
Journal of Insurance Regulation

Cassandra Cole and Kathleen McCullough
Co-Editors

Vol. 35, No. 2

A Review of States’ Decisions Regarding 
Health Insurance Exchanges

Cassandra R. Cole, Ph.D.
J.Bradley Karl, Ph.D.

Lloyd Chip Wade

JIR-ZA-35-02



Accounting & Reporting
Information about statutory accounting principles and the 
procedures necessary for fi ling fi nancial annual statements 
and conducting risk-based capital calculations.

Consumer Information
Important answers to common questions about auto, 
home, health and life insurance — as well as buyer’s 
guides on annuities, long-term care insurance and 
Medicare supplement plans.

Financial Regulation 
Useful handbooks, compliance guides and reports on 
fi nancial analysis, company licensing, state audit 
requirements and receiverships.

Legal
Comprehensive collection of NAIC model laws, regulations 
and guidelines; state laws on insurance topics; and other 
regulatory guidance on antifraud and consumer privacy.

Market Regulation
Regulatory and industry guidance on market-related 
issues, including antifraud, product fi ling requirements, 
producer licensing and market analysis.

NAIC Activities
NAIC member directories, in-depth reporting of state 
regulatory activities and offi cial historical records of 
NAIC national meetings and other activities.

For more information about NAIC 
publications, view our online catalog at:

http://store.naic.org 

Special Studies
Studies, reports, handbooks and regulatory research 
conducted by NAIC members on a variety of insurance-
related topics.

Statistical Reports
Valuable and in-demand insurance industry-wide statistical 
data for various lines of business, including auto, home, 
health and life insurance.

Supplementary Products
Guidance manuals, handbooks, surveys and research 
on a wide variety of issues.

Capital Markets & Investment Analysis
Information regarding portfolio values and procedures for 
complying with NAIC reporting requirements.

White Papers 
Relevant studies, guidance and NAIC policy positions on 
a variety of insurance topics.

© 2016 National Association of Insurance Commissioners. All rights reserved.

Printed in the United States of America

No part of this book may be reproduced, stored in a retrieval system, or transmitted in any form or by any means, electronic or 
mechanical, including photocopying, recording, or any storage or retrieval system, without written permission from the NAIC.

NAIC Executive Offi ce
444 North Capitol Street, NW
Suite 700
Washington, DC 20001 
202.471.3990

NAIC Central Offi ce
1100 Walnut Street
Suite 1500
Kansas City, MO 64106
816.842.3600

NAIC Capital Markets
& Investment Analysis Offi ce
One New York Plaza, Suite 4210
New York, NY 10004
212.398.9000

The NAIC is the authoritative source for insurance industry information. Our expert solutions support the efforts 
of regulators, insurers and researchers by providing detailed and comprehensive insurance information. The 
NAIC offers a wide range of publications in the following categories:



The following companion products provide additional information on the same or similar subject matter. Many

customers who purchase the Journal of Insurance Regulation also purchase one or more of the following

products:

Companion Products

Federalism and Insurance Regulation

This publication presents a factual historical account of the development of the

framework for insurance regulation in the United States. It does so in part by

using illustrative early statutes, presenting them chronologically, and in part by

using cases that illustrate the interpretation of the crucial later statutes.

Copyright 1995.

Regulation and the Casualty Actuary

This anthology reprints 20 important papers from past issues of the Journal of

Insurance Regulation that are most relevant for practicing actuaries and state

insurance regulators. It covers a wide range of issues, such as ratemaking,

auto insurance pricing, residual markets, reserving and solvency monitoring.

This invaluable reference explains these complex topics in straightforward,

non-technical language. Copyright 1996.

International orders must be prepaid, including shipping charges. Please contact an NAIC Customer Service Representative, Monday - Friday, 8:30 am - 5 pm CT.





Editorial Staff of the 
Journal of Insurance Regulation 

Co-Editors  Case Law Review Editor 
Cassandra Cole and Kathleen McCullough Jennifer McAdam, J.D. 

Florida State University NAIC Legal Counsel II 
 Tallahassee, FL 

Editorial Review Board  

Cassandra Cole, Florida State University, Tallahassee, FL 

Lee Covington, Insured Retirement Institute, Arlington, VA 

Brenda Cude, University of Georgia, Athens, GA 

Robert Detlefsen, National Association of Mutual Insurance Companies, 
Indianapolis, IN 

Bruce Ferguson, American Council of Life Insurers, Washington, DC 

Stephen Fier, University of Mississippi, University, MS 

Kevin Fitzgerald, Foley & Lardner, Milwaukee, WI 

Robert Hoyt, University of Georgia, Athens, GA 

Alessandro Iuppa, Zurich North America, Washington, DC 

Robert Klein, Georgia State University, Atlanta, GA 

J. Tyler Leverty, University of Iowa, Iowa City, IA

Andre Liebenberg, University of Mississippi, Oxford, MS

David Marlett, Appalachian State University, Boone, NC

Kathleen McCullough, Florida State University, Tallahassee, FL

Charles Nyce, Florida State University, Tallahassee, FL

Mike Pickens, The Goldwater Taplin Group, Little Rock, AR

David Sommer, St. Mary’s University, San Antonio, TX

Sharon Tennyson, Cornell University, Ithaca, NY



Purpose 

The Journal of Insurance Regulation is sponsored by the National Association 

of Insurance Commissioners. The objectives of the NAIC in sponsoring the 

Journal of Insurance Regulation are: 

1. To provide a forum for opinion and discussion on major insurance

regulatory issues;

2. To provide wide distribution of rigorous, high-quality research

regarding insurance regulatory issues;

3. To make state insurance departments more aware of insurance

regulatory research efforts;

4. To increase the rigor, quality and quantity of the research efforts on

insurance regulatory issues; and

5. To be an important force for the overall improvement of insurance

regulation.

To meet these objectives, the NAIC will provide an open forum for the 

discussion of a broad spectrum of ideas. However, the ideas expressed in the 

Journal are not endorsed by the NAIC, the Journal’s editorial staff, or the 

Journal’s board. 



