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My name is Brian Blase, founder and president of Paragon Health Institute. From 2017
through 2019, | served as a Special Assistant to the President for Economic Policy at the
White House’s National Economic Council, and from 2014 through 2015 | worked for the
Senate Republican Policy Committee under then-Chairman John Barrasso. | appreciate the
opportunity to testify on this important topic.

Why Health Care and Coverage Are Increasingly Unaffordable

For tens of millions of Americans, neither health care nor health coverage is affordable. And
once we account for the taxes and debt required to finance government health programs,
health care is not just unaffordable; it is a direct threat to our fiscal future.

Counterproductive government policies have significantly contributed to high and rising
health care prices and spending — both by inflating demand through excessive subsidies and
mandates and by restricting supply through regulations that protect incumbent insurers,
hospital systems, and provider monopolies. These combined forces drive prices higher and
produce rampant inefficiencies throughout the health sector.

‘@l' How Government Policies Increase the Price of Health Care
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In many sectors of the economy, products and services have improved in quality over time
while real prices, after accounting for inflation, have declined (Figure below: “Price
Changes.”)! Health care is a glaring exception. Rather than delivering higher quality at lower
real prices, the hospital sector — now the largest driver of U.S. health spending —has
delivered the opposite: steeply rising prices, declining competition, and consolidation that
shields providers from market discipline. As the data clearly show, prices for hospital
services —the largest component of health care expenditures — have risen three times faster
than general inflation since the turn of the century. No major industry has experienced faster
price escalation than hospitals.

As health costs have risen, insurance premiums have soared. At the same time, plan
deductibles have risen dramatically, too. To understand why costs have risen so sharply,
policymakers must look beyond market forces and recognize how federal policy itself —
particularly the structure of the Affordable Care Act (ACA) — has directly contributed to
higher premiums, narrower networks, and reduced affordability.

In 2024, health care spending was approximately 18 percent of U.S. gross domestic product
(GDP), a 38 percent increase from 2000 when it was 13 percent of U.S. GDP.2 A significant
part of this health care spending is waste, with credible estimates suggesting that up to a
quarter of health care spending provides people on with little, if any, health benefit.3

" Mark J. Perry (@Mark_J_Perry), “New version of the Chart of the Century, thanks to graphic artist http://OlivierBallou.com
https://t.co/8XcNxKJtuT,” X, August 4, 2025, https://x.com/Mark_J_Perry/status/1952494716970303774.

2 Data is available at https://www.cms.gov/data-research/statistics-trends-and-reports/national-health-
expenditure-data/projected.

3 William H. Shrank et al., “Waste in the US Health Care System: Estimated Costs and Potential for Savings,” JAMA 322, no. 15
(October 15, 2019), https://pubmed.ncbi.nlm.nih.gov/31589283/.
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Price changes (Jan. 2000-June 2025)
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Despite widespread inefficiencies in the U.S. health sector, there are pockets of excellence.
In the past few decades, there have been meaningful advances, such as a decline in cardiac
mortality, improvement in cancer survival rates, a cure for Hepatitis C, and new AIDS
treatments. Yet health outcomes have stagnated despite the ACA’s new spending and the
significant expansion of Medicaid. American life expectancy was lower in 2019 (a pre-
pandemic measure) than it was in 2013, before the ACA’s coverage and spending provisions
took effect.*

Government Policies Drive Higher Prices and Distort the Market

These problems stem not from a lack of government action but from perverse incentives
embedded in government programs. There are many policies —at both the federal and state
levels —that raise health care prices and costs. In most areas of the economy, high prices
signal high value. But in health care, heavy government involvement —driving excessive third-
party payment and consolidation — means that high prices often reflect distortions. A major
consideration for policymakers in addressing high prices for medical care should be
examining how existing government policies contribute to the problem and then focusing on
reform.

Federal tax and spending programs inflate health care demand and generate large
expenditures that produce little, if any, value. Roughly a quarter of health care spending
provides no health benefit —and some of it may even harm patients. Reforms are clearly
needed, particularly to our health care entitlement programs.

