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Abstract
Reinsurance, an insurance product designed to protect health insurers against the financial risk of covering high-cost enrollees, 
has attracted bipartisan policy interest as a mechanism to stabilize individual health insurance markets. Three states—Alaska, 
Minnesota, and Oregon—have implemented state-based reinsurance programs under the Affordable Care Act’s 1332 State 
Innovation Waivers, and reinsurance waivers have been approved though not yet enacted in Maine, Maryland, New Jersey, 
and Wisconsin. In this article, we estimate the costs of implementing national and state-based reinsurance programs using 
health spending data from the 2007-2016 Medical Expenditure Panel Survey and state demographic and health insurance 
coverage data from the 2015-2017 Current Population Survey Annual Social and Economic Supplement. We project that a 
reinsurance program with an 80% payment rate for expenditures between $40,000 and $250,000 would cost $30.1 billion 
from 2020-2022. We observed considerable variation in reinsurance programs and estimated costs between the 4 states we 
examined: California, Florida, Illinois, and Texas. Our projections provide updated estimates of the costs of implementing 
federal reinsurance programs for the individual health insurance market.

Keywords
reinsurance, states, individual health insurance market, health insurance marketplaces, Affordable Care Act

Original Research

836060 INQXXX10.1177/0046958019836060INQUIRY: The Journal of Health Care Organization, Provision, and FinancingDrake et al
research-article2019

1University of Pittsburgh, Pittsburgh, USA
2University of Minnesota, Minneapolis, USA

Received 25 September 2018; revised 11 December 2018; revised 
manuscript accepted 8 February 2019

Corresponding Author:
Lynn A. Blewett, University of Minnesota, SHADAC, 2221 University Ave 
SE, Suite 345, Minneapolis, MN 55414, USA. 
Email: blewe001@umn.edu

What do we already know about this topic?
Reinsurance is being considered by state and national policy makers as a strategy to stabilize the individual health insur-
ance market.
How does your research contribute to the field?
Our research leverages national data resources to estimate the size and spending in the individual market across 4 large 
states and estimates the costs of a fully funded national reinsurance program.
What are your research’s implications toward theory, practice, or policy?
Our estimates are in line with estimates developed by Congressional Budget Office based on proposed legislation, and contrib-
ute to evidence that can be used for ongoing policy discussions on ways to stabilize the individual health insurance market.

Introduction

Reinsurance is a common tool used in the insurance indus-
try whereby a company cedes a portion of its insurance risk 
to another insurance company providing needed protection 
against unexpected catastrophic claims. Reinsurance has 
received bipartisan attention from state and federal policy 
makers seeking to address the current instability in the indi-
vidual health insurance market. Three states implemented 
state-based reinsurance through the Affordable Care Act’s 
(ACA) 1332 State Innovation Waivers in 2018 (Alaska, 
Minnesota, and Oregon), and another 4 states received 
waiver approval for implementation in 2019 (Maine, 

Maryland, New Jersey, and Wisconsin).1,2 The 3 states that 
implemented reinsurance waivers in 2018 succeeded in 
their goal to reduce premiums, experienced mixed success 
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in their goal to increase enrollment, and met their goal of 
maintaining insurer participation.3

Reinsurance is not a new idea. The ACA included a 
temporary reinsurance program from 2014-2016 to 
address foreseen instability of the individual market with 
the implementation of the Health Insurance Marketplaces. 
The ACA’s reinsurance program used an attachment point 
(the point at which reinsurance is triggered) of $45,000 
for 2014 and 2015 and raised it to 90 000 for 2016.4 The 
reinsurance cap (the point at which no additional reinsur-
ance payments are made) was set at 250,000 for all 3 
years. The range reimbursed by reinsurance (defined by 
the attachment point and the reinsurance cap) is referred 
to here as the reinsurance corridor. The ACA’s reinsur-
ance program reimbursed 100% of the claims submitted 
within its reinsurance corridor in 2014, 55.1% in 2015, 
and 52.9% in 2016. Eligible claims of $7.9 billion were 
submitted by 437 insurers in 2014, $14.3 billion by 497 
insurers in 2015, and $7.5 billion by 445 insurers in 2016. 
An actuarial analysis showed that the availability of rein-
surance reduced premiums by 10% to 14% in 2014, 6% to 
11% in 2015, and 4% to 6% in 2016.5

The Centers for Medicare and Medicaid Services (CMS) 
recently updated its risk adjustment program—another pro-
gram to protect insurers against the risks of covering sicker 
enrollees—for 2018 by adding an additional reinsurance com-
ponent. This program pools the individual and small group 
markets across the states and pays 60% of claims that exceed 
$1 million.6 The costs are spread across all states and paid for 
through an adjustment to the risk adjustment transfer.