* Department of Risk Management/Insurance, Real Estate and Legal Studies, College of
Business, Florida State University, 821 Academic Way, Room 313, P.O. Box 3061110, Tallahassee FL 
32306-1110. 

** East Carolina University, Department of Finance, Bate Building 3129, Greenville NC 27858; 
karlj@ecu.edu. 

*** School of Business, University of Mississippi, 253 Holman Hall, Holman 362, University 
MS 38677. 

© 2016 National Association of Insurance Commissioners 

A Review of States’ 
Decisions Regarding 

Health Insurance 
Exchanges 

Cassandra R. Cole, Ph.D.* 
J. Bradley Karl, Ph.D.**

Lloyd Chip Wade***

Abstract 

Health insurance exchanges play a principal role in the structure of the Patient 
Protection and Affordable Care Act’s (ACA) goal of providing access to 
affordable, quality health insurance, and reducing the growth in health care 
spending in the U.S. Exchanges are proposed to simplify and streamline the health 
insurance choices and benefits for individuals and small businesses. The ACA and 
the Exchange Final Rule stipulate states are required to have an approved state-
based exchange or participate in the federally facilitate marketplace. This paper 
examines the variety of decisions made by states, including the type of exchange 
established, the structure of the exchange and various other relevant 
characteristics. Additionally, we examine whether any significant differences exist 
between state-level population demographics and political factors by exchange 
type. Our discussion highlights the heterogeneity in states’ decisions regarding 
health insurance exchange and provides a valuable source of intuitional 
information that helps to inform regulators, policymakers and other health 
insurance market participants. Our paper also helps identify future research topics 
related to health insurance markets and exchanges.   
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Introduction 
 
The ACA institutes dramatic changes in the U.S. health insurance 

marketplace. A key provision of the law is the creation of health insurance 
exchanges which, as discussed by President Barack Obama, are markets where 
“Americans can one-stop shop for a health care plan, compare benefits and prices, 
and choose the plan that's best for them” and where plans cannot “deny coverage 
on the basis of a preexisting condition, and all of these plans should include an 
affordable basic benefit package that includes prevention and protection against 
catastrophic costs.”1 Such health insurance exchanges are a pivotal component of 
the new health care framework, as they facilitate the implementation of the 
individual purchase and guaranteed issue mandates dictated by the ACA.  

The policies sold on exchanges are standardized health insurance plans 
available from private insurers that agree to comply with specific regulations as 
outlined in the ACA. For example, all plans sold on the exchanges must provide 
coverage for the 10 essential health benefits (EHB) categories, which include 
coverage for services such as inpatient care, outpatient care, prescription drugs, 
mental health care and maternity.2 Insurers are not permitted to discriminate 
among applicants based on pre-existing conditions and may not impose limits on 
EHB coverages. Additionally, coverage can only vary based on four approved 
rating factors. Thus, for a given individual, price differentiation among policies is 
largely based on select factors such as the amount of coverage elected and cost-
sharing provisions. In addition, certain individuals are eligible to receive tax 
credits that can be applied toward the cost of health insurance purchased on  
the exchanges.3  

In the original language of the law, states were required to propose an 
exchange structure by Oct. 1, 2013. However, of particular importance to our 
paper is that while the ACA stipulates the creation of health insurance exchanges, 
its language is such that states had a degree of discretion in the nature of the 
exchanges. First, states could choose a state-based marketplace, in which it creates 
and operates its own exchange (Centers for Medicare & Medicaid Services 
(CMS), 2013). Alternatively, states could create a state-partnership marketplace, 
which is a hybrid marketplace model characterized by a state entering into a 
partnership with the federal government to run the exchange (CMS, 2013). 
Finally, the federal government could establish and operate exchanges in those 
                                                 

1. Statement made by Barak Obama in the post titled “President Obama Reiterates Support 
for Public Option and Health Insurance Exchange” and found at http://my. 
barackobama.com/page/community/post/obamaforamerica/gGGGpK. Accessed May 7, 2012. 

2. The EHBs are defined based on benchmark plans. The CMS maintains information on the 
EHB benefits of each state and identifies whether the plans of the state are meeting the 
benchmarks established. This information can be found at www.cms.gov/CCIIO/Resources/Data-
Resources/ehb.html. Accessed June 25, 2014.  

3. The page “How to Save Money on Monthly Insurance Premiums” on 
www.healthcare.gov provides more information regarding the premium tax credits. The page is 
accessed at https://www.healthcare.gov/will-i-qualify-to-save-on-monthly-premiums/.  
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states that do not successfully propose or establish their own exchanges (CMS, 
2013). The extent of the state’s involvement in the exchange varies by exchange 
type. As such, the choice of exchange type could result in different costs and 
benefits for the state. Additionally, the demographics of the state may be 
associated with the state’s decision regarding the type of exchange it elected to 
establish, as well as the utilization of the exchange by eligible individuals. This 
study explores both of these issues.   

Given the social, political and economic implications surrounding the ACA, it 
is not surprising that the existing literature considers various topics related to the 
characteristics of health insurance exchanges. Some studies suggest that the 
exchange should include characteristics that support consumers by, for example, 
providing means to help consumers navigate through the plans offered on 
exchanges (e.g., Day and Nadash, 2012; Sinaiko, Ross-Degnan, Soumerai, Lieu, 
and Galbraith, 2013). Other studies focus on characteristics, such as enrollment 
levels and pricing in the marketplaces, in the context of topics such as Medicaid 
eligibility (e.g., Sommers and Rosenbaum, 2011), the cost of employer-sponsored 
health insurance (e.g., Austin, Luan, Wang, and Bhattacharya, 2013), and the 
health insurance-related decisions of small employers (e.g., Eibner Price, 
Vardavas, Cordova, and Girosi, 2012).4  

Additional studies, such as Jost (2010) and Kingsdale and Bertko (2010), 
specifically address various operational and structural characteristics of exchanges. 
Jost (2010) considers problems in previous health insurance exchanges and 
identifies key issues that should be addressed in marketplace creation, including 
regulatory constraints imposed by the exchanges, the adoption of state-based or 
federal exchanges, and the structure of the marketplace. Kingsdale and Bertko 
(2010) identify the six most important design issues for states creating health 
insurance exchanges: 1) organization and governance; 2) insurer rating rules; 3) 
premium adjustment criteria; 4) benefit options; 5) the nature of plan contracting; 
and 6) protection of the public. However, to the best of our knowledge, the 
literature provides little insight into all of the states’ ultimate decisions regarding 
the establishment, organization and operation of health insurance exchanges 
mandated by the ACA.    

