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Abstract
In the vast event study literature, there have been few studies to test the market reaction to
surprise Supreme Court rulings. On June 28, 2012, the United States Supreme Court issued a
ruling upholding the Patient Protection and Affordable Care Act. Given the conservative
majority of the Court at the time, this ruling came as a surprise to most observers. The
unanticipated nature of the ruling could impact market values of the firms affected by it, and this
article tests those responses. We find weak evidence of a negative stock market response for
health care insurers, though the difference in individual returns among the insurers was
statistically significant. This article also utilizes the less common isotonic regression event study
to examine the price path of the health insurer portfolio over the entire judicial review and appeal
period, identifying several points where the price changes were statistically significant, including
the date of the Supreme Court ruling for health insurers. There was not a significant price
response for Medicare and Medicaid service providers on the date of the Supreme Court ruling.

Introduction
On March 23, 2010, after two years of politically polarizing debate, much negotiation and
a great degree of public interest, President Obama signed into law the Patient Protection and
Affordable Care Act (PPACA). The stated objective of the act was to increase the number of
Americans with adequate health insurance coverage. The primary mechanism implemented to
increase the insured rolls is commonly referred to as the “individual mandate”. The individual
mandate called for persons without access to employer sponsored health plans, Medicare or
Medicaid-style plans to obtain sufficiently robust private health insurance coverage or face a
monetary penalty to be collected through income tax filings. That same day, 14 states became
involved in lawsuits questioning the constitutionality of PPACA. Over the following year, an
additional 13 states either joined existing litigation or filed separately. Eventually these suits
melded into National Federation of Independent Business v. Sebelius, which was heard before the
U.S. Supreme Court in March 2012. Counter to expectations, the court ruled to uphold the
individual mandate. Using event study methodology and isotonic regression analysis techniques,
we examine the market reaction of health insurers to the unexpected ruling. We find weak
evidence of a negative market reaction for health insurers upon the ruling, with further evidence
that returns for the portfolio constituent firms were all different from zero and each other. These
results suggest that idiosyncratic firm characteristics may have affected firm returns; future work
will examine these characteristics. Isotonic regression analysis reveals several kinks in the
portfolio market return path over the judicial review period, but none during the period surrounding
the Supreme Court ruling. These dates will also be further examined in future work.

Event of Interest and Literature Review
The Patient Protection and Affordable Care Act
President Barack Obama signed the PPACA into law on March 28, 20101. Among many
contentious provisions in the law, one commanded the most attention: the “individual mandate”.
The law requires, beginning January 1, 2014, nearly all individuals2 not covered by an employer
sponsored health plan, Medicare or a Medicaid program would need to procure private health
insurance with an acceptable level of coverage or be subject to an annual penalty of $95 or up to
1% of income over the filing minimum, whichever is greater. This penalty ramps up to the greater
of $695 or 2.5% of income over the filing minimum by 2016.
In addition to the individual mandate, at least two other provisions in the law are pertinent
to our study. First, PPACA imposed a medical loss ratio constraint on health insurers effective
January 1, 2011. Individual and small group insurers must generally spend 80% of premium
dollars on health claims while large group insurers must generally spend 85%. Finally, the act
provided for significant expansion of Medicaid programs while simultaneously permitting the
Secretary of the Department of Health and Human Services to withdraw existing Medicaid funds
to states failing to comply with those expansion plans.
On the same day the bill was signed into law, 14 states became parties to lawsuits arguing
that the law was unconstitutional.3 On January 31, 2011, a US District Court judge ruled on the
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Those not purchasing insurance for religious reasons, members of health care sharing ministries or those for
whom the least expensive policy would exceed 8% of their income are exempt from the coverage requirement and
penalty.
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Florida case, finding that the imposition of a penalty for the failure to purchase insurance was
outside of Congressional power. Because the judge also ruled the individual mandate was not
severable from the rest of the law, the entire act was struck down. The Department of Health and
Human Services appealed the ruling to the Eleventh Circuit Court of Appeals. On August 12,
2011, the three judge panel affirmed the lower court’s ruling regarding the unconstitutionality of
the individual mandate; however, the panel reversed the district court’s opinion regarding
severability. This upheld the Act less the individual mandate. Without the individual mandate,
insurers argued that the guaranteed coverage requirements were unsustainable due to adverse
selection concerns.
On November 14, 2011, the Supreme Court agreed to consider appeals to the Eleventh
Circuit decisions as well as a parallel suit, National Federation of Independent Business v.
Sebelius, as one consolidated case. Arguments were presented by the parties between March 26,
2012 and March 28, 2012.

