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C<para><link olinkend="ch22" preference="0">hapter <xref olinkend="ch22" label="22"><inst>21</inst></xref></link> examined national health insurance (NHI) programs in several major industrialized countries. The United States established a more comprehensive health care system in 2010 with the Affordable Care Act (ACA), but many issues remain. According to the nonpartisan Kaiser Family Foundation, in 2014 about 32 million Americans did not have health insurance, a decrease of 9 million people since the previous year, and about 18
 million people since 2011. While many still favor universal health care coverage as a solution to the problems of access and costs, others argue that we can meet health care objectives more effectively through reforms that reduce the role of government and instead take advantage of market forces. The basic issues in health system reform and alternative reform proposals are the focus of this chapter. We finish the chapter with an extensive presentation and evaluation of the ACA.</para></section>
<section id="ch23lev1bm" role="bm"><title id="ch23lev1bm.title"/><section id="ch23lev1sec1"><title id="ch23lev1sec1.title">Goals of Reform</title>
<para>Most would agree that a national health system reform must address these five elements:</para>
· <itemizedlist id="ch23it01" mark="bull" spacing="normal"><listitem><para><inst></inst>A health “safety net” for all residents, irrespective of age, health, or employment status</para></listitem>
· <listitem><para><inst></inst>Mechanisms that promote cost containment
· Mechanisms that promote quality and high-value care</para></listitem>
· <listitem><para><inst></inst>Choice for patients and providers</para></listitem>
· <listitem><para><inst></inst>Ease in administration</para></listitem></itemizedlist>
<para role="continued">Consider the five elements in order for the United States:</para>
<itemizedlist id="ch23it02" mark="none" spacing="normal"><listitem><title>Safety net</title><para><inst></inst>—Large portions of the U.S. population receive inadequate health care by almost any criteria. While Medicare provides almost universal health care for those over age 65 and Medicaid/CHIP are making great inroads into the population under age 18, millions of Americans still lack access to levels of health care that even the most conservative analysts would view as adequate.</para></listitem>
<listitem><title>Cost containment</title><para><inst></inst>—The United States spends well over one in six dollars of its GDP on health care, and expanded coverage will almost certainly increase that ratio. While some analysts have argued that this amount may reflect consumer preferences for high quality health care, there are clearly potential reforms relating to administrative costs, and ineffective treatment, that could reduce overall health care costs. Further, few Americans would desire cost containment at the expense of the quality of the health care.
Quality, high-value care—Improved access to care and cost containment have been longstanding goals of health system reform.  There is a growing consensus in the United States and elsewhere that reform efforts should also promote high-value, cost-effective care.

<listitem><title>Choice for patients and providers </title><para><inst></inst>— Contrasting the failure of President Bill Clinton’s 1993-1994 reform initiative, with the success of President Barak Obama’s ACA in 2010, suggests that successful U.S. reform must provide choices of providers and treatments.</para></listitem>
<listitem><title>Ease in administration</title><para><inst></inst>—Consider the weekly trip to the supermarket. The decisions on where to shop and what to buy, while constrained by budgets and the prices of the goods, are administratively simple. People go where they shop, buy what they need, and need not deal with bureaucrats or forms. Even those who receive government benefits to buy food get easy-to-use “bridge cards” to pay at grocery store cash registers.  Contrast that to the U.S. health insurance systems, with different application forms, insurance forms, cards, and a myriad of questions about who pays for what, and whether what one has paid will be reimbursed. While purchasing health care is obviously more complicated than purchasing food, any national health care policy that simplifies the process would be desirable.</para></listitem></itemizedlist>
<para>Many reform proposals face the dilemma whether to fund coverage by <emphasis>individual</emphasis> mandate, <emphasis>employer-employee</emphasis> mandate, or <emphasis>general revenues.</emphasis> An individual mandate is a law that requires individuals to buy health insurance for themselves, with subsidies, usually would be funded out of general revenues, for those who cannot afford it. Employer-employee mandates would require taxes on wages for the employee’s share. The employer’s share may also fall on the employee in the form of lower wages. Subsidies out of general revenues would provide for the unemployed.</para>
Advocates of<para>Ad a Canadian-style system seek a single-payer system with government revenues providing most of the NHI. Yet another alternative is the medical savings accounts method of payment that would allow people to set up a tax-free savings account out of which they can pay the out-of-pocket costs of their health care. Usually, these systems entail health insurance with high deductibles and coinsurance.</para>
<para>Some plans define a minimum acceptable insurance level, with people allowed to purchase more extensive coverage if desired and if they can afford it. Others define one plan to fit all. In early U.S. debates, many plans featured universal coverage. As support for universal coverage waned in Congress, proposals for NHI sought less ambitious goals.</para>
<section id="ch23lev2sec1"><title id="ch23lev2sec1.title">Basic Issues in Reform</title>
<para>Any reform program must face difficult questions, one of which is how much service coverage. Clearly, covering more services or mandating a larger variety will increase costs.</para>
<para><link linkend="fg23_00100" preference="1" type="forward">Figure <xref linkend="fg23_00100" label="23-1"><inst>22-1</inst></xref></link> shows an economy that allocates its resources to non-health and health goods (and services) at Point <emphasis>A</emphasis>. It would be best, of course, if <emphasis>A</emphasis> were on the production possibility frontier of efficient production for non-health and health goods, the solid line <emphasis>PP´</emphasis>, but there are many reasons that it is probably not. Ineffective treatments, needless tests, and excessive paperwork, may all provide less health (and other goods) than possible, so that we see an interior frontier indicated by the dashed line <emphasis>PP´´</emphasis>.<footnoteref preference="1" label="1" role="generated" linkend="ch23fn01"/>  For simplicity on the dashed curve we have drawn the production of all other goods as efficient at point P (on curve PP´´), although there is no reason to believe that other goods are produced more (or less) efficiently than health goods.
(Figure 22-1  </inst><title id="fg23_00100.title">The Resource Costs of Health Reform)
<para>Assume that the society determines to provide a safety net for all residents, increasing the amount of health goods provided from <emphasis>H<subscript><inst></inst>0<inst></inst></subscript></emphasis> to <emphasis>H<subscript><inst></inst>1<inst></inst></subscript></emphasis>. The <emphasis>economic cost</emphasis> of providing <emphasis>
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H  H<subscript><inst></inst>1<inst></inst></subscript>  H<subscript><inst></inst>0<inst></inst></subscript></emphasis> of health goods is the amount of <emphasis>G</emphasis> given up, or <emphasis>
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G  G<subscript><inst></inst>0<inst></inst></subscript>  G<subscript><inst></inst>1<inst></inst></subscript></emphasis> at point <emphasis>B</emphasis>. If we could control costs, or provide health goods more efficiently, society might plausibly reach a point like <emphasis>B´</emphasis> or <emphasis>B´´</emphasis>, on the efficient frontier. One underlying goal of reform would be to move to a more efficient production of health from health goods. A related issue is whether there will be cost-sharing for covered services and, if so, what type of cost-sharing arrangement will occur.</para>
<para>The question of who to cover can be equally difficult to address. On any given day in the United States, there are millions of foreign students, visitors, and temporary workers as well as millions of illegal immigrants. The difficulty of determining the covered population in some cases is evidenced by the acrimonious debate over care provided (and paid by governments) to undocumented workers and their families.</para>
<para>A third major issue is how to fund health reform. Will it rely on general tax revenues or will funding come from mandates on businesses and/or individuals? In either case, where will the 
burden of funding ultimately rest?</para>

<para>The most challenging issue is to determine whether health reform will build largely on the existing framework of government programs and private employment-based insurance with most of the reform effort aimed at cost-containment and reducing the pool of uninsured. Other proposals, especially market-oriented proposals, attempt to attain these goals by weakening the link between private insurance and employment.
 <section id="ch23lev2sec2"><title id="ch23lev2sec2.title">The Costs of Universal Coverage</title>
<para>NHI programs that guarantee universal coverage certainly cost a great deal of money, but it is important to distinguish which costs are incremental. In other words, what are the <emphasis>additional</emphasis> costs to society from the imposition of NHI?</para>
<para>From society’s point of view, the incremental cost of NHI in the United States is the extra expenditure on health care incurred if we switched to national health insurance. Inasmuch as most people already have insurance for almost all hospital care and most physician care, the extra cost of NHI would be smaller than many expect.  </para>
One reason is that the uninsured already consume health care.  Zero insurance does not necessarily mean zero care.  The<para>The major reason for switching to a NHI plan is to extend coverage to the uninsured (50 million in 2010; 41 million in 2013; 32 million in 2014). 
(Figure 22-2  Per Capita Medical Spending Among the Nonelderly) </para>

