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Policy Points:

� Policymakers considering introduction of a health insurance “public op-
tion” to lower health spending and reduce the number of uninsured can
learn fromWashington State, which offered the nation’s first public op-
tion (“Cascade Care”) through its state exchange in 2021.

� This article examines insurer participation, pricing, and enrollment
in the Washington public option. The public option was the lowest-
premium standard silver plan in 9 of the 19 counties in which it was
offered.

� Cascade Care is available solely through private insurers. Voluntary par-
ticipation of these insurers and uncertainty about the willingness of
providers to participate may have hindered greater premium reductions
and enrollment in the public option’s first year.

Context: State and federal policymakers considering introduction of a health in-
surance “public option” can learn fromWashington State, which established the
nation’s first public option, with coverage beginning in January 2021. Public
option plans were offered voluntarily by private insurers through the Washing-
ton Health Benefit Exchange and were subject to state-mandated plan design
and payment requirements.

Methods: We used plan data from the Washington Health Benefit Exchange,
linked to data from the US Census Bureau, the American Hospital Association,
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and InterStudy. We compared geographic availability and premiums of, and
enrollment in, public option and non–public option plans, as well as character-
istics of counties where the public option was available and counties where the
public option was the lowest-premium plan.

Findings: At least one public option plan was available in 19 of 39 counties
and was the lowest-premium option in 9 of the 19 counties where it was avail-
able. Five insurers offered public option plans, including one new entrant to
the state and one new entrant to the Exchange. While public option availabil-
ity was more common in counties where the Exchange was bigger and more
competitive, public option plans had the lowest premium in smaller, less com-
petitive counties. In the first year, 1% of enrollees selected the public option,
in part due to automatic reenrollment of the majority of returning enrollees in
their 2020 plan.

Conclusions: Public option plans offered a low-premium choice in counties
that otherwise had fewer affordable plans, but voluntary participation of insur-
ers and providers and accompanying uncertainty about participation hindered
widespread and substantial premium reductions. States should consider tying
public option participation by insurers and providers to other state programs
and using decision support tools to promote active enrollment. Federal policy-
makers can support state efforts while considering establishment of a national
public option.

Keywords: public option, uninsured, health care affordability, state health
policy, insurance.

Introduction of a health insurance “public option” as a
means of providing affordable coverage has risen to the top of the
health care policy discussion at both state and national levels. The

goal of a public option is to offer lower premiums by reducing payments
for hospital and physician services below rates negotiated by private in-
surers (e.g., by setting a payment cap). Unlike a single-payer system,
consumers would have the choice to pick a public option plan or an-
other health insurance plan, for example through the health insurance
exchanges established by the Affordable Care Act or as a “buy in” to an
existing program such as Medicare.

Proponents argue that a public option could provide immediate ac-
cess to lower-cost insurance, thereby reducing the uninsured rate, as well
as potentially disrupting health insurance markets and increasing com-
petition by offering a lower-price alternative. Opponents are concerned
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that increased government involvement could threaten the private in-
surance market. To build on the role of private insurers, a number of
states are considering a public option approach in which private insur-
ers are permitted to offer a public option plan with state rules governing
the benefit package and payment rates. This strategy is distinct from
initiatives that use either the Medicaid or Medicare program as the basis
for a public option and from the “co-ops” that were established in the
Affordable Care Act.

Washington State is implementing the country’s first public health
insurance option, with coverage that began on January 1, 2021. The
Washington public option is state regulated, but is offered on a vol-
untary basis by private insurers through the existing health insurance
exchange known as the Washington Health Benefit Exchange. Thus,
insurers in the state have the choice of whether to offer a public option
plan or not, similar to their choice of offering a Medicare Advantage or
Medicaid managed care plan.1 Public option plans must meet certain
requirements, including a cap on aggregate payments to hospitals and
physicians of 160% of what Medicare would pay for the same services.
This cap is below the estimated baseline statewide average of 174% of
Medicare rates, with the objective of lowering premiums.2 Just as insur-
ers are not required to offer a public option plan, providers in the state
are not required to participate in public option plan networks, raising
concerns about network adequacy and access to care for public option
enrollees.

