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The affordable care act: Past promises, current
debates, future directions
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The Affordable Care Act (ACA) was passed in
2010. This was arguably President Obama’s signature
piece of legislation and is commonly referred to as
Obamacare. As politicians are wont to do, many prom-
ises were made. The most infamous promise was, “If
you like your health care plan, you can keep it."! This
was so obviously untrue that PolitiFact made it the
2013 Lie of the Year.? This promise was not directed at
Medicare beneficiaries, since these people were gen-
erally happy with Medicare. Rather this promise was
directed at people with employer based private health
insurance. It was a promise that was doomed to fail
given the structural features of the ACA.

The ACA was sold to the public as health insur-
ance, but it had features that were incompatible with
insurance. The ACA was a subsidy to two groups of
people. The first group includes those who are insura-
ble but who cannot afford actuarially sound insurance
premiums. These would be the working poor and indi-
gent. The second group consists of people who are
uninsurable due to pre-existing conditions. Rather
than having a risk of medical expenses that can be
shared with others with similar risks, they have certain
costs that must be paid but exceed their ability to pay.

The only feature that insurance has in common
with a subsidy is that beneficiaries pay less in pre-
miums than the costs of a claim. Insurance is able to
do this because the risk of a claim is shared among
many people. Nobody has to sacrifice anything to
pay an insurance claim. A subsidy, on the other hand,
must be paid by others who do not receive the ben-
efits. In the case of the ACA, the subsidies are paid
from general tax revenue.
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Insurance that retains risk stratification has incen-
tives for everyone to minimize their risk as people
who take prudent steps to reduce risk qualify for a
lower premium commensurate with their reduced risk.
An example would be a health insurance policy that
offers a reduced premium to non-smokers. Subsidies
are received by people who do not see the costs; they
have no incentives to reduce risk. This is known as
moral hazard. The subsidized only have incentives to
qualify for the subsidy. These incentives tend to have
perverse economic effects. An example would be
someone who is able to work but refuses in order to
keep income below some arbitrary threshold to qual-
ify for the subsidy. In some cases the value of the sub-
sidy is greater than the value of the extra income that
is declined irrespective of the extra time and effort
necessary to earn the extra income.

The two main goals of the ACA were to decrease
the number of uninsured people in the U.S. and to
lower health care costs. It should have surprised no
one that the ACA was successful in the first goal,
because subsidies always increase the quantity of
transactions, all other things being equal.® The sec-
ond goal should have been a red flag, however, since
subsidies always increase the price, all other things
being equal.® President Obama promised multiple
times that premiums would decrease by $2,500 per
year.! While some have argued that insurance pre-
mium increases have moderated since the ACA,* and
others have argued that premium increases have dra-
matically increased since the ACA,° nobody claims
that insurance premiums are decreasing.

Figure 1 has important information relevant to the
past, present, and future challenges for the ACA. |
will return to this figure during discussion of the future
trends, but for now, Figure 1 illustrates that health
care expenditures are rising for private “insurance” as
well as for public programs. Just as subsidies lead
to increases in health care prices for Medicare and
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Medicaid, subsidies are responsible for rising health
care prices in the so-called private sector. The insur-
ance companies received, until recently, government
subsidies to participate in the ACA exchanges. The
other form of subsidy is the subsidy for pre-existing
conditions. By making risk stratification for pre-existing
conditions illegal, the average expected risk is less
than the expected risk for those with pre-existing con-
ditions and greater than the expected risk for those
without pre-existing conditions. This subsidy from
those without pre-existing conditions to those with
pre-existing conditions has two major effects on the
composition of the risk pool. Those with pre-existing
conditions have an incentive to buy insurance at the
subsidized rate, but those without pre-existing condi-
tions have an incentive to take their chances without
insurance and pay out of pocket for medical expenses
as they arise. The Individual Mandate was created
to force those without pre-existing conditions to pay
higher premiums than were justified for their risk in
order to subsidize those with pre-existing conditions.
The Individual Mandate has been very unpopular and
many have decided to pay penalties rather than buy
insurance.” As healthy people opt out, the remain-
ing risk pool has greater risk which leads to higher
insurance premiums which escalates the incentive for
healthy people to opt out. This is what is known as an

=>¢=Medicaid Per Enrollee

insurance death spiral—which is a nice segue into the
present state of the ACA debate.

The past year has seen important debates about
the ACA. Repeal of the ACA was a major campaign
promise by Republicans in general and President
Trump in particular. The Republicans failed twice to get
enough votes to repeal and replace the ACA. In general
the public favors coverage of those with pre-existing
conditions; individuals are just not interested in pay-
ing for this feature. The public opposes the Individual
Mandate. While public support has kept the ACA from
being repealed, the funding of the ACA subsidies to
insurance companies has been decreased by presi-
dential directive. Furthermore, the recently passed
Tax Reform bill repeals the Individual Mandate for the
ACA. Even before these changes, insurance compa-
nies were leaving the ACA marketplace exchanges. A
major story in 2016/2017 was the departure of both
Aetna and United Healthcare from the ACA exchange
marketplaces.® These departures have left large por-
tions of the U.S. with only one carrier.

Earlier this year, the New York Times claimed that
Obamacare was not in a death spiral.’® This claim
relied on estimates from the Congressional Budget
Office (CBO) which assumed no major structural
changes going forward. The Washington Post noted
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that elimination of the Individual Mandate could initiate
an insurance death spiral and graphically explained
how this could happen.™ A few months ago, President
Trump ended subsidies paid to insurance companies
used to lower insurance costs for low income people.
The New York Times now notes, “Without the subsi-
dies, insurance markets could quickly unravel. Insurers
have said they will need much higher premiums and
may pull out of the insurance exchanges created under
the Affordable Care Act if the subsidies were cut off.
Known as cost-sharing reduction payments, the sub-
sidies were expected to total $9 billion in the coming
year and nearly $100 billion in the coming decade.”?

