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Abstract 
 
The federal Affordable Care Act (ACA) is the most influential and sweeping 
health care reform of our generation. Within the ACA legislation, there are a 
number of key stakeholder industries that are affected by provisions in the law: 
health care providers, health insurance companies, medical/biotechnology 
companies and pharmaceutical companies. We investigate the effect of the passage 
of the ACA on the capital market response to the key stakeholder industries 
during the time period surrounding the date the final version of the bill was signed 
into law (March 23, 2010) and the date the law was upheld in the Supreme Court 
(June 28, 2012). These dates are particularly important as they convey new 
information to the market regarding the evidence the ACA would become law. 
Overall, we find that the passage of the ACA has a negative effect on health 
insurance companies, medical device companies, and companies that operate 
simultaneously in the health care and insurance industry, while having a positive 
influence on firms in the health care industry. 
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1. Introduction 
On June 28, 2012, the Supreme Court upheld critical provisions of the ACA, 

which aims to expand health insurance to many of the 50 million currently 
uninsured Americans. The ACA represents a sweeping health care reform that will 
change the health system in the U.S. and will have a profound impact in the years 
to come (Harrington, 2010). The final bill included numerous changes in the tax 
code to help fund its central doctrine, including an expansion of Medicaid and 
federal health insurance subsidies for low socio-economic individuals and 
families. Concurrently, a number of additional revenue streams were proposed 
and/or implemented, including the medical device excise tax, changes to the 
funding mechanisms and regulation of pharmaceutical companies, as well as taxes 
and restrictions on a number of health care plans and disbursements from health 
savings accounts. Given the ACA legislation is unlikely to be reversed, the various 
key stakeholders across the health care market are now focusing on its impact and 
implementation.  

While many industries are subject to the effects of the health care regulations, 
the U.S. pharmaceutical, medical device/biotechnology, health care and health 
insurance industries have been particularly concerned about the passage of some 
type of health-reform legislation. These industries are inextricably linked to the 
provision of health care, and in recent years, there have been numerous questions 
and concerns about the potential impact any health care reforms would have on the 
structure and viability of these industries (Jayakumar and Kliff, 2012; Abelson, 
2010; Kristof, 2012). As discussed in more detail below, these concerns appear to 
have been well founded, as provisions of the ACA potentially affect the operations 
of firms in each industry. However, the extent to which the ACA will have a 
significant and beneficial/detrimental impact on these industries is not well 
understood. While some have suggested the ACA will have a significantly positive 
impact on the pharmaceutical and health care provider industries and a 
significantly negative impact on the health insurance and medical 
devise/biotechnology industries, there is little empirical evidence to validate this 
supposition. As such, the impact of the ACA on the capital market positions of 
these key industries is largely uncertain. 

The uncertainty regarding the impact of the ACA on the capital market 
positions of these key stakeholder industries represents a large void in the 
literature. The overarching purpose of the ACA is to provide access to affordable 
health care and health insurance to all Americans, and this goal likely cannot be 
achieved without well-functioning pharmaceutical, medical device/biotechnology, 
health care and health insurance industries. As a result, if the provisions of the 
ACA have a significantly negative impact on the market’s expectations of 
performance generated by these industries, regulators and public policymakers 
should be particularly concerned about the viability of the ACA and its long-term 
effects on health care-related industries. Conversely, if the ACA improves the 
capital market positions of key industries, this would suggest that the market 
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believes the new regulatory changes will increase future performance and 
ultimately benefit firms in those industries. Further, no change in capital market 
position would suggest that the market does not share the view of the ACA’s 
detractors that it will significantly undermine the operations of certain aspects of 
the health care industry’s infrastructure.   

We attempt to fill this void by examining stock price reactions of firms that 
are members of the U.S. pharmaceutical, medical device/biotechnology, health 
care and health insurance industries. In particular, we focus on abnormal returns 
for these firms surrounding two dates that are most likely to provide new 
information about the likelihood of the ACA becoming law. While on March 21, 
2010, the U.S. House of Representatives approved the U.S. Senate’s version of the 
bill and paved the way for President Barack Obama to sign the bill, the bill was 
not signed into law until two days later on March 23, 2010 (henceforth, Pass 
Date). Since numerous studies have reported an association between the U.S. 
Supreme Court decisions and the capital market response (Abraham and Voos, 
2005; Freedman and Stagliano, 1991; McWilliams, Turk and Zardkoohi, 1993; 
Mullin, Mullin and Mullin, 1995), we also examine abnormal returns around  
June 28, 2012, which is the date the U.S. Supreme Court upheld the 
constitutionality of the ACA (henceforth, Supreme Court Date). Examining two 
separate dates (March 23, 2010, and June 28, 2012), where the market received 
new information about the ACA, adds an important element of robustness to  
our analysis.  