How Third-Party Payment and Government Regulation Inflate Costs

A primary way that government inflates health care prices and costs is through tax and
spending policies. In 2023, government health care spending —including both state and local
government spending —was 48 percent of total U.S. health care expenditures.®

Federal policy also strongly shapes private sector health care spending. One important policy
is the long-standing tax exclusion for employer-sponsored insurance. The exclusion
contributes to higher overall health spending by encouraging compensation to flow through
health benefits rather than wages and because its value grows as premiums rise. However,
these effects are far less pronounced than under the ACA’s subsidies. Unlike the ACA
subsidies, the exclusion does not penalize additional work, does not encourage misreporting
of income, and does not generate the type of escalating dollar-for-dollar subsidy increases
that fuel the ACA’s premium spiral. The White House estimates that the exclusion will reduce
federal revenue by $395 billion in 2025 — a substantial amount — but it remains considerably
less distortionary than the ACA’s subsidies.®

The key economic reality is that when government subsidizes something, that thing becomes
more expensive. Subsidies increase demand, raise prices, and thus increase total spending in
that area. Substantial and open-ended federal subsidies mean most Americans hold

4 MacroTrends, “U.S. Life Expectancy 1950-2025,” https://www.macrotrends.net/countries/USA/united-states/life-expectancy
(retrieved February 13, 2025).

5 Centers for Medicare and Medicaid Services, “Historical,” National Health Expenditures Data, table 5, n.d.,
https://www.cms.gov/data-research/statistics-trends-and-reports/national-health-expenditure-data/historical.

6 Office of Management and Budget, “Budget FY 2025 — Analytical Perspectives Budget of the U.S Government Fiscal Year
2025,” March 11, 2024, https://www.govinfo.gov/app/details/BUDGET-2025-PER/summary.

My calculation includes exclusion of employer contributions for medical insurance premiums and medical care,
$246,510,000,000, in addition to employer contributions for health effects on payroll tax receipts, $148,040,000,000, for a total
of $394,550,000,000 for 2025.
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comprehensive insurance coverage. This in turn puts upward pressure on health care prices
and diminishes the amount of shopping for health coverage and care.

For complete economic analysis, the taxpayer share of the total cost must be considered.

Every subsidy is ultimately financed by other households — through higher taxes or greater
debt. More debt represents higher taxes in the future, either through direct taxes or higher
inflation. And there is substantial deadweight economic loss from the higher spending. The
deadweight loss of taxation represents the value of forgone productive activity. According to
assumptions used by the Council of Economic Advisors about deadweight loss, extending the
Biden COVID credits would cause about $200 billion of deadweight loss over the next
decade.’

Although the magnitude of government subsidies for health care increases prices and
spending, the design of the subsidies is also problematic. Historically, government programs
and tax policy have encouraged third-party payment of health services. Thus, for the vast
majority of health care transactions, individuals do not directly spend their own money but
instead rely on government programs or their insurance plans, which are generally either
directly subsidized or tax-favored. Insurance should protect people from catastrophic
expenses — not function as a pre-paid medical subscription for every routine or shoppable
service. Yet federal policy pushes precisely that model, severing the link between patients
and prices, eroding incentives to economize, and converting everyday spending into bloated
third-party transactions.

Lessons from Markets Where Consumers Control Spending

Although inflation in health care services has been substantial, health care services where
third-party payment is limited — such as cosmetic and LASIK eye surgery —have seen real
price declines as quality has significantly improved.® These examples demonstrate what
happens when consumers spend their own money and providers compete on price — precisely
the opposite of the ACA’s structure. Also, a number of physician practices and medical
centers, such as the Oklahoma Surgery Center, do not accept insurance and have much lower
average prices.®

The Affordable Care Act’s Inflationary Spiral

The ACA promised affordable, high-quality insurance. It failed to deliver. Premiums and
deductibles have escalated —often for coverage that excludes the best hospitals and
doctors. The law entrenched an inefficient, insurance-dominated health sector with massive
subsidies flowing straight from the U.S. Treasury to insurance companies.

As a temporary pandemic measure, the American Rescue Plan Act further increased
subsidies for this coverage from 2021 through 2022. It increased taxpayer assistance for
exchange plans in two ways. First, it reduced what people with income between 100 and 400
percent of the federal poverty level (FPL) need to pay for a benchmark plan. Second, it lifted
the cap on subsidy eligibility at 400 percent of FPL. The Inflation Reduction Act did not

7 Council of Economic Advisors, Economic Report of the President with The Annual Report of the Council of Economic Advisors,
March 2019, https://bidenwhitehouse.archives.gov/wp-content/uploads/2021/07/2019-ERP.pdf.

8 Mark Perry, “What Economic Lessons About Health Care Costs Can We Learn from the Competitive Market for Cosmetic
Procedures?,” American Enterprise Institute, April 25, 2019, https://www.aei.org/carpe-diem/what-economic-lessons-about-
health-care-costs-can-we-learn-from-the-competitive-market-for-cosmetic-procedures-2/.