The decision of the court was released on June 28, 2012.

Commentators, pundits and prediction markets suggested that this ruling was a surprise, given the
conservative majority on the court. The Supreme Court upheld the individual mandate on its
constitutionality as a tax rather than a penalty enforced upon the lack of participation in the health
insurance market. The Court also limited the federal government’s ability to penalize states not
wishing to participate in Medicaid expansion by disallowing them from withholding existing
Medicaid funds.
Event Study Methodology

Mississippi, Wisconsin, Wyoming, Ohio, Kansas, Maine and Iowa. Virginia filed separately on the day of the bill’s
passage. Oklahoma filed separately January 7, 2011.

Even 40 years after the Fama et al. (1969) analysis of stock splits, event studies are still
used extensively within financial economics to test the impact of informational innovations on
equity returns. They have been used in insurance research to study the impact of loss shocks to
the insurance industry, including natural disasters such as hurricanes (Ewing, Hein, and Kruse
2004; Lamb 1995; Angbazo and Narayanan 1996; Cagle 1996) and earthquakes (Shelor,
Anderson, and Cross 1992; Aiuppa, Carney, and Krueger 1993; Marlett, Corbett, and Pacini 2000)
as well as man-made disasters such as the 9/11 attacks (Cummins and Lewis 2003).
Some attention has also been given to the impact of governmental actions on insurer value.
Several papers (Fields et al. 1990; Szewczyk and Varma 1990; Shelor and Cross 1990; Grace,
Rose, and Karafiath 1995; Cheng, Elyasiani, and Lin 2010) use the event study methodology to
examine the impact of Proposition 103, a California referendum passed in 1988 which significantly
increased the degree of California insurance pricing regulation. (Fields et al. 1990) find a negative
stock price reaction around the time of the election, with the negative effects amplified in those
firms with more revenue at risk as a result of increased regulation. Szewczyk and Varma (1990)
confirm the results of (1990) and also find a second negative price response after the California
Supreme Court upheld the constitutionality of the rate rollback component of Proposition 103.
Shelor and Cross (1990) expand the sample of Fields et al. (1990) and contrary to their results,
find the value impact on firms with “heavy California involvement” is not significant while nonCalifornia insurers are significantly negatively impacted. The authors attribute the difference in
results to firm size effects. Lastly, Grace, Rose, and Karafiath (1995) measure wealth effects using
portfolios of firms rather than individual firms. They find that value-weighted portfolios were not
significantly impacted by Proposition 103.

Hendershott, Lee, and Tompkins (2002) examine the impact of the Financial Services
Modernization Act of 1999 (also known as the Gramm-Leach-Bliley Act) on firm values across
financial services specialties, including insurers. They find that insurers and investment banks both
exhibited a strong positive price response while commercial banks showed no significant response.
They also find larger firms showed higher abnormal returns, which they suggest is consistent with
size being a necessary factor to exploit the scope economy opportunities opened by Gramm-LeachBliley. Neale and Peterson (2005) also examine the Gramm-Leach-Bliley Act and focus their
analysis on the value impact to insurers and within sectors of the insurance industry. Overall, they
find significantly positive abnormal returns associated with key milestones in the passage of the
Act. Further, they find evidence consistent with an overall reduction in market risk for insurers
following the passage of the legislation which they attribute to its diversification effect.
With respect to the Obama healthcare plan, Al-Ississ and Miller (2010) examine the
significant positive abnormal returns experienced by managed care and pharmaceutical firms in
relation to the surprise victory of Massachusetts Senator Scott Brown. Brown, a Republican,
changed the party balance in the Senate, increasing the likelihood of a Republican filibuster that
could prevent passage of the health care reform bill in the Senate.
Hartley (2012) also examines the effect of this Supreme Court ruling. He focuses on firms
within different health care sectors (managed care, biotech, hospitals, health care services and
pharmaceuticals). The significant abnormal returns he finds varied by sector and were generally
consistent with expectations around the change in future expected cash flows as a result of the
ruling.