The current administration has promoted reinsurance as 
an option to stabilize states’ individual markets. Former 
Health and Human Services (HHS) Secretary Price sent a 
letter to all governors at the end of March 2017, encouraging 
states to submit Section 1332 State Innovation Waivers to 
implement state-operated reinsurance programs.7 In addi-
tion, pressure continues for Congress to explicitly fund state-
based reinsurance outside of the 1332 waiver process. In 
January 2018, the executive directors of the 10 state-based 
marketplaces sent a letter to the Senate Health, Education, 
Labor, and Pensions Committee asking the Congress to sup-
port federal financing of reinsurance.8 In March 2018, 
Senators Alexander and Collins proposed the Bipartisan 
Health Care Stabilization Act of 2018, which included $10 
billion in funding for reinsurance-like programs for 3 years.9

The ACA’s State Innovation Waivers allow states to seek 
pass-through federal funding, or the amount that results 
from a reduction in federal spending on Marketplace subsi-
dies, to support the financing of state-based reinsurance. 
States can request the difference between what the federal 
government would have paid in subsidies and the reduced 
amount of federal subsidies that result based on the pro-
posed state innovation. That is, whatever savings are 
achieved in terms of reduced premium tax credits (PTCs) 

can be “passed through” to states to fund their reinsurance 
programs.10 Seven states have received CMS approval of 
1332 waivers for reinsurance as of December 2018 (Alaska, 
Maine, Maryland, Minnesota, New Jersey, Oregon, and 
Wisconsin); 2 states (Oklahoma and Iowa) submitted waiver 
applications that were withdrawn; and several states are 
considering 1332 reinsurance proposals, including 
Louisiana, New Hampshire, and Idaho, which all have 
drafted proposals.1

CMS-approved, state-based reinsurance programs use 2 
basic approaches to program design. Of the 7 approved 
waivers, Minnesota, New Jersey, Maryland, Oregon, and 
Wisconsin use a traditional reinsurance approach whereby 
the insurance carrier pays a premium to cede risk to a rein-
surance carrier who pays a portion of the carriers’ claims 
within a specified reinsurance corridor. Minnesota’s insur-
ance carriers, for instance, do not cede risk to the reinsur-
ance carrier through an insurance premium. The state of 
Minnesota pays the premiums using state funds from the 
general fund and a 2% provider tax. Minnesota’s reinsur-
ance carrier reimburses 80% of claims between $50,000 
and $250,000, and Oregon pays 50% of claims up to $1 
million (with attachment point to be determined). 
Wisconsin proposes to pay 50% of claims between $50,000 
and $250,000, Maryland 80% of claims between $50,000 
and $250,000, and New Jersey 60% of claims between 
$40,000 and $215,000.1,11

Alaska used an alternative approach in their proposal: a 
condition-specific model in which reinsurance pays 100% of 
all claims for individuals with one or more of 33 specific 
conditions.12 Maine proposed a hybrid model with an auto-
matic ceding of risk for claims of those with one of 8 condi-
tions,13 plus traditional reinsurance corridor approach for all 
others. For both groups, reinsurance will pay 90% of claims 
between $47,000 and $77,000 and 100% of claims in excess 
of $77,000.14

States’ experiences with the HHS waiver approval pro-
cess have been mixed. Alaska’s 1332 reinsurance application 
was submitted in December 2016 and approved in July 
2017.12 Minnesota’s reinsurance proposal was submitted in 
May 2017 and approved in September 2017.15 However, 
Minnesota’s request for pass-through funding for its Basic 
Health Program (BHP) was denied, creating a projected loss 
of $277 million in federal funds for fiscal years 2018-
2020.16,17 Despite these varied experiences, states continue to 
assess the viability of reinsurance as a mechanism to stabi-
lize their markets.2 Oregon’s experience, in which their 
waiver was approved in less than 2 months, suggests that 
approval may be shorter for states using an approach already 
approved by CMS.