9 For a discussion of the Oklahoma Surgery Center, see Russ Roberts and Keith Smith, “Keith Smith on Free Market Health Care,”
EconTalk, November 18, 2019, https://www.econtalk.org/keith-smith-on-free-market-health-care/.
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introduce any reforms in the market and continued the expanded subsidies — setting them to
expire after 2025.

Here are the basic economics:
¢ The ACA’s regulations increased premiums for the vast majority of people.

e Subsidies were then needed so people could afford coverage that the government
regulations made more expensive.

e The underlying regulatory and subsidy structure leads to ever-escalating premiums
and prices.

e Higher premiums create pressure for still more subsidies, and those additional
subsidies only worsen the underlying problems — fueling the very premiums and price
escalation they are meant to offset.

If Congress wants to make health care more affordable, it must reform the structure itself,
not throw more good taxpayer money after bad. In fact, the surest way to avoid meaningful
reform would be to continue the pandemic-era subsidy boosts.

ACA Exacerbated Harmful Health Care Consolidation

In addition to driving premiums up through subsidy design, the ACA reshaped market
structure in ways that reduced competition and locked in persistently high prices. The ACA’s
regulatory and subsidy architecture helped institutionalize market concentration, reduced
competitive discipline, and thereby reinforced rising costs rather than reversing them.
According to Joel White’'s November 6, 2025, testimony, many county-level exchange
markets now have two insurers with at least 70 percent of enrollment, 97 percent of
inpatient hospital markets lack meaningful competition, and uncompetitive hospital markets
lead hospitals to increase prices 15 to 30 percent.'° Instead of competition driving costs
down, consolidation on both sides created a stable high-price equilibrium in which neither
hospitals nor insurers had incentives to reduce prices.

The Specific Damage from the ACA and the Enhanced Subsidies

From 2014 to 2026, individual market premiums are up 129 percent, employer-sponsored
insurance premiums are up 68 percent, and general inflation is up 39 percent." This is after
individual market premiums increased nearly 50 percent from 2013 to 2014.

In 2026, the average deductible for an individual on a bronze plan is $7,476, and the average
deductible for an individual on a silver (no CSR) plan is $5,304."

10 Joel White, President, Council for Affordable Health Coverage, testimony before Permanent Subcommittee on Investigations
Committee on Homeland Security and Governmental Affairs, November 6, 2025, https://www.hsgac.senate.gov/wp-
content/uploads/White-Testimony.pdf.

""Mark Howell and Brian Blase, “Obamacare Plan Premiums Have Increased Nearly 2x Faster Than Employer-Based Premiums
Since 2014,” Paragon Health Institute, https://paragoninstitute.org/paragon-pic/obamacare-plan-premiums-have-increased-
nearly-2x-faster-than-employer-based-premiums-since-2014/.

2 Avik S. A. Roy, Manhattan Institute, “Transcending Obamacare: Achieving Truly Affordable, Patient-Centered, Near-Universal
Coverage,” testimony before House Committee on Energy and Commerce, Subcommittee on Health, May 11, 2016,
https://media4.manhattan-institute.org/sites/default/files/T-AR-0516.pdf.

8 KFF calculated these figures as simple averages of all unigue plans available in each metal tier on a per-individual basis. KFF,
“Deductibles in ACA Marketplace Plans, 2014-2026,” November 6, 2025, https://www.kff.org/affordable-care-act/deductibles-in-
aca-marketplace-plans/.
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@ Obamacare Plan Premiums Have Increased
Nearly 2x Faster Than Employer-Based
Plan Premiums Since 2014
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During the annual open enrollment period, applicants estimate their household income for
the following year, often with the assistance of brokers or agents. Based on this reported
income, the government sends monthly subsidies, dubbed advance premium tax credits, to
the insurer offering the plan selected by the applicant. Almost all of the subsidies are direct
payments from the Treasury to health insurance companies. In many cases, the insurer
receives more money than the enrollee was lawfully entitled to during the year —and the
insurer gets to keep the excess payments, with some combination of the federal taxpayer
taking the loss and the enrollee being liable for a portion of the excess payment.