Coughlin and colleagues (2014) estimate the expenditures of those who are uninsured or partially insured as shown in Figure 22-2.  Relying on pre-ACA data from 2008 to 2010, they estimate that in 2013, the average full-year uninsured person (40.8 million) had half the medical spending of the average insured person ($2,443 versus $4,876).  The average part-year insured person (31.4 million) spent $3,439.  Assuming that a universal plan would provide the same compensation to all, a crude calculation raising the level of expenditures from the lower levels to the higher level for the 72.2 million uninsured would give an additional expenditure of $144.4 billion per year, or roughly 5 percent of national health expenditures (NHE).
The incremental cost will be higher to the extent that a national plan provides greater typical coverage than people already choose to buy or have provided to them by other sources. Also, any tax-supported system of financing care potentially entails a deadweight loss to society, as taxpayers respond to higher taxes by working or investing less, leading to some efficiency loss. This is true even if the program is of the employer-mandated type, because a law forcing employers to incur expense is really a tax.</para>
<para>The incremental costs constitute real costs to society, because as shown in <link linkend="fg23_00100" preference="0" type="backward">Figure <xref linkend="fg23_00100" label="23-1"><inst>22-1</inst></xref></link>, we must divert resources from elsewhere to pay these costs. In contrast, differences in financing methods (determining who pays) mean less in economic terms. Policy-makers may find it more palatable to choose a plan that does not greatly expand the government budget, and they may choose employment-mandated plans this reason. Nonetheless, society incurs the cost irrespective of whether it finances it through the government or through mandates to individuals or employers.</para></section></section>
<section id="ch23lev1sec2"><title id="ch23lev1sec2.title">Ensuring Access to Care</title>
<para>In this section, we group reforms by their two main motivations: the desire to see that people get needed health care, and the desire to control the rising cost of health care.</para>
<section id="ch23lev2sec3"><title id="ch23lev2sec3.title">Employer versus Individual Mandates</title>
<para>The country that wishes to provide universal coverage for health care must choose one scheme or another to extract resources from its households. Schemes for employers or government to pay the bills are only mechanisms by which households ultimately pay. The U.S. debate features and contrasts two mechanisms: employer versus individual mandates.</para>
Under employer mandates, employers must procure health insurance for their employees and their dependents. <para><emphasis>Employer mandates</emphasis> form the backbone of the health systems in Europe, Latin America, and Asia (Krueger and Reinhardt, 1994). Although the employers write the checks, competitive firms undoubtedly will pass on as much of this cost as they can to customers as higher prices or to employees as lower wages. The <emphasis>individual mandate,</emphasis> in contrast, obligates all residents to purchase health insurance for themselves and their families, either from private insurance (individually purchased) or through a group, such as a work group, professional organization, or religious group. The government subsidizes the poor in their purchases by taxing those who have more money.</para>
<para>In <link olinkend="ch11" preference="0">Chapter <xref olinkend="ch11" label="11"><inst>11</inst></xref></link>, we showed that a lower market money wage rate leads an employer to hire more workers. Assuming at the outset that there are no health benefits and that the market wage is $20 per hour, employers will hire workers as long as the marginal revenue from the goods those workers produce exceeds the $20 per hour wage. Suppose, to begin, the employer hires 1,000 workers.</para>
<para>Suppose also that an NHI requires employers to provide a health benefit for all workers that costs $1 per hour of work. If the mandated benefit is worth at least $1 per hour to the workers, and costs exactly $1 per hour for employers to provide, those employers who were previously willing to pay $20 will now pay $20 less the $1 cost to provide the mandated benefit. Other points on the demand schedule will also decrease by the $1 cost of the benefit.</para>
<para>Workers previously willing to accept a wage of $20 will now be willing to supply their labor for $1 less since they value the mandated benefit at $1. The net wage (money wage  the value of the benefit) remains unchanged at $20, but the equilibrium money wage falls to $19, or by exactly the amount of the benefit. Workers accept lower money wages, and the same 1,000 workers are employed at the same net wage, $19 in money wages plus the $1 benefit. The workers are no worse off at a wage of $19 with the mandated benefit than at $20 without the mandated benefit because the benefit is worth the $1 that it cost in reduced wages.</para>
<para>Business leaders often complain that employer mandates either will reduce profits or force firms out of business. Such responses implicitly assume that their firm is the only one affected by the mandate. If all firms faced the same labor costs, it is doubtful that closings would result. In the short run, firms would pay workers less, take less in profits, and/or raise prices to consumers. “Economists are convinced, however, that in the longer run more and more of the cost of the employer mandate would likely be shifted backward to employees . . . through smaller real (inflation-adjusted) increases in wages than would have been warranted by long-run productivity gain” (Krueger and Reinhardt, 1994, p. <link role="pageref">44</link>).</para>
<para>If the labor supply is very unresponsive to the wage rate, or inelastic, the employer’s lower wage expenditures will offset extra health benefit costs regardless of whether the laborers value the benefit highly or not at all. Most economists would agree that the aggregate labor supply, at least in the long run, is nearly vertical (totally inelastic) for men, and also highly inelastic for women. In this scenario, the mandate has little effect on producers, their competitive positions, either domestically or internationally, or their customers. Whether the program helps or harms the society’s well-being under conventional economic analysis depends largely on whether workers value their health insurance as much as or more than they did their foregone wages.</para>
<para>The <emphasis>individual mandate</emphasis> provides the same result with a clearer pathway, because the costs fall on the beneficiary who pays them directly. Pauly (1994b, 1997) describes an individual mandate, enforced by employers and subsidized for the poor, requiring all individuals to purchase a minimum health plan or better. He argues that this approach is desirable so that people can relate their taxes to what they are paying to obtain benefits. <para>In this scheme, individuals must purchase health insurance. They may in fact acquire it through their workplaces, or they may buy it explicitly in a market setting.</para>
<para>During the U.S. debate over President Bill Clinton’s 1993–1994 proposals, disputes frequently arose over the fraction that the employer pays as opposed to the fraction paid by the individual, on the presumption that the chosen fraction reflects the burden. Economists, however, tend to agree that the fraction chosen does not matter. The discussion presented above (regarding the $20 per hour wage) says nothing about fractions. The economic logic suggests that those who are least able to avoid a tax will bear its burden, irrespective of who writes the check. Some argue that it is politically necessary to overlook the economics, but others insist that an open public discussion of the genuine issues would improve the quality of national debate.</para></section>
<section id="ch23lev2sec4"><title id="ch23lev2sec4.title">Separation of Health Insurance from Employment</title>
<para>Those seeking to redesign a health system can make a good argument for revising or replacing the prevailing system of employer-provided insurance with either a single-payer system or an individual mandate. The advantages of employer provision stem from long-term practices that cause economic distortions. During World War II, the U.S. government froze prices and wages. Competing for workers, firms expanded their fringe benefits, which were not subject to the freeze. After World War II, employer contributions to health insurance were, and continue to be, tax-exempt, providing workers with a substantial discount and inviting inefficiencies of over-insurance and moral hazard. Meanwhile, even under the ACA, many unemployed, as well as many low-wage employed, have gone without health insurance.</para>
<para>Health insurance problems also occur when workers change jobs. When leaving their previous employer’s health coverage behind them, workers have little choice but to buy an individual policy, a “continuation of benefits” or COBRA, from the previous employer, or do without insurance entirely. Individual policies are often more expensive, sometimes pose administrative problems, and sometimes comprise a lower financial priority for people out of work. Before the enactment of the ACA, workers often found pre-existing conditions such as heart disease to be uninsurable.</para></section>
<section id="ch23lev2sec5"><title id="ch23lev2sec5.title">Single-Payer versus Multiple Insurers</title>
<para>A move in the United States toward universal coverage also entails the option of a single insurer, presumably the federal government. In the United States, multiple private companies insure a majority of the population. The most prominent single-payer proposal discussed in the U.S. debates has been the Canadian NHI system (known in Canada as Medicare).</para>
<para>Economic theory suggests that consumers value variety. Within any given city, numerous restaurants serve different foods, prepared in different ways. American auto manufacturer Henry Ford said (at least apocryphally) that buyers could have any color of his pioneering Model T, so long as it was black—his company lost its market prominence to General Motors which provided a wider variety of cars (and colors). In principle, a variety of insurers may provide different coverages, pool different groups, and create products that more closely match the variety of consumers.</para>
<para>However, the U.S. multiple-insurer system has led to multiple forms and policy rules that face hospitals, clinics, and nursing homes. Patients, as insurance clients, must often provide the same information numerous times, with commensurate possibilities of error. With hundreds of different health insurers, the difficulty of coordinating different policies falls on hospitals, physicians, and ultimately the policy-holders themselves. These coordination problems are external to the insurance companies, who do not see the need to reduce them. Nevertheless, coordination of policies and coverages constitute real economic costs both to patients and to providers. The government as single payer could reduce those costs with fewer and standardized forms, or electronic chips on cards to provide machine-readable, and more accurate, information.</para>
<para>In principle, consolidation of insurers could reduce administrative costs if there are economies of scale in administration, or if gains could obtain from pooling those insured. Many economists have tried to estimate the excess administrative costs. Cutler and Ly (2011) partition the $1,589 difference in per capita health care spending between the United States and Canada in 2002. Higher administrative costs accounted for $616, or 39 percent, of the difference. The authors argue that this figure probably underestimates the amount and share, because nurses also spend substantial time on administrative tasks, but accounts typically consider nursing time as clinical care rather than administration.</para>
Could<para>C a government single-payer system solve all of the administrative cost problems? The same administrative technology is available to the private sector, and if further economies were possible, and there is appropriate non-monopoly competition, private firms could profitably merge to provide cost-reducing service. One must also note that private insurer profits are not a waste to the economy, but rather payments for capital that government also must incur.</para>
<para>Moreover, a switch to a single-payer system would greatly diminish the very large private health insurance industry. To put the issue in perspective, in 2014 private premiums were $991 billion or just about 33 percent of total national health expenditures. To be blunt, one in three dollars of health care expenditures goes through private insurance! Private insurers would almost certainly oppose a single payer plan, and they have actively promoted their own interests in the formulation of  the ACA.</para>
<para>Do health care system problems warrant a change to a single payer? Other reforms may address specific problems. For example, we insure the uninsured through mandated coverage including subsidies for the poor, and provide coverage for people with pre-existing conditions through the individual mandates. Before the ACA, workers who were previously insured were allowed to purchase their previous coverage for a limited time from their previous employers.</para>
<para>A potential benefit of the single-payer system lies with the possibility of common coverage. We may worry now that some insured people have inadequate policies in terms of the depth and breadth of coverage. The single payer could offer one policy or a small number of variations, with each variation determined to be adequate by policy makers and interest groups representing the public. In fact, all Americans ages 65 and over who participate in Medicare (just about all of them) face similar basic choices.  In contrast, the availability of many policies from many companies, while offering variety and tailoring policies to the individual preferences for cost-sharing features and coverage, makes the policies difficult to compare.</para></section></section>
Quality of Care</title>
<para>Improving the quality of care has become a vital component of health system reform. In the presidential campaign of 2008 prior to passage of the ACA, both major party candidates stressed the need for higher health care quality. Senator John McCain vowed “to make sure they [patients] get the high-quality coverage they need.” Then-Senator Barack Obama devoted an entire section of his proposal to the goal of “ensuring providers deliver quality care.”  The ACA legislation that was ultimately signed into law included numerous provisions designed to improve quality and patient safety, and the major ones will be described later in this chapter.
<para>Previous chapters have described clinical studies that detail major gaps and unevenness in quality, and mechanisms such as health care report cards to encourage quality improvements by embarrassing providers who perform poorly and by influencing patient choices. We have also described the use of pay-for-performance (P4P) incentives to raise quality. 
<para>Health economists continue to grapple with quality issues, expressing concern about:</para>
<orderedlist numeration="arabic" spacing="normal" inheritnum="ignore" continuation="restarts"><listitem><para><inst>
1.
</inst>Moral hazard and the overutilization associated with insurance (a theme we have stressed throughout the text)</para></listitem>
<listitem><para><inst>
2.
The insufficient consideration </inst>of cost-effectiveness analyses to distinguish economically efficient from inefficient procedures, technology and levels of care (see especially <link olinkend="ch04" preference="0">Chapter <xref olinkend="ch04" label="4"><inst>4</inst></xref></link> and <link linkend="ch23sb02" preference="1" type="forward">Box <xref linkend="ch23sb02" label="23-2"><inst>22-1</inst></xref></link>)</para></listitem>
<listitem><para><inst>
3.
</inst>The limited use of financial incentives to promote quality.</para></listitem></orderedlist>
<para>Giving greater priority to financial incentives is a theme that we have also stressed throughout this text. 
</para></extract>Restructuring incentives appears straightforward, in principle, but <para>the transition from concept to practice is often very challenging. While the success or failure in healing a broken bone is relatively easy to monitor, quality aspects for many conditions are much more difficult to define and monitor, particularly for chronic conditions. Paying for performance requires sophisticated definition of performance measures, and determination of the appropriate incentive amounts needed to influence provider behavior.
<sidebar id="ch23sb02" label="23-2" float="1" prefix="Box" type="bx1"><inst>Box 22-1  </inst>
<title id="ch23sb02.title">Preventive Care and Cost-Effectiveness Analyses</title>
<para>A greater emphasis on preventive health has become a mantra for many political and thought leaders. As we shall note later, it has also become an important element of the ACA.  Diabetes screening for type 2 (adult-onset diabetes) is one prominent example. The health-related consequences that arise from this disease are staggering. Are widespread screening efforts for this disease cost-effective? Cohen and colleagues (2008) urge caution against sweeping generalization regarding preventive care.</para>
<para>Consider just the following examples of preventive measures they provide (taken from the Tufts–New England Medical Center Cost-Effectiveness Registry). The incremental cost per quality-adjusted life-year (QALY) is in 2006 dollars.</para><link linkend="informaltable0" preference="1" role="generated"/>
<informaltable id="informaltable0" frame="none" float="0"><tgroup cols="2" colsep="0" rowsep="0" align="left"><colspec colnum="1" colname="c1" align="left" colwidth="500"/><colspec colnum="2" colname="c2" align="left" colwidth="100"/><tbody><row><entry valign="top"><para>High-intensity smoking relapse program (compared to low-intensity program)
</para></entry>   <entry valign="top"><para>$    190</para></entry></row>
<row><entry valign="top"><para>Intensive tobacco use prevention program for 7th and 8th graders</para></entry>
                      $ <entry valign="top"><para>23,000</para></entry></row>
<row><entry valign="top"><para>Screening all 65-year-olds for diabetes (compared to diabetes screening of 
      all 65-year-olds who have hypertension)</para></entry>
 

