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In July 2015, Aetna Inc. announced plans to buy Humana Inc. in a $37 billion deal that
would merge two of the five largest health insurance companies in the United States.'
The same month, two more of these five major U.S. insurers—Anthem Inc. and Cigna
Corp.—announced plans for a merger.* The U.S. Department of Justice, or DOJ, is
currently reviewing these mergers to determine whether they violate antitrust laws

by reducing market competition; collectively, these four companies cover almost 90
million people.’ Federal law prohibits mergers when the effect “may be substantially to

lessen competition, or to tend to create a monopoly.

DOJ’s evaluation will assess the mergers in a variety of ways. First, DOJ will look at local
markets in which the insurers currently compete and assess whether the merging firms
are the best substitutes for each other or primary competitors.® For example, it will look
at the insurers’ competing products in specific areas. Second, DO]J will consider the

overall competitive impact of the mergers.

This issue brief focuses on the potential impact of the proposed Aetna-Humana
merger on the Medicare Advantage market. Our analysis finds that the merger would
result in greater concentration in already concentrated Medicare Advantage markets.
While the combined company would serve 8 percent of all Medicare beneficiaries—
including those served by traditional Medicare—it would serve more than one-quar-
ter of Medicare Advantage beneficiaries.’ For antitrust purposes, Medicare Advantage
should be considered a distinct market separate from traditional Medicare because,
for a variety of reasons, seniors may not switch easily from Medicare Advantage to

traditional Medicare.”

Not only would the merger reduce competition in areas where the insurers currently
overlap, but it also would foreclose future competition in other areas and markets in
which the insurers do not currently compete. For that reason, even if federal regulators
require Aetna and Humana to divest parts of their Medicare Advantage business in areas

where they overlap, the merger would still reduce competition.
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As aresult, the Aetna-Humana merger likely would increase premiums for seniors.

The Center for American Progress’ analysis finds that in areas where the two insurers
overlap, the presence of the second insurer exerts downward pressure on premiums. The
competition between the two insurers lowers Aetna’s annual premiums by up to $302
and Humana’s annual premiums by $43. In the absence of this competition, premiums
would be higher by these amounts. Under the merger, premiums could increase by even

more as a result of the greater market power of the new company.

Regardless of the impact on premiums, the merger certainly would reduce the number
of choices in insurance products. What’s more, the merger likely would increase costs to
the Medicare program and increase the federal budget deficit because insurer bids likely

would rise and the government would retain less in savings.

Despite these potential adverse effects, proponents of the merger make several argu-
ments in its favor, including that the combined company would enhance reform of the
health care payment and delivery system and improve the quality of care. However,
these arguments do not stand up under close scrutiny. At best, the effects of the merger
would be highly uncertain for consumers and the broader health care system. At a time
of great change in the health care system, prudence would dictate extreme caution in
allowing the merger to proceed—especially given that it could not be undone and its

potentially serious adverse effects would be irreversible.

The effects of health insurer mergers

Theoretically, insurer mergers could have two very different results. First, they could
raise premiums—if the merger reduces competition, allowing health insurers to set
higher prices. Second, if a merger strengthens insurers’ bargaining power with provid-
ers, it could in fact lower prices.® Similarly, a merger also has the potential to result in
efficiency gains, including from economies of scale, and savings that insurers could pass

along to consumers in the form of lower premiums.

Researchers have not studied the impact of mergers specifically on Medicare Advantage
premiums, but the available research on insurance consolidation—as summarized
below—is applicable to the private Medicare Advantage market and shows that insurer
consolidation generally leads to higher premiums.” And competition in health care
markets leads to lower premiums. Health insurance markets also already have significant

barriers to entry that can reduce competition.
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Consolidation increases premiums

Research shows that consolidation among health insurers can decrease competition, in
turn increasing costs for consumers. First, when competitors merge to form a new, larger
business, that enlarged company may raise prices on its own if it no longer faces market
competition.'’ Second, a merger can increase the likelihood that remaining businesses

can act in a coordinated way to undermine competition."

The primary example of research on health insurance consolidation assessed the effects
on the private insurance market of a 1999 merger between Aetna and Prudential
Healthcare.'” Because these two national insurers were present in most local insurance
markets, their merger had a broad impact. The analysis found that the merger had statis-
tically significant effects in raising premium prices. Overall, researchers found that the
merger, due to the increase in concentration in the local markets, resulted in premiums
that were 7 percent higher by 2007 than they would have been if local market concentra-

tion had remained the same as prior to the merger."

Another study looked at a merger in 2008 between Sierra Health Services and
UnitedHealth Group and the effect on premiums in the small-group insurance mar-
ket, or employers with fewer than 50 employees."* Comparing two markets in Nevada
to control markets in other states, the study found that small-group premiums in the

Nevada markets increased by 13.7 percent in the year after the merger.