The Structural Failures of the ACA’s Subsidy Design

The ACA’s subsidies are ill-designed and inflationary in critical ways. The enrollee’s share of
the premium is capped —regardless of the total premium. This structure is inherently
different than other federal health programs, such as Medicare Part B and the Federal
Employees Health Benefits Program, where enrollees pay a percentage of the premium. As
premiums have dramatically increased over time, the federal taxpayer has borne almost the
entire increase. The figure below demonstrates the increase in premiums and the split

7
paragoninstitute.org



.‘3&- u—d-uru’\r-'

HEALTH INSTITUTE

between taxpayer and enrollee from 2014 through 2026 for a 50-year-old enrollee at two
times the FPL —about the average enrollee’s age and income.

The federal taxpayer share of the premium increased gradually from 68 percent of the
premium in 2014 to nearly 80 percent in 2020. As a result of the COVID credits, the federal
taxpayer share of the premium reached 93 percent from 2021 through 2025. Next year, when
the COVID credits expire, the federal share will exceed 80 percent. Because enrollees pay
only a small slice of the premium, insurers face virtually no price discipline — giving them
incentives to inflate costs rather than improve value.

@ Almost Entire Obamacare Premium Increases
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The ACA subsidy structure does not just fail to control costs —it actively rewards insurers for
raising them. A recent analysis by the Joint Economic Committee shows that consumers
capture only 34 percent of the benefit, with roughly two-thirds captured by insurers through
higher premiums and inflated benchmark prices.' This occurs because subsidies

4 Liam Sigaud, “New JEC Report: Insurers and Brokers Receive More Benefit from ACA Subsidies Than Enrollees,” Paragon
Health Institute, November 2025, https://paragoninstitute.org/paragon-prognosis/new-jec-report-insurers-and-brokers-receive-
more-benefit-from-aca-subsidies-than-enrollees.
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automatically increase as premiums rise, insulating insurers from competition and enabling
them to absorb most of the subsidies rather than pass savings on to enrollees.

The ACA regulations drive higher costs. For example, the ACA’s essential health benefit
mandates require all plans to cover the same set of services regardless of what consumers
want or need. These rules increase wasteful spending and premiums.

The Insurer-Provider Alliance That Raises Prices

A second critical flaw is the ACA’s medical loss ratio, under which insurers must spend a
minimum share of premium revenue on medical claims. In other words, to increase profits,
insurers must have higher premiums. In reality, despite the claims of lobbyists, insurers, and
health systems, they do not negotiate prices across the table from each other. Rather, they
sit on the same side of the table, as both are incentivized to extract more dollars from
employers, enrollees, and taxpayers.

The Rise of Improper, Zero-Claim, and Phantom Enrollment

Among the perverse incentives inherent to the enhanced subsidies is their enabling of fraud
in the exchanges. The benefit of hindsight reveals that these premiums — particularly their
creation of fully subsidized plans —encouraged enrollees, often at the behest of
unscrupulous brokers, to improperly enroll in coverage with subsidies they are not entitled to.
Many of those improperly enrolled do not even know about their coverage, as they are victims
of fraud schemes designed to pocket commissions and subsidies. This is evidenced by the
rising percentage of people who do not use their coverage at all, by government enforcement
actions, and news stories.

Improper Enrollment Pressures Created by the COVID Credits

Enrollment in the exchanges was well below projections until the COVID-era subsidy boost.
From 2015 to 2020, exchange enrollment averaged about 10-11 million people’® —about 60
percent below what the Congressional Budget Office (CBO) projected in May 2013 in its last
analysis before the ACA’s provisions took effect.'® Enrollment did surge beginning in 2022,
but much of the surge was from improper enrollment caused by Biden COVID credits and
among people unaware of their coverage —along with a large increase in the number of
enrollees who did not use the coverage.

CBO’s most recent ACA subsidy baseline projection is 91 percent above its 2021 projection
over the 2026-2033 period."” Continuing the COVID credits would result in about $40 billion
in higher deficits annually over the next decade. This surge in spending reflects widespread
fraud and administrative decisions that prioritized enrollment over eligibility verification.

5 The average number of enrollees over the course of the year accounts for (1) the fact that some people who choose coverage
during open enrollment fail to pay any premium and (2) net attrition in enrollment over the course of the year.

6 CBO, “CBO’s May 2013 Estimate of the Effects of the Affordable Care Act on Health Insurance Coverage,” May 2013,
https://www.cbo.gov/sites/default/files/recurringdata/51298-2013-05-aca.pdf.