In addition to state-proposed 1332 reinsurance waivers, 
Congress has considered several proposals for a federal 
reinsurance program. A federal program would support 
state-based reinsurance through a direct appropriation for 
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financing outside of the ACA waiver approval process. It is 
with these initiatives in mind that we estimate the costs of a 
federal reinsurance program. Specifically, we use national 
survey data on health insurance spending to estimate the 
costs of implementing national and state-based reinsurance 
programs in 2020, varying the size of the reinsurance corri-
dors and payment rates. We also estimate the costs of a fed-
eral reinsurance for 4 large states: California, Florida, 
Illinois, and Texas. These estimates of the size and costs of 
reinsurance will help policy makers to better understand the 
potential costs of implementing national and state-based 
reinsurance programs.

Methods

Data

We estimate state-level health care expenditures in the 
individual market and then model the costs of national and 
state-level reinsurance programs. We impute total health 
care expenditures for nonelderly adults with private non-
group health insurance in the 2015-2017 Current Population 
Survey Annual Social and Economic Supplement (CPS-
ASEC) using health care spending data from the 2007-
2016 Medical Expenditure Panel Survey Household 
Component (MEPS-HC). The CPS data cover the years 
2014-2016.

The CPS is an annual, nationally representative survey of 
individual household members that collects extensive social 
and economic data for the previous year. The CPS includes 
data on out-of-pocket expenditures by individuals but does 
not include expenditures by insurers. The MEPS is a smaller, 
nationally representative survey of individual household 
members with information on health care–related character-
istics, including insurance coverage, demographics, and total 
expenses. By itself, the MEPS is not suitable for our analysis 
because of its small sample of individuals in the nongroup 
insurance market since the implementation of the ACA: 3282 
for 2014-2016.

Analysis

The CPS lacks information on total health care expendi-
tures, and the MEPS has an insufficient sample size. We 
cannot use either in isolation to estimate reinsurance costs. 
We overcome this limitation by using the information on 
health care expenditures provided in the MEPS to impute 
health care expenditures for the larger sample of 35,053 
respondents with nongroup coverage from the 2015-2017 
CPS (data years 2014-2016). We use data on MEPS respon-
dents for both the nongroup and group insurance mar-
kets—138,001 respondents—to impute health care 
expenditures for CPS respondents. In developing its 2016 
risk adjustment model, CMS used group market data to 

model individual market health care expenditures. They 
concluded that “characteristics of the individual market 
enrollees . . . tended to be closer to enrollees in employer-
sponsored insurance [than Medicaid].”18 We take a similar 
approach to CMS in that we also use group market data to 
model individual market health care expenditures.18

We use predictive mean matching to impute the square 
root of total health care expenditures for the nonelderly 
with nongroup insurance in the CPS, using total health care 
expenditure and demographic data from the MEPS that are 
also available in the CPS. Predictive mean matching is a 
multiple-imputation technique that uses linear regression to 
match missing cases to nonmissing cases (eg, matching 
CPS respondents to MEPS respondents).19 We perform pre-
dictive mean matching with 5 nearest neighbors. That is, 
we assign an MEPS respondent’s expenditures by randomly 
selecting from the observed expenditures of the 5 CPS 
respondents whose predicted expenditures are closest to the 
predicted expenditures of the MEPS respondent. 
Expenditures are predicted based on a linear regression 
described below. Unlike other multiple-imputation tech-
niques, predictive mean matching is ideal for our analysis 
because it preserves the skewed distribution of health care 
expenditures observed in the MEPS.

We define total health care expenditures as the sum of 
health care expenditures for an individual, excluding out-
of-pocket payments. For the per capita estimate, we divide 
total payments by the total population (eg, individuals with 
zero expenditures are included in the calculation). We 
model total health care expenditures as a function of the 
following demographic characteristics present in both the 
CPS and the MEPS: coverage type (group, nongroup); 
self-reported health status (excellent, very good, good, 
fair, poor); age (0-17; 18-25, 26-44, 45-54, 55-64); sex 
(male, female); race (non-Hispanic white, Hispanic, 
African American, Asian, other); education (below high 
school, high school or General Education Development 
[GED], some college, college graduate); federal poverty 
level (0%-100%, 100%-250%, 250T-400%, 400%+); cen-
sus region; and year. Children assume the education values 
of their parents. Health status, age category, sex, and year 
were all interacted with a coverage type indicator to cap-
ture differences between group and nongroup coverage by 
health status, age, sex, and time.