TheWashington public option is part of a 2019 law establishing Cas-
cade Care, which created two new coverage options: first, plans with
standard benefit design set by the state Exchange including deductibles,
cost-sharing, and services available before meeting the deductible (“stan-
dard plans”); and second, public option plans, which must meet all the
requirements of the standard plans as well as the payment cap described
earlier. In the 2021 plan year, any insurer offering a plan on the Exchange
is required to offer at least one standard plan. There are no requirements
to offer public option plans. Insurers may also offer nonstandard plans
on the Exchange, which are not required to meet standard benefit design
parameters.

The design of the public option program in Washington, specifically
the voluntary participation of both insurers and providers and the de-
sign of the payment cap, raises a number of questions that are rele-
vant for the future of Cascade Care as well as other state and federal
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policymakers considering the introduction of a public option: (1) Will
existing insurers choose to participate in the public option? (2) Will
new insurers enter the market? (3) Do public option plans offer lower
premiums than other exchange plans? (4) What are the characteristics
of counties with a public option entrant? (5)What are the characteristics
of counties where the public option plan is the lowest-premium option?
(6) How does enrollment in public option plans compare to other plans
offered on the exchange? In this article, we used administrative data
from the Washington Health Benefit Exchange to address these ques-
tions. We also considered how experiences in the first year of Cascade
Care can inform bigger-picture policy questions, such as whether and
how a public option administered by private insurers can serve the pub-
lic and how policy in this setting can be designed to align insurer and
state government incentives and goals.

We found that five insurers offered a public option plan in
Washington in 2020 for the 2021 coverage year, including one new en-
trant from Oregon and one Washington insurer that was a new entrant
into the Exchange. These new entrants were the most aggressive, offer-
ing the public option in more counties than the three other insurers who
were already participating in the Exchange and continued to offer non–
public option plans in addition to public option plans. Public option
plans were available in 19 of Washington’s 39 counties.

To compare premiums holding benefit design and actuarial coverage
fixed, our main analysis focused on premiums for standard (i.e., Cascade
Care public option and non–public option standard) silver plans. A pub-
lic option plan was the lowest-premium standard silver plan in nine of
the 19 counties where a public option plan was available, and was the
overall lowest-premium silver plan (including standard and nonstandard
plans) in one county. We examined characteristics of counties where in-
surers offered a public option and found that public option entry was
more common in counties where the Exchange had more enrollees and
was more competitive, but that public option plans were more likely to
be the lowest-premium standard plan in counties where the Exchange
was smaller and less competitive (i.e., with fewer enrollees and fewer
non–public option plans available).

Understanding patterns of public option participation, pricing, and
enrollment is important for Washington as state policymakers design
the next phase of Cascade Care, for other states considering introduction
of a public option, and for payers, providers, and consumers who are
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considering participation in this type of approach. Market dynamics and
consumer decisions will determine whether a public option approach has
the potential to accomplish the goal of broadening access to affordable
health insurance coverage. The results may also have relevance to the
national debate regarding a public option.

Data and Methods

We used plan-county data from the Washington Health Benefit Ex-
change on actuarial coverage level (gold, silver, bronze), geographic
availability (i.e., county), and premiums of all plans (nonstandard, non–
public option standard, and public option) offered through the Ex-
change. For our main analyses of premiums, we examined rates for a
40-year-old non-smoking individual across silver-tier public option and
non–public option standard plans. This approach allowed us to hold ac-
tuarial coverage level and benefit design fixed (since all standard plans
are subject to the same benefit design requirements) when comparing
premiums. In secondary analysis, we included nonstandard silver plans.

We linked plan data to county characteristics that might influence
insurer entry and pricing. We examined three categories of county char-
acteristics: county demographics, characteristics of the Exchange in that
county, and characteristics of county provider markets.We used US Cen-
sus data to measure county demographic characteristics that may influ-
ence demand for and pricing of public option plans, including the per-
centage of the population that is uninsured and the share of population
currently enrolled in Medicaid.