The results of our analysis suggest a significant capital market reaction 
surrounding the release of new information regarding the ACA, particularly as it 
relates to health insurers and health care-related companies. Our event study 
analysis suggest that in the days immediately surrounding the approval of the 
Senate bill, U.S. pharmaceutical, medical device/biotechnology, health care and 
health insurance industry firms, in aggregate, have significantly high returns. 
However, these results are short-lived and center on only the small window of 
time immediately surrounding the pass date. When examining the Supreme Court 
date (June 28, 2012), the returns are relatively normal in the three-day period 
surrounding the event date and the two-day period immediate after the event date. 
However, when extending the period out over the following 10-day period, returns 
are both positive and economically significant. 

We also extend the univariate analysis to separately analyze returns in each of 
the four stakeholder industries, both when the company falls within a single 
industry or the company has cross over into multiple industries. We find that 
around the Pass Date, there are short-term positive returns for health care 
providers, medical device companies and companies that are classified as having 
operations as a combination of health care and device companies. However when 
looking at the Supreme Court Date, we find positive returns for health care 
providers and negative returns for health insurers and companies that are classified 
as having operations as a combination of health care and insurance companies. 
Recognizing the need to control for other factors that may influence returns, we 
also use a regression framework to examine the market response to our 
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stakeholder industries. Consistent with our univariate results, we find a significant 
negative relationship to returns in health insurers and medical device firms, as well 
as the combination of those types of companies, following both the Senate and 
Supreme Court Pass Dates.  

Considered in their entirety, our analysis indicates that the market revised 
expectations of publicly traded health insurers and medical device companies 
downward following the Supreme Court’s decision to uphold the constitutionality 
of the ACA. This suggests that the market believes the regulatory constraints 
imposed by the ACA will serve to lower the expected cash flows of health insurers 
and medical device companies and, to the extent that markets exhibit a degree of 
efficiency, is of relevance to regulators and policymakers as they evaluate the 
operations of the health insurance market in the post-ACA era. In addition, this 
result also suggests that the ACA influences aspects of health insurer operations 
such as capital costs and capital budgeting decisions, which have impactful 
consequences for the future financial health of the private health insurance market. 
We also find weaker evidence that the market has a more optimistic view of the 
effects of the ACA on health care firms, which should encourage regulators’ and 
policymakers’ outlook on the viability of the ACA. As a result, we conclude that, 
of the industries considered here, the health insurance industry, the medical device 
industry, and companies operating simultaneously in the health care and insurance 
market were the only to suffer negative and significant capital market response as 
a result of the ACA.   

As this study is one of the first to consider capital market responses to the 
ACA, it represents a valuable contribution to the academic literature. While Dong 
(2014) and Ababneh and Tang (2013) provide evidence of market reactions 
surrounding the ACA, their analysis focuses on a different subsample of firms and 
considers a relatively short event window. In addition, their studies do not provide 
evidence using a multivariate analysis to control for other factors that influence 
returns. As a result, our analysis, which considers multiple event windows and 
multivariate models, both complements and extends these studies by examining 
market reaction to the ACA for a unique sample of stakeholder firms. The 
inclusion of medical device manufacturer firms and health care firms in our 
analysis also helps to further differentiate our study. As a result, we contribute to 
the underdeveloped area of the literature related to capital market reaction 
surrounding the ACA.  

The remainder of this article is structured as follows. The next section 
provides background information on the stakeholder industries affected by the 
ACA. The third section develops our hypotheses and also describes our sample, 
data and methodology. The fourth describes our empirical methods and results. 
Finally, we provide conclusions in the last section. 
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2. Background 

2.1  Stakeholder Industries 

The ACA imposes a variety of provisions that alter many aspects of the health 
care industry.1 The law creates health insurance exchanges, expands Medicaid, 
alters the tax code and imposes a variety of additional regulations that have the 
potential to affect key stakeholders in the health care industry. In particular, the 
literature suggests that health care providers (e.g. Kristof, 2012), health insurance 
companies (e.g. Jayakumar and Kliff, 2012), medical device manufacturers  
(e.g. Van de Water, 2013) and pharmaceutical companies (e.g. Abelson, 2010) are 
stakeholders that could potentially be significantly affected by the provisions of 
the ACA.  
 