We inflate total health care expenditures to 2017 levels 
using the medical Consumer Price Index (CPI) and then to 
a 2020 level using projected health care growth as reported 
in the National Health Expenditures Accounts. That is, the 
medical CPI accounts for observed, historical growth in 
medical expenditures in previous years (2008-2017), 
whereas the National Health Expenditures Accounts 
address projected growth that has not yet occurred (2018-
2020). We then use an additional adjustment factor of 10% 
to address research that shows MEPS undercounted actual 
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spending by this amount for individuals with private 
insurance.20

We then use our estimates to calculate the potential 
costs of reinsurance programs. Specifically, we set rein-
surance attachment points to $20,000, $40,000, and 
$60,000; payment rates to insurers within the reinsurance 
corridor to 70%, 80%, and 90%; and the reinsurance cap 
to $250,000. Applying these reinsurance designs to 4 
states, we highlight the variation in the estimates of indi-
viduals with expenses that qualify for reinsurance and 
reinsurance program expenditures. Results are presented 
as the mean of 10 imputations. We limit our state-level 
reinsurance estimates to the 4 states where combined 
2015-2017 CPS sample size exceeds 1000—California, 
Texas, Illinois, and Florida—to minimize the standard 
deviation of our imputations.

Appendix Table A1 lists the MEPS sample size for the 
individual and group markets in our expenditure ranges of 
interest (0; 1-20,000; 20,001-40,000; 40,001-60,000;  
60,001-250,000; 250,001+ US dollars). While the num-
ber of 2007-2016 MEPS respondents in the individual 
market is small (6765 in total), there are roughly as many 
respondents in each of the ranges relevant to our simu-
lated reinsurance programs. Specifically, we observe 3393 
MEPS respondents with 2020 inflation-adjusted health 
care expenditures from $20,001 to $40,000, 1040 MEPS 
respondents with expenditures from $40,001 to $60,000, 
and 1146 MEPS respondents with expenditures from  
$60,001 to $250,000.

Our imputation method broadly preserves the shape of 
the distribution of expenditures within the ranges of interest 
among CPS respondents, although it does underestimate 
expenditures relative to the MEPS respondents. For exam-
ple, 631 (1.8%) CPS respondents have expenditures rang-
ing from $20,001 to $40,000 in our mean imputation, but 
3393 (2.46%) MEPS respondents have expenditures in the 
same range. This is consistent with MEPS respondents in 
the group market reporting higher rates of poor health sta-
tus than MEPS respondents in the individual market (ie, 
about 14% of 2007-2016 MEPS group market respondents 
report poor health status, whereas roughly 10% of individ-
ual market respondents do); lower self-reported health is 
highly correlated with higher expenditures. These differ-
ences in the distribution of expenditures are thus a reflec-
tion of the demographics of individual market enrollees as 
reflected in the CPS.

Results

Table 1 displays the number, total expenditures, and per 
capita expenditures of individual market enrollees that 
would qualify for various hypothetical 2020 reinsurance 
programs both nationally and for the 4 states we examine. 
Standard deviations of total expenditures and per capita 

expenditures also are shown. We project that 631,112 
enrollees would be covered by a federal reinsurance pro-
gram with a $20,000 attachment point. Increasing the 
attachment point to $40,000 or $60,000 would reduce cov-
ered enrollees to 260,146 and 144,421, respectively. 
Among enrollees that qualify for the $20,000, $40,000, 
and $60,000 attachments points, total health care expendi-
tures sum to $34.1 billion, $23.7 billion, and $18.1 billion, 
respectively.

Although a reinsurance program with a $20,000 attach-
ment point would only cover about 3% of individual market 
enrollees, those enrollees’ health care expenditures account 
for over half of individual market health care expenditures 
(ie, $34.1 billion of $66.4 billion). This skew in the distribu-
tion of health care expenditures also is made clear by the per 
capita expenditures of enrollees covered by hypothetical 
reinsurance programs; enrollees covered by a reinsurance 
program with an attachment point of $60,000 have mean per 
capita expenditures of $125,553, as opposed to the mean 

Table 1.  Number, Total Expenditures, and Per Capita 
Expenditures of Enrollees Qualifying for Hypothetical 2020 
Reinsurance Programs by Attachment Point and State.