The first open enrollment period began on Oct. 1, 2013, and ended on  
March 31, 2014 (HealthCare.gov, 2014), indicating that states have already made 
key decisions regarding exchange characteristics. By the end of 2014, information 
was available on exchange participation across states. Given the degree of 
discretion allotted to states by the ACA, it is important to examine each state’s 
ultimate decision in determining the nature and characteristics of health insurance 

                                                 
4. Other relevant studies include Blavin et al. (2012) and Gardiner (2012). Blavin et al. 

(2012) suggests that states have the ability to make decisions regarding various design features of 
exchanges without substantial ramifications for costs and coverage levels. Gardiner (2012) 
suggests that the use of brokers, an effective navigator program, the nature of essential services 
and availability of wellness programs are all features that may draw small business customers  
to exchanges. 

3
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exchanges, as the decisions are likely to have a variety of academic and public 
policy implications.  

In the remainder of the paper, we closely review and discuss states’ decisions 
surrounding the creation of health insurance exchanges. Specifically, we briefly 
summarize information regarding the states’ options and decisions regarding 
exchange types, with a focus on the costs and benefits of the options. We also 
provide a discussion and comparison of the decisions made by states that elected 
to establish a state-based exchange. Finally, by examining some basic 
demographic factors, health factors, political factors and initial take-up rates, we 
consider if there are observable differences across states by exchange type. We 
then provide concluding remarks. 

 
 

Creating and Structuring the Exchanges 
 
State-Maintained Exchanges vs. Federally Facilitated Exchanges 

 
Per the ACA, health insurance exchanges are intended to provide one-stop 

shopping for individuals and small businesses seeking to obtain coverage from 
private health insurance plans. Most individuals are eligible for coverage through 
the exchange.5 However, only those with financial need6 are eligible for the 
subsidized coverage or coverage through Medicaid.7 Health insurance exchanges 
facilitate the goal of providing affordable health insurance coverage to all 
Americans and help to ensure the feasibility of the individual purchase and 
guaranteed issue mandates.  

When deciding the type of exchange to establish, states had three options: 1) a 
state-based marketplace (SBM); 2) a state-partnership marketplace (SPM); or 3) a 
federally facilitated marketplace (FFM). With the first option, the SBM, states 
could establish and operate the health insurance exchange at the state-level.8 With 

                                                 
5. The exchange is available to all U.S. citizens or nationals that are living in the U.S., with 

the exception of those that are incarcerated. U.S. citizens living outside of the U.S. for a 
minimum of 330 days do not have to purchase health insurance coverage as required by the ACA 
for that period and are not subject to the penalty of the greater of 1% of income or $95 per person 
($47.50 for children) for noncompliance. 

6. Financial need is determined based on household income and the number of people in the 
household. For subsidized coverage, income must be between $11,490–$45,960 for single-person 
households and between $31,590–$126,360 for six-person households. A chart showing income 
ranges per household size is available on the www.healthcare.gov website at https:// 
www.healthcare.gov/how-can-i-save-money-on-marketplace-coverage/. 

7. Income requirements for Medicaid eligibility depend on whether the state expanded its 
Medicaid program but tend to be on the low end of the ranges.  

8. Note that in 2015, three states (Nevada, New Mexico and Oregon) transitioned to a 
federally supported SBM (FSSBM). An FSSBM is an SBM that elected to use the FFM website 
in its exchange. The decision to use the FFM website appears to be driven by technical failures 

4
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the second, the SPM9, states would share the responsibilities of running the 
exchange with the federal government. A notable feature of these state-maintained 
exchanges is that many policy and procedural decisions regarding the exchanges 
are made by the state (Public Consulting Group, 2012). This autonomy in decision 
making allows states to design exchanges that fit the needs of state residents and 
the health insurance market. For example, SBMs are permitted to select the 
governing agency, method of determining policies sold on exchanges and method 
of consumer assistance. These features made SBMs and SPMs potentially 
appealing to some states.  

Should a state prefer the autonomy in governance afforded by state-
maintained exchanges, it would be the state’s duty to create an exchange that is in 
compliance with the guidelines set forth in the ACA. For example, these 
exchanges would be involved in the process of designating “qualified” plans, 
enrolling participants and/or assisting customers (Illinois Legislative Health 
Insurance Exchange Study Committee, 2012 (henceforth, Illinois Study)). In 
addition, states electing not to utilize the federal government’s online marketplace 
interface would be required to develop their own IT infrastructure. States would 
also be obligated to consult with stakeholders such as legislators, state regulatory 
offices, insurers or providers (Illinois Study, 2012). As such, while the latitude in 
fulfilling these duties potentially allows states to tailor exchange operations  
in ways that best serve the needs of the population, adequately fulfilling these 
duties would require increased investment of state resources (Public Consulting 
Group, 2012). 

While initial implementation costs to the state were an important 
consideration in evaluating the costs of SBMs or SPMs, the requirement that these 
exchanges be self-sustaining meant that states were also forced to consider the 
ongoing operational costs for the life of the exchange. Several of the states 
considering SBMs or SPMs commissioned reports on their costs, and estimates 
varied among states. For example, an analysis conducted for Ohio estimated the 
implementation cost of an SBM at $63 million,10 while Illinois estimated the start-
up costs of its exchange at $92.3 million11 (KPMG, 2011; Illinois Study, 2012). In 

                                                                                                                
with state-based websites (e.g., the failure of the Cover Oregon website). All other operations 
remain at the state level, and these states are, therefore, still considered to have SBMs.  

