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Renewable Term Health Insurance: Better Coverage than obamacare

The Affordable Care Act (ACA) was designed to fund health insurance for individuals who have preexisting
medical conditions, by requiring insurers to overprice insurance for people who sign up before they get sick. This
feature has made health plans on the individual market a very poor value for most low- and medium-risk Amer-
icans—causing millions to abandon coverage, premiums to soar, deductibles to spike, and insurers to flee the
market. This feature is also unnecessary because the ACA provides billions in public funds to subsidize premi-
ums, and these subsidies automatically expand to guarantee coverage for those with preexisting conditions.

Short-Term Limited-Duration Insurance (STLDI), which is exempt from ACA rules, survived as a viable compet-
itive market, offering health coverage priced in proportion to individuals’ risks. A recent regulatory reform has
extended the permitted duration of STLDI policies, to protect enrollees from deductibles being reset every three
months and to allow insurers to guarantee that enrollees’ premiums will not spike if they develop major medical
conditions.

STLDI has been disparaged as “junk insurance” that fails to cover adequate provider networks, offers only cata-
strophic coverage, makes essential benefits unavailable, helps only young and healthy individuals, undermines
protections for those with preexisting conditions, and causes premiums for plans on the ACA’s exchange to soar.
This study of the STLDI market finds that each of these claims is false.

Key Findings:

For equivalent insurance protection, the premiums for STLDI plans are lower than—in some cases, almost half the
cost of —premiums on the exchange.

The savings to be gained from switching to STLDI are greater for the purchase of more comprehensive insurance
coverage.

While narrow-network HMOs are often the only plans available through the ACA exchange, STLDI plans tend to
be PPOs that offer broader access to providers.

Even smokers in their sixties may find lower premiums for STLDI plans.

OO © ©® &

STLDI plans that cover all the ACA’s essential health benefits are widely available, with the sole exception of
maternity services.

@ Insurers estimate that STLDI deregulation will increase ACA exchange premiums for those who are ineligible for
premium subsidies by an average of less than 1%.

STLDI plans cover a significantly larger share of medical costs than ACA exchange plans for the same premiums,
and their availability will reduce the number of Americans without health insurance. Restricting good, affordable
insurance for people who purchase plans before they get sick is not the way to strengthen assistance for those
who are already seriously ill.
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In his 2008 campaign for the White House, Barack Obama pledged to guarantee “affordable,
universal health care for every single American” and to “lower premiums by up to $2,500 for a
typical family per year.”" And with the support of large Democratic majorities in both chambers
of Congress, President Obama signed the Patient Protection and Affordable Care Act (ACA) into
law on March 23, 2010.

Prior to the ACA, 44 million people (15% of the U.S. population) were uninsured, of which 32
million had been without coverage for more than a year.? One study estimated that 18% of ap-
plications to purchase health-insurance coverage prior to the implementation of the ACA were
denied for reasons of preexisting conditions.?

The ACA sought to address this issue by requiring insurers on the individual market to sell cover-
age at the same price and terms to demographically similar potential enrollees, regardless of their
expected medical costs. The intention was to enable insurers to cover the expected high medical
expenses of individuals with preexisting conditions, by artificially inflating their profits from en-
rollees who buy insurance before they get sick. Mark Pauly of the University of Pennsylvania, an
economist who did much to define the study of health-insurance markets, deemed this approach
“the worst possible way to do a good thing.”

As insurers were required to set premiums before knowing the average medical needs of their en-
rollees, they initially tended to undershoot—often forcing themselves or their competitors into fi-
nancial difficulty. After some of the largest insurers fled the individual market, the few remain-
ing hiked premiums to survive—causing prices to spiral upward as the pool of enrollees remaining
became sicker. Although the ACA redistributed funds from plans enrolling disproportionately low-
risk individuals in order to subsidize plans attracting high-risk enrollees, this failed to remedy the
problem, since all plans attracted and retained predominantly costly enrollees.

This new situation compelled insurers to set premiums for plans available through the ACA
exchange at levels well above the health-care costs that most people expect to incur—making
the purchase of plans unattractive to those without substantial cost-sharing subsidies in all but
the sickest cases. Premiums on the ACA-regulated individual market soared 105% from 2013 to
2017.° The upshot: while working-age Americans incur annual median health-care costs of $709,
the ACA’s benchmark silver plans in 2018 had premiums averaging $5,772 and deductibles typi-
cally exceeding $3,900.°

The ACA’s architects imagined that these pricing rules would not encourage people to wait until
they got sick to purchase insurance, because the rules restricted individuals to buying insurance
during annual “open enrollment periods” and penalized those who went without insurance.
Yet patients’ broad risk for the most expensive medical conditions, such as diabetes or heart
disease, tends to be clear to them ex ante from year to year, so this rule did not spur younger,


Anne Marie Schieber


Anne Marie Schieber


Anne Marie Schieber



Renewable Term Health Insurance: Better Goverage than obamacare

healthier individuals to sign up. Nor did the “individ-
ual mandate” penalty on the uninsured prove effective
at driving individuals to purchase plans priced over
$5,000 from the ACA’s exchange. Americans without
employer-sponsored insurance constitute a relative-
ly low-mcome group of the populatlon as.a whole

exceeding $1,000.