To capture characteristics of the Exchange in each county, we obtained
the share of each county’s population enrolled in Exchange plans from
the Exchange website, since the size of the potential market is likely to
impact insurer decisions to offer a plan and the price of the plan. We ex-
amined participation in the Exchange of insurers that also offer Medicaid
managed care plans. In general, these insurers offeredMedicaid managed
care but did not offer commercial insurance prior to participation in the
Exchange. National evidence suggests that Medicaid managed care or-
ganizations (MCOs) have been dominant in many state exchanges, of-
fering the lowest-premium plan in close to 60% of regions in which
they participate.3 Therefore, we expect that the presence of these al-
ready low premium plans in the Exchange in a given county may impact
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willingness to enter the market in that county and pricing decisions re-
garding the public option. We used 2019 data from DRG InterStudy
to identify MCOs participating in the Exchange by county. We used
the same InterStudy data to measure insurer concentration, which has
been shown to affect premiums, both overall and specifically within the
Exchange.4

Finally, in light of the public option cap on provider reimbursement,
we expected that local provider payment rates would influence insurers’
decision to enter the market and where they set their premiums. The
public option must pay an average of 160% of Medicare rates across
providers. While the state average is 174%, the percentage varies by
county. In a high-priced county, insurers may be less able to comply
with the cap and may therefore choose not to offer a public option plan.

We used two measures related to local payment rates in our anal-
ysis. First, given evidence that highly concentrated provider markets
have higher prices, we calculated county-level hospital market concen-
tration with the Herfindahl–Hirschman Index (HHI) using 2017 data
from the American Hospital Association Annual Survey.5 Second, we di-
rectly measured hospital payment rates in terms of the ratio of private-
to-Medicare payment rates. We used 2018 data (the most recent avail-
able) from the Centers for Medicare andMedicaid Services Hospital Cost
Report Information System to calculate the ratio between average com-
mercial and Medicare payments for a “discharge equivalent” (incorpo-
rating both inpatient and outpatient services) at the hospital level for all
Washington hospitals. We then constructed a county-level average of
hospital ratios (weighted by discharge equivalents).6

We compared these county Exchange, provider market, and demo-
graphic characteristics across (1) counties where a public option plan
was available (19 counties) versus counties where no public option was
available (20 counties) and (2) counties where the public option was
the lowest-premium standard silver option (9 counties) versus counties
where the public option was available, but was not the lowest-premium
standard silver plan (10 counties).
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Figure 1. Map of Public Option Availabilitya [Color figure can be
viewed at wileyonlinelibrary.com]

a Analysis of Washington Health Benefit Exchange data.21

Results

Availability and Selection of Nonstandard,
Standard, and Public Option Plans

For the 2021 coverage year, a total of 115 plans were offered through
the Washington Health Benefit Exchange. Of these, 64 were nonstan-
dard plans (not subject to Cascade Care benefit design requirements),
36 were standard plans (subject to Cascade Care benefit design require-
ments), and 15 were public option plans (subject to Cascade Care benefit
design requirements and payment cap) (Table 1). A total of 13 insurers
participated in the Exchange, of which five offered public option plans.
While nonstandard and standard plans were available in all 39 coun-
ties, public option plans were available in 19 counties (Table 1 and Fig-
ure 1). Approximately two-thirds of the state population resides in these
19 counties.
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A total of 222,731 plan selections had been made as of January 15,
2021. Of these, 84% were selections of nonstandard plans, 15% were
standard plan selections, and 1% were public option plan selections.
The fact that the most selections were of nonstandard plans reflects a
policy decision to automatically reenroll existing Exchange customers,
who make up 80% of enrollees, in their plan from the previous year.
This automatic reenrollment is important for maintaining coverage but
makes it less likely that returning customers will shop for new plans,
including the public option. Consistent with this policy, public option
enrollees were much more likely to be new Exchange enrollees (60%)
and were more likely to be under age 35 than those in nonstandard plans
(Table 1).

Public Option Availability, Insurers, and
Premiums

As noted, five insurers offered public option plans in 2020. Details of
these insurers and their plans are shown in Table 2. Two insurers, Com-
munity Health Network of Washington and United Healthcare of Ore-
gon, were new entrants to the Exchange and offered only public op-
tion plans. United Healthcare of Oregon was a new entrant to the state
and does not participate in other insurance segments, while Community
Health Network of Washington offers Medicaid and Medicare managed
care plans. The other three insurers (BridgeSpan Health Company, Co-
ordinated Care Corporation, and LifeWise Health Plan) were existing
Exchange participants and continued to offer non–public option plans
on the Exchange.

