10 percent of household income 
(9.83 percent in 2021). Reducing this threshold to correspond with the 8.5 percent of income 
premium cap could prod more employers to make the coverage they offer more affordable, 
especially given the penalties certain employers would otherwise face, as we explain below. For 
employers that don’t meet the new standard, their workers would be free to seek subsidized 
marketplace plans. Lowering the affordability threshold would primarily benefit low-income 
workers, who are more likely to have high premiums relative to income and would be eligible for the 
most substantial assistance if no longer firewalled.  

 
28 Cynthia Cox et al., “The ACA Family Glitch and Affordability of Employer Coverage,” Kaiser Family Foundation, 
April 7, 2021, https://www.kff.org/health-reform/issue-brief/the-aca-family-glitch-and-affordability-of-employer-
coverage.  
29 Buettgens, Dubay, and Kenney, op. cit. Adults with incomes below 138 percent of poverty are eligible for Medicaid in 
states that expanded Medicaid under the ACA; a person with an offer of employer-sponsored coverage is not barred 
from Medicaid eligibility. The percentage of income includes the cost of employer-sponsored coverage, after accounting 
for the tax exclusion, plus the percentage of income the rest of the family would contribute toward marketplace 
coverage. The percentage of income an enrollee would pay for marketplace premiums is based on calculations under 
prior law, before enactment of the American Rescue Plan. The difference between enrollee premiums for employer-
sponsored coverage compared to those in the marketplace is larger with the Rescue Plan’s premium tax credit 
enhancements.  
30 Sarah A. Nowak, Evan Saltzman, and Amado Cordova, “Alternatives to the ACA’s Affordability Firewall,” RAND 
Corporation, 2015, https://www.rand.org/pubs/research_reports/RR1296.html. 

https://www.kff.org/health-reform/issue-brief/the-aca-family-glitch-and-affordability-of-employer-coverage/?utm_campaign=KFF-2021-Health-Reform&utm_medium=email&_hsmi=120063756&_hsenc=p2ANqtz-_Ue3xW7dsKjUUMwjdsHwwzMdq6H-0ztrSb34vHYvdnTerqDwnXEe4gv12qwn8M9fi6vB7HLzFLFQoiQlGUfH0nypcDRg&utm_content=120063756&utm_source=hs_email
https://www.kff.org/health-reform/issue-brief/the-aca-family-glitch-and-affordability-of-employer-coverage/?utm_campaign=KFF-2021-Health-Reform&utm_medium=email&_hsmi=120063756&_hsenc=p2ANqtz-_Ue3xW7dsKjUUMwjdsHwwzMdq6H-0ztrSb34vHYvdnTerqDwnXEe4gv12qwn8M9fi6vB7HLzFLFQoiQlGUfH0nypcDRg&utm_content=120063756&utm_source=hs_email
https://www.rand.org/pubs/research_reports/RR1296.html
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Lowering the affordability standard could also increase employer penalty collections and help 

finance the shift of workers to marketplace coverage with premium tax credits. Currently, a penalty 
for each full-time worker is triggered if a firm doesn’t offer coverage and any employee gets a 
premium tax credit in the marketplace. If the firm offers coverage but the employee-only premium is 
unaffordable or the plan doesn’t meet a standard known as minimum value, the penalty applies to 
each full-time worker who receives a credit.  

 
Congress could also de-link the affordability standard for employees’ premium tax credit eligibility 

from the affordability standard for the employer penalty. Under such a policy, failing to offer 
coverage or offering subpar coverage would trigger the penalty, irrespective of workers’ enrollment 
in marketplace coverage with premium tax credits. This would allow more workers (particularly 
those with low incomes) to enroll in subsidized marketplace plans without necessarily penalizing 
more employers. 

 
Raise the Minimum Value Standard 

Another way to improve health care affordability for people with offers of job-based coverage 
would be to increase the share of anticipated health costs that the plan pays for. A large-employer or 
self-insured group plan currently meets the minimum value standard if it covers at least 60 percent 
of the plan’s total allowed benefit cost. By contrast, the marketplace benchmark plan covers 70 
percent of expected costs, and as noted, people with incomes below 250 percent of the poverty line 
are eligible for cost-sharing assistance that further lowers consumers’ costs by increasing plans’ 
actuarial values.  