                                 $<entry valign="top"><para>590,000</para></entry></row></tbody></tgroup></informaltable>
<para>By almost any standard (typically $50,000 - $100,000 per QALY), the first two prevention programs meet the threshold for adoption. The third, unlimited screening of all 65-year-olds for diabetes, should unequivocally be rejected.</para>
Two important lessons emerge. First, we cannot make rational decisions without reliable cost-effectiveness values. Second, policymakers and third-party payers must discriminate carefully within preventive (and undoubtedly other) categories of health care interventions. Political messages that sound good can reflect bad economics.</para></sidebar>
<para>P4P is now common in both private and public insurance plans, with mixed evaluations. Pearson et al. (2008) evaluated P4P programs introduced by Massachusetts’ leading commercial insurers. The research covered a wide variety of P4P contacts with a large number of physician groups over the period 2001–2003. It showed that the quality improvement, represented by 13 HEDIS measures, for highly incentivized groups was not larger than the improvement found in comparison groups.<footnoteref preference="1" label="3" role="generated" linkend="ch23fn03"/>
</para>
<para>In contrast, the Tax Relief and Healthcare Act of 2006 mandated a P4P program for Medicare. The program, known as the Physician Quality Reporting System, is still voluntary, but participation has grown rapidly from 55,000 professionals in 2007 to 585,000 professionals within 45,000 practices in 2014.  The CMS paid an average bonus of nearly $5,000 per participating professional practice in 2014. 
<section id="ch23lev1sec6"><title id="ch23lev1sec6.title">The Affordable Care Act of 2010</title>
<para>The U.S. Congress passed the Affordable Care Act (ACA) in March 2010. The primary goal was to reduce the number of uninsured people in the United States, then close to 50 million, while maintaining a viable private insurance system.  Here we will:

1. Discuss the logic behind the so-called “three-legged stool” analogy that characterizes the ACA.

2. Touch on the major features of the (very complex) Act.

3. Provide economic analysis of key features of the Act.

The following section will evaluate the outcomes six years (as of 2016) after passage.

The “Three-Legged Stool”

Jonathan Gruber, one of the ACA’s architects, and a key participant in the earlier Massachusetts Health Care reforms of 2006 (often referred to as Romneycare, after then-Governor Mitt Romney) uses the analogy of the three-legged stool (Gruber, 2010) to characterize the three features of the ACA.  Geometrically, a stool needs no fewer than three legs to establish a plane, stand stably, and bear the weight of considerable use.  

The first “leg” is the requirement that insurance companies offer insurance to any applicant with premiums based on age (and tobacco use) and not on underlying health status. Insurance companies may not exclude applicants due to preexisting illnesses.  While in principle any event is insurable, actuarially fair health insurance policies may be prohibitively expensive to individuals or groups of patients. Without further requirements, healthy patients may choose to exit any group that is charging these actuarially fair premiums. The second leg addresses the market impacts of the universal coverage mandate, and the third leg addresses the individual impacts.

As we noted in Chapter 10, if insurance companies charge the same price to people whether they are sick or healthy, many healthy people may see this as a “bad deal” and not buy insurance. Their exit results in higher prices that chase even more people out of the market, and can lead to the destruction of the markets.  To combat this possibility, Massachusetts in 2006 added a second “leg” to the stool by requiring that all residents carry insurance. In this way the state could ensure a broad distribution of health risks in the market and fair “community-rated” pricing to all.  Gruber couches this requirement in insurance terms, but a large public finance literature supports the affluent paying (increased) taxes, to fund transfers to the less affluent (or their widows or children) to achieve economic equity.  This, in fact, was the rationale that the Supreme Court used in upholding the ACA in 2012.


The first two legs establish and maintain insurance markets, but they do not guarantee that buyers can afford the premiums that would allow insurers to stay in the market.  The ACA therefore added a third “leg” in the form of subsidies that make health insurance affordable for those whose incomes would not otherwise allow them to buy it.  Although the rules are somewhat complicated, the ACA introduced two types of subsidies – tax credits and cost-sharing.  Tax credits reduce the costs to consumers of paying premiums, while cost-sharing reduces their out-of-pocket costs by lowering copayments, deductibles, and the maximum out-of-pocket costs that can be assessed over the policy period.  For 2016, for example, the premium tax credits that reduce the prices of insurance premiums, apply to people between 100 and 400 percent of the federal poverty level (FPL).  The cost sharing reductions apply to those between 100 and 250 percent of the FPL.
The ACA - Basics 

Legislation has words, rather than “legs” of a stool.  The ACA requires that most U.S. citizens and legal residents have health insurance. It creates health insurance marketplaces, commonly (and henceforth) referred to as “health exchanges”. Individuals or families can purchase coverage through these exchanges, with premium and cost-sharing credits available to those with incomes between 138 and 400 percent of the federal poverty level (the poverty level was $20,160 for a family of three in 2016).  The ACA also created separate exchanges through which small businesses can purchase coverage. 

The ACA requires that employers pay penalties for employees who receive tax credits for health insurance through an exchange, with exceptions for small employers.  It imposes new regulations on health plans in the exchanges and in the individual and small group markets. Finally, starting in 2014, states participating Medicaid expansion could increase eligibility levels within their state to 138 percent of the Federal Poverty Level (about $16,400 for an individual and $33,500 for a family of four in 2016). 

At the benefits level, the ACA assures an “Essential Benefits” package summarized in Table 22–1.  It includes some very familiar services such as emergency services and maternity and newborn care.  It also includes some less familiar services such as rehabilitative and habilitative services and devices (related to daily living).  Examples include therapy for a child who isn't walking or talking at the expected age. The ACA imposes annual out-of-pocket (OOP) maximums on the amount that enrollees in most health plans —including self-insured and large-group health plans—must pay for covered essential health benefits through cost-sharing.

Some analysts viewed the exchanges as a type of Orbitz® (a travel website) for buying health insurance.  Recognizing that more inclusive plans would cost consumers more, the ACA created four general benefit categories, referred to by metals platinum, gold, silver, and bronze.

Platinum plans provide the essential health benefits, 90 per cent of the benefit costs, with an out-of-pocket limit equal to the Health Savings Account (HSA) limit (for 2017, equal to $7,150 for an individual, and $14,300 for a family).  Gold plans provide the essential health benefits, covering 80 percent of the HAS out of pocket limits.  Silver plans provide 70 percent and bronze plans 60 percent, again with the same OOP and HSA criteria.  Catastrophic plans pay less than 60 percent of the total cost of care, with consumers paying the balance. These plans are only available to people less than 30 years old at the beginning of the plan year, or those with a hardship or affordability exemption.  The OOP limits are decreased (lower levels for lower incomes) for those up to 400 percent ($47,080 for a household of one in 2016) of the federal poverty limit.

Economic Analysis of the ACA

Two important parts of the ACA merit a graphical analyis.  The Supreme Court’s 2012 affirmation of the ACA allowed states to refuse to opt into the Medicaid expansion.  We saw in Chapter 21 that typical Medicaid matches outside of the ACA are on the order of 50 percent, reducing the price of health care relative to all other goods by about one-third.  As seen in Figure 22-3 the initial ACA matches were on the order of 8 to 9 times, reducing the price of Medicaid care by about 90 percent, moving from point XPre to XPost.  These matches could fund substantial health care increases in the states.  While some states might potentially have to raise taxes or re-allocate funds to receive the matches, the foregone gain to large numbers of residents is so large as to make states’ refusals implausible on economic grounds.  The states must be using other reasons for refusing to opt into the program.
(Figure 22-3  The Impact of the Medicaid Expansion)

A second analysis involves the availability of heavily subsidized insurance on the the choices that consumers make.  In Figure 22-4 we see that initially Bob’s family purchased no insurance (point B), while Dave’s family purchased a small policy (point D).  The availability of low cost, or subsidized insurance, at point I, lead both to purchase the insurance.  In terms of Chapter 21, Bob’s family “takes up” the insurance  and they now have more insurance than before (when they had zero).  Dave’s previous insurance is “crowded out” by the new insurance.  We see, however, that in this example Dave’s family has chosen a smaller policy than before.