2.1.1  Health Care Providers 

 
The consensus in the literature is that the ACA will positively influence the 

cash flows of health care providers. In fact, many suggest that health care 
providers are the principle beneficiary of the ACA and have even described the 
ACA as a dowry from the Supreme Court to health care providers and their 
shareholders (e.g. Kristof, 2012; Krantz, 2012). Other studies suggest that the  
expected increase in cash flow from the ACA has led parties such as health care 
provider executives and the American Hospital Association (AHA) to support the 
ACA (Brubaker, Burling, Sell, and Von Bergen, 2012; Rogoff and Yerramalli, 
2012).  

Various factors are cited as reasons for the increase in health care providers’ 
cash flows following the ACA. The first is that the ACA’s requirement that all 
citizens purchase insurance will reduce the expenses associated with treating 
uninsured patients and ultimately lead to higher profits for health care providers 
(Jayakumar and Kliff, 2012; Smith, 2012). Similarly, others suggest that due to 
higher health insurance coverage rates, health care providers will gain more 
customers who will be more willing to be receive treatment (e.g., Hamilton and 
Tangel, 2012). Still others suggest that the ACA’s health care quality and 
efficiency incentives will ultimately reduce spending and improve the bottom line 
of health care provider organizations (e.g., Mukherjee, 2012.)  
 
 
 
 

                                                 
1. A detailed discussion of the ACA’s provisions and their effects on the health care and 

health insurance industry is outside the scope of this paper, as the topic has been extensively 
considered in the literature. However, we rely on the literature to identify how the provisions of 
the ACA will affect stakeholder industries and summarize this evidence below.   
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2.1.2  Health Insurance Companies 
 
Many suggest that health insurers face significance financial pressure under 

the ACA that will negatively affect cash flows for a variety of reasons. From a 
broad perspective, the new regulatory constraints imposed by the ACA will 
necessitate a fundamental change in the operational strategies of insurers when 
compared to the pre-ACA era (Jayakumar and Kliff, 2012). The resulting costs 
associated with this change will likely have an adverse effect on health insurer 
profits (Hamilton and Tangel, 2012). Similarly, it is argued that the ACA will 
result in higher tax liabilities for health insurers, which would also have a negative 
impact on income (Kavilanz, 2010).  

Underwriting restrictions enacted by the new law also are expected to 
negatively affect health insurers’ cash flows. As noted by Kristof (2012) and 
others, health insurers will not be permitted to deny coverage on the basis of 
preexisting conditions and also will not be permitted to set lifetime benefit 
ceilings. As a result, health insurers potentially will pay out significantly higher 
amounts in claims relative to the pre-ACA era, ultimately leading to lower profit 
margins. Further, another negative impact on health insurer profits is expected to 
come from the ACA’s provisions on medical loss ratios (MLRs), which require 
plans to direct 85% of premium revenue in the employer market (80% in the 
individual market) toward medical costs (Young, 2012). This minimum MLR 
rule is expected to cost insurers billions of dollars (Insurance Journal, 2012) and 
represents another potentially adverse effect of the ACA on health insurer  
cash flows.  

 
2.1.3  Medical Device Companies 

 
The medical device industry has been prosperous in the U.S., with estimated 

sales of $116 billion per year made up of as many as 460 public and 1,247 venture 
capital-backed companies (Nexon and Ubl, 2010). It is suggested that the 10 
largest medical device makers will pay 86% of the revenue collected from the 
medical device excise tax implemented under the ACA (Van de Water, 2012). The 
tax is projected to generate $29 billion over the next 10 years, and large companies 
are expected to shoulder additional tax burdens of as much as $30 million and 
$150 million per year, respectively2 (Wall, 2013; Weaver, 2012). Companies with 
annual revenues of less than $5 million are exempt from the tax (Torres, 2010). 
However, these small and startup medical device companies will not achieve 
profitability until they reach at least $100 million to $150 million in sales; this 

                                                 
2. A survey of 57 medical device companies performed by the Massachusetts Medical 

Devices Journal estimates that profits for small companies, such as Exactech and Theragenics, 
could be cut by as much as half, and even larger companies with annual revenues of more than 
$300 million, such as Analogic and NuVasive, could be pushed from profitability into the red 
(Wall, 2013). 
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exemption threshold remains too low to protect these vulnerable companies3 
(Nexon and Ubl, 2010).  