In addition to measuring the stock price reaction to informational events, several studies
also investigate whether abnormal returns are limited to firms directly impacted by news
announcements, or whether a contagion effect exists. Extensive work exists in the finance literature
regarding contagion with Flannery (1998) providing a thorough review. Generally, the evidence
supports the hypothesis that investors (and depositors, in the case of banks) are rational and
accurate in their assessments of information events. Firms which are not impacted by the news do
not generally experience abnormal returns. Thus, little evidence supports contagion effects.
Contagion has been explored in the insurance literature as well. Fenn and Cole (1994)
examine the life insurance industry and its stock price reactions to announcements concerning the
downward revaluation of First Executive’s junk bond portfolio and a subsequent downward
revaluation of Travelers’ commercial real estate portfolio. They hypothesize that firms investing
in junk bonds and commercial real estate with relatively high levels of Guaranteed Investment
Contracts (GICs) would be particularly hard hit due to investor perception of decreased demand
for GICs4. They find evidence that investors in other firms took asset composition into account,
consistent with their hypotheses.
The contagion effect in the property-liability (P-L) insurance industry has been explored
with conflicting results, even when covering the same information event. Angbazo and Narayanan
(1996) and Lamb (1995) focus on the effect of Hurricane Andrew on P-L insurers. Both papers
compare the abnormal returns of firms with coverage written in Florida or Louisiana to firms
without loss exposure in those two states. Lamb (1995) finds negative abnormal returns only for
those firms with direct exposure. By contrast, Angbazo and Narayanan (1996) find no statistically
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GICs are viewed as savings vehicles roughly substitutable with federally insured deposit products.

significant difference between the exposed and unexposed groups, which the authors describe as
reflecting “industry-wide contagion effects since [Andrew] significantly affected most insurers,
whether these firms had any claims exposure in the hurricane-affected states.” Angbazo and
Narayanan (1996) attribute the disparity between their results and those of Lamb (1995) to
methodological and sample differences. Reaction to announcements of large losses by the Lloyd’s
market is examined by Fields, Klein, and Myskowski (1998), who find evidence consistent with
contagion in the global insurance marketplace.
Liebenberg, Liebenberg, and Ruhland (2008) examine the decision of Mississippi Attorney
General Jim Hood to file suit against property insurers seeking to retroactively rescind the water
damage (i.e., flood) exclusion contained in homeowners’ policies in the wake of Hurricane Katrina
due to its “unconscionable nature”. They find evidence of significant and negative abnormal
returns for publicly traded property casualty insurers with homeowners’ exposure in Mississippi
while finding no evidence of significant abnormal returns for those insurers without Mississippi
homeowners’ exposure.
Prediction Markets
Prediction markets typically consist of futures contracts whose eventual payout is binary
($0 or some positive amount) and whose final state depends on the outcome of some future event.
A commonly cited example is the Iowa Electronic Markets operated by the University of Iowa.
An example of a contract traded might be “$1 if Chris Christie accepts the Republican party’s
nomination for the 2016 US Presidential race, $0 otherwise”. The contract would then settle at $1
if Governor Christie accepted the party’s nomination at the 2016 Republican National Convention
or $0 for any other outcome. The valid price range for such a contract would be bound between