The central flaw of the ACA’s insurance-market reforms
consisted of conflating two entirely distinct functions:
protection for healthy people against the costs associ-
ated with the risk that they may get sick; and the fi-
nancing of services for people who are already sick

and in need of support. The formeris.insurance.and
Mrlal product; the latter is essentially an enti-
tlement.

buy. Rather than a market-
place in which sellers 1nnovate and compete to attract

1led their plans tor the tollowing yvear, 1,036 01
1ngie imsurer

he 2.007 counties in the U.S. had only a
willing to sell coverage on the exchange.®

While the ACA exchange has proved dysfunctional as in-
surance, it has functioned relatively well if understood
as an entitlement for low- and middle-income house-
holds eligible for premium subsidies and a source of
catastrophic, safety-net coverage for those with major
chronic conditions. Under the law, tax credits automat-
ical

urthermore, these sub-
sidies have served indirectly to fund coverage for un-
subsidized individuals, by paying greatly in excess of
the expected health-care costs for healthy individuals
who are subsidized. In 2017, 13.4 million individuals
were enrolled in ACA-compliant, non-group plans, and
8.2 million of them were subsidized.®

Nevertheless, there remained a great need to reestab-
lish a well-functioning insurance market, capable of of-

fering health-care coverage at prices in reasonable pro-
portion to medical risks faced by most individuals who
are uncovered by employer-sponsored insurance or
ineligible for public entitlement programs. The Short-
Term Limited Duration Insurance (STLDI) market
provides a base for the development of such insurance.

In restructuring health insurance, the ACA adopted
the existing legal definition of the individual market,
as defined in the Health Insurance Portability and
Accountability Act of 1996 (HIPAA). That law sought
to guarantee the right of individuals to renew their
insurance plans without facing premium hikes as a
result of developing major medical conditions. HIPAA
specifically excluded STLDI from its renewability re-
quirements—creating a product category outside the
individual market that was initially attractive only as
a source of temporary coverage for individuals moving
between jobs.™

When regulations implementing HIPAA were estab-
lished in 1997, STLDI was defined as “health insur-
ance coverage provided pursuant to a contract with an
issuer that has an expiration date ... that is less than
12 months.”" Other than with respect to HIPAA’s
renewal regulations, STLDI plans operated like “major
medical” insurance in covering comprehensive health-
care benefits, and were subject to the same insurance
regulations that, at the time, were otherwise exclusive-
ly promulgated and enforced at the state level.'

However, as the ACA’s regulations caused premiums
on the individual market to soar, STLDI plans became
the most attractive source of affordable health insur-
ance for many low- and medium-risk individuals in-
eligible for federal subsidies. Major insurers includ-
ing Aetna, Humana, and UnitedHealthcare began to
offer STLDI. Enrollment in STLDI plans rose by 121%
from 2012 to 2016, even though higher-income STLDI
enrollees were still subject to the individual mandate
penalty for failure to purchase ACA-compliant plans.'

Although STLDI enrollment still stood at only 1% of
the size of the individual market, the Obama adminis-
tration cast blame on STLDI plans for the ACA’s rising
premiums—arguing that growing STLDI enrollment
threatened the ability of ACA plans to proﬁtably cover
those vnth preex1st1ng condltlons " On
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The National Association of Insurance Commissioners
(NAIC) opposed this rule, arguing that it would serve
only to send people who got sick within three months
to the ACA’s exchange, while healthy enrollees could
still purchase STLDI plans afresh. NAIC also criticized
the Obama administration for failing to provide any
data to substantiate its claims that restricting STLDI
plans would serve to ameliorate the ACA market. The
restrictions, according to NAIC, would have “little pos-
itive impact on the risk pools in the long run.”'

The dysfunctional individual insurance market helped
contribute to the election of Donald Trump in 2016."
Yet the subsequent 115" Congress was unable to enact
any comprehensive reform of the ACA. In an op-ed, I
suggested that the Trump administration restore the
STLDI definition to what it was when the ACA was
enacted and to waive the individual mandate penalty
for enrollees. This would make affordable health insur-
ance available to those who had been priced out of ACA
plans.” Fourteen U.S. senators endorsed this recom-
mendation in a letter to the new administration, and
President Trump issued an executive order on October

FIGURE 1.