State, 
attachment 
point, $

Individual 
market 

enrollees

Total 
expenditures, 

$ billions

Per capita 
expenditures, 

$

National
  None 19,956,636 66.4 3,326
  20,000 631,112 34.1 53,964
  40,000 260,146 23.7 91,207
  60,000 144,421 18.1 125,553
California
  None 3,090,956 9.1 2,929
  20,000 81,757 4.4 53,545
  40,000 33,336 3.0 91,175
  60,000 18,886 2.3 124,292
Florida
  None 1,818,582 5.8 3,166
  20,000 51,713 3.0 58,336
  40,000 22,496 2.2 98,004
  60,000 13,282 1.8 131,807
Illinois
  None 817,375 2.8 3,427
  20,000 25,628 1.4 56,188
  40,000 10,589 1.0 96,010
  60,000 6,364 0.8 127,381
Texas
  None 1,643,967 4.8 2,904
  20,000 44,595 2.4 52,795
  40,000 17,853 1.6 90,164
  60,000 10,847 1.3 117,732

Note. Expenditures are converted into 2020 dollars using the medical 
Consumer Price Index (2008-2017) and the National Health Expenditures 
Accounts projections (2018-2020).
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individual market enrollee with expenditures of $3326. Per 
capita costs for enrollees with expenditures beyond the 
$20,000 attachment point are higher in Florida ($58,336) and 
Illinois ($56,188) than the national average ($53,964) and 
lower than average in California ($53,545) and Texas  
($52,975). These differences indicate that a reinsurance pro-
gram with the same parameters would have relatively similar 
costs in different states, as the per capita costs listed above 
are only 10% higher in the costliest state (Florida) relative to 
the least costly state (Texas).

Table 2 shows projected reinsurance costs using different 
attachment points and payment rates to insurers within the 
reinsurance corridor in 2020. We project that a national rein-
surance program in 2020 with a $40,000 to $250,000 reinsur-
ance corridor and an 80% payment rate would cost $9.5 
billion. The payment rate could be raised to 90% while keep-
ing the attachment point at $40,000 for an additional $1.2 
billion. Lowering the attachment point, however, is relatively 
costly. Lowering the attachment point to $20,000 while 
keeping the payment rate at 80% would increase the cost of 
the program by $6.5 billion to a total of $16.0 billion. 
Changing the attachment point and payment rate simultane-
ously allows for wide variation in the costs of a 2020 national 
reinsurance program, ranging from $5.6 billion for a 

program with a 70% payment rate and $60,000 attachment 
point to $18.0 billion for a program with a 90% payment rate 
and $20,000 attachment point.

Table 2 also shows the standard deviations of projected 
reinsurance costs for each attachment point and payment 
rate. The standard deviation of reinsurance costs among 
our imputations for a national reinsurance program with 
an 80% payment rate, a $20,000 attachment point, and a 
$250,000 cap is $1.9 billion, or about ±12% of the mean 
projected costs of $16.0 billion. Standard deviations 
increase relative to mean estimates for state-level esti-
mates and higher attachment points. The ranges of pro-
jected reinsurance costs among the 10 imputations are 
shown in Appendix Table A2.

Limitations

Our study is subject to several limitations. First, the size of 
the state samples for individual market enrollment limited 
the scope of our analysis to 4 large-sample states with 
more than 1,000 2015-2017 CPS respondents. Second, the 
MEPS does not survey individuals with extremely high 
health expenditures whose health complications may pre-
vent them from being surveyed.21 Third, the MEPS tends 

Table 2.  Projected Total Reinsurance Costs for a Hypothetical 2020 Reinsurance Program by Payment Rate, Attachment Point, State, 
and Year.