The death spiral issue is also made more likely by the
elimination of the Individual Mandate in the recently
passed Tax Reform bill. The future of ACA depends
on whether individuals with pre-existing conditions will
receive some new form of subsidy.

The possible futures for ACA include some form
of repeal and/or replace, an incremental expansion
of ACA type subsidized “insurance” exchanges, or
some kind of universal coverage. Repeal and/or
replace appear to have stalled and are unlikely. The
Individual Mandate was eliminated. It seems likely
that the debate over ACA will now become a debate
over some form of universal coverage.
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The New England Journal of Medicine championed
possible futures with universal coverage in a recent
issue with two articles, “Which Road to Universal
Coverage™ and “How to Think about Medicare for
All."** Neither article deals with the problems of how to
pay for these programs. Everyone would prefer to have
health care vs. not having health care. Advocates of
government subsidized health care either do not realize
or do not mention, however, that nobody would prefer
having health care vs. having all other possible things.
Otherwise, people would voluntarily choose health
care over all of their other options and this discussion
would be unnecessary. Free health care has unlimited
demand; it is a fiscal black hole. Fantasy proposals of
universal health care envision a world where everyone
is devoting 100% of their efforts to satisfy the unlimited
demands of health. This is a nightmare rather than a
utopia. “Which Road to Universal Coverage?” explains
away this fiscal problem with a single sentence: “A
national health care budget would cap spending on
included services.”" It is somewhat contradictory that
an article on universal coverage describes a “univer-
sal” coverage that is capped or limited.

So-called universal coverage is rationing by
political means rather than rationing by the market.
The market lets individuals decide when they prefer
something else vs. the next incremental purchase of
health care. Neither “Road to Universal Coverage”
nor “Medicare for All” provides details on which ser-
vices will not be covered or which people will be
denied which services. “Which Road to Universal
Coverage?” acknowledges that people “would have
to believe that the national health budget would selec-
tively purge useless or low-benefit care but not impair
beneficial care or advances in medical technology.”*?
This would indeed be a suspension of disbelief for
any health care provider who has spent hours trying
to obtain home oxygen or non-invasive ventilation for
needy patients when the patient does not fit neatly
into one of Medicare’s checkboxes. Under universal
coverage, rationing decisions would be made by the
same people who literally lose billions of dollars™ or
who were responsible for the VA scandal.'®

Figure 1 shows another problem with these uni-
versal coverage proposals. Government health care

systems spend more per patient than private health
care systems, yet we are supposed to believe (without
any evidence at all) that shifting patients from private
care to government care will cost less. Advocates of
government subsidized health care never seem to
acknowledge that subsidies ALWAYS make goods
and services more expensive than they otherwise
would be.

The 2017 Medicare Trustees Report has some
eye opening figures."” In calendar year 2016,
Medicare covered 56.8 million beneficiaries at a
cost of $678.7 billion ($12,829 per beneficiary).
Although the so-called “revenues” to the trust fund
are listed at $710.2 billion, that revenue figure
includes $319.2 billion transferred from General
Revenue. General Revenue is the government
budget that is in deficit every year. Medicare is not
pay as you go; rather Medicare borrows from the
future without any expectation that the loan will
ever be repaid.

In 2016, the U.S. spent 17.9 percent of all eco-
nomic output on health care.® Advocates of universal
coverage want this figure to be higher. The problem
with these proposals is they offer no mechanism
to determine how much is too much. There are no
restraints on the production of health care necessary
to permit the production of other things.

“Medicare for All” justifies the huge tax increases
necessary to pay for the program as a means to
address income inequality. “Medicare’ for All offers
politicians a way to squarely address the issue. It
would lift a substantial financial burden from low and
middle-income families—their health insurance pre-
miums—and shift the weight to wealthier Americans
by raising their taxes.”'* This is naive. Public financ-
ing is necessary for pharmaceutical and other health
care corporations to charge outrageous prices for
goods and services while still getting paid.'® Medicare
for all will enable these same corporations to impov-
erish the working poor and middle class with crush-
ing tax burdens so as to pay an ever increasing price
for an ever decreasing quality of monopoly health
care. Medicare for all would essentially convert every
health care corporation into a cost plus rent seeking
defense contractor.
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The financial burdens of health care may be already
taking a toll on working people. The CDC recently
released data showing that life expectancy declined
in the United States for the last two years with data
(2015 and 2016)." This is very unusual for a devel-
oped country in the absence of war or some pandemic.
These data also show that mortality rates increased
for every age group between 15 and 64 while mortality
decreased for every age group 65 and over. Subsidized
health care does not seem to be working out well for
those who have to pay the subsidies. While the causes
for decreased life expectancy in developed countries
is most likely multi-factorial, subsidized health care
leads to fewer jobs available as manufacturers move
to countries without health care taxes. For those who
are fortunate to find jobs, subsidized health care taxes
away a greater percentage of stagnant wages leaving
less available for individual choices.

The ACA started with a promise—health insurance
premiums will cost less—that could not possibly be
kept. As the advocates of government subsidized health
care forget the failings of ACA and set their sights on
Universal Coverage, we should be mindful that these
promises of affordability will not be kept either.
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