In the Tax Cuts and Jobs Act of 2017, Congress zeroed
out the individual mandate tax, knowing that it would
eliminate the penalty for individuals wishing to switch
from ACA to STLDI coverage.”? An administrative rule
deregulating STLDI plans went into effect on October
2, 2018. It allowed plans to be offered with terms of up
to a year before deductibles are reset, and it permitted
insurers to guarantee that there would be no premium
increases associ i i iti

ama administration’s restrictions on term lengths,
imposed ACA-style pricing regulations on the STLDI
market, banned reenrollment, and even prohibited the
sale of STLDI plans entirely (Figure 1). Conversely,
other states have required insurers to guarantee re-
newability of STLDI plans, and some could allow or
even mandate the purchase of stand-alone contracts

Regulation of STLDI Market by State

Source: “Duration and Renewals of 2019 Short Term Medical Plans by State,” healthinsurance.org
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to guarantee renewability of STLDI plans beyond the
three-year federal limit.?

W currently consider-
ing legislation on plans. Sen. John Barrasso
(R., Wyoming) has sponsored legislation that would
strengthen protections for consumers in STLDI plans
by extending HIPAA’s guaranteed renewability re-
quirements to them, while Rep. Kathy Castor (D.,
Florida) has proposed a bill that would reinstitute the
Obama administration’s 2016 rule.?

In his attempts to sell the ACA, President Obama
assured Americans at least 37 times that “if you like
your health care plan, you can keep it.”* The deregu-
lation of STLDI plans restores the option of affordable
insurance plans, prlced in proportion to individuals’
health-care risks, similar to those that were sidelined
by the ACA.

STLDI plans allow people to purchase more insur-
ance protection for much lower premiums than can be
found on the ACA S exchange (hi

pecte -care costs. As a result, STLDI plans can
be priced at levels that appeal to individuals who have
low or average medical risks, rather than just those
with major preexisting conditions.

This also allows the market to be more competitive, as
regulators do not need to protect the ability of insurers
to run up profits on healthy enrollees to cross-subsidize
the much higher health-care costs of those who sign up
after they get sick. Nor is there any need for regulatory
micromanagement of plan designs, provider networks,
and marketing arrangements to prevent insurers from
avoiding enrollees of unwanted risk profiles—regula-
tions that tend to become shaped by provider interest
group lobbying and serve to cripple cost-control mech-
anisms.?

Furthermore, being able to underwrite premiums
enables insurers to viably insure even a small number
of enrollees, regardless of who else is in the risk pool—a
feature that permits even minor markets to accommo-
date multiple competing insurers. It also makes it pos-
sible to allow individuals to enroll in any plan at any

point during the year, rather than being limited to a
limited set of permitted benefit options available only
in a brief enrollment window.

The individual market has long been a relatively short-
term market, covering people who are often between
jobs or stable sources of employer-sponsored insur-
ance.? The flexibility of STLDI coverage options allows
people to purchase plan designs that are more tailored
to their individual insurance needs, rather than forcing
them to over-insure or under-insure for the benefit of
balancing a risk pool.

The existence of employer-sponsored insurance,
age-rating bands permitted on the exchange, the right
of adults under the age of 26 to enroll on parents’ in-
surance, and the long-standing broad exemptions
from the mandate have always constrained the capac-
ity of ACA regulations to cross-subsidize those with
the highest medical risks. Few low-risk people remain
willing to overpay, year after year, for ACA plans that
offer merely catastrophic coverage.

There are other benefits that result from the 2018 de-
regulation: individuals with STLDI plans who would
otherwise go without insurance can reduce the burden
of uncompensated care on hospitals. The availability
of these plans may reduce the risk involved in moving
from one job to search for another.? This particular
risk is further reduced by allowing STLDI insurers to
guarantee that they will not refuse extensions of cover-
age or increase premiums to those who develop major
conditions during their plan terms.

h_expected annual health-care spenlng more than
double the average for their age.”® The proportion of
these who are uninsurable at the moment they shift
from employer-sponsored insurance to the individual
market is even smaller. This implies that the share of
the American population with preexisting conditions
that cannot be affordably insured under STLDI rules is
likely to be discrete and very limited.

the population that is genuinely uninsurable.
makes financing subsidies for those on the exchange
more equitable, by ensuring that it is raised by general
revenues, rather than a regulatory tax on the purchase
of insurance by the disproportionately low-income
group that lacks employer-sponsored coverage. By
allowing unsubsidized people to buy more affordable
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coverage through STLDI, the share of ACA exchange
enrollees whose coverage is underwritten by public
subsidies would increase, and hence reduce the insta-
bility and vulnerability of the exchange to premiums
that fluctuate according to the vagaries of the enrollee
risk pool.

