

ISSUE BRIEF

No. 4797 | December 18, 2017

How Lawmakers Should Deal with Obamacare
Cost-Sharing-Reduction Payments
Doug Badger

O

bamacare premiums took another big jump
in 2018. Many attribute these increases to the
Trump Administration’s decision to terminate government payments to insurance companies, known
as cost-sharing-reduction (CSR) subsidies.1
A closer look at the data, however, shows that premiums for Obamacare’s exchange-based coverage in
2018 have once again risen at double-digit rates, even
in plans that were entirely unaffected by the elimination of CSR payments. Providing CSR payments in
2018 will not dampen these premium increases. Nor
do they address their underlying cause.

Background: Cost-Sharing-Reduction
Payments

Obamacare provides two forms of income-based
assistance: advanced premium tax credits (APTC)
and CSR subsidies. Those with incomes between 100
percent and 400 percent of the federal poverty level
(FPL)—$12,060 to $48,240 for an individual—are
eligible to receive tax credits to pay a portion of their
premiums.2 These credits are refundable, meaning
that they can be claimed as subsidies by people eligible for credits that exceed their federal income tax
liability. The Affordable Care Act (ACA) provides for
automatic appropriation of these payments.
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CSR subsidies are available to individuals with
incomes between 100 percent and 250 percent of the
FPL—$12,060 to $30,150 for an individual. The ACA
requires insurers to provide more generous coverage (such as lower deductibles and coinsurance) to
households in this income range.3 It also authorizes
CSR payments to insurers to compensate them for
the costs of providing this richer coverage.4
Unlike premium subsidies, however, the ACA
does not automatically appropriate CSR payments.
Congress has never appropriated money for this
program. The Obama and Trump Administrations
nevertheless made them for four years. A federal
judge ruled in May 2016 that it was unconstitutional
for the government to continue these payments, but
stayed her order pending appeal.5 In October 2017,
the Trump Administration announced that it would
no longer make the payments absent a congressional
appropriation.6
In approving 2018 premiums for Obamacarecompliant plans, most insurance commissioners
allowed for the possibility that the federal government would terminate CSR payments. According to
the National Association of Insurance Commissioners, regulators in 48 states approved greater premium increases to allow insurers to recover revenues
that they would have received through federal CSR
payments.7 In 33 of those states, insurers were permitted to raise premiums only on Silver plans sold
through health insurance exchanges.
In these states, the termination of CSR payments
only affected premiums for Silver plans. Premium
increases for other insurance products that Obamacare allows to be sold (Bronze, Gold, and Platinum
plans) were unaffected by the cessation of CSR pay-
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ments. Thus, premium increases for non-Silver cov- The Root Causes of Obamacare Premium
erage in these states is entirely the result of ongoing Increases
instability in the individual market, which is driven
Although the Administration’s decision to termiby the nature of Obamacare itself.8
nate CSR payments has affected premiums for some
plans, it is not the root cause of premium increases.
Insurers in most states have substantially raised
Obamacare Premiums Spiked Even for
Plans Not Affected by the CSR Cutoff
2018 rates for policies that are unaffected by the CSR
Some attribute the 2018 spike in Obamacare pre- funding cutoff. These premium increases are more
miums to the decision by the Trump Administra- likely related to other factors, including declines in
tion to stop making CSR payments to insurers and the number of people with individual coverage,12 the
are backing legislation to restore those payments in worsening of the insurance pool,13 and the withdraw2018.9 The data tell a different story.
al of insurers from the exchanges.
Throughout the summer of 2017, concerns grew
Original analysis of 2018 premium increases finds
double-digit increases in premiums for plans that that there would be “bare” counties in 2018—those
were unaffected by the withdrawal of CSR money. in which no insurer would offer a product on the
This analysis relies on an October 2017 National exchanges. Regulators scrambled to find companies
Association of Insurance Commissioners (NAIC) willing to sell in these counties and ultimately were
analysis of final rate submissions for the 2018 plan successful.14 But one of four beneficiaries lives in a
year.10 The analysis reports how each state dealt with county where only a single insurer remains in the
premium increase requests based on the loss of CSR exchange.15 This lack of competition in a substanfunds. It identifies 33 states that required insurers to tial number of markets likely contributes to higher