$0 and $1. If you felt that Governor Christie would receive and accept the party’s nomination,
you could buy a contract at the market price and collect a dollar in the event that you were correct.
Alternatively, you could sell your contract before the event’s outcome was known, hopefully at a
higher price than at which the contract was purchased. Conversely, if you felt Governor Christie
would not become the party’s nominee, you could effectively short sell a contract.
A for-profit prediction market whose trades form the basis for some academic research is
Intrade.com. Intrade is based in Ireland and hosts markets for the outcomes such varied events as
the confirmation of the US Cabinet members before a particular date to the winner of Best Picture
at the Academy Awards. The common theme among the events is the ability to use the price of
the contract as an a priori proxy of the market’s perception of that event’s probability. In this
study, we can leverage Intrade’s historical pricing data for the contract “The US Supreme Court
to rule individual mandate unconstitutional before midnight ET 31 Dec 2012”. Looking at a graph
of the price path in Figure 1, it appears that the implied probability of the Court overturning the
individual mandate ranged between 60-70% in the weeks leading up to the Court’s decision.
Immediately after the court rendered its decision, the implied probability fell to around 2%. If the
prediction markets are a reliable gauge of the market’s perception of an event’s likelihood, it
appears that the Supreme Court’s decision was a true innovation.
Hypothesis Development
Traditional corporate finance theory suggests that a firm’s market value can be derived
from the summation of its discounted future net cash flows. The present value of these cash flows
can be negatively influenced in at least three ways: cash outflows increase relative to cash inflows,
cash inflows decrease relative to cash outflows or the appropriate discount rate increases. If the

surprise decision of the Supreme Court is interpreted by the market to do any of these things
separately or in combination, ceteris paribus, we would expect the firm’s market value to decrease.
Demand and loss distribution shifts
The upholding of the individual mandate, along with most of the rest of the law, introduced
some probable changes in firm value for health insurers. First, the future expected number of
enrollees the typical health insurer unambiguously increases. However, the impact of this increase
on the firm’s value is not as clear. Eastman (2013) suggests that the monetary penalty for not
carrying sufficient coverage is insufficient to induce relatively healthy people to obtain coverage.
Since insurers are no longer able to individually underwrite or set premiums based on health
condition, this introduces an adverse selection problem. Relatively unhealthy people will seek out
insurance set at an average rate below their expected losses. However, those relatively healthy
people with sufficiently low levels of risk aversion whose expected losses fall below the prescribed
penalty may rationally opt out of purchasing insurance and simply pay the penalty. If the market
perceives health insurers to be able to accurately predict and balance this demand shift with
premium changes, increased enrollment may result in a increase in expected net cash flows
resulting in positive abnormal returns. Alternatively, the market may expect firms to inaccurately
predict the shifts. Poor demand shift prediction or mispricing could result in underpricing, yielding
poor underwriting margins. Alternatively, poor demand shift prediction or mispricing could result
in overpricing, yielding loss of market share. Misestimating pricing in either direction may result
in a decrease in expected net cash flows and negative abnormal returns. We remain agnostic about
the market perception of firms’ ability to predict the change; therefore, we present the hypotheses
as alternatives for which the results will be borne out in the empirics.

Hypothesis 1a: As a result of the surprise upholding of PPACA, the market expects
health insurers will properly predict and price shifts in their loss distribution from
new enrollees, yielding positive abnormal returns
Hypothesis 1b: As a result of the surprise upholding of PPACA, the market expects
health insurers will fail to properly predict and price shifts in their loss distribution
from new enrollees, yielding negative abnormal returns
Imposition of medical loss ratio constraints
In addition to the expected increase in the pool of insured individuals, PPACA imposes a
“medical loss ratio” constraint on health insurers. Effective January 1, 2011, individual and small
group insurers must spend at least 80% of premiums on claims and health care quality
improvement while large group insurers must spend at least 85% of premiums on such activities.
According to the U.S. Department of Health and Human Services, 55% of individual plan
participants enroll with plans spending at least 25% of premiums on administrative costs. As a
result, it seems the majority of health insurers servicing the individual market will need to
streamline their operations in order to comply with PPACA. Assuming such efforts to improve
operating efficiency take time, we predict that firms with greater expense ratios in 2011 will be
see greater negative abnormal returns.
Hypothesis 2: Abnormal returns are decreasing in 2011 expense ratio of health
insurers
Medicaid expansion