House Energy and Commerce Committee chairman
Frank Pallone (D., New Jersey), the leading congres-
sional Democrat with jurisdiction over health care,
recently launched an investigation of STLDI coverage
options, deeming them “junk health insurance plans”
and part of “ACA sabotage.”® At a hearing for a bill to
restrict access to STLDI plans, Pallone listed an array
of concerns: “They discriminate against people with
preexisting conditions. They set higher premiums for
people based on age, gender, and health status. They
deny access to basic benefits like prescription drugs,
maternity care, and mental health and substance
abuse treatment. And they set arbitrary dollar limits
for health-care services, leading to huge surprise bills
for consumers. Expanding these junk plans also makes
health insurance more expensive for people with pre-
existing conditions, by undermining the market for
comprehensive coverage.”!

Much criticism of STLDI plans has focused on the most
popular coverage options that violate ACA rules. For
instance, the Commonwealth Fund has noted that the
best-selling short-term plans “exclude four categories
of [the ACA’s list of 10] essential health benefits: pre-
ventive services, maternity care, mental health and
substance use services, and prescription drugs.” It
added that these plans “have out-of-pocket maximums
ranging from $7,000 to $20,000 for just three months
of coverage.” As insurers may be able to rescind cover-
age if individuals misrepresented their medical history
when applying for coverage, Commonwealth suggest-
ed that “insurers may comb through members’ medical
histories to determine if a service was for a preexisting
condition in order to deny a claim.” In sum, “short-
term plans are only an option for healthy people.”*

A state insurance commissioner invited to testify by
Pallone suggested that STLDI plans threaten enrollees
with inadequate provider networks, which fall short of
expectations, and under-reimbursement for the cost
of medical services, which leaves patients paying the
balance out-of-pocket. If plans are inadequately con-
strained by regulators, she suggested, patients may
face dollar limits on covered benefits or excessively
broad exclusions of preexisting conditions. Comparing

the 67% average Medical Loss Ratio (the percentage of
an insurance plan’s premium that is spent on medical
expenses and related activities for patient care) of
STLDI coverage with the 80% ratio for ACA plans, the
commissioner argued furthermore that STLDI plans’
relatively high administrative costs made them poor
value for money.*

Pallone has further suggested that consumers may be
misled by insurance brokers into believing that plans
cover more than they in fact do, or denied coverage that
ought to be covered under contract terms.* Others have
expressed concern that states lacked sufficient time to
change their regulations before loosened federal rules
went into effect.

Concern that allowing STLDI plans would harm the
ACA market has been widespread. The Commonwealth
Fund summarized this belief by suggesting that STLDI
plans would “siphon healthy individuals away from
traditional health insurance, resulting in a sicker risk
pool in the individual market, driving up premiums,
and putting the individual insurance market at risk.”

When the proposed rule deregulating the STLDI
market was issued, 335 of 340 official comments filed
by health-care industry lobbyists were opposed.®* The
health-insurance industry was itself divided: while
Aetna and United supported the rule, Blue Cross and
Centene were opposed.*’

In discussing the new rule expanding the availability of
STLDI plans, HHS secretary Alex Azar acknowledged
that they weren’t for everyone.® The same is true of
ACA plans, which were designed primarily around the
needs of those with preexisting conditions. It therefore
makes sense to compare the two types of plans for dif-
ferent categories of enrollees.

Most existing assessments of STLDI coverage have
compared average premiums and deductibles with the
ACA market. But this is generally misleading because
it fails to control for differences in potential enroll-
ees, risk preferences, and provider networks. System-
atic differences between plans are easily obscured by
broad averages, and comprehensive, detailed data on
the STLDI market are generally unavailable. Evalu-
ations of STLDI coverage relative to ACA plans have
often also been skewed by the comparison of yearlong
coverage with part-year coverage, whose deductibles



Renewable Term Health Insurance: Better Goverage than obamacare

must be reset every few months, as was required under
the Obama administration’s 2016 rule—a rule that no
longer exists.

certain core consistent ieatures—most s1gn1*cant|y,

community rating. A more accurate understanding
of the differences between STLDI and ACA plans can
therefore be gained by comparing equivalent typical
plans similarly available in the same market.

Fulton County, Georgia (Atlanta), is a good insurance
market for this kind of comparison. ACA premiums are
close to the national average; several insurers compete
on the ACA exchange; and yearlong STLDI coverage
is available.® Blue Cross (ACA) and UnitedHealthcare
(STLDI) plans offered in Fulton County are represen-
tative of the major carriers most enthusiastic about
each kind of health plan.

For purposes of comparison, ACA premiums for the
Blue Cross Bronze plan (covering 60% of medical ex-
penses) and Silver plan (covering 70% of medical ex-
penses) were chosen. UnitedHealthcare’s Short Term
Medical Plus Select A plans with benefit structures,
deductibles, and out-of-pocket caps most similar to
these Blue Cross plan terms were then examined for
360-day and 9o-day terms, respectively, reflecting
the traditional STLDI maximum term length and that
under the 2016 rule.” Coinsurance (the share of expen-
ditures between the deductible and the out-of-pocket
maximum, which must be paid for out-of-pocket) was
20% for all ACA and STLDI plans examined.

