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In state capitols across the Unit-
ed States, a battle has recently 
raged about the development 

of healthcare insurance exchanges 
and who should build them: the 
state or the federal government. 
The implementation of these ex-
changes will dramatically influence 
the American healthcare landscape 
in the coming years. This article 
briefly reviews the concept of the 
healthcare insurance exchange and 
examines the pros and cons of state 
versus federal creation and admin-
istration.

What is a healthcare insurance 
exchange?
The Patient Protection and Afford-
able Care Act (PPACA) required 
the establishment of health insur-
ance exchanges in every state (See 
“Health Insurance Exchanges,” 
AAOS Now, October 2010). These 
exchanges would provide a set 
of private insurance plans with 
minimum benefits, plus an online 
marketplace for consumers to read 
about the benefits of each plan, 
compare many plans to see which 
best meets their needs, and deter-
mine their eligibility for each plan 
(Fig. 1). Individuals and families 
who are not employer-insured or 
eligible for Medicaid or Medicare 
can sign up on the exchange, as can 
small employers wishing to provide 
insurance to their employees. 

The goal of the exchanges is 
to increase competition among 
insurers for the estimated 25 mil-
lion Americans who will eventu-
ally gain coverage under PPACA. 
They are also supposed to increase 
transparency and accountability 
of third-party insurers, to improve 

ease-of-access, and to facilitate 
subsidies for health insurance 
under the PPACA. Consumers will 
not be denied coverage on the basis 
of preexisting conditions, and all 
plans will have basic benefits, pre-
ventive coverage, catastrophic cov-
erage, and community rating.

Although the concept of an ex-
change is simple, the operation of 
an exchange is extremely techni-
cal, requiring immense amounts of 
technology and data management. 
All health exchanges will feature 
an “online supermarket” for health 
insurance plans; plans will be of-
fered in four comparable tiers from 
“bronze” to “platinum” and have 
limited out-of-pocket expenses. 
Plans must also meet other require-
ments, including those covering 
termination and premium pricing. 

Exchange options
By Dec. 14, 2012, each state had to 
choose one of the following three 
options for establishing a health 
insurance exchange that would be 
up and running by Jan. 1, 2014: 
•	 A state-based exchange, in which 

the state would design and op-
erate the exchange under some 
federal guidance. 

•	 A federal-state partnership 
model, in which the exchange 
would be operated by the federal 
government, but the state would 
operate and administer plan 
management. 

•	 A federally facilitated exchange, 
which would be operated  
completely by the federal  
government. 
Although the merits of state 

versus federal creation of health-
care insurance exchanges can be 
debated, one thing is certain: their 
development and maintenance  
will be expensive, ranging from  
$10 million to $100 million. The 
establishment of these exchanges 
creates new fiscal challenges to 
states across the country facing ris-
ing deficits and spending cuts.

Who’s in control? 
Issues surrounding the creation  
and control of the exchanges  
have stirred debate in legislatures 
across the United States. The es-
sential issue is who should pay to 
build this entity and who should 
control it. 

PPACA established a “pay-to-
play” system with regard to the 
exchanges. If the federal govern-
ment pays to develop the exchange 
infrastructure within a state, it will 
effectively control the exchange. 
If the state elects to pay for the 
exchange, it will have more say in 
development but still face some de-
gree of federal regulation.

For example, if a state invests 
the resources to build an exchange, 
it will remain in control of most 
facets of the exchange, including 
what health plans are offered, the 
financing and management of the 
exchange, and overall quality  
control. 

On the other hand, if a state al-
lows the federal government to de-
velop the exchange, it would give 
up a great deal of control—but 
would also avoid the significant 
upfront monetary investment. Fur-
thermore, given the lack of clear 
rules of engagement between the 
state and federal governments with 
regard to the exchanges, many ob-
servers argue that the federal gov-
ernment will ultimately maintain 
a heavy involvement regardless of 
who makes the initial investment, 
and therefore, states should avoid 
any fiscal responsibility.
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Bottom Line
•	  healthcare insurance exchanges 

are mandated under the patient 
protection and affordable Care 
act to serve as marketplaces for 
individuals and businesses that 
need insurance.

•	  Coverage available through an 
exchange must meet specific 
requirements.

•	  Currently, half of the states have 
elected to allow the federal gov-
ernment to establish and operate 
their exchanges. 

Fig. 1 prototype for Colorado’s health exchange website. Coloradotrust.org  
http://www.coloradotrust.org/health-policy/colorado-health-policy/ 

Planning for partnership exchange

Default to federal exchange Declared state-based exchange

> see exChanges on page 21

Fig. 2 as of dec. 14, 2012, 19 states had decided to run their own exchanges, 7 states were moving 
forward with a federally facilitated exchange, and the remainder had opted to allow the federal 
government to create their exchanges.
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