Competition lowers prices

Research also demonstrates that competition in health insurance markets reduces
premium costs. The U.S. Department of Health and Human Services, or HHS, has
quantified the effect that competition in the Affordable Care Act’s marketplaces had on
premiums in 2014."° Specifically, the premium of the second-lowest-cost silver plan—
the plan against which the premium tax credits available through the marketplaces are
calculated—decreased 4 percent for each additional insurer participating in a rating
area. HHS also found that premium growth from 2014 to 2015 for the second-lowest-
cost silver plan decreased by 2.8 percentage points for each net gain of one issuerin a

county.'s

Two recent studies corroborate the findings that competition is associated with lower
premiums. First, researchers found that in the federally facilitated marketplaces, the
addition of one insurer in a county was associated with a 1.2 percent lower premium for
the average silver plan and a 3.5 percent lower premium for the second-lowest-cost silver
plan from 2014 to 2015."” A second group of researchers found that between 2014 and
20185, premiums for all plans in a rating area dropped 1.4 percent, and the two lowest-
cost silver plans and the lowest-cost bronze plan dropped 2.2 percent for each additional

issuer, holding all other factors constant.'®
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Another study found similar effects by examining the effect on premiums when insurers
did not participate in the marketplaces.'” In 2014, only 54 percent of the three largest
insurers in each state participated in the state’s marketplace, and UnitedHealthcare—
the nation’s biggest insurer—did not participate in any.*® The researchers found that if
UnitedHealthcare had participated, the premium for the second-lowest-cost silver plan
would have been lower, on average, by 5.4 percent. Furthermore, if all insurers who were
active in each state’s individual market had offered marketplace plans, premiums would

have been 11.1 percent lower.”!

Additional research on the Affordable Care Act’s marketplaces provides more evi-
dence that larger insurers have the power, and use it, to raise prices.”> A recent study
looked at the changes in health insurance premiums charged by individual insurers in
states with federally facilitated and state-partnership marketplaces. The study’s results
show that between 2014 and 2015, the largest insurers in each state raised premiums
75 percent more than the other insurers in the state, even though the large insurers’

costs were not growing faster.”

A recent paper also investigated the impact of insurer competition on premiums in the
large-group commercial health insurance market in California. The researchers simulated
the effect on premiums of removing an insurer from the market. They found that removing

an insurer led to increases in premiums, and also possibly hospital prices, on average.*

Barriers to entry

In addition, there are already substantial barriers to entry in private health insurance
markets that discourage insurers from entering a market, therefore reducing competi-
tion. These barriers include building provider networks, negotiating competitive rates
with providers, establishing a reputation with customers in the local market, and creat-
ing economies of scale in areas such as information technology.*® These barriers are only
amplified by consolidation, which creates large companies with greater economies of
scale and provider networks. As Leemore Dafny, an expert in insurance consolidation,

testified recently before the Senate Judiciary Committee:

In light of the impediments to de novo entry, consolidation even in non-overlapping
markets reduces the number of potential entrants who might attempt to overcome
price-increasing (or quality-reducing) consolidation in markets where they do not

currently operate.*
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The Medicare Advantage program

Medicare Advantage is a type of Medicare coverage that allows seniors to opt out of

traditional Medicare and enroll in a private insurance plan. The Medicare program pays

each private plan a monthly amount per enrollee to provide Medicare benefits.

In 2015, 16.8 million Americans were enrolled in Medicare Advantage plans, or 31

percent of all Medicare enrollees.”” These numbers have increased from 11.1 million

enrolled—24 percent of the Medicare population—in 2010.?® Medicare Advantage is an

attractive insurance market for insurers because of the country’s aging population and

the increasing percentage of seniors choosing these plans.

Medicare Advantage enrollees still pay the regular Medicare Part B
premium like all other Medicare enrollees and also may have to pay
an additional monthly premium charged by the Medicare Advantage
plan.*! However, Medicare Advantage plans generally have lower cost
sharing than traditional Medicare and provide coverage for pre-
scription drugs. By contrast, Medicare beneficiaries enrolled in the
traditional Medicare program typically enroll in a separate Medicare
prescription drug plan, a so-called Medigap supplemental health care
plan that covers out-of-pocket costs, supplemental retiree coverage
from a former employer or union, or some combination of plans, in

order to gain comparable coverage.**

In 2015, the range of Medicare Part B premiums was $104.90 to
$335.70 per month, with most beneficiaries paying $104.90.* The
average added Medicare Advantage premium in 2015 was $38 per
month.** Most Medicare Advantage beneficiaries have the choice
of a plan with zero additional premium, but the availability of

this option has declined from 94 percent in 2009 to 78 percent in

Medicare Advantage
bidding process

Medicare pays Medicare Advantage plans under a bid-
ding process. Each Medicare Advantage plan submits
a bid to Medicare in the amount of the average cost to
the plan of providing traditional Medicare benefits to
a typical beneficiary in the plan’s area.?® The plan’s bid
is then compared with a benchmark. If the plan’s bid is
lower than the benchmark, the government provides
a rebate amount to the plan that is a portion of the dif-
ference between the bid and the benchmark.*® Plans
must spend their rebate on extra benefits, reduced
cost sharing, or lower premiumes. If the plan’s bid is
greater than the benchmark, beneficiaries pay that

difference as an added premium.