 
One option would be to raise the minimum value standard from 60 percent to 70 percent to align 

with the marketplace benchmark. Raising the minimum value standard wouldn’t affect most 
employers since the average employer plan has an actuarial value of 85 percent.31 While it could lead 
some employers to pass on premium increases to employees, the affordability standard would also 
constrain these increases. Other employers offering low-value plans may drop coverage altogether 
but, to the extent that employees are eligible for premium tax credits, this might give more workers 
and their families access to more affordable and comprehensive coverage in the marketplace. 
 
Other Provisions Would Further Access to Affordable, High-Quality Coverage 

Policymakers could implement several other policies to insure more people with comprehensive 
coverage and, in some cases, reduce costs.   

 
Broaden Enrollment Periods for Marketplace Plans 

Marketplace enrollment consistently falls during a typical year. If the system were working well, it 
would be roughly stable, as the number of people enrolling in plans during the year (because they 
lose job-based benefits or Medicaid, for example) would roughly match the number who leave 

 
31 Actuarial Research Corporation, “Final Report: Analysis of Actuarial Values and Plan Funding Using Plans from the 
National Compensation Survey,” compiled for Office of Policy Research, Employee Benefits Security Administration, 
Department of Labor, May 12, 2017, https://www.dol.gov/sites/default/files/ebsa/researchers/analysis/health-and-
welfare/analysis-of-actuarial-values-and-plan-funding-using-plans-from-the-national-compensation-survey.pdf. 

https://www.dol.gov/sites/default/files/ebsa/researchers/analysis/health-and-welfare/analysis-of-actuarial-values-and-plan-funding-using-plans-from-the-national-compensation-survey.pdf
https://www.dol.gov/sites/default/files/ebsa/researchers/analysis/health-and-welfare/analysis-of-actuarial-values-and-plan-funding-using-plans-from-the-national-compensation-survey.pdf
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(because they become eligible for Medicaid or get a job with health coverage). But the system is not 
working well.  

Many people who are eligible for “special enrollment periods” (SEPs) to enroll during the year 
aren’t using them, possibly because they aren’t aware of them or because the system is too 
confusing.32 (A person needs an SEP to enroll in a plan after the annual open enrollment period for 
marketplaces has closed; SEPs are triggered by certain situations, such as losing other coverage and 
having a baby, but often are not available to people who have been uninsured or had gaps in 
coverage.33) The yearly decline in marketplace enrollment appears to be driving a troubling seasonal 
increase in those who are uninsured. The number of adults without coverage rose by more than 1 
million between the first and fourth quarter of each year from 2016 through 2019, then fell by more 
than 1 million in the first quarter of the subsequent year (after marketplace open enrollment), 
National Health Interview Survey data show. 

 
Enrollment periods should be expanded and simplified nationwide. The Biden Administration has 

temporarily opened HealthCare.gov to enrollment, in response to the COVID-19 public health 
emergency, and many states that run their own marketplaces have taken similar steps.34 But beyond 
August 15, the current deadline for the emergency enrollment period, permanent changes will be 
needed to ensure that marketplace enrollment policies strike a better balance between the goals of 
expanding coverage and limiting adverse selection (which occurs when healthy people opt not to 
enroll, leaving a less healthy and higher-cost population in the insurance pool).  

While the Administration has broad authority to modify marketplace enrollment rules, for 
example to lengthen the yearly enrollment period and add new events that trigger an SEP, Congress 
could include legislative provisions to set this process in motion. For example, legislation could 
guarantee people who are eligible for significant financial assistance the ability to enroll in a 
marketplace plan year-round. This would help more people access the improved financial assistance 
recommended above. In Massachusetts, a similar policy gives broad access to people who have 
incomes up to 300 percent of the poverty level; enrollment in the state’s marketplace is stable over 
the course of the year.35 Massachusetts also consistently has among the lowest marketplace 
premiums in the country, showing that more open enrollment policies can be compatible with 
maintaining a broad risk pool. Any changes to enrollment rules (or to financial assistance) should be 

