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One Conseguence of King v. Burwell

Some say that today’s decision maintains business as usual for Obamacare, taxpayers and consumers.

The Supreme Court upheld the subsidies (also known as the Premium Tax Credit) to consumers in the 34
states that rely on the federal exchange. Proponents of these subsidies argue they help keep health

insurance affordable.

The subsidies lower the out-of-pocket cost to consumers who get them, but at what cost? Consider a 64-

year-old consumer in Hialeah, Florida (one of the largest areas impacted by King v. Burwell) who is

receiving the maximum subsidy of $7,488 per year. Of the 87 plans offered in the marketplace, 16 entail
zero cost to the consumer. Premiums for these “free” plans range from $6,300 to $7,200. There is no
incentive for the consumer to shop prudently from these 16 plans. The consumer does not get to keep
any unused subsidy, creating incentives to choose health plans with additional features of only marginal

value. The taxpayer — not the consumer — picks up the cost of the imprudent choices.

In addition to discouraging shopping based on plan value, the premium tax credit offers a set of perverse

incentives, especially on the decision to earn more than 400% of the poverty line and on reporting your

income for the upcoming year.

Today’s decision may very well mean business as usual, but there are serious economic issues with how

the subsidy is set up.

Aaron Yelowitz is an associate professor in economics at University of Kentucky and a Visiting Scholar at

Cato Institute.


https://www.cbiz.com/insights-resources/details/articleid/2744/hrb-111-supreme-court-opinion-king-v-burwell-article
https://www.healthcare.gov/see-plans/33012/results/?data=f518ccf5d992f5f30130bcbe46a2d60a8473c9d262516f081bddc8ba3342e1f989d136d51440be6d9290c7ebf808e0b47458b35ab257a285c5bbe9fa768d7b4aed0a93829dc58ef2bb19555770a8bd7463027fc97efe6fd833e5c4eb5bbebc2cd1cb41d8cbcd5b536a9a395f880e3ba9392f4a21&state=FL&county=12086
https://www.healthcare.gov/see-plans/33012/results/?data=f518ccf5d992f5f30130bcbe46a2d60a8473c9d262516f081bddc8ba3342e1f989d136d51440be6d9290c7ebf808e0b47458b35ab257a285c5bbe9fa768d7b4aed0a93829dc58ef2bb19555770a8bd7463027fc97efe6fd833e5c4eb5bbebc2cd1cb41d8cbcd5b536a9a395f880e3ba9392f4a21&state=FL&county=12086
http://www.cato.org/blog/economic-consequences-aca-notch
http://www.cato.org/blog/obamacare-reporting-loophole
http://www.cato.org/blog/obamacare-reporting-loophole
http://www.yelowitz.com/

