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One of the key current provisions in the recently 
passed tax reform bill is the repeal of the 
individual mandate. The individual mandate is 
one of the key parts of the Affordable Care Act 
and provides crucial incentives to maintaining a 
healthy risk pool. Without the individual market, 
fewer healthy individuals will purchase 
coverage. Fewer healthy individuals purchasing 
insurance will produce premium increases for 
the remaining market. Recently, it has been 
discussed that reinsurance payments may be a 
method of stemming premium increases 
resulting from repeal of a mandate. This article 
will discuss what amount of reinsurance may be 
necessary to fully offset premium increases at a 
national level. It will then discuss how premium 
increases resulting from the loss of the mandate 
may not align with how much funding each state 
may get in a national reinsurance program. 

Effects of Mandate Repeal 
 
The individual mandate is considered one of the 
more important provisions for maintaining a 
healthy risk pool in a world where underwriting 
and rating for pre-existing conditions is no 
longer an option. Without the penalties 
associated with non-coverage, healthy 
individuals will choose to delay getting coverage 
or may even drop coverage altogether. Fewer 
healthy  individuals  in  the  risk  pool  results in 

 
higher premiums as the average enrolled 
individual becomes costlier, which further 
reduces the incentives for healthy individuals to 
enroll. Furthermore, CBO notes that there may 
be non-economic factors associated with the 
individual mandate.1 The individual mandate 
may provide cues for social norms for 
individuals to enroll in coverage. This means 
that even the subsidized population, i.e., 
individuals who are protected from premium 
increases, may be less likely to sign up for 
coverage. The result of the repeal of the 
individual mandate, while not causing a death 
spiral as a result of the subsidy structure, will still 
result in fewer enrollees, the remaining 
enrollees on average will be sicker, and 
premiums will be higher. 

Reinsurance 
 
One of the ideas currently being considered to 
dampen the increase in premiums due to the 
mandate repeal is the introduction of a 
reinsurance program. A reinsurance program 
would reduce premiums by reimbursing issuers 
for high cost enrollees. The question is: how 
much funding is necessary to fully offset 
premium increases? To calculate what the 
national market might look in 2019 without a 
mandate, we are relying CBO’s estimate of the 
impact  of  the  loss  of  the  mandate  (3 million 

 
 

 
1  https://www.cbo.gov/system/files/115th-congress-2017-2018/presentation/53310-presentation.pdf 
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enrollees)2 and CMS’ Office of the Actuary 
estimate of a loss of approximately 2 million 
enrollees3 to estimate the decrease in 
enrollment. To calculate the reinsurance 
funding necessary to offset premium increases 
in each scenario, we estimate total 2015 claims, 
premium and membership amounts from 
several data sources, including public unified 
rate review files and proprietary Wakely ACA 
data. The 2015 claims were then projected to 
2019, with market adjustments applied. Each 
2019 scenario was then run through Wakely’s 
model to account for enrollment, morbidity4 and 
other changes resulting from mandate repeal. 
To determine reinsurance amounts, Wakely 
calculated the total dollars required to reduce 
premiums back to the base 2019 scenario 
levels. 

 
Table 1. National Reinsurance Funds 

Needed in 2019 
Enrollment 
Losses 

2 Million 3 Million 

Reinsurance 
Dollars Needed 

$ 3.3 Billion $ 4.8 billion 

 
As can be seen in Table 1, due to the enrollment 
losses, significant reinsurance funds are 
needed to offset the premium increases 
resulting from declining health of the population 
in the risk pool. Furthermore, the analysis 
illustrates the uncertainty over the magnitude of 
the effects of the repeal of the mandate. As 
shown different estimates on the effect of the 
mandate repeal, produces very different 
reinsurance needs. For this analysis a 
difference in 1 million enrollees resulted in a 
difference  of  nearly  $1.5  billion  in  the funds 

needed to offset premium increases. The 
amounts listed are only for 2019. The effects of 
mandate repeal are expected to increase over 
time. For example, the CBO estimates by 2027 
5 million fewer enrollees would be in the 
individual market. The higher enrollment losses 
coupled with medical cost increases over time 
mean that the amount of reinsurance needed 
each year to offset the loss of the mandate will 
continually increase over time. 

