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Baltimore: Health Insurance Market Primed
for National Health Reform

ith a history of aggressive state oversight of health
Wcare and Medicaid coverage expansions, the
Baltimore metropolitan area likely faces a smoother transi-
tion to national health reform than many other markets
across the country, according to a new Center for Studying
Health System Change (HSC) study of the region’s commer-
cial and Medicaid insurance markets (see Data Source). In
large part, Maryland’s implementation of health reform may
be easier because the state previously enacted requirements
similar to the Patient Protection and Affordable Care Act
of 2010 (ACA), including small-group insurance market
reforms and Medicaid coverage expansions for low-income
people without children. Since national health reform’s pas-
sage in 2010, Maryland Gov. Martin O’Malley (D) and the
state Legislature have embraced other reform goals, includ-
ing creation of a state-based health insurance exchange. Key
factors likely to influence how national health reform plays
out in the Baltimore area include:

» Hospital rate regulation effects on market dynam-
ics. For several decades, Maryland through a rate-
setting system has regulated hospital payment rates
for Medicare, Medicaid and private payers. Because
of this system, Maryland hospital spending on aver-
age has grown more slowly historically than the nation
as a whole. However, similar to many other markets,
Baltimore-area hospital systems are acquiring inde-
pendent hospitals and employing physicians to gain
patients and higher revenues.

» Little innovation to control employer-based insurance
costs. While commercial coverage is considered relative-
ly comprehensive overall, employers—particularly small
firms—have placed more cost-sharing responsibility
on employees and increasingly adopted lower-cost,

high-deductible health plans. While interested in well-
ness activities and limited-provider networks to control
costs, employers reportedly have been slow to innovate
in terms of insurance product design.

CareFirst BlueCross BlueShield dominance of the
commercial market. Regional CareFirst BlueCross
BlueShield is the largest commercial insurer—particu-
larly in the individual and small-group markets—with
remaining market share divided among national carri-
ers, including UnitedHealth Group, Aetna, CIGNA and
Kaiser Permanente.

Significant insurer interest in Medicaid. Health plan
competition for the growing Medicaid population is
robust, with several carriers participating and more
poised to enter the market for the 2014 Medicaid
expansion.

Trepidation over pricing in the insurance exchange.
While most large commercial health plans will partici-
pate in the state health insurance exchange for indi-
viduals and small businesses, they face considerable
uncertainty. Their anxiety stems from the timeline to
meet requirements, the potential for adverse selection—
attracting sicker than average people—in the exchange,
and their ability to design products and set premiums
while remaining financially viable. In an attempt to mit-
igate large premium increases in the nongroup market,
the state recently took steps to slow the migration of the
state’s high-risk pool population to the exchange.

Medicaid plans’ caution about entering the exchange.
A substantial number of people are likely to move
between Medicaid and subsidized private coverage as
their income fluctuates. If Medicaid plans offer prod-
ucts in the exchange, they may be able to offer more
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seamless coverage and better continuity of care as
people move between the two programs. Nonetheless,
Medicaid-only plans are uncertain about entering the
exchange because the expertise and growth needed to
serve the commercial population could cause finan-
cial challenges and detract from providing Medicaid
patients with good access to care.

» Broker uncertainty about continued role in the market.
Although insurance brokers in the Baltimore region
now perform many of the functions needed to assist
people buying insurance under reform, their role may
shrink because of competition from the exchange and
Medicaid outreach organizations seeking to serve as
navigators.

Market Background

Home to more than 2.7 million people, the Baltimore-
Towson metropolitan statistical area encompasses six
counties in central and eastern Maryland: Baltimore, Anne
Arundel, Carroll, Harford, Howard and Queen Anness, plus
the city of Baltimore (see map above). The region’s overall
population has grown more slowly than metropolitan areas
on average, with the city of Baltimore’s declining population
a key contributing factor (see Table 1).

The Baltimore metropolitan area spans the extremes
of the socioeconomic spectrum from Howard County,
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one of the highest-income counties in the country, to

the city of Baltimore, which has high rates of poverty
and poor health.! Baltimore, a port city, historically was
a transportation hub and home to major manufactur-

ers and large national employers. But, many Fortune 500
companies with headquarters in the area left because of
broad declines in key industries and a variety of market
conditions, including extensive government regulation,
high taxes and considerable union presence. Today, the
major employers in the Baltimore market include federal,
state and local government—and government contrac-
tors—public school systems, Johns Hopkins University
(including its school of medicine and health system), as
well as other hospital systems. Indeed, the area includes
Maryland’s capital—Annapolis—and the headquarters of
the federal Social Security Administration. Parts of the
area also are within commuting distance of downtown
Washington, D.C.

A major public-employer presence reportedly has
helped buoy the labor market and related health coverage.
The region has lower rates of poverty, unemployment and
uninsurance, as well as a higher proportion of residents
with private health coverage, than other metropolitan
areas on average. Still, the recession led to a loss of jobs—
unemployment increased from 3.6 percent in 2007 to 7.5
percent in 2011 compared to 9 percent nationally—and
related health coverage, with the percentage of private
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firms offering coverage declining from about 63 percent
to 57 percent from 2010 to 2011.% Overall private insur-
ance coverage declined slightly, from about 65 percent of
the population in 2009 to 63 percent by 2011.%

State Embraces Reform

Shortly after enactment of national health reform in 2010,
Maryland’s Democratic political leaders enthusiastically
endorsed the law and began preparing for implementation
(see Tables 2 and 3). With broad support, the Legislature
passed the Maryland Health Benefit Exchange Act of
2011 to authorize the state to operate a health insur-

ance exchange—called the Maryland Health Connection.
Respondents reported that the state sought broad input
from stakeholders to design the exchange, and even
respondents highly critical of the ACA reported that the
state has acted reasonably in designing the new insurance
marketplace for individuals and small businesses.