load the entire cost of foregone CSR funds onto Silver rates.
plans sold on the exchanges.
These problems are an inherent consequence of
Next, the study used public-use files from the Obamacare’s design flaws. Restoring CSR funding in
Centers for Medicare and Medicaid Services (CMS) 2018 would solve none of them.
that lay out 2018 premiums for individual coverage
in the 39 states that use the healthcare.gov platform.11 Legislative Efforts Fall Short
Of these states, 23 required that premium increases,
Congress is considering two measures in
needed to compensate for the loss of CSR payments, response to the Trump Administration’s decision to
be applied exclusively to Silver plans sold through end CSR payments: the Bipartisan Health Care Stathe exchanges.
bilization Act, authored by Senators Lamar AlexSince these states did not permit similar adjust- ander (R–TN) and Patty Murray (D–WA),16 and the
ments to Bronze plan premiums, increases in those Lower Premiums Through Reinsurance Act, intropremiums are not attributable to the cutoff of CSR duced by Senators Susan Collins (R–ME) and Bill
money. Table 1 presents premium increases for Nelson (D–FL).17 Both bills would give billions of
each of the 23 state’s lowest-cost Bronze plan for a federal dollars to insurers in 2018, imposing new
40-year-old enrollee.
costs on taxpayers.
The median increase for the lowest-cost Bronze
Alexander–Murray Bill. The bill’s main proviplan in 2018 was 16.41 percent. Of the 23 states, only sion would appropriate CSR payments to insurers
two (Alaska and South Dakota) showed premium for 2018 and 2019. Since insurers already have raised
decreases. (Alaska is a unique case that is discussed their premiums to compensate for the loss of CSR
below.) Three others (Alabama, Montana, and South payments, the bill would result in double payments.
Carolina) had premium increases of less than 5 per- To correct for this, the measure gives state regulacent. Premiums in the remaining 18 states rose by tors 60 days to develop plans to claw back premium
more than 13 percent, ranging from 13.29 percent increases that were established to compensate insur(Illinois) to 57.13 percent (Nebraska).
ers for lost CSR money.
None of these premium increases was associated
The Congressional Budget Office (CBO) does
with the termination of CSR funding and none would not believe that these rebate mechanisms will be
be affected by the appropriation of these funds for entirely successful. If CSR money is appropriated
the 2018 plan year.
for 2018, the CBO has written that “federal costs in
2
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2018 would be higher with funding for CSRs because
premiums for 2018 have already been finalized and
rebates related to CSRs would be less than the CSR
payments themselves.”18
Insurers already have priced the loss of CSR payments into their 2018 premiums. Providing CSR
payments would compensate insurers a second
time. Recouping these double payments will require
states to play a game of “pay and chase” with insurers. It is a game that, according to the CBO, states
will not win.
The Alexander–Murray bill also would allow
insurers to sell a new category of ACA-compliant
product—Copper plans—policies that would cost
less and provide less-generous coverage than Bronze
coverage.19 It also would make it easier for states
to receive waivers from certain ACA regulatory
requirements. The creation of Copper plans does not
entail additional federal subsidies to the insurance
industry, and the CBO believes that legalizing the
sale of these policies would reduce federal spending.
More important, it would provide consumers with
an additional choice, one that is more affordable
than existing Obamacare policies. These provisions
are very small steps in the direction of offering consumers more affordable health insurance options.
Congress should go much further.
Collins–Nelson Bill. The Collins–Nelson bill
would make it easier for states to obtain waivers to
establish risk-mitigation programs. It would provide
a total of $4.5 billion—$2.25 billion in 2018 and $2.25
billion in 2019—to states that establish reinsurance
or “invisible high-risk pool” programs to compensate insurers for the cost of certain large claims.20
The bill would allow insurers to shift to the taxpayer the costs of large medical claims covered
under their policies. Each state would be eligible to
seek a waiver that would allow it to spend new federal money to compensate insurers for a portion of
the cost of such claims.
As with the Alexander–Murray bill, insurers
would receive a double payment in 2018: First, they
would collect higher premiums (and higher premium subsidies) to cover the cost of large medical
claims; then they would submit those large medical
claims to the state, which would use federal money
to reimburse at least part of the cost.
Successful state reinsurance programs require
neither double payments nor additional federal
spending. Budget-neutral risk-mitigation programs