Attachment point, $

Projected reinsurance costs and standard deviations, $ billions

National California Florida Illinois Texas

90% Payment rate
  20,000 18.0

(1.9)
2.3

(0.4)
1.6

(0.3)
0.8

(0.2)
1.3

(0.3)
  40,000 10.7

(1.2)
1.4

(0.3)
1.0

(0.3)
0.5

(0.2)
0.7

(0.2)
  60,000 7.2

(0.9)
0.9

(0.2)
0.7

(0.2)
0.3

(0.2)
0.5

(0.2)
80% Payment rate
  20,000 16.0

(1.9)
2.1

(0.4)
1.4

(0.3)
0.7

(0.2)
1.1

(0.3)
  40,000 9.5

(1.2)
1.2

(0.3)
0.9

(0.3)
0.4

(0.2)
0.7

(0.2)
  60,000 6.4

(0.9)
0.8

(0.2)
0.6

(0.2)
0.3

(0.2)
0.4

(0.2)
70% Payment rate
  20,000 14.0

(1.9)
1.8

(0.4)
1.2

(0.3)
0.6

(0.2)
1.0

(0.3)
  40,000 8.3

(1.2)
1.1

(0.3)
0.8

(0.3)
0.4

(0.2)
0.6

(0.2)
  60,000 5.6

(0.9)
0.7

(0.2)
0.5

(0.2)
0.2

(0.2)
0.4

(0.2)

Note. All hypothetical programs have a reinsurance cap of $250,000. Expenditures are converted into 2020 dollars using the medical Consumer Price 
Index (2008-2017) and the National Health Expenditures Accounts projections (2018-2020). Payment rates are the percentage paid to insurers within the 
reinsurance corridor (eg, $40,000-$250,000).
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to undercount expenditures for the privately insured. The 
second and third limitations may have led to a downward 
bias in our estimates. While the literature suggests our 
10% adjustment is reasonable given the literature on the 
subject, it is likely that this adjustment varies across the 
distribution of health expenditures.22 These limitations are 
similar to those of other researchers who use the MEPS to 
estimate expenditures.23 Another limitation is that our data 
do not reflect the changes to the individual health insur-
ance market that have occurred under the current 
Administration in the past year.24 These changes may 
reduce participation in the individual health insurance 
market, particularly among the healthiest enrollees. 
However, because the sickest enrollees are likely to remain 
enrolled, reinsurance costs may not decrease substantially.9 
Finally, because of the scarcity of MEPS respondents with 
extremely high expenditures, we are unable to project the 
costs of reinsurance programs that cover the enrollees with 
the highest expenditures first, which are more effective for 
reducing insurer risk.25

Discussion

The future of the individual health insurance market 
remains uncertain. While more insurers are participating in 
the individual market in 2019 than in 2018, enrollment is 
down.26 As of December 6, 2018, enrollment in the 
Federally Facilitated Marketplace had decreased by 10.5% 
relative to the previous year. Low enrollment may be a 
result of the changing regulatory environment for the indi-
vidual health insurance market, which includes the elimi-
nation of the tax penalty associated with the individual 
mandate, new regulatory flexibility to allow for the mar-
keting of noncompliant ACA health plans,27 and decreases 
in funding for enrollee outreach.28

Reinsurance, however, continues to enjoy broad biparti-
san support as a means to stabilize the individual market. On 
November 29, 2018, CMS Administrator Seema Verma reit-
erated her support for state-based reinsurance programs as 
part of states’ risk stabilization strategies through the ACA’s 
1332 waiver program.29 Moreover, several more states are 
currently exploring and/or initiating the 1332 waiver process 
for reinsurance for their states.30

Our model provides updated estimates of the cost of a 
2020 reinsurance program. We project that a reinsurance 
program with an 80% payment rate and a $40,000 to  
$250,000 reinsurance corridor would cost $9.5 billion in 
2020, or $30.1 billion for 2020-2022 (assuming 5.5% 
inflation in medical expenditures). The $30 billion allot-
ted for reinsurance-like programs in the Bipartisan Health 
Care Stabilization Act could thus support a federal rein-
surance program with these parameters.31 Our estimates 
also describe the costs of reinsurance programs with other 
parameters. We find little heterogeneity in the costs of 
state-based reinsurance programs.

It is curious that currently only 9 states have submitted 
1332 waivers to set up a reinsurance program despite 
their bipartisan appeal. A recent study by Hall talked to 
stakeholders across 10 states and provides some insight.32 
First, the authors found that many stakeholders thought 
that reinsurance would have only a modest impact on pre-
miums (ie, a one-time reduction of 10%-20%). Second, 
there were also stakeholders who felt that the continued 
pressure on the market with changing market rules would 
eventually completely disrupt that market with or without 
reinsurance. Finally, the required state contribution to the 
costs was seen by some as a barrier to participation, espe-
cially for those states with significant budget constraints. 
This issue might be resolved with a budget neutral rein-
surance program in which each insurer is charged a per 
capita reinsurance program premium in the amount of 
expected per capita reinsurance payouts.33 Such a rein-
surance program would not require public financing and 
is similar to the one currently implemented through the 
CMS Marketplace risk adjustment program.