While the section of the law with the most media exposure, the individual mandate, was
upheld by the Court, another section dealing with Medicaid expansion was not. Under PPACA,
Medicaid programs’ eligibility requirements were relaxed to cover individuals and families with
incomes up to 133% of the poverty line beginning January 1, 2014. Although this expansion was
financed fully by the federal government for the first three years, the federal government’s share
of the costs declines to 90% by 2020. Numerous states expressed concerns about their increased
share as defined in the law as well as the potential for their share to increase at an even faster rate
or to an even higher level should federal budgetary deficits become enough of a salient issue for
lawmakers to materially address them. As written, the law required states to accept the program
expansion by allowing the Secretary of Health and Human Services to withhold Medicaid funding
in its entirety from states that did not comply. This was deemed by the Court to be coercive and
was struck down. Although Medicaid is a government-funded program, many states utilize private
health insurance companies to administer the plans. After the law’s passage and prior to the ruling,
we hypothesize a decline in expected cash flows of firms administering Medicaid plans in those
states not expected to expand eligibility and forgo all federal funding. In those states whose actions
toward accepting eligibility expansion were more uncertain, firms administering Medicaid plans
would have more uncertain cash flows. We would expect this to lead to the market using a higher
discount rate when valuing those firms, lowering the market their market values. The surprise
decision of the court to not allow the federal government to implement an “all or nothing” approach
to funding Medicare expansion would then be expected to reverse the above and result in an
expected rise in firm value through either increased expected cash flows or a lower appropriate
discount rate.

Hypothesis 3: Positive abnormal returns increase in the degree of Medicaid
administration performed by health insurers
Hypothesis 4: Positive abnormal returns increase in the proportion of business
written in states previously announcing they would turn down Medicaid funding if
the law was upheld
Data and Methodology
We analyze the impact of the Supreme Court decision by calculating the abnormal stock
market returns for firms with health insurance as their primary line of business (see table 1 for firm
names). Descriptive statistics about these firms are provided in table 2. Firms were identified
based on primary SIC code, with firms identifying primary lines of business as Accident and
Health Insurance (SIC 6321) and Hospital and Medical Service Plans (SIC 6324). An initial sample
of 22 was identified from CRSP firms listing one of the SIC codes of interest. Eight firms that
issue American Depository Receipts (ADRs), derive most of their premiums from non-health
business (disability), operate primarily in reinsurance or offer services only without assuming risk
were dropped from the sample. The sample was further divided into two sub-groups: five firms
that identify provision of services related to government-sponsored programs as their primary line
of business (primarily Medicare and Medicaid) and nine firms that derive a non-trivial portion
(greater than 20 per cent) of their revenues from commercial or individual health insurance.
Descriptive statistics are drawn from the NAIC InfoPro database and daily stock market returns
are from the Center for Research in Security Pricing (CRSP).

A significant issue with the

standard event study methodology arises when the event under investigation is common to all the
firms in the sample, especially if each firm is part of the same industry. Since the residuals from

the regression cannot be assumed to be independent, a key assumption of ordinary least squares is
violated, leading the researcher to inappropriately reject the null hypothesis. Two common
corrections for this problem include combining all of the firms into a single portfolio and testing
the average portfolio response to the event, or using seemingly unrelated regression (SUR), which
implicitly incorporates the variance-covariance matrix of residuals into the parameter estimate
calculations. Each method has advantages, so we use both in our analysis. The advantage of the
portfolio method is its tractability and ease of explanation. However, if firms in the portfolio are
affected disparately, the researcher is unable to identify the impact of those divergent firms. The
SUR method is limited in that it can only analyze the impact of the event for firms that trade on
each day of the investigation period, potentially eliminating some dates in the estimation or event
windows or reducing the sample size. The process is also computationally intensive, and results
may become unstable if the sample size of the sample becomes too large. Given the relatively
small sample size under investigation here, neither of these constraints is binding in the analysis.
Further, the SUR method allows the researcher to test additional hypotheses about the extent of
the impact. Moreover, in addition to testing the overall impact on the portfolio, SUR allows us to
test some additional constraints, including whether each stock in the portfolio was affected
similarly, and whether that joint effect was different from zero. Thus, our primary results are based
on the SUR method, while we also use the portfolio OLS method to examine the robustness of our
results.
In addition to the traditional event study analysis, we also employ a less common method
to examine investor sentiment about the Supreme Court decision over time.