 
32 Matthew Buettgens, Stan Dorn, and Hannah Recht, “More than 10 Million Uninsured Could Obtain Marketplace 
Coverage through Special Enrollment Periods,” Urban Institute, November 2015, 
https://www.urban.org/sites/default/files/publication/74561/2000522-More-than-10-Million-Uninsured-Could-
Obtain-Marketplace-Coverage-through-Special-Enrollment-Periods.pdf. 
33 CBPP, “Special Enrollment Period Reference Chart,” updated October 2020, 
http://www.healthreformbeyondthebasics.org/wp-content/uploads/2020/10/REFERENCE-CHART_Special-
Enrollment-Periods-10.20.pdf. 
34 “HHS Announces Marketplace Special Enrollment Period for Covid-19 Public Health Emergency,” Department of 
Health and Human Services press release, January 28, 2021, https://www.hhs.gov/about/news/2021/01/28/hhs-
announces-marketplace-special-enrollment-period-for-covid-19-public-health-emergency.html.  
35 Sarah Lueck, “Proposed Change to ACA Enrollment Policies Would Boost Insured Rate, Improve Continuity of 
Coverage,” CBPP, June 5, 2019, https://www.cbpp.org/research/health/proposed-change-to-aca-enrollment-policies-
would-boost-insured-rate-improve. 

https://www.urban.org/sites/default/files/publication/74561/2000522-More-than-10-Million-Uninsured-Could-Obtain-Marketplace-Coverage-through-Special-Enrollment-Periods.pdf
https://www.urban.org/sites/default/files/publication/74561/2000522-More-than-10-Million-Uninsured-Could-Obtain-Marketplace-Coverage-through-Special-Enrollment-Periods.pdf
https://www.hhs.gov/about/news/2021/01/28/hhs-announces-marketplace-special-enrollment-period-for-covid-19-public-health-emergency.html
https://www.hhs.gov/about/news/2021/01/28/hhs-announces-marketplace-special-enrollment-period-for-covid-19-public-health-emergency.html
https://www.cbpp.org/research/health/proposed-change-to-aca-enrollment-policies-would-boost-insured-rate-improve
https://www.cbpp.org/research/health/proposed-change-to-aca-enrollment-policies-would-boost-insured-rate-improve
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accompanied by a robust public outreach and enrollment assistance effort, to ensure that eligible 
people are aware of what’s available and how to sign up. 

Help States Improve Affordability and Access through the Basic Health Program 

The ACA established the Basic Health Program (BHP), an optional program available to states to 
provide more affordable coverage to people with low incomes who are otherwise eligible to 
purchase subsidized marketplace coverage. States adopting a BHP can use it to cover those with 
incomes between 138 and 200 percent of poverty, as well as lawfully present immigrants who have 
an immigration status that doesn’t qualify them for Medicaid. The federal government pays the state 
95 percent of the amount of premium tax credits and cost-sharing reductions that would have 
otherwise been provided to eligible individuals to purchase marketplace coverage, and the state is 
required to provide coverage at least as generous as that provided through the marketplace.  

 
Minnesota and New York — the two states that took up the BHP option — are able to provide 

coverage with lower premiums and cost sharing, and with fewer access barriers, than otherwise 
available marketplace coverage.36 The more generous coverage costs the states less because they use 
plan procurement processes that result in provider payment rates that fall in between commercial 
coverage and Medicaid. Both Minnesota and New York have exceptionally low uninsured rates, with 
their BHPs likely a contributing factor.  

 
To create a new pathway for states to make major coverage expansions and improvements, a 

recovery package should: 
  
• Allow states to open BHP coverage to people at higher income levels, rather than restricting it 

to people with incomes below 200 percent of poverty. States should continue to receive 
federal funding equal to 95 percent of premium tax credits and cost-sharing assistance 
amounts for people otherwise eligible for subsidized marketplace coverage.  

• Broaden options for the delivery of care model, to make BHP more feasible for states that 
have limited or no use of managed care in Medicaid. For example, statutory language could be 
added to allow for other models that also promote coordinated care, such as integrated care 
models like those Minnesota uses (e.g., Hennepin Health), or the use of an administrative 
service organization, which Connecticut uses in its Medicaid program. 

• Provide upfront funding for BHP implementation. The statute prohibits states from using 
BHP trust funds to finance administrative costs; they can only use them to lower cost-sharing 
charges or provide additional benefits.  

Public Option 
Private health insurance plans spend more per enrollee than Medicare or Medicaid does, largely 

due to higher provider payment rates, and the difference is growing.37 One approach to bringing 

 
36 Jennifer Tolbert, Larisa Antonisse, and Stan Dorn, “Improving the Affordability of Coverage through the Basic 
Health Program in Minnesota and New York,” Kaiser Family Foundation, https://www.kff.org/health-reform/issue-
brief/improving-the-affordability-of-coverage-through-the-basic-health-program-in-minnesota-and-new-york/. 
37 Karyn Schwartz et al., “Limiting Private Insurance Reimbursement to Medicare Rates Would Reduce Health Spending 
by About $350 Billion in 2021,” Kaiser Family Foundation, March 1, 2021, https://www.kff.org/report-
 

https://www.kff.org/health-reform/issue-brief/improving-the-affordability-of-coverage-through-the-basic-health-program-in-minnesota-and-new-york/
https://www.kff.org/health-reform/issue-brief/improving-the-affordability-of-coverage-through-the-basic-health-program-in-minnesota-and-new-york/
https://www.kff.org/report-section/limiting-private-insurance-reimbursement-to-medicare-rates-would-reduce-health-spending-by-about-350-billion-in-2021-issue-brief/
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down provider rates would be to create a public plan that pays providers rates based on Medicare’s, 
whether equal to Medicare’s or to some specified multiple of Medicare rates.  
 

Not only would the public plan itself pay much lower prices for hospital and specialty physician 
services than commercial plans currently do, it would also increase private insurers’ bargaining 
power with providers. If the provider and the plan did not reach agreement on a price allowing the 
plan to set premiums competitive with the public option’s, the private plan’s customers would leave 
for the public option, and the provider would be stuck with the public option rates. Thus, the public 
option would exert downward pressure on commercial payment rates as well.38  

 
The public plan would also directly compete with insurers, likely forcing them to reduce the profit 

margin built into premiums in areas of the country with limited insurance market competition. The 
Urban Institute estimates that a public plan paying Medicare rates that was offered only in the ACA 
marketplaces could save over $150 billion over ten years.39 (It would also significantly reduce the 
cost of the premium tax credit improvement package above.)  

 
Introducing a public plan could increase coverage, but the impact would be very small unless the 

affordability and access improvements discussed above were adopted as well. For example, just 
introducing a public plan in the marketplaces, without other changes, would increase the number of 
people with health coverage by only about 200,000, according to Urban’s estimates. That’s because it 
would lower prices only for the relatively small number of uninsured people not eligible for 
premium tax credits. 

 
Close Subpar Plan Loopholes 

Subpar plans proliferated in recent years amid the Trump Administration’s rule changes and anti-
ACA rhetoric, as well as aggressive marketing to the public. These plans are not required to meet 
ACA standards or abide by the ACA’s pre-existing condition protections. They expose people to 
health and financial risks the ACA aimed to address. For example, patients experiencing lymphoma, 
a heart attack, or a hospitalization for mental health care would face tens of thousands of dollars in 
out-of-pocket costs if they had a so-called short-term plan rather than an ACA plan.40 Subpar plans 

 
section/limiting-private-insurance-reimbursement-to-medicare-rates-would-reduce-health-spending-by-about-350-
billion-in-2021-issue-brief/. See also Eric Lopez et al., “How Much More Than Medicare Do Private Insurers Pay? A 
Review of the Literature,” Kaiser Family Foundation, April 15, 2020, https://www.kff.org/report-section/how-much-
more-than-medicare-do-private-insurers-pay-a-review-of-the-literature-issue-brief/ and Rabah Kamal, “How has U.S. 
spending on healthcare changed over time?” Kaiser Family Foundation, December 23, 2020, 
https://www.healthsystemtracker.org/chart-collection/u-s-spending-healthcare-changed-time/#item-
usspendingovertime_10. 
38 Matthew Fiedler, “Capping prices or creating a public option: How would they change what we pay for health care?” 
Brookings Institution, November 19, 2020, https://www.brookings.edu/research/capping-prices-or-creating-a-public-
option-how-would-they-change-what-we-pay-for-health-care/. 
39 Linda J. Blumberg, “Estimating the Impact of a Public Option or Capping Provider Payment Rates,” Urban Institute, 
March 2020, https://www.urban.org/sites/default/files/2020/03/23/estimating-the-impact-of-a-public-option-or-
capping-provider-payment-rates.pdf. 
40 Dane Hansen and Gabriela Dieguez, “The impact of short-term limited-duration policy expansion on patients and the 
ACA individual market,” Milliman Research Report, February 2020, 
https://www.lls.org/sites/default/files/National/USA/Pdf/STLD-Impact-Report-Final-Public.pdf. 