The two new entrants offered the broadest coverage and enrolled most
of the public option participants. Community Health Network and
United offered public option plans in 9 and 10 counties, respectively. In
total, 1,509 out of 1,872 public option enrollees (81%) selected public
option plans offered by Community Health Network and United. Exist-
ing insurers offered a public option plan in fewer counties with limited
enrollment, though they offered non–public option standard plans and
nonstandard plans in many more counties and had substantial enroll-
ment in these plans (Table 2).

In terms of pricing, a public option plan was the lowest-premium
standard silver plan in nine counties where it was offered and the
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Figure 2. Map of Public Option Relative Premiuma [Color figure can
be viewed at wileyonlinelibrary.com]

a Analysis of Washington Health Benefit Exchange data.21

lowest-premium silver plan overall (including standard and nonstan-
dard plans) in one county (Figure 2). Among all silver plans available
(including nonstandard plans that may have benefit designs that differ
from public option plans), public option plan premiums were on aver-
age just over 11% higher than the lowest-premium silver plan across
counties (Figure 3).

Characteristics of Counties With Public Option
Availability

We compared Exchange and county characteristics across counties where
a public option plan was available (19 counties) versus not available (20
counties) and where the public option was the lowest-premium standard
silver option (9 counties) versus counties where the public option was
available but not the lowest-premium standard silver plan (10 counties)
(Table 3).

To understand Exchange characteristics associated with entry of a
public option insurer, we examined these characteristics in 2020 (prior
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Figure 3. Monthly Premiums of Lowest-Premium and Public Option
Silver Plans by Countya

aAnalysis of Washington Health Benefit Exchange data.21 Lowest silver
premium includes both standard and nonstandard plans. Clallam is the
only county where the public option plan is the lowest-premium silver
plan.

to the introduction of a public option). We found that counties where
a public option plan was available in 2021 were lower priced and had
more health plans participating prior to introduction of the public op-
tion. Specifically, in 2020, these counties had more insurers offering a
silver plan (2.95 vs. 2.55), more silver plans available (8.47 vs. 5.95),
and lower average silver premiums ($421 vs. $450). Patterns were sim-
ilar in these counties in 2021. These findings suggest that public op-
tion plans were offered in counties where the Exchange was more com-
petitive and had lower prices, perhaps reflective of the insurer percep-
tion that the payment cap requirements may be easier to meet in these
counties.
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Consistent with the hypothesis that insurers offered the public op-
tion in lower-priced counties due to the requirement to stay within the
payment cap, we found that counties with lower hospital concentration
(hospital HHI of 6,502 vs. 8,207) and lower private insurance payment
rates for hospital services (172% vs. 187% of Medicare) were more likely
to have a public option entrant compared to counties without a public
option. These lower baseline payment rates may have indicated to insur-
ers that it would be easier to establish a provider network in compliance
with the public option payment cap in these counties.

Characteristics of Counties Where the Public
Option Was the Lowest-Premium Standard
Silver Plan

In nine of the counties where a public option plan was offered, it was
the lowest-premium standard silver plan available. These nine counties
include about 14% of the state’s population. Counties where a pub-
lic option plan was the lowest-premium standard silver plan available
tended to have a smaller percentage of the population enrolled in Ex-
change plans, fewer insurers offering silver plans (in 2020), fewer silver
plans, and higher monthly premiums relative to the ten counties where
the public option was available but was not the lowest-premium stan-
dard silver plan. These county features indicate that public option plans
offered a relatively low-premium option in counties where the Exchange
was less competitive and had higher premiums, potentially meeting an
important consumer need for more affordable health insurance options.

Counties where the public option plan was the lowest-premium stan-
dard silver plan all had a new entrant insurer offering the public op-
tion plan and were more likely to have multiple public option insurers
(three of nine counties) than counties where the public option was not
the lowest-premium plan (one of ten counties). Consistent with rela-
tively low public option plan premiums, these counties also had lower
private payment rates, 160% of Medicare payments on average, com-
pared to 182% of Medicare in counties where the public option was not
the lowest-premium standard silver option. Finally, counties where the
public option was the lowest-premium standard silver plan had slightly
fewer Medicaid MCOs present in the Exchange in 2021 (1.55 vs. 1.90).
This finding supports the idea that public option plans may be better
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able to compete on price in counties where they do not have to compete
with MCOs, which are likely to have preexisting low-priced networks
from their Medicaid managed care products to draw on for their Ex-
change product.

