UHWERSITA
| DEGLI STUDI
DI TORINO

[T1S AperTO

AperTO - Archivio Istituzionale Open Access dell'Universita di Torino

Lights and Shadows of Affordable Care Act and its Influence on World Civilization

This is the author's manuscript

Original Citation:

Availability:
This version is available http://hdl.handle.net/2318/1527106 since 2017-02-15T15:29:26Z

Terms of use:

Open Access

Anyone can freely access the full text of works made available as "Open Access". Works made available
under a Creative Commons license can be used according to the terms and conditions of said license. Use
of all other works requires consent of the right holder (author or publisher) if not exempted from copyright
protection by the applicable law.

(Article begins on next page)

28 July 2024



UNIVERSITA DEGLI STUDI DI TORINO

This is an author version of the contribution published on:
International Journal of Social Economics (in press)

The definitive version is available at:



Lights and Shadows of Affordable Care Act and its hfluence on World Civilization
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Abstract

The US have one of the most unequal and inefficlerdlthcare systems. Also as the consequence ofvainiel

economic crisis, nowadays millions of citizens an¢hout healthcare assistance. After some pargédrms, very
recently the Affordable Care Act (commonly known‘@bamaCare”) became law 23rd March 2010 has adddethis
issue, with the design of a wider healthcare cayerdNevertheless, the weaknesses of the federaebuhd the
opposition of the Republican party have limitedciépacity and implementation. We discuss the flamgsthe potential
strengths of this reform, paying particular attentito its potential implications for the human aedonomic
development of both the U.S. and the rest of thddv@Ve discuss how policies for enhancing humaah @ronomic
development are needed also in developed courdridsthat also the developing world may benefit frpalicy

changes in the “first world.” However, empiricalidies are needed in order to assess the relevadcén@ dimension
of such effects.
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1. Introduction

“Better health is central to human happiness anti-veeng. It also makes an important
contribution to economic progress, as healthy patpis live longer, are more productive, and
save more.? Availability of healthcare and accessibility to dte main indicators and goal of
development. Healthy people are not only happidrtaave a better quality of life than non-healthy
(Dolan et al., 2008 and Foster et al., 2012), bettare also more productive (Weinstein et al.,
1998; Audibert and Etard, 2003 and Goetzel et28l03). Moreover, the healthier the population,
the lower (at least potentially) the costs for thealthcare system. More in general, improving
health fosters the social efficiency (RavallionQ2Pand the social development (Kwon, 2005) of a
country and enhances its economic growth (FogeQ4ROFor these reasons, national public
healthcare systems are common worldwide; theseigedhe citizens with services at extremely
low (and therefore affordable) costs. Other coestrsuch as the USA, chose to finance healthcare
with public funds only in some specific and part&cucases, leaving the provision of most of the
services to the private market. This has createtla market for health insurances, which entails

that only insured people have access to the mostg®f which basic) health services.

This paper will argue that the human and the econatavelopment pass also through the
creation of universal healthcare systems not amlgdor and developing countries, but also in the
rich. The recent “Obama reform”, whose main aintoiallow also the poor to access a series of
health services that were otherwise unaffordablthémn, is a first response to the problem in the
U.S. The aim of this paper is to discuss the refamd, in particular, its implications for the
development of the U.S. and of the rest of the dvdrideed, “a focus on public health security

emphasizes [...] the building of public health systéfhn

2. The U.S. healthcare system: an overview and a sumnyaof the Obama reform

The U.S. stand alone among the industrialized e@sin not providing healthcare coverage to

all its citizens and despite the recent attempthefAffordable Care Act (ACA) to expand health

3 From the World Health Organisatierpage orihealth and developmehit.
4 Koivusalo and Mackintosh (2008), p. 1168.



insurance, the access to healthcare servicedlia iorny issue. Currently, 48 million Americans

lack health coverage (US Census Bureau, 2013).

The need of reforming the system, to render iessible to a larger share of the population
dates back at least to the 1940s, when PresidBntReosevelt prepared a comprehensive plan of
reform. This was never approved, as Roosevelt lokddre the plan was presented to the Congress.
Roosevelt'oos need of reforminruman, tried to awndi on the way of reforms of the healthcare
system, but without any success. Only Presidentsimh managed to introduce relevant changes,
namely creating in 1965 Medicare and Medicaid (Me;d2010; Light, 2011). Bill Clinton in 1993-
94 also attempted some changes to the then oppsatatem, but the success of his proposals was
marginal. However, within western countries, the héalthcare system is one of the most unequal,
since leaves millions of citizens without any hleassistance. Also for this reason, a perspective
analysis of the Obama’s reform could help the polsakers and the stakeholders to better

understand the limits of the current system andttential of a universal healthcare system.

The U.S. healthcare system is characterized, ds allitother countries, by private and public
insurers. What is unique about the U.S. systenmasdominance of the private element over the
public element: coverage is provided mainly throymgivate health insurance that is the largest
component of the healthcare system. Only 15% ofXi$ population get health insurance through
the government that finances about 45% of heakhspending programs operating at the national,
state, and local level. These programs include béedi Medicaid, and programs run by the
Department of Veterans Affairs (AHRQ, 2007).

Medicare is a federal program funded through sosemurity payments. It provides health
coverage mainly to people aged 65 and older, teestisabled people under 65, to people with end-
stage renal disease and amyotrophic lateral stderdthough during its 40 years of operation
Medicare has provided elderly Americans with theatunity to benefit from health insurance
coverage, this scheme is extremely basic and hmasrder of gaps. Medicare does not cover the
full range of health services needed by many eldezbple: the gaps include incomplete preventive
care coverage, no coverage for dental, hearingismn care. In addition, Medicare does not cover
chronic Long Term Care (LTC) needs, most notablysimg home care for the disabled elderly
(Rowland and Lyons, 1996). To have additional prod®, most of the enrollees buys own
supplemental insurance coverage (i.e. Medigap amagr also known as Medicare supplement

insurance).



Medicaid is funded jointly by the federal and statghorities and is available for individuals of
all ages and families with low income and resousgbe cannot afford proper medical care. Each
state sets its own rules about eligibility and gedeservices. The eligibility depends on several
factors among which: age, pregnant status, disghiticome and resources and on whether people
are a U.S. citizen or legal immigrant. Thanks te #CA, Medicaid has been expanded to include
all nonelderly citizens and eligible legal residenthose family income does not exceed 133
percent of the Federal Poverty Line (FPL). Medigaigigible people with incomes up to 400
percent of the poverty line can receive premiumsglies through tax credits for health plans
offered through state health insurance exchandesrdform will guarantee insurance coverage for
many individuals who before would have been livinga kind of limbo: not poor enough to be
covered by Medicaid but not rich enough to afforgigde insurance.

Most people (about 60% of non-elderly Americans} bealth insurance through their
employers or organizations such as unions, prafeakiassociations, or other groups to which they
belong, while people who do not have access topgimsurance may choose to purchase their own

individual health insurance directly from an inswza comparny

In the wake of the Great Recession, the U.S. haea @ crisis in the labour market with
escalating unemployment rate that today standsGapércent (Bureau of Labor Statistics, 2014).
Since employers provide health insurance as parthef benefits package for employees,
unemployment has resulted in the loss of healthetitsnfor millions of Americans, exposing
individuals and families to potentially catastraphealthcare costs in the event of a serious 8lnes

Currently, workers who lose their job-based heditmefits have few affordable insurance
options. Unemployed with incomes that are modesttdm high to qualify for Medicaid, can buy
health insurance in the individual insurance maitkgt the majority of those who seek coverage
there do not end up buying a plan because of thieilptive cost. Under the COBRA (which stands
for Consolidated Omnibus Budget Reconciliation Aat)employed individuals, who are employed
by a firm with 20 or more workers, have the righttémporary continuation of health coverage at
group rates (for up to 18 months). Few people, vewedecide to continue their coverage through

5 The individual market covers part of the populattbat does not receive healthcare coverage thoreagbloyer

(about 5% only purchase insurance on the privategnoup individual market) (AHRQ, 2007).



COBRA since the participants generally have to h@yentire premium themselves and plans tend
to be too expensive. The new ACA legislation doesmake any changes in COBRA, however,
unemployed may have expanded health insurance nsptimcluding subsidies to purchase
insurance through exchanges, and expanded accédsdicaid coverage. However, at this time,
roughly half of the states have indicated that twdlyimplement the Medicaid expansion for 2015.
In states that chose not to expand Medicaid, perbefow 100% of FPL will not be eligible for
either Medicaid or subsidies on the exchanges.

Even though losing or changing job is the primagson for people to experience a gap in
the health insurance coverage, other categoriepeople face similar difficulties, especially
younger, low-educated individuals and racial/ethmmorities (CDC, 2013). Aware of these
problems and starting from the legal framework sampned before, President Obama has proposed
a comprehensive reform of the U.S. healthcare sysiehe ACA reform envisages important
changes from 2014 for workers, young adults, tlowsw income and those at high health risk. As
far as access is concerned, in exchange for taxetaployers with over 50 employees are obliged
to supply their employeéwiith insurance coverage. The enforcement oflévisis supported by a
$2,000 fine per employee for each year of missegrage. In view of this, therefore, there would
be a real improvement in access to healthcare &mynwvorkers thanks to insurance coverage being
guaranteed by law. Again, concerning access, ansiin of the Medicaid program is envisaged

from 2014. Moreover, the Obama reform will not allmsurance companies to fix premiums based

on a patieris clinical history (the c.d. preexisting conditipns This substantially limits the

possibility for companies of dumping or rather efusing to cover high-risk individuals through
price policies (McDough, 2014). Insurers will na allowed to turn away people with pre-existing
health problems, to cancel coverage when bendésiareed expensive treatment, or to charge
women higher premiums than men. Beginning in 204, individuals will be required, with
exceptions, to have health insurance or pay $695 pgmeson, up to $2850 per family.
Comprehensive coverage will be mandated, with capannual out-of- pocket costs. Young adults
can stay on their parentsums than men. Beginnir®Di, all individuals wiGostin and Connors,
2010; Light, 2011).

As implied in the title of the ACA law, one of tlkey provisions in the law is the expansion
of coverage to the socially and economically disedaged population. This is done first by
expanding Medicaid to all citizens under age 65hwiiicomes up to 133% of the federal poverty

level. In addition low income families earning beem 133-400% of the federal poverty level will



be eligible to receive tax credits to assist theith wurchasing a basic health plan through the new

state-based American Health Benefits Exchanges.

However, ACA still presents several elements ofkmeas. For instance, the huge increase
in the number of individuals, covered by state rasge through raising the threshold of those
families and individuals eligible for Medicaid, mayeate a massive increase in the number of
requests for healthcare at tariffs fixed by theivitiial States as it happens within the Medicaid
program. Nowadays, however, only a limited numidetaztors are ready to offer their services for
reimbursement tariffs that have been leveled downtH® Medicaid program (Decker, 2012;
Goodnough, 2013). The concrete risk is that, asetlwill not be a corresponding increase in
services, this massive rise in the number of pemered by Medicaid will considerably increase
the average waiting time for Medicaid covered pasieMoreover, the extension of Medicaid and
the subsidies available to economically disadvaedagdividuals and families may not be utilized
by the low income individuals and families who a aware of these options. Therefore, states
should be more active in facilitating outreach gfdo effectively reach healthcare consumers and

educate them about the ACA.

Under the ACA law, insurance companies will be gddi to include some “essential”
services, such as mental health treatment and poaventative measures, in the insurance plans.
Such provisions are generally less profitable aftenonot offered by the insurance companies in
their attempt at atment and some preventati of baediand the subsidies available to economically
disadvantaged individuals and famipulsory introducof this type of care into the coverage is an
important innovatory measure that aims at guaramgege level of insurance provision that is in line
with many European insurance plans. However, pipai@nt nerally less profitable and o coverage
has meant thousands of cancellations by the insearaompanies who have been informing many
of their customers that it will be impossible foem to renew their policy because it is not in line
with some of the y the insurance companies who khavey law. This may well mean that millions
of Americans, and in particular those who do noenee health insurance either through the state or
by their employer, will need to buy insurance ceger that complies with the law, but that if for

sure more expensive.

3. The implications of the reform for the domestic deelopment

While the reform presents the shortcomings thahaxes highlighted in the previous section,

and while ObamaCare is far from being a Europegle-s$tealthcare reform, it might have some



merits in perspective. These merits are far fromgproved in the U.S case, as the implementation
of the reform is just at the beginning. Howeveg ffast experiences and the empirical evidence
provided by the economics and sociologic literaguedlow us to attempt some prospective

evaluations. Our aim is to provide a balanced etadn between the current flaws and the potential

benefits that the reform could engender.

First, from a social point of view, the improvemaitthe health coverage and healthcare
access of a population should be a major gealse and therefore this objective should suffice to
justify the reform. However, the liberal and theoligeral theorists may argue that the private
provision of healthcare services is more efficighan the public and that the problem of
unaffordability should be solved by the marketpéarticular, if a relevant share of the populatien i
currently excluded from the healthcare serviceg wmght argue that the insurance policies cost
“too much” because the competition in the markeingufficient. In such a situation, then, the
government should intervene to increase competitiather than to provide healthcare services
using public funds. One might also argue that peegio cannot afford these services do not exert
sufficient effort to secure wages that would mak@assible. However, both these possibilities
present fallacies. On the one hand, as we havadlrgtressed, people must be healthy to be able to
work with continuity and to secure good wages. @e other hand, the high prices of health
insurance policies may be due to inefficienciethahealthcare sector that reflect in the costhef
services and, in the end, in the prices of thecpdi For example, Zhivan and Diana (2012) find
that general hospitals in the U.S. tend to intredudormation technologies in an economically
inefficient way so that the hospitals with a less#ensity of IT are more cost-efficient. This
suggests that relevant inefficiencies are preserthé market, but it also highlights that these
inefficiencies characterize not only the markettlod insurances but also that of the healthcare

services.

Making the healthcare services accessible alsdh@¢oshare of the U.S. population that
cannot currently afford them will improve the awpralevel of health of these citizens. In
accordance with the empirical evidence, we shoulereffore expect an improvement in the
productivity of these people, with consequent bignédr both them and the national economy, as
well as an increase in fiscal revenues. Togethén @ducation, health is a component of human
capital (see for example Gyimah-Brempong and Wil2®94) and investing in health increases the
stock of human capital, and its relative and alsoheturns. In particular, an increase in the
productivity of the new beneficiaries should refléc higher salaries (either because healthier

people are less absent from work, or because theyaccess better-remunerated jobs). This



increased wages will (partially) be used to inceeegsnsumption, what, in turn, will enhance the

production of consumables and durables and fdsgeo¢cupation in these sectors.

It is worthwhile to recall here that the share opplation in the U.S. currently excluded
from healthcare services is almost one fifth of plopulation, i.e. 48 million people. Increasing the
expenditure capacity of such a large number of leesil have relevant effects on the aggregate
levels of consumption. The economic benefits anedver not limited to the private sector. The
increase in the level of consumption will likelyster the profits of the firms. Since these pay saxe
on their profits, also the tax revenue (at theestaud at the federal level) will increase, withipes
consequences on the stressed current situatidmedeteral budget. However, as Marmor (2009)
points out, the reform may accentuate or mitightetensions on the federal budget. On the one
hand, the implementation of the Obama reform witiréase the tax revenue, but on the other hand,
it will also increase the expenditures. The eftemiess of the controls on costs and on efficiericy o

the public health system represents another crissae.

Last, but not least, the reform entails also sameme redistribution: part of the federal tax
revenues will indeed be used to expand Medicakl béneficiaries will therefore receive transfers
in the form of in-kind services. However, the tasscwill transfer resources from the public hand to
the private market of insurances. This means tratthe one side the government increases the
weight of the public hand in the economy, while tba other side, this weight diminishes.

4. The implications of the reform for the international development

The relevance of the country (the U.S.) where #ferm is taking place is such that the
effects will involve also other countries, giveratlihe ACA applies not only to the U.S. citizens,
but also to people who qualify as U.S. residentsféderal income tax purposes. This definition
includes a large number of immigrants who are n@. ditizens, but who work regularly in the
U.S. How can the Obama reform have positive coresszps on the rest of the world and which is

the link between it and immigration?

People who immigrate in the U.S. and get a jobetl{as in any other developed country),
generally send part of their income back to thentquof origin, where relatives still leave. These
remittances help the worker qualify as U.S. redisléor federan the countries of origin. The World
Bank calculated that the outflow remittances frow ).S. amounted to more than 51 billion dollars
in 2011, a relevant sum, even considering that divided in thousands of small contributions to as
many households sparse in the world. In the previeection, we have argued that health and

salaries are linked positively. Consequently, tieéonm, by potentially increasing healthcare



coverage and healthcare access inequality and questy improving Americans' health status
and their productivity, is likely to increase tth@ws of remittances from the U.S. to the resthd t
world. This would have the effect of improving thging conditions of the families of the
immigrants, and of increasing their expendituretha countries of origin, with positive effects on

the economies of these countries.

Another aspect is that this would also strengtlienprocess of international redistribution
of income. Remittances are already a way to relige it from the rich to the poor countries;
however, the Obama reform would activate an addilionechanism, which is already at work in
the European systems. In the U.S., the reform agates the redistribution from the rich to the
poor, given that the federal tax system is progvesand that Medicaid and Medicare are financed
from the federal budget. Among these beneficianasch are regular immigrants, who send
remittances to the countries of origin. Througls ttmechanism, the rich U.S. citizens transfer part
of their income to the developing countries in then of returns on the federal investment in the
poor’s health. Of course, this is a complex andiraad mechanism, but it is still a way of
redistributing income internationally. We are farctaim that this be the solution of the problerhs o
developing countries. The increase in remittanceslavprobably be in the order of few billion

dollar, but this is already a remarkable amoumhohey.

A last positive effect on the foreign countries ngeyin terms of attractiveness of the U.S.
labor market. Its dynamism, its size, the “Americkeam” are already the main attractors of the
U.S. for foreign citizens seeking to improve thHeies and those of their relatives. The addition of
the Obama reform, which renders the conditiongherpoor workers more favorable than before,
and which adds positive perspectives, will likelyract even more immigrants. Of course, this
perspective will perhaps increase the oppositiothef conservatives to the reform. However, to
increase attractiveness means also to increasauthber people who produce income (and taxes)
in the U.S. and who send remittances to their cmsof origin. In brief, the Obama reform is

likely to activate a virtuous circle.

So far we have presented and debated some posspects for the international
development from a theoretical point of view. Irctfafurther research in health and public
economics should address this issue from an erapipgint of view. In particular, the Obama
reform as well as the comparison between diffetesdithcare systems in the western world
constitute a natural experiment to test the effetthe health system in a country on — for example
— the remittances on the immigrants and on thbwua productivity.
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5. Conclusions

The discussion presented in the previous sectiepgt$ the reform as a bright development
for the world civilization. However, as we haveealdy outlined, the reform is not flawless nor its
implementation will necessarily be. In this conghglsection we wish to discuss the main limits
that the reform is showing and/or could show inftitare and that help to sketch a lesser optimistic

and idealistic, but a more realistic picture.

As Johnson’s reform, also Obama’s has been highiyested, especially by the conservative
political areas, since it entails a dramatic changde historical U.S. policy of non-intervention
the domestic economy (Connors and Gostin, 2010. dpponents claim, in particular, that the
reform is in contrast with the need of reducing tbe@eral budget deficit (Gruber, 2010), and that
the European style systems are not sustainableciedlg after the economic crisis of the last years
Actually, the Obama reform is far from revolutioiacopying the European model of “socialized
medicine”. It is still too early to evaluate thensequences of, perhaps, the thorniest part of the
reform, that referring to the healthcare costs lamdiget sustainability. For now the United States
are spending more on healthcare than any othemetiWestern Europe (around 17% of the gross
domestic product) and this is not justified by dagge improvement in the quality of the care
(OECD Health Data, 2010). The ACA has been buiit the existing structure of hybrid
public/private insurance and healthcare costs tdteh® fastest growing component of the federal
and state government expenditures: Medicare, Mieliaad Affordable Care Act marketplace
subsidies together accounted for 24 percent ofatieral budget in 2014. Early two-thirds of this
amount goes to Medicare, the most rapidly growinggmam for the federal Government, which
still cover elderly and permanently disabled and hat been part of the ObamaCare’s Health

Insurance Marketplace.

The ongoing economic recession has until today exkated the dilemma of financing
ObamacCare: the US have seen a crisis in the labadket with rising unemployment levels that
has meant many more Americans eligible for Medic8ihtes face an acute fiscal dilemma: they
must find a way to pay for growing Medicaid enradint precisely when tax revenues are declining.
The idea of financing part of the reform througk tBadillac Tax would probably go in the right
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direction but the Republicans continue to oppog&iuber, 201 The Cadillac Tax will target
the so called “Cadillac health plans” (also knowri‘'gold-plated” insurance plan) obtained through
collective bargaining agreements which often ineluduch more generous benefits than other
employer-sponsored plans (low, if any, deductilalled little cost sharing for employees). The goals
of the tax are to help finance the ACA and decré¢laseverall cost of healthcare making the use of
“generous” insurance plans, which some argue eageuoveruse of medical care, less attractive.
The “Cadillac Tax” on health insurance plans weigim in 2018 imposing 40 percent excise tax on
the cost of coverage for health plans that excee@grtin annual limit ($10,200 per year for
individual coverage and $27,500 per year familyezage). According to the most recent report of
the non-partisan Congressional Budget Office, tadilac tax will raise $80 billion between 2013
and 2023.

In spite of the probable higher tax revenues geeérhy the Cadillac tax, the net effect of the
reform on the federal budget may be negative iretite Given the need for the U.S. government to
cut its expenditures, the reform may turn to beustanable, or may oblige the government to cut
other expenditures to preserve the reformed syskomeover, the Democrats will not hold the
government forever, and a strong Republican goveminmay change the reform, and even
dismantle it, not to decrease, for example, thetamyl budget. In other words, the survival of the
reform in its current form is a matter of sustailigb of the federal budget and of political
willingness. Recent surveys show that the U.S.tetedook at public interventions in the economy
unfavorably (Skocpol and Williamson, 2011); moreothe political process (i.e. the debate in the
Congress and in the Senate) has already modifiedotiginal proposal (i.e. the debate in the
Congress and in the SenaSkocpol and Williamson] 2QABst but not least, the implications of the
Obama reform and of any other possible reform ef ##s healthcare system do not appear to be
limited to the domestic market, but are likely tavl implications also for several countries in the
developing world. Future empirical research wilittevhether these international spillovers really
affect the wellbeing of people living in countriether than that whose healthcare system has been

reformed.

The future of several lives both in the U.S. anédinumber of developing countries crucially

depends on the path that the reform will follow, itmimplementation and on the courage of the

5 The term derives from the Cadillac automobile fi@ohin 1902, in the General Motors’ luxury division
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U.S administration to pursue equality, redistribntiand social justice both domestically and

abroad.
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