2015.% Medicare Advantage enrollees’ out-of-pocket costs also are increasing. For

example, in 2015, the average plan limit on out-of-pocket costs for covered services

was $5,037, which is $240 more than in 2014.

Competition in Medicare Advantage markets

Nearly all Medicare Advantage markets across the United States already lack competition.

The Herfindahl-Hirschman Index, or HHI, is a standard measure of market concen-

tration and competition, and it is used to evaluate potential antitrust implications of

market acquisitions and mergers.** Nonconcentrated markets have an HHI below 1,500

points, moderately concentrated markets have an HHI between 1,500 and 2,500 points,
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and the HHI in highly concentrated markets is more than 2,500 points.*” A recent
Commonwealth Fund analysis found that 97 percent of Medicare Advantage plan mar-
kets in U.S. counties are highly concentrated.*® Even among the 100 counties with the

most Medicare beneficiaries, 81 do not have competitive markets.

Similar to the research on competition cited above, competition in the Medicare
Advantage market has been found to decrease premiums.* The first empirical study

of competitive bidding in Medicare Advantage found that each additional insurer in

a market Jowered bids by $1.28 and increased rebates by $0.83, meaning that when
competition exists, plans have an incentive to bid lower and offer higher rebates in order
to attract enrollees. Furthermore, this analysis also found that when Medicare raised

its benchmarks—even when a plan’s costs remained the same—the plan submitted

a higher bid. In other words, the plans pocketed part of Medicare’s higher payments
instead of passing them along as rebates to beneficiaries. If Medicare Advantage were
truly a competitive market, additional payments to plans would not change bids because

bids should only be as high as the plan’s cost of insuring beneficiaries.

Effect of the Aetna-Humana merger on the Medicare Advantage market

The Aetna-Humana merger would affect a substantial percentage of Medicare Advantage
enrollees. Currently, Humana has 19 percent of the Medicare Advantage market, with
Aetna holding 7 percent. A combined company would surpass UnitedHealthcare, which is

currently the largest Medicare Advantage insurer, with 20 percent of the market share.*

The proposed merger would further increase concentration and decrease competition
in Medicare Advantage markets, which in turn would increase premiums and Medicare

program spending.

Increased market concentration

The Kaiser Family Foundation finds that the Aetna-Humana merger would include at
least half of all Medicare Advantage enrollees in 10 states and at least two-thirds of all
enrollees in five states.* The American Hospital Association also has found that the
Aetna-Humana merger would increase market concentration; the HHI would increase
by at least 100 points in 1,083 markets and more than 200 points in 924 markets, and
the postmerger HHI in these markets would be more than 2,500 points—signifying
highly concentrated markets.*” The American Hospital Association also reports that the

merger would affect more than 2.7 million Medicare Advantage enrollees.
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The proposed Aetna-Humana merger would increase concentration in Medicare
Advantage markets where both insurers currently offer plans. A Center for American
Progress analysis of data from the Centers for Medicare & Medicaid Services finds that
in 2015, Aetna and Humana both offer Medicare Advantage plans in 562 counties in

28 states. This is almost 20 percent of all of the counties and county equivalents in the
United States.*” The range of the number of counties with both issuers varies signifi-
cantly by state—from just 1 county in Arizona and Nevada to 59 in Pennsylvania and 67
in Missouri. (see Table B1 in Appendix B) This overlap also has dramatically increased

in recent years—from 82 counties in 2012 to 562 counties in 2015.

Importantly, this significant increase in overlap in recent years suggests that competi-
tion between the two insurers is increasing and that they would continue to enter each
other’s markets if they did not merge; a merger would foreclose this potential future
competition. In the 562 counties where the insurers currently do overlap, not only
would they no longer compete with each other, but other insurers also may be dissuaded
from entering these markets because the comparative advantage of the large combined

insurer would be too great.

Higher premiums

This increase in concentration, and corresponding decrease in competition, from the
proposed merger would affect Medicare Advantage premium prices. CAP’s analysis of
the premiums offered by Aetna and Humana in overlapping markets from 2008 to 2015
quantifies how the current competition between Aetna and Humana puts downward
pressure on premiums. Using regression analysis and controlling for year, the type of
plan, and state, CAP finds that when Humana offers a Medicare Advantage plan in the
same county as Aetna, Aetna’s average premium is lower, and vice versa.” These effects
are large and highly statistically significant. (See Appendix A for the methodology and
Appendix B for the regression tables)

Specifically, in counties where Humana offers a plan to compete with Aetna, Aetna’s aver-
age annual premiums are $302 lower than in counties where Humana does not offer a plan.
A more conservative estimate that controls for different effects by state finds that Aetna’s
average annual premiums are $155 lower in counties where it competes with Humana.”
This downward pressure from competition between the two insurers also affects Humana’s
premiums. Where the two insurers are competing, Humana’s average annual premium is

$43 lower, controlling for state effects, than where they are not competing.

