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hould the Supreme Court rule in King v. Bur-

well—a case challenging the Obama Adminis-
tration’s implementation of the premium tax credit
provisions of the Affordable Care Act (ACA)—that the
statute restricts the payment of premium tax credits
only to individuals obtaining coverage “through an
Exchange established by [a] State,” its ruling would
preclude the Treasury paying the tax credits to
those obtaining coverage through the federally run
exchange—or what the Obama Administration calls
the Federally Facilitated Marketplace (FFM)—cur-
rently serving 34 states.!

The ACA’s defenders have conjured a “parade of
horribles” (to use a favorite phrase of the Justices)
that they claim would result from such a decision.
While there might be some individuals who are
adversely affected by such aruling, it is important to
examine these claims more closely.

Claim #1: Millions will lose subsidies.

“About 9.3 million people in FFM states would
lose marketplace premium tax credits in 2016 if the
Supreme Court finds for King.”?

Reality: Based on existing enrollment trends,
this projection for 2016 is highly unlikely. A more
realistic estimate is that around 5.5 million individ-
uals could lose subsidies in 2015.

This paper, in its entirety, can be found at
http://report.heritage.org/ib4349
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Last April, the Department of Health and Human
Services (HHS) reported that 8 million individuals
selected an exchange plan during the 2014 open enroll-
ment period.? However, by the end of the year, only
about 6.7 million enrollees still had coverage—16.5
percent fewer than had initially selected a plan.*

That attrition rate is not surprising. The earlier
8 million figure was for “pre-effectuated” enroll-
ments—meaning individuals who selected a plan,
not ones who paid their first month’s premium (nec-
essary for coverage to take effect). For various rea-
sons, some people never completed their purchases,
and others later dropped coverage.

HHS has now released pre-effectuated enroll-
ment data for 2015 that shows 6,566,837 subsidy-
eligible enrollees in the 34 FFM states.” Applying
last year’s 16.5 percent attrition rate to that figure
yields an estimate of about 5.5 million actual subsi-
dy recipients in those states this year. While that is
still consequential, it is 41 percent less than the pro-
jected 9.3 million individuals.

The 9.3 million figure is a projection for 2016.” Yet,
given that the increase in the number of subsidized
enrollees in 2015 will be less than the 1.97 million dif-
ference between the 2014 and 2015 pre-effectuated
counts—and more likely about 1.65 million, after the
inevitable attrition—it is hard to envision how subsi-
dized enrollments could reach 9.3 million in 2016.

Claim #2: The goal of expanding coverage will
be thwarted.

“Eliminating subsidies in FFM states would ham-
per the ACA’s ability to accomplish one of its key objec-
tives: expanding access to health insurance coverage.”

“This would undermine the ACA’s current and
future success in reducing the number of uninsured
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Americans, which dropped by an estimated 8 to 10
million during the first open enrollment period.”

Reality: This claim is based on the assumption
that the vast majority of exchange enrollees would
be previously uninsured individuals. Yet, insurance-
market data indicates that the actual result has, in
fact, been the opposite.

During the first nine months of 2014, individual-
market enrollment (both on and off the exchanges)
increased by 5.83 million individuals, while enroll-
ment in employer-sponsored plans declined by 4.93
million individuals. Thus, the decline in employ-
ment-based coverage offset 85 percent of theincrease
in individual-market coverage, for a net increase in
private coverage of only 893,000 individuals."

In reality, the vast majority of the ACA’s cover-
age expansion has come from increased Medicaid
enrollment, which grew by 7.49 million individuals
during the same period. So, while 8.38 million Amer-

icans gained coverage during the first three quarters
of 2014, Medicaid accounted for 89.3 percent of that
gain. Consequently, a court finding for the plaintiffs
in King v. Burwell would not actually thwart, to any
meaningful extent, the ACA expanding coverage.

Claim #3: Millions will become uninsured.

“About 8.2 million more people would be unin-
sured than would be the case with the financial
assistance provided under the ACA as currently
implemented.”"!

Reality: While this claim has some merit—as
there would likely be some increase in the num-
ber of uninsured, at least initially—many affected
individuals would likely seek replacement cover-
age elsewhere.

Even though the majority of exchange enrollees
were apparently already insured, absent subsidies, it
will be more difficult for them to afford coverage due
to the added costs that Obamacare imposes on all
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plans. They will also find that their prior, less expen-
sive coverage no longer exists.

Given their predisposition to obtain coverage,
many would probably respond to a loss of subsidies
by seeking new coverage, most likely under employer
plans. But, because the timing and extent of such a
response is uncertain, some individuals might ini-
tially become uninsured. However, the actual num-
ber would likely be much less than the claim of 8 mil-
lion uninsured.