The isotonic

regression method was an event study method pioneered by Ellison and Mullin (2001) in their
work on the impacts of the 1992-93 Clinton health care reform proposals on pharmaceutical stocks.

The essential purpose of isotonic regression is to examine the relationship between a dependent
variable (the price of the portfolio) and the explanatory variables (the release of information) while
imposing a restriction on the direction of the general price changes. The isotonic event study
allows us to pinpoint particular times when the portfolio experienced significant changes in value,
reflecting the potential release of information related to the ruling in question.
Results
The results of the standard portfolio event study, listed in Table 3, suggest that the stock
market response to the event for health insurers was negative, though the result was only significant
at the 10% level. The event study therefore provides only limited evidence of any stock market
reaction, consistent with Hypothesis 1b. However, the plot of the abnormal returns presented in
Figure 2 suggests a large and positive market reaction several days after the Supreme Court
announcement. At this point, we do not have an explanation for such a delay, though a review of
news announcements, press releases and firm statutory reports may yield some explanations.
The SUR event study results, listed in Table 4, similarly do not suggest any statistically
significant abnormal returns on the day of the announcement. However, there are two additional
hypotheses tested in the SUR event study. The first of these is whether each of the individual stock
returns was significantly different from zero, and we find evidence to support this hypothesis. The
second is whether the returns are significantly different from one another, and again there is
evidence in support of this hypothesis. These results suggest a differential impact to firm stock
market returns across the industry and merit further investigation. Future research in this project
will test whether state concentration and importance of health care in the firm’s business portfolio

are related to the abnormal returns observed for the firm. Both portfolio and SUR analysis provides
weak support for Hypothesis 1b, and no support for Hypothesis 1a.
Turning now to results from the isotonic event study, summarized in Tables 5 and 6,
examine deviations from predicted price paths for our two sub-samples. Table 5 (illustrated in
Figure 3) displays results for the sub-sample of Medicare and Medicaid firms over the 18-month
period surrounding the Supreme Court ruling. We first examine deviations from the predicted price
path over the entire two-year sample period over which the Act was being debated, voted, signed
and subsequently contested. Here, we see evidence, as illustrated in Figure 3, that significant price
jumps were observed in April, August, September and December 2012. While a negative price
reaction was observed prior to and following the Supreme Court ruling, it was reversed shortly
and was not identified as a significant and lasting stock price change for this sub-sample.
The results for the sub-sample of health insurance firms, however, suggests a different
result. First, significant return trend breaks are observed at several more points over the time
period, including October 2011, January, May, June, November and December 2012 and again in
February 2013. Also, the health insurer sub-sample did experience a significant price drop on the
date of the Supreme Court ruling that was not reversed in the same manner as the
Medicare/Medicaid sub-sample. Thus, there is evidence that investors assigned a more prominent
and long-term impact on health insurers than than Medica
Hypotheses 2, 3 and 4 will be examined in future research.
Conclusion
In this article, we summarize prior literature regarding the propensity for firm stock market
reactions to legislative and judicial actions. In particular, we examine the stock market reaction in

the health insurance industry surrounding the upholding of the Patient Protection and Affordable
Care Act (PPACA). Our initial results provide weak support for a negative market reaction
hypothesis, with returns among insurers varying significantly. We also show that while market
reactions changed significantly at other times during the judicial process, the period surrounding
the surprise Supreme Court ruling was not one of those times. Future research will address
outstanding questions about the idiosyncratic firm factors that drove differential market price
reactions.
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Figure 1. Prediction Market Probability