These results demonstrate how much premiums could increase if the merger is
approved. Furthermore, a combined company actually could raise premiums even

higher than this analysis suggests because of the company’s greater market power.

*We also control for the presence of UnitedHealthcare in these markets because it is currently the largest Medicare Advantage insurer.

**We use fixed effects estimation because we assume that premiums may be correlated with the state in which plans are offered. Fixed effects estima-
tion controls for variation within groups—the state in this case. We also use clustered standard errors by state.

7 Center for American Progress | Bigger Is Not Better

TABLE 1

Overlap between Aetna and
Humana in the Medicare
Advantage market

Number of counties
with both Humana

Year and Aetna Medicare
Advantage plans

2012 82

2013 371

2014 479

2015 562

Sources: Authors'analysis is based on Centers for
Medicare & Medicaid Services, "2008-2015 MA
Landscape Source Files,"available at https://www.
cms.gov/Medicare/Prescription-Drug-Coverage/
PrescriptionDrugCovGenin/ (last accessed December
2015); Centers for Medicare & Medicaid Services,
"2008-2015 Monthly Enrollment by Contract/Plan/
State/County, available at https://www.cms.gov/
Research-Statistics-Data-and-Systems/Statistics-

Trends-and-Reports/MCRAdvPartDEnrolData/Monthly-

Enrollment-by-Contract-Plan-State-County.html (last

accessed December 2015).

Effect of competition

In counties where Aetna and

Humana compete:*

* Aetna’s Medicare Advantage
annual premiums are
$155 lower

* Humana's Medicare Advantage
annual premiums are

$43 lower

* Compared with premiums in counties where
they do not compete and controlling for different
effects by state



Higher Medicare program spending

The primary concern regarding the proposed merger is the impact on consumers, but
there also would be adverse effects on the Medicare program and taxpayers, as well as
the federal deficit. Medicare program spending will increase if the new, significantly
larger combined insurer increases its bid amounts, which is likely, and if fewer bids are
below the benchmark rate—meaning that the federal government retains fewer rebates.
First, even if the new plan’s bid is below the benchmark amount, it is still likely to be
higher than the premerger bid amounts. Second, when there are fewer plans, it is a rea-
sonable assumption that fewer plans will bid below the benchmark rate. In this scenario,
Medicare’s costs would increase from the current payment amount, which is below the

benchmark amount, to the benchmark amount.

Higher Medicare program spending

An example can help illustrate how a merger that results in higher premium prices could
increase government spending on Medicare. In this example, we assume that the bids for the
combined company postmerger will be the higher of the bids of the two individual insurers

premerger. These numbers are purely illustrative.
Benchmark:" $752.50

Premerger:

Aetna bid: $740

Humana bid: $750

Government spending: Government spending equals the bid amount plus a rebate to the
insurer that is between 50 percent and 70 percent of the difference between the bid and the
benchmark, depending on the plan quality ratings.* Therefore, the government will pay a
monthly rate per beneficiary of $746.25 to Aetna and $751.25 to Humana—for an average

of $748.75 per beneficiary.”

Postmerger:
Bid by combined Aetna-Humana insurer: $750
Government spending: $751.25 to combined insurer

Effect of the merger:

Medicare’s monthly payment increased from an average of $748.75 per beneficiary premerger
to $751.25 per beneficiary postmerger. Even though the combined company is still bidding
below the benchmark rate, the government spends more money per beneficiary.

*§752.50is the average local monthly benchmark in 2015, weighted by enrollment in different types of plans by county. See Kaiser Family

Foundation, “Medicare Advantage: Local Benchmarks (weighted),'available at http://kff.org/medicare/state-indicator/local-benchmarks-weighted/
(last accessed December 2015).

**$746.25 is calculated as $740 + 0.5%(752.50-740). $751.25 is calculated as $750 + 0.5%(752.50-750), where 0.5 is the portion of the difference
between the bid and the benchmark that the insurer keeps as a rebate in the above example.
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Effect on the individual health insurance market

This issue brief focuses on Medicare Advantage and how the proposed merger would
reduce competition and increase premiums in that market. However, the merger also
would have significant effects on the individual health insurance market, where there is
also substantial overlap between Aetna and Humana. In eight states, Aetna and Humana
both offer marketplace plans in the same rating areas.* Aetna is already the largest issuer
on the marketplaces, and with the acquisition of Humana, it would increase its enrollment
in the marketplaces to almost 17 percent of all those who have purchased marketplace
plans.* With the announcement by UnitedHealth Group that it is considering an exit from

the marketplaces, this share and the effect on competition could be even greater.

Even though the rating areas in which Aetna and Humana currently compete would
have other competitors should the proposed merger go through, premiums on the mar-
ketplaces still are likely to increase. Recent research has found that the average premium
of the second-lowest-cost silver plan in 2015 was 3.5 percent lower for every additional
insurer participating in a rating area.”’ This effect suggests that in 2015, if a merger had
removed one insurer from the eight states where Aetna and Humana currently compete,
premiums for the second-lowest-cost silver plan could have been an average of $328

higher for a family of four.