It is important to note that reinsurance should be consid-
ered as just one component of a successful stabilization 
package and, if implemented in isolation, can only do so 
much to lower premiums, increase enrollment, and encour-
age insurer participation. Altering risk adjustment payments, 
recreating a risk corridor program, and altering the structure 
of PTCs are all potential tools to help stabilize the market 
that could be implemented alongside reinsurance.

Reinsurance also comes with trade-offs. Insurers’ incen-
tive to contain health care expenditures for enrollees within 
reinsurance corridors is reduced as they do not bear the full 
cost of those expenditures. Uniformly increasing PTCs or 
directly subsidizing healthy individuals who otherwise 
would not join the individual market may be more efficient 
ways to increase enrollment and lower premiums,34 though 
political support for such changes does not match the sup-
port enjoyed by reinsurance. Furthermore, allocating fed-
eral support to reinsurance programs may disproportionately 
benefit states with relatively sicker individual market risk 
pools. While this is an attractive feature for policy makers 
seeking to help those individual market enrollees with the 
greatest health care needs, this may pose an obstacle to 
gaining political support for such programs. We do not find 
evidence of differences between state reinsurance program 
costs in our analysis; however, this may yet be the case in 
smaller states that we were unable to include in our analy-
sis due to lack of sample size.

As states continue to apply for and implement reinsur-
ance programs, richer data will be necessary to examine the 
state-specific costs and benefits of such programs. To this 
effect, future researchers should leverage the increased 
availability of all-payer claims databases and the richness 
to better understand how insurer participation, insurer plan 
offerings, and public expenditures are affected by reinsur-
ance programs.
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Appendix

Table A1.  Sample Size of Medical Expenditure Panel Survey by Insurance Market and Expenditure Range.

Expenditure range ($)

Raw sample size

2007-2016 Medical Expenditure Panel Survey 2015-2017 Current Population Survey

Group Individual Both Individual (imputed)

0 23,953 1,845 25,798 8,055
1-20,000 101,816 4,723 106,539 25,938
20,001-40,000 3,285 108 3,393 631
40,001-60,000 1,004 36 1,040 192
60,001-250,000 1,098 48 1,146 217
250,001+ 80 5 85 20
Total 131,236 6,765 138,001 35,053

Note. Expenditures are converted into 2020 dollars using the medical Consumer Price Index (2008-2017) and the National Health Expenditures Accounts 
projections (2018-2020).

Table A2.  Range of Projected Total Reinsurance Costs for a Hypothetical 2020 Reinsurance Program by Payment Rate, Attachment 
Point, State, and Year.

Attachment point, $

Minima and maxima of projected reinsurance costs, $ billions

National California Florida Illinois Texas

90% Payment rate
  20,000 16.7 1.8 1.0 0.4 0.6

19.7 2.9 2.1 1.2 1.6
  40,000 9.6 0.9 0.5 0.2 0.3

11.9 1.9 1.6 0.9 1.0
  60,000 6.3 0.6 0.3 0.1 0.1

8.2 1.4 1.2 0.7 0.7
80% Payment rate
  20,000 14.8 1.6 0.9 0.4 0.6

17.5 2.6 1.8 1.1 1.4
  40,000 8.5 0.8 0.5 0.2 0.2

10.6 1.7 1.4 0.8 0.9
  60,000 5.6 0.5 0.3 0.1 0.1

7.3 1.3 1.1 0.6 0.7
70% Payment rate
  20,000 13.0 1.4 0.8 0.3 0.5

15.3 2.3 1.6 1.0 1.2
  40,000 7.4 0.7 0.4 0.1 0.2

9.2 1.5 1.2 0.7 0.8
  60,000 4.9 0.4 0.3 0.1 0.1

6.4 1.1 1.0 0.5 0.6

Note. Projected costs and standard deviations are shown in Table 2. All hypothetical programs have a reinsurance cap of $250,000. Expenditures are 
converted into 2020 dollars using the medical Consumer Price Index (2008-2017) and the National Health Expenditures Accounts projections (2018-
2020). Payment rates are the percent paid to insurers within the reinsurance corridor (eg, $40,000-$250,000).
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