Even before passage of national health reform,
Maryland pursued changes to commercial insurance
regulation, expanded Medicaid and monitored hospital
spending through an all-payer rate-setting system.

Commercial insurance regulation. Since the early
1990s, the state has heavily regulated the small-group
(2-50 employees) insurance market through modi-
fied community rating rules that allow insurers to vary
rates based on geography and age but not health status.*
Small-group plans also must meet minimum standards
for covered services and limits on patient cost sharing, as
established in the state’s Comprehensive Standard Health
Benefits Plan (CSHBP). The initial CSHBP, which created
a standard product that all small-group carriers must offer
and a ceiling on premiums (based on average Maryland
wages) was modified in the mid-2000s because it was “too
prescriptive and too expensive,” in the words of a broker.
To keep premiums below the affordability threshold, the
state increased cost-sharing limits. Respondents suggested
that the CSHBP currently has little impact on the small-
group market because many small employers offer cover-
age that exceeds the requirements.

In contrast, Maryland has adopted relatively few con-
sumer protections for the individual, or nongroup, insur-
ance market. For example, the state does not require guar-
anteed issue of coverage, restrict rates or offer subsidies.
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Table1
Demographics and Health System Characteristics

METRO AREAS
(800,000+ Por.)

BALTIMORE

PopuLATION StATisTICS, 2010 2,714,546

PoruLATION GrOWTH, 10 YEAR 6.3% 10.9%

PoPULATION GROWTH, 5 YEAR 2.5% 4.6%

AGE

PersONS UNDER 5 YEARS OLD 6.2% 6.6%

PersoNs UNDER 18 YEARs OLd 22.9% 24.3%

PersONs 18 10 64 Years Olb 64.4% 63.7%

PERSONS 65 YEARS AND OLDER 12.7% 12.0%

RACE/ETHNICITY

WHITE 59.9% 55.6%

Black 28.4% 14.1%

LatinO 4.6% 20.6%

ASIAN 4.6% 6.8%

OTHER RACE OR MULTIPLE RACES 2.5% 2.9%

FOREIGN BORN 9.3% 17.8%

Limiren/No ENGLISH 4.1% 11.7%

EDUCATION

HiGH ScHooL or HIGHER 87.7% 85.9%

BACHELOR'S DEGREE OR HIGHER 35.1% 32.4%

HEALTH STATUS

ASTHMA 12.3% 13.7%

DIABETES 9.9% 8.7%

ANGINA OR CORONARY HEART DISESASE 3.8% 3.7%

OVERWEIGHT OR OBESE 66.4% 62.1%

ADULT SMOKER 17.3% 15.2%

HEATH STATUS FAR OR POOR 13.7% 14.7%

ECONOMIC INDICATORS

Less THAN 100% OF FEDERAL POVERTY LeVEL (FPL) 11.0% 14.2%

Less THAN 200% oOF FPL 23.9% 31.9%

HouseHold INcome Asove $100,000 30.3% 24.4%

UNEMPLOYMENT RATE 2011 7.5% 9.0%

HEAITH INSURANCE

UNINSURED 10.1% 17.0%

MEeDICAID/OTHER PUBLIC 11.1% 12.5%

PRIVATELY INSURED 62.8% 56.3%

MEDICARE 10.1% 10.0%

OTHER COMBINATIONS 5.8% 4.3%

Hospials

HosprraL Beps Ser Up AND STAFFED PER 1,000 POPULATION 3.4 2.8

AVERAGE LENGTH OF STaY, 2010 (DAYs) 55 57

HEALTH PROFESSIONAL SuppLY

PHysicians per 100,000 PoPULATION 263 207

PRIMARY CARE PHYSICIANS PER 100,000 POPULATION 98 82

SPECIAUST PHYSICIANS PER 100,000 POPULATION 165 125

Sources: U.S. Census Bureau, 2010; American Community Survey, 2010; Centers for Disease Control and Prevention,
Behavioral Risk Factor Surveillance System, 2010; Bureau of Labor Statistics, 2011; American Hospital Association,
2010; Area Resource File, 2011
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Other than inclusion of 45 mandated services, insurers
need not offer standardized coverage. Maryland’s medical
loss ratio standards—which spell out the proportion of pre-
miums that must go toward medical care rather than other
expenses—for nongroup insurers are less stringent than
the subsequent ACA requirements. The average annual
premium for nongroup coverage in Maryland mirrored the
national average of approximately $2,600 in 2010.

In 2003, Maryland created a high-risk pool—the
Maryland Health Insurance Plan (MHIP)—for people
denied commercial coverage based on their health status.
Premiums for these products are capped at 150 percent of
the average rate, with the state covering excess costs and
providing additional subsidies for low-income people. The
ACA required all states to offer a temporary high-risk pool
program similar to Maryland’s until 2014 and provided
federal funding to do so. Maryland grafted the new high-
risk pool—MHIP Federal—onto the existing MHIP.

Medicaid enroliment in the Baltimore market
increased considerably in recent years as
people lost private coverage and the state
expanded Medicaid income eligibility to 116
percent of federal poverty for all adult citi-

zens and legal immigrants.

For both individuals and small groups, Baltimore-
area brokers typically both sell insurance and perform
such administrative functions as eligibility determination
and billing—this is known as a “general agent structure.”
Health plans work closely with brokers, in what one
respondent called a “symbiotic” relationship.