7 The reason we show spending on the ACA subsidies only through 2033 is that CBO projects that spending on the subsidies will
drop in 2034 because of repayment of excess Basic Health Plan subsidies that New York state has accumulated.
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@ CBO's Obamacare Subsidy Baseline Cost
Nearly Doubled During the Biden
Administration
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COVID Credits Created Financial Incentives for Misreporting and Manipulation

COVID-era subsidy boosts resulted in fully subsidized coverage for people claiming income
within a category — 100 to 150 percent of FPL. In a June 2025 paper that | coauthored, we
found the amount of improper enrollment grew substantially between 2024 and 2025 for
those claiming income between 100 and 150 percent of FPL."® The number of ineligible
enrollees rose from an estimated 5.0 million to 6.4 million from 2024 to 2025. In total, 29
states had more sign-ups in this income category than the number of eligible individuals in
the population, based on our conservative methodology for determining improper
enrollment.” In 15 states, there are more than twice as many enrollees in fully subsidized
plans than are eligible. The estimated cost to taxpayers from this improper enrollment will
likely exceed $27 billion in 2025 alone. Under more expansive assumptions, the number of
ineligible enrollees in 2025 could reach as high as 7.1 million.

The enhanced subsidies led to massive fraud. This policy decision created strong financial
incentives for applicants and those allegedly acting on their behalf to misstate income and
enroll in this income category. In addition to the expanded subsidies, the Biden administration
adopted policies that prioritized maximizing enrollment over verifying eligibility.

'8 Brian Blase et al., “The Greater Obamacare Enrollment Fraud: The Fraud Got Much Worse in 2025,” Paragon Health Institute,
June 2025, https://paragoninstitute.org/private-health/the-greater-obamacare-enrollment-fraud/.

9 These states include Alabama, Arizona, Arkansas, Delaware, Florida, Georgia, Illinois, Indiana, lowa, Kansas, Louisiana,
Massachusetts, Michigan, Mississippi, Missouri, Montana, Nebraska, New Hampshire, New Jersey, North Carolina, Ohio,
Oklahoma, Pennsylvania, South Carolina, Tennessee, Texas, Utah, Virginia, and West Virginia.
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Fraud, Misrepresentation, and Unauthorized Enrollment Are Widespread

Fraudsters took advantage of these relaxed eligibility checks. Many enrollees were signed up
without their knowledge or consent. A recent Bloomberg investigation highlighted how large-
scale deception rings take advantage of these perverse incentives, with some enrollees being
coached on how to fill out their applications to take advantage of the fully subsidized
coverage and some unscrupulous brokers and agents just enrolling people without their
consent. Tactics include misleading advertising promising cash benefits as well as
unscrupulous lead generators and brokers enrolling people without their knowledge and
switching applicants into plans without their consent.?° One former customer service worker
at a large brokerage firm said, “Half the time they didn’t even know they were signing up for
insurance.”?

Insurers and their intermediaries benefit from this flawed structure. Brokers receive
commissions for each enrollment, creating strong financial incentives to maximize sign-ups
by any means necessary. And insurers receive monthly payments from the Treasury on behalf
of many people unaware of their enrollment or with other coverage, with many of them
automatically reenrolled from year to year.

The Centers for Medicare and Medicaid Services (CMS) received more than 200,000
complaints about unauthorized plan switches in 2024 alone.?? In 2025, the Department of
Justice brought charges against insurance executives accused of defrauding taxpayers out
of more than $160 million.?® In addition, a Florida-based brokerage executive pled guilty to a
separate $133 million scheme that targeted homeless and mentally ill individuals to
improperly enroll them in subsidized ACA plans.?*

Four figures demonstrate the large scale of improper enrollment. The first figure shows the
shift in overall enrollment to the lowest income category in the states that use
HealthCare.gov. The first open enrollment period with fully subsidized plans was 2022. By
2025, a stunning 55 percent of people who signed up for coverage during open enrollment
reported that their income was between 100 and 150 percent of FPL. This figure shows only
the federal exchange sign-ups, because not all states with state-based exchanges reported
sign-ups by income grouping prior to 2022. We estimate that 62 percent of individuals
reporting income between 100 and 150 percent of FPL in HealthCare.gov states are not
actually eligible, meaning that for every two eligible enrollees, there are more than three
ineligible enrollees in this category.

20 Zeke Faux and Zachary R. Mider, “Chasing Big Money with the Health-Care Hustlers of South Florida,” Bloomberg, June 5, 2025,
bloomberg.com/features/2025-deepfake-ads-fueled-florida-health-insurance-scheme/.