9. According to the HHS (2013), SPMs allow the states to “continue to serve as the primary 
points of contact for issuers and consumers, and will work with the HHS to establish an 
Exchange that best meets the needs of state residents.” Thus, with this model of exchanges, states 
have latitude in various aspects of operations of the exchange, including plan management 
functions or consumer assistance and outreach (HHS, 2013). 

10. This includes software costs of $5 million and hardware costs of $1.4 million. The 
majority of the remaining amount, approximately $44 million, is allocated to external resource 
costs. To review a detailed breakdown of all operating costs, see KPMG (2011). 

11. The Illinois study (2012) decomposes the cost of this figure as follows: $45.4 million 
for determining eligibility and enrollment; $15.8 million for the website; $9.6 million for a call 
center; $4.1 million for premium billing systems; $0.8 million for facility costs; $8.4 million for 
salaries and benefits; $7 million for consulting and professional support; and the remaining 
balance to other program operation costs.   

5



Journal of Insurance Regulation 
 

© 2016 National Association of Insurance Commissioners  

California, one of the largest state with an SBM, ongoing costs have been 
estimated at nearly $400 million per year (California Health and Human Services, 
2014), while in less populated states like Hawaii and Vermont, operating budgets 
were $15 million and approximately $18 million, respectively (Consillio, 2014; 
Health Management Associates, 2013).  

Another challenge faced by states in evaluating state-maintained marketplaces 
is that cost estimates are sensitive to expected enrollment levels, meaning that 
unexpected changes in enrollment or lower than expected enrollment could lead to 
ongoing budgetary concerns. This is particularly concerning when assessments on 
policies sold on the exchange are a significant portion of the revenue needed to 
maintain the exchange (Illinois Study, 2012; Consillio, 2014). For example, 
because Hawaii’s exchange had the lowest initial enrollment of any state and has 
continued to be plagued by low participation by residents (Reston, 2014), the long-
term sustainability of its exchange is a major concern.12   

In order to offset some of the initial costs associated with establishing state-
level exchanges, the federal government provided grants to states interested in 
establishing an exchange.13 An Early Innovator grant was a two-year award for 
states to design and implement the IT infrastructure required to operate an 
exchange. Planning grants, each of up to $1 million, funded research into the 
viability of an exchange and its methods of operation and governance. States were 
also permitted to apply for multiple Level One Establishment grants, which 
provided a year of funding for the development and implementation of exchanges. 
Finally, Level Two Establishment grants provided a maximum of three years of 
funding for states establishing an exchange. In total, approximately $4.9 billion in 
grants were awarded to states (Mach and Redhead, 2014), though not all states 
elected to apply for or accept all grants.14  

While federal grants helped offset some of the costs associated with SBMs or 
SPMs, states were forced to consider cost control measures and various revenue 
sources that would fund the exchange’s operations.15 One-way exchanges could 
help control costs related to how it managed premium-assistance credits, subsidies 
or Medicaid/Children’s Health Insurance Plans (CHIP) eligibility. Centralization 
of this process could allow states to share some of the exchange costs with other 
programs such as Medicaid. States also explored a variety of revenue options, 

                                                 
12. As noted in the conclusion of its 2014 annual report, “Enrollment, while growing, is 

unlikely to produce sufficient revenue to cover costs unless operations are curtailed to the point 
where growth is in jeopardy” (Hawaii Health Connector, 2014). 

13. All of the descriptive information in this paragraph pertaining to grants is obtained from 
the Kaiser Family Foundation (2015).  

14. For example, Florida and Louisiana returned the Planning Grant money (Mach and 
Redhead, 2014). Other states, such as Georgia, Kansas, and Montana, only received the Planning 
Grant (Mach and Redhead, 2014). Still other states, such as Maryland, New York and Oregon, 
accepted all four grant types (Mach and Redhead, 2014). 

15. Information regarding potential sources of state funding is obtained from Public 
Consulting Group (2012), Illinois Study (2012) and a report conducted by Wakely Consulting 
Group for the state of Maryland (2012).  

6
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including assessments levied against qualified health plans (QHPs), health 
insurers, other stakeholders in the health care industry and on individual 
consumers. Other options considered included taxing cigarettes or alcohol, selling 
advertising on the exchange’s website, instituting licensing fees for navigators and 
using funds from general revenues. As noted by the Illinois Study (2012), each of 
these options had “various positive and negative factors which would have to be 
considered in order to finance the Exchange in the most effective way.” 

If, after evaluating the costs and benefits, a state did not elect to establish an 
SBM or SPM, it would by default implement the third option, an FFM, whereby 
the federal government would perform all of the marketplace functions for the 
state. More specifically, in FFM states, the U.S. Department of Health and Human 
Services (HHS) would carry out all exchange functions required by the ACA, 
including: 1) consulting with stakeholders, certifying, recertifying and decertifying 
QHPs; 2) determining individuals’ eligibility for enrollment in a QHP through the 
exchange and for insurance affordability programs; and 3) supporting consumers, 
issuers, and other stakeholders through technical assistance and enrollment 
facilitation resources (Jost, 2013). However, outside of the operations of the 
exchange, a state’s insurance regulatory roles would remain intact if an FFM  
were established.  

The primary benefit of the FFM is that it does not require the state to develop, 
operate and maintain an exchange and instead shifts many of the insurance 
responsibilities to the federal government (Public Consulting Group, 2012).16 As a 
result, an FFM allows a state to be in compliance with the ACA’s regulations 
while incurring less exchange-related costs when compared to SBMs and SPMs. 
For example, as noted earlier, Ohio estimated the implementation cost of an SBM 
at $63 million, but costs of an FFM were estimated at $20 million. Additionally, 
average ongoing costs of an FFM were estimated at about 33% of the cost of an 
SBM (KPMG, 2011). States defaulting to FFMs would also encounter fewer 
regulatory and administrative burdens associated with factors such as enacting 
legislation to authorize funding sources or governing the exchange.  

However, by shifting the responsibilities of marketplace operations to the 
federal government, states defaulting to the FFM type would also forfeit a degree 
of autonomy in designing features of the marketplace. As a result, these states 
would have less ability to tailor the operations of the exchanges in ways that 
benefit the health insurance market and the specific needs of the population. 
Additionally, health risks would not be combined across all FFM states and, 
therefore, would not drastically improve the risk pool of individual states, 
especially the smaller states (Public Consulting Group, 2012). States defaulting to 
FFMs would also retain control of the insurance market outside the exchange, 
meaning that FFM states would have to coordinate with the federal government to 
avoid risk selection problems (Public Consulting Group, 2012).  

                                                 
16. While states can choose to facilitate or allow the federal government to facilitate the 

reinsurance program, the federal government can direct the risk-adjustment program in states that 
do not operate their own exchange, including partnership states. 
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includes three legislative members, two representatives and one senator, as well as 
two directors of other agencies (Idaho Department of Health and Welfare and 
Idaho Department of Insurance). Both of the members that are directors of the 
other agencies are non-voting members. Table 2 discusses several of these key 
features of SBMs. 

While states were required by the ACA to establish a governing agency, they 
had a degree of latitude in the decision. Some states established the exchange 
within an existing or newly created state agency. For example, Colorado 
established its exchange’s governance within the Colorado Division of Insurance 
(DOI). Other states, such as Hawaii, elected to designate a nonprofit entity to run 
the exchange, thereby creating the greatest separation from state government 
(Public Consulting Group, 2012).  

SBMs were also required to create criteria for certifying plans that would be 
sold on exchanges and develop a process to ensure that the plans are in ongoing 
compliance with the standards established.21 Only plans that meet specific 
requirements can be sold on exchanges. In determining allowable participation for 
plans meeting the criteria will be sold on exchanges, states had three choices: 1) 
allow all plans meeting the criteria to participate, called the Clearinghouse 
Method; 2) allow all plans meeting the criteria to participate but limit the 
number/types of plans that an insurer can offer, the Market Organizer Method; or 
3) only allow plans to be sold on the exchange with insurers with which it has 
contracts, the Selective Contractor Method. Almost all states used the first or 
second approach, with only California, Massachusetts, Rhode Island and Vermont 
selectively contracting with insurers. As a result, the percentage of insurers 
participating in the exchanges varies significantly from state to state.22  For 
example, Colorado is a selective contractor SBM. There are 10 insurers 
participating in its exchange, or 55% of the insurers licensed to sell health 
insurance coverage in the state. 23 In Minnesota, which uses the clearinghouse 
method, there are five insurers participating in the exchange, or 12% of the 
licensed health insurers.24 Finally, in Maryland, which uses the market organizer 
approach, there are four insurers, or 5% of the licensed insurers, that are providing 
plans on the exchange.25   

                                                 
21. It should be noted that exchanges must also have procedures in place to monitor the 

performance of plans and resolve any consumer complaints.   
22. It should be noted that in this section, we report the percentages of licensed insurers that 

participate on exchanges. However, these numbers do not reflect the percentage of business, or 
state health insurance premiums, written on exchanges. 

23. For the list of insurers participating in the exchange, see http://connectforhealthco.com/ 
coverage-basics/. According to the NAIC Health Insurance database, 18 health insurers were 
licensed or chartered in Colorado in 2013.  

24. For list of insurers participating in the exchange, see https://www.mnsure.org/ 
individual-family/networks/providernet-individual.jsp. According to the NAIC Health Insurance 
database, 43 health insurers were licensed or chartered in California in 2013. 

25. For a list of insurers participating in the exchange, see http:// 
marylandhealthconnection.gov/health-coverage-resources/participating-insurance-
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Another important component of the SBMs is the extent to which insurers are 
required to participate in the marketplace. Some states require that certain insurers 
offering individual or group coverage outside the SBM must also participate (or at 
least submit a bid to participate) in the exchange. Other states, such as Oregon, 
encourage insurers to participate in the exchange by imposing restrictions on 
operating in the exchange in future years should the insurer not elect not to 
participate, or withdraw from participation, in the exchange in the current year. 
Finally, some states do not impose any regulatory constraints regarding health 
insurer participation in the exchange. Table 2 lists each SBM’s insurer 
participation requirement. 

The ACA requires that an insurer participating in an exchange offer at least 
two coverage levels—silver and gold. While approximately 47% of SBMs also use 
this requirement, some require greater participation. The average is three plans; 
however, as shown in Table 2, California, Massachusetts and New York require 
the maximum of five coverage levels (catastrophic, bronze, silver, gold and 
platinum). In examining some of the insurers’ offerings through the SBMs, 
insurers commonly offer a variety of options within the categories, with plans 
differing based on factors such as deductible levels and maximum out-of- 
pocket expenses.26  

In the “Consumer and Stakeholder Engagement and Support” portion of the 
application, the exchange is required to maintain both a call center (toll free) and a 
website that provides information about available plans and has to establish a 
Navigator program.27 However, almost every state also has an in-person assistance 
program. For example, on Colorado’s website, a link to its Assistance Network 
Directory is provided where individuals can enter their ZIP codes and locate 
persons near them. Similar systems are used by other SBMs and help to provide 
customers with sources of information for assistance.28 Table 2 also provides more 
information regarding each state’s consumer assistance program.  

The decisions made by states as it relates to the structure of the exchange are 
likely to have a significant impact on the success of the SBM. For example, the 

                                                                                                                
companies/insurance-plans/. According to the NAIC Health Insurance database, 74 health 
insurers were licensed or chartered in California in 2013. 

26. For a list of plans offered by each approved insurer, see http:// 
marylandhealthconnection.gov/health-coverage-resources/participating-insurance-
companies/insurance-plans/.  

27. The law also requires that an exchange must have a consultation plan in place that has 
been created with the input of “consumers, small businesses, State Medicaid and CHIP agencies, 
agents/brokers, employer organizations, and other relevant stakeholders” and must continue to 
receive input from these stakeholders on an ongoing basis.  The SBM must also develop and 
provide “culturally and linguistically appropriate” general educational materials about 
information about the exchange available in formats that can be used by people with disabilities, 
as well as develop outreach materials. 

