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Introduction and summary

!e central goal of the A"ordable Care Act—to ensure that all Americans have 
access to quality health care—is a dramatic departure from the longstanding 
approach to health care in this country. !e means of accomplishing this goal, 
however, are far from revolutionary. !e legislation both preserves the private 
market for health care insurance and creates new, virtual marketplaces for unin-
sured individuals and small businesses to shop for health insurance products. 
!ese marketplaces—called exchanges—will provide both individuals and small 
businesses with one-stop, streamlined shopping for health insurance. When the 
exchanges are up and running, an estimated 20 million to 23 million Americans 
will use these markets to obtain health insurance.1

!e exchanges will not replace existing health insurance markets. !us, much of 
their success will depend on how well their design and operation account for the 
speci$c health care environments in which they will operate. States are currently 
responsible for regulating most health insurance, and state insurance markets vary 
greatly due to di"erent legal requirements as well as di"erences in demographics 
and geography. Because of these di"erences, the A"ordable Care Act intended the 
exchanges to be state run: !e law gives states $rst crack at designing and imple-
menting the exchanges within its broad requirements and o"ers funding to help 
states with these e"orts. 

If a state elects not to implement an exchange or is unable to have a functioning 
exchange ready by 2014, the health reform law requires the federal government to 
run the exchange on behalf of the state.2 Four states—Arkansas, Louisiana, New 
Hampshire, and Maine—have announced that they will not pursue a state-run 
exchange. Additionally, it is likely that a federally facilitated exchange will also 
operate in many other states: Seventeen states have yet to begin exchange planning 
or implementation e"orts and progress in other states has been very slow.3 States 
may also choose a hybrid “partnership” exchange; taking day-to-day responsibility 
of plan management and customer assistance in a federally facilitated exchange.4 
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!e design and implementation of the federally facilitated exchange presents a 
signi$cant challenge requiring federal policymakers to coordinate closely with 
each state, taking into account the state’s existing insurance market, speci$c health 
care needs, and political environment. But the federally facilitated exchange also 
o"ers an opportunity to advance reforms that help constrain health care costs and 
encourage the delivery of high-quality care. !is paper suggests policies for the 
federally facilitated exchange to accomplish these goals, speci$cally: 

Creating state-speci$c advisory boards to advise federal policymakers about 
local health care environments 

Utilizing a variety of tools, including active purchasing, to reduce costs and 
encourage quality care

!e federally facilitated exchange will be crucial to the success of the A"ordable 
Care Act. !e opportunity to design and implement an exchange that is con-
sumer focused, o"ers high-value products, and fosters needed reform should 
not be squandered.
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