21 Faux and Mider, “Chasing Big Money.”

22 Joseph Walker, “Americans Clicked Ads to Get Free Cash,” Wall Street Journal, September 13, 2024,
https://www.wsj.com/health/healthcare/social-media-ads-health-insurance-scams-37dlecfa; and Turner et al. v. Enhance Health,
LLC et al,, no. 0:24-cv-60591 (S.D. FL), https://litigationtracker.law.georgetown.edu/litigation/conswallo-turner-et-al-v-enhance-
health-llc-et-al/.

23 Department of Justice, “President of Insurance Brokerage Firm and CEO of Marketing Company Charged in $161M Affordable
Care Act Enrollment Fraud Scheme,” press release, February 19, 2025, https://www.justice.gov/opa/pr/president-insurance-
brokerage-firm-and-ceo-marketing-company-charged-161m-affordable-care.

24 Department of Justice, “Executive Vice President of Insurance Brokerage Pleads Guilty in $133M Affordable Care Act Fraud
Scheme,” press release, April 18, 2025, https://www.justice.gov/opa/pr/executive-vice-president-insurance-brokerage-pleads-
guilty-133m-affordable-care-act-fraud.
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Evidence of Improper Enrollment
Huge Increase in Percentage of Enrollees Claiming Income
Between 100-150% FPL, Up to 55% of Enrollees in 2025
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Zero-Claim and Phantom Enrollment Has Exploded

The next figure shows the explosive growth in zero-claim enrollees. From 2021 to 2024, the
number of ACA exchange enrollees who did not use their plans for a single service tripled,
reaching almost 12 million people. The zero-claim enrollment data include anyone enrolled
during the year. Overall, 35 percent of enrollees did not use their plans a single time. A
staggering 40 percent of fully subsidized enrollees used no medical services in 2024. These
percentages are up from 19 and 20 percent, respectively, in 2021. Many of these zero-claim
enrollees are “phantoms” — people who are unaware of their enrollment in the program or
have duplicate coverage. Federal taxpayers sent more than $35 billion to insurers for people
who did not use their plans a single time. In contrast, only 15 percent of people with private
health insurance typically do not use their plans a single time.?® The fact that nearly 40
percent of fully subsidized enrollees used no services despite access to free preventive care
further indicates that much of this enrollment is either improper or phantom rather than a
genuine expansion of access.

25 KFF, “Key Facts about the Uninsured Population,” December 18, 2024, https://www.kff.org/uninsured/key-facts-about-the-
uninsured-population/.
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m Evidence of Improper Enrollment
Huge Increase in Enrollees Without Any Medical Claims in a Year
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SOURCE:Center for M e and Medic Servic Enrollees Without Claims by State Market Metal Level data.
https:/fview.officeapps.live.com/op/view.aspx?src=https%3A%2F%2Fwww.cms.gov92Ffiles%2Fdocument%2Fenrolleeswithoutclaims-2019-24.xlsx&wdOrigin=BROWSE LINK

The large growth in zero-claim enrollees has occurred even as most ACA insurers
aggressively advertise that they offer free preventive services, including annual wellness
checkups, mammograms, colonoscopies, and immunizations. Although the evidence strongly
suggests large-scale improper and phantom enrollment, the alternative explanation is that
coverage does not equate to care.

Meanwhile, yet another data study (see figure: “Obamacare enrollment: CMS vs CPS”), this
one from Jeremy Nighohossian of the Competitive Enterprise Institute, is also suggestive of a
surge of phantom enrollment in the ACA exchanges. According to Nighohossian's review of
federal data, twice as many people were enrolled in exchange plans in 2024 as reported
having coverage, a much larger gap than in the years prior to the COVID credits.?®

26 Jeremy Nighohossian, “Obamacare’s Subsidy Cliff: How Many Enrollees Are Actually Affected?,” Competitive Enterprise
Institute, November 7, 2025, https://cei.org/blog/obamacares-subsidy-cliff-how-many-enrollees-are-actually-affected/.
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Obamacare enrollment: CMSvs CPS
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Finally, as the next figures shows, in 2024 and 2025, the government did not have race or
ethnicity data for more than half of ACA enrollees —a dramatic increase from 2021. This is
yet another indication that many enrollees were likely sighed up by agents or brokers who did
not really know the applicant —obtaining only the minimum amount of information that was
needed to get them enrolled in fully subsidized plans.
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@ Evidence of Improper Enrollment
. Huge Increase in the Number of Enrollees with Unknown
Race or Ethnicity
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How the Enhanced Subsidies Harm Work, Productivity, and People with Employer
Coverage

According to CBO, the enhanced ACA subsidies in the Inflation Reduction Act increase
deficits, boost overall demand, reