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Steps Toward a More 
Sustainable Individual 
Health Insurance Market
This issue brief by the American Academy of Actuaries’ 
Health Practice Council focuses on ways in which the 
individual health insurance market can be strengthened 
and made more viable. Serious challenges to the 
stability and sustainability of the market exist for 2018, 
especially as some insurers have announced or are 
considering withdrawing from the market. The market 
stabilization rule recently finalized by the Centers 
for Medicare and Medicaid Services (CMS) includes 
provisions that are intended to improve the stability of 
the individual market.1 Nevertheless, many challenges 
and areas of uncertainty remain. Whether and how 
these challenges are addressed will affect enrollment, 

premiums, insurer participation, and consumer choice.  

What is necessary for a sustainable individual health 
insurance market
Several conditions are necessary to achieve a stable and sustainable health 

insurance market.2 These include:

• Enrollment at sufficient levels for stable and predictable claims. 

In addition, when protections for individuals with pre-existing 

conditions are provided, it’s important to attract healthy individuals 

for a balanced risk pool. 

1  Centers for Medicare and Medicaid Services, “CMS issues final rule to increase choices and encourage 
stability in health insurance market for 2018,” April 13, 2017. 

2  American Academy of Actuaries, An Evaluation of the Individual Health Insurance Market and Implications 
of Potential Changes, January 2017.
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KEY POINTS
 

• Actions need to be taken to 
reduce legislative and regulatory 
uncertainty and to improve 
stability in the individual health 
insurance market.

• Continued uncertainty could lead 
to additional insurers exiting the 
market, leaving consumers with 
fewer insurance choices—or 
none at all.

• Improving the market would 
entail policymakers funding 
cost-sharing reduction (CSR) 
reimbursements, enforcing 
the individual mandate, 
directing external funding to 
offset premiums, and avoiding 
destabilizing actions.
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• A stable regulatory environment that facilitates

fair competition.

• Sufficient insurer participation and plan

offerings to provide insurer competition and

consumer choice.

• Low spending growth and high quality of care,

because most premium dollars go toward

paying medical claims.

The Affordable Care Act (ACA) has dramatically 

reduced uninsured rates, yet enrollment in the 

individual market is lower than initially expected 

and enrollees have been less healthy than expected. 

Competing plans generally face the same rules. 

However, the uncertain and changing legislative 

and regulatory environment—including legal 

challenges, allowing individuals to retain pre-ACA 

coverage, and constraints on risk corridor 

payments—contributed to adverse experience 

among many insurers. As a result of these and 

other factors, insurer participation and consumer 

plan choice decreased in 2016 and 2017. Insurers 

are currently making their decisions on whether to 

participate in the market in 2018 and if so, where 

to set their premiums. Continued uncertainty 

adds to the risk that insurers will discontinue their 

participation. 

What is needed to improve individual 
health insurance market stability and 
sustainability
Continued funding of cost-sharing reduction (CSR) 

reimbursements. The ACA requires insurers to 

provide cost-sharing reductions to eligible low-

income enrollees. Although the law stipulates 

3 U.S. House of Reps. v Burwell, (D.D.C. May 12, 2016).
4 U.S. House of Reps. v. Price, Joint Motion to Continue Abeyance, February 21, 2017.
5  Kaiser Family Foundation, “Estimates: Average ACA Marketplace Premiums for Silver Plans Would Need to Increase by 19% to Compensate for Lack of 

Funding for Cost-Sharing Subsidies; Estimated Increases Range from 9% in North Dakota to 24% in Mississippi,” April 6, 2017. 

the federal government to reimburse insurers for 

these reductions, a U.S. district court ruling in a 

challenge bought by the House of Representatives 

found that a congressional appropriation is 

required to make such reimbursements.3 The case 

is now on hold because both parties asked for a 

continuance to allow time for a resolution.4  

For actuaries to assess premium requirements, 

they urgently need to know whether those 

reimbursements will be funded. Decisions to not 

pay the reimbursements or even uncertainty about 

the reimbursements could result in 2018 premiums 

increases averaging nearly 20 percent for silver 

plans, over and above premium increases due to 

medical inflation and other factors.5 The continued 

uncertainty or prospect of higher premium 

increases could cause more insurers to withdraw 

from the market, potentially leaving more areas 

of the country with one or even no participating 

insurers. 

