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Executive Summary 

March 2018 

Despite significant initial financial losses in the individual market after the key provisions of the 

Affordable Care Act (ACA) took effect, health insurer profitability in the individual market has 

risen due to substantial premium increases, government premium tax credits that pay for 

those premium increases, and the large, government-funded, Medicaid expansion. Since ACA 

implementation on January 1, 2014, health insurance stocks outperformed the S&P 500 by 106 

percent. Insurers remaining in the individual and small group markets seem to have recently 

accounted for ACA regulations and an older, more costly risk pool than they expected by 

charging higher premiums that have largely been covered by federal government premium 

subsidies. Stable year-over-year enrollment, despite large premium increases suggests a 

distorted market that involves large transfers from taxpayers to insurers. Large insurers, many 

of whom left the individual market, are profiting from the Medicaid expansion, which is largely 

provided through private managed care and paid for by the federal government. All health 

insurers can expect to become more profitable this coming year due to the recent tax reform. 
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The Affordable Care Act (ACA) created new opportunities for insurance companies by 

subsidizing the purchase of health insurance and expanding eligibility for subsidies. In the 

individual and small group market, the ACA provided subsidies to lower the cost of premiums 

for lower income people who purchase insurance on the newly created health insurance 

exchanges. About 6 percent of Americans obtain health insurance in the individual and small 

group market and about half of them buy policies on the exchanges. Approximately 85 percent 

of exchange purchasers receive a premium subsidy (ASPE 2017). These subsidies are computed 

so that enrollees do not pay more than a prescribed portion of their income for a common plan, 

thereby ensuring that insurance companies receive subsidies regardless of how high the 

premiums go and reducing incentives for price competition as taxpayers fund almost all of the 

higher premiums.  

Many lower-income, able-bodied, working-age adults gained Medicaid coverage after the ACA 

Medicaid expansion. Coverage was primarily provided through contracts with private 

managed care organizations (CMS 2016; KFF 2017a). From 2014 to 2016, the federal 

government paid for all of the premiums for Medicaid expansion enrollees and this year pays 

for 94 percent of the premiums. Spending per newly eligible Medicaid enrollee was higher than 

projected by the Congressional Budget Office (CBO 2017).  Average costs for expansion adults 

were 28 percent higher than costs for non-newly eligible adults in 2015 (CMS 2016).  

After an initial adjustment period, insurers’ financial health, as measured by their stock prices, 

surpassed earlier levels.  As shown in Figure 1, prior to ACA implementation, health insurers’ 

stock values moved with the S&P 500 index, but after implementation, they diverged 

significantly. As government policy amplified eligibility and per-enrollee spending, the stock 

prices of health insurance companies rose by 172 percent from January 2014 to 2018 resulting 

in improved profitability and outperforming the S&P 500 by 106 percentage points (Figure 1).  

Health insurance companies initially struggled to make a profit in the post-ACA individual and 

small group markets. Insurers were unsure how to price insurance with the new ACA 

requirements such as, guaranteed-issue, modified community rating, and an expansive 
minimum essential benefits requirement. They underpriced their products relative to their 

enrollees’ health risks. Many insurers left the market altogether. But the remaining insurers, 

despite the expiration over a year ago (2016) of the reinsurance and risk corridors programs 

which were meant to financially protect insurers, have started to make higher profits again 

(McCue & Hall 2017). Figure 2 shows that, after narrowing in the initial years of ACA 

implementation, the gap between individual market premiums and claims payments was 

much higher in 2017 than pre-ACA. As of 2017, most Blue Cross Blue Shield regional insurers, 

the main insurers left in the ACA-compliant individual and small group markets, have better 

profit margins than during the initial years of offering plans in marketplaces and have returned 

to pre-ACA profitability (Farrah 2018).  
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Gross profit margins (premiums less claims) have increased as the small number of remaining 

companies gained experience with the individual and small group market risk pool and set 

higher premiums while government subsidies cover most of the rising insurance costs on the 

exchanges.  The fact that low-income individuals are enrolling at high rates, while at the same 

time premiums are rising dramatically, is a clear sign of a distorted market that involves larger 

transfers from taxpayers to insurers (KFF 2017b).  

Overall, while many of the largest U.S. health insurers left the individual market because of 

losses in the state and federal marketplaces, they had increased revenues in the Medicare and 

Medicaid markets (Schoen and Collins 2017). Medicaid enrollment more than doubled among 

the largest insurers (Schoen and Collins 2017) as spending soared. Net profit margins at many 

large health insurance companies have returned to pre-ACA levels. In addition, some of the 

largest health insurers expect earnings (net income) to increase by 8.7 to 19.6 percent in 2018 

from 2017, with a significant portion of the increase due to tax reform (UnitedHealth Group, 

Inc. 2018; Humana, Inc. 2018). 

Conclusion 

Despite an initial rough patch in the ACA marketplaces, the ACA Medicaid coverage expansion 

and subsidies to insurers have resulted in a large increase in health insurer profits. Health 

insurers’ stock prices more than doubled the impressive gain in the S&P 500 since the law’s 

main provisions took effect on January 1, 2014.  Much of insurers’ increased profitability has 

resulted from increased Medicaid enrollment and increased payments per enrollee in Medicaid 

expansion states where the federal government pays nearly all the costs. While insurers initially 

incurred losses in the ACA marketplaces as they adjusted to new regulations and a relatively 

unhealthy risk pool, insurers are now profiting on the individual market as well, with higher 

premiums that are largely covered by federal premium subsidies.   
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