State Effects 
 
One key consideration policy makers would 
need to take into account if reinsurance funds 
become available is how best to target the 
reinsurance funds. A national reinsurance 
program may not appropriately target states 
most hurt by the loss of the mandate. It is 
possible that individuals who are heavily 
subsidized are less likely to leave the individual 
market. Consequently, states with a higher 
percentage of the individual market that does 
not receive premium subsidies will be more 
affected by premium increases, as more 
enrollees are likely to leave. As you can see in 
Figure 1, there is not a direct relationship 
amongst states between how the historical 
Federal transitional reinsurance dollars 
impacted premiums at a national level and the 
percent of the market that is subsidized. 

 
 

 
2   https://www.cbo.gov/system/files/115th-congress-2017-2018/reports/53300-individualmandate.pdf 
3   https://www.cms.gov/Research-Statistics-Data-and-Systems/Research/ActuarialStudies/Downloads/AHCA20170613.pdf 
4https://obamawhitehouse.archives.gov/sites/default/files/page/files/201701_individual_health_insurance_market_cea_issue_brief.pdf 
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Figure 1. 2016 RI Payments Relative to 
Percent of Individual Market Receiving 

APTC 
 
 
 
 
 
 
 
 
 
 
 
In 2016, the last year of the Federal reinsurance 
program, there was significant variation 
amongst states in the reinsurance 
reimbursement amounts, as a percent of 
individual market premium. Also, in 2016 there 
was significant variation in the percent of 
individual market enrollees receiving premium 
subsidies and therefore protected by premium 
increases. Some markets like Alaska or 
Wyoming generally consist of mostly subsidized 
enrollees. Subsidized enrollees are less likely to 
leave the individual market due to the mandate 
repeal, given the lower net premiums and that 
they are insulated from premium increases. As 
a result, states with higher percent of enrollees 
having APTC should see less of a premium 
increase due to the mandate repeal. On 
average fewer relative reinsurance dollars 
would not be needed for states with high APTC 
enrollment since they would be less affected by 
mandate repeal. Conversely, states like New 
Hampshire or New Mexico may be at higher risk 
for instability in their market because a smaller 
share of their market have APTC. 

 
While reinsurance funds would help the state if 
they were funded on a pure national basis, like 
they were for the Transitional Reinsurance 
Program, some states may receive  insufficient 

funds. In the case of New Hampshire and New 
Mexico both received fewer reinsurance dollars 
relative to state premiums compared to the 
national average in 2016. If such policies were 
replicated the national reinsurance amounts 
would be insufficient to offset premium 
increases. While undoubtedly conditions have 
changed since 2016, the fundamental concept 
remains. States that may benefit from a national 
reinsurance program may not align with states 
that are at greatest risk for damage from 
mandate repeal. The distribution of reinsurance 
funds amongst states is as important as the total 
amount of reinsurance available at a national 
level if premium increases are to be negated. 

 
Another factor complicating reinsurance 
distribution is that multiple states are currently 
operating, or intend to operate, their own state- 
based reinsurance program and any national 
reinsurance program would need to account for 
the state reinsurance programs in order to avoid 
duplication. For example, Alaska’s current 
reinsurance program may overlap with a 
national reinsurance program since it removes 
all costs from issuer liability for certain 
conditions. State’s vulnerability to 
destabilization due to a potential repeal of the 
mandate will vary from state to state. 
Furthermore, national reinsurance funds may 
not align with state vulnerability. 

Concluding Thoughts 
 
A repeal of the mandate would have a negative 
effect impact on the individual market. While 
analysis disagrees on the extent to which a 
repeal would hurt the individual market, all 
analysis agrees on the direction of the impact. 
This analysis shows that reinsurance funds 
could blunt the effects of a mandate repeal on 
premium increases. However, any reinsurance 
policy would need to be tailored to individual 
state   circumstances.   These    circumstances 
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include how the state’s market would be 
impacted by the repeal of the mandate, relative 
to the rest of the country, and if the state 
currently has a reinsurance program. While a 
repeal of the individual mandate may reduce the 
size of the individual market, the premium 
increases that result from it may be blunted 
through sufficient reinsurance funds and 
tailoring that reinsurance to state specific 
circumstances. 

 
 

Please contact Suzanna-Grace Sayre at 
SuzannaGrace.Sayre@wakely.com or Michael 
Cohen at Michael.Cohen@wakely.com with any 
questions or to follow up on any of the concepts 
presented here. 
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