(Figure 22-4  The Household Impact of Exchange-Provided Insurance)

Instances of behavior like Dave’s (in this example) made headlines, particularly among ACA opponents, but the economics are clear.  Dave’s family is taking a smaller policy, but at a much lower cost, freeing up funds for other items that it values more.  This effect is well-known in the analysis of housing vouchers, for example, where households may choose a smaller unit because it costs much less.  Rather than representing a program failure, it represents the opportunity for the program to tailor consumption more specifically to households’ needs. 

<para>Despite its focus on the uninsured, ACA affects almost every segment of the health economy. For example, numerous provisions affect Medicare beneficiaries as well as those who provide services to them. In previous chapters, we have described reductions in payments to Medicare Advantage Plans (Medicare Part C) and the gradual elimination of the “doughnut hole” by 2020. Other provisions call for reductions in payments to hospitals and other providers.</para>
<para>To raise revenues and discourage over-insurance, the Act imposes a “Cadillac” tax on high-cost employer-provided policies (recall that the US tax system gives disproportionate subsidies to high-cost policies through the graduated income tax deduction). In addition to this tax, funding for the program comes mainly from an expanded Medicare tax base that will affect higher income individuals and families, fees on health insurers, and taxes on manufacturers and importers of branded drugs and certain medical devices. These new revenue streams will nevertheless fall short of the increased federal obligations under ACA.</para>
<para>To close the gap, the Obama administration and supporters of ACA have emphasized measures to “bend the curve,” that is, slow down the overall rate of growth of health care spending through increased preventive health, administrative simplification, and by reducing inappropriate care. To accomplish the latter, ACA has created an independent, non-profit Patient-Centered Outcomes Research Institute. Although the Institute has only limited authority in making recommendations, it examines and conducts studies comparing the appropriateness of alternative treatments.
Competitive Strategies In THE POST ACA ERA</title>
<para>Until passage of the ACA, an ideological battle raged over the superiority of (1) increased government involvement through both expanded regulation and additional government programs to provide or finance health care or (2) an increased emphasis on market mechanisms and market forces with corresponding decreases in the use of regulatory instruments.  The Republican Party platform, adopted for the 2016 presidential contest, demanded that the ACA:

“… must be removed and replaced with an approach based on genuine competition, patient choice, excellent care, wellness, and timely access to treatment. To that end, a Republican president, on the first day in office, will use legitimate waiver authority under the law to halt its advance and then, with the unanimous support of Congressional Republicans, will sign its repeal.”

The Republican Party, however, had not offered a cohesive plan to replace “Obamacare.” A careful examination of the ACA and other develoments in the post-ACA period will reveal that promoting competition and innovation remains central to U.S. health care polcy.


The ACA is designed to promote competition through at least two mechanisms.  First, federal subsidies for insurance are given only to those who purchase coverage through the exchanges that we have described.  Second, the exchanges make it much easier for consumers to compare costs of standardized policies.  Thus, to gain access to consumers, insurers have incentives to participate in the exchanges, and if enough insurers do, to offer competitively priced policies.  It is still to early to determine whether this strategy is working as intended.  

We note one final market approach known as Value-Based Insurance Design (VBID) that relies on financial incentives.   VBID, established in 2005, preceded the ACA, but one part of the law created a new section of the Public Health Service Act that feaures VBID coverage. Under VBID,  patient copayments are reduced for high-value care and its follow-up, and raised for lower-value services.  These programs are often directed at preventive and chronic care. VBID is currently under wider consideration, and empirical evidence on its effects has become available.  In reviewing the literature, Lee and colleagues (2013) concluded that VBID has improved the quality of care but has not reduce overall spending.   Elsewhere, Hirth, et al. (2016) compared participants in a voluntary VBID program for Connecticut state employees with state employees in six other states.  Compared to the other states, Connecticut employees in the first two years of the program had greater use of targeted services and better adherence to medications for chronic conditions.  Cost comparisons did not find any significant differences.
<section id="ch23lev2sec6"><title id="ch23lev2sec6.title">Development of Alternative Delivery Systems</title>
<para>The dominant competitive strategy in the United States has been to promote delivery systems that can provide alternatives to traditional fee-for-service with its comprehensive first-dollar insurance coverage. The cornerstone of this strategy has been the promotion of various forms of managed care, including health maintenance organizations (HMOs), and preferred provider organizations (PPOs).</para>
<para>Managed care health plans, described in Chapter 12, provide comprehensive sets of services for fixed monthly premiums. They typically feature minimal cost-sharing for covered 
services. In exchange for expanded coverage, patients’ choices are restricted to specific providers and hospitals. Furthermore, the patients’ primary care physicians serve as the gatekeepers for referral to most specialists and nonemergency hospital admissions.</para>
<para>Expansion of the population covered by managed care has been a major policy goal. The primary motive behind the managed care strategy is the view among many policymakers that the traditional fee-for-service form of health care delivery was the primary cause of rising costs and 

unnecessary care.</para>
<para>Managed care has reduced costs through lower hospitalization rate (inpatient care) and lower payments to providers. However, managed care cost increases have paralleled rates of increase elsewhere, limiting the overall potential for cost containment. Nevertheless, federal policy continues to emphasize the managed care strategy by proposing expanded incentives for those who select prepaid, managed care systems, especially Medicare and Medicaid beneficiaries.
The ACA has also promoted Accountable Care Organizations (ACOs).  ACOs, as described in Chapter 12, are integrated entities that involve tight coordination of care coupled with joint financial incentives to providers.  The development of ACOs preceded the ACA but the ACA legislation led to the ‘Next Generation ACO Model.’  ACOs under this program assume greater performance risk while potentially receiving a larger share of savings than other types of ACOs.  </para></section>
<section id="ch23lev2sec7"><title id="ch23lev2sec7.title">Consumer-Directed Health Plans and Health Savings Accounts</title>
<para>Consumer-directed health plans (CDHPs) paired with health savings accounts (HSAs) represents an important health care delivery alternative. Proposals for medical savings accounts go back to the early 1980s (Stano, 1981). Under proposals that emerged in the following years, employers or public payers would contribute to an individual’s <emphasis>Medical Savings Account</emphasis> (MSA). The account would allow the holder to purchase relatively low-cost catastrophic insurance with high deduc-tibles. Holders would then use MSA balances to pay out-of-pocket costs due to the deductibles, while providing true catastrophic insurance for large unexpected charges. The account would then distribute the unused portion in the MSA at the end of a designated period or at retirement.</para>
<para>MSA advocates contrast it to comprehensive, tax-subsidized insurance, which creates sub-stantial moral hazard and ineffective incentives for efficient consumption of care. They argue that potential distributions from an MSA, like spending their own dollars, provide individuals with incentives to use care prudently. In principle, patients will be less likely to consume unnecessary or marginally beneficial care, and the stronger market forces will help restrain prices.</para>
<para> After a federally funded demonstration of MSAs and restrictive form, completely controlled by the employer, that was approved in 2002, tax-advantaged health saving account (HSA) legislation passed in 2003. The HSA is a less restrictive MSA, owned by the <emphasis>employee,</emphasis> and open to anyone enrolled in a high-deductible health plan and not already covered by public or private insurance. In 2016, the minimum deductible had to be $1,300 ($2,600 for families). Individuals with qualified coverage were allowed to contribute up to $3,350 ($6,750 for families) to their HSAs.</para>
<para>The motive for the CDHP strategy is to create highly informed consumers and to give them the incentives and the tools so that they take charge of their health care decisions. Their search for price and quality would counter the power of medical providers and the inefficiencies in the current marketplace. In this sense, the CDHP contrasts sharply with managed care under which the patient is a more passive participant and where the managed care plan administrators take responsibility for prices and quality. As noted in Chapter 12, 24 percent of covered employees partcipated in high-deductible plans in 2015. In 2007, Medicare also introduced an MSA option but enrollments are typically less than 3 percent of Medicare beneficiaries.</para>
<para>Feldman and colleagues (2007) analyzed a three-year window for plans offered by a large employer and find little significant savings for those enrolled in CDHPs. Dixon et al. (2008) examined a large manufacturing company that had large- and low-deductible CDHP options, with premiums lower in the former, as well as a PPO plan. Enrollees in the high-deductible CDHP were more likely to cut back on utilization, but they were more likely to engage in risky cost-saving behavior (e.g., not going to a physician when they should have, or taking less than the recommended dose of a prescription drug). Another report for the same firm found that the high-deductible CDHP enrollees were substantially more likely to discontinue taking some categories of drugs used to treat chronic conditions (Greene et al., 2008a).</para>
<para>Analysts temper their enthusiasm for CDHPs by recognizing the undesired consequences that may result from a system that depends on voluntary enrollments. Healthier individuals will more likely choose high-deductible health plans. They may purchase catastrophic coverage at relatively low rates and will more likely have funds left over in their HSA accounts. This selection phenomenon might also lead to escalating premiums for the sicker populations who remain in managed care and conventional plans so that the net effect could turn out to be largely a redistribution of income toward the healthy. Clancy and Gauthier (2004) provide an excellent collection of articles on CDHPs that includes discussions of this form of adverse selection.</para>
<para>Three other potentially serious problems affect  high-deductible policies. First, their holders may be tempted to scrimp on preventive health care measures, some of which are often among the most cost-effective. Second, a small proportion of individuals with serious chronic and acute conditions account for a large share of annual health care spending. These patients will have exceeded their maximum out-of-pocket requirements and may not have strong incentives to economize on their use of health care. Third, HSAs are more difficult to administer, and less sophisticated consumers could have difficulty distinguishing between HSAs and other options (Greene et al., 2008b). Despite these concerns, Cogan, Hubbard, and Kessler (2005) develop a well-crafted defense of HSAs along with other market-based reforms, and Cannon (2008) makes a strong conceptual case for “large HSAs” with the full amount of employer and employee contributions put into an HSA.<footnoteref preference="1" label="2" role="generated" linkend="ch23fn02"/>
</para></section>
<section id="ch23lev2sec8"><title id="ch23lev2sec8.title">Other Market Reforms</title>
<para>Other reforms are important to proponents of market-based solutions. The first deals with the tax subsidy of employer-provided insurance. We have already described the employee gains from the tax-free income associated with such insurance, and the bias it creates toward deep coverage and associated increases in utilization. Because proposals to eliminate the tax preference would meet considerable opposition, others have argued for full deductibility from taxable income of indi-vidual expenditures on health care and health insurance (Cogan, Hubbard, and Kessler, 2005).</para>
<para>Another reform under the competitive approach would eliminate many mandated benefits to increase the availability of lower-priced insurance policies. As of 2016, the 50 states plus the District of Columbia have almost 1,100 mandates to provides specified benefits.  Many are quite common (mammogram and prostate screening, alcohol and smoking cessation), but others are less common (wigs in Rhode Island, bone mass measurement in Maryland).  