Discussion

The Washington public option is the first such program in the country,
and its experience in the first year offers insights for policymakers in
other states and at the national level, where a federal public option is a
key component of the Biden administration’s health policy strategy. In
its first year, a public option plan was available in 19 of Washington’s
39 counties, was the lowest-premium standard silver plan available in 9
of the 19 counties, and was the lowest-premium silver plan of any kind
(i.e., including nonstandard plans) in one county. We found that the
majority of public option plans were offered by the two new insurance
companies participating in the Exchange, with limited participation by
the three returning Exchange insurers.

Insurers offered public option plans in counties where the Exchange
was more competitive and had lower premiums. Both lower premiums
and public option entry in these counties were likely driven by lower
prices for hospital and physician services, though this is speculative
given the early stage of the program. We observed that counties with a
public option plan available were characterized by less concentrated hos-
pital markets and lower commercial hospital prices relative to Medicare
compared to counties with no public option plans available. This find-
ing is unsurprising given the requirement for insurers to meet a cap on
provider reimbursement but highlights a potential unintended conse-
quence of such a cap combined with voluntary insurer and provider par-
ticipation. The goal of the public option is to increase access to affordable
care, which suggests it is most needed in counties where premiums are
relatively high; the structure of the program, however, resulted in pub-
lic option plans being more likely to be available in already low-priced,
relatively more affordable counties. It may be necessary to compel hos-
pitals to participate if there are going to be public options in relatively
higher-cost areas.

Although entry was more likely in counties where the Exchange was
bigger and more competitive, our findings suggest that public option
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plans offered a lower-premium option where the market appears to be
relatively less competitive. Public option plans tended to be the lowest-
premium choice in counties where the Exchange was smaller and had
fewer plans. Consistent with the broader literature on the competitive
effect of multiple insurers in a market on premiums, counties where the
public option plan was the lowest-premium plan tended to have more
than one public option insurer and a new entrant.7

Another notable pattern is the role of Medicaid MCOs. Nationally,
MCOs have performed well in terms of offering low-premium plans
through the exchanges; our results from Washington State are consis-
tent with this and offer insights into how public option plans and plans
offered by MCOs may interact on a state exchange.3 Public option plans
were likely to be the lowest-premium option in counties with less MCO
presence. In counties where a public option plan was not the lowest pre-
mium plan, the lowest premium plan was offered by an existing Med-
icaid MCO or a limited-network insurer such as Kaiser. For example,
in the most populous county in Washington State, King County, where
Seattle is located, the lowest-premium plan was offered by Kaiser, and
there were multiple plans offered by Medicaid MCOs Molina and Coor-
dinated Care, all with lower premiums than the available public option
plan, which was offered by United. Patterns were similar in other large,
urban counties such as Pierce County, where Tacoma is located. In these
types of markets, public option insurers may have had difficulty com-
peting with insurers such as Kaiser and Molina, which are likely to have
preestablished, low-priced, limited-network plans.

It is important to emphasize that this study is reporting on the first
enrollment period of the Washington public option program. Given
the early stage of the program, as well as the voluntary participation
of both insurers and providers, a key metric for success in the first year
is whether insurers and providers participated and whether consumers
enrolled. Cascade Care succeeded on this front. Over time, metrics of
program success are likely to evolve to meet the needs of consumers and
balance demands across insurers, providers, and enrollees.

In terms of enrollment, substantial literature has shown that plan-
switching rates are relatively low, particularly in the presence of auto
reenrollment.8 Therefore, public option enrollment is most likely to oc-
cur among new enrollees, who make up only 20% of Exchange enroll-
ment in Washington. It is significant that amongst this group, 40% se-
lected a Cascade Care plan. Low enrollment could also be hampered by
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the subsidy structure of the exchanges. Premium reductions in the Af-
fordable Care Act exchanges largely benefit the subset of enrollees who
do not receive subsidies, since these consumers face the full premium
while others are buffered from the full premium. Thus, the main popu-
lation likely to benefit from a public option is limited without changes
to auto reenrollment and the subsidy structure (e.g., tying a subsidy to
a public option plan). For new enrollees, a public option appears to be a
viable lower-priced option.