Funding of the CSR reimbursements through 

congressional appropriations or other means is 

needed as soon as possible to avoid these premium 

increases or potential further market withdrawals. 

Enforcement of the individual responsibility 

penalty. The individual responsibility penalty (the 

individual mandate) was intended to encourage 

healthy individuals to enroll, but its financial 

penalty is usually low as a share of premiums, 

many individuals are exempt, and enforcement 

is weak. Nevertheless, the mandate, especially in 

conjunction with the premium- and cost-sharing 

subsidies, likely increases enrollment above what 
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it would otherwise be. Strengthening the 

mandate, through higher financial penalties 

or stricter enforcement, could increase its 

effectiveness. Just the opposite is happening, 

however. If there is an effort to further reduce 

enforcement, as has been suggested, the result 

could be a deterioration of the risk pool and 

higher premiums. 

One question is whether there are any alternatives 

to the individual mandate that could result in a 

more balanced risk pool. Continuous coverage 

requirements have been suggested as one such 

alternative. But if the associated penalty is too 

low, it won’t do enough to encourage healthy 

individuals to enroll sooner rather than later. If 

the penalty is too high, then the only people with 

prior gaps in coverage willing to pay the penalty 

are those who have high health care needs. Auto-

enrollment, successful in increasing participation 

in retirement savings plans, has the potential 

to achieve high participation rates if logistical 

hurdles such as how to identify eligible enrollees 

could be overcome. The residual and transitional 

nature of the individual market could make those 

efforts especially difficult, however.

Increased external funding. If the individual 

mandate is a “stick” to encourage enrollment, 

then premium subsidies are a “carrot.” Weaker 

sticks could be offset by stronger carrots. One 

approach is to increase premium subsidies by 

extending premium tax credits to all enrollees; 

increasing premium tax credits for currently 

subsidy-eligible enrollees; or increasing them for 

specific subgroups, such as young adults. 

6  See American Academy of Actuaries, Using High-Risk Pools to Cover High-Risk Enrollees, February 2017, for information on different  
approaches to high-risk pools. 

7 American Academy of Actuaries, Drivers of 2015 Health Insurance Premium Changes, June 2014. 
8 See American Academy of Actuaries, Selling Insurance Across State Lines, February 2017.
9 See American Academy of Actuaries, Association Health Plans, February 2017.

External funding to offset insurer costs for 

high-cost enrollees, for instance through invisible 

high-risk pools, would be another way to lower 

premiums, increase enrollment, and improve 

the risk pool.6 For instance, during the first year 

of the ACA’s transitional reinsurance program, 

the $10 billion reinsurance fund was estimated 

to reduce premiums by about 10 to 14 percent.7 

Lowering premiums in this way could also reduce 

federal spending for premium tax credits. 

Avoiding legislative or regulatory actions that 

could increase uncertainty or threaten stability. 

It is important not only that actions to stabilize 

and improve the market be taken, but also that 

actions that would destabilize the market be 

avoided. Allowing the sale of insurance across 

state lines8 or expanding the ability of individuals 

to obtain coverage through association 

health plans (AHPs)9 could lead to market 

fragmentation and a destabilization of markets, 

especially if states were allowed to vary market 

rules and coverage requirements. Opening up 

non-ACA-compliant plans to new purchasers 

would also destabilize ACA-compliant markets. 

* * * * *
Actions need to be taken to reduce legislative and 

regulatory uncertainty and to improve market 

stability. Continuing uncertainty could lead to 

additional insurers exiting the market, leaving 

consumers with fewer insurance choices—or 

none at all. Improving the market would entail 

policymakers funding CSR reimbursements, 

enforcing the individual mandate, directing 

external funding to offset premiums, and 

avoiding destabilizing actions. 
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