Claim #4: Health insurance premiums will soar.

“Unsubsidized premiums in the ACA-compliant
individual market would increase 47 percent in FFM
states.”?

Reality: While there would likely be some
increase in premiums, given the relatively small size
of the affected population it would not be near the
projected 47 percent.

The logic behind projecting premium increases
is that, absent subsidies, the affected enrollees will
have to pay the full cost of their coverage. That would
likely induce healthier ones to drop coverage—forc-
ing insurers to increase premiums to bring expected
revenues back in line with expected costs. While that
reasoning is broadly correct, any projections based
on it are dependent on the assumptions used.

The study assumes that, without subsidies,

“enrollment in the ACA-compliant individual mar-
ket will decline by 9.6 million” in the FFM states. Yet
that projection is 74 percent higher than the more
realistic estimate for the total number (5.5 million)
of 2015 subsidy recipients in those states.

A better estimate for premium increases can be
derived from the HHS data, using enrollee age as a
proxy for health status and price sensitivity. Younger
adults consume much less medical care, but also gen-
erally have less income out of which to pay premiums.
The 2015 HHS data for pre-effectuated enrollments
reports that young adults (18 to 34 years of age)

account for 26.6 percent of all enrollees (subsidized
and unsubsidized for all plans) in the FFM states.'
That is close to the study’s baseline estimate that the
same group comprises 27.2 of the individual mar-
ket. Applying the 26.6 percent ratio to the estimate
of 5.5 million subsidized enrollees in the FFM states
in 2015 yields an estimate of 1.46 million subsidized
young adults in 2015.

The authors also “estimate that premiums would
increase by 0.44 percent for every 1 percentage point
decrease in the share of young adults participating in
the market.” They also estimate that total individual-
market enrollment (both on and off the exchanges) in
the FFM states will be 13.7 million individuals. Thus,
if all of the projected 1.46 million subsidized young
adults dropped coverage in response to losing subsi-
dies, the market would shrink by 10.6 percent. Apply-
ing the authors’ assumption for premium effects to
that estimated 10.6 percent reduction in the size of
the market yields projected premium increases of
only 4.7 percent.!

In sum, the claim that premiums would jump by
47 percent appears to be based on an assumption
for the number of individuals receiving subsidized
coverage that is substantially higher than the likely
real figure.

Claim #5: There will be less insurer competition.

“Areas experiencing increased insurer competi-
tion under the ACA’s initial years are likely to revert
to smaller numbers of insurers.”®

Reality: There has been almost no increase in
insurer competition in response to the ACA—and
thus, no reason to believe that, absent subsidies,
insurer competition would decrease.

A Government Accountability Office (GAO) study
found that in every state fewer carriers offered cover-
age through the exchanges in 2015 than offered indi-
vidual-market plans in 2013.® The Heritage Founda-
tion performed a similar analysis, but applied a more
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restrictive methodology to the base data.'” Yet, even
using that more restrictive methodology, only nine
states have more carriers that offer exchange cover-
age in 2015 than offered individual-market coverage
in 2013."”® Also, four of the nine operate state-based
exchanges, and thus would be unaffected by the
court’s decision."

Claim #6: Insurers will suffer major finan-
cial losses.

“Still another effect of a successful challenge to
federal subsidies would be major financial losses for
the insurance industry, which has seen new growth
since the ACA’s implementation.”?°

Reality: While a few small insurers might incur
notable financial losses, that would not be the case
for the industry as awhole, and it certainly would not
be true for larger carriers.

That is because individual-market plans (wWhether
offered inside or outside the exchanges) constitute
only about 10 percent of total private-market cover-
age, and a correspondingly small share of the total
business of most health insurers. Also, the largest
carrier with individual-market coverage as its prin-
cipal business, Assurant, did not participate in the
exchanges in 2014, and is offering exchange coverage
injust 16 states in 2015.

Furthermore, the health insurance industry
has not “seen new growth.” Insurance-market data
shows that 85 percent of the growth in the individ-
ual coverage has been offset by declines in employer-
group coverage. The only significant new growth has
been in Medicaid managed-care plans in the states
that adopted the Medicaid expansion—which would
not be affected by the Court’s ruling.

Conclusion
The “horribles” in this particular parade are less

frightening than portrayed. Moreover, it is the ACA’s
fundamental design flaws that are inherently disrup-
tive and unstable. The ultimate source of dislocation
is the ACA itself.
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Heritage Foundation.
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