TABLE 2
The proposed merger’s impact on premiums
in the health insurance marketplaces

2015 health Average premium Average premium
insurance of second-lowest-cost  of second-lowest- .
. . . . Difference

marketplace silver plan for family  cost silver plan with

enrollment of four, 2015 one less insurer
Arizona 154,121 $6,876 $7,117 $241
Florida 1,314,890 $10,020 $10,371 $351
Georgia 417,890 $9,564 $9,899 $335
lllinois 297,406 $8,304 $8,595 $291
Missouri 212,256 $10,068 $10,420 $352
Ohio 188,223 $9,552 $9,886 $334
Texas 943,218 $9,120 $9,439 $319
Utah 126,784 $8,172 $8,458 $286
Weighted $9,378 $9,706 $328
average

Sources: Office of the Assistant Secretary for Planning and Evaluation, Health Plan Choice and Premiums in the 2015 Health Insurance Marketplace

(US. Department of Health and Human Services, 2015), available at https://aspe.hhs.gov/sites/default/files/pdf/77176/healthPremium2015.pdf; Kaiser
Family Foundation, “Marketplace Enrollment as a Share of the Potential Marketplace Population;"available at http://kff.org/health-reform/state-indicator/
marketplace-enrollment-as-a-share-of-the-potential-marketplace-population-2015/ (last accessed December 2015); Paul D. Jacobs, Jessica S. Banthin,
and Samuel Trachtman, “Insurer Competition in Federally Run Marketplaces Is Associated With Lower Premiums,Health Affairs 34 (12) (2015): 2027-2035.
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Other considerations

Proponents of the merger point to potential upsides of a combined company to justify
the merger. However, these arguments do not provide sufficient assurances that they

will benefit consumers.

Would a merger enhance payment reform and value?

Aetna and Humana have argued that the greater market share and resources of the
combined company would increase their focus on payment reform.* Many Medicare
Advantage plans largely operate in the fee-for-service system, where health care provid-
ers are paid separately for each item and service furnished to a patient, which encour-
ages a higher volume of services and less coordination of care. Moving more Medicare
Advantage plans to alternative payment models, under which health care providers are
accountable for the quality and cost of care for each patient, would help constrain health

care costs and improve quality.

It is possible that payment reform could be more effective when done by a bigger insurer
with greater market share because providers would face stronger incentives to change
the way they deliver care. However, traditional Medicare, which still has 69 percent mar-
ket share, is already testing and implementing payment reforms.* If traditional Medicare
follows through on payment reform—and if all Medicare Advantage insurers also adopt
such payment reforms—the combined signal and incentives for providers will be far

greater than if a single large insurer adopts payment reforms.

Moreover, Aetna and Humana are already two of the five largest insurers with vast
resources, so it is hard to see why combining the companies is necessary to adopt
payment reforms. There is also no evidence that larger insurers are more likely to
implement innovative payment models, nor any assurance that the combined Aetna-
Humana company would do so.*° In addition, there is an argument that more com-
petition could lead to more innovative ways to lower costs and improve care, and the

merger would reduce this competition.

Aetna also points to its plans to build an “Optum-like unit” within the combined com-
pany as a positive result of the merger.*! Optum is a part of UnitedHealth Group that
provides health services such as data analytics, clinical consulting, and drug manage-
ment.” Optum serves clients across the health care system, including the related com-
pany of UnitedHealthcare, and it has been very profitable for UnitedHealth Group.®
Humana controls the fourth-largest pharmacy benefit manager in the country, which

would enable Aetna to create a unit similar to Optum.*

* UnitedHealthcare is the other part of UnitedHealth Group, which provides health care coverage and benefits. See UnitedHealth Group, "About
UnitedHealth Group, available at http://www.unitedhealthgroup.com/About/Defaultaspx (last accessed December 2015).
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As noted above, Aetna and Humana are already massive insurers with significant
resources, so it is not clear why a merger is necessary for their efforts to build an Optum-
like health services division. Moreover, to date, Optum has not improved the quality of
UnitedHealthcare’s Medicare Advantage plans. Medicare Advantage plans are rated on
quality and performance measures. In 2015, the average star rating for all plans weighted
by enrollment is 3.92 out of a possible 5.°* However, UnitedHealthcare’s Medicare
Advantage plans have a below-average overall star rating of only 3.23. By contrast,

Aetna’s rating is 4.13, and Humana’s is 4.06.%° At least in this case, bigger is not better.

Insurers also commonly argue that mergers are necessary to counter the increasing
consolidation among health care providers because larger insurers can exert greater
bargaining power against providers to keep prices low. However, the health care system
cannot engage in such an arms race. With fewer insurers and fewer providers, there

is less of an incentive to negotiate lower costs. If there is only one dominant provider
and one dominant insurer in an area, neither will have any pressure to negotiate lower
prices, and beneficiaries, taxpayers, and Medicare will all pay the excess. The only
consumer friendly remedy to the concerning trend of provider consolidation is to also
apply greater scrutiny to those mergers. Indeed, the Federal Trade Commission—which
oversees mergers of providers—recently moved to block a merger of two health systems

in South Central Pennsylvania.*®

Would consumer protections be sufficient?