Medicaid. Medicaid enrollment in the Baltimore market
increased considerably in recent years as people lost private
coverage and the state expanded Medicaid income eligibil-
ity to 116 percent of federal poverty for all adult citizens
and legal immigrants. Parents and caretakers receive full
Medicaid benefits, and childless adults receive a pared-down
benefits package through the Primary Adult Care (PAC)
program. Between December 2007 and 2009, Maryland

4
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Medicaid enrollment grew by a third—from about 537,000
to 715,000 enrollees—compared to 14 percent growth
nationally” In the Maryland Childrens Health Program—
the state’s Children’s Health Insurance Program (CHIP)—
income eligibility is 300 percent of poverty, and the program
has relatively stable enrollment.

Although state-funded outreach activities to identify
potential enrollees ramped up after the Medicaid expan-
sion, current outreach largely is limited to efforts support-
ed by private funding and concentrated in the high-need
area of the city of Baltimore and surrounding Baltimore
County. The state has streamlined the Medicaid applica-
tion process somewhat—more so for CHIP. Still, respon-
dents characterized the process as “antiquated,” citing
Medicaid requirements for an initial in-person interview
by a county agency and mailing completed applications
as opposed to faxing or via the Internet. Also, verification
systems are not well automated, causing delays in coverage.

With full federal funding for the first three years under
the ACA, Maryland plans to expand Medicaid eligibility
to 138 percent of poverty—about $14,850 for a single per-
son—in 2014. Childless adults now covered through the
PAC program will transition to Medicaid and gain more
comprehensive coverage—namely, coverage for hospital-
izations and specialty care. The impact of this expansion
on coverage will be relatively small for the Baltimore area
compared to communities in other states, many of which
cover few childless adults. Still, service utilization in the
Medicaid program could spike with the transition because
of pent-up demand for services not covered by PAC and by
the high medical needs among PAC enrollees.

Providers. Maryland is one of two states with a system
that sets the prices of hospital services for all public and pri-
vate payers (see page 5 for more about the rate-setting sys-
tem). Four large hospital systems: Johns Hopkins Medicine,
MedStar Health, University of Maryland Medical System
(UMD) and LifeBridge Health serve the market. Johns
Hopkins clearly stands out based on a national and interna-
tional reputation as a premier teaching hospital.

The Maryland rate-setting system prevents hospitals
from offering private payers discounts to gain patient vol-
ume. Instead, hospital strategies to increase volume—com-
mon in many markets across the country—include acquir-
ing struggling community hospitals and employing physi-
cians. Employing physicians helps hospitals gain referrals
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and admissions and increases leverage to negotiate higher
payment rates for physicians’ professional services, which
are not regulated by the state.

Respondents indicated that people with Medicaid and
CHIP coverage have relatively good access to care through
an extensive set of hospitals, community health centers,
hospital-affiliated primary care physicians (PCPs) and
some private physician practices participating in public
programs. The rate-setting system removes financial dis-
incentives for hospitals to treat Medicaid patients because
hospitals receive approximately the same rate regardless
of the patient’s insurance. However, rate setting does not
apply to physician services. And, Medicaid payments for
physician services are lower than Medicare and private
payments, so physicians have less of an incentive to treat
Medicaid patients. Still, as of 2008, the Medicaid fee sched-
ule paid PCPs about 80 percent of Medicare rates, which is
relatively high among states.®

Comprehensive Employer Coverage

Respondents reported that both public and private
employers provide relatively comprehensive health cover-
age in the Baltimore area. While the percentage of large
private firms in Maryland offering coverage is on par with
the national average, the offer rate among small firms is
higher than average, and respondents indicated that offer
rates in Baltimore are similar to those of the state overall.’
The average employee contribution in Maryland as a share
of the total premium—23 percent for single coverage in
2010—is similar to the national average.'’

Employers in the Baltimore market offer a wide range
of health benefits that vary by employer size. Typically,
respondents pointed to preferred provider organization
(PPO) products as popular in the large-group market, with
health maintenance organization (HMO) products more
popular among small employers. Large employers report-
edly value plans that allow patients to see specialists with-
out a referral, while small groups concerned about costs
are more willing to purchase lower-priced HMO products
with slightly smaller provider networks and that require
referrals for specialist visits.

However, Baltimore-area employers in recent years—
like their counterparts in other regions—have increased
the share of employee premium contributions and patient
cost sharing at the point of service through higher deduct-
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Hospital Rate Setting in Maryland

In 1971, Maryland established the Health Services Cost
Review Commission (HSCRC) to set prices for all payers
for inpatient and outpatient hospital services. Payment
rates are set annually using a formula that takes into
account each hospital’s patient population—for example,
if the hospital serves many uninsured patients and, there-
fore, has high uncompensated care costs—and allows for
some modification based on hospital efficiency and qual-
ity scores. Although rates vary somewhat across hospi-
tals, all payers, including Medicare, Medicaid and private
insurers, pay similar rates.’

When Medicare adopted an inpatient prospec-
tive payment system for hospitals in 1983, Maryland
received a waiver from the Health Care Financing
Administration—now the Centers for Medicare and
Medicaid Services (CMS)—allowing the state to con-
tinue setting rates for Medicare patients. The waiver
requires that the rate of growth of Medicare payments
per hospital admission in Maryland stay below the
national rate, but a 2012 HSCRC report to the governor
found that Maryland’s growth rate now approximates
the national average. State officials attribute the higher
cost growth to such factors as rising uncompensated
care costs and movement of services to outpatient set-
tings with remaining patients who are admitted sicker
and more expensive.

