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Summary

Some observers describe the Patient Protection and Affordable
Care Act (ACA) as involving a “massive redistribution of health
resources” that caused “the largest wealth transfer in American
history.” Such claims are exaggerated. The Congressional Budget
Office (CBO) projects that, by 2019, the ACA’s Medicaid
expansion and new subsidy system for low- and moderate-
income consumers will spend just 0.9 percent of Gross
Domestic Product (GDP). The tax preference for employer-
sponsored insurance costs the Treasury more than twice as much,
and Medicare and Social Security respectively spend 3.9 and 5.6
times as much as the ACA. The ACA’s redistribution is thus real
but modest in scope and far from unprecedented.

Higher-income Americans directly contribute only 16.9
percent of all ACA funding, representing 0.2 percent of GDP.
The vast bulk (84 percent) of ACA revenue that specifically comes
from affluent Americans consists of new taxes on individuals and
families with incomes above $200,000 and $250,000, respectively.
These taxes apply to only 2.4 percent of tax-filers and average just
0.5 percent of income.

Most ACA funding comes from recycling dollars within the
health care industry. Almost 3 out of every 4 dollars that finance
the ACA (74.3 percent) result from reimbursement cuts and higher
taxes and fees on health care providers and insurers. Under the
legislation’s original design, the health care industry as a whole

received enough increased revenue from the newly insured that, on
balance, it was likely to be better off financially. However, some
providers and insurers will be worse off, particularly in states that
do not expand Medicaid. Many resulting shortfalls can likely be
absorbed by increased efficiency or reduced profits. When that is
not possible, services will be cut or prices raised. However, any
such adverse consequences will likely be felt across the entire
population served by affected providers or insurers, without the
wealthy suffering more than others.

The ACA’s Medicare cuts do not redistribute resources from
the elderly to the working-age uninsured. These cuts primarily
affect, not consumers, but Medicare providers, lowering their
payments by $108.4 billion in 2019. As noted earlier, the health
care industry as a whole will gain revenue due to the ACA’s
coverage expansion, but some particular providers may suffer
net losses. If those reductions cannot be absorbed by increased
efficiency, the remaining population-wide effects would generally
not target seniors for special impact. By contrast, the ACA gives
Medicare beneficiaries $15.2 billion worth of increased annual
coverage of prescription drugs, preventive care, and long-term
care. For the highest-income Medicare beneficiaries, these new
benefits are offset by $7.3 billion in increased Part B and D
premiums, but Medicare beneficiaries as a whole will experience
net program improvements worth an estimated $7.9 billion.

Introduction

Critics describe the ACA as causing

“the largest wealth transfer in American
history,”! a “massive redistribution of
health resources” that “pushes our country
toward a welfare state” and “eviscerates
Medicare.” Some of the legislation’s
supporters, on the other hand, argue that
“virtually everything government does
involves redistribution” either up or

down the income scale,® and the ACA’s
redistribution embodies “a social compact
in which those who are healthier and richer
are willing to help those who are sicker and
poorer.”™

This paper does not explore whether
federal law should compel the movement
of significant resources from one group
of Americans to another. Rather, we ask
whether, as a factual matter, the ACA
represents an enormous and unprecedented
redistribution of income. We analyze, as
a fraction of GDP, the ACA’s spending
on two insurance affordability programs:
Medicaid expansion; and subsidies for
low- and moderate-income consumers
purchasing coverage in exchanges, or
health insurance marketplaces (HIMs).
We also investigate, taking into account

of Medicare cuts, how the ACA funds
insurance affordability programs and the
distribution of program spending.

To analyze the ACA’s funding sources and
spending levels, we begin with CBO’s

and the Congressional Joint Committee

on Taxation’s (Joint Tax) estimates for

the legislation as enacted in 2010.5 We
focus on projections for FY 2019, the

final year estimated by CBO and Joint
Tax, as representing the ongoing “steady
state” effects of the ACA, after most initial
transitions are complete.® Since 2010, CBO
revised its estimates of the ACA’s effects

income, employment, and the impact
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to reflect changed economic conditions

as well as refinements to cost estimation
assumptions, amendments to the law, and
the Supreme Court’s 2012 decision that
converted the ACA’s original nationwide
Medicaid expansion into a state option.
However, CBO’s most comprehensive
post-enactment estimates, which examine
the impact of proposed ACA repeal,
contain less detail than its original analysis.
In particular, they do not quantify ACA
funding sources that CBO believes

will likely continue even if the ACA is
repealed.” For a comprehensive analysis of
ACA’s financing mechanisms, we therefore
rely primarily on CBO’s original estimates.
We then adjust those numbers to reflect
CBO’s later estimates of the effects of post-
enactment legal changes and refinements to
CBO’s modeling approaches, excluding as
much as possible the impact of any changes
to CBO’s underlying economic forecasts.?