A public option program such as Cascade Care also has broader effects
on health care markets, including introducing new entrants into state in-
surance markets (e.g., UnitedHealthcare of Oregon enteredWashington
to offer the public option), which can have longer-term benefits for in-
creasing competition and lowering premiums. Use of the payment cap
also introduces a new strategy for lowering health care spending. While
premiums did not differ substantially between public option and other
plans in the Exchange in 2021, the payment cap may be increasingly
effective at lowering premiums over time if health care prices continue
to rise and premiums of other plans grow substantially. Plans and bene-
ficiaries will learn if this is a viable option to increase insurance coverage
by lowering premiums.

Further efforts by the state to control hospital rates, potentially paired
with stronger participation incentives, would likely give public option
plans a greater premium advantage. Overall, participation by insurers
and providers may change in future years given experience with the
program and changing regulations, with potential implications for geo-
graphic availability, premiums, and enrollment. It will be important to
monitor the program as it develops in order to continue to inform policy
efforts.

Lessons From Washington for Other States
Considering a Public Option

Multiple states and the federal government are interested in exploring a
public health insurance option. Whether public option initiatives have
the intended effects of creating lower-premium options for consumers
will depend on the details of their design. There are a number of ways to
structure a public option, with probable trade-offs between provider par-
ticipation and premiums.9 If the state chooses to rely on private insurers
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to offer the public option, as in Washington (i.e., rather than pursuing
an approach such as a Medicaid or public employee plan buy-in), the
state will have to consider whether or not to make insurer participation
mandatory or voluntary, and, if voluntary, how to encourage private in-
surer participation. A separate but related decision is whether provider
participation in the public option will be voluntary or mandatory and
what rate to pay providers, which impacts consumer premiums. In the
following paragraphs we discuss how early experiences from Washing-
ton State can inform other state policies as well as the national policy
debate on these decisions.
Insurer Structure and Participation. As described, Washington’s pub-

lic option program was offered on a voluntary basis by private insur-
ers through the state exchange with state-established benefit design re-
quirements and a provider payment cap intended to lower premiums.
Colorado and Nevada recently enacted legislation establishing public
option programs with a similar proposed structure (i.e., offered by pri-
vate insurers), with Colorado’s program effective on January 1, 2023,
and Nevada’s on January 1, 2026.10–12 A second structure that has been
proposed is a “buy-in” to an existing state program such as Medicaid
(e.g., New Mexico, Delaware) or the state employee health plan (e.g.,
Connecticut).

A buy-in to a public program such as Medicaid would likely have
lower provider rates from already established provider networks, which
translate into lower program costs and premiums. Additionally, pro-
grams like Medicaid are already up and running. These programs, how-
ever, could suffer from limited provider engagement if participation is
voluntary in states with low Medicaid payment rates. These low rates
can restrict access to certain physicians and hospitals for public option
enrollees, making it less likely that people will enroll. A public option
program operated by private insurers has the advantage of building on
existing relationships between private insurers and hospitals and thus
may have higher provider participation than a Medicaid buy-in, though
this would likely depend on payment rates, which may differ between
the public option plan and the insurer’s other plans.

Evidence from Washington discussed in this paper suggests that
a public option offered on a voluntary basis by private insurers may
have limited participation by existing insurers, at least initially. This
is the first year of the program and insurers may be waiting to assess
the system, enrollment, and hospital and physician participation before
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participating. Limited participation among existing insurers may be due
to concerns that established provider networks may not comply with the
payment cap. Perhaps reflective of this concern, we found more entry
in less consolidated hospital markets, counties with lower commercial
prices, and counties with lower premiums for non–public option plans,
indicative of lower spending.