TABLE 1

Premiums for LowestPremium Bronze Plans
Figures are for a 40–year-old enrollee.
STATE

2017

2018

Alaska

$703.00

$526.00

–25.18%

Alabama

$308.36

$323.40

4.88%

Arkansas

$238.70

$277.88

16.41%

Florida

$243.57

$278.12

14.18%

Hawaii

$244.25

$278.12

13.87%

Iowa

$229.73

$278.12

21.06%

Illinois

$269.07

$304.82

13.29%

Louisiana

$291.88

$333.15

14.14%

Maine

$295.44

$337.01

14.07%

Michigan

$192.15

$218.57

13.75%

Montana

$319.30

$333.99

4.60%

Nebraska

$309.02

$485.55

57.13%

New Hampshire

$309.02

$391.04

26.54%

New Mexico

$199.87

$293.16

46.68%

Nevada

$216.22

$301.62

39.50%

Ohio

$204.53

$244.07

19.33%

Pennsylvania

$206.57

$243.24

17.75%

South Carolina

$316.10

$319.84

1.18%

South Dakota

$350.19

$346.15

–1.15%

Texas

$187.94

$255.72

36.06%

Utah

$227.51

$302.76

33.08%

Virginia

$245.82

$327.48

33.22%

Wisconsin

$209.59

$250.08

19.32%

MEDIAN INCREASE

CHANGE

16.41%

SOURCE: Centers for Medicare and Medicaid Services,
Center for Consumer Information and Insurance Oversight,
“Health Insurance Exchange Public Use Files (Exchange
PUFs),” https://www.cms.gov/cciio/resources/data-resources/
marketplace-puf.html (accessed December 15, 2017).
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can help hold down premiums without imposing
additional costs on taxpayers.
Alaska illustrates this point. In July 2017, the federal government approved a waiver that authorized
the state to use existing federal premium subsidies
to help finance a state pool to pay medical claims
3
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kets; it should give states flexibility to repair at
incurred by “residents with high risk”—those whose
least some of the damage. Congress should pursue
health status made it likely that they would run up
provisions such as those in the Alexander–Mursignificant medical bills. The program met the ACA’s
ray and Collins–Nelson bills that encourage state
statutory waiver criteria because it did not require
innovation by making the federal waiver process
additional federal spending. Instead, the state
at least marginally more workable and rational.
deployed existing federal resources to finance a pool
that helped pay large medical claims. Shifting this
risk to the pool resulted in lower premiums for 2018. 3. Congress should repeal Obamacare and give
consumers more health coverage choices.
These lower premiums, in turn, reduced the costs of
Obamacare’s system of taxes, burdensome reguproviding federal subsidies, thus rendering the prolation, mandates, and government spending have
gram budget neutral.
increased costs for consumers while restricting
As Table 1 shows, the program appears to be worktheir choices. Obamacare insurance regulations
ing. In contrast to the trend in most other states,
require insurers to offer consumers an unattractpremiums for the lowest-cost Bronze plan in Alasive product at an unattractive price. Congress
ka dropped by roughly one-fourth, reducing federal
should recognize the effect of these regulations
spending on premium subsidies.
on the affordability of individual policies, particuThe results of the Alaska reinsurance waiver are
larly among families that do not qualify for subsipromising. Other states may wish to pursue similar
dies. Lawmakers also should explore ways to give
waivers for 2019. Congress should consider amendstates more regulatory control over these markets,
ing the ACA statute to facilitate the implementawaiving federal rules that prevent insurers from
tion of such waivers. Both the Collins–Nelson and
offering products that people are willing to buy
the Alexander–Murray bills propose useful changes
at a price that they are willing to pay. While both
along these lines.
Alexander–Murray and Collins–Nelson take steps
Lawmakers should recognize that reinsurance
in this direction, Congress should do much more
arrangements can succeed without the expenditure
to ensure that consumers have a broad choice of
of additional federal money. Alaska’s reinsurance
affordable health insurance coverage.
waiver met the statute’s budget-neutrality requirement. Congress should encourage risk-mitigation
waivers, but it should not allocate additional money Conclusion
for these programs.
Calls to fund CSRs and other payments to insurers in 2018 are rooted partly in a fundamental misunderstanding of why Obamacare premiums continRecommendations: Regulatory Relief to
Offer More Affordable Coverage
ue to rise. Although premium increases are to some
degree attributable to the Administration’s cancella1. Congress should not fund CSRs for 2018 or tion of CSR payments, premium increases were conappropriate additional money for state risk- siderable even for policies unaffected by the Adminmitigation waivers. With 2018 premium hikes istration’s decision.
Lavishing billions of federal dollars on the insuralready approved, and open enrollment concluded
in most states, there is no reason to give insurers ance industry in 2018 is misguided policy. Insurers
this money. Doing so for 2018 will result in double have secured another round of rate hikes and, with
payments to these companies and unnecessary them, billions more in federal premium subsidies.
Nor are federal dollars necessary for a state to opercosts to the federal government.
ate a successful risk-mitigation program, as Alaska
2. Congress should make it easier for states to has shown.
Trying to rush CSR and reinsurance payments out
obtain waivers from certain Obamacare regulatory requirements. The ACA’s regulatory the door in 2018 will result in wasteful and unnecesregime has damaged the individual and small- sary spending, and is more likely to create confusion
group markets. Families and businesses that used than to produce the predictability lawmakers seek.
—Doug Badger is a Senior Fellow at The Galen
to be able to afford policies no longer can. The
federal government broke these insurance mar- Institute.
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