https://www.kff.org/report-section/limiting-private-insurance-reimbursement-to-medicare-rates-would-reduce-health-spending-by-about-350-billion-in-2021-issue-brief/
https://www.kff.org/report-section/limiting-private-insurance-reimbursement-to-medicare-rates-would-reduce-health-spending-by-about-350-billion-in-2021-issue-brief/
https://www.kff.org/report-section/how-much-more-than-medicare-do-private-insurers-pay-a-review-of-the-literature-issue-brief/
https://www.kff.org/report-section/how-much-more-than-medicare-do-private-insurers-pay-a-review-of-the-literature-issue-brief/
https://www.healthsystemtracker.org/chart-collection/u-s-spending-healthcare-changed-time/#item-usspendingovertime_10
https://www.healthsystemtracker.org/chart-collection/u-s-spending-healthcare-changed-time/#item-usspendingovertime_10
https://www.brookings.edu/research/capping-prices-or-creating-a-public-option-how-would-they-change-what-we-pay-for-health-care/
https://www.brookings.edu/research/capping-prices-or-creating-a-public-option-how-would-they-change-what-we-pay-for-health-care/
https://www.urban.org/sites/default/files/2020/03/23/estimating-the-impact-of-a-public-option-or-capping-provider-payment-rates.pdf
https://www.urban.org/sites/default/files/2020/03/23/estimating-the-impact-of-a-public-option-or-capping-provider-payment-rates.pdf
https://www.lls.org/sites/default/files/National/USA/Pdf/STLD-Impact-Report-Final-Public.pdf
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also increase premiums for comprehensive coverage because they pull healthier people out of the 
ACA risk pool, leaving a costlier group of people behind. This increases affordability problems for 
people who are not eligible for ACA subsidies, especially those with pre-existing health conditions. 
And intense, sometimes deceptive marketing of subpar plans leads people to think they have decent 
coverage and then find out, when they get sick, that they don’t.41  

Congress should act to comprehensively address subpar plans. Rule changes could redefine short-
term plans as those lasting up to three months instead of a year or longer (as under Trump-era 
changes) and strengthen standards for other forms of subpar coverage.42 It’s especially hard to see 
the purpose of low-quality products that undermine ACA protections for people with pre-existing 
conditions if financial assistance is expanded and improved so that people can enroll in affordable, 
comprehensive health coverage through the marketplaces. 

 
41 Government Accountability Office, “Private Health Coverage: Results of Covert Testing for Selected Offerings,” 
August 24, 2020, https://www.gao.gov/assets/710/708967.pdf; and Michelle Andrews, “Think your health care costs 
are covered? Beware the ‘junk’ insurance plan,” National Public Radio, December 12, 2020, 
https://www.npr.org/sections/health-shots/2020/12/03/941620737/think-your-health-care-costs-are-covered-beware-
the-junk-insurance-plan. 
42 Christen Linke Young, “Taking a Broader Look at Junk Insurance,” Brookings Institution, July 6, 2020, 
https://www.brookings.edu/research/taking-a-broader-view-of-junk-insurance/. 