A related decision is how to address auto enrollment and the subsidy
structure. Auto enrollment hinders enrollment in the public option, and
it may be necessary to give everyone the choice to auto enroll or join the
new public option. The public option can be the lowest-premium op-
tion but, depending on how the subsidy structure operates, the person
may not benefit from choosing the lowest-premium public option. These
decisions may impact insurer participation if voluntary given their an-
ticipated implications for enrollment.
Setting Provider Payment Rates. States also are pursuing different

options in terms of setting payment rates within a public option. In
Washington, the state set an aggregate cap on provider and facility
payment across inpatient, outpatient, and professional services. The
insurers offering the public option must keep aggregate reimbursement
at or below 160% of the “total amount Medicare would have reimbursed
providers and facilities for the same or similar services.” The law has
separate rules for payment of critical access hospitals (reimbursement
at 100% of allowable costs as defined by the Centers for Medicare
and Medicaid Services) and primary care services (a floor of 135% of
Medicare payment).13 With this design, insurers are held accountable
for meeting the payment cap.

In the context of regulating public option payment rates, placing the
responsibility for meeting the payment cap on insurers has the advan-
tage of giving insurers the flexibility needed to build robust provider
networks—for example, to offer relatively higher rates to certain hospi-
tals in order to ensure participation in the network while offsetting with
lower rates to other hospitals. This arrangement, however, may preserve
existing dynamics in the hospital market, such as hospitals with sub-
stantial market power charging substantially higher prices. Indeed, we
observe patterns consistent with this type of behavior in Washington.
Specifically, we find that insurers are more likely to offer public op-
tion plans in areas with lower hospital consolidation and lower provider
prices, which likely reflects greater ability to negotiate with hospitals in
these markets compared to markets with relatively greater consolidation
and resulting hospital market power.
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Another approach is for the state to set maximum rates for hospital
and physician services. Regulating the rates that providers receive from
the public option plan allows the state to employ its regulatory power to
lower rates directly, but requires the state to set payment rates for each
provider and is likely to face political resistance. For example, Colorado
initially proposed provider-specific rate setting based on a provider-
specific base rate of 155% of Medicare, with add-ons for certain hospital
characteristics (independence, critical access, payer mix, and manage-
ment of cost of care).14 During legislative debates, this approach has
been revised to apply only if participating insurers are unable to meet a
premium reduction requirement that public option plan premiums be
at least 6% less than premiums for individual and small group plans
offered by that carrier.11

The state must determine whether provider participation is manda-
tory or voluntary. When physician and hospital participation is not
mandatory (as in the current Cascade Care program inWashington), set-
ting provider rates presents a trade-off between rates that are below cur-
rent rates paid by private insurers and low enough to result in savings to
consumers (i.e., via lower premiums), but sufficient to induce providers
to participate. Nevada’s public option bill requires any provider partici-
pating in Medicaid or the public employee plan to participate in at least
one public option network.12 The Colorado bill indicates that the state
could mandate hospital participation if networks are inadequate.11

Policy Recommendations

Decisions regarding the design of a public option, such as those discussed
in this paper, have implications for what types of insurers and providers
participate and where rates are set, which, in turn, determine premiums
faced by consumers and enrollment. These decisions are also likely to
determine the political feasibility of passing legislation to establish (or,
in the case of Washington, update) a public option program. A structure
with mandatory provider and insurer participation and direct rate set-
ting has more leverage and is more likely to result in lower premiums,
but is likely to face substantial political pushback.15

Indeed, the structure of Cascade Care was a product of the legislative
process in Washington, during which the state experienced substantial
opposition from insurers and providers.16 An example of the political
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compromise engrained in the design of Cascade Care was the effort to
finalize legislation related to the program’s second year. The evolution of
the bill through the legislative process reflects the trade-offs that states
face as they seek to balance the objectives of increasing enrollment in
the public option (directly related to the ability to reduce premiums)
while maintaining or increasing insurer and provider participation in
the program.

The initial draft of the year 2 Cascade Care bill required that any
hospital receiving payment from the public employee plan or Medicaid
must contract with the public option plan at the plan’s request. The draft
also established a hospital reimbursement rate of 135% of the Medicare
amount for services provided to public option enrollees (with add-on
payments for hospitals with a high Medicaid proportion of patients and
those operating efficiently). After political compromise, the final bill
has relatively weaker requirements, mandating that hospitals receiving
payment from the public or school employees’ benefits program or Med-
icaid must participate in at least one 2023 public option network only if
a public option plan is not available in all counties in 2022. The hospi-
tal reimbursement rate formula is excluded entirely, leaving the 160%
aggregate reimbursement cap requirement of insurers in place as in year
1.17,18