Spending on the ACA’s
Insurance Affordability
Programs Amounts to 0.9
Percent of Gross Domestic
Product

To calculate the relationship between the
ACA’s insurance affordability programs
and GDP, we compare CBO’s estimates,
published in March 2010, to CBO’s
contemporaneous projections of GDP,
published in January 2010. CBO found
that, as enacted, the ACA’s Medicaid
expansion and new subsidies in health
insurance marketplaces would cost the
federal treasury $232 billion in fiscal year
2019, representing 1.1 percent of GDP
(Table 1). However, following enactment of
the ACA, the cost of insurance affordability
programs was reduced by various
legislative changes to the ACA® and the
above-described Supreme Court decision.!
We therefore modified CBO’s original
projections to reflect these post-enactment
changes, as estimated by CBO, along with
various refinements to CBO’s estimation
methods.!! The resulting modified cost of
the ACA’s insurance affordability programs
is $207 billion, or 0.9 percent of GDP
(Table 1). An alternative analysis, using
CBO’s 2013 estimates of both GDP and the
ACA coverage costs, reaches the identical

Table 1. Federal Cost of ACA Insurance Affordability Programs Compared
to GDP: CBO and Joint Tax Estimates for Fiscal Year 2019 (Billions
of Dollars)

2019 Amounts

GDP as Projected by CBO in 2010 $21,882
Medicaid Expansion $97
. . Exchange Subsidies $135

CBO's Original 2010 Cost Estimates
Total (Dollars) $232
Total (Percentage of GDP) 1.1%
Medicaid Expansion $62
Modified 2010 Cost Estimates, Reflecting Post-Enactment Exchange Subsidies $145
Changes to CBO’s Original Estimates Total (Dollars) $207
Total (Percentage of GDP) 0.9%

Source: CBO 2010-2013, Joint Tax 2010, and authors’ adjustments (for modified 2010 estimates).

Note: Exchange subsidies include revenue losses on premium tax credits. Since we classify, as does CBO, risk-ad-
justment payments from health plans as part of ACA’s funding, we also include risk-adjustment payments to health
plans here as part of ACA’s cost. If such payments were excluded, insurance affordability programs would be es-
timated to cost 1.0 percent and 0.8 percent of GDP under CBQO’s original and modified estimates, respectively.
Post-enactment changes reflect CBO’s estimated effects of: (a) statutory changes to the ACA that increased in-
come-based caps on advance premium tax credit reconciliation for taxpayers with incomes below 400 percent FPL,
that added tax-exempt Social Security income to modified adjusted gross income, and that altered expected levels
of employer-sponsored insurance by changing federal income and payroll taxes; (b) the U.S. Supreme Court decision
that made Medicaid expansion optional for states; and (c) revised CBO assumptions about the average risk level of
adults newly eligible for Medicaid and the pace of initial enrollment into insurance affordability programs.

Figure 1. Estimated 2019 Federal Cost of ACA’s Insurance Affordability
Programs, Compared to Other Federal Costs (Percentage of GDP)
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Source: CBO 2010, 2013, OMB 2013.
Note: Tax exclusion includes income tax and payroll tax effects. Medicare and Social Security costs include
outlays, without payroll tax or premium offsets.

Timely Analysis of Immediate Health Policy Issues 2



conclusion about ACA spending as a
percentage of GDP (Appendix Table Al).

To provide some context for this result, in
2019:

¢ Federal Medicaid costs, other than
those resulting from the ACA, are
projected to equal 1.6 percent of
GDP,"?or 1.8 times expected spending
on the ACA’s insurance affordability
programs;

» The exclusion of employer-sponsored
insurance from federal income and
payroll taxes will cost the Treasury an
amount equal to 1.9 percent of GDP,'
or 2.1 times the amount spent by
insurance affordability programs;

* Medicare spending is expected to
consume 3.5 percent of GDP,'* or 3.9
times the cost of the ACA’s insurance
affordability programs; and

* Social Security payments will
equal 5.0 percent of GDP,'* which is
5.6 times the expense of insurance
affordability programs.

These estimates are displayed in Figure 1.
One cannot plausibly claim that the ACA
represents the historical high-water mark of
federal redistribution of resources.

Low-Income Individuals and
Families Benefit from the
ACA’s Insurance Affordability
Programs

New Medicaid spending under the ACA
will primarily help previously ineligible
adults with incomes below 138 percent
FPL, the income threshold for expanded
eligibility; 138 percent FPL is $15,856
for an individual and $32,499 for a family
of four in 2013. Some new Medicaid
spending will benefit previously eligible
but uncovered people who enroll due to

Table 2. Distribution of Federal Spending on Insurance Affordability
Programs by Income Group and Insurance Affordability Program

Eligibility for Fiscal Year 2019

2019 Insurance
Affordability Program

2013 Income, 2013 Income, Spending
Income Group 1-Person 4-Person
Family Family Estimated
(Billions) Share of Total
Spending
<200% Medicaid-Eligible <$22,980 <$47,100 $62 30%
FPL | HIM-Subsidy Eligible <$22,980 <$47,100 $99 48%
200-300% FPL $22,980-$34,470 | $47,100-$70,650 $36 17%
300-400% FPL $34,470-$45,960 | $70,650-$94,200 $10 5%
Total: Up to $45,960 Up to $94,200 $207 100%

Source: U.S. Department of Health and Human Services Poverty Guidelines and Urban Institute analysis.

Note: The Urban Institute’s distributional analysis for HIM subsidies assumed that all states implement Medicaid
expansion, placing the lower income bound for subsidy eligibility at 138 percent FPL. To the extent that states do
not implement the expansion, HIM subsidy spending on households under 200 percent FPL will exceed the amount
shown here. The table assumes that all Medicaid spending on new enrollees will go to consumers below 200 percent
FPL, even though some newly enrolled, previously eligible children will have incomes above that threshold.

ACA outreach efforts or learning of their
Medicaid/CHIP eligibility in the course
of seeking enrollment in health insurance
marketplaces. Except for children, most
of the latter will also have incomes at or
below 138 percent FPL.

In states that expand Medicaid, spending on
marketplace premium subsidies and cost-
sharing subsidies will benefit individuals
and families with incomes between 138
percent and 400 percent of FPL; the latter
is $45,960 for individuals and $94,200

for four-person families in 2013. In states
that do not expand Medicaid, subsidy
eligibility will include those with incomes
as low as 100 percent of FPL—$15,856
for individuals and $21,404 for families of
four.

Because subsidies are provided on a sliding
scale, they will disproportionately benefit
people in the lower part of this range.'
According to Urban Institute estimates, 69
percent of total subsidies will benefit the
lowest income group (<200% FPL), 25
percent will benefit a middle income group

(200-300% FPL), and 7 percent will benefit
the highest income group eligible for
subsidies (300-400% FPL)."” By applying
this distribution to CBO projections of
exchange subsidies and adding CBO
projections of Medicaid costs, we find that
78 percent of all insurance affordability
program spending will be for consumers
with incomes below 200 percent FPL
(Table 2).

For low-income people, HIM subsidies can
be considerable, relative to total income.
But even with those subsidies, consumers
can still pay significant amounts for health
care. For example, a single 30-year-old
with $20,000 in income who enrolls in

a national average cost silver plan'® will
receive a premium tax credit of $1,956 for
a $2,976 premium, leaving the consumer
responsible for $1,020 in premiums. At
174 percent FPL in 2013, such a consumer
also qualifies for $648 in cost-sharing
reductions, for a total of $2,604 in
subsidies, equaling 13 percent of income.
The cost-sharing reduction still requires

Table 3. Annual Care Costs and Subsidies for an Average 30-Year-Old Single Consumer With $20,000 Income
(174 Percent FPL in 2013) Covered Through a Silver-Level Plan

Total Costs Subsidies Consumer Payments
Total Total
Premiums Cost-Sharing Premiums Cost-Sharing o Premiums Cost-Sharing o
Dollars Percent of Income Dollars Percent of Income
$2,976 $1,432 $1,956 $648 $2,604 13% $1,020 $784 $1,804 9%

Source: U.C. Berkeley Labor Center 2013; CMS 2013.

Note: Estimate assumes the estimated national average cost for silver plans. Cost-sharing amounts and subsidies were calculated based on CMS’ proposed 2015 meth-
odology for determining advance payments for cost-sharing reductions.™
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Figure 2. ACA Funding Sources: CBO and Joint Tax Estimates for Fiscal

Year 2019

Funding Sources for 2019 ($271.2 Billion Total Funding)

Other Measures

Payments from
Higher-Income
Americans

~

Health Care Industry Cuts,
Fees, and Taxes

Source: CBO 2010, Joint Tax 2010.

Note: Estimates exclude two funding sources that were repealed by post-ACA legislation: premium payments
for the Community Living Assistance Services and Supports (CLASS) Act; and tax revenues resulting from new
income reporting requirements that applied to small firms and others. Payments from higher-income house-
holds and industry taxes and fees are detailed in the next sections. Appendix Table A2 provides additional
information about “other measures,” which primarily consist of individual and employer penalty payments.

the average such consumer to pay $784 in
service costs not covered by insurance.?
The consumer’s total health care payments
thus equal $1,804, or 9 percent of income
(Table 3).

The Contribution of Very-
High-Income Americans
to the ACA Amounts to 0.2
Percent of GDP

Increased levies on the affluent are not the
ACA’s principal revenue source. Instead,
most financing comes from health care
providers and insurers. The ACA cuts

the payments they were scheduled to
receive from the federal government and
imposes new taxes and fees. However, the
coverage funded by these dollars ultimately
translates into increased revenue for
providers and insurers. Put simply, ACA
funding mostly involves, not redistribution

from rich to poor, but recycling dollars
within the health care industry.

For the final year of CBO’s original ACA
estimates (fiscal year 2019), reimbursement
cuts and higher taxes and fees on health
care providers and insurers provide 74.3
percent of ACA’s funding; higher-income
Americans contribute just 16.9 percent
(Figure 2).2!

Comparing the $45.8 billion in ACA
funding contributed by affluent Americans,
as originally estimated by CBO, to CBO’s
contemporaneous projections of GDP, we
find that the ACA’s levies on the wealthy
will represent just 0.2 percent of GDP in
2019.%

The Joint Tax Committee estimated that
the ACA’s increase to Medicare’s hospital
insurance tax (including a new tax on
investment income) would raise $38.5
billion in 2019. This represents 84 percent

of the total raised from the most affluent
Americans; the remainder comes from
increased Part B and D premiums on the
highest income Medicare beneficiaries
(Table 4).* Starting in the 2013 tax year,
the ACA raised the hospital insurance tax
rate, which applies to payroll earnings,
from 1.45 percent to 2.35 percent for single
workers earning more than $200,000 and
joint filers earning more than $250,000
per year. The higher tax rate applies only
to income above these thresholds. In
addition, the ACA introduced a new tax

of 3.8 percent on nonwage income such

as interest, dividends, rental income, and
capital gains. The tax applies to either:

(a) total investment income; or (b) the
excess of modified adjusted gross income
(MAGTI) over threshold amounts ($200,000
for individuals and $250,000 for joint
filers), whichever is lower, and it is limited
to people with total income above those
amounts.”

According to the Urban-Brookings Tax
Policy Center estimates for tax year

2013 (the latest year for which data

are provided), these taxes will affect

16.7 percent of individual/family tax
filing units in the top fifth of the income
distribution—only 2.4 percent of all tax
filing units.?® For those in the 95th to 99th
income percentiles, with cash income
between $227,000 and $593,000, the
average tax increase will be about $834,
representing 0.3 percent of this group’s
$278,000 average income. For those in
the top 1 percent, whose cash incomes
exceed $593,000, the average tax increase
is $21,200. This is a substantial amount on
its face, but it represents about 1.2 percent
of the $1.77 million in average cash income

ACA funding
mostly involves,

not redistribution
from rich to poor,
but recycling dollars

within the
health care industry.
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Table 4. Increased Payments from Higher-Income Americans:
CBO and Joint Tax Estimates for Fiscal Year 2019 (Billions

of Dollars)

2019 Payments

Hospital Insurance Taxes $38.5
Part B $4.9

Medicare Premiums
Part D $2.4
Total: $45.8

Source: CBO 2010, Joint Tax 2010.

Note: The ACA raised Part B premium payments for higher-income beneficiaries by suspending indexing of
income thresholds for means-tested premium payments. The ACA also created new means-tested Part D
premium surcharges, applied to the same beneficiaries who are subject to means-tested Part B premium

payments.

for this group. Among all households
subject to the tax, the average payment
equals just 0.5 percent of income.

Most ACA Funding Comes
from the Health Care Industry;
the Ultimate Impact of This
Revenue Source Is Uncertain

As explained in the previous section,
nearly 3 out of every 4 dollars that finance
the ACA (74.3 percent) come from
reimbursement cuts, taxes, and fees that
apply to insurers and health care providers,
which also benefit financially from the
ACA’s coverage expansion. Based on

CBO estimates, the ACA, as enacted, was
likely to improve the health care industry’s
overall financial posture—not a surprising
result, given that most provider and insurer
groups either supported or acquiesced to
the legislation.”” Between reimbursement
cuts and increased taxes and fees, insurers
and health care providers were slated to
contribute $201.6 billion in ACA funding
during 2019 (Table 5). They also expected
to incur additional costs to serve newly
insured consumers.

Offsetting those losses and costs were
several sources of revenue. First, new
federal spending on insurance affordability

Table 5. Reduced Payments and Increased Taxes and Fees for the
Health Care Industry: CBO and Joint Tax Estimates for Fiscal

Year 2019 (Billions of Dollars)

Reimbursement Reductions for Medicare Advantage Plans $42.2
Reduced Fee-For-Service Payment Increases for Medicare $40.5
Hospitals
Reduced Payments to Reduced Payments to Medicare Home Care Providers $10.3
Providers and Insurers
Other Reductions to Medicare Provider Payments $15.4
Reductions to Medicaid Providers $17.2
Reductions to Providers Outside Medicare and Medicaid $8.9
Insurance Taxes and Fees $31.9
Reinsurance and Risk-Adjustment Payments $22.0
Taxes, Fees, and A
ments on Providers and Drug Rebates and Fees $8.7
Insurers
Device Manufacturer Fees $3.4
Other Health Industry Taxes and Fees $1.1
Total: | $201.6

Source: CBO 2010, Joint Tax 2010.

Note: Reimbursement reductions for Medicare Advantage plans include interactive effects, as estimated by
CBO. Insurance taxes and fees include assessments on high-value plans.

programs was originally projected at $232
billion for 2019, or 15 percent more than
industry’s contribution to ACA financing
(Table 1). Second, the ACA increased
health care spending by consumers. HIM
subsidy beneficiaries are expected to
spend, on premiums and cost-sharing,

an amount equal to 45 percent of total
HIM premiums.?® In addition, among the
estimated 14.3 million uninsured adults
whose incomes are too high for subsidies,*
many will purchase individual insurance
because of the ACA’s coverage requirement
and insurance reforms.*® Altogether, the
ACA’s original federal subsidies plus
consumer health care payments likely
exceeded industry’s contribution to ACA
funding plus the increased costs of serving
the newly insured.*!

However, the ACA’s boost to estimated
federal health care spending has fallen by
11 percent, to $207 billion, since the initial
enactment of the ACA (Table 1), primarily
because of the Supreme Court decision
that permitted states to avoid the Medicaid
expansion. The health care industry as a
whole may still be better off financially as a
result of the ACA, but some providers and
insurers are likely to be worse off. Average
net revenues per previously insured patient
will fall. For some (but not all) hospitals,
those losses will be offset by significant
reductions in uncompensated care. Newly
insured patients will bring additional
revenue, but new costs will accompany
that revenue. The extent to which new
customers yield net financial gains will be
affected by the extent to which industry
costs are fixed vs. incremental. If a
particular provider or insurer experiences
net financial losses, they might be absorbed
through increased efficiency or reduced
profits. If such absorption does not occur,
the losses could reduce levels of service or
increase prices.

Outcomes that adversely affect consumers
are particularly likely in states that do not
expand Medicaid. In such states, providers
and insurers will experience all of the
ACA’s reimbursement cutbacks, fees,

and taxes but only part of the revenue
increase provided under the ACA’s original
design. Ironically, the states that are not
expanding Medicaid are often the ones
where Medicaid expansion would have the
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greatest impact on revenue. Put simply, it
is difficult to forecast the ultimate impact
of net financial losses experienced by
providers or insurers. In general, they
seem likely to affect the entire population
served by affected providers without
disproportionately harming high-income
Americans.

The ACA Does Not Reduce
Medicare Enrollees’ Benefits
and Redistribute Resources
to the Uninsured

Some observers characterize the ACA

as moving resources from Medicare
beneficiaries to uninsured consumers under
age 65, as suggested ecarlier.*> However, the
ACA’s funding taken from the Medicare
program primarily involves reimbursement
cuts for providers and Medicare Advantage
(MA) plans, which will total $108.4 billion
in fiscal year 2019, according to CBO
(Table 6). Only a small amount comes from
beneficiaries themselves, in the form of
increased Part B and Part D premiums for
higher-income seniors. In fact, the ACA
made Medicare coverage more generous
for beneficiaries through the following
measures:

* Before the ACA, Medicare Part
D coverage of prescription drugs
contained a so-called “donut hole.”
Once a beneficiary’s medication
costs passed a specified level, Part D
coverage ceased until the beneficiary’s
total prescription drug costs exceeded
a much higher, “catastrophic”
threshold. The ACA phases out and
eventually eliminates this gap in
prescription drug coverage.

* The ACA adds Medicare coverage
of an annual wellness visit and other
preventive services, free of out-of-
pocket cost-sharing.

* The ACA expands coverage of home
and community-based care and other
long-term care services and supports
for seniors and people with disabilities
who qualify for both Medicare and
Medicaid.

The CBO estimated that these
improvements in Medicare benefits
will cost $15.2 billion in 2019. Even

taking into account the $7.3 billion in
increased Part D and Part B premium
payments required from the highest-
income Medicare beneficiaries, the ACA’s
net gains for Medicare beneficiaries

will total $7.9 billion in 2019 (Table 6).
While comparatively affluent Medicare
beneficiaries will experience both positive
and negative effects, for beneficiaries

as a whole, the ACA created clear, net
gains, and for the more than 90 percent of
Medicare beneficiaries whose incomes are
too low for increased premium charges,*
the ACA’s direct effects will be entirely
positive.

Of course, provider cuts can affect
beneficiaries. But the ACA’s revenue

increases plus provider efficiency gains and

profit reductions may be enough to absorb
those cuts without adversely affecting
services to consumers, as explained earlier.
If services are affected, the impact is likely
to be felt by the entire population served
by affected providers, not just seniors. On
the other hand, some provider and insurer
groups disproportionately serve Medicare
beneficiaries. Some—such as home care
providers and skilled nursing facilities*
—will experience at least partially
offsetting revenue gains through the ACA’s
expansions to Medicaid benefits and
commercial coverage. Others—principally
MA plans—will not.

One cannot assume that provider rate

cuts will necessarily harm beneficiaries’
access to care. Considering the three above
provider/insurer groups in succession:

* The Medicare Payment Advisory
Commission (MedPAC) found that
Medicare’s pre-ACA home health
care payment levels were sufficiently
excessive that, despite the ACA’s 6.8
percent reduction to total home care
revenue over the 2013-22 period,*
providers will retain “margins well
in excess of cost,” and Medicare will
continue “overpaying for home health
care services.”*

* When all sources of reimbursement
are considered, the ACA caused just a
2.0 percent reduction in total payments
for skilled nursing facilities.

+ Critics predicted that the ACA would
“force the Medicare Advantage plans
to cut back on the benefits they offer
and to charge higher cost-sharing,”
claiming that “millions of seniors and
disabled Americans are being forced
out of plans they prefer today into
the government-managed fee-for-
service Medicare.” In fact, from
2010 through 2012, MA enrollment
grew and quality ratings improved,
according to MedPAC, which found
“evidence of increased efficiency.”®
The ACA’s cuts vary geographically

Table 6. ACA Effects on Medicare Providers, Insurers, and Beneficiaries
for Fiscal Year 2019 (Billions of Dollars)

2019 Cost Effects

1. Cuts to Providers and Insurers $108.4
2. Increased Premiums for High-Income Beneficiaries
Part B $4.9
Part D $2.4
Total: $7.3
3. Increased Benefits
Part D Coverage $10.9
Wellness Visits and Other Preventive Care $1.5
Long-Term Care and Social Supports $2.4
Other $0.4
Total: $15.2
Net Beneficiary Gains (3-2) $7.9

Source: CBO 2010.

Note: Part D coverage effects include, in addition to measures that shrink and eventually end the current
“donut hole,” changes to low-income subsidies, reduced cost-sharing for dual Medicare/Medicaid eligibles,
expanding benefits for widows and widowers, and provisions involving programs that serve American
Indians, Alaskan Natives, and people with HIV or AIDS. Long-term care and social supports include spousal
impoverishment protections. Other increased benefits include higher caps on certain therapies, coverage of
bone density tests, coverage of certain diagnostic lab tests, and coverage of services to address environ-
mental hazards. This table does not include interactive effects identified by CBO.
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The Brookings Institution Analysis

On January 24, 2014, Henry J. Aaron and Gary Burtless of the Brookings Institution released an analysis of the ACA’s impact on income
inequality.”’ They conclude that, when the dollar value of health insurance is measured most comprehensively, the poorest one-fifth
of Americans will see their average incomes rise by roughly 6 percent. Americans in other income brackets will experience average
income declines of approximately 1 percent or less, due to increased taxes and Medicare Parts B and D premiums on high-income
people, penalties on the uninsured, and reimbursement cuts to MA plans, which Aaron and Burtless assume will be experienced by MA
enrollees. The authors did not incorporate the effects of the ACA’s other funding mechanisms, including taxes, fees, and (other than MA
cuts) reimbursement reductions imposed on the health care industry, or the ACA’s increases in Medicare benefits. They and we address
different questions, and their findings are largely consistent with ours.

based on underlying fee-for-service
payments, but through 2013 MA
enrollment rose in both high- and
low-payment areas.’ At some point
efficiency gains may no longer be
large enough to prevent adverse
effects on beneficiaries, but the
ACA gradually scales up the level of
savings required of plans, providing
some time for industry to adjust.*

Conclusion

Some claim that the ACA involves an
enormous and unprecedented transfer of
resources from high-income Americans
to those with lower incomes. In fact, the
money taken from the affluent and given
to people with low and moderate incomes

is tiny, as a percentage of GDP—only a
small fraction of what the country spends
on Social Security, Medicare, pre-ACA
Medicaid, or tax preferences for employer-
sponsored insurance, for example. The
vast bulk of ACA funding comes, not

from wealthy Americans, but from the
health care industry, which receives
offsetting revenue from the legislation’s
coverage expansion. Very few Americans
are affected by the ACA’s tax increase

on high earners, and those who pay must
contribute only a small percentage of
income. Medicare cuts that fund the ACA
apply mainly to providers and insurers, not
seniors themselves, who receive increased
benefits. By contrast, the vast majority of
ACA resources are spent to help low and
moderate income consumers, many of

whom get substantial assistance, calculated
as a percentage of total income. Analyzed
carefully, many redistribution claims about
the ACA turn out to be exaggerated.
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Appendix: Additional Tables

Table A1. Federal Cost of ACA Insurance Affordability Programs Compared to GDP Projections: 2013
CBO and Joint Tax Estimates for Fiscal Year 2019 (Billions of Dollars)

2019 Amounts

GDP as Projected by CBO in 2013 $21,890
Medicaid Expansion $80

CBO’s 2013 Cost Estimates Exchange Subsidies $123

Total (Dollars) $203

Total (Percentage of GDP) 0.9%

Source: CBO 2013.

Table A2. ACA Funding Sources Other Than Higher-income Americans, Health Care Providers, and
Insurers: CBO and Joint Tax Estimates for Fiscal Year 2019 (Billions of Dollars)

2019 Amounts

Penalty Payments Employers $11.0
Individuals $4.0

Tax Changes Ip.:g;l(t; rc:tr; Tax Preferences for Health Care Costs and $7.7
Other Sources $1.1
Total: $23.8

Source: CBO 2010, Joint Tax 2010.

Note: Penalty payments include tax effects. Limits on tax-preferred health costs involve the deductibility of out-of-pocket health care costs as well as limits on
tax-preferred health savings accounts, flexible spending accounts, cafeteria plans, and similar arrangements. Other sources are made up of revenue from codifi-
cation of the economic substance doctrine and what CBO classified as “miscellaneous effects” on payroll tax revenues.
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CBO. “Supplemental Data,” The 2013 Long-Term
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