Divestitures are a method that prevents a merger from creating too much concentration
in certain markets. Regulators could ask Aetna or Humana to sell its business in certain
markets to an outside competitor to maintain competition. Two previous mergers,
UnitedHealth-Sierra and Humana-Arcadian, were approved on the condition that they
divest parts of their Medicare Advantage business.

But the already high concentration in Medicare Advantage markets and the barriers to
entry may mean that competitors to which Aetna and Humana could divest may not
exist. Moreover, the UnitedHealth-Sierra and Humana-Arcadian mergers only affected
competition in a few markets—two counties for the UnitedHealth-Sierra merger and
4S for the Humana-Arcadian merger—which is far fewer than the number of counties
affected by this proposed merger.*” Yet the UnitedHealth-Sierra merger still resulted

in significant premium increases in the affected markets, even with divestiture. Most
importantly, divestitures would do nothing to preserve the possibility of future competi-

tion in markets where the two insurers currently do not compete.

Insurers also point to the medical loss ratio, or MLR, as a protection that ensures that
seniors will benefit from the merger. The MLR requires insurers to spend most of their
revenue from premiums on medical expenses for consumers, thus guaranteeing that
consumers see a return on their premium payments. Medicare Advantage plans must

spend 85 percent of their revenue on medical expenses.
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Although the MLR provides some protection against a merged company charg-

ing inflated premiums, this protection is not sufficient. If it were, then every merger
between two health insurance companies would be in consumers’ interest. But it is
entirely possible that insurers in the Medicare Advantage market are already satisfy-
ing the MLR standard. In the most comparable market, the large employer market,

77 percent of plans were already meeting the 85 percent threshold before it went into
effect.’® If two merging insurers both have MLRs of 90 percent, for example, and the
merged company jacks up premiums such that the resulting MLR drops to 85 percent,
then consumers will have been harmed. Nor does the MLR protect against premium

increases that reflect higher medical costs.*

Lastly, the MLR is not plan specific but instead a broad measure based on an insurer’s
aggregate Medicare Advantage spending at the state and market levels.®” Therefore, indi-
vidual plan offerings may not necessarily meet the MLR threshold, and a merger could

allow insurers to offset alow MLR in one area with a high MLR in a different area.®!

Would traditional Medicare act as a safety valve for seniors?

Seniors who face higher costs due to the merger may be able to switch from Medicare
Advantage to traditional Medicare. But past experience suggests that people tend to
stick with their plan during the open enrollment period—even when premiums or
other costs go up. In the Medicare prescription drug program, for example, a small
fraction of seniors switch plans—and most seniors who face large premium increases
do not switch plans.” Many may not know that they could get a better deal if they

switched their type of Medicare coverage.

Traditional Medicare covers care provided to a Medicare beneficiary by any hospital,
physician, or other provider that accepts Medicare patients anywhere in the country.
But traditional Medicare also has high cost-sharing requirements and no limit on out-
of-pocket spending, so many seniors enrolled in traditional Medicare purchase supple-
mental coverage, or Medigap plans, to protect themselves from higher, unpredictable
costs. But when seniors switch from Medicare Advantage to traditional Medicare, most
states allow plans that provide supplemental coverage to deny coverage to beneficiaries
or exclude coverage of pre-existing conditions—except when a Medicare Advantage
plan terminates or a senior moves.® Many beneficiaries may not be aware of these limits.
These restrictions would perhaps increase out-of-pocket costs for switching seniors and

may make traditional Medicare an unviable option.

Lastly, premiums may increase due to the merger but still be lower than costs under
traditional Medicare. Also, Medicare Advantage plans have the ability to limit their
networks of medical providers, allowing them to continue to offer lower premiums than
traditional Medicare for the same benefits.** Seniors who do not want or need to be able
to go to any provider may therefore stay in Medicare Advantage rather than switching to

traditional Medicare.
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Because the combined company would price its plans to maximize premiums without
encouraging a widespread migration to traditional Medicare, many seniors would be
stuck with higher costs. As the American Medical Association wrote, “Seniors are not
likely to switch away from Medicare Advantage plans to traditional Medicare in suffi-
cient numbers to make an anticompetitive price increase or reduction in quality unprof-

itable to a Medicare Advantage insurer.”®®

Conclusion

The Medicare Advantage market is currently highly concentrated. CAP’s analysis of
the overlap between Aetna and Humana in Medicare Advantage markets adds to other
analyses that show that the proposed merger between the two companies would only
exacerbate this trend, likely resulting in higher premiums for seniors and higher costs
for the Medicare program. Tellingly, at a Senate Judiciary Committee hearing on the
proposed merger, the CEO of Aetna would not guarantee that savings from the merger

would be passed along to consumers until pressed three times.%

This analysis of one health insurance market in one of the two proposed mergers is
just part of the broader analysis of both health insurance mergers, which will be evalu-
ated for their combined effect on potential future competition in all markets. But all
of the available evidence suggests that the bar should be very high for approving these
mergers and that they should be stopped absent clear and compelling evidence that

they will benefit consumers.