Note. – Source: Intrade.com. Implied probability of a yes result for the question, “The US
Supreme Court to rule individual mandate unconstitutional by 12/31/2012.”
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Figure 2. Portfolio Event Study Results
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Figure 3. Isotonic Regression Event Study – Medicare/Medicaid Firms

Note. – Dashed line represent observed portfolio price and solid line represents predicted price
assuming decreasing price path. Callouts represent significant deviations from predicted price
path with accompanying news events as follows:
1

President Obama tells American Society of Newspaper Editors that PPACA cuts Medicare and
Medicaid costs by increasing efficiency and reducing costs throughout the system.
2

Social Security Administration projects that Social Security Trust Fund will be exhausted three years
earlier than previously estimated, in part, due to rising health expenses in the Medicare portion.
3

State of Main lodges first salvo against PPACA Medicaid expansion provisions by moving to strip
benefits from 30,000 residents.
4

No news noted.

Markets close before Congress passes legislation to avoid “Fiscal Cliff”, which would have resulted in
Medicare cuts among large-scale automatic spending controls.
5

Figure 4 -- Isotonic Regression Event Study – Health Insurer Firms

Note. – Dashed line represent observed portfolio price and solid line represents predicted price
assuming decreasing price path. Callouts represent significant deviations from predicted price
path with accompanying news events as follows:
1

Wall Street Journal editorial links shut-down of federal long-term care insurance program to PPACA as
similarly unsustainable.

President Obama’s State of the Union address says of health insurance: “I will not go back to the days
when health insurance companies had unchecked power to cancel your policy, deny you coverage or
charge women differently from men... I’m a Democrat. But I believe what Republican Abraham Lincoln
believed: That government should do for people only what they cannot do better by themselves, and no
more. That’s why our health care law relies on a reformed private market, not a government program.”
2

3

Wall Street Journal reports that consultants are recommending that some employers drop health plans
and funnel employees into health insurance exchanges.
4

US Supreme Court rules that the individual mandate component of PPACA is constitutional as a tax, but
that states cannot be forced to expand Medicaid.
5

Congressional Budget Office announces re-calculated cost of PPACA after Supreme Court Ruling that
forced Medicaid expansion is unconstitutional.

6

Supreme Court orders lower courts to review Liberty University case related to the employer mandate.

7

Wall Street Journal reports that employers will not have to pay a penalty for failing to provide
“affordable” health coverage for employee dependents.
8

Six more states petition for exemption from creating state health insurance exchanges at petition
deadline.

Table 1 – Firms Analyzed
Panel A – Medicare/Medicaid Firms
Universal American Corp
Amerigroup Corp
Centene Corp
Molina Healthcare Inc
Wellcare Health Plans Inc
Panel B – Firms with Non-trivial Individual and Commercial Health Insurance
Humana Inc
Cigna Corp
Coventry Health Care Inc
Health Net Inc
Aetna Inc
Wellpoint Inc
Unitedhealth Group Inc
American Independence Corp
Triple S Management Corp
Note. – Analyzed firms are publicly-traded insurers with Primary SIC Codes of 6321 (Accident
and Health Insurers) and 6324 (Hospital and Medical Service Plans). Firms traded in the U.S. as
American Depository Receipts (ADRs), firms identified as disability insurers and reinsurers are
not included.

Table 2. Descriptive Statistics
To be provided in future drafts.

Table 3. Portfolio Event Study Results
Panel A – Medicaid/Medicare Firms

Window
(-30,+1)
(-10,-1)
(-1,0)
(0,+1)
(0,+5)
(0,+10)
(0,+30)

CAAR
-5.38%
-1.93%
3.28%
2.59%
-1.15%
19.68%
11.05%

Equal
Value
Patell Z
CAAR
Patell Z
-0.603
-5.54%
-0.619
-0.388
-0.70%
-0.141
1.479*
3.43%
1.5358
1.176
2.37%
1.07
-0.294
0.20%
0.058
3.784*** 20.60%
3.938***
1.268
9.23%
1.055

Panel B – Health Insurance Firms

Window
(-30,+1)
(-10,-1)
(-1,0)
(0,+1)
(0,+5)
(0,+10)
(0,+30)