28. For example, New Mexico’s website boasts, “We’re close by” and “To help with any 
questions or concerns, hundreds of Health Care Guides will be available to you throughout the 
state. They are located in community venues such as hospitals, clinics, and schools. Use the map 
tool to find a Health Care Guide near you and make an appointment.” 
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sophistication of the IT system on which the exchange operates and the amount of 
money spent on items like outreach and education can result in high costs. 
However, these can also result in greater participation. For example, software 
problems delayed access to the Hawaii Health Connector for two weeks 
(Consillio, 2014), and other states, such as Oregon, have had well-documented 
problems with their exchanges’ websites. Additionally, the certification process 
could affect the number of insurers operating on exchanges. Also, the variety of 
plan options available could affect how many eligible individuals purchase plans 
on exchanges. Lower levels of participation by insurers and lower take-up rates by 
eligible individuals could result in fewer individuals over which to spread costs 
and potentially lower revenue if the exchange is financed by assessments on 
insurers or fees on premiums paid by participants.  

 
 

Demographic and Political Climate 
Comparisons by Exchange Type 

 
Our review of states’ decisions regarding health insurance exchanges suggests 

considerable heterogeneity in the type of exchange established. In this section, we 
explore whether the differences in decisions are correlated with various state-level 
demographic and political factors.29 More specifically, we note that each exchange 
type is associated with costs and benefits to a state, such as the ability to serve the 
population’s health insurance needs, expenditures of state resources and regulating 
the health insurance markets. As such, we would expect that various state-specific 
demographic features had a significant influence on each state’s evaluation of the 
feasibility of each exchange type. In addition, there has been much discussion in 
the popular press regarding the political divide as it relates to the ACA. As a 
result, we may see differences in decisions depending on the political climate  
of states.   

Our strategy is to examine several state-level demographic and wellness 
measures from 2002—2010, as well as two 2008 political variables, to determine 
if there are any observable differences in the characteristics of the states based on 
the type of exchange they established.30 We focus our analysis on differences 
between SBMs, SPMs and FFMs, as these were the three broad categories of 
exchange types initially available to states under the ACA. Our analysis involves 

                                                 
29. We examine the correlations of the variables included in the study. We find negative 

and significant correlations between income and two of the health factors (percentage obese and 
percentage smokers). We also find significant and negative correlations between percentage 
obese and percentage heavy drinkers, as well as percentage obese and percentage of popular vote 
for President Obama. These results are available from the authors upon request. 

30. The value and results reported are based on a given state’s demographic characteristic 
over the entire sample period. Appendix A provides a list of definitions and sources for the 
demographic variables considered in our analysis.  

14



States’ Decisions Regarding Health Insurance Exchanges 
 

© 2016 National Association of Insurance Commissioners  

conducting multiple means comparison tests among the states electing each of the 
options to determine if the observable differences are statistically significant.31  

To begin, we consider demographic factors, including unemployment rates, 
uninsured rates, median income and population density. States with higher 
uninsured rates and unemployment rates may be more likely to have a greater 
percentage of their population participating on exchanges. This could lead to 
higher claims if the unemployed and uninsured participants have greater utilization 
of services (even if for just some initial period) and/or tend to be less healthy than 
those that are employed and that are currently insured. As such, we expect states 
with higher unemployment rates and higher uninsured rates to be more likely to 
select an FFM than an SBM or SPM. 

Additionally, though evidence has been mixed, some prior research has found 
a positive relation between wages and fringe benefits, including health insurance 
(e.g., Monheit, Hagan, Berk, and Farley, 1985; Simon, 2001).32 As such, we would 
expect that states with higher median income levels are likely to have a greater 
percentage of the population with employer-sponsored health insurance and, 
consequently, a lower uninsured rate. Given that early research suggests 
employers will not drop coverage and force employees into exchanges (e.g., 
Eibner, Hussey, and Girosi, 2010; and Blumberg, Buettgens, Feder and Holahan, 
2012), we would expect states with SBMs and SPMs to have a higher median 
income than those with FFMs. Further, we would also expect that states with 
higher income levels have better opportunity for securing and maintaining funding 
sources for the exchange, such as through assessments on individuals or using 
general state revenue. This also would suggest a positive relation between the 
creation of SBMs and SPMs and income levels.  

We additionally consider whether differences in population density are 
associated with differences in exchange type, as states with more dense 
populations may have comparative advantages in operating an exchange.33 For 

                                                 
31. In comparing the groups, we use the PRCOMP command in STATA. This command 

conducts pairwise comparisons of the means of identified variable by the group where health 
insurance exchange type is the identified group. For each characteristic examined, we first use 
the ROBVAR command to test for equality of variances.  Where tests indicate heteroskedasticity 
across the states, we use the UNEQUAL command to control for inequality of variances. 

32. Theory suggests that to compete for workers within the labor market, employers will 
offer a compensation package that would attract and retain employees. However, given the 
limitations on how much the firm has available to spend, wages will be reduced as money spent 
on benefits increases. This would suggest a negative relation between wages and health insurance 
expenditures as those companies not providing benefits would need to pay higher wages to 
compensate both for the lack of coverage and also for the additional costs employees will incur in 
searching and securing their own coverage. At the same time, those that are higher wage earners 
tend to be more expensive to replace and can be highly valued by companies. Additionally, the 
opportunity costs for higher wage earners can be greater. This may explain the positive relation 
between wages and fringe benefits. 

33. Since a larger number of participants within the marketplace would allow the state to 
spread fixed costs across a larger number of insureds, we alternately examine state population. 
We do not find any significant differences among the state populations by exchange type. 
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example, more densely populated states may have more and/or larger metropolitan 
areas that may yield more potential sources of funding for SBMs and SPMs. 
Additionally, it may be easier to enroll individuals in health plans or establish 
managed care networks in states with higher population densities.    