Mandates raise insurance premiums and reduce the options available to consumers, especially low-cost policies. To get around the costs imposed by mandates and other state regulations, a competitive strategy would allow individuals to purchase insurance across state lines, now generally prohibited. Parente and Feldman (2008) estimate the reductions in the number of persons without insurance in three scenarios: a national insurance market (which would have the greatest impact), one with competition among states grouped into four regions, and one with competition among the five largest states. Their “moderate” projection (prior to the ACA) for a national market indicated an increase in the number of insured of more than 12 million, if Congress were to remove the interstate insurance barrier.
Graphical <section id="ch23lev2sec9"><title id="ch23lev2sec9.title">Representation of the Competitive Approach</title>
<para>We illustrate the essence of the competitive approach with the help of <link linkend="fg23_00200" preference="1" type="forward">Figure <xref linkend="fg23_00200" label="23-2"><inst>22-5</inst></xref></link>. Let <emphasis>S</emphasis><subscript><inst></inst>1<inst></inst></subscript> and <emphasis>D</emphasis><subscript><inst></inst>1<inst></inst></subscript> represent the existing demand and supply curves for health care. Equilibrium quantity is <emphasis>Q</emphasis><subscript><inst></inst>1<inst></inst></subscript>, and total spending is rectangle 0<emphasis>P</emphasis><subscript><inst></inst>1<inst></inst></subscript><emphasis>EQ</emphasis><subscript><inst></inst>1<inst></inst></subscript>.

(Figure 22-5 The Intended Effects of Competitive Strategies on Demand and Supply)</para>
<para>Competitive strategies have two broad goals. The first seeks to reduce demand by increasing the number of patients in HSAs and other settings who are sensitive to price and the diminishing marginal benefit associated with health care. Neutralizing the tax subsidy for employer-provided health insurance would decrease demand for health services, especially the relatively less-beneficial services to <emphasis>D</emphasis><subscript><inst></inst>2<inst></inst></subscript>. The equilibrium quantity will decrease, as will prices and expenditures, though the price effect will be small where the elasticity of supply is large.</para>
<para>However, another important role for competitive strategies operates through effects on the supply side. Here, advocates believe that a relaxation of regulatory, entry, and capacity controls will reduce producer costs and increases the supply of services. At the same time, competitive pressure introduced through consumer search will push providers to produce care more efficiently, that is, at lower cost, represented by a rightward shift in supply to <emphasis>S</emphasis><subscript><inst></inst>2<inst></inst></subscript>. The combined effects, if substantial, would lead to large decreases (from 0<emphasis>P</emphasis><subscript><inst></inst>1<inst></inst></subscript><emphasis>EQ</emphasis><subscript><inst></inst>1<inst></inst></subscript> to 0<emphasis>P</emphasis><subscript><inst></inst>2<inst></inst></subscript><emphasis>GQ</emphasis><subscript><inst></inst>2<inst></inst></subscript>) in health care spending, as illustrated in <link linkend="fg23_00200" preference="0" type="backward">Figure <xref linkend="fg23_00200" label="23-2"><inst>22-5</inst></xref></link>, or to reduced growth rates in spending. Of course, in the absence of these predicted effects, competitive strategies would be ineffective and they might even backfire. 

ACA Outcomes After Six Years 
There are multiple ways to measure the impact of the ACA.  We will examine access, coverage, costs, quality, and adverse selection, recognizing that the implementation in each state has differed.  Since many critics feared loss of jobs due to increased employer costs, we will also look at findings on employment effects. At the time of this writing (mid-2016) many findings are preliminary, but may indicate future trends.
Health Care Access

The uninsured portion of the population has tumbled since 2010.  Figure 22-6 shows how the uninsured rate fell for all age groups from 2013 to 2014 (the first full year of the individual mandate and the expanded Medicaid) from 18.8 percent (35.6 million adults) to 14.4 percent (27.4 millions adults).  Not surprisingly the uninsured rate was higher in those states (like Texas and Florida) that did not expand Medicaid had higher percentages uninsured but even in these states the percentage uninsured fell among all age groups.  For example the uninsured rate for those ages 18 to 35 fell from 19.9 percent to 13.7 percent in the “expansion states”  compared to a fall from 25.7 percent to 22.3 percent in the non-expansion states.
(Figure 22-6 Percentage of Non-elderly Adults Uninsured for Entire Calendar Year)
The ACA is all about health insurance.  Frean, Gruber, Sommers (2016) assess the relative contributions to insurance changes of various ACA provisions in the law’s first full year, using rating-area level premium data for all 50 states and microdata from the 2012-2014 American Community Survey.  Their study found only a moderate consumer response to the ACA’s price subsidies.  Nevertheless the subsidies led to a coverage expansion of about one percent of the population (about three million people).  The authors also found little impact on consumers’ coverage decisions of the various exemptions and tax penalties under the ACA and that changes in Medicaid were responsible for increased coverage of both newly eligible populations as well as those who were previously eligible but had not previously applied for Medicaid. 

The “metal plans” (referenced above) appear to have increased enrollment.  As of April 2016, the “metal plans” insured over 11 million American residents.  Over 90 percent were in either silver or bronze plans (consumers eligibility for cost-sharing reductions required enrollment in a silver plan or better), with fairly large deductibles and copayments.  While the biggest numbers of enrollees were in the biggest states (California, Texas, and Florida), the metal plans had their biggest percentage impacts in states that had not expanded their Medicaid plans in response to the ACA (see Table 22-2).   In terms of percentage covered in the metal plans all of the top five states (Florida, Idaho, Maine, Utah, and North Carolina) and 12 of the top 15 percentage metal states were those that had not expanded Medicaid.  
(Table 22-2 Purchase of the “Metal” Plans – States with Highest Percentages)

BOX 22-2  Has the ACA Improved Access to Care?
We have seen how the ranks of the uninsured diminished substantially following the ACA, but  insurance does not necessarily mean easy access.  Although insurance is an important deter-minant of access, coverage gaps or large copayments in some insurance plans, lack of trans-portation or child care, unavailability of providers or those who accept the patient’s insurance, and discrimination may explain the wide disparities in access that have characterized U.S. health care delivery. Improved access for some population groups remains a major policy priority.  


An ongoing project involving one of this volume’s co-authors (Stano) provides unique information about access to care in the form of availability of a primary care physician for new patients and their wait-to-appointment.  The researchers use simulated consumers (also known as audits) to examine the effects of insurance, race/ethnicity, and sex in the search for a new physician.  By experimentally controlling for patient characteristics, audit studies avoid the confounding differences in patient characteristics e.g., health status, that plague surveys or other forms of data collection.  This method has been used in several forms of research that investigate economic discrimination, for example, differential behavior of housing rental agents toward whites and people of color. 

In this study, research assistants (RAs) called the offices of a large random sample of primary care physicians listed in the American Medical Association’s Masterfile in 2013, just prior to the individual mandate, as well as in the two following years. The RAs purportedly called on behalf or an aunt or uncle who was in good health and was either 47 years old (for those with Medicaid, private insurance or self-pay) or 67 years old for those with traditional Medicare.  The RAs used names that signal race/ethnicity, e.g., Tamisha Washington, Juan Martinez-Hernandez, and Greg O’Brien.


For the 2013 baseline year, Sharma, Mitra, and Stano (2015) showed, for example, that the probability of an appointment offer for ‘Black female patients’ on Medicaid was 20 percent compared to 70 percent for ‘White male self-pay patients’.  Statistical methods indicated  up to five-fold differences in offers of appointment to different groups based on insurance, race/ethnicity, and sex, as well as large differences in wait-to-appointment.
In another report Tinkler and colleagues (2016) examined the availability of nurse prac-titioners (NPs) in 2013 if a primary care physician was not available. NPs constitute a large pro-fession with 136,000 employed in 2015 and about one-half working in physician practices. The authors found that NPs were offered appointments less than one percent of the time despite their much lower wait-to-appointment times for NPs – 3.6 days compared to 22.5 days for physicians.

Did access for Medicaid patients improve in the following two years? Did the newly insured patients under the ACA, as some feared might happen, make it harder for other groups to access physicians?  Preliminary analysis comparing 2013 with the post-mandate years 2014 and 2015 provides some answers. Sharma, et al. 2016 found that appointment offers were higher in 2015 than in 2013 for Medicare and privately-insured patients. Appointment offers for Medicaid patients increased each year with stronger effects in states that expanded Medicaid. 
Nevertheless, there remained a large and persistent disparity between Medicaid and other insurance groups. For self-pay patients, there was an overall decrease in appointment offers across states that expanded Medicaid, suggesting the possibility of some crowdout, but an overall increase across non-expanding states.
Health Care Costs

During 2006 and 2007, immediately preceding the Great Recession, the National Health Expenditures (NHE) growth rate exceeded six percent. In 2009, the last year of the Recession, the rate dropped below four percent and remained there through 2013, or five years of apparently reduced growth.  However growth then accelerated to 5.3 percent in 2014 and 5.8 percent in 2015, coinciding with the expansion of the ACA.  Are they related and if so how?

Roehrig (2016) argues that the increases in NHE during 2014 and 2015 resulted in part from expanded coverage under the ACA. Increased access to both public and private health insurance increased utilization over this period and drove up overall spending. Expanded coverage also had impacts on prescription drug spending and the cost of insurance.  Roehrig also reminds us that there was large spike in prescription drug spending in 2014 resulting from the introduction of the hepatitis C drugs. 

Did the ACA affect this?  Yes, in two ways.  Yes, there was a major increase in enrollment, which grew faster than the economy.  We have seen in the past that enrollment increases lead to expenditure increases, and growth in the NHE share.  Yes, in the sense that some transitions to managed care increased growth.  In a transition to managed care Medicaid, the net insurance cost rises as Medicaid Health Maintenance Organizations (HMOs) collect more in premiums than they pay out in benefits while government administrative costs are largely unaffected.