Although the medical device excise tax is paid by the medical device 
manufacturer or importer, it may nonetheless have important implications for 
hospitals, physicians and their patients. Overall, it is suggested that while the 
medical device excise tax is a potential revenue stream, its unintended 
consequences may cause a barrier to entry and innovation (Van de Water, 2012). 
As a result, the ACA is expected to negatively influence the cash flows of medical 
device firms.  

 
2.1.4  Pharmaceutical Industry 

 
While the literature generally agrees that the ACA will have a significant 

effect on the pharmaceutical industry’s profits, it is not clear whether the net 
effects will be positive or negative. More specifically, some have argued that the 
increased number of persons with health insurance coverage will lead to more 
doctors’ visits and ultimately more prescription drug purchases (Abelson, 2010). A 
report by the federal Centers for Medicare & Medicaid Services (CMS) indicates 
prescription drug spending is expected to increase approximately 6.5% per year 
from 2015 through 2022 largely due to provisions of the ACA (CMS, 2012). As a 
result, there is sentiment in the literature that the pharmaceutical industry will 
benefit from the enactment of the ACA (Milne and Kaitin, 2010).  

Others, however, have suggested that the ACA ultimately will have a negative 
influence on the cash flows of the pharmaceutical industry. Because the law 
requires pharmaceutical firms to provide discounts on drugs to prescriptions in the 
Medicare “donut hole” (Sebelius, 2010), there exists the potential for lower profit 
margins (e.g. Mellor, 2009; Drew and Burt, 2011). One study suggests that 
pharmaceutical firms will incur costs of approximately $32 billion over the next 
decade as a result of efforts to close the donut hole (Favole, 2010). In addition, the 
law also influences generic drug manufacturers in ways that potentially disrupt the 
competitive dynamic between brand-name and generic drug manufacturers.  

 
2.2  Capital Market Responses to Regulatory Action 

 
Many previous studies find evidence of significant capital market reactions to 

regulatory events. For example, Fier and Liebenberg (2013) find evidence that the 
passage of the federal Dodd-Frank Wall Street Reform and Consumer Protection 
Act (Dodd-Frank Act) was viewed by the market as a negative event for the U.S. 
insurance industry. Dumm, Liebenberg, Liebenberg and Ruhland (2010) find that 
the announcement of a special regulatory legislative session in Florida was 
associated with a negative stock price reaction for insurers with property exposure 

                                                 
3. Based on 2009 revenues, NxStage would have paid an estimated $3.4 million in 

additional taxes despite posting losses of $43.5million—a potentially profound effect for a 
company trying to achieve profitability (Weaver, 2012). 
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in Florida. In addition, Hendershott, Lee and Tompkins (2002) find that insurers 
and investment banks exhibited significantly positive price responses to the federal 
Financial Services Modernization Act of 1999. These and similar studies suggest 
that capital market responses to the ACA by key stakeholder industries would be 
consistent with previous literature.  

There is also a breadth of literature that has examined the capital markets 
response to a Supreme Court decision. Abraham and Voos (2005) examine the 
effect of the Supreme Court decisions regarding the Health Care & Retirement 
Corporation of 1994 and Kentucky River of 2001 cases and provide evidence of a 
positive capital market reaction to the decisions. In addition, Mullin, Mullin and 
Mullin (1995) studied the capital market to the Supreme Court decision not to 
dissolve U.S. Steel and found evidence of a significant positive reaction. Another 
example is McWilliams, Turk and Zardkoohi (1993), who examine the impact of 
the Supreme Court’s decisions on the capital market for companies involved in 
merger negotiation cases. Their results indicate that firms engaged in merger 
negotiations saw a negative price reaction to the decision. Considered in its 
entirety, the literature provides ample evidence that Supreme Court decisions often 
illicit market responses for firms with a stake in the outcome of the ruling.  

To our knowledge, only two studies have extended the literature related to 
market reactions surrounding regulatory action and Supreme Court decisions to 
consider the ACA. The first is Dong (2014). Dong examines returns around the 
passage of the ACA of firms across 12 health care-related industries and finds the 
market appears to support the ACA. The other study is Ababneh and Tang (2013), 
who examine a series of reform events related to the ACA, including the passage 
of the law and the Supreme Court decision. When they examine the average 
cumulative abnormal stock returns (CARs) surrounding these reform events, they 
conclude that the ACA had a negative impact on health insurers but a positive 
impact on hospitals, while there were mixed findings related to drug 
manufacturers. While both studies represent valuable contributions, they consider 
few, short event windows and do not perform multivariate evidence to verify the 
robustness of their results. They also consider a relatively narrow sample of 
stakeholder industries.  
 
