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The Supreme Court Decision on Obama Care
Part lll: The Unintended Consequences on the Already Insured

Gilbert Berdine, MD

Part | of this series discussed the direct legal
consequences of the Supreme Court Decision on the
Affordable Care Act (ACA). Part Il predicted that pro-
posed cost savings would not, in fact, be realized by
the expansion of insurance coverage. Part lll discuss-
es the unintended consequences of ACA on those
people who are already insured and are content with
their coverage.

ACA will lead to substantial unintended effects
on those who already have insurance paid for by their
employer. Many companies offer health benefits to
some full time employees. ACA will increase the cost
of the policies and require that a greater number of
employees be covered. Some employers will drop
health insurance as a paid benefit.

The owner of a group of KFC franchises illus-
trated the effects of ACA on his insurance costs.’

Barr has 23 stores with 421 employees, 109
of whom are full-time. Of those, he provides 30
with health insurance. Barr said he pays 81 percent
of their Blue Cross Blue Shield policy, or $4,073 of
$5,028 for individuals, more for families, for a total bill
of $129,000 a year. Employees pay $995.

Under Obamacare, however, he will have to
provide health insurance for all 109 full-time workers,
a cost of $444,000, or two and half times more than
his current costs. That $315,000 increase is equal to
just over half his annual profit, after expenses, or 1.5
percent of sales. As a result, he said, "I'm not paying
$444,000."

Providing no insurance would result in a federal
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fine of $158,000, $29,000 more than he now spends but
the lowest cost possible under the Obamacare law. So
he now views that as his cap and he'll either cut worker
hours or replace them with machines to get his costs
down or dump them on the public health exchange and
pay the fine. "Every business has a way to eliminate
jobs," he said, "but that's not good for them or me."

Note the businessman assumed that the premi-
ums for his employees would not go up. He is mistak-
en about that assumption, so the actual figure would
be higher than $444,000. The businessman currently
pays a lower premium than the average health care
cost due to the actuarial expectation that his work-
ing employees are healthier than the unemployed.
Since ACA eliminated risk stratification on the basis
of pre-existing conditions, the average premium must
rise to the average per capita cost of health care.
As analyzed in Part Il of this series, the premium of
$5,028 would increase to greater than $7,535.2

ACA includes subsidies for premiums to entice
low income participants. The magnitude of the effect
of these subsidies is unknown, but all subsidies in-
crease the price of a product. The Society of Actuaries
has predicted significant increases that vary greatly
from state to state.® Their predictions for Wisconsin
were made in great detail.

Note that the stratification of risk (and premi-
um) for age is retained by ACA. The premiums for all
age groups are expected to rise. This study has been
criticized by the Congressional Budget Office (CBO),
which has predicted premium increases by only 10-
13%, but the CBO does not include subsidies in its
figures for premiums. The subsidies must be paid by
someone and must be included in the total cost of
health care.

The implementation of ACA will have adverse
effects on employment. Some businesses will lay off
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workers to get under the minimum number of employ-
ees that ACA requires. Some businesses will reduce
working hours to convert full time employees to part
time employees. HHS and IRS needed 18 pages to
“explain” the definition of a full time employee.* A full
time employee has been redefined as one who works
30 hours per week. Some businesses will look for ma-

chinery to replace employees. No employer will vol-
untarily increase employment in order to voluntarily
pay the higher insurance costs. The individual man-
date is a coercive regulation that people will try to cir-
cumvent. The CBO has concluded that seven million
workers will lose employer provided insurance due to
ACAS®

Number Newly Average Average Percent
Age Insured Under Monthly Cost Monthly Cost Change in
ACA Pre-ACA Post-ACA Average Costs
Under 19 30,848 $101 $183 80.6%
19-24 94,229 $100 $199 97.8%
25-34 77,325 $146 $236 61.8%
35-44 57,813 $226 $400 76.5%
45-54 51,056 $221 $786 254.9%
55 & over 47,612 $380 $730 92.1%

ACA will insure the poor via an expansion of
Medicaid. Participating in Medicaid does not imply
access to office visits. Some states, including Texas
and Florida, have announced they will not participate
in the ACA expansion of Medicaid. There are many
doctors who will not see new Medicaid patients, so
even if one lives in a state that does expand Medic-
aid, there is no guarantee one will have access to a
doctor’s office.

ACA does not expand the number of doctors, the
number of nurses, or the number of office visit slots.
New Medicaid patients can only be accommodated
by increasing the workloads of health care workers
or by delaying the care of existing insured patients.
Increasing workloads will necessarily increase costs
unless reimbursements are decreased. Part of ACA
is a planned decrease in Medicare reimbursement.
At some point, reimbursement falls below the cost of
providing the service and that service will no longer
be available to Medicare patients. To the extent that

doctors keep workload and costs constant, new Med-
icaid patients will delay care for the existing insured
patients.

Nobody can be certain what the exact effects of
ACA will be on national health care costs or quality.
We do know for certain, however, that all subsidies
increase utilization, total cost, and price per transac-
tion. ACA creates subsidies for those with pre-existing
conditions and new subsidies for low income partici-
pants.

While we do not know, exactly, how society will
respond to ACA, we have some data from the experi-
ence of RomneyCare in Massachusetts, and that data
support predictions based on Austrian economics. A
report on RomneyCare written by the Cato Institute
notes: “According to insurance industry insiders, the
plans are too costly for the target market, and the po-
tential customers- largely younger, healthy men-have
resisted buying them. Those who have signed up
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have been disproportionately older and less healthy.
This should come as no surprise since Massachu-
setts maintains a modified form of community rating,
which forces younger and healthier individuals to pay
higher premiums in order to subsidize premiums for
the old and sick.” ® The RomneyCare mandate was
successful at providing insurance for those who were
completely or heavily subsidized. A majority of peo-
ple who do not qualify for premium subsidies, how-
ever, refused to participate. Rather than shrinking
health care costs, RomneyCare is already significant-
ly over budget. A recent review of RomneyCare by
the Wall Street Journal reached similar conclusions.

“Sure enough, 79% of the newly insured are on public
programs. Health costs—Medicaid, RomneyCare’s subsi-
dies, public-employee compensation—will consume some
54% of the state budget in 2012, up from about 24% in
2001. Over the same period state health spending in real
terms has jumped by 59%, while education has fallen 15%,
police and firemen by 11% and roads and bridges by 23%.

Meanwhile, Massachusetts spends more per capita on
health care than any other state and therefore more than
anywhere else in the industrialized world. Costs are 27%
higher than the U.S. average, 15% higher when adjusted
for the state’s higher wages and its concentration of aca-
demic medical centers and specialists.” 7

The Wall Street Journal article commented next
on the price controls and authoritarian regulations
employed to curb costs. Similar controls are being
implemented by the federal health care bureaucracy
either as part of ACA or in parallel with it. October 1,
2010, marked the dawn of a new program that ex-
acts penalties from hospitals that readmit patients too
soon. The Associate Press notes:

“About two-thirds of the hospitals serving Medicare
patients, or some 2,200 facilities, will be hit with penalties
averaging around $125,000 per facility this coming year,
according to government estimates.” 8

The penalties are not attempts to reign in outlier
behavior. These penalties are simply a disguise for de-
creased reimbursements. Nor will the penalties likely
have the intended effect. Providers will find ways to

circumvent the penalties such as admitting more and
more patients who could be easily treated at home in
order to pad their statistics. The only way these gov-
ernment programs will reduce health care costs is to
make services unavailable to anyone at any price.

The stated goals of ACA are to increase the num-
ber of people covered by insurance and to decrease
the cost of health care. Simple economic analysis
demonstrates that these goals are mutually exclu-
sive. Socialization of costs always leads to increased
utilization of services and runaway aggregate costs.
The only ways to decrease health care costs are to in-
crease supply and reduce demand. ACA makes no ef-
fort to increase supply and intends to change demand
in the wrong direction. Convoluted schemes that sup-
posedly pay for themselves never seem to realize the
promised benefits. RomneyCare has demonstrated
failures that are certain to follow in the wake of the
Supreme Court decision on ACA.
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