In March 2013, the HSCRC submitted a proposal
to CMS for a revised waiver that would limit increases
in inpatient and outpatient hospital costs to the rate of
growth of the state economy. The proposal also dimin-
ishes current hospital incentives to perform more pro-
cedures and increases incentives for reducing readmis-
sions and coordinating care among providers.”

ibles, coinsurance and copayments. Though some employ-
ers reportedly continue to pay the full premium for
employees and generously support family coverage, both
large and small employers more typically pay 50 percent
to 75 percent of individual premiums and 25 percent to

50 percent of family premiums. According to a benefits
consultant and broker respectively, $300-$500 is typical for
an individual deductible in a large group and $1,200 for
someone in a small group.
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How Do Maryland State Laws Compare to Major Provisions in the Affordable Care Act (ACA)?

ACA PROVISION (EFFECTIVE DATES)

MARYLAND Law BEerORE THE ACA

Making Coverage Available and Affordable

ally financed, temporary high-risk pool that provides coverage
to individuals with pre-existing conditions who have been unin-
sured for at least six months.

High-Risk Pool (2010-2014): States must have in place a feder-

Maryland has had a state high-risk pool since 2003. As of
2011, approximately 21,000 people were enrolled.

Medicaid Expansion (2014): States have the option to expand
Medicaid coverage to 138% of the federal poverty level (FPL)
for individuals (U.S. citizens and legal immigrants residing in
the country at least five years) under age 65. Coverage of
newly eligible individuals will be fully funded by the federal
government until 2016, with support gradually declining to
90% of cost by 2020.

Through Medicaid and the state Children’s Health Insurance

. Program, Maryland covers children up to 300% of FPL; preg-

nant women up to 250% of FPL, parents up to 116% of FPL,
and, through a state waiver program, childless adults up to

- 116% of FPL. One estimate predicts an almost 20% increase

in Maryland’s Medicaid enrollment under the ACA expansion

- of eligibility to 138% of FPL.!

Regulating the Private Insurance Market

Guaranteed Issue (2014): Carriers must offer a policy to every-
one who applies for coverage. (Prior to the ACA, federal law
required that guaranteed issue apply to small-group plans and
that guaranteed renewability apply to both small-group and
nongroup plans.)

Maryland law does not require guaranteed issue for the non-
group market.

Modified Community Rating (2014): Carriers cannot base
insurance premiums on an individual’s health status but can
base premiums on age (limited to a 3 to 1 ratio); geographic
area; family composition (single vs. family coverage); and
tobacco use (limited to a 1.5 to 1 ratio).

- Maryland prohibits insurers in the small-group market from

. rating plans based on gender, health status, tobacco use or
- industry but allows age rating with no restrictions. Maryland
- has no rating restrictions in the nongroup market.

Review of Premium Rate Increases (2010): Carriers must justify
particularly large premium rate increases to the federal govern-
ment and state.

. Maryland has a rate review process that allows the state

Department of Insurance to approve or deny rate increases
before they take effect.

Medical Loss Ratios (2010 and 2011): Since 2010, carriers
must report the share of premium dollars spent on clinical ser-
vices, quality initiatives, administrative and other costs, and
since 2011, provide rebates to consumers or reduce premiums
if the share of premiums spent on health care services and
quality initiatives is less than 85% for large-group plans or
80% for nongroup and small-group plans.

Maryland had medical loss ratio requirements, but they were
less stringent than the new federal requirements.

! Buettgens, Matthew, John Holahan and Caitlin Carroll, Health Reform Across the States: Increased Insurance Coverage and Federal Spending on the Exchanges and Medicaid, The Urban Institute,
Washington, D.C. (March 2011). Additional enrollment growth is expected as a result of eligible but unenrolled individuals enrolling in the program.

Sources: Authors’ analysis of existing state regulations and ACA provisions; Kaiser Family Foundation State Health Facts, Maryland: Health Insurance & Managed Care, http://kff.org/state-category/health-insurance-managed-
care/?state=MD, accessed (March 22, 2013); Kaiser Family Foundation, State Exchange Profiles: Maryland, http://kff.org/health-reform/state-profile/state-exchange-profiles-maryland/, (accessed March 22, 2013); Kaiser Family

Foundation, Summary of the Affordable Care Act, Menlo Park, Calif. (April 23, 2013).

Respondents noted a lack of innovation in health plan
product design, and changes to control costs resemble
those found in many other markets. For example, smaller
and smaller firms are turning to self-insurance—assuming
the financial risk for the cost of enrollees’ care instead of
buying insurance—to insulate themselves from the costs
associated with Maryland’s strict small-group insurance

regulations. Maryland law also allows firms to purchase
stop-loss insurance with attachment points as low as
$10,000, meaning the stop-loss insurer is responsible once
a patient’s claims exceed that amount. Also, while many
employers have implemented wellness features—commonly
periodic health assessments and, in some cases, partici-
pation-based or outcomes-based financial incentives—to

ACA IMPLEMENTATION —MONITORING AND TRACKING
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Implementing the Affordable Care Act (ACA): Maryland's Key Decisions

ACA PRrOVISION

MARYLAND DECISION

Insurance Exchanges: By 2014, states must have in operation insurance exchanges sell-
ing products to individuals and small groups. States may operate their own exchanges,
partner with the federal government to operate their exchanges, or allow the federal
government to operate and administer their exchanges. Federally operated exchanges
will offer one small-group plan in 2014; states choosing to operate their own small-
group exchanges now have until 2015.

State-run exchange; state delayed
open enrollment for small groups to
January 2014.

Nongroup and Small-Group Markets & Exchanges: States have the option to merge the

risk pools of the nongroup and small-group markets; they also may operate a combined
small-group and nongroup exchange, provided the exchange has adequate resources to
assist both small employers and individuals in purchasing coverage.

