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Abstract:  

Regardless of what legislation the federal government adopts in the coming year to address 

health insurance coverage for non-elderly Americans, private insurance will likely play a major 

role. This paper begins by listing some of the major reasons critics dislike the Affordable Care 

Act, then discusses the validity of these concerns from an economics perspective. Criticisms of 

the ACA include the increased role of government in healthcare, the ACA’s implicit income 

redistribution, and concern with high and rising insurance premiums. Suggestions for refining the 

ACA and its market-based insurance system are then offered, with the goals of lower insurance 

premiums, improving coverage rates, and/or addressing the concerns of ACA critics. Americans 

favor the increase in insurance coverage that has occurred under the ACA. In order to sustain this 

level of coverage, steps to lower Marketplace premiums through a variety of strategies affecting 

potential enrollees, insurers, and healthcare providers are offered. 
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INTRODUCTION 

 The Affordable Care Act was signed into law by President Barack Obama in 2010. The 

major insurance provisions of the law did not take effect until 2014. An online marketplace 

accessed through the website healthcare.gov was launched in 2014, which enabled qualified 

individuals to purchase health insurance from private insurers offering plans meeting federal 

criteria. Qualified individuals included self-employed persons, as well as people who could not 

obtain affordable insurance coverage through their employer.  

 

Enrollment in Marketplace plans reached 12.2 million in January 2017. (1) The majority 

of these enrollees received a tax credit from the ACA that substantially lowered the premium 

they pay for coverage. These subsidies make some Marketplace insurance policies free to 

persons in households earning 100% of the federal poverty level ($24,600 for a family of four in 

2017). (2) The subsidies are available in a declining amount up to households earning 400% of 

the FPL. Many more adult Americans with lower incomes gained insurance coverage through the 

expansion of Medicaid in their state. This figure was estimated to reach 11.1 million in 2016. (3) 

 

 In March 2017, Republicans were unsuccessful in their attempt to repeal the ACA. As 

declared by Republican House Speaker Paul Ryan, “Obamacare is the law of the land…We’re 

going to be living with Obamacare for the forseeable future.” (4) Even so, Republicans are 

continuing their efforts to repeal and replace the ACA. And even if the law is replaced by 

alternative health care legislation, that alternative likely will continue to be market-based, with 

the majority of individuals under age 65 still purchasing coverage from private insurers. Thus, it 
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is helpful to review the underlying economics of the ACA and determine what components could 

be refined in order to increase the affordability of health insurance and health care. 

 

 Before we consider refinements to the market for individual-purchased health insurance, 

we first summarize the main reasons for dissatisfaction with Obamacare. These concerns must be 

kept in mind when crafting changes in the legislation. While some Americans would advocate 

for universal coverage of all residents at any cost, this viewpoint is not supported by the majority 

of the population, and would not survive the political process in Washington, DC. This article 

proposes refinements that have some possibility of legislative success given the political factions 

in Washington, DC. 

 

WHAT IS DISLIKED ABOUT THE ACA? 

 

The government should not be involved in the health insurance market. 

Some voters argue that the government should not play a role in providing health 

insurance to citizens. People with this viewpoint insist that government is already too large in the 

U.S, and that free markets in health insurance will achieve optimal outcomes for the population.  

Indeed, economics demonstrates that in many situations, competitive markets lead to 

maximum social efficiency (the welfare of consumers and producers combined).  However, 

economists assert that government intervention can be justified in instances of market failure, if 

the costs of government intervention are lower than the benefits gained from government control. 

(5) Market failure can occur in health care when patients lack information on the quality or 

effectiveness of a recommended treatment, or when insurers are unable to obtain an accurate 
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prediction of the expected medical costs for a consumer who is seeking to buy health insurance. 

Most people with experience in health care can provide examples of these two market failures, 

and many more are outlined in Nobel prize winner Kenneth Arrow’s 1963 paper on the 

economics of medical care. (6) 

Perhaps the most significant market failure in the U.S. health insurance industry results 

from adverse selection. (7) At any given premium, insurance coverage is more valuable to 

customers who are sicker on average than those who are well. As those with chronic illnesses 

buy more coverage, insurers must raise premiums to cover their medical expenses. These higher 

premiums in turn discourage healthy customers from purchasing insurance.  

The individual mandate to purchase insurance that is included in the ACA mitigates 

rising health insurance premiums resulting from adverse selection, by requiring all persons to 

purchase coverage, regardless of health status. Some critics of the ACA view the mandate as 

“unfair” to young, healthier people, who are being forced to subsidize the healthcare costs of 

sicker individuals. However, some of these people will suffer acute health care events in any 

given year, for which they will benefit from having health insurance. And many others will 

develop costly chronic illnesses as they age. Just as young workers pay into the Social Security 

program in return for income security and access to Medicare when they retire, it may be “fair” 

for younger workers to pay for higher average premiums early on, in return for paying premiums 

lower than their predicted risk of health expenditures when they are older. 