https://www.gao.gov/assets/710/708967.pdf
https://www.npr.org/sections/health-shots/2020/12/03/941620737/think-your-health-care-costs-are-covered-beware-the-junk-insurance-plan
https://www.npr.org/sections/health-shots/2020/12/03/941620737/think-your-health-care-costs-are-covered-beware-the-junk-insurance-plan
https://www.brookings.edu/research/taking-a-broader-view-of-junk-insurance/
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¦�́ ��	klmmln	olpqmr	��ªq�«l{	 lz ql	rz	{lq�µnl znml«	mrl�n	rlpqmr	{mpm�{	p{	¶�·ªlqql�mt¶	¶̧ln�	§zz«t¶	zn	¶§zz«¤¶yzn{l	olpqmr	��ªq�«l{	 lz ql	rz	{lq�µnl znml«	mrl�n	rlpqmr	{mpm�{	p{	¶�p�n¶	zn	¶�zzn¤¶
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2KL	LMNOP	QRSTLU	VW	XLVXYL	ZKV	ZVRY[	TLQL\P	WUVS	N	\M	PV	PKL	WNS]Ŷ	_Y]POK	Z]YY[LXLQ[	]Q	XNUP	VQ	KVZ	̀ROK	N	XVY]Ô	OKNQ_L	]̀	SN[L	NQ[	VPKLU	XVPLQP]NY	OKNQ_L̀	PVPKL	EBE<	6]QOL	BVQ_UL̀ 	̀KǸ	PLSXVUNU]Ŷ	LMXNQ[L[	EBE	̀RT̀][]L̀	WVU	XLVXYL	Z]PK]QOVSL̀	NTVaL	bccd	VW	XVaLUP̂	NQ[	]QOULǸL[	PKL	NSVRQP	VW	Ǹ ]̀̀PNQOL	NaN]YNTYL	PVQLNUŶ	NYY	0NUeLPXYNOL	̀KVXXLÙf	a]UPRNYŶ	NYY	VW	XLVXYL	ORUULQPŶ	]Q	PKL	WNS]Ŷ	_Y]POKOVRY[	TLOVSL	LY]_]TYL	WVU	0NUeLPXYNOL	̀RT̀][]L̀	Z]PK	N	\M	PV	PKL	WNS]Ŷ	_Y]POK<	3VZLaLUfLaLQ	]W	PKL	WNS]Ŷ	_Y]POK	]̀	N[[UL̀ L̀[f	ZKLQ	PKL	E?8Eg̀	PLSXVUNÛ	̀RT̀][]L̀	LMX]ULfXLVXYL	ZKV	WNYY	]QPV	PKL	WNS]Ŷ	_Y]POK	NQ[	KNaL	]QOVSL̀	VaLU	bccd	VW	XVaLUP̂	ZVRY[	QVYVQ_LU	TL	LY]_]TYL	WVU	\QNQO]NY	Ǹ ]̀̀PNQOL	VQ	PKL	LMOKNQ_L	[RL	PV	PKL]U	]QOVSL̀<>VU	N	aNU]LP̂	VW	ULǸVQ̀f	̀VSL	WNS]Y]L̀	SN̂	XULWLU	PV	̀PN̂	VQ	PKL	̀NSL	LSXYV̂LU	XYNQUNPKLU	PKNQ	SVaL	[LXLQ[LQP̀	VQPV	PKL	0NUeLPXYNOLf	LaLQ	]W	XULS]RS	̀RT̀][]L̀	NULSN[L	NaN]YNTYL	PV	PKLS<	>NS]Y]L̀	Z]YY	QLL[	PV	OVQ̀][LU	PKL]U	PVPNY	OV̀P̀	VW	ONULf]QOYR[]Q_	PKL]U	XULS]RS	NQ[	VRPAVWAXVOeLP	OV̀P̀f	NQ[	̀VSL	SN̂	TLQL\P	WUVS	̀KNU]Q_	N]̀Q_YL	LSXYV̂LUÀXVQ̀VUL[	WNS]Ŷ	XYNQ	Z]PK	N	̀KNUL[	VRPAVWAXVOeLP	Y]S]P<	2K]̀	SN̂	TLPKL	OǸL	XNUP]ORYNUŶ	WVU	WNS]Y]L̀	Z]PK	ULYNP]aLŶ	K]_K	KLNYPK	OV̀P̀	NQ[	PKV̀L	Z]PK	K]_KLU]QOVSL̀	PKNP	ZVRY[	QVP	hRNY]Ŵ	PKLS	WVU	̀RT̀PNQP]NY	EBE	XULS]RS	̀RT̀][]L̀	VU	OV̀PK̀NU]Q_	UL[ROP]VQ̀<	8UVa][LU	QLPZVUè	Z]YY	TL	NQVPKLU	OVQ̀][LUNP]VQ	WVU	̀VSL	WNS]Y]L̀fǸ	PKL̂	PLQ[	PV	TL	TUVN[LU	]Q	LSXYV̂LU	XYNQ̀	ULYNP]aL	PV	PKL	EBE	0NUeLPXYNOL	XYNQ̀<2KL	TRYe	VW	XLVXYL	]Q	PKL	WNS]Ŷ	_Y]POKf	KVZLaLUf	NUL	KLNYPK̂	NQ[	ULYNP]aLŶ	YVZA]QOVSL<CW	PKL̀L	YVZA]QOVSL	WNS]Ŷ	SLSTLÙ	NUL	NYYVZL[	PV	XRUOKǸL	̀RT̀][]iL[	0NUeLPXYNOLOVaLUN_Lf	̀VSL	ZVRY[	NỲV	hRNY]Ŵ	WVU	\QNQO]NY	Ǹ ]̀̀PNQOL	PV	TU]Q_	[VZQ	PKL]U	VRPAVWAXVOeLP	OV̀P̀<	CQ	OVQPUǸP	PV	SLNQ̀APL̀PL[	0NUeLPXYNOL	XYNQ̀f	LSXYV̂LU	XYNQ̀	P̂X]ONYŶ[V	QVP	UL[ROL	XULS]RS	OVQPU]TRP]VQ̀	VU	OV̀P	̀KNU]Q_	TǸL[	VQ	PKL	LSXYV̂LLg̀	]QOVSLfV̀	YVZLUA]QOVSL	WNS]Y]L̀	Z]PK	LSXYV̂LU	OVaLUN_L	LQ[	RX	XN̂]Q_	SROK	SVUL7KPPX̀9::ZZZ<KLNYPK̀^̀PLSPUNOeLU<VU_:TU]LW:KVZANjVU[NT]Y]P̂AVWAKLNYPKAONULAaNU]L̀AT̂A]QOVSLANSVQ_AXLVXYLAZ]PKALSXYV̂LUAOVaLUN_L:J	VW	PKL]U	]QOVSL	PVZNU[	KLNYPK	OV̀P̀	PKNQ	PKL]U	K]_KLUA]QOVSL	OVRQPLUXNUP̀f	VQ	NaLUN_L<E	\M	PV	PKL	WNS]Ŷ	_Y]POK	ZVRY[	]QOULǸL	_VaLUQSLQP	̀XLQ[]Q_f	Z]PK	PKL	NSVRQP[LXLQ[]Q_	KVZ	SNQ̂	VW	PKV̀L	ZKV	WNYY	]Q	PKL	_Y]POK	OKVV̀L	PV	LQUVYY	PKUVR_K	PKL0NUeLPXYNOL̀<	E	BVQ_UL̀ ]̀VQNY	HR[_LP	4kOL	7BH4J	̀OVUL	VW	N	T]YY	PKNP	XǸ L̀[	]Q	PKLl<6<	3VR̀L	VW	?LXUL̀LQPNP]aL̀	7KPPX̀9::ZZZ<OVQ_UL̀ <̀_Va:T]YY:mmnPKAOVQ_UL̀ :̀KVR̀LAT]YY:mbop:PLMPJ	L̀P]SNPL̀	N	\M	PV	PKL	WNS]Ŷ	_Y]POK	ZVRY[	]QOULǸL	WL[LUNY	̀XLQ[]Q_7KPPX̀9::ZZZ<OTV<_Va:XRTY]ONP]VQ:pnbqbJ	T̂	rbp	T]YY]VQ	VaLU	mc	̂LNÙ<	2K]̀	L̀P]SNPL	[VL̀	QVP]QOYR[L	PKL	PLSXVUNU]Ŷ	LMXNQ[L[	̀RT̀][]L̀	RQ[LU	E?8E<
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��������� ���	
�
�������������������������������������������������

��� �!����"�
#���$ 
%��� ����&���'�����������(�������(%�����(������(������(%���
�� )*+������, ���� &���

-./0�012345�670�89:;18<4;�=5�64=�>29?�@4=A�BCDEBF�EGEBF�6/<.�HFICH�7;1J<0F�7K40�BLMFJ/3/:K�/:�7JJ�CG�NAOA�0<7<40�7:;�<.4�P/0<2/8<�9>�Q9J1?=/7�3/7�<.4�R7JJ1S�T7:4JF�7�S29=7=/J/<5D=704;�S7:4J�9>�7=91<�BEGFGGG�7;1J<0�:7</9:6/;4AUVVWVW�XYZV�[Y\�]̂_̀̀ VW�ab�cde�fg�hfi\VjfkW\�_l�mZ_fZ�cnoflpj\q./J4�BLr�9>�012345�240S9:;4:<0�24S92<4;�<.7<�<.7<�<.45�691J;�=4�1:7=J4�<9�S75�>92s17J/<5�8724�/>�<.45�:44;4;�/<�<9;75F�<.4�07?4�S4284:<7K4�7J09�24S92<4;�<.7<�09?49:4�/:<.4/2�.9104.9J;�0t/SS4;�8724�<.45�:44;4;�>92�890<�24709:0�/:�<.4�S2/92�BE�?9:<.0A�-.7<</?4�S42/9;�893420�291K.J5�<.4�>/20<�5472�9>�<.4�QuvwPDBx�S7:;4?/8A-.4�8.7:840�9>�7:5�K/34:�.9104.9J;�01>>42/:K�>29?�<./0�>92?�9>�.47J<.8724�/:04812/<5�724/:34204J5�24J7<4;�<9�7::17J�.9104.9J;�/:89?4F�6/<.�HCr�9>�240S9:;4:<0�>29?�J96D/:89?4�.9104.9J;0�DD�<.904�472:/:K�1:;42�yEzFGGG�S42�5472�DD�24S92</:K�>92K9/:K�8724/:�<.4�S2/92�BE�?9:<.0A�-.7<�/0�>/34�</?40�<.4�27<4�24S92<4;�=5�<.904�>29?�./K.D/:89?4.9104.9J;0�{Ir|F�;4>/:4;�70�472:/:K�7<�J470<�yBLGFGGGANAOA�}47J<.8724�w:04812/<5F�=5�}9104.9J;�~::17J�w:89?4}70�<.424�=44:�7�</?4�/:�<.4�J70<�BE�?9:<.0�6.4:�591�92�7�?4?=42�9>�5912�.9104.9J;�.7;�7�.47J<.S29=J4?F�=1<�591�;/;�:9<�044t�<247<?4:<�;14�<9�<.4�890<�9>�8724������������������������������������������NAOA�<9<7J BL�����������������������N:;42�yEzFGGG HCyEzFGGGD�yzLFGGG EIyzLFGGGD�yxGFGGG BxyxGFGGGD�yBEGFGGG BByBEGFGGGD�yBLGFGGG BG ¡¢£�¤¡¥¦£§̈©¥¦¦ª«�¤¡¥¦£§¬¥¡�®£ª̄°±�²¡³́�µ¶̈·µ±�·̧·µ©¹ºº»¼�¼¹½¾º