 

3. Background and Data Description 
 
When we jointly consider the evidence in the literature that the ACA 

potentially has meaningful implications for the key stakeholder industries of 
pharmaceutical, medical device/biotechnology, health care and health insurance 
and that regulatory actions illicit capital market responses for the affected 
industries, we believe that events that convey new information to the market 
regarding the ACA would be associated with stock price reactions of firms in the 
key stakeholder industries. More specifically, it has been suggested that the ACA 
will have a negative and significant impact on the cash flows of health insurers 
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and medical device companies, a positive and significant impact on the cash flows 
of health care providers, and a significant but ambiguous impact on 
pharmaceutical companies. As a result, new information regarding the certainty of 
the ACA’s enactment should be reflected in the stock prices of the stakeholder 
firms. That is, we would expect to observe a stock price reaction in the time 
surrounding the release of new information regarding the likelihood of the ACA 
becoming law.  

Because the ACA is expected to influence the cash flows in different ways for 
each of our shareholder industries, we are unable to hypothesize the direction of 
the stock price reaction for all four of these industries in aggregate. However, we 
do expect a statistically significant reaction. As it relates to each individual 
industry, evidence in the previously discussed prior studies lead us to expect a 
negative and significant reaction for health insurers and medical device 
companies, a positive and significant reaction for health care providers, and a 
significant but ambiguous reaction for pharmaceutical companies. 

To test these expectations, we use data from the Center for Research on 
Security Prices (CRSP). We gather closing daily share prices, market 
capitalization, volume, shares outstanding, etc. from the CRSP. These market-
specific variables are widely used in the market reaction literature. From the 
CRSP, we also obtain the Standardized Industry Code (SIC). We restrict our 
sample to the universe of CRSP firms that have SIC codes that capture 
pharmaceutical companies, health care providers, health insurers and medical 
device companies. Additionally, we classify companies as a combination of two of 
these company types if the company operates across multiple industries. The 
objective of our tests is to provide standard event studies around dates when 
information about passing of the ACA is made publicly available.   

We select two dates that are most likely to provide new information about the 
likelihood of the ACA becoming law. The first date is March 23, 2010, which is 
the date U.S. House of Representatives approved the U.S. Senate’s version of the 
bill and represents the first time that the market was certain that the bill would 
become law. This event, which we refer to this date as the Pass Date, therefore 
represents a significant change in the market’s belief about the likelihood that the 
bill would become a law. The second date that we select is the date that the U.S. 
Supreme Court upheld the constitutionality of the ACA, which occurred on June 
28, 2012. This event, which we refer to as the Supreme Court Date, effectively 
removed the market’s uncertainty regarding the law’s constitutionality conveyed 
important information regarding the long-term viability of the law.  

Table 1 reports statistics that describe our sample. Panel A reports the 
summary statistics on the Pass Date, while Panel B shows the statistics on the 
Supreme Court Date. We note that there are 458 firms in our sample surrounding 
the Pass Date and 500 firms in our sample surrounding the Supreme Court Date. 

Table 1 shows that average firm had a share price (Price) of $18.95 and a 
market capitalization (MktCap) of $3.83 billion on the Pass Date. These mean 
values of these variables were $20.93 billion and $4.08 billion on the Supreme 
Court Date. We calculate share turnover (Turn) by dividing daily volume by 

9



 

share
had s
had sh

 

 

 

The tab
as of t
Suprem
Center 
share t
closing
betwee
indicat
accord
capturi
conside
as a m
DEV a
compan

s outstanding 
hare turnover 
hare turnover o

ble reports statistic
the Pass Date, wh
me Court decision 

for Research on S
turnover or the da
g bid and ask pric
en the daily high 
tor variable equal
ing to standard 
ing health care com
ered a health insu

medical products co
are indicator variab
ny types simultane

(in percent). W
of 1.83%, whi
of 2.08%.  

Su

cs that describe the
hich occurred on 
was made on Jun

Security Prices (CR
aily volume scaled
ces from CRSP. P

price and the da
l to one if the p
industry codes—
mpanies. INSURE
rer. DEVICE is an
ompany. DRUG-H
bles capturing wh
eously. 

