




















HEALTH CARE

Consider, for example, a previously uninsured 45-year-old
who earns $35,000 and wants to acquire a family insurance
policy that, in a high-cost area, will cost around $15,000 in 2016.
If the employer provides the policy, the cash component of the
employee’s compensation will fall to $20,000 (benefits generally
being a dollar-for-dollar substitute for wages). The employee,
however, will not have to pay the approximately $3,400 in federal
income, Social Security, and Medicare taxes that would otherwise
be due on the $15,000 received as insurance rather than cash. On
the other hand, if the employer does not provide health insurance
and the employee purchases it on a state exchange, the employee
will be eligible for a federal subsidy worth around $13,600. Given
the choice between a $3,400 implicit tax subsidy and a $13,600
subsidy on the exchange, the employee would prefer the latter. If

The ACA is likely to drive up both the cost of health
insurance premiums and the underlying cost of medical
care without increasing insurance coverage by nearly as
much as the act’s proponents promised.

the employer employs more than 50 workers and fails to provide

coverage, then the employer would be charged a penalty of $2,000

for each worker (after the first 30 workers). It would likely choose

to pay that penalty, however. The employer could finance the

payment by reducing the employee’s salary by $2,000, and the

employee would gladly agree to that arrangement. Even after hav-
ing his salary diminished by $2,000, the employee would be better
off gaining access to the larger government subsidy available only
to individuals without employer-provided coverage.

Buct this analysis shows merely that the ACA encourages employ-
ers to drop coverage for lower-income workers. Won’t those workers
then purchase subsidized policies on the state exchanges? Perhaps
not. For many of those workers, it will make more sense to pay the
penalty and wait until health care is needed before purchasing
insurance. A one-income family of four headed by a 40-year-old
earning $50,000, for example, would have to pay $3,385 for quali-
fying insurance or incur a no-insurance penalty of $2,085. And the
family could always purchase insurance on a state exchange—with
a $9,900 subsidy—the moment coverage became necessary. Such
a family’s income level is low enough that the family is better off
without employer coverage, yet high enough that the family’s out-
of-pocket insurance expenses will exceed the no-insurance penalty.
Families in this situation can be expected to both lose employer
coverage and refrain from purchasing insurance on a state exchange.

Of course, all this assumes that premium subsidies are indeed
available. For reasons set forth above, the ACA seems not to
authorize such subsidies in states that fail to establish exchanges
and instead rely on the federal government to do so. Employers
in such states would have less incentive to drop coverage for
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low-income employees, but lower-income citizens who do not
have employer-provided health insurance would not be likely to
purchase insurance in such states, where the difference between
the non-coverage penalty and the out-of-pocket cost of insurance
(without subsidies) would be tremendous.

For all these reasons, the ACA, as constrained by NFIB, is
unlikely to expand health insurance coverage to anywhere near
the level its proponents predicted.

Conclusion

While the NFIB decision averted a constitutional ruling that
would have eviscerated the constraints government faces as
a result of the Constitution’s enumeration of congressional
powers, the decision left the
ACA largely intact. The limi-
tations it did impose, though,
are likely to impair further the
effectiveness of the already
misguided statute. As modi-
fied and constrained by NFIB,
the ACA is likely to drive up
both the cost of health insur-
ance premiums and the under-
lying cost of medical care
without increasing insurance coverage by nearly as much as
the act’s proponents promised.

Of course, this grim picture of the future assumes that the
ACA is not repealed or significantly amended. Given the act’s
continued unpopularity, repeal is a genuine possibility. Congress
and the president would do well to replace this ill-conceived
statute with a law focused primarily on the most fundamental
problem plaguing the American medical system: the lack of vigor-
ous price competition among health care providers. Correcting
the tax code provisions that encourage overly generous health
insurance policies and thereby assure that consumers of health
care pay little or nothing out of pocket would be an excellent first
step toward tackling the biggest problem facing the American
health care system. R
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