It is generally understood that STLDI plans are more
attractive than ACA plans for those who are young and
healthy and seeking catastrophic coverage.” This in-
tuition is borne out by the comparison of plans for a
30-year-old male nonsmoker in Fulton County (Figure
2). The Blue Cross Bronze ACA plan, with a $7,900 out-
of-pocket limit and a $5,200 deductible, has a monthly
premium of $296. UnitedHealthcare’s 360-day STLDI
plan, with a $7,000 out-of-pocket maximum and a
$5,000 deductible, has a monthly premium of $209—a
savings of 29% for a plan that has a slightly lower de-
ductible and better out-of-network protection.

However, it is also cheaper for such an individual to up-
grade to a more comprehensive STLDI plan. A 30-year-
old male nonsmoker in Fulton County who enrolls
in the Blue Cross ACA plan pays $467 per month to
purchase Silver insurance coverage; the United STLDI
plan that offers Silver-like insurance coverage charges
a premium of $250 per month—a savings of 46%. For
these young, nonsmoking enrollees, the potential sav-
ings from switching from ACA to STLDI coverage are

therefore greater if they wish to purchase more com-
prehensive insurance protection.*

It is often assumed that ACA plans are more attrac-
tive than STLDI for those who are high-risk (such as
tobacco smokers or those in older age groups), but
this is not necessarily true. According to one website
that sells both types of plans, the average age of its
STLDI enrollees (36.3) is similar to its ACA enrollees
(37.9).** Moreover, UnitedHealthcare’s STLDI monthly
premium for a 60-year-old male smoker purchasing
a Bronze-like plan is $742, which is 5% less than the
$779 premium for the Blue Cross Bronze plan (Figure
3). For such an individual, the potential savings to be
gained from switching from an ACA to an STLDI plan
are again much larger for more generous coverage. The
monthly premium for UnitedHealthcare’s Silver-like
STLDI plan ($888) with an annual deductible is 28%
less than the $1,227 cost of the Blue Cross Silver plan.

For both catastrophic and comprehensive coverage,
premiums for the 60-year-old smoker are roughly
three times what they are for the 30-year-old non-
smoker—and consistently much lower under STLDI.
This is because ACA plans are also allowed to adjust
premiums within defined bands according to age and
smoking status, and the 3:1 ratio permitted for age-rat-
ing was designed to mimic the actuarially fair price dis-
parity.*

Accusations that STLDI plans are “skinny plans” or
“junk plans” are based on the fact that this form of
insurance is exempt from ACA’s “essential health
benefit” mandates and, in particular, suggest that they
fail to cover mental health, substance abuse, prescrip-
tion drugs, and maternity services.” But while not all
STLDI plans include these benefits, many do.

A 2018 Kaiser Family Foundation study examined the
share of STLDI plans offering various covered bene-
fits—especially mental health, substance abuse, pre-
scription drugs, and maternity—that were available in
the largest (most populous) metropolitan area in every
state.®® A more relevant comparison is to look at the
total number of plans in these markets that offer the
benefits—taking into consideration (which the KFF
analysis did not) whether the availability of various
STLDI plans may be associated with state regulations
that limit their sale.

Figure 4 offers an overview (the Appendix has a
more detailed, state-by-state breakdown). In the 16
states where STLDI plans are fully available under
federal rules (terms up to a year before deductibles
are reset, plans renewable for up to three years), the
median number of plans in the largest metro areas of-
fering mental health coverage is 12, and the median
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FIGURE 2.
STLDI and ACA Premiums for 30-Year-Old Male Nonsmoker, Fulton County, Georgia
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FIGURE 3.
STLDI and ACA Premiums for a 60-Year-Old Male Smoker, Fulton County, Georgia
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FIGURE 4.

Median Number of STLDI Plans in States’ Largest Metro Area, 2019
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number of plans offering substance abuse and pre-
scription drug coverage is seven. Only in Alaska and
Montana do all STLDI plans fail to offer mental health,
substance abuse, or prescription drug coverage. Even
in states that impose restrictions on STLDI, a variety of
comprehensive coverage options are widely available.
The only ACA “essential health benefit” unavailable
through STLDI is maternity coverage—which relates to
a medical condition that is uniquely uninsurable.

The conventional wisdom that STLDI plans fail to offer
broad coverage is mistaken. Other supposed short-
comings of STLDI have also been greatly exaggerated.
Consider: a preexisting condition is more a reference
to whether insurance is purchased before an individual
falls sick than it is to inherently uninsurable medical
conditions.” Even preexisting conditions do not nec-
essarily disqualify one from buying STLDI coverage for
other medical risks: only 13% of attempted enrollees
were unable to purchase coverage through the STLDI
market.*®

The main reason that the Medical Loss Ratio of STLDI
plans has traditionally been lower than that for ACA
plans is because the term length was shorter. Even
before the three-month restriction was imposed, the
average enrollment length in STLDI plans was only 201
days.* As individuals are now allowed to buy STLDI
for longer time periods, including renewal for several
years, the administrative costs associated with initial
enrollment will be spread over more medical cover-
age.”’ Furthermore, while W%
of all revenues on medical costs across all enrollees in
the aggregate, the expected value of medical benefits
from enrollment in a costly, high-deductible ACA plan
to an individual of low or average risk may be only
10%—20% of his premiums.

Overall, a recent survey by eHealth found that 91% of
STLDI enrollees were either “very satisfied” or “some-
what satisfied” with their plan.’’ This compares well
with Gallup’s finding of 84% in these satisfaction cate-
gories for those enrolled in employer-sponsored insur-
ance and 70% for individuals receiving coverage (often
subsidized) through ACA individual market plans.®

As noted earlier, the 2016 rule restricting STLDI plans
was primarily justified by reference to the concern that
they threaten to undermine protections for individu-
als with preexisting conditions, by driving up ACA plan

premiums. To assess the merits of this concern and
the net effects of STLDI deregulation, it is necessary
to examine separately the potential consequences for
distinct subsections of the American population.

The deregulation of STLDI plans makes 11tt1e 1mmed1—
ate dlfference for the

plans whose premiums are subsidized
(as a consequence of earning between 100% and 250%
of the federal poverty level.)®® The impact of deregu-
lating STLDI largely concerns those without access to
these sources of health-insurance coverage, who fall
into three distinct groups:

« The 29 million currently uninsured, who may
become able to afford insurance coverage;**

« The 9 million, currently enrolled in non-group ACA
plans, ineligible for cost-sharing reduction subsidies
and without major preexisting conditions, who may
be able to save money by switching to STLDI plans;>

« The 1 million, currently in unsubsidized ACA plans,
with major preexisting conditions, who may see
ACA premiums increase.

Various studies have therefore attempted to estimate
the magnitude of likely effects for each of these three

groups (Figure 5).

There is broad uncertainty about the magnitude of
the reduction in the number of uninsured Americans
as a result of STLDI deregulation, but all five studies
agree that it will be significantly reduced—the esti-
mates range from 200,000 to 3.7 million. The White
House’s Council of Economic Advisers estimated that
a 700,000 decline in the number of uninsured Amer-
icans resulting from STLDI deregulation could save
hospitals $1.1 billion in uncompensated care.*’

Although only two of these studies estimated the likely
premium declines for individuals switching from ACA
to STLDI plans, they agreed that this was likely to be
around 50%—a figure similar to the estimate in Figure
3 of potential savings for a 30-year-old nonsmok-
er switching to a Silver-like, yearlong STLDI plan in
Fulton County, Georgia. All five studies predicted that
the likely impact of STLDI deregulation on the pre-
miums paid by unsubsidized individuals remaining in
ACA plans was likely to be relatively minor, with esti-
mates ranging from increases of 1% to 9%.
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FIGURE 5.

STLDI Deregulation: Estimated Impacts

Study CMS Actuary CBO

Center for

Health Economy Commonwealth

Urban Institute

Year estimated 2022 2019-28 (avg.) 2028 2019 2020
STLDI enroliment increase 1.9m 1.4m 3.0m 4.3m 4.9m
ACA enrollment decrease 1.7m 0.6m 0.5m 2.6m 1.3m
(A) Net decline in uninsured 0.2m 0.7m 2.5m 1.7m 3.6m
(B) STLDI premium vs. AGA -49% -55% Undisclosed Undisclosed Undisclosed
(C) ACA unsubsidized 0 o) 0 - 0
premium impact +6% +1% +7% +9% +4%
g:: ;2:?” fiscal impact Cost $4bn Save $0.05bn* Insignificant Save $0.7bn** Undisclosed

*1% represents the estimated impact of STLDI deregulation on unsubsidized ACA premiums and federal spending, split apart from the estimated impact of deregulation on Association Health
Plans. See “Deregulating Health Insurance Markets: Value to Market Participants,” Council of Economic Advisers, February 2019; Linda J. Blumberg, Matthew Buettgens, and Robin Wang,
“Updated Estimates of the Potential Impact of Short-Term, Limited Duration Policies,” Urban Institute, August 2018.