 When considering components of the ACA that address adverse selection and other 

forms of market failure, it is important to keep in mind that the health insurance subsidies that 

are part of the ACA cause other distortions in the economy, such as crowd-out of private 

insurance and disincentives to work, or hire workers. (8, 9) 



6 
 

The existence of externalities is another major argument for government intervention. For 

example, failure of some parents to vaccinate their children against measles or pertussis increases 

the risk of these diseases spreading to children who were previously immunized, generating 

additional medical costs for vaccinated families. (10, 11)  

Inevitably, many low-risk uninsured persons suffer acute health care illnesses that require 

costly hospitalizations that they cannot afford to pay. These uncompensated health care costs 

represent a negative externality to taxpayers, because public dollars finance the majority of care 

for the uninsured. Total uncompensated care in the U.S. was estimated at $35 billion in 2001, 

with $30.6 billion paid from government sources. (12) This $35 billion represents $54.6 billion 

in 2013, the year before the ACA insurance provisions were implemented. Under a range of 

assumptions, another study suggests that 50 percent of uninsured U.S. residents can afford to buy 

insurance. (13) Thus, prior to the ACA, the uninsured who could afford to purchase coverage 

were transferring as much as $27.3 billion of their health expenditures onto taxpayers and other 

private entities subsidizing uncompensated care. The size of this externality is another 

justification for the individual mandate to purchase health insurance included in the ACA. Other 

options could be offered for reducing this externality, although they don’t appear to present in 

any current legislation being considered by Congress. 

 

Obamacare is income redistribution 

A widely cited economics study notes that Americans devote a significantly lower share 

of GDP to social spending relative to their European counterparts. This difference in allocation 

of resources occurs, because a higher proportion of Americans believe that income is determined 

more by effort than luck, relative to Europeans. (14) The authors conclude that Americans 
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remain more averse to government intervention than Europeans, even though Americans 

overestimate the level of social mobility in their country. 

Public opinion polls suggest that Americans are divided along party lines about the role 

that government should play in reducing inequality. An early 2014 national survey (15) found 

that 90% of Democrats say the government should do “a lot” or “some” to reduce the gap 

between the rich and everyone else. However, only half as many Republicans (45%) feel that the 

government should do something about this disparity. Americans also disagree on the 

approaches that should be taken to reduce poverty. In the same survey, 75% of Democrats 

believe that the government should raise taxes on the wealthy and corporations to expand 

programs for the poor. In contrast, only 29% of Republicans agreed with this statement. Many 

Americans support the ACA’s increases in taxes on high-income earners, health insurance 

companies, medical device makers, and drug companies to fund health insurance for the poor. 

But a significant portion of the population disagrees with this approach to addressing poverty. 

 

Obamacare health insurance premiums are too expensive 

 Americans who have private insurance coverage are dissatisfied with their high 

premiums. As of 2015, 55.7 percent of the population (16) had employer-provided coverage, 

compared to 35.9 percent with Medicare or Medicaid. Since the year after the ACA was signed 

into law (2011), premiums for single coverage provided by employers rose 18.5 percent, 

reaching $6,435 in 2016. (17) While this increase is large, it is lower than the 25.4 percent 

increase in single coverage premiums for the 5-year period preceding passage of the ACA. 

During this time period, the share of premiums paid by workers versus employers also rose from 

16 percent to 18 percent. Thus, while workers are dissatisfied with ever-rising health insurance 
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premiums, these increases began well before the passage of the ACA. And if anything, the 

premium increases have slowed somewhat since ACA was passed. 

 Unlike for employer-provided health insurance, there is no comprehensive data source 

that tracks premiums for individual-purchased health insurance in the years prior to the ACA. 

One report (18) claims that 2017 premiums for individual-purchased insurance are lower than 

they would have been if the ACA had not been enacted. However, middle-income earners buying 

individual insurance must pay the full cost of their coverage, without federal subsidies, or the 

assistance from employers that people with employer-provided insurance receive. 

 Monthly premiums  (19) for the second-lowest silver plan in the Marketplace (a common 

benchmark) for a 40-year-old nonsmoker in 2017 range from a low of $229 in Louisville, KY 

and Cleveland, OH to highs of $904 in Anchorage, AK and $572 in Charlotte, NC. If this 40-

year old earns $50,000, she does not qualify for a premium tax credits, and therefore must pay 

for the full premium out-of-pocket, which would amount to $6,864 in Charlotte, or 13.7% of her 

annual income. Even for a more moderately priced monthly premium of $258 in Los Angeles, 

CA, the annual cost of insurance would be $3,096, or 6.2% of annual income.  

