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• Directly incentivizes insurers to do strategic screening → cream-skimiming

• When the asymmetric information is artificial, the regulator can do something 
about it → risk adjustment
• Netherlands (1992), Columbia (1993), Solvakia (1994), Germany (1994), Israel (1995), 

Belgium (1995), Switzerland (1996), US ACA Marketplaces (2014) ...

• But risk adjustment is a tricky business...
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Meanwhile...

• A concurrent literature studying the interaction between selection and market 
power has established that market power dampens cream-skimming incentives

Stiglitz (1977), Starc (2014), Veiga Weyl (2016), Mahoney Weyl (2017), Lester 
Shourideh Venkateswaran Zetlin-Jones (2019), Gottlieb Moreira (2022), Chade 
Marone Starc Swinkels (2024), Ryan (2025) ...

• Possible to get more insurance transacted (relative to competition)
... but more of the surplus accrues to firms rather than consumers

and, can lose valuable product variety 
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This paper

(1) Perfect competition: (free entry into all varieties)
Lots of horizontal variety, but selection unravels the market 
such that only low vertical quality transacted in eqm, all 
surplus accrues to consumers

(2) Imperfect competition: 
Still some horizontal variety, cream-skimming incentives 
dampened, market unravels less, more vertical quality may 
be transacted in eqm, part of surplus accrues to firms

(3) Monopoly: 
No horizontal variety, cream-skimming incentives 
eliminated, market unravels even less, more vertical quality 
may be transacted in eqm, much of surplus accrues to firm

+ Central novel element: 

Use an auction to appropriate 
some of the surplus created by 
firms

Evaluates this tradeoff
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What do they find?

Channel
Imperfect 

competition 
(status quo)

Auction-to-
monopoly

(counterfactual)

Allocational efficiency

Insurer profits [ambiguous] $487/ pers-yr $327 / pers-yr

ΔSS : +$40 / person-year

* Would be interesting to know, what ΔSS is acheived by social planner’s solution and by first-best
allocation? [across whole support of characteristic space]

ΔPS : -$160 /pers-yr
ΔGS + ΔCS : +$200 / pers-yr 

à



• Status quo firm profits estimated to be $1,521 per enrollee per year
– implied MLR of 72% (= 3835/5356)
– actual MLR in CA of 88% .. 16% too high to be QI?
– with lower baseline profits, less room to reduce insurer profits without them 

going negative..

• How to think about allowing the monopolist to offer more products than they 
would have done as an oligopolist? (reduced variety penalty)

• Once insurer is a monopolist, how to think about countervailing power vis-a-vis 
providers? Maybe it only works if this is a sub-population of consumers?

Questions



• Important and novel study of regulatory design in health insurance markets

• Interesting connections with regulatory design of natural monopolies 

• Lots of subtlety on auction design, which the paper thoroughly explores

• Many other possible applications to explore (Medicare Advantage...)

Thanks for a great paper!!

Takeaways

↳