We also examine a variety of factors the provide information about the overall 
health of the population of the states. The health of the population is important 
given that post-ACA, plans can only utilize four rating factors (age, family size, 
geographic region and tobacco use) in establishing premiums, and premiums can 
vary only within specific ratios across these factors. As such, premiums may not 
adequately reflect the risk of the individuals insured.34 We posit that states that 
select an FFM generally will have less healthy populations given the potentially 
higher medical costs or variability in medical costs the population may incur. 
Since the operating costs associated with maintaining an FFM are less, this may 
make it a more feasible option for these states. It may also allow premiums to 
remain at lower levels, potentially increasing the number of lower risks that 
purchase, or take-up coverage, through the exchange. This could serve to increase 
revenue and lower the overall riskiness of the exchange. Health variables 
considered include variables measuring the percentage of the population that is 
obese, that are smokers and that are heavy drinkers. 

We also consider the number of deaths (scaled by 1,000) within the state. If 
the population is generally unhealthy, it is possible that this would result in a 
greater number of deaths than in states with healthier populations. However, states 
with a greater percentage of the population with chronic health problems may 
incur high ongoing medical expenses but not necessarily high death rates. Given 
that deaths can also result from accidents that may be more immediate and not 
result in prolonged medical treatment, we are unsure whether the number of deaths 
will vary across the health care exchanges. 

Finally, we consider two political measures: 1) the percentage of the 
population that voted for President Obama in 2008; and 2) a variable indicating 
whether the governor of the state in 2008 was a Democrat. Given that the ACA 
has been viewed as a Democratic bill and the president at the time the bill was 
passed was a Democrat, it may be that strongly Republican states would want to 
have as much control as possible over the creation and management of their health 
care exchanges. This would suggest that states that elect SBMs would have a 
lower percentage of popular vote for President Obama and a Republican governor. 
Alternatively, the creation of an SBM marks a considerable effort on the part of 
the state, ingrain a law that was not truly supported and possibly work counter to 
efforts to challenge the legality of the ACA. If this is the case, we would expect to 

                                                 
34. For specifics on the variation in allowable premiums across the rating factors, see 

https://www.cms.gov/CCIIO/Resources/Files/Downloads/market-rules-technical-summary-2-27-
2013.pdf. Also, see Weiner, Trish, Abrams, and Lemke (2012) for a discussion of the 
heterogeneity of risk and tools insurers can use to attempt to manage this risk. 
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see states that elect SBMs would have a higher percentage of popular vote for 
President Obama and a Republican governor.35 

Table 3 displays the results of our analysis. Our univariate results suggest that 
there are statistically significant differences in the demographic characteristics of 
the states selecting different exchange types. Specifically, as expected, states that 
elected to create SBMs are wealthier and more densely populated than those 
creating SPMs or FFMs. The states that established SBMs also have lower 
uninsured rates than those states that established FFMs. Additionally, states 
establishing SPMs have lower uninsured rates than those establishing FFMs. Thus, 
the difference in population demographics among states, as it relates to the choice 
of exchange type, appears to be significant.   

When we examine health-related factors, we also find evidence of differences 
across the states based on exchange type. We find that the three health measures 
are all significantly different in the comparison of the SBM states and FFM states. 
Specifically, the results indicate that a greater percent of the population of FFM 
states is obese and are smokers in comparison to the population of SBM states. 
However, we find that SBMs have a higher percentage of heavy drinkers. The 
results are generally consistent with expectations. 

In the comparison of the SPM states and the FFM states, we also find 
statistically significant differences in terms of the populations’ tobacco and 
alcohol use. Contrary to our expectations, in both cases, the results suggest that the 
population of states electing FFMs are healthier than those electing SPMs.  
Finally, two of the measures (percent obese and percent smokers) are significant  
in the comparison of the SBM and SPM states. Thus, there appear to be significant 
differences in the health of the populations electing the various types  
of exchanges.  

Finally, when we consider the political variables, we find that more of the 
“Democratic” states elected to have some control over the marketplace (SBM or 
SPM). Specifically, we find significant differences in the comparison of SPMs  
and FFMs as they relate to the political party of the governor, as well as significant 
differences in the comparison of both SBMs and SPMs to FFMs when considering 
the percentage of the population that supported President Obama in the 2008 
election. 

Considered in their entirety, our results suggest that while population 
demographics may have been an important factor in states’ decisions to establish a 
particular type of exchange, political ideology also was an important factor. 
Further, while the dynamic effects of various political and demographic factors 
likely make it difficult for this or other more detailed analyses to identify 
causality, the correlations we document help shed light onto the complex decisions 
states faced surrounding exchanges. As a result, it appears that states’ 
demographic characteristics are likely important considerations for regulators and 

                                                 
35. For a detailed discussion and analysis of the political implications and decisions related 

to the type of exchange, see Jones, Bradley, and Oberlander (2014). 
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Eligibility, Enrollment and Take-Up Rates 
 
Ultimately, states were required to make decisions regarding exchanges 

because their residents were required to enroll in a health insurance plan by the 
deadline imposed by the ACA. As a result, it is also important to examine whether 
enrollment levels varied among states with different exchange types. While at the 
time of this writing data are relatively limited, we are able to consider the number 
of persons eligible for coverage on the exchange, the number of persons eligible 
for tax credits on the exchange, and the number of persons electing to enroll in an 
exchange plan by health exchange type for the first enrollment period (including 
the extended special enrollment period, which ended April 19, 2014).36 As shown 
in Table 4, more than 13.5 million people were determined eligible for coverage 
though exchanges in 2014, with nearly 65% being eligible for the tax credit. (This 
also includes those eligible for subsidized insurance or a cost-sharing reduction.) 
Of the 13.5 million eligible, more than 8 million have enrolled in plans through  
the exchanges.   

As shown in the final column, approximately 59% of those eligible for 
coverage through the exchanges elected to obtain coverage, with the greatest take-
up percent occurring in states with SBMs (60%) and the lowest occurring in states 
with SPMs (56%). This suggests that, overall, there appear to be little differences 
in the take-up rates among the different types of exchanges. In unreported 
univariate analysis, we find no evidence of statistical differences in take-up rates 
among different types of exchanges. As a result, it appears that in the aggregate, 
states’ decisions regarding the type of exchange to establish did not have much 
influence on average enrollment levels across exchange types.  