- Keep nongroup and small-group

markets separate

Passive vs. Active Purchaser: States will decide the degree to which their exchanges will
regulate health insurance products. States may allow any insurance product that meets
the minimum federal requirements to be sold through the exchange, referred to as a
clearinghouse model. Or, states may select plans to be offered in the exchanges based
on additional requirements, referred to as an active purchasing model.

Clearinghouse model

Tools to Reduce Adverse Selection: States must adopt a risk-adjustment model for non-
group and small-group health plans, in which they collect payments from plans with
relatively healthier enrollees and redistribute these funds to plans with relatively sicker
enrollees.

" To be decided

Essential Health Benefits Package: States must select a health benefits package that
establishes a benchmark level of minimum coverage for plans sold in the exchange (and
non-grandfathered plans sold outside the exchange). For this essential health benefits
package, states may choose: 1) one of the three largest (based on enrollment) small-
group insurance products; 2) one of the three largest state employee health plans; 3)
one of three largest Federal Employee Health Benefit Program plan options; or 4) the
largest insured commercial health maintenance organization (HMO).

State’s largest small-group plan
(CareFirst BlueChoice HMO

HSA Open Access plan) chosen
as Maryland’s benchmark plan,
although the state enhanced the
behavioral health and habilitative
services benefit to meet federal
requirements.

Sources: Authors’ analysis of existing state regulations and ACA provisions; Kaiser Family Foundation State Health Facts, Maryland: Health Insurance & Managed Care, http://kff.org/state-category/health-insurance-managed-
care/?state=MD, accessed (March 22, 2013); Kaiser Family Foundation, State Exchange Profiles: Maryland, http://kff.org/health-reform/state-profile/state-exchange-profiles-maryland/, (accessed March 22, 2013); Kaiser Family

Foundation, Summary of the Affordable Care Act, Menlo Park, Calif. (April 23, 2013).

encourage healthy behaviors, employee participation
reportedly is low.

Employers also face difficulties implementing prod-
ucts with limited-provider networks. Contributing fac-
tors include employees’ long-established preference for
broad choice of providers; plans’ inability to negotiate dis-
counts—because of the rate-setting system—with hospitals
in exchange for volume; and the need for state approval
to tier physicians based on performance. A key excep-
tion is a limited-network coverage option—Medstar Select
Plan—available to Medstar employees that includes only
Medstar providers. Medstar employees also have access to a
CareFirst PPO built on the Medstar network that increases
cost sharing to see providers in an extended network and
even greater cost sharing for out-of-network providers.

ACA IMPLEMENTATION —MONITORING AND TRACKING

High-Deductible Health Plans Increase

Both employers and individuals increasingly are choos-
ing high-deductible health plans (HDHPs) with lower
premiums. HDHPs, on either a PPO or HMO platform,
are growing in prevalence across all employer sizes and in
the individual market. Many large employers have started
offering HDHPs as an option alongside other, more tradi-
tional plans, but employee take up is reportedly low.
Health plan respondents indicated that less than 20 per-
cent of large-group enrollees are in HDHPs, and only a few
large employers have switched to HDHPs as full-replace-
ment products, meaning they only offer HDHPs. Brokers
reported considerably higher take up in the small-group
market, estimating that about a third of small employers
offer only an HDHP. A 2011 state report found even higher
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The Baltimore-area commercial insurance
market has consolidated over the last 25
years. National carriers entered the market
primarily through acquisitions of local health
plans, which has left the health plan market

fairly concentrated.

take up statewide, with almost half of people in small-
group plans enrolled in an HDHP.M

HDHPs in the market commonly are tied to tax-advan-
taged accounts—either a health savings account (HSA)
or health reimbursement account (HRA). The major dit-
ference between the two is that HRA balances revert to
the employer if the employee leaves. Some large employ-
ers reportedly contribute amounts equal to deductibles
to HSAs or HRAs, reducing employees’ exposure to high
out-of-pocket costs and incentives to make cost-conscious
decisions about care. Also, employers have been slow to
offer price and quality tools to help employees select high-
er-value providers, although health plans reportedly are
developing such tools.

CareFirst Dominant

The Baltimore-area commercial insurance market has con-
solidated over the last 25 years. National carriers entered
the market primarily through acquisitions of local health
plans, which has left the health plan market fairly concen-
trated. These mergers include Aetna’s purchase of NYLCare
(late-1990s to early 2000s), United’s purchase of MAMSI
(2004), CIGNA’s purchase of Great West (about 2010), and
Aetna’s recent purchase of Coventry (still in process).
Respondents concurred that CareFirst BlueCross
BlueShield is the dominant plan overall, with just less than
45 percent of the overall commercial market and 60 percent
to 75 percent of the small-group and individual markets. As
a regional Blues plan, CareFirst is less popular among large,
national self-insured employers. Roughly in order of overall
market share, the other major carriers are UnitedHealth
Group, Aetna, CIGNA and Kaiser Permanente. United
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mostly operates in the large-group market but also focuses
on the small-group market. CIGNA predominantly oper-
ates in the large-group market. After CareFirst, Aetna and
Kaiser are reportedly the largest players in the individual
market.

Although respondents reported that insurance products
are quite similar overall, they also noted that carriers dif-
ferentiate themselves through certain administrative and
product features. For example, United has sophisticated
information technology, wellness programs with member
incentives and its Premium Designation Program, which
ranks physicians in certain specialties based on cost and
quality indicators. Members can access provider-specific
price information online or through mobile applications
on smart phones. United’s Edge product offers lower
cost sharing to patients receiving care from physicians
rated high performers through the Premium Designation
Program. Kaiser is known for its integrated delivery system
and CareFirst for its Healthy Blue product, which rewards
members for healthy behaviors. CareFirst also has a new
patient-centered medical home (PCMH) initiative (see
page 9 for more about the program and other new payment
arrangements).