��������� ���	
�
�������������������������������������������������

��� �!����"�
#���$ 
%��� ����&���'�����������(�������(%�����(������(������(%���
�� )*+������, ���� ����

-./01�2.3�455.61�7468�92�:69.6�;<�=.23>?@ABCDEDDD�FG�HFGI JKLMN�OLPQNRSTPQQUV�OLPQNRWPXL�YNUZ[\�]L̂_�̀aSb̀\�bcb̀Tdeefg�gdhiejklmnopqr�pr�sqmtkuqvl�wxkrlpry�zmk�oq�{qto�q|�{}~k�wx}rt�vv��rnq�k��~qmxt������I�G���F�I�������I��������������FG�F�����FHI��I������GI������I��G�FG�B��HF�������I�F���I��F��E�H�����HIG�������GI��������������F���F��I�F�����I�������F������FG���I���GI�������I����GGI������GI�GI�I���������F���F�I����I�����������E��FG�I��H��IE�������I������������I�G���I������F���FF���B��������F�IG���I��F���IG��G�����BB����F������FG�I������GI�FG�HI�����I����I��GF�FG��F���F���������G��I���F���F���B ¡�F����F�I����F��I�F����I�G������I��������A�¡EDDD�����������������F�����E��B��F����F�I��GFH��F¢����FHI��F��I�F�������I������F�GI���I���I������F���������I����I��F���I��F���F����GIE���IG��FG������I�����GF�FG��F���I����G����I��H��I�����F¢IG����FHI��F��I�F���������I£¤¥¦§�IG��¤�IG�F�I����G���̈©���F��GI��F��I���E������G�E�GI�FG���������I�����I�GI���I����I������F�GI�GI���F����FG��I���GI���������I�������I��GI��F���B��HF��������FG�IG��F����FG����GIE�����������B��F����F�I�����F��I�F����I�G���������I����ABCDEDDD��IG��I�G�ªI�����F������«F��I�F�����I������§�I��F�£F���F��«I������GIE����¦��FHI¦����I������B��HF����E������F�G��F��I�F���GI���I����I������F������F����I��F��F¢�����F������FG���I�I������GI�FG�HI�����I�������F��GI¬��GI�����®I��°̄±°3.340 ²³<́µ ³<́µ¶²³́·µ ³́·µ¶²³̧¹µ ³̧¹µ¶²³;<¹µ ³;<¹µ¶²³;·¹µ ³;·¹µº@ @ @ @ @ @ @KLMN�OLPQNRSTPQQUV�OLPQNRWPXL�YNUZ[\�]L̂_�̀aSb̀�bcb̀�»¼½¾\¿a¾ÀTdeefg�gdhie



��������� ���	
�
�������������������������������������������������

��� �!����"�
#���$ 
%��� ����&���'�����������(�������(%�����(������(������(%���
�� )*+������, ���� ����
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