Topher Spiro is the Vice President for Health Policy at the Center for American Progress.
Maura Calsyn is the Director of Health Policy at the Center. Meghan O’Toole is a Policy
Analyst for the Health Policy team at the Center.
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Appendix A: Methodology

CAP’s analysis uses the Medicare Advantage Landscape Files from the Centers for Medicare
& Medicaid Services, or CMS, from 2008 to 2015.7” These files list all of the nonsanctioned
Medicare Advantage plans offered in those years by county and include the monthly pre-
mium for each plan. We also used CMS’ “Monthly Enrollment by Contract/Plan/State/
County” data files for 2008 through 2015 to identify the insurer that offers each plan in the
Landscape files.®® Our analysis identifies the counties where both Aetna and Humana plans
are offered. In 2011, Aetna plans were under sanction by CMS and so were not included in
the 2011 Landscape file. Therefore, we did not include any data from 2011 in our data set.

We created variables for the type of Medicare Advantage plan. We categorized the plans
by whether they are a health maintenance organization plan, or HMO; a preferred pro-
vider organization plan, or PPO; a private fee-for-service plan, or PFES; or whether they
are all other types of plans. The most common Medicare Advantage plans are HMO,
PPO, and PFFS plans.”

Then, we used the following regression models to measure the effect of Humana offering
a Medicare Advantage plan in a county on Aetna’s Medicare Advantage monthly premi-
ums in that county, as well as the effect of Aetna offering a Medicare Advantage plan in a
county on Humana’s Medicare Advantage monthly premiums in that county:

(1) AP, = B, + [SIHjst + [SZU),St +A+ €

(2) AP, = B,+ [31Hjst + BZU),st +B,HMO, + B,PPO, + B.PFES +2A+ €

(3)HP, =B, +BA, +B U+ +e

ijst ijst

(4) HP, = B,+B At [32U]_St +B,HMO, + p,PPO, + B.PFFS +) + €

In these models, “AP” and “HP” represent Aetna and Humana monthly premiums

for Medicare Advantage plans, respectively, and “i’, “j, and “s” are plan-, county-, and
state-level identifiers, respectively. “H” and “A” represent whether Humana and Aetna
offer plans in the county, respectively. “HMO,” “PPO,” and “PFFS” are control variables
for the type of plan. We also control for whether UnitedHealthcare offers plans in the
county, “U]_,” and by year, “\ ” Therefore, each observation is “Plan i in County j in State s

in Year t.” For these regressions, we used clustered standard errors by state.

We also used the following regression models to control for fixed effects by state, repre-

“«_ »

sented by “a .

(5) AP,

ijst

(6) AP

ijst

= BO + BlHjst + BZUjst +‘>\t + c(s + 8ijst
= BO + BlHjst + BZUjst + BSHMOits + [34PPOits + BSPFFSits +‘>\t + as + sijst

(7) HP_ = B, + BIA]_St + [32U]_St +A +a+e

isjt
(8) HP, = B,+ [31Ajst + [SZU]_St +B,HMO, +B,PPO, +BPFFS _+\ +a +¢

isjt
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Appendix B: Tables

TABLE B1
Overlap between Aetna and Humana in the Medicare Advantage market, 2015

Number of counties Number of counties
with both Humana with both Humana
and Aetna Medicare and Aetna Medicare
Advantage plans Advantage plans

Alabama 3 Nebraska 7

Arizona 1 Nevada 1

Arkansas 13 New Jersey 6

California 5 New York 12

Colorado 7 North Carolina 17

Delaware 2 Ohio 35

Florida 16 Oklahoma 9

Georgia 31 Pennsylvania 59

lllinois 56 South Dakota 12

lowa 56 Texas 32

Kansas 25 Utah 7

Kentucky 3 Virginia 21

Louisiana 9 West Virginia 42

Maine 8 Total 562

Missouri 67

Sources: Authors’analysis using Centers for Medicare & Medicaid Services, “2008-2015 MA Landscape Source Files,"available at https://www.cms.
gov/Medicare/Prescription-Drug-Coverage/PrescriptionDrugCovGenin/ (last accessed December 2015); Centers for Medicare & Medicaid Services,
“2008-2015 Monthly Enrollment by Contract/Plan/State/County, available at https://www.cms.gov/Research-Statistics-Data-and-Systems/Statistics-
Trends-and-Reports/MCRAdvPartDEnrolData/Monthly-Enrollment-by-Contract-Plan-State-County.html (last accessed December 2015).
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TABLE B2
Effect of competition from Humana on Aetna’s
Medicare Advantage monthly premiums

