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(Female Age 70) 2

by Andy Baillargeon, Gen Re, Portland

Remember what the world was like in December of 2015?

Barack Obama was President. Star Wars: The Force Awakens was
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#1 at the box office (remember movie theatres?). Tom Brady
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only had four Super Bowl rings. And, Medicare Supplement s [Pt 3
rates in the marketplace were actually higher than they are > Number of States Exceeding a
in 2020. Given Loss Ratio on Policies

That’s right. Since 2015, the Med Supp
rates available in the marketplace have
gotten lower, despite the increasing
medical trend over that period which has
caused claim costs to rise considerably.

This article studies the industry premium
rate trends that have occurred over the
last five years and their ensuing impact
on industry loss ratios. The analysis below
includes the 32 largest states by over
age 65 population, with the exception
of several nonstandard and/or Medicare
Advantage dominated states. (The
complete list of included and excluded
states is shown in the Appendix at the
end of this article.)
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In this study, when looking at a carrier’s > Appendix — List of States

rates by state, those rates are weighted Included in the Analysis 4
across the state based on the over 65

census population by zip code and

include all available discounts for that

carrier (i.e., lowest available rate by

zip code).

On that basis, Figure 1 shows what
monthly premium rates looked like for
plans F and G in December 2015 for

the carriers ranked 1st, 3rd, 5th, 10th,
15th, and 20th by competitiveness (i.e.,
weighted average premium rate) in Ohio
at that time. By comparison, rates are also
shown for the carriers with those same
corresponding competitiveness rankings
in March 2020 (different carriers).
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Figure 1: Rate Comparison for Ohio (Female Age 70)
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#1 131.22 123.42 -5.9%
#3 136.92 126.00 -8.0%
#5 139.46 131.43 -5.8%
#10 143.76 142.56 -0.8%
#15 154.44 146.98 -4.8%
#20 170.66 155.42 -8.9%

Source: Gen Re calculations based on the CSG Rate Database

Note that for every rank for both Plan F and Plan G rates
decreased over the time period. Generally, rates dropped
between 5% and 9% on Plan F, and 4% to 16% on Plan G.

For Plan G, the increasing decline in rates by rank shows the
significant compression in rates over time. In December 2015,
the difference in rate between rank 1 and rank 20 was about 36
dollars. By March 2020, that difference had shrunk to 17 dollars.
Plan F was established for many more carriers in 2015, so the
compression is not quite as great; even still, the difference in
rates between rank 1 and rank 20 reduced from 39 dollars to 32
dollars during that time.

It is also interesting to note that each of the carriers ranked
in the top 10 competitively in Ohio as of March 2020 began
writing in Ohio in July 2018 or later.

And, while Ohio is a good example, the phenomenon of
decreasing rates and plan G compression, led by new carriers
entering the market, is very much nationwide. As seen in Figure
2, most states studied had decreasing rates over that period for
every rank for both plans F and G. For example, the rates for the
carrier ranked 5th for Plan G in March 2020 were lower than the
rates for the carrier ranked 5th for Plan G in December 2015 in
28 of the 32 states studied.

Figure 2: States with Decrease 2015 - 2020 (out of 32)

Plan / Rank | States with Decrease (out of 32) | Average Rate
Change
25

F/1 78% -3.2%
F/3 22 69% -2.7%
F/5 21 66% -0.9%
F/10 18 56% 0.2%

F/20 22 69% -1.3%
G/1 22 69% -3.4%
G/3 25 78% -4.5%
G/5 28 88% -5.2%
G/10 29 91% -7.1%
G/20 29 91% -11.9%

Source: Gen Re calculations based on the CSG Rate Database

2 GenRe | Insurance Issues, September 2020

#1 103.92 100.26 -3.5%
#3 109.87 105.23 -4.2%
#5 115.14 107.03 -7.0%
#10 118.89 111.52 -6.2%
#15 129.64 115.00 -11.3%
#20 139.88 117.32 -16.1%

Figure 3 digs deeper into Plan G, Rank 5 to see how rates have
changed across each of the 32 states we studied.

On a population-weighted basis, the 32 states saw an average
rate decrease of over 5% from December 2015 to March 2020 for
Plan G, Rank 5. About 60% of the states (19 of the 32 states), saw
rate decreases of somewhere between 3% and 8%.

Across each of these states, rates have slowly and continuously
been lowered by new entrants to the market, who steadily push
existing carriers out of the top ten in terms of competitive rates.
If you entered a state two years ago, even as the carrier with
the lowest rates in the state at that time, most likely you are no
longer one of the 10 most competitive carriers in that state. On
average across the 32 states studied, 4 of the top 5 and 8 of the
top 10 most competitive carriers as of March 2020 have entered
the market in that state in July 2018 or later.

We could go on and on describing the different ways to view
how rates have dropped in the marketplace, but we can
summarize the main features of the 2020 market with these three
basic observations:

1. Overall Med Supp rates are down since 2015 by an average
of about 2% on Plan F, and 5% on Plan G, based on the 10
carriers with the lowest rates available in each state then and
now.

N

The drop is largely driven by the flood of new entrants
continuously entering the market near or below the existing
lowest rates in the market at that moment.

3. Rates are more compressed than ever between the top 20
most competitive carriers in each state, particularly for Plan
G — making it is easier for a consumer or agent to find a
low rate, and harder than ever for carriers to distinguish
themselves in a very crowded marketplace.

Okay then! That’s the first piece of bad news. Now let’s move on
to what claim costs have done during this same period.