Evidence from the first year of the Washington State program sug-
gests that it may be difficult to achieve substantially lower premiums
with voluntary participation of both insurers and providers and a lack of
direct rate setting. States interested in pursuing a public option might
consider other approaches to increase participation of insurers, providers,
and enrollees in a public option. One option would be to incentivize par-
ticipation of Medicaid MCOs through financial incentives (e.g., federal
grants to states), since these insurers have existing low-priced provider
networks and have been successful in enrolling the exchange population.
The Colorado public option bill requires that insurers offer the public
option in counties where the insurer currently operates small group or
individual plans.19 The Nevada public option bill requires participation
of Medicaid MCOs as a condition of participation in the state’s Medicaid
program.20

To increase provider participation, states may want to tie participation
in other public programs, such as the state employee health plan, to
participation in the public option. This approach is in line with prior
suggestions to tie participation in Medicare to participation in a public
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option.1 As discussed earlier, the initial legislation for Cascade Care year
2 included this type of provision, but it was not retained in the final
bill except in cases where a public option plan was not available in every
county. The Nevada bill ties hospital participation in the public option
to participation in Medicaid and the state employee plan.12,15

States may also want to reassess use of decision support tools and auto
enrollment procedures when introducing a public option. While auto
reenrollment can be very effective for maintaining continuous enroll-
ment, it may preclude substantial enrollment in a new public option.
In Washington, 86% of enrollees in nonstandard plans were returning
customers, many of whom were auto reenrolled. In contrast, 60% of
public option enrollees were new to the Exchange.21 To minimize loss
of enrollees due to transaction costs, states may consider the use of ac-
tive choice or enhanced decision support tools to encourage switching, or
outreach to specific groups of consumers who are likely to benefit from
public option plans due to reduced premium costs or more generous
benefit design.

In terms of broader changes to improve plan selection given a pub-
lic option, states may consider restricting the number of plans available
(e.g., reducing the number of nonstandard plans as in the year 2 Cascade
Care bill inWashington17) to limit “choice overload” and reduce options
that may have lower premiums but less generous coverage, thereby im-
proving the competitiveness of the public option.22 Other changes to
“choice architecture” in exchanges may also be effective; for example,
evidence shows that listing an appropriate public option plan first in a
list of plan choices may encourage selection.23

At the federal level, policymakers are considering possible approaches
for the structure of a national public option, including an option based
onMedicare. At the same time, increased support for state efforts may be
worthwhile. Short-term actions could include grants to states to assess
opportunities for a public option and increased availability of user-
friendly tools to allow state policymakers to calculate, set, and monitor
provider rates. Setting provider rates (e.g., as a multiple of Medicare) is
a key component of any public option initiative; however, many states
currently have limited capacity to determine existing commercial and
Medicare rates due to lack of timely and comprehensive data and lack
of a clear methodology to calculate a Medicare benchmark. The federal
government could make additional data and analytic tools available.
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In the longer term, a key barrier for states considering a public op-
tion is a lack of comprehensive data on current commercial payment
rates within their state. This type of data is needed, for example, to
determine where to set payment rates for the public option. Even in
states with robust all-payer claims databases, these data do not include
comprehensive pricing for services provided to individuals with self-
insured plans; this is due to the Employee Retirement Income Security
Act of 1974 (ERISA), which exempts self-insured plans from state re-
quirements. Given that close to 70% of people with employer-sponsored
insurance were in self-insured plans in 2020,24 any commercial data that
does not include self-insured plan payments are unlikely to be represen-
tative of the full commercial market and may not be a good basis for
pricing. Thus, the federal government should advance efforts to amend
ERISA to allow state policymakers to mandate self-insured plans to par-
ticipate in all-payer claims databases.

Conclusion

The public option has the potential to improve access to affordable
health insurance, especially if it grows over time in terms of enroll-
ment and insurer participation. Assessment of public option provider
networks and prices, enrollment, and effects on broader insurance mar-
ket dynamics (i.e., pricing and entry responses from other insurers) will
be important to allow state and federal policymakers to learn fromWash-
ington’s experiences to optimize the program in that state, other inter-
ested states, and, potentially, nationally.
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