Equal
CAAR
Patell Z
-1.95%
-0.332
0.55%
0.168
-2.45%
-1.679**
-5.41%
-3.698***
-8.44%
-3.331***
-5.15%
-1.501*
-11.62%
-2.018**

Value
CAAR
Patell Z
-2.09% -0.363
1.43%
0.446
-2.35% -1.643*
-5.61% -3.901***
-7.48% -3.008**
-4.51% -1.337*
-13.00% -2.301**

Note. – Results from portfolio event study. Columns labeled “Equal” use the equal-weighted
CRSP market portfolio as the reference portfolio. Columns labeled “Value” use the valueweighted CRSP market portfolio as the reference portfolio. The event date for each analysis is
June 28, 2012, the day the Supreme Court ruled the “individual mandate” constitutional.

Table 4. SUR Event Study Results
Panel A – Medicaid/Medicare Firms

Window
(-30,+1)
(-10,+1)
(-1,0)
(0,+1)
(0,+5)
(0,+10)
(0,+30)

CAAR
-0.086
0.022
0.039
0.028
-0.012
0.242
0.183

Equal
F-Stat
0.691
0.134
2.52
1.285
0.083
17.172 ***
3.244 *

CAAR
-0.088
0.033
0.040
0.025
0.002
0.252
0.164

Value
F-Stat
0.71
0.289
2.688
1.064
0.002
18.34 ***
2.568

Panel B – Health Insurance Firms

Window
(-30,+1)
(-10,+1)
(-1,0)
(0,+1)
(0,+5)
(0,+10)
(0,+30)

Equal
CAAR
F-Stat
-0.020
0.1
-0.049
1.788
-0.025
2.83 *
-0.054
13.761 ***
-0.084
10.989 ***
-0.052
2.197
-0.116
3.685 *

Value
CAAR F-Stat
-0.021
0.12
-0.042
1.37
-0.024
2.711 *
-0.056
15.315 ***
-0.075
8.984 ***
-0.045
1.748
-0.130
4.791 **

Note. – Results from seemingly unrelated regression analyses.
* represents probability of committing a Type I error by rejecting the null hypothesis listed in the
column header.

Table 5. Isotonic Event Study Results
Panel A: Medicare/Medicaid Services
First date

Last date

9/28/2011
4/9/2012
4/26/2012
8/3/2012
9/12/2012

4/5/2012
4/25/2012
8/2/2012
9/11/2012
12/31/2012

Predicted Standard
Price Deviation
1.13073 0.086045
1.06197
0.01777
0.99083 0.047276
0.95134 0.010448
0.89414 0.029773

F-statistic

Prob>F

16.7715
16.595
9.0703
19.4766
18.7836

5.17E-05
5.66E-05
0.002775
1.34E-05
1.89E-05

Predicted Standard
Price Deviation
0.98368
0.00352
0.95875 0.012532
0.90109 0.013807
0.83208 0.012287
0.79644 0.010123
0.76763 0.015227
0.75035 0.006319
0.72226 0.007232

F-statistic

Prob>F

13.344
661.472
705.537
87.927
66.248
32.468
62.503
21.461

0.000297
0
0
0
6.11E-15
2.5E-08
3.10E-14
5.01E-06

Adjusted
Prob>F
0.001401
0.001524
0.046064
0.000375
0.000529

Panel B: Health Insurers
First date

Last date

9/28/2011
10/4/2011
1/25/2012
4/27/2012
6/29/2012
7/25/2012
11/26/2012
1/2/2013

10/3/2011
1/24/2012
4/26/2012
6/28/2012
7/24/2012
11/23/2012
12/31/2012
2/15/2013

Adjusted
Prob>F
0.006892
0
0
0
1.71E-13
1.75E-07
1.71E-13
0.000137

Note. – Results from isotonic regression-based event study. First dates and last dates correspond
to periods of time during which the expected price path was constant. The end date of a period
corresponds to a structural break in the expected price path over time. Predicted price is equal to
1 on the first day of portfolio construction and represents percentage of original price as time
evolves.