Figure 3: How Rates Have Changed

Plan G, Rank 5

Alabama 114.17 107.72 -5.7%
Arizona 115.45 114.70 -0.6%
Arkansas 117.54 122.36 4.1%
Colorado 120.04 118.28 -1.5%
Florida 239.36 208.90 -12.7%
Georgia 113.82 113.26 -0.5%
Illinois 109.52 104.93 -4.2%
Indiana 104.48 100.93 -3.4%
lowa 92.81 87.71 -5.5%
Kansas 115.60 108.74 -5.9%
Kentucky 106.98 100.12 -6.4%
Louisiana 114.65 110.72 -3.4%
Maryland 138.29 127.85 -7.6%
Michigan 122.31 114.65 -6.3%
Mississippi 103.41 96.79 -6.4%
Missouri 141.34 143.33 1.4%
Nebraska 98.17 93.61 -4.6%
Nevada 126.74 124.49 -1.8%
New Jersey 146.77 135.64 -7.6%
New Mexico 100.25 97.57 -2.7%
North Carolina 104.23 95.45 -8.4%
Ohio 115.14 107.03 -7.0%
Oklahoma 97.03 97.30 0.3%
Oregon 127.73 143.48 12.3%
Pennsylvania 125.65 115.14 -8.4%
South Carolina 102.43 97.40 -4.9%
Tennessee 102.73 98.78 -3.8%
Texas 109.95 104.76 -4.7%
Utah 104.63 100.11 -4.3%
Virginia 103.46 99.81 -3.5%
Washington 181.71 172.04 -5.3%
West Virginia 100.67 98.04 -2.6%
Population Weighted -5.2%

Avg Change

Source: Gen Re calculations based on the CSG Rate Database

| discussed the trend in some detail in an article published last

year, so let’s cut to the chase with some estimates of claim cost
changes. It is safe to say that the annual Medicare Supplement
trend has been in the mid to high single-digit range during

most or all of this period. So that we don’t have to quibble over
details, let us use a couple of different hypothetical average trend
numbers to illustrate the increasing gap between premium rates

and claim costs in the industry. For our low estimate, let us use a
4% average claim cost trend, and for our high estimate, we’ll use
7% (we believe it was even higher than that in 2018 and 2019).

A 4% annual claim cost trend for the 42 year study period
produces a total increase in average claim costs of 19.3%. A 7%
annual trend results in a 35.6% increase during that same period.
Let’s split the difference and call it a 27% increase in claim costs
over that period, which is about what a 5.5% average claim cost
trend produces.

Needless to say, premium rates decreasing by 2% to 5% during
a time when claim costs increased by 25% to 30% has not been
good for industry loss ratios.

We can look at NAIC experience data for the industry and
observe just that. The data is split into policies written in the

last 3 years, which we’ll call “New Business”; and older policies,
which we’ll call “Old Business.” Figure 4 shows how the loss
ratios have changed for the 32 states in our study within those
two segments and for the industry in total over the last six years.

Figure 4: Medicare Supplement Industry Loss Ratios
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Source: Gen Re calculations based on the Medicare Supplement
Insurance Experience Exhibit (MSIEE)

Loss ratios on new business had been creeping up slowly over
the period 2014 to 2017. But they exploded in 2018 and 2019,
increasing by a whopping 7 percentage points in just two years.

Just as lower rates and higher claim costs are a nationwide
phenomenon, so too are increasing loss ratios. Figure 5 looks at
how state loss ratios on new business have progressed over the
last five years for our 32 states studied.
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Figure 5: Number of States (out of 32) Exceeding a Given LR
on Policies Written in the Last 3 Years

27 29 31

75% 19 21

80% 7 11 10 24 29
85% 2 1 2 8 17
90% 0 0 0 2 5

Source: Gen Re calculations based on the Medicare Supplement
Insurance Experience Exhibit (MSIEE)

By 2019, all but one state had a new business loss ratio over
75%. In 2017, only 10 states had new business loss ratios over
80%—just two years later that jumped to 29 out of 32 states. In
that same two-year period, the number of states with loss ratios
over 85% increased from 2 to 17. Before 2017, no state had a new
business loss ratio of over 90%. In 2019, there were five.

When it comes to aging, 50 is the new 40. When it comes to
Medicare Supplement loss ratios, 90 is the new 80!

So, there you have it. Lower premium rates plus increasing claim
costs equal higher loss ratios. Actuarial science!

Last year | wrote an article about how claim costs were increasing

and discussed how premium rates were not keeping up. This
article has focused more on premium rates in comparison to
those claim costs. | do not want to write another similar article
next year, but | fear | may have to. Since we did this analysis on
premium rates through March 2020, multiple new carriers have
entered the market in ten or more states with very competitive
rates (top 10, mostly top 3 to 5).

Launching a Medicare Supplement product with loss ratios in the
80s and 90s in the first three years is an exceedingly difficult way
to start a program and produces a long and possibly impossible
path back to overall profitability. Unfortunately, | expect that will
be the subject of my next article. Stay tuned. B
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Appendix: List of States Included In Analysis

Included: Alabama, Arizona, Arkansas, Colorado, Florida,
Georgia, lllinois, Indiana, lowa, Kansas, Kentucky,
Louisiana, Maryland, Michigan, Mississippi, Missouri,
Nebraska, Nevada, New Jersey, New Mexico, North
Carolina, Ohio, Oklahoma, Oregon, Pennsylvania, South
Carolina, Tennessee, Texas, Utah, Virginia, Washington,
West Virginia

Excluded (Small): Alaska, Delaware, District of Columbia,
Hawaii, Idaho, Maine, Montana, New Hampshire, North
Dakota, Rhode Island, South Dakota, Vermont, Wyoming

Excluded (Nonstandard or MA dominated): California,
Connecticut, Massachusetts, Minnesota, New York,
Wisconsin
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