Jou

© 2016 Nation

We note that o
ile on the Supr

Table 1: 
ummary Statis

e sample of firms.
March 23, 2010. 

ne 28, 2012. Price
RSP). MktCap is t
d by shares outsta

Pvolt is a measure 
aily low price sca
particular firm is 

—zero otherwise. H
ER is an indicator 
n indicator variabl
HC, HC-INS, HC-
hether the compan

urnal of Insu

nal Association of 

on the Pass Da
reme Court Da

stics 

 Panel A reports th
Panel B shows th

e is the closing sha
the firm’s market 
anding. Spread is 
of price volatility

aled by the daily 
classified as a 

HEALTH CARE 
variable capturing
le equal to one if 
-DEV, DRUG-INS

nies have joint indi

rance Regul

Insurance Commi

ate, the averag
ate, the averag

he results for the s
he results on the 
are price accordin
capitalization. Tur
the bid-ask sprea

y, which is the dif
high price. DRU
pharmaceutical c
is an indicator 

g whether the com
the company is cl
S, DRUG-DEV an
ications between m

lation 

ssioners  

ge firm 
ge firm 

 
statistics 
day the 

ng to the 
rn is the 
ad using 
fference 

UG is an 
ompany 
variable 

mpany is 
lassified 
nd INS-
multiple 

10



Key Stakeholders’ Stock Returns and the ACA 
 

© 2016 National Association of Insurance Commissioners  

We also calculate the security’s bid-ask spread using closing ask and bid 
prices from the CRSP,4 and Spread is the difference between ask price and the bid 
price scaled by the spread midpoint. The mean value of this variable on the Pass 
Date (Supreme Court Date) is 0.006 (0.009). The final variable that will be used as 
an additional control variable below is price volatility (Pvolt), which is the 
difference between the highest price during a particular day and the lowest price 
during a particular day, scaled by the highest price.5 We find that the average  
stock had price volatility of 13.51% on the Pass Date and 23.29% on the Supreme 
Court Date. 

We also calculate 10 indicator variables determining the type of firm, 
classified by SIC code, used in the analysis. DRUG is an indicator variable 
capturing pharmaceutical companies, while HEALTH CARE is a dummy variable 
categorizing health care providers. Similarly, the indicator variable INSURER 
identifies those firms that are considered health insurers, while DEVICE captures 
those firms that manufacture medical devices. Approximately 14% of companies 
are considered pharmaceutical companies, while nearly 41% of firms are 
considered health care providers. Only 23% of firms are health insurers, and 
nearly 12% are identified as medical device companies. We note that these 
percentages do not sum to 100%. The reason is because some firms are identified 
as two or more types of firms. As such, we classify firms as duplicate types across 
the four previously defined variables. DRUG-HC is a dummy for firms who are 
classified as having operations across pharmaceutical companies and health care 
providers. HC-INS, HC-DEV, DRUG-INS, DRUD-DEV and INS-DEV follow the 
same construction methodology. DRUG-HC, HC-INS and HC-DEV exist in our 
data, while DRUG-INS, DRUG-DEV and INS-DEV are not represented in the 
sample. For example, 113 of 458 firms have duplicate firm types for our Pass 
Date sample, and 124 of 500 firms have duplicate firm types for our Supreme 
Court Date sample. 

 
 

4. Empirical Analysis and Results 
 
In this section, we discuss our empirical analysis and the associated results. 

First, we conduct a univariate analysis, where we examine the performance of our 
sample firms using traditional event study techniques surrounding our two event 
dates. Second, we conduct a series of multivariate tests to determine the 
performance of the various types of companies used in our analysis. 

 
 

                                                 
4. Roll and Subrahmanyam (2010) and Chung and Zhang (2013) show that spreads that are 

calculated using closing ask and bid prices closely approximate more traditional measures of the 
bid-ask spread that are calculated using transaction data. 

5. Diether, Lee and Werner (2009) contend that this measure of price volatility captures 
more volatile stocks. 
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Univariate Analysis 
 

We begin by examining the stock performance of all firms in our sample 
surrounding both the Pass Date and the Supreme Court Date. Table 2 reports the 
results from the event study. We estimate CARs for various post-event time 
periods where CARs are estimated using a daily market model, and abnormal 
returns are defined as the residuals from the market model. 