Aetna premium Aet.na Aetna premium Aetna premium
(1) premium (5) (6)
(2)
Humana offers 2241 2%¥* -25.00%** 212.14%** -12.89%**
Medicare Advantage
plans in the county (3.535) (3.325) (3.107) (2.895)
UnitedHealthcare
offers Medicare -10.71%%* -9.306*** -7.761%¥* -6.674%**
Advantage plans (3.320) (3.153) (1.405) (1.300)
in the county
Year
-10.17%** -9.672%** -10.78%** -10.21%**
2009
(3.498) (3.428) (1.515) (1.402)
5010 -26.50%** -26.47%** -27.07%*%* -26.98%**
(5.287) (4.718) (2.241) (2.115)
201 -40.25%*%* -38.88*** -40.66%** -39.32%**
1
(6.358) (5.798) (3.062) (2.913)
2013 -61.25%** -65.20%** -54.95%** -59.16%**
(5.551) (5.297) (2.026) (2.075)
-59.75%** -63.87%** -52.71%** -57.15%**
2014
(5.884) (5.901) (1.953) (2.036)
2015 -41,15%%* -47.33%** -35.36%** -41.54%*%*
(4.956) (4.973) (1.767) (1.886)
Plan type
13.88*%* 14.371***
HMO
(6.816) (1.583)
46.13%** 46.56%**
PPO
(7.991) (1.595)
44.44%** 45.14%**
PFFS
(3.772) (1.516)
State-clustered Yes Yes
standard errors?
State effects? Yes Yes
R-squared 0.190 0.299 0.242 0.352

Notes: Robust standard errors appear in parentheses. *** signifies p < 0.01, ** signifies p < 0.05, and * signifies p < 0.1. The number of observations for
each regression is 10,290 plans. The number in each column heading denotes the regression model as specified in Appendix A.

Sources: Authors’analysis is based on Centers for Medicare & Medicaid Services, “2008-2015 MA Landscape Source Files available at https://www.cms.
gov/Medicare/Prescription-Drug-Coverage/PrescriptionDrugCovGenin/ (last accessed December 2015); Centers for Medicare & Medicaid Services,
“2008-2015 Monthly Enroliment by Contract/Plan/State/County,” available at https://www.cms.gov/Research-Statistics-Data-and-Systems/Statistics-
Trends-and-Reports/MCRAdvPartDEnrolData/Monthly-Enrollment-by-Contract-Plan-State-County.html (last accessed December 2015). See Appendix
A for more information.
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TABLE B3
Effect of competition from Aetna on Humana'’s
Medicare Advantage monthly premiums

Humana Humana Humana Humana
premium premium premium premium
(3) (4) (7) (8)
Aetna offers Medicare Advantage -3.853 -1.303 -6.182%** -3.551%**
plans in the county (2.422) (2.752) (0.493) (0.350)
UnitedHealthcare offers Medicare -7.626%%* -6.639%%*% -7.564%** -7.699%**
Advantage plans in the county (1.418) (1.580) (0.388) (0.275)
Year
2009 11.23%** 20.93*** 11.44%%* 21.10%**
(3.163) (2.357) (0.604) (0.429)
2010 7.681% 20.61%%* 8.876*** 21.96%%*
(4.551) (3.859) (0.601) (0.431)
2012 -6.478** 19.20%** -5.713*** 20.20%**
(2.988) (2.681) (0.614) (0.455)
P -0.360 23.78*** 0.969 25.56%*%*
(3.161) (2.637) (0.608) (0.451)
2014 3.140 27.76%** 4.3571%%* 29.171%**
(3.458) (3.450) (0.623) (0.462)
i 3317 28.86*** 4.306%** 30.00%**
(3.725) (3.724) (0.632) (0.468)
Plan type
15.90%* 14.36%**
HMO
(6.885) (0.537)
66.66*** 67.39%**
PPO
(3.646) (0.289)
75.48%*%* 77 A7%%*
PFFS
(3.537) (0.330)
State-clustered standard errors? Yes Yes
State effects? Yes Yes
R-squared 0.020 0.474 0.073 0.537

Notes: Robust standard errors appear in parentheses. *** signifies p < 0.01, ** signifies p < 0.05, and * signifies p < 0.1. The number of observations for
each regression is 75,248 plans. The number in each column heading denotes the regression model as specified in Appendix A.

Sources: Authors’analysis is based on Centers for Medicare & Medicaid Services, “2008-2015 MA Landscape Source Files!"available at https://www.cms.
gov/Medicare/Prescription-Drug-Coverage/PrescriptionDrugCovGenin/ (last accessed December 2015); Centers for Medicare & Medicaid Services,
“2008-2015 Monthly Enrollment by Contract/Plan/State/County, available at https://www.cms.gov/Research-Statistics-Data-and-Systems/Statistics-
Trends-and-Reports/MCRAdvPartDEnrolData/Monthly-Enrollment-by-Contract-Plan-State-County.html (last accessed December 2015). See Appendix
A for more information.
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