Schoen (2016) argues that a number of ACA reforms, particularly related to Medicare, have likely contributed to the slowdown in health care spending growth by tightening provider payment rates and introducing incentives to reduce excess costs.  Among these are various provisons that reduced payments to hospitals, other providers, and private Medicare Advantage plans; and, as described below, several incentive programs designed to improve quality and lower costs.
The ACA and Quality

The ACA established numerous mechanisms to address quality.  The essential benefits requirement that insurance cover ‘preventive and wellness services and chronic disease management’ (Table 22-1) is a clear and obvious example.  The Act also contains more specific provisions that include financial incentives for quality improvement.  For example, three programs authorize Medicare to link payments for hospital care to quality: the Hospital Readmissions Program (HRP), the Hospital Inpatient Value-Based Purchasing Program (VBP); and the Hospital Acquired Condition (HAC) Reduction Program.  The HRP reduces payments to acute care hospitals that have excess readmission rates for certain high-cost or high-volume procedures.


The Hospital VBP program is also designed to promote quality by first reducing DRG payments to participating hospitals (about 3,000) and then using those amounts to fund incentive payments to hospitals based on performance measures relative to other hospitals or based on improvements in a hospital’s performance relative to a baseline period. HAC reduces payments to hospitals that rank in the bottom quartile of hospitals based on HAC performance measures.


Medicare has also implemented many other initiatives at the same time as quality reporting, so it can be extremely challenging to evaluate the impact of any specific program or set of programs on health outcomes.  Nevertheless, important and encouraging evidence has emerged on the benefits of the ACA despite the challenges and the limited timeframe since the onset of its major provisions.  Jacobs, Duchovny and Lipton (2016) used national survey data to compare self-reported health status and health care use in 2014 with 2013, just prior to the individual mandate for three population groups: Medicaid, individual non-group, and the uninsured.  The study is revealing about possible population shifts among the three groups. It found improved health status among the uninsured in 2014 compared to 2013 suggesting that those who had taken up insurance in 2014 were less healthy than the overall uninsured population in 2013.  Medicaid enrollees showed improved health in 2014.  With substantial Medicaid expansion under the ACA, this result is likely due to the better health of the newly enrolled compared to existing Medicare enrollees. Those with private insurance had more chronic conditions in 2014 than in 2013.  As the authors suggest, this was likely due to the newly insureds’ being diagnosed with such conditions.


From a continuous national telephone survey representing a large sample of respondents, Sommers, et al. (2015) examined a variety of outcomes variables covering a timeframe (2012-2015) that included the ACA’s first two open enrollment periods.  In addition to improvements in coverage and access following the start of the initial open enrollment period (October 2013), the study found a clear downward trend among those reporting their health conditions as “fair or poor.” Analyses of subsamples, e.g., by race/ethnicity and by states that participated in Medicaid expansion vs. those that did not, revealed broad gains following the initial enrollment period. 

Sommers, et al. (2016) also provide a more extensive evaluation of the Medicaid expansions by conducting their own surveys of about 1,000 low-income adults in each of Kentucky, Arkansas, and Texas for the years 2013-2015.  Kentucky and Arkansas expanded their Medicaid programs while Texas did not.  The information collected included self-reported health status, changes in health insurance, utilization of services, and various socioeconomic measures.  The study determined (p. E8) that compared to Texas, Medicaid expansions in Kentucky and Arkansas led to “… major improvements in access to primary care and medications, affordability of care, utilization of preventive services, care for chronic conditions, and self-reported quality of care and health.”  

Employment Effects 
The ACA places mandates on both labor suppliers (requiring that they buy insurance) and labor demanders (requiring that they provide insurance).  We learned in Chapter 11 that these man-dates can affect employment when the marginal costs and the marginal benefits of the insurance are not equal.  Although the measurement of employment effects for the ACA is as yet premature (the program has not been uniformly implemented, and data must be collected on a state by state basis), Kolstad and Kowalski (2016) use a variant of our Figure 11–2, to sort out the impacts of the 2006 Massachusetts health care reform, which featured many of the same features..

Redrawn as Figure 22–7, we examine employers N that do not initially (at time b, before the reform, or Nb) offer employer-sponsored health insurance, and employers E that do (Eb).  The equilibrium money wage wEb for those who offer insurance (point D) is lower than wNb for firms that do not (point A), because the insurance has value to the workers, who will willingly pay for it in reduced wages.   
      (Figure 22-7 Employment Effects of Mandated Insurance through Health Care Reform)


The ACA requires that most employers offer insurance or pay a fine.  Those who choose to pay the fine will see their demand curves (at time a, after the reform) shift downward by the amount of the fine, leading to an equilibrium reduction in money wage to wNa, and a reduction in employment (from LNb to LNa).  Why?  The are paying more, so they are hiring fewer workers.


The employers who already offer insurance see the supply curve for their workers falling. Why?  Even if workers do not value the insurance on its own merits, in reacting to the individual mandate, they will value it at least as much as the penalty they must pay for not having it.  Observers will see a reduction in money wage to wEa, and an increase in employment because the workers cost less.  

The impact on overall employment depends on the relative magnitudes of the changes in the two sectors.  Employment before the reform was LEb + LNb;  it is now LEa +LNb.  The net effects depend on the impacts of the mandated penalties on the employers, and the mandated coverage for the employees.

The authors report several key findings

· Those who gained employer-supplied health insurance were willing to accept lower wages because they valued the coverage that they received.

· The Massachusetts mandating mechanisms were desirable from a welfare economics perspective. The authors find that if the government had established a wage tax to pay for health insurance, the economic losses due to that labor market distortion would have been about 13 times as large as they measured.  
· Finally, contrary to the hypothesis that employers would simply stop offering coverage, employer-supplied coverage increased.  The authors believe that the individual mandate, combined with the valuation of employer-supplied coverage, encouraged workers to demand employer-supplied coverage from their employers. This was paid for out of decreased wages.  If employers have a comparative advantage in offering health plans that their employees value (due to increased risk experience and more risk pooling), one might expect a “crowd-in” to employer-supplied coverage, precisely what the authors saw.

Adverse Selection under the ACA

Adverse selection is a phenomenon that we explored in Chapter 10.  It can arise in insurance markets when some buyers are able to purchase insurance below actaurially fair rates.  The ACA imposed an individual mandate but, aside from their age and tobacco use, higher risk consumers or those with preexisting conditions cannot be denied coverage or charged a higher premium.  Have these features created opportunities for adverse selection?   


The New York Times reported that those enrolling in Blue Cross plans in 2014 and 2015 were sicker with higher rates of “diabetes, depression, coronary artery disease, H.I.V. and hepatitis” than those with prior coverage.  Hospital admissions were 84 percent higher and visits to physicians and other providers was 26 percent higher.  Another New York Times article described the numerous waivers granted by the Obama administration that allowed ‘special enrollment’ periods beyond the annual enrollment deadline for certain groups. Those who enrolled during these special enrollment periods had 55 percent higher utilization than those who enrolled before the regular deadline.


Adverse selection by potential enrollees is not the only problem.  Many insurance plans are finding that large numbers of new enrollees drop their coverage soon after they have signed up.  According to the Detroit Free Press, Michigan Blue Cross has reported losing an unexpectedly high 20 percent of its ACA subscribers in the months following open enrollment. The enrollees get needed services and then drop their coverage, presumably paying the tax penalty for the remaining months that they do not have coverage.


We caution that that scholars have not yet throughly analyzed the ACA evidence.  Hackman, Kolstad and Kowalski (2015) examined the individual mandate under the Massachusetts reform model, prior to the enactment of the ACA. Massachusetts had already prohibited insurers from discriminating on the basis of preexisting conditions so its experience may differ from the national experience following the ACA mandate. The Hackman study found that Massachusetts markets experienced adverse selection prior to the state’s reform and that there was a reduction in adverse selection following its reforms.  Premiums and costs in the individual insurance markets decreased significantly. 

Following the ACA, at the national level there were wide variations in premium increases across states in for 2015 and 2016 but the average was moderate (Blumberg, Holohan and Wengle, 2016).  Nevertheless, large effects reported by the media are potentially troubling.  Insurers may be less likely to participate in the exchanges, reducing competition and consumer choice, and those insurers that remain may seek higher rate increases to cover their costs.  As of mid-2016, California insurers requested an average premium hike of 13.2 percent for 2017, and many major insurers in other states were also requesting approval for double digit rate increases.


Meeting Reform Goals

Six years after enactment, h<para>ow well has the ACA addressed the reform goals discussed earlier in this chapter?  
<para><emphasis>Creating a safety net</emphasis>
Millions of American residents still do not have health insurance and many who do, have substantial cost-sharing in the forms of deductibles and copayments. Analysts accurately foresaw that the program was not designed to insure everyone, leaving 20 million or more people uninsured.  They did not foresee that two of the three largest states (Texas and Florida) would refuse to expand the Medicaid programs, leaving several million people without coverage because of where they lived.
<para><emphasis>Cost Containment
The U.S. health economy has entered a perod of reduced cost growth (which is not the same as reduced costs).  As noted above policies that accompanied the ACA may have reduced cost pressures, although it is difficult to point to explicit ACA policies that did so.  Cost growth began to increase in 2014 and 2015, so analysts will need longer-term data before they can explicitly link cost changes to ACA policies. </emphasis> </para></listitem></itemizedlist>
Quality, High Value Care