However, an examination of the range of take-up rates within each exchange 
type suggests that there is much greater variability in the take-up rates of SBMs. 
For example, excluding Massachusetts given its existing health care legislation 
prior to the ACA, the range in take-up rates was 40%, with a low of 34% in 
Nevada to a high of 74% in California. Alternately, the range in take-up rates in 
SPMs and FFMs was 11% and 21%, respectively. In fact, we find the standard 
deviation in take-up rates for SBMs to be approximately 17%, while that same 
figure is approximately 4% and 5% for SPMs and FFMs, respectively.   

 
 
 
 

                                                 
36. Most people are eligible to purchase coverage in the marketplace. For those living in the 

U.S., the requirement is that you are a U.S. citizen or national and not currently incarcerated. The 
plans sold on the exchanges generally only cover services provided within the U.S. Those living 
outside of the U.S. (defined as residing in a foreign country for 330 or more days in a 12-month 
period) are not subject to the requirement of health insurance coverage set forth in the ACA and, 
therefore, would likely not benefit from the purchase of coverage. For more details, see 
https://www.healthcare.gov/am-i-eligible-for-coverage-in-the-marketplace/.    
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While the evidence presented in this analysis is inherently limited by data 
availability, it does highlight some initial conclusions that could be further 
explored by future researchers. In particular, while there appear to be no 
discernable differences in aggregate take-up rates across exchange type, the large 
variation among SBM states suggests that some of the decisions pertaining 
specifically to an SBM may have had a significant influence on exchanges’ 
enrollment levels. For example, SBM states were required to develop and put in 
place the IT infrastructure required to operate exchanges, and the reliability of the 
IT system chosen by a state may have had significant consequences for enrollment 
levels in a given SBM. Other decisions, such as the nature of the marketing efforts 
or consumer assistance infrastructure, may have had similar effects on enrollment 
levels that led some SBMs to high levels of enrollment and others to lower levels. 
While outside the scope of this paper, further analysis of how the SBM-specific 
decisions made by a state influenced enrollment levels will likely be a fruitful area 
of future research.  

 
 

Conclusion 
  
The ACA afforded states the opportunity to make a variety of decisions 

regarding the creation of health insurance exchanges. States could elect to 
participate in an exchange administered by the federal government, and 27 states 
elected to do so. An additional seven states chose to partner with the federal 
government and be involved in the management of the federal exchange, while the 
remaining states and the District of Columbia elected to create and run their own 
marketplaces. Those states partnering with the federal government, or SPMs, had 
to determine the extent of involvement in the management of the exchange, while 
states electing to create an SBM faced a number of additional decisions regarding 
features such as governance, plan contracting characteristics and organizational 
structure.  

Our paper reviews the decisions made by states regarding the characteristics 
of the chosen exchange type and, in the process, provides institutional background 
regarding the nature of SBMs, SPMs and FFMs. Our research highlights the 
heterogeneity that exists among states based on exchange type. We also provide 
some insight into the variation among SBMs in terms of organizational structure, 
governance and plan contracting, which vary considerably among states. Finally, 
we examine various demographic and health-related factors of states and find 
evidence of statistically significant differences between states choosing SBMs, 
SPMs and FFMs.  

Specifically, states that elected to create SBMs are wealthier and more 
densely populated than those creating SPMs or FFMs. Additionally, states that 
established SBMs have lower uninsured rates than those states that established 
FFMs, while states establishing SPMs have lower uninsured rates than those 
establishing FFMs. In terms of health-related factors, we find that states with 
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SBMs generally tend to have fewer obese persons and fewer smokers relative to 
states with either SPMs or FFMs. We also find evidence that states with SBMs or 
SPMs have stronger Democratic influence than those that allow the federal 
government to provide the exchange. 

From a broad perspective, the results related to demographic and enrollment 
differences yield some interesting comparisons. First, the results of the 
demographic factors suggest that wealthier states and more densely populated 
states elected an exchange type under which the state had greater control. Second, 
the results of the wellness measures suggest that the health status of the states’ 
populations may have played a role in establishing SBMs. These findings indicate 
there are significant differences in the populations of states insured under FFMs 
and those insured under other exchange types. This is an important finding given 
that this could lead to differences in health care enrollment, and potentially future 
health care and operating costs, among states by exchange type. Additionally, this 
could result in variation in health care outcomes among these states.37 Finally, the 
results for the political variables provide some evidence that exchange decisions 
may have been influenced by political forces. 

Further, while we find evidence of considerable heterogeneity among states in 
terms of eligibility criteria and plan selection, we find little evidence of large 
differences in relative enrollment among exchange types. This suggests that the 
type of exchange established by a given state may have had less influence on the 
enrollment decisions of states’ populations. However, there is evidence that there 
is greater variation in the take-up rates among states with SBMs when compared to 
states with SPMs and FFMs. As a result, SMB-specific decisions pertaining to the 
operation and governance of the exchange may have had a significant influence on 
enrollment levels.  

Though previous studies have considered a variety of topics relating to the 
ACA, the literature provides little insight into states’ ultimate decisions regarding 
health insurance exchanges. The research presented here helps to fill this void and, 
in the process, provides a valuable source of regulatory and institutional 
background regarding health insurance exchanges. Our finding of differences in 
exchange characteristics—as well as population demographics, health status and 
take-up rates—also highlights potential areas of future research. For example, 
researchers could consider the extent to which state-based characteristics influence 
the performance of insurers operating in a given exchange type and take-up rates. 
Researchers could also consider whether the characteristics of insurance 
exchanges have any influence on patients in terms of health outcomes, access to 
care or patient satisfaction. Future research may also examine the extent to which 
the population demographics of a given state influenced the decision of specific 
exchange characteristics.   

 

                                                 
37. We leave it to future researchers to more closely examine the economic implications and 

consequences of heterogeneity in population demographics among states as it relates to health 
care exchanges, as a more detailed analysis of this topic is outside the scope of our research.  
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