Panel A shows the results for the Pass Date. We report both parametric and 
non-parametric estimates of CARs for the three-day period surrounding the event 
date (CAR(-1,1)). We find mean CARs are positive and reliably different from 
zero in the three-day period surrounding the event date (column [1]), suggesting 
that in the period immediately surrounding the Pass Date, the entire sample of 
firms in our analysis have abnormally high returns. In column [1], the mean 
estimate for CAR(-1,1) is not only statistically significant, but also the estimate is 
economically meaningful.   

Since a contribution of our analysis is to examine longer-term effects, we also 
report the estimates of CARs for the two-day period (CAR(0,1)), the four-day 
period (CAR(0,3)), the six-day period (CAR(0,5)) and the 11-day period 
(CAR(0,10)) after the event date. The results of the two-day period immediately 
after the event date (column [2]) further suggest that firms in our sample have 
significantly higher returns in the period immediately surrounding the Pass Date. 
However, the mean CARs are not reliably different from zero in any of the other 
event window, suggesting that the information contained in the passage of the 
ACA is relatively short-lived as the information is quickly incorporated into the 
stock prices of our stakeholder firms.  

Interestingly, when focusing on the median CARs, we find that these 
estimates are markedly lower than the mean CARs in column [1] and column [2]. 
A likely explanation for the difference between our parametric and non-parametric 
tests is that a small subset of firms are driving the positive relation between firm 
performance and the passage of the ACA. In an ensuing analysis, we further 
explore this possibility by separately examining the effects of the ACA on a given 
stakeholder industry.  

Panel B of Table 2 shows the results surrounding the Supreme Court Date. 
Contrary to our findings in Panel A, results in Panel B show that returns are 
relatively normal in the three-day period surrounding the event date and the two-
day period immediate after the event date. However, mean CARs in column [3] 
through column [6] are both positive and economically significant. Considered in 
their entirety, the mean CAR results in Panel B indicate that the effect of the 
Supreme Court’s decision had a longer impact on the returns of the stakeholder 
firm relative to the Pass Date, suggesting that the market knew very little about 
the outcome of the Supreme Court decision on the day before the decision was 
made. Additionally, in Panel B of Table 2, we again find that median estimates of 
CARs in column [3] through column [6] are substantially lower than mean 
estimates of the CARs in the corresponding columns. These findings further 
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device company according to standard industry codes—zero otherwise. INSURER is an indicator 
variable capturing whether the company is considered a health insurer. DRUG-HC and HC-INS are 
indicator variables capturing whether the companies have joint indications between multiple company 
types simultaneously. We omit the indicator variable DRU-HC in order to avoid violating the full rank 
condition required for consistent estimates. We also include five control variables. Ln(size) is the 
natural log of market capitalization. Turn is the share turnover for each stock while Ln(price) is the 
natural log of share price.  Spread is the bid-ask spread, and Volt is the price volatility. P-values, which 
are obtained from robust standard errors that account for clustering across firms, are reported in 
parentheses. *, ** and *** denote statistical significance at the 0.10, 0.05, and 0.01 levels, respectively.  

 
In general, the regression results are similar across columns. For example, we 

find that the indicator variable HEALTH CARE does not produce estimate that are 
reliably different from zero. However, we do find the indicator variables DEVICE, 
INSURER and HC-INS produce negative estimates in five of the seven columns in 
Table 4. These results suggest that after controlling for a variety of factors that 
might affect stock returns, during the period immediately after the Pass Date, 
health insurers have unusually negative returns when compared to DRUG-HC 
companies. In column [7], the coefficient on INSURER (-0.0223) and DEVICE (-
0.0024) suggests that after controlling for a number of independent factors, health 
insurers and device companies underperform DRUG-HC in the two-day period 
immediately after the Pass Date. These latter findings suggest that not only are the 
results for health insurers and device companies statistically significant, but also 
the results are economically significant. We also note that the positive and 
significant coefficients on the natural log of share prices only suggest the positive 
influence on CARs—whether the CARs are initially positive or negative. We find 
some evidence that stocks with higher share prices generally have abnormally high 
returns during the period immediately after the Pass Date.  From a broad 
perspective, Table 4 support the notion that the passage of ACA was a viewed as  
a negative event for health insurers and medical device companies as compared  
to companies who operate simultaneously in the pharmaceutical and health  
care sector.  

Table 5 reports the results when the data is measured during the period 
surrounding the Supreme Court Date. As before, the coefficients reported in  
Table 5 come from estimating equation (1) with robust standard errors. As before, 
we estimate variance inflation factors in unreported results and show that these 
factors are each below 3.6, suggesting that multicollinearity does not appear to be 
a significant issue in in these tests. However, for robustness, we again estimate 
various combinations of equation (1) to show that the results are generally 
unaffected despite which control variables are included. 