Improving health care quality is challenging to any health care system, but early evidence of the impacts of the ACA’s Medicaid expansion has been encouraging. Several Medicare initiatives for financial rewards to providers that improve quality and lower costs show considerable promise.</para>
Choice for Patients and Providers</emphasis>
The decision to use the existing network of providers, in a framework to preserve the private insurance system, has left much of the patient choice to be unchanged.  In general, patients have no less provider choice than they had prior to the passage of the ACA. </para>
<para><emphasis>Ease in Administration</emphasis> </para>
The state-by-state implementation of the ACA has not led to ease in admininistration, compared, for example, with the federally administered Medicare program, or a single-payer Canadian-type of system.
Conclusions</title>
<para>Cost-containment, and reduction or elimination of the number of uninsured, are the principal goals of health system reform in the United States. Other goals include administrative simplicity and choice for providers and patients. Improving the quality of care has also emerged as a national priority. Any reform process requires difficult decisions on the services covered, on who is covered, and on the financing mechanisms.</para>
<para>The most serious obstacle to reform (using the United States as our example) has been the divide over whether to expand the government’s role through mandates, additional regulations, and tax subsidies or whether to rely increasingly on markets through deregulation and tax changes that neutralize the current bias toward subsidized, employer-based insurance.</para>
<para>We have examined other important issues to health system reform. We found that the incidence of health premiums under employer-based systems falls on workers. In theory, the burden of increases in health care costs or mandates on employers will fall on workers. Thus employer mandates do not make firms less competitive internationally, nor will movements toward single-payer systems funded by government revenues make them more competitive.</para>
The ACA passed in 2010, and after two favorable Supreme Court rulings, has firmly taken hold. Built on the shoulders of America’s private insurance and the Medicaid/CHIP systems, it uses an individual mandate for consumers to purchase health insurance and provides market-pooling mechanisms to make the insurance available to many who were previously not able to get it.  It has reduced the number of uninsured in the country by over 16 million with the gains coming primarily through the marketplaces (health exchanges), young adults’ staying on their parents’ plans until they turn 26, and Medicaid expansions.
<title id="ch23sum01.title">Summary</title>
<listitem><para><inst>
1.
</inst>Many difficult decisions in the reform process include determining which services to cover, who to cover, and how to pay the additional costs.</para></listitem>
<listitem><para><inst>
2.
For society</inst>For , the cost of universal coverage is the incremental cost of additional health care purchased by people due to improved insurance coverage.</para></listitem>
<listitem><para><inst>
3.
</inst>The incremental cost of providing full-year coverage for all Americans would be about five percent of current NHE. Savings from successful cost controls may reduce this incremental cost.</para></listitem>
<listitem><para><inst>
4.
</inst>Mechanisms to reduce the uninsured include employer and individual mandates, expansion of existing public programs, and subsidized coverage for lower income and high-risk households.</para></listitem>
<listitem><para><inst>
5.
</inst>A switch from the current U.S. health system to a single-payer system would likely save money by reducing administrative costs.</para></listitem>
<listitem><para><inst>
6.
</inst>For the entire country, labor supply is inelastic. As a result, the incidence of a mandated health insurance program falls mainly on workers.</para></listitem>
<listitem><para><inst>
7.
</inst>Mandates on employers have the same economic effects as mandates on workers.</para></listitem>
<listitem><para><inst>
8.
</inst>Some proposals recommend the separation of health insurance from employment in order to eliminate the inefficiency caused by the tax-exempt status of employer-provided health insurance.</para></listitem>
<listitem><para><inst>
 9.
</inst>Competitive strategies include the promotion of alternative delivery systems, the expansion of consumer-directed health plans built around various forms of health savings accounts, reductions in mandated benefits and other regulations on the insurance industry, and implementing tax reforms that reduce the bias toward employer-based insurance.</para></listitem>
<listitem><para><inst>
10.
The </inst>ACA seeks to reduce the number of uninsured individuals by improving the affordability of insurance, and by improving the availability of coverage for employees of small businesses, in the context of the existing U.S. health insurance industry.
<listitem><para><inst>
11.
The </inst>ACA provides two avenues for expanding insurance: (1) providing exchanges where consumers can purchase in insurance in competitive markets; (2) expansion of Medicaid, by which several million Americans can get treatment through established providers.

<listitem><para><inst>
12.
</inst>In bypassing either single-payer programs or explicit mandated providers, the ACA preserves both patient and provider choice. Consumers maintain choice of insurance coverage, and provisions for provider payment are unchanged.
<listitem><para><inst>
13.
The </inst>ACA’s cost-containment strategies are less well-developed than those that provide the insurance.  Some overall policies related to Medicare appear to have reduced cost pressure in that program.  In addition, incentives to reduce hospitalization and hospital time, as well as increased accountability, appear to have had some cost-dampening impacts.
<listitem><para><inst>
14.
Health insurance enrollment has risen, and the number of uninsured has fallen by 20 million from its pre-ACA level of 2009.   Overall healthcare costs (both aggregate and percentage) have risen due to an increase in the number of enrollees and the structures of the new plans.

<supertitle id="ch23ps01.supertitle">Discussion Questions</supertitle>
<general-problem id="ch23ps01gen001" label="1" maxpoints="1"><inst>
1.
</inst><question id="ch23ps01q001"><para>Would individual mandates for health insurance be more or less burdensome to the poor than employer mandates? Would lower-income groups be wise to favor one plan over the other?</para></question></general-problem>
<general-problem id="ch23ps01gen002" label="2" maxpoints="1"><inst>
2.
</inst><question id="ch23ps01q002"><para>If the aggregate labor supply curve were highly responsive to increased wages (elastic) instead of very inelastic as we have stated, how would an employer-mandated health insurance plan affect the country’s international competitiveness?</para></question></general-problem>
<general-problem id="ch23ps01gen003" label="3" maxpoints="1"><inst>
3.
</inst><question id="ch23ps01q003"><para>How could a single-insurer health insurance system provide additional cost savings over a multiple-insurer system like that in the United States?</para></question></general-problem>
<general-problem id="ch23ps01gen004" label="4" maxpoints="1"><inst>
4.
</inst><question id="ch23ps01q004"><para>What are the major competitive strategies proposed by economists? How, for example, would elimination of the tax subsidy for employer-provided health insurance reduce spending on health care?</para></question></general-problem>
<general-problem id="ch23ps01gen005" label="5" maxpoints="1"><inst>
5.
</inst><question id="ch23ps01q005"><para>What are Health Savings Accounts (HSAs)? Why might HSAs decrease health care spending? What are some problems with the HSA concept? Consider an enrollee in a CDHP with a high-deductible HSA who is choosing between the two physicians whose fees vary by $50 per visit. How might the fee information influence her to choose the lower-priced physician? Why might the patient still choose the higher-priced one? Would your answer change if the difference was $200 per visit?</para></question></general-problem>
<general-problem id="ch23ps01gen006" label="6" maxpoints="1"><inst>
6.
</inst><question id="ch23ps01q006"><para>Compare ACA passed in 2010 with the Massachusetts health plan adopted in 2006  (use the Internet to obtain more details than we have provided in this chapter). Be sure to note the similarities and differences in the two plans.</para></question></general-problem>
<general-problem id="ch23ps01gen007" label="7" maxpoints="1"><inst>
7.
</inst><question id="ch23ps01q007"><para>Improving the quality of health care is becoming a national priority. Discuss the relative merits of using government regulation versus market forces in improving quality.</para></question></general-problem>
<general-problem id="ch23ps01gen008" label="9" maxpoints="1"><inst>
8.
</inst><question id="ch23ps01q008"><para>Assume that a brilliant health economist has developed a plan that will greatly improve the efficiency of the U.S. health care system by putting everyone’s medical records on a card with a readable chip. Would it be likely that this plan, or anything close to it, would be adopted in the United States. (Hint! Think of those who might be interested in preserving the status quo).</para></question></general-problem></problemset><problemset id="ch23ps02" role="qonly">
<supertitle id="ch23ps02.supertitle">Exercises</supertitle>
<general-problem id="ch23ps02gen001" label="1" maxpoints="1"><inst>
1.
</inst><question id="ch23ps02q001"><para>Suppose that a monopolistic firm faces a downward-sloping demand curve for its product and offers no health insurance to its employees. Let an employer mandate for health insurance be enacted. If this causes the firm’s marginal costs to increase, will the firm pay the full cost of the health insurance out of profits? Is the mandate likely to increase the firm’s marginal costs?  Provide a diagramatic discussion and solution.</para></question></general-problem>
<general-problem id="ch23ps02gen001" label="1" maxpoints="1"><inst>
2.
</inst><question id="ch23ps02q001"><para>Suppose that a purely competitive firm offers no health insurance to its employees. Let an employer mandate for health insurance be enacted. If this causes firms’ marginal costs to increase, will the firm pay the full cost of the health insurance out of profits? Is the mandate likely to increase the firm’s marginal costs?  Provide a diagramatic discussion and solution for the firm and the market.</para></question></general-problem>
<general-problem id="ch23ps02gen002" label="2" maxpoints="1"><inst>
3.
</inst><question id="ch23ps02q002"><para>Suppose that a monopolist faced the following demand curve for its goods. Its marginal cost per unit of production is 50, and it faces no fixed costs</para><link linkend="informaltable1" preference="1" role="generated"/>
	<informaltable id="informaltable1" frame="none" float="0"><tgroup cols="2" colsep="0" rowsep="0" align="left"><colspec colnum="1" colname="c1" align="left" colwidth="50"/><colspec colnum="2" colname="c2" align="left" colwidth="50"/><thead><row><entry valign="top"><para>Price</para></entry>
	<entry valign="top"><para>Quantity</para></entry></row></thead>

	<tbody><row><entry valign="top"><para>100</para></entry>
	<entry valign="top"><para>100</para></entry></row>

	<row><entry valign="top"><para>90</para></entry>
	<entry valign="top"><para>200</para></entry></row>

	<row><entry valign="top"><para>85</para></entry>
	<entry valign="top"><para>250</para></entry></row>

	<row><entry valign="top"><para>80</para></entry>
	<entry valign="top"><para>300</para></entry></row>

	<row><entry valign="top"><para>70</para></entry>
	<entry valign="top"><para>400</para></entry></row>

	<row><entry valign="top"><para>60</para></entry>
	<entry valign="top"><para>500</para></entry></row>

	<row><entry valign="top"><para>55</para></entry>
	<entry valign="top"><para>550</para></entry></row>

	<row><entry valign="top"><para>50</para></entry>
	<entry valign="top"><para>600</para></entry></row>

	<row><entry valign="top"><para>40</para></entry>
	<entry valign="top"><para>700</para></entry></row>

	<row><entry valign="top"><para>30</para></entry>
	<entry valign="top"><para>800</para></entry></row>

	<row><entry valign="top"><para>20</para></entry>
	<entry valign="top"><para>900</para></entry></row>

	<row><entry valign="top"><para>10</para></entry>
	<entry valign="top"><para>1,000</para></entry></row>

	<informalfigure id="ph23_00100" float="1"><mediaobject float="0"><imageobject><imagedata fileref="UNFG_23_001.eps" width="256" depth="256"/></imageobject></mediaobject></informalfigure><NOXMLTAGINDOC> <row><entry valign="top"><para>0</para></entry>
	<entry valign="top"><para>1,100</para></entry></row></tbody></tgroup></informaltable>


<orderedlist numeration="loweralpha" spacing="normal" inheritnum="ignore" continuation="restarts"><listitem><para><inst>
(a)
 </inst>Calculate the profit-maximizing output and price.</para></listitem>
<listitem><para><inst>
(b)
 </inst>Suppose the workers negotiate a health insurance benefit increase that increases marginal cost per unit from 50 to 60. Calculate the new profit-maximizing output and price.</para></listitem>
<listitem><para><inst>
(c)
 </inst>Who bears the costs of the benefit increase? Why?</para></listitem></orderedlist></question></general-problem>
4. Consider a diagram like Figure 22-3 where states are offered the opportunity to buy into Medicaid under the ACA for a 9:1 match.

