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Making Health Insurance More Affordable for Middle-

Income Individual Market Consumetrs
By Aviva Aron-Dine

The Affordable Care Act (ACA) has extended health coverage to over 20 million people and has
lowered the cost of coverage or care for millions more. But a frequent criticism of the law is that it
has not done enough to make coverage affordable for middle-income individual market consumers.
The solution to this problem is straightforward. Increasing or eliminating the income cap on the
ACA’s premium tax credits would ensure that nearly all consumers have coverage options that cost
less than 10 percent of their incomes. (A companion CBPP analysis discusses policies to make
coverage more affordable for low- and moderate-income people, who still face the greatest
affordability challenges and the highest uninsured rates.")

About 6 million people purchase individual market plans without premium tax credits, and
another 4 to 5 million people with incomes too high to qualify for subsidies are uninsured.
Discussions about how to help these consumers are often unduly focused on szicker price premiums.
A common assumption is that premiums in the ACA individual market are exceptionally high

relative to other health insurance markets, and that solving this problem requires structural change
to the ACA.

In fact, as of 2017 — after insurers raised premiums to bring them in line with costs and achieve
sustainable margins, but before Trump Administration actions that further increased premiums —
ACA individual market premiums were roughly in line with premiums for employer plans with
similar cost sharing (although individual market plans often had narrower networks). But in the
individual market, middle-income consumers generally receive no tax subsidies and pay their entire
premium out of their take-home pay. In contrast, middle-income people with employer coverage
receive substantial tax subsidies and often have much of their premium paid by their employer.

Under the ACA, people with incomes below 400 percent of the federal poverty line (about
$50,000 for a single person or $100,000 for a family of four) are eligible for premium tax credits that
make up the difference between premiums and a set percentage of income (for example, 9.86

1 Aviva Aron-Dine and Matt Broaddus, “Improving ACA Subsidies for Low- and Moderate-Income Consumers Is Key to
Increasing Coverage,” Center on Budget and Policy Priorities, March 21, 2019,
https://www.cbpp.org/research/health/improving-aca-subsidies-for-low-and-moderate-income-consumers-is-key-to-

increasing.



percent for people with incomes between 300 and 400 percent of the poverty line). But people with
incomes above 400 percent of the poverty line are not eligible for financial help, regardless of how
high their premiums are as a share of their incomes. Extending premium tax credits to people at
higher income levels would make 7es premiums more affordable for middle-income consumers. It
would do so by subsidizing their coverage by amounts that would be likely be similar to or less than
the tax benefits that middle-income people with employer plans get, on average.

Expanding eligibility for premium tax credits is better for both consumers and the individual
market as a whole than other commonly discussed approaches to making coverage more affordable
for middle-income people.

e It is significantly more targeted than subsidizing premiums though a federal reinsurance
program. A similar-cost reinsurance program would provide substantially less help to middle-
income people, while subsidizing coverage for high-income people by thousands of dollars. It
would also provide less help to older people and people in high-cost areas. And a reinsurance
program would offer consumers, and the market as a whole, less protection against future
adverse cost shocks.

e It would make coverage more affordable for bozh healthy and sick people with incomes above
400 percent of the poverty line, unlike the Administration’s preferred alternative of expanding
access to plans exempt from ACA consumer protections. Expanding access to non-ACA
plans reduces premiums for healthy people at the expense of higher premiums for people with
pre-existing conditions and others who need comprehensive coverage. Meanwhile, because
those plans often exclude critical services and impose annual limits on coverage, people
purchasing them may face catastrophic costs if they get sick.

Eliminating the income cap on premium tax credits would reduce premiums for middle-income
people already purchasing individual market coverage and would lead 1.7 million additional people
to gain coverage, at a cost of about $10 billion per year, according to estimates by RAND
Corporation researchers.” Rolling back the Administration’s expansion of non-ACA plans could help
cover part of the cost, since that expansion will increase federal spending by billions of dollars over
the coming decade (as explained below). Offsets could also include a range of Medicare payment
reforms included in both the Trump and Obama budgets; creating a public option that would put
downward pressure on ACA individual market prices, which would reduce federal costs for
premium tax credits for those already eligible; and/or rolling back even a modest portion of the
2017 tax bill, which will cost nearly $2 trillion over 10 years.

Notably, the 2017 tax bill cut $314 billion over ten years from health programs by repealing the
ACA’s individual mandate penalty, leading fewer people to sign up for subsidized coverage.
Undoing tax cuts worth that amount could pay for both extending premium tax credits to people
with higher incomes and improving tax credits for people with lower incomes.

2 Jodi Liu and Christine Eibner, “Expanding Enrollment Without the Individual Mandate: Options to Bring More People Into

the Individual Market,” Commonwealth Fund, August 2018, https://www.commonwealthfund.org/sites/default/files /2018-
08/Liu_expanding enrollment without mandate.pdf.
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ACA Premiums Were in Line with Employer Premiums Prior to Trump Actions

Discussions about affordability challenges for middle-income individual market consumers often
start from the assumption that premiums in the ACA individual market are far higher than in other
health insurance markets due to severe adverse selection.” This impression was reinforced by large
premium increases in 2017 (prior to Trump Administration actions weakening the ACA).

But in fact, as of 2017 — affer these premium increases — ACA individual market premiums were
roughly in line with premiums for employer coverage with similar out-of-pocket costs (deductibles,
co-pays, and co-insurance), a reasonable proxy for the cost of providing private coverage to a broad
cross-section of the population. For example, about 60 percent of ACA marketplace consumers
lived in states where benchmark premiums for ACA coverage were below or equal to employer
premiums, and another 17 percent lived in states where they were no more than 10 percent higher,
according to an Urban Institute analysis.* (See Figure 1.) Individual market plans often have
narrower networks than employer plans, which lowers prices, and so similar premiums indicate that
the individual market risk pool was likely modestly weaker, on average.” But the data contradict
claims that healthy people have largely exited the ACA marketplaces or that the structure of the
ACA inherently leads to very high premiums.’

Meanwhile, the 2017 individual market premium increases brought premiums in line with costs,
generating sustainable margins for individual market insurers.” That suggests that premiums would
likely have stabilized at these levels (that is, grown with economy-wide medical trends, keeping pace
with employer premiums) if not for subsequent policy actions undermining the ACA.®

3 This analysis uses the term “ACA individual market” to refer to all health plans subject to the ACA’s consumer protections
and other market standards, whether sold on or outside HealthCare.gov and state marketplaces.

4 The Urban Institute analysis compares premiums for ACA benchmark (second-lowest-cost silver) plans with average
premiums for employer plans, adjusted for differences in plan actuarial value and enrollee age mix across the two markets.
John Holahan ¢7 a/., “The Evidence on Recent Health Care Spending Growth and the Impact of the Affordable Care Act,”
Urban Institute, May 2017, http://www.urban.org/sites/default/files /publication /90471 /2001288-

the evidence on recent health care spending growth and the impact of the affordable care act.pdf.

5 While the Urban Institute study adjusts for differences in cost sharing between plans and for differences in the age
composition of the two markets (individual market consumers are younger), it does not adjust for differences in network
breadth. Individual market plans generally have narrower networks and so would be expected to have modestly lower
premiums than employer plans if the risk pools were the same.

6 See for example Edmund F. Haislmaier, “2018 Obamacare Health Insurance Exchanges: Competition and Choice Continue

to Shrink,” Heritage Foundation, January 25, 2018, https:
7 Rachel Fehr, Cynthia Cox, and Larry Levitt, “Individual Insurance Market Performance in Mid-2018,” Kaiser Family

mid-2018/.

8 This was the conclusion of various experts in 2017. See for example Matthew Fiedler, “Taking Stock of Insurer Financial
Performance in the Individual Health Insurance Market Through 2017,” Brookings Institution October 27, 2017

market through-2017/, and Kurt Giesa, “Analysis: Market Uncertainty Driving ACA Rate Increases,” Ohver Wyman June 14,
2017, https:/ /health.oliverwyman.com/2017/06/analysis market unc.html.



In 2017, Most Marketplace Consumers Lived in
States With Premiums at or Below Employer
Plan Premiums

Share of marketplace consumers
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Marketplace premiums Up to 10% above
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employer premiums
10% to 20% below
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Note: Percentages may not add up to 100 due to rounding.

B More than 20% above

Source: Urban Institute comparison of benchmark Affordable Care Act premiums versus
average employer premiums, adjusted for plan generosity and enrollee age

CENTER ON BUDGET AND POLICY PRIORITIES | CB

After the ACA’s major individual market reforms took effect in 2014, per-person costs in the
individual market quickly caught up with per-person costs in the large group and self-insured
employer markets, data from a large medical claims database show. But after that, growth in per-
person individual market costs largely tracked cost growth in the employer market.” As noted above,
individual market premiums caught up with employer premiums a couple years later, in 2017, as
insurers learned to price for a dramatically altered market (and after the ACA’s temporary
reinsurance program phased out).

Since 2017, Administration and congressional actions (for example, the Administration’s cuts to
outreach and advertising; its expansion of non-ACA plans, discussed below; and the repeal of the
ACA’s individual mandate penalty) have weakened the ACA individual market risk pool and
increased premiums relative to employer plans. Reversing these actions would reverse these
increases. Proposals to introduce a public plan in the ACA marketplaces, with hospital and physician
payment rates linked to Medicare payment rates, could reduce costs and premiums more
significantly."” ACA individual market premiums are unlikely to fall far below premiums for

9 Figure 5 of “S&P HealthCare Claims Indices Monthly Report September 2017,
https://us.spindices.com/documents/commentary/sp-healthcare-claims-montly-report-sept-2017.pdf, shows individual
market per-member per-month costs catching up with large group and self-insured costs by late 2014 and generally tracking
these costs through early 2017.

10 While recent estimates are not available, in 2013 the Congressional Budget Office estimated that a public option would save
$158 billion over ten years.
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comparable employer coverage, however, since both are driven by the same trends in health care
utilization and provider prices. This limits how much policies can realistically reduce ACA individual
market premiums, absent larger changes that reduce health care prices and costs systemwide.

Extending Eligibility for Premium Tax Credits Is the Best Option for Helping
Middle-Income Consumers

Even when premiums are similar, individual market plans are generally less affordable for middle-
income consumers than employer plans. Employees typically pay only a portion of premiums out of
pocket, with their employers paying the rest.'' In addition, middle-income families with employer
coverage receive a tax subsidy averaging over $5,000, covering close to 40 percent of premiums.'

In contrast, the roughly 6 million individual market consumers with incomes too high to qualify
for premium tax credits pay the full sticker price of their plans out of pocket.” The result is that
some middle-income individual market consumers — especially those with incomes only modestly
above 400 percent of the poverty line, those who are older, and those who live in high-cost areas —
face premiums that exceed 15 or even 20 percent of their income."

A straightforward solution to making coverage more affordable for middle-income consumers
would be to make them eligible for the ACA’s premium tax credits. For people with incomes below
400 percent of the poverty line, premium tax credits are calculated as the difference between sticker
price premiums for the benchmark plan (the second-lowest-cost silver plan available in their area)
and a set share of income — for example, 9.86 percent of income for people with incomes between
300 and 400 percent of the poverty line.”” Premium tax credits cover the remaining cost of the plan.

11'The employer share of premiums is still paid by the employee, in the sense that wages would be higher if these premiums
were lower. But employees have little awareness of these forgone earnings. Moreover, even taking forgone earnings into
account, individual market consumers face higher premium burdens than people with the same take-home pay and employer
coverage. On average, employers pay about 80 percent of single-person premiums.

12'The Treasury Office of Tax Analysis estimates that the value of the exclusion for employer-sponsored health care averages
$5,383 for families receiving the tax benefit and with incomes between 400 and 600 percent of the federal poverty line,
covering 38 percent of total (employer and employee) premiums. See tables available at https://home.treasury.gov/policy-
issues/tax-policy/office-of-tax-analysis.

13 Congressional Budget Office, “Federal Subsidies for Health Insurance Coverage for People Under Age 65: 2018 to 2028,”
May 2018, https://www.cbo.gov/svstem/files?file=2018-06/53826-healthinsurancecoverage.pdf. In addition, an estimated 4.7

million people with incomes too high to qualify for subsidies are uninsured. See Linda J. Blumberg ez a/., “Characteristics of the
Remalmng Uninsured: An Update,” Urban Institute, ]ulv 11 2018

March 5, 2019, htt s:/ /www.kff.org/health-reform/issue-brief/how- affordable are-2019-aca- rermums—for—nmddle-mcome—
people/.

15 The share of income people are expected to pay toward benchmark coverage is set to increase gradually over time, and so it
would eventually exceed 10 percent of income. Two of the major congressional proposals to extend premium tax credits to
people with incomes over 400 percent of the poverty line would eliminate this indexing feature. The share of income people
are expected to pay toward benchmark coverage is lower at lower income levels.




If the cap on premium tax credits at 400 percent of the poverty line were eliminated, with no
other changes, individual market consumers at all income levels would receive subsidies if their
premiums exceeded 9.86 percent of income.'® This structure has a number of desirable features.

e Middle-income people would receive the most help from the change, while premium
tax credits would automatically phase out at higher income levels. For example,
marketplace benchmark coverage costs an average of $18,352 for a family of four."” For a
family with income of $101,000 (just above 400 percent of the poverty line), that amounts to
18.17 percent of income. If the income limit on premium tax credits were lifted, a family
facing the national average premium would therefore receive a premium tax credit of $8,393
($18,352 — 9.86%*$101,000). A family with income of $150,000 would receive a premium tax
credit of $3,562, while a family with income of $187,000 or higher would not receive a tax
credit, because the sticker price premium is less than 9.86 percent of their income.

¢ Older people would receive more help than younger people ar the same income levels
because younger people have lower sticker price premiums. (Younger people also tend
to have lower incomes.) For example, marketplace benchmark coverage costs an average of
$12,190 for a 60-year-old, compared to $6,486 for a 45-year-old, and $5,098 for a 30-year-old.
A 60-year-old making $50,000 per year (just above 400 percent of the poverty line) and facing
the national average premium would thus receive a premium tax credit of $7,260, compared to
$1,556 for a 45-year-old and $168 for a 30-year-old.

¢ People in areas with high health care costs and high premiums would receive more
financial help than people in lower-cost areas. For example, for a single 45-year-old adult,
the annual benchmark premium is $10,790 in Cheyenne, Wyoming (which has among the
highest premiums in the country) compared to $4,181 in Boston, Massachusetts (which has
among the lowest). Such a consumer making $50,000 per year would qualify for a premium
tax credit of $4,930 in Cheyenne but would not qualify for a premium tax credit in Boston.

16 Three groups would remain ineligible for subsidies: people with incomes below 100 percent of the poverty line, who fall into
a “coverage gap” in states that have not expanded Medicaid; people ineligible due to their immigration status; and people
ineligible because they have an employer offer that qualifies as affordable. Employer offers qualify as affordable if the
employee share of the single person premium for “minimum value” coverage is less than 9.86 percent, a standard that can bar
people from qualify for subsidies even if the cost of family coverage significantly exceeds 9.86 percent of income and even if
the coverage is low quality. The so-called “family glitch” should be addressed, and standards for employer plans to qualify as
offering “minimum value” coverage should be raised. See Center on Budget and Policy Priorities, “Policies Can Make Health
Coverage More Affordable, Accessible to Reach the Remaining Uninsured,” January 25, 2019,
https://www.cbpp.org/research/health/policies-can-make-health-coverage-more-affordable-accessible-to-reach-the-

remaining.

17'The family of four in these examples is composed of two 40-year-old parents, a 5-year-old, and a 10-year-old. Average
premiums are from the Kaiser Family Foundation’s Health Insurance Marketplace Calculator.
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e Like other subsidized consumers, middle-income people could use their premium tax
credits to buy plans that cost less than the benchmark, lowering their net premiums.
The Trump Administration’s decision to stop paying cost-sharing reductions has led
premiums for benchmark coverage to increase substantially relative to premiums for bronze
(higher deductible) or gold (lower deductible) plan coverage. As a result, many consumers
would be able to find bronze plans that cost considerably less than 9.86 percent of income,
and gold plans that cost about that amount.

For example, the 2019 premium for the lowest-cost gold plan is less than or similar to the
premium for the benchmark silver plan in 21 of 51 cities examined in a Kaiser Family
Foundation analysis, meaning that families could purchase gold plans for about 9.86 percent
of income (or less). Meanwhile, in 40 of 51 cities, the family of four earning $101,000 could
purchase a bronze plan for less than 7 percent of income.'®

e The average federal tax subsidy for individual market consumers would likely be
similar to the average subsidy for people at the same income levels with employer
coverage. Treasury data show that the average federal tax subsidy per person with employer
coverage who has income between 400 and 600 percent of the poverty line is about $2,500
(about $5,000 per family). The average premium tax credit per person with marketplace
coverage would almost certainly be similar to or less than that amount."”

Eliminating the cap on premium tax credits at 400 percent of the poverty line would also address
other problems. Currently, people who expect to fall below 400 percent of the poverty line but are
pushed just above it by unexpected income, such as a year-end bonus, must repay their entire
premium tax credit. That means a small change in income can result in very large repayment
obligations. If the income cap on premium tax credits were eliminated, a person’s premium tax
credit would fall when their income rose, but he or she wouldn’t lose eligibility for premium tax
credits altogether. Someone whose income unexpectedly increased by $1,000, for example, would
usually owe no more than $98.60 back, rather than potentially thousands of dollars.”

Also important, eliminating the income cap on premium tax credits would help protect the
individual market risk pool as a whole against future unexpected cost shocks. Suppose premiums
unexpectedly rise by 10 percent, for example due to a future Trump Administration policy that
causes healthier people to exit the market. Premium tax credits would expand as needed to ensure
that all consumers still had plan options costing less than 9.86 percent of income. This automatic

18 Rabah Kamal ¢f @/, “2019 Premium Changes on ACA Exchanges,” Kaiser Family Foundation, October 11, 2018,
https://www.kff.org/health-costs /issue-brief/tracking-2019-premium-changes-on-aca-exchanges/.

19 The Treasury Office of Tax Analysis estimates that premium tax credits average $2,552 per person-year of marketplace
coverage for people in families with incomes between 350 and 400 percent of the poverty line. If the income limit on premium
tax credits were lifted, average values for people with incomes between 400 and 600 percent of the poverty line would almost
certainly be similar to or less than that amount. This compares to a subsidy of $2,506 per person-year of coverage for people in
families with incomes between 400 and 600 percent of the poverty line with employer coverage.

20 Other changes in circumstances, such as changes in family status, could still result in larger repayment burdens, and so
strengthening the existing caps on repayment amounts would remain important. See Tara Straw, “Threat of Tax Credit
Repayment Would Reduce Coverage, Put Many Families at Financial Risk,” Center on Budget and Policy Priorities, November
14, 2017, https://www.cbpp.otrg/research /health /threat-of-tax-credit-repayment-would-reduce-coverage-put-many-families-
at-financial.




adjustment not only protects consumers; it also protects the risk pool by preventing additional
healthy people from dropping coverage due to rising premiums. The availability of premium tax
credits to people with incomes below 400 percent of the poverty line already prevents premium
increases from causing significant deterioration in the ACA risk pool, but extending tax credits to all
income levels would make the market even more robust.”

Some have raised concerns about the impact of extending premium tax credits in markets with
limited competition. As the textbox below explains, there are already checks in place to address this
concern, and additional policies could be adopted.

Premium Tax Credits Provide More Targeted Assistance Than Reinsurance

A commonly discussed alternative approach to making coverage more affordable for middle-
income people is a reinsurance program, which would reimburse insurers for some of the costs
associated with high-cost enrollees.

Like eliminating the income cap on premium tax credits, establishing a federal reinsurance
program, or providing federal funding for state reinsurance programs, would reduce premiums for
consumers by investing additional federal dollars. Also like extending premium tax credits,
reinsurance would provide help almost exclusively to people who aren’t currently eligible for
subsidies.”

But as a way of directing help to these consumers, reinsurance has two significant disadvantages
compared to extending tax credits.

First, the assistance it provides is significantly less targeted. Where extending premium tax credits
would guarantee all consumers at least one coverage option that costs less than 10 percent of their
incomes, a similar-cost, permanent federal reinsurance program would reduce premiums by about 25
percent across the board.” That means:

e Reinsurance would skew toward higher-income people, providing less help to people
just above 400 percent of the poverty line and more to those at much higher income
levels. For example, premium tax credits would offer more help than reinsurance to the
family of four described in the example above up to an income level of $140,000. A
reinsurance program would provide a subsidy exceeding $4,000 even to families earning
$200,000 or more. (See Figure 2.)

21 Council of Economic Advisers, “Understanding Recent Developments in the Individual Health Insurance Market,” January
2017,

https://obamawhitehouse.archives.gov/sites/default/files /page/files /201701 individual health insurance market cea issue

brief.pdf.

22 As explained above, subsidized consumers pay a set percentage of income in premiums, with premium tax credits adjusting
as needed to make up the difference. Lowering sticker price premiums therefore doesn’t benefit these consumers; instead, it
reduces the federal cost for their premium tax credits.

23 The Congressional Budget Office last year estimated that a reinsurance program with a net federal cost of $4 billion per year
would reduce premiums by about 10 percent. Thus, a reinsurance program with a net cost of $10 billion would be expected to
reduce premiums by about 25 percent. Congressional Budget Office, “Bipartisan Health Care Stabilization Act of 2018,”
March 29, 2018, https://www.cbo.gov/system/files/115th-congress-2017-

2018/ costestimate/bipartisanhealthcarestabilizationact.pdf.




But middle-income families need more help affording coverage. In addition to facing higher
premium burdens as a share of income, middle-income families are more likely to be
uninsured than those at higher income levels. For example, the uninsured rate for people from
400 to 500 percent of the poverty line is 6.0 percent, compared to 3.2 percent for people
above 500 percent of the poverty line.

e Reinsurance would help older people less, and younger people with lower premiums
more. As a result, typical middle-income older people would still face high premium burdens
as a share of income. (See Figure 3.)

e Reinsurance would provide less help to people in high-cost areas. Where extending
premium tax credits would guarantee consumers in all states plan options costing 9.86 percent
of income or less, under a similar-cost reinsurance program, benchmark premiums for a
family of four earning $101,000 would exceed 15 percent of income in 14 of the 51 cities
examined in the Kaiser Family Foundation analysis.

Instituting a Reinsurance Program Would Offer
Less Help at Middle Incomes, More at High
Incomes Than Extending Premium Tax Credits
Premium savings for a family of four at various income levels

$10,000 ![Eaxiecr;giir;?s premum r%ﬁ!iiaﬁ?fé program
8,000
6,000
4,000
2,000

] | | | L ] L

0
$100  $120  $140  $160 $180 $200 $220 $240
Income level, in thousands

Note: Family of four is composed of two 40-year-old parents, a 10-year-old, and a 5-year old.
Families are assumed to face the national average benchmark premium. Reinsurance
reimburses insurers for a portion of the cost associated with high-cost enrollees. Extending
premium tax credits would make them available to people with incomes above 400 percent
of the poverty line.

Source: CBPP calculations

CENTER ON BUDGET AND POLICY PRIORITIES | CBPP.ORG

The same dynamics carry through to lower-cost versions of both reinsurance and enhanced tax
credits. For example, one congressional proposal would increase the income limit on premium tax
credits, rather than eliminate it, and both that proposal and a recent proposal from the Blue Cross
Blue Shield Association would eliminate the income limit but require people at higher incomes to



pay more than 10 percent of income toward benchmark premiums.”* Compared to similar-cost
reinsurance programs, these proposals would also target more resources toward middle-income
people, older people, and people in high-cost areas.

Extending Premium Tax Credits Better for
Older People Than Instituting Reinsurance
Premiums as a share of income for a single adult earning $50,000

Current law Extending Similar-cost
premium reinsurance
tax credits program

25%
20
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10

5

30-year-old 45-year-old 60-year-old

Note: Consumers are assumed to face the national average benchmark premium.
Reinsurance reimburses insurers for a portion of the cost associated with high-cost enrollees.
Extending premium tax credits would make them available to people with incomes above
400 percent of the poverty line.

Source: CBPP calculations

Second, reinsurance offers consumers and the individual market as a whole less protection against
future adverse cost shocks. Some reinsurance programs involve capped funding amounts, meaning
the subsidy they provide would not grow at all in response to higher-than-expected health care costs.
And even a reinsurance program that reimburses a fixed percentage of costs above some threshold
would buffer only a portion of an unexpected cost shock. That means that premiums would still
increase for consumers with incomes above 400 percent of the poverty line, and some
disproportionately healthy consumers would drop coverage as a result, hurting the individual market
risk pool. In contrast, as explained above, extending premium tax credits means that most
consumers above 400 percent of the poverty line would be fully protected from adverse cost shocks,
just as consumers with incomes below 400 percent of the poverty line are today.

24 S, 1529 would make people with incomes up to 800 percent of the poverty line eligible for tax credits bur require them to
contribute up to 15 percent of income; the Blue Cross Blue Shield Association proposal would require people to contribute up
to 12 percent of income. Blue Cross Blue Shield Association, “Reducing Individual Market Premiums to Expand Access to
Coverage and Care,” March 2019,

https://s3.amazonaws.com/cdn720/bcbsprogresshealth/2019/2019 Issue%20Brief Ind%20Market Prem FINAL.pdf.
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Administration Alternatives Help Some at the Expense of Others

The Administration’s proposed solution to the affordability challenges facing middle-income
consumers is to allow more of them to purchase non-ACA plans. Most significant, the
Administration is permitting so-called “short-term, limited duration” plans, previously limited to
three months, to instead be issued for up to one year and to be renewed. These plans can deny
coverage or charge higher premiums based on health status, impose annual and lifetime limits on
coverage, and exclude essential health benefits. Centers for Medicare & Medicaid Services
Administrator Seema Verma has touted these plans as the Administration’s solution for people with
incomes too high to qualify for subsidies, commenting, “This final rule [expanding short-term plans]
opens the door to new, more affordable coverage options for millions of middle-class Americans
who have been priced out of ACA plans.””

Short-term plans do offer healthy people lower premiums. But they do so by denying coverage to
sicker people and by excluding coverage for various benefits, such as maternity care and prescription
drugs. (A Kaiser Family Foundation survey of short-term plans offered in 2018 found that none
covered maternity care, fewer than a third covered prescription drugs, and fewer than half covered
treatment for substance use disorders.*®) As a result, these plans’ savings come at the expense of two
groups. First, because these plans pull healthy people out of the ACA individual market, they raise
premiums for people who remain in these markets, including middle-income people with pre-
existing conditions. Second, initially healthy people who enroll in these plans but then experience
illness or injury can find themselves exposed to catastrophic costs. Consumers are unlikely to fully
understand these plans’ limitations and often will not appreciate their significance unless and until
they get sick.”’

Lower-income consumers are protected from the higher premiums resulting from the
Administration’s expansion of short-term plans because, as explained above, premium tax credits
increase automatically in response to premium increases. Because of these tax credit increases, the
expansion of short-term plans will cost the federal government billions of dollars over ten years,
according to the Administration’s own estimates.” By rolling back the short-term plans rule,
policymakers could redirect these dollars to help pay for lifting the income limit on ACA subsidies.
That would help middle-income people — those who are healthy and also those who are not —
afford comprehensive coverage.

25 Department of Health and Human Services Press Release, “Trump Administration Delivers on Promise of More Affordable
Health Insurance Options,” August 1, 2018, https://www.hhs.gov/about/news/2018/08/01/trump-administration-delivers-

on-promise-of-more-affordable-health-insurance-options.html. 7

26 Karen Pollitz ¢ al., “Understanding Short-Term Limited Duration Health Insurance,” Kaiser Family Foundation, April 23,
2018, https:
27 Sabrina Cotlette ¢f al., “The Marketing of Short-Term Health Plans: An Assessment of Industry Practices and State
Regulatory Responses,” Georgetown University Health Policy Institute, January 31,

2019, https://www.rwif.org/en/library/research /2019/01 /the-marketing-of-short-term-health-plans.html.

28 The Administration estimates that the expansion of short-term plans will increase tax credit costs by about $3 billion per
year. See Short-Term, Limited Duration Insurance, February 20, 2018, https://s3.amazonaws.com/public-

inspection.federalregister.gov/2018-03208.pdf.
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Concerns About Low-Competition Markets Not a Reason to Reject Tax Credit
Improvements

One concern about eliminating the income cap on premium tax credits is that doing so could raise
(sticker price) premiums in markets with limited competition. The worry is that, if a larger share of
consumers were eligible for premium tax credits that adjust based on changes in benchmark
premiums, a monopoly insurer could increase the benchmark premium dramatically without losing
significant enrollment.a

But several checks are in place to address this concern. Most important, an overpriced market will
eventually attract competitors. Consistent with that, after many insurers set premiums above costs
for 2018, new insurers entered many overpriced markets in 2019, increasing the average number
of insurers from three to four in HealthCare.gov states.? In addition:

e Even if the income limit on premium tax credits were lifted, high-income consumers generally
still wouldn’t qualify for subsidies because sticker price premiums would be less than 9.86
percent of their incomes.

e As a result of the ACA, individual market insurers are required to spend at least 80 cents of
every dollar in premium revenue on medical costs (versus administrative costs and profits), or
to rebate excess profits to consumers. This limits insurers’ incentives to exploit market power
in setting premiums.

¢ Also under the ACA, state regulators review individual market premiums and are generally
empowered to challenge premiums that are not in line with costs.

e Finally, if policymakers are still concerned about the risks associated with low-competition
markets, they could pair eliminating the income limit on premium tax credits with the
introduction of a public plan in the ACA marketplaces, either nationwide or as a backstop in
markets with limited insurer and provider competition. As noted above, a public plan would
also generate federal savings that could help pay for extending and improving premium tax
credits.

Moreover, concerns about impacts on sticker price premiums are not a reason to prefer a
reinsurance program to extending premium tax credits. Under a reinsurance program, insurers pay
only a portion of the cost of certain high-cost claims — 20 percent or less under several state
programs. By insulating insurers from a large fraction of the cost of expensive care, reinsurance
can reduce their incentive to keep costs down, particularly by negotiating rates with hospitals and
other providers. This could increase premiums across both low- and high-competition markets.

a Provided there are multiple insurers in a market, they have strong incentives to keep premiums low even if virtually all
consumers receive premium tax credits. That’s because, while premium tax credits insulate consumers from across-the-
board premium increases, they still pay the full difference between the benchmark premium and the plan they select (or
pay less if they choose a plan cheaper than the benchmark). Thus, insurers will still gain or lose business based on how
they price relative to their competitors.

b Assistant Secretary for Planning and Evaluation, “2019 Health Plan Choice and Premiums in HealthCare.gov States,”
Department of Health and Human Services, October 26, 2018,
https://aspe.hhs.gov/system/files/pdf/260041/2019LandscapeBrief.pdf.
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