The shrinking pool of commercially insured people has
increased pressure on carriers—particularly United, Aetna,
CIGNA and Kaiser—to retain or gain enrollment. Health
plans try to keep premiums down by managing admin-
istrative and marketing expenses, and some respondents
noted considerable price competition among plans to gain
and keep customers. CareFirst enjoys strong brand-name
recognition and loyalty among consumers, and the non-
profit insurer faces regulatory pressure to bring down large
reserves. Slower growth in CareFirst rates to bring down
reserves affects competitors as well.

Kaiser opened a new facility, the 130,000-square-foot
South Baltimore County Corner Medical Center, in April
2013. With 330 physicians and staff, this facility increased
Kaiser’s total provider capacity in the market by at least
50 percent, allowing Kaiser to provide some services it
previously contracted with others to provide—for exam-
ple, 24-hour lab, radiology and urgent care. Kaiser also
increased the number of physicians in the Permanente
Medical Group by about a third, increasing capacity for
specialty care. Kaiser will continue to contract with hos-
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pitals for inpatient care. Despite these expansions, other
health plans did not appear to view Kaiser as a major com-
petitive threat.

Considerable Plan Competition
for Medicaid Enrollees

With managed care mandatory for all Medicaid enrollees
except those dually eligible for Medicaid and Medicare,
about 75 percent of Medicaid enrollees take part in the
state’s managed care program, HealthChoice. The state
allows all plans meeting basic requirements to contract with
HealthChoice rather than requiring competitive bidding.

Seven health plans serve Baltimore-area Medicaid
enrollees, with none dominant. Two national for-profit
plans—Amerigroup (now part of WellPoint) and United—
have large market shares (about 25% and 18%, respec-
tively), and Coventry entered the market about three years
ago and remains a smaller player. The remaining plans
are provider owned, including Priority Partners (owned
by Johns Hopkins and a group of community health cen-
ters), also with about a 25-percent market share, followed
by provider-owned Maryland Physicians Care. MedStar
Family Choice and Jai Medical Systems, a physician-owned
plan limited to the city of Baltimore, are smaller. Plans par-
ticipating in Medicaid also must participate in CHIP and
hold similar shares of that market. Amerigroup, United, Jai
Medical Services and Priority Partners also participate in
the PAC program, the scaled-down program for childless
adults.

While Medicaid health plans’ enrollment increased signif-
icantly after the Medicaid expansion, market shares among
Medicaid plans have been relatively stable in recent years but
vary somewhat by geography. For example, Priority Partners
has a larger share on the east side of the city of Baltimore
because of the location of Johns Hopkins facilities.

The main way Medicaid plans differentiate themselves
from competitors is through additional covered services—
primarily dental care because the state no longer covers
this service for adults. Some plans had dropped dental care
for cost reasons but found they had to add it back to stay
competitive. Also, since 2003, the state has issued annual
quality report cards to help enrollees select a plan and to
assign enrollees to plans if they do not select one them-
selves. Local plans perform better than the national plans.
As one plan respondent said, “State policy drove us into
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Limited New Payment Arrangements

The Baltimore market exhibits limited moves toward new
payment arrangements among health plans and providers.
New arrangements typically involve physicians but not
hospitals, reportedly because Maryland hospitals, which
are exempt from Medicare’s inpatient prospective payment
system, cannot operate Medicare accountable care orga-
nizations (ACOs)—a group of providers that agrees to be
held accountable for the quality, cost and overall care of
a defined group of patients. To date, CMS has approved
nine area physician organizations as Medicare ACOs.

The broadest new payment arrangement appears to
be CareFirsts patient-centered medical home initia-
tive, which has goals to improve care coordination and
decrease overall utilization, especially hospital readmis-
sions and emergency department visits. Implemented in
2011, an estimated 80 percent to 95 percent of primary
care physicians in CareFirst’s network participate in the
PCMH program, with approximately 2,500 primary
care physicians and nurse practitioners in Maryland.
Participating providers receive increased fee-for-service
rates, plus bonus payments for meeting cost and quality
goals.

Other payers are interested in single-carrier PCMH
models. In February, CIGNA received state approval to
offer its nationally recognized PCMH program to a lim-
ited number of larger practices.? United also has signaled
interest in launching a single-carrier model.

Maryland’s state-sponsored, multi-payer PCMH initia-
tive involves about 350 providers in roughly 50 practices.
Under the state program, insurers pay practices to change
approaches to care delivery and care management. A
shared-savings formula rewards practices that meet qual-
ity thresholds and reduce total cost of care for patients
attributed to the practice. The state limited participation
in the program during the three-year pilot, which ends in
July 2014. A larger scale program will be designed based
on results from the pilot, and a formal program evalua-
tion is now underway. CMS has awarded Maryland $2.4
million to expand the state PCMH program and foster
collaboration with community-based resources to reach
more patients, particularly in neighborhoods with the
highest levels of chronic health conditions.
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Across the country, open enrollment in health
insurance exchanges is slated to begin Oct.
1, with the Medicaid expansion following on
Jan. 1, 2014. The Baltimore area appears
more prepared than most markets, although
the state, health plans and others still have

much work to do.

[quality measurement] activities faster than we would have
otherwise” Also, accreditation by the National Committee
for Quality Assurance is gaining importance among plans
and the state. Despite these efforts, a respondent involved
in outreach considers the plans pretty similar overall.

After the state’s Medicaid expansion, some Medicaid
plans’ per-member costs increased as new enrollees used
more services than existing enrollees, leading to significant
financial losses for some plans. Respondents attributed this
spike to pent-up demand from previously uninsured enroll-
ees. According to one plan respondent, new enrollees were
“accessing health care in unprecedented ways.” For exam-
ple, in the first year after the expansion, one plan faced a
significant increase in organ transplants—from one to five.