Taking into account food, housing, transportation, and other expenses, a relatively 

healthy single person earning $50,000 will find the cost of health insurance in the Marketplace 

unacceptable; particularly because these plans also require a significant deductible and copays. 

The ACA provides substantial assistance to Americans near the federal poverty level to purchase 

health insurance. But middle class Americans who lack employer-provided insurance are still 

facing extraordinarily high costs to buy coverage. Changes to the ACA must be considered to 

make insurance affordable to the middle class, but keeping in mind that critics of the ACA are 

opposed to increasing redistribution of resources by the government. 

-
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POSSIBLE REFINEMENTS TO THE ACA 

 

 Given the existing structure of the ACA, following are eight recommendations for 

refining the ACA within the context of common criticisms of the law. 

 

1. Expand the pool of individuals allowed to purchase catastrophic coverage beyond age 30. 

Many healthy adults who use few if any health care services are choosing to pay the 

penalty for not purchasing coverage, rather than buy a Marketplace plan. A single self-employed 

nonsmoker earning $75,000 a year would have faced a penalty of $1,875 (2.5% of income) for 

not buying health insurance in 2016. In Brooklyn, NY, a catastrophic plan (20) was available in 

2016 for $175, less than half the amount of the lowest priced silver plan. The annual cost of this 

catastrophic plan is therefore $2,100, which isn’t much more than paying the penalty. Assuming 

premiums for a catastrophic plan for a 40-year old wouldn’t be too much higher than for a 30-

year old, then allowing such persons to buy a catastrophic plan helps in three ways. It makes 

insurance somewhat more affordable to middle income households who don’t qualify for 

subsidies, and it reduces the externalities associated with uninsured persons requiring 

uncompensated care when they suffer costly, acute health care illnesses. Drawing these healthy 

individuals into the Marketplace may also help to lower premiums overall in the Marketplace, 

assuming that most healthy persons over age 30 who already have insurance coverage would not 

switch to these lean plans as well. 
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Incidentally, it is difficult to find listings of catastrophic premiums by city on the web. 

There may be a substantial number of persons under age 30 who are paying the penalty for not 

having insurance, who would purchase a catastrophic plan if they knew the option exists. 

 

2. Widen the Age band limit beyond a 3-to-1 ratio. 

The ACA specifies that insurers can charge their oldest customers premiums that are no 

more than three times those of younger customers. Persons aged 45 to 54 are overwhelmingly 

represented in insurance Marketplaces, because the 3-to-1 age rating limit requires younger 

persons to pay too high a premium to subsidize the care of older, sicker patients. Enticing 

younger persons to enroll will raise the average level of health of the insured pool, which 

potentially lowers everyone’s premiums. The lower premiums cannot be extended to individuals 

who can be covered under their parents’ insurance plan, because doing so would shift substantial 

private costs to the public sector. 

 

3. Eliminate the requirement to cover preventive care in all health insurance policies. 

The ACA requires insurers to provide in-network coverage for certain preventive services 

such as colonoscopy and mammography, without charging copays or deductibles. (21) Coverage 

of these services yields reduced mortality and improved quality of life. However, providing 

additional preventive services and treating newly identified cases of disease raises expenditures 

and therefore health insurance premiums for insured persons, while adding to taxpayer costs. The 

goal of increasing preventive care is noble, but the public policy priority should be providing 

insurance coverage that protects against catastrophic circumstances to as many individuals as 

possible. Uninsured expenses for catastrophic care lead to the greatest externalities for the 
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country as a whole. Removing the requirement to cover preventive services will help to lower 

premiums, enabling more persons to buy coverage.  

 

4. Reform the risk adjustment formula currently used to reimburse insurers. 

Marketplace insurers are compensated for enrolling patients with more documented 

illnesses, in order to discourage cherrypicking of the healthiest customers. The Center for 

Medicare and Medicaid Services is applying concurrent risk adjustment to the claims of 

Marketplace insurance enrollees. In this approach, funds are transferred in a budget neutral 

manner from issuers who had lower-risk enrollees to issuers who had higher-risk enrollees as 

determined at the end of the coverage year. (22) Risk is determined based on the enrollee’s 

demographic data and the diagnoses recorded in insurance claims over the course of the year. 

Concurrent risk adjustment encourages insurers to fully document patient illnesses, but 

provides no incentive to control costs. Reinsurance is an alternative approach to compensating 

insurers for enrolling high-risk customers. Under reinsurance, the federal government makes an 

additional payment to the insurer of 50 percent of costs for any enrollee whose costs fall between 

$90,000 and $250,000 in 2016. (23) Under the ACA, concurrent risk adjustment continues in the 

Marketplace indefinitely, while reinsurance was only effective from 2014 to 2016.  

Yet a recent study suggests that a Marketplace in which insurers were compensated only 

under a reinsurance program would yield equivalent compensation for enrolling high-risk 

individuals relative to risk adjustment, but it would contain higher incentives for cost control. 

(24) This finding is consistent with intuition. Under risk adjustment, insurers have an incentive to 

construct a comprehensive list of all enrollees with chronic conditions in their patient population, 

for which they will receive additional compensation from the federal government. In many cases, 
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providing additional services that increase spending will yield an opportunity for the insurer to 

record a chronic condition that will improve reimbursement under risk adjustment. 

In contrast, reinsurance provides no such reward for aggressive coding. Yet insurers are 

still protected from the financial losses introduced by very high-cost patients. The mechanisms 

for reimbursing insurers in the Marketplace must be carefully reconsidered, so that the federal 

government is not overpaying for the insurance it is providing for enrollees. 

 

5. Foster accountable care organizations (ACO) within state Marketplaces. 

Under the ACA, Medicare encourages groups of doctors, hospitals, and other providers to 

form accountable care organizations (ACOs) that agree to deliver coordinated, high quality care 

to a group of at least 5,000 Medicare beneficiaries who receive the plurality of their care from 

the ACO. (25) The ACO enrolls fee-for-service Medicare beneficiaries, but if the providers can 

meet specified quality standards and hold annual spending to a predetermined amount below 

historic trend, then Medicare shares some of the savings with the ACO. 

 In 2015, the Medicare ACO Shared Savings Program generated $429 million in gross 

savings to Medicare based on the performance of close to 400 ACOs. Only 31 percent of ACOs 

achieved sufficient cost savings to earn a bonus in 2015. However, ACOs are able to improve 

their performance with experience. Of those ACOs that were formed in 2012, 54.5 percent 

earned shared savings, while only 21.3 percent of the ACOs formed in 2015 achieved this goal. 

Thus, the Medicare Shared Savings Program has the potential to generate substantial savings to 

Medicare in the long run. 

 Currently, there is no mechanism for healthcare providers to offer ACOs to individuals 

seeking Marketplace coverage. Private insurers are negotiating ACOs with healthcare provider 
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organizations in the private sector and successfully achieving cost savings. (26, 27) CMS should 

open up the opportunity for healthcare providers to offer ACOs through the Marketplace. In 

principal healthcare providers could do so now, but the rules set by CMS for introducing a health 

insurance policy in the Marketplace are too cumbersome for healthcare organizations that lack 

expertise in underwriting and selling health insurance. Given that ACOs are offered through 

Medicare, CMS should develop an analogous set of rules that would allow ACOs to provide 

comprehensive care to the non-Medicare population in the Marketplace. Doing so could achieve 

substantial cost savings in the long run. 

 

6. Reduce the generosity of the ACA’s Medicaid expansion using cost-effectiveness analysis. 

The 2016 Medicaid actuarial report estimates that 2015 spending per newly eligible adult 

under the Medicaid expansion is $6,365. (28) In contrast, the Congressional Budget Office 

estimates that the federal government is spending $4,240 per subsidized individual (29) with 

Marketplace insurance in 2016. Those with Marketplace coverage have higher incomes, so they 

are paying for a higher share of their healthcare expenditures out-of-pocket. Yet this differential 

between Medicaid and Marketplace spending is particularly unappealing to those who oppose the 

ACA, because of the income redistribution the law represents. 

Medicare does not include cost as a criterion for coverage of health care treatments, and 

therefore state Medicaid programs generally follow this practice too. Healthcare interventions 

that are costly, but that yield substantial health benefits, should be supported. And yet $158 

billion to $226 billion of healthcare spending in the U.S. was estimated to be wasteful 

overtreatment (care that provides no benefit to patients). (30) A more targeted study asked expert 

clinicians to identify services with little or no clinical benefit on average, which could be readily 
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identified using Medicare claims data. The clinicians identified 26 services, such as prostate 

specific antigen testing for men aged 75 and over, and electroencephalogram for headaches when 

no epilepsy or convulsions were noted in current or prior claims. These services were estimated 

to cost Medicare $1.9 billion, or $71 per beneficiary in 2009. (31) 

 Editorials suggest that cost-effectiveness is excluded from federal coverage decisions, 

because some lawmakers are concerned that the criterion will lead to rationing of beneficial 

treatments. (32, 33) These limits have extended to the ACA. The legislation created the Patient-

Centered Outcomes Research Institute (PCORI), (34) which funds research that improves 

healthcare decision making for providers and patients. While PCORI funds and reports results of 

comparative effectiveness analyses (i.e., which treatments yield the most health benefits), the 

institute is forbidden from developing or using cost per quality-adjusted life year thresholds. (35) 

 Those individuals and organizations who are critical of cost-effectiveness analysis (36, 

37) also appear to be opposed to the ACA because of its implicit income redistribution, and 

because the cost of the program is too expensive. While these parties may be opposed to 

applying cost-effectiveness analysis to all Americans, they may be open to requiring that 

Medicaid deny coverage of treatments that are designated as wasteful by expert clinicians. New 

drugs and treatments could also be banned from Medicaid reimbursement, unless there are 

studies demonstrating that their cost per quality-adjusted life year is below a threshold of 

$100,000. These actions would lower Medicaid expenditures, and they should have little (if any) 

negative impact on enrollees’ health. In fact, studying the effects of this program, if enacted, 

would provide an excellent opportunity to determine whether the criteria of cost-effectiveness 

could be introduced more broadly in the U.S. healthcare system; doing so might substantially 

lower healthcare spending, while maintaining the quality of healthcare. 
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7. Lift the employer mandate for providing coverage to firms with 100+ workers instead of 

50. 

 The ACA mandate that all firms with 50 or more (38) full-time-equivalent workers must 

offer affordable health insurance to their workers became effective in 2016. Requirements for 

firms with 100 or more FTE workers were implemented in 2015. The Kaiser Family Foundation 

Employer Health Benefits survey found that the percentage of workers in firms with 50 to 199 

workers who were covered by their employer’s health insurance rose from 54 percent to 57 

percent (17) between 2015 and 2016. However, this change was not statistically significant, and 

could therefore be attributable to sampling error. Thus, there is little evidence that the employer 

mandate for smaller firms is effective in increasing insurance coverage. 

  Meanwhile, the reporting requirements that employers must satisfy under the law have 

been labeled as time consuming and burdensome. (39, 40) The requirements are particularly 

burdensome for smaller firms, who cannot rely on economies of scale to cover human resource 

departmental costs associated with the law. Therefore, lawmakers should consider removing the 

employer mandate for firms employing between 50 and 99 workers. 

 

8. Increase Price Transparency 

 With the increasing presence of high deductible insurance plans in both the employer-

provided and individual-purchased markets, patients need access to price information from the 

range of providers offering diagnostic tests and procedures in their area. A variety of health care 

price shopping tools have become available, and all major insurers offer some sort of online 

price information for providers in their network. 



16 
 

 However, these price transparency tools vary in their comprehensiveness and ease of use. 

Perhaps because of these difficulties, a recent study found that few patients with high deductibles 

who received a range of costly outpatient services used a price searching tool developed by 

Aetna. (41) In particular, older and sicker patients were less likely to use the pricing tool. 

 Insurers may need to be more proactive in encouraging patients to use price transparency 

tools. For example, in one study, a benefits management firm found that patients who were 

preauthorized for a magnetic resonance imaging scan and who were sent information on price 

differences among available MRI facilities spent $220 less per test than patients who were not 

contacted. (42) Another recent study found that workers who were given access to a particularly 

well-constructed pricing tool lowered the price of their health care services by 1.6%. (43)  

 Insurance companies should have an incentive to disseminate price transparency tools if 

they lower the costs of medical services. However, existing studies are limited to evidence from 

one company or organization at a time, because studies with larger samples are costly and time 

consuming. The government can promote price transparency by funding larger, more 

comprehensive studies and disseminating best practices to insurers and benefits managers. 

 

CONCLUSION 

 

 The main reason that the Affordable Care Act has become so contentious, is that 

healthcare has become extraordinarily expensive. Healthcare spending reached $3.2 trillion (44) 

in 2015, or 17.8 percent of the nation’s gross domestic product. The ACA contributes to that 

amount, because people with health insurance coverage spend more on medical care than those 

who are uninsured. Yet public opinion polls and media reports suggest that the majority of 
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Americans favor the increase in insurance coverage that has occurred under the ACA. In order to 

sustain this level of coverage, it is imperative that steps be taken to lower Marketplace premiums 

through a variety of strategies affecting potential enrollees, insurers, and healthcare providers. 

Only by controlling growth in both insurance premiums and medical costs can hope to attain 

truly affordable care for Americans. 
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