The results in Table 5 are qualitatively similar across each column, so, for 
brevity, we only discuss our findings in the full specification (column [7]). First, 
we find some evidence that stocks with low share turnover and stocks with higher 
share prices generally have abnormally high returns during the period immediately 
after the Supreme Court Date. As before, we also find that the indicator variable 
HEALTH CARE produces a coefficient that is not reliably different from zero. 
More importantly, we find that the indicator variable INSURER, DEVICE and  
HC-INS produce negative estimates in each of the seven columns.  
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Supreme Court decision, health insurers underperform companies that operate 
simultaneously in the pharmaceutical and health care sector by 5.6%, while 
medical device companies underperform companies who operate simultaneously 
in the pharmaceutical and health care sector by 0.9%. 

We further expand our event window to examine the impact of the Pass Date 
and Supreme Court Date at greater lengths than a typical three-day window. We 
estimate equation 1 with the dependent variable as the cumulative abnormal return 
for each stock i from day t to t+3, t+5 and so on where day t is the Pass Date or 
the Supreme Court Date. Table 6 and Table 7 report results of a three-, five-, 10- 
and 30-day event window around the Pass Date and Supreme Court Date, 
respectively. The results mirror that of the two-day event window and report that 
while health care providers realize little market reaction to the ACA legislation, 
health insurers, medical device companies, and companies with operation in health 
care and insurance underperform companies that operate simultaneously in the 
pharmaceutical and health care sector over an extended event window. These 
findings suggest that not only are the results for health insurers, device companies 
and joint health care-insurance companies statistically significant, but also the 
results are economically significant. 
 
 

5. Conclusion 
 
The provisions of the ACA likely will have a significant influence on 

performance of firms operating in the health care arena. This suggests that new 
information regarding the likelihood of the ACA becoming law should be 
disseminated by the market and reflected in the stock prices of firms in the 
industries affected by the ACA. As a result, we analyze the returns of stocks in the 
pharmaceutical, health care, health insurance8 and medical device industries 
during the time period surrounding the Pass Date and the Supreme Court Pass 
Date. The firms in these industries appear to be key stakeholders, and the market’s 
expectation of the future cash flow of these firms is likely to be adjusted by the 
new information contained in both regulatory events.   

It is important to consider that under the assumption that the ACA would 
increase the number of insureds, the demand for health care is likely to increase. 
The positive response in health care stocks is likely reflecting the market’s 
perception that firms providing health care are going to benefit from the increase 
in the number insured. The results also show a negative price response in 
insurance companies. While the signs are opposite when comparing health care 
companies to insurance companies, the results are intuitive. The ACA reduces the 
flexibility of insurance companies to insure those that are likely to file more 

                                                 
8. While stock companies only make up about 19% of the number of health insurers, the three 
largest health insurers (WellPoint, Aetna and UnitedHealth Group) hold more than 50% of the 
national market for commercial health insurance. These firms are in our sample and give us a 
foundation from which to generalize our results. 
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claims. Therefore, the market bids down the prices of insurance stocks due to the 
potential for higher losses.  

Our results indicate a significant stock price reaction among the six 
stakeholder industries during the time period surrounding the release of new 
information regarding the likelihood of the ACA becoming law. In particular, our 
results suggest that the passage of the ACA legislation has a negative effect on 
health insurance, medical device companies, and companies that operate jointly in 
the health care and insurance sectors. We also find some evidence that the 
regulatory events had a positive influence on firms in the health care industry. The 
results are important to regulators in examining the impact the ACA has on its key 
stakeholder industries.  

Taken in their entirety, our results suggest that the market revised 
expectations of publicly traded health insurers’ and medical device companies’ 
cash flows downward when it became more evident the ACA would become law. 
To the extent that the market demonstrates a degree of efficiency, this suggests 
that regulators may need to take actions to ensure the stability of health insurance 
and medical device markets in the post-ACA era. It also suggests that for health 
insurers and medical device firms, the ACA may have adverse consequences for 
capital budgeting and other decisions sensitive to the cost of capital. However, our 
finding that the ACA’s regulations have a positive influence on health care firms 
offers insight to policymakers and regulators who seek to assess the potential 
benefits of the ACA on the participants in the health care market.   
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