Over time, however, the Medicaid plans typically found
that most new enrollees had similar health status or were
healthier than existing Medicaid enrollees, and plans’
utilization and financial positions largely stabilized or
improved. As one plan respondent recalled, “The good
news is that we got through that, but it took about six
months from date of enrollment before people settled down
[with their utilization] a bit”

Additionally, Medicaid health plans had to adjust to state
premium reductions (about 10% across the board) over the
last 3-4 years. Unlike states without hospital rate setting,
Medicaid plans in Maryland cannot reduce hospital pay-
ments when their state payments are cut.

Still, payments to plans are adjusted annually based on
geography and enrollee health status. Some plan executives
reported that this risk-adjustment process initially was col-
laborative and based on actual encounter data, but the pro-
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cess has become less transparent. The result, according to
one respondent, is that now “rates are just handed to plans”
When Medicaid expanded, some plans reportedly were sav-
vier in attracting lower-risk enrollees and limiting exposure
to higher-risk ones, particularly by adjusting the location
and types of providers in plan networks.

Additional health plans are interested in serving the
Baltimore-area Medicaid population. These reportedly
include Medicaid-only plans, including Riverside Health
and Molina, as well as some commercial plans. Kaiser plans
to enter the Medicaid market in fall 2013, Aetna holds the
management agreement for Maryland Physicians Care and
has bought Coventry, and WellPoint bought Amerigroup.
Additionally, some respondents reported that national
plans are interested in purchasing local provider-owned
Medicaid plans.

Reform Preparations

Across the country, open enrollment in health insurance
exchanges is slated to begin Oct. 1, with the Medicaid
expansion following on Jan. 1, 2014. The Baltimore area
appears more prepared than most markets, although the
state, health plans and others still have much work to do.
While many respondents supported health reform goals,
they had considerable concern about meeting deadlines
and the eventual impact on health coverage.

The Maryland insurance exchange will follow a clear-
inghouse model, meaning any insurer meeting minimum
federal requirements will be permitted to offer products.
Maryland requires that all but the smallest nongroup and
small-group insurers participate. The exchange will main-
tain separate risk pools for the small-group and individual
markets. Maryland’s exchange will be funded by an existing
2 percent tax on health insurers. While open enrollment
in Maryland’s individual exchange is slated to begin Oct.
1, the state has delayed open enrollment for small groups
until January 2014.

Uncertainties in Setting
Premiums in the Exchange

Across the country, there are likely to be similar questions
and concerns about setting premiums for products offered
in the exchanges, including:

« Risk pools—how sick will the newly insured be com-
pared to the already insured? Will young and healthy
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enrollees drop out because of higher rates and instead
pay the tax penalty? Which small groups will drop cover-
age and how will this affect the risk pool?

« Pent-up demand—will the newly insured make up for
months and years of forgone care by using large amounts
of medical care?

« Expanded benefits—how much utilization will occur,
and how much will premiums increase because ACA
minimums exceed benefits of many existing plans, espe-
cially in the nongroup market?

« Risk adjustment—how will the health status of enrollees
be measured, and how will funds be redistributed among
carriers? Will this process adequately account for differ-
ences in risk profiles of plan members?

Along with these broader concerns, there are some
ways these issues could play out more specifically in the
Baltimore market.

Actuarial anxiety. Across markets, commercial health
plans face the challenge of setting premiums for exchange
products. When setting premiums, plans rely on actuaries’
projections of medical claims. Typically, the pool of enroll-
ees and plan design are fairly stable from one year to the
next, with underlying provider cost trends being the only
major source of uncertainty—being off by one or two per-
centage points is viewed as a major error. Reform presents
additional uncertainty, largely related to how sick the newly
insured population will be and how many health services
people will use.

Compounding the actuarial anxiety is the perception that
setting premiums is a no-win proposition. If premiums are
set too high, the new minimum medical loss ratio requires
excess premiums to be returned to policyholders. But, if pre-
miums are set too low, plans will lose money and the state’s
annual rate review process could prevent plans from raising
future premiums sufficiently. One Baltimore health plan
executive summed it up as, “So what is a small opportunity
[to add new business] could really wreak havoc”

Maryland selected one of the largest small-group plans
in the state, a CareFirst HMO, to be its essential health ben-
efits benchmark plan. This product has a slightly lower cost
and narrower scope of benefits relative to some of the other
possible benchmark options, though the state has made
some enhancements to the plan.
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Health plan executives expect large overall premium
increases—particularly for young, healthy individuals—in
the nongroup market during the transition from an essen-
tially unregulated market to one with essential health ben-
efits requirements and modified community rating rules.
They also noted concern about the cost effect of rolling the
more than 20,000 people in Maryland’s high-risk pool into
the broader nongroup pool. However, for some consumers
with pre-existing conditions, modified community rating
rules may result in lower premiums, since insurers will not
be able to vary premiums based on health status.

Health plan executives expect large overall
premium increases—particularly for young,
healthy individuals—in the nongroup mar-
ket during the transition from an essentially
unregulated market to one with essential
health benefits requirements and modified

community rating rules.

Despite existing tight regulation of the small-group
market, some respondents predicted “rate shock” for small
employers. If rates do increase sharply, it may prompt small
employers to adopt defined contributions for their employ-
ees to purchase coverage in the exchange or to stop offering
coverage, according to respondents.

Threats to CareFirst’s dominance. The insurance
exchange may provide an opportunity for health plans
to gain market share, potentially threatening CareFirst’s
dominance in the nongroup and small-group markets.
CareFirst’s reputation and name recognition may become
less important because exchange products are expected to
be standardized on the basis of actuarial value and easier
to compare on a head-to-head basis of “price, price and
price,” as one respondent characterized the new competi-
tive field. However, if sicker people gravitate to CareFirst,
the insurer could face significant cost increases. Moreover,
some respondents expect other carriers to experiment with
product design to differentiate themselves in the exchange.
And, CareFirst’s close relationship with brokers—report-
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edly CareFirst pays higher commissions—may be less help-
ful if the new exchange bypasses brokers and links carriers
directly with customers.

A new competitive arena for plans. The deep histori-
cal divide between commercial and Medicaid insurers in
many markets is expected to narrow under reform. Even
for carriers, such as United, that offer both commercial and
Medicaid products, these products typically function as
separate business lines, operating under different rules and
using different provider networks. While no Medicaid-only
plans will participate in the exchange initially, both types of
plans may mingle in the Maryland insurance exchange in
the future.

Given Maryland’s previous Medicaid expan-
sion, outreach efforts will not face as “deep

a dive,” as one respondent said, to identify

and help people apply for Medicaid or other
coverage as in some other parts of the

country.

Respondents cited some competitive advantages that
commercial plans hold over Medicaid plans. Commercial
carriers, especially national ones, can easily satisfy the
exchange’s capital-reserve requirements and fund intense
marketing campaigns to alert people about new coverage
options. Also, commercial plans tend to have broader pro-
vider networks than provider-owned Medicaid plans.

Another change to the competitive dynamics on the
exchange will be the entry of a new health plan, a mem-
ber-run, nonprofit co-op plan called Evergreen Health
Cooperative. In addition to a more traditional insurance
product, Evergreen initially will offer a plan with a patient-
centered medical home structure for residents of Baltimore.
Doctors participating in this plan will be salaried, and one
analysis predicted that the premiums for this product will
be 20 percent to 30 percent less than products offered by
major commercial carriers."

At the same time, respondents noted considerable state
pressure for Medicaid health plans to enter the exchange and
offer commercial products. This could help improve cover-
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age continuity and mitigate the churning of people between
Medicaid and subsidized private coverage because of income
fluctuations. Indeed, Medicaid plans also would have some
advantages if they do participate in the exchange. Compared
to commercial insurers, Medicaid plans are growing, and
the plans are more experienced than commercial carriers

in meeting the needs of lower-income people. Likewise,
Medicaid plans are experienced in controlling costs under
tixed—and recently declining—payment rates.

Yet, Medicaid-only plan executives had mixed levels
of interest in entering the private insurance arena. Some
expressed concern about growth negatively affecting their
mission to prioritize access to services for the lowest-
income individuals and/or their financial bottom line.
Indeed, they are already bracing for the same pent-up
demand experienced after the state’s Medicaid expansion a
few years ago and are concerned about the financial impact,
even if temporary. As one plan respondent predicted, “At
the beginning of 2014, we will get slammed again?”

Varied predictions for brokers. The goal of streamlin-
ing shopping for health insurance by connecting buyers and
sellers directly through an insurance exchange puts the role
of Baltimore-area insurance brokers in question. The ACAs
minimum loss ratio places more pressure on brokers because
their commissions count toward health plans’ administra-
tive expenses. Local brokers fear their core business model is
in jeopardy, and some are diversifying into other insurance
lines, such as automobile and property coverage.

On the other hand, some respondents suggested that the
current general agent structure gives brokers and the market
a leg up on reform, as brokers already possess many of the
capabilities needed to work with the insurance exchange
and help people navigate coverage options. Maryland,
unlike some other states, is not barring brokers from sell-
ing exchange plans. One broker pointed out that the ACA’s
complexities have heightened the need for brokers among
small employers without human resource departments and
expertise in securing employee health benefits. However, the
state has funded three nonprofit organizations to serve as
navigators to help small employers and individuals to enroll
in private or public coverage.

Given Maryland’s previous Medicaid expansion, outreach
efforts will not face as “deep a dive,” as one respondent said,
to identify and help people apply for Medicaid or other
coverage as in some other parts of the country. Still, the
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state is working to improve information technology systems
to improve the enrollment process. Overall, respondents
believed plan and provider capacity will be relatively good to
meet the needs of an expanded Medicaid population.

Issues to Track

As health reform unfolds in the coming years, there will be
ongoing issues to track in the Baltimore-area health care
market, including:

« How will Maryland’s hospital rate-setting system change
under a new federal waiver? Will it push providers and
plans to pursue ACO and bundled payment contracting?

« How will insurance products change as payers seek
ways to hold down premium increases? Will the market
continue to see more take up of high-deductible health
plans? Will limited-network products gain traction?

« What impact will patient-centered medical homes have
on care delivery? Will other new payment models, such
as ACOs, gain ground in the market, regardless of chang-
es in the rate-setting system?

« To what extent will pent-up demand from newly covered
people occur, and will there be sufficient provider capac-
ity to meet those needs?

« How will premiums change in the small-group and indi-
vidual insurance markets? Will “rate shock” discourage
people from enrolling?

« Will more small employers start self-insuring workers’
health benefits to avoid new regulations under reform?
What effect would increased self-insurance have on rates
in the fully insured market?

« How will the role of insurance brokers change, and what
impact will there be on how employers and individuals
shop for health insurance?

« How will Medicaid health plans fare under reform? To
what extent will they participate in the exchange? Will
national plans prove successful in acquiring provider-
owned Medicaid plans?
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Baltimore is one of eight metropolitan communities studied by the Center for Studying
Health System Change on behalf of The Robert Wood Johnson Foundation.
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