<orderedlist numeration="loweralpha" spacing="normal" inheritnum="ignore" continuation="restarts"><listitem><para><inst>
(a)
 Mark an initial level of expenditures if the state is spending $20 on Medicaid expenditures and $80 on everything else, with an appropriate indifference curve.

<orderedlist numeration="loweralpha" spacing="normal" inheritnum="ignore" continuation="restarts"><listitem><para><inst>
(b) Suppose the state decides to collect a tax of $3, from the initial point, to put up for the match.  How big will the match be?   Draw the tax and the match on the graph.

<orderedlist numeration="loweralpha" spacing="normal" inheritnum="ignore" continuation="restarts"><listitem><para><inst>
(c)
 In this example is the state likely to be better off or worse off by collecting the tax to get the match?  Why or why not?
<orderedlist numeration="loweralpha" spacing="normal" inheritnum="ignore" continuation="restarts"><listitem><para><inst>
(d)
 (Advanced) Returning to question (b), if the state’s previous health expenditures were “unmatched” by Medicaid, and they now have a chance to get a 9:1 match, how would your answer differ from (b)?
[image: image11.emf]
[image: image3]
5. Consider Figure 22-4 where health insurance and other goods are measured in dollars spent.  Suppose the Adam spends no money on health insurance, Steve spends 6 percent of his income on health insurance, Beth spends 10 percent of her income, and Jackie spends 15 percent of her income.  


 (a) Draw each person’s location on the budget constraint.


 (b) Suppose that a government program offered at no cost a level of insurance equal to 5 percent of one’s expenditures.  Indicate this on the graph.  Which person(s) would be certain to “take up” the new policy?  Which would be certain not to take up the policy? 


 (c) Redraw figure (b) with a program that was offered with a 50 percent subsidy, rather than without cost.  Which person(s) would be certain to “take up” the new policy?  Which would be certain not to take up the policy?  Would your answers vary from answer (b)?  Defend your reasoning.

<general-problem id="ch23ps02gen004" label="4" maxpoints="1"><inst>
6.
</inst><question id="ch23ps02q004"><para>Consider two households. They have the same incomes and face the same prices. Household <emphasis>H</emphasis> tends to be healthy and household <emphasis>U</emphasis> tends to be unhealthy. Suppose that two insurance plans are available:</para>
<para>A—$2,500 deductible and a 5 percent coinsurance rate after meeting the deductible.</para>
<para>B—$250 deductible and a 20 percent coinsurance rate after meeting the deductible.</para>
<orderedlist numeration="loweralpha" spacing="normal" inheritnum="ignore" continuation="restarts"><listitem><para><inst>
(a)
</inst>Using a budget constraint and indifference curves on the diagram below, model the two insurance plans.</para></listitem>
<listitem><para><inst>
(b)
</inst>Assume that a voluntary HSA is made available upon the purchase of a high-deductible policy. Assume that if the money is not used it is lost. Which of the households is likely to participate? Use the diagram below to explain why.</para></listitem>
<listitem><para><inst>
(c)
</inst>Consider part (b) above, but assume now that the unused portion in the HSA can be distributed to the individual at the end of a designated period or at retirement. Would your answer to part (b) change? If so, how? If not, why not?
<general-problem id="ch23ps02gen003" label="3" maxpoints="1"><inst>
7.
</inst><question id="ch23ps02q003"><para>Use the demand-supply framework in <link linkend="fg23_00200" preference="0" type="backward">Figure <xref linkend="fg23_00200" label="23-2"><inst>22-5</inst></xref></link> to explain how increased cost sharing could lead to lower utilization and spending on health care.
<general-problem id="ch23ps02gen003" label="3" maxpoints="1"><inst>
8.
Suppose that the “greasy food” sector of the economy did not offer health insurance before the passage of the ACA, and “greasy food” workers were not interested in health insurance.  

<orderedlist numeration="loweralpha" spacing="normal" inheritnum="ignore" continuation="restarts"><listitem><para><inst>
(a)
</inst>Draw and label an initial labor market equilibrium where the wage equaled $9/hour.</para></listitem>
<orderedlist numeration="loweralpha" spacing="normal" inheritnum="ignore" continuation="restarts"><listitem><para><inst>
(b)
Assume that after passage of the ACA, the “greasy food” owners chose to pay a $0.50 per hour fine rather than offer health insurance</inst>S S. What would happen to the market wage in the sector?  What would happen to employment in the sector?  Explain your answer.<orderedlist numeration="loweralpha" spacing="normal" inheritnum="ignore" continuation="restarts"><listitem><para><inst></inst></para></listitem>
<DOCPAGE NUM="512"> <ART FILE="UNFG_23_001.eps" W="199.606pt" H="151.06pt" XS="100%" YS="100%"/> </DOCPAGE> </NOXMLTAGINDOC>

<general-problem id="ch23ps02gen005" label="5" maxpoints="1"><inst>
9.
</inst><question id="ch23ps02q005"><para>(Advanced) Individual or class project. For students with computing and statistical skills, the MEPS database is available at <ulink url="http://www.meps.ahrq.gov/mepsweb/">www.meps.ahrq.gov/mepsweb/</ulink>. For an individual or class project, try to replicate, or improve, Coughlan’s 2014 estimates of the costs of universal insurance for the most recent data year. Be attentive to key assumptions as to how much care those who are currently uninsured might purchase, under the various proposals.</para></question></general-problem></problemset></section></chapter></etmfile>

Table 22-1 Essential Benefits Under the Affordable Care Act 

1. Ambulatory patient services

2. Emergency services

3. Hospitalization

4. Maternity and newborn care

5. Mental health and substance use disorder services, including behavioral health treatment

6. Prescription drugs

7. Rehabilitative and habilitative services and devices (services and devices that help people  keep, learn, or improve skills and functioning for daily living)
8. Laboratory services

9. Preventive and wellness services and chronic disease management

10. Pediatric services, including oral and vision care


Table 22-2 Purchase of the “Metal” Plans – States with Highest Percentages

	State
	Percent Population with “Metal” Plans
	Medicaid Expansion?

	
	
	

	Florida
	7.56%
	No

	Idaho
	5.70%
	No

	Maine
	5.66%
	No

	Utah
	5.49%
	No

	North Carolina
	5.43%
	No

	Montana
	5.01%
	Yes

	Georgia
	4.68%
	No

	Virginia
	4.52%
	No

	Vermont
	4.45%
	Yes

	Nebraska
	4.23%
	No

	South Carolina
	4.18%
	No

	Missouri
	4.14%
	No

	Texas
	3.98%
	No

	Louisiana
	3.95%
	Yes

	Wisconsin
	3.88%
	No


Source: Tabulations derived from “Marketplace Enrollment by Metal Level”, http://kff.org/health-reform/state-indicator/marketplace-enrollment-by-metal-level/, accessed August 18, 2016.


<figure id="fg23_00100" label="23-1" float="1" prefix="Figure"><inst>Figure 22-1  </inst><title id="fg23_00100.title">The Resource Costs of Health Reform
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<figure id="fg23_00200" label="23-2" float="1" prefix="Figure"><inst>
Figure 22-3  The Impact of the Medicaid Expansion </title><mediaobject float="0"><imageobject><imagedata fileref="FG_23_002.eps" width="256" depth="256"/></imageobject></mediaobject></figure>
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<figure id="fg23_00300" label="23-3" float="1" prefix="Figure"><inst> </inst><title id="fg23_00300.title">The
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Figure 22-4  The Household Impact of Exchange-Provided Insurance </title><mediaobject float="0"><imageobject><imagedata fileref="FG_23_002.eps" width="256" depth="256"/></imageobject></mediaobject></figure>
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<figure id="fg23_00200" label="23-2" float="1" prefix="Figure"><inst>Figure 22-5  </inst><title id="fg23_00200.title">The Intended Effects of Competitive Strategies on Demand and Supply
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Figure 22–6 – Percentage of Non-elderly Adults Uninsured for Entire Calendar Year [image: image8.emf]
Figure 22-7 Employment Effects of Mandated Insurance through Health Care Reform</inst><title id="fg23_00100.title">Per
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� <footnote id="ch23fn03" label="3"><inst></inst><para>The Healthcare Effectiveness Data and Information Set (HEDIS) is a tool, developed by the National Committee on Quality Assurance, used by more than 90 percent of America’s health plans to measure performance on important dimensions of care and service.</para></footnote>


� Republican Platform 2016, p. 36.  Available at �HYPERLINK "https://prod-static-ngop-pbl.s3.amazonaws.com/media/documents/DRAFT_12_FINAL%5b1%5d-ben_1468872234.pdf"�https://prod-static-ngop-pbl.s3.amazonaws.com/media/documents/DRAFT_12_FINAL[1]-ben_1468872234.pdf� (Accessed August 4, 2016).


� <footnote id="ch23fn02" label="2"><inst></inst><para>Other countries have introduced similar accounts called Medical Savings Accounts or MSAs. Singapore introduced MSAs in 1984 and several other nations, most notably China, have adopted MSA options. Hurley et al. (2008) simulate the effects of a publicly funded MSA system for Ontario, the most populous Canadian province. Their simulations indicate some cost savings but also adverse distributional effects on public spending and out-of-pocket costs.</para></footnote>


� Sources for this section include Robert� Pear, “Newest Policyholders under Health Law are Sicker and Costlier to Insurers,” New York Times, March 30, 2016: �HYPERLINK "http://nyti.ms/2301aLr"�http://nyti.ms/2301aLr�; Robert Pear, “Insurers Say Costs are Climbing as more Enroll Past Health Act Deadline,” New York Times, January 10, 2016: http//nyti.ms/1OYMuCM;   JV Reindl, “Affordable Care Act Rates may Jump by 17.3% in Michigan,” July 31, 2016: �HYPERLINK "http://www.freep.com/story/money/business/michigan/2016/07/30/obamacare-rates-affordable-care-act/87623260/"�http://www.freep.com/story/money/business/michigan/2016/07/30/obamacare-rates-affordable-care-act/87623260/�; Claudia Buck, “Covered California Health Care Premiums to Jump 13.2% in 2017,”: The Sacramento Bee, July 19, 2016: http://www.sacbee.com/news/local/health-and-medicine/article90542787.html.








�Let’s make sure that the number SF uses in CH 1 is consistent with this.
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