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Since the implementation of the Affordable Care Act (ACA), there has been substantial uncertainty surrounding 
the sustainability of the health insurance exchanges created by the law. While the exchanges are mid-way 
through their third year of existence, there are many warning signs that their long-term survival may be in 
jeopardy as premiums continue to rise, competition continues to decline, and enrollment growth has stagnated.

Current Marketplace Population

The sustainability of the ACA’s state-based health insurance exchanges is dependent upon the participation of 
young adults, or 18 to 35 year olds, to create a balanced risk pool that would relieve upward pressure on 
premiums. The ACA relies on a variety of mechanisms—the individual mandate, premium tax credits, etc.—to 
incentivize young adults to purchase insurance through the exchanges. Currently, 28 percent of those insured 
through the individual market exchanges are classified as young adults; however, the uninsured rate for these 
individuals remains 2.4 percent higher than the average for the total under-65 population, and it was originally 
anticipated that about 40 percent of individual market enrollees would need to be young adults.[1],[2]

As a result of this unbalanced risk pool, among other factors, transacting in the exchanges has not been kind to 
insurers or consumers. Many counties in the U.S. are expected to have a single insurer in the 2017 exchanges as 
insurers find it increasingly difficult to make a profit. Risk corridors set up by the ACA, intended to assist health 
plans sustaining losses, have failed to provide relief. Over half of the ACA’s co-ops, meant to increase 
competition and lower premiums, have already closed.

Community Rating

The ACA employs a number of provisions to limit premium variation among individuals. One of those 
provisions is community rating which limits charging higher risk, older enrollees premiums to three times as 
much as a low risk, young adult, or a 3:1 ratio. However, health care expenses for the elderly are greater than 
that of young adults by a factor of 4.8.[3] Because this 3:1 community rating does not reflect the actual cost 
disparity in health care spending between the young and the elderly, it artificially inflates premiums for younger 
and healthier beneficiaries to help subsidize the care of the elderly. This deters young adults from purchasing 
insurance.

Changing the current age ratio restrictions to reflect the actual cost of health care would allow premiums to 
decline for the younger population, thus creating more incentives for these “young invincibles” to buy health 
insurance.

Findings on Community Rating

We estimated the effects of repealing the community rating restrictions imposed by the ACA.[4] Prior to the 

AMERICANACTIONFORUM.ORG

https://www.americanactionforum.org/insight/sampling-aca-failures/
https://www.americanactionforum.org/research/to-buy-or-not-to-buy-uninsured-young-adults-and-the-perverse-economic-incen/
https://www.americanactionforum.org/daily-dish/may-16th-edition-2/
https://www.americanactionforum.org/weekly-checkup/over-half-of-the-acas-co-ops-have-failed-in-just-two-years-and-more-failure/


ACA, the average ratio of age variations was about 5:1. We find that simply repealing the age rating restrictions 
of the ACA would result in a decrease in average premiums of 4 to 10 percent—depending on the actuarial 
value of the plan—by the year 2018 in the individual market.

 

Average Premiums in the Individual Market

Metal Level 2018 2019 2020

Single Coverage Platinum -6% -5% -7%

Gold -5% -7% -6%

Silver -6% -7% -7%

Bronze -4% -7% -7%

Family Coverage1 Platinum -10% -10% -10%

Gold -10% -10% -10%

Silver -10% -9% -10%

Bronze -10% -9% -9%

1 Family coverage estimates are based on a family size of four persons.

As a result of the decrease in premiums, we estimate that 4 million more people would be insured through the 
individual market in 2018.

While some of the increase in enrollment is due to a shift of beneficiaries from employer sponsored insurance, 
the overall number of insured is expected to increase by 3 million. Notice that changing the rating band from 3:1 
to 5:1 is likely of raise the premiums of the older and more expensive exchange participants, but the influx of 
younger and cheaper risks will offset this impact – at least in part.

A recent study released by The Commonwealth Fund had similar findings—predicting that average premiums in 
the individual market would decrease by about 9.5 percent in 2017 if 5:1 age bands were implemented.[5] These 
studies also estimated an enrollment increase of about 3 million in the individual market.

Conclusions

Given the current evidence, repealing the ACA’s age band restrictions and replacing them with a ratio that is 
less restrictive would help alleviate upward pressure on premiums. Such a change would help insurers better 
adjust for the risk that each consumer brings to a plan, and consumers would likely see fair premium prices.  
While changing this one provision of the ACA is unlikely to fix the many problems facing the individual 
insurance exchanges, it is a simple step in the right direction.
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