**An earlier Urban Institute study had estimated similar effects on enroliment, with an 18.2% increase in premiums due to the combined effect of individual mandate repeal and STLDI deregula-
tion and a 8.3% increase in premiums due to mandate repeal without STLDI deregulation, as well as $686m savings for taxpayers. See Linda J. Blumberg, Matthew Buettgens, and Robin Wang,
“The Potential Impact of Short-Term Limited-Duration Policies on Insurance Coverage, Premiums, and Federal Spending,” Urban Institute, February 2018.

Source: CMS Actuary. Paul Spitalnic (chief actuary), “Estimated Financial Effects of Short-Term, Limited-Duration Policy Proposed Rule,” CMS, Apr. 6, 2018: CBO: “How CBO and JCT Analyzed
Coverage Effects of New Rules for Association Health Plans and Short-Term Plans,” CBO, January 2019 (analysis was done in August 2018); Center for Health Economy. “The Proposed
Modifications to Short Term Limited Duration Insurance Plans,” Center for Health Economy, June 25, 2018; Urban Institute: Linda J. Blumberg, Matthew Buettgens, and Robin Wang, “Updated
Estimates of the Potential Impact of Short-Term, Limited Duration Policies,” Urban Institute, August 2018; Commonwealth Fund: Preethi Rao, Sarah Nowak, and Christine Eibner, “What Is the
Impact on Enrolliment and Premiums if the Duration of Short-Term Health Insurance Plans Is Increased?” Commonwealth Fund, June 5, 2018

After reviewing rate filings for 2019, KFF found that
insurers attributed an average 6% increase in unsubsi-
dized ACA premiums to the combined effect of STLDI
deregulation, the deregulation of Association Health
Plans, and the repeal of the individual mandate.%®
But the median estimated increase in ACA premiums
attributed specifically to STLDI deregulation by in-
surers seeking to justify ACA rate increases to regu-
lators was less than 1%, and 92 of 124 requested rate
increases failed to mention STLDI deregulation as a
significant factor at all.®®

ACA premiums increased by 3% on average for 2019,
the year STLDI deregulation went into effect—the
only single-digit increase since ACA regulations
were implemented in 2014, and a dramatic stabili-
zation from the 30% increase in 2018.%° On average,
ACA premium increases for 2019 were most sub-
stantial in states that banned the renewal of STLDI
plans (7.3%) or those that prohibited them entire-
ly (+6.7%). ACA premiums declined on average in
states that merely restricted STLDI terms to less
than a year (-1.7%) or allowed them fully, according
to federal rules (-0.2%).%

ubstantial uncertainty similar-
y remains regarding likely enrollment levels, as well
as the degree to which STLDI plans are allowed by
state legislatures and regulators to substitute for ACA
plans. Several of the estimates in Figure 5 are based
on assumptions that likely underestimate the rela-
tive appeal of STLDI plans to older individuals, and
none attempts to model the impact that guaranteed
renewability of STLDI coverage will have in keeping
individuals from moving back ’S Ti

All estimates agree that STLDI deregulation is likely
to result in a significant reduction of the number of
uninsured and substantial potential reductions in pre-
miums for those currently unsubsidized who switch
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https://www.urban.org/sites/default/files/updated_estimates_of_the_potential_impact_of_stld_policies_final.pdf
https://www.cms.gov/Research-Statistics-Data-and-Systems/Research/ActuarialStudies/Downloads/STLD20180406.pdf
https://www.cbo.gov/system/files?file=2019-01/54915-New_Rules_for_AHPs_STPs.pdf
https://www.cbo.gov/system/files?file=2019-01/54915-New_Rules_for_AHPs_STPs.pdf
https://healthandeconomy.org/the-proposed-modifications-to-short-term-limited-duration-insurance-plans/
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https://www.commonwealthfund.org/publications/fund-reports/2018/jun/what-impact-enrollment-and-premiums-if-duration-short-term
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to short-term plans before they get sick. While many
have accused STLDI deregulation of causing premi-
ums to increase for unsubsidized ACA enrollees with
preexisting conditions, the estimated magnitude of any
such effect is so slim that it is essentially nonexistent.

Conclusion

In 2018, the federal government provided $55 billion
in subsidies for plans offered on the ACA exchange.®
These subsidies bore most of the cost of health-care
premiums for 6 million low- and moderate-income
Americans and indirectly secured coverage guarantees
for 1 million others who had preexisting conditions. But
the ACA’s insurance pricing reforms were unnecessary
to the ACA’s coverage expansions and served largely
to engender dysfunction on the individual market,
especially for those who were ineligible for premium
subsidies. The ACA’s community-rating rules function
as a regulatory tax on insurance, and so the more in-
surance protection people wish to purchase, the worse
value they get from ACA plans. Many stopped purchas-
ing insurance altogether, with the individual mandate
penalty making little difference.

The emergence of STLDI plans as an alternative has
allowed individuals ineligible for subsidies to buy
health insurance at premiums that offered much better
value, given their medical risks. STLDI plans allow
premium savings of up to 46% and access to a broader
range of doctors and hospitals. They can also reduce
the cost of more comprehenswe insurance coverage
for all medlcal serv1ces except matermty ‘he

A’s exchange 1S 1nsignificant.

STLDI has been deregulated on the federal level, and
several states have followed through, opening up an
alternative to ACA plans that many consumers have
found valuable. Some states have restricted these
plans, and others have banned this form of insurance.
State restrictions or bans are mistaken; and attempts
to cripple these plans at the federal level would be
worse. Insurance-market regulations serve an essen-
tial purpose in protecting consumers from misleading
marketing practices, unanticipated gaps in coverage,
or insurers that lack the funds needed to relmburse
claims as promlsed

most attractive coverage options.
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Appendix: Health-Insurance Plan Availability

by States’ Largest Metro Areas

State

Alabama
Alaska
Arkansas
Florida
Georgia
lowa
Kentucky
Mississippi
Montana
Nebraska
North Carolina
Pennsylvania
Tennessee

Texas

West Virginia

Wyoming
Arizona
Colorado
Connecticut
Delaware
Idaho
lllinois
Indiana
Kansas
Louisiana
Maine
Maryland
Michigan

Minnesota

STLDI plans available covering

Major City av:i.:-ell-tl))illity Any Mental ~Substance Prescription . T
Benefits Health Abuse Drugs

Birmingham Full 17 12 7 4 0
Anchorage Full 3 0 0 0 0
Little Rock Full 21 12 7 7 0
Miami Full 21 12 7 7 0
Atlanta Full 19 10 7 7 0
Cedar Rapids Full 21 12 7 7 0
Louisville Full 19 10 5 7 0
Jackson Full 21 12 7 7 0
Billings Full 4 0 0 0 0
Omaha Full 20 11 6 7 0
Charlotte Full 16 7 7 6 0
Philadelphia Full 21 12 7 7 0
Nashville Full 17 12 7 5 0
Houston Full 18 13 8 5 0
Huntington Full 22 13 8 7 0
Cheyenne Full 17 12 7 4 0
Phoenix Restricted 21 12 7 7 0
Denver Restricted 7 4 4 0 0
Hartford Restricted 10 10 10 6 0
Wilmington Restricted 21 17 12 7 0
Boise Restricted 8 4 2 0 0
Chicago Restricted 21 12 7 7 0
Indianapolis Restricted 19 10 5 7 0
Wichita Restricted 1 3 3 5 0
New Orleans Restricted 18 9 7 6 0
Portland Restricted 5 1 1 0 0
Baltimore Restricted 4 0 0 0 0
Detroit Restricted 16 7 4 7 0
Minneapolis Restricted 6 4 4 0 0
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State

Missouri
Nevada
New Hampshire
North Dakota
Ohio
Oklahoma
South Carolina
South Dakota
Utah
Virginia
Wisconsin
DC

L EWETT

Oregon

Washington
California
Massachusetts
New Jersey
New Mexico
New York
Rhode Island

Vermont

STLDI plans available covering

Major City avasi.:l-bDillity Any Mental ~Substance Prescription .. .
Benefits Health Abuse Drugs L
St. Louis Restricted 12 6 6 3 0
Las Vegas Restricted 18 9 7 6 0
Manchester Restricted 2 2 2 0 0
Fargo Restricted 6 © 3 0 0
Cleveland Restricted 20 11 6 6 0
Oklahoma City Restricted 21 12 7 7 0
Columbia Restricted 17 8 6 5 0
Sioux Falls Restricted 8 4 4 0 0
Salt Lake City Restricted 8 0 0 0 0
Richmond Restricted 15 11 6 3 0
Milwaukee Restricted 18 18] 10 7 0
Washington No Renewal 11 9 4 1 0
Honolulu No Renewal 3 0 0 0 0
Portland No Renewal 13 8 8 3 0
Seattle No Renewal 2 2 2 0 0
Los Angeles Prohibited
Boston Prohibited
Newark Prohibited
Albuquerque Prohibited
New York City Prohibited
Providence Prohibited
Burlington Prohibited

Source: Pollitz et al., “Understanding Short-Term Limited Duration Health Insurance”; “Duration and Renewals of 2019 Short Term Medical Plans by State,” healthinsurance.org; Rachel Fehr,
Cynthia Cox, and Larry Levitt, “Insurer Participation on ACA Marketplaces, 2014-2019,” KFF, Nov. 14, 2018



https://www.kff.org/health-reform/issue-brief/understanding-short-term-limited-duration-health-insurance/
https://www.healthinsurance.org/assets/img/landing_pages/stm_pdf/state-by-state-short-term-health-insurance.pdf
https://www.kff.org/health-reform/issue-brief/insurer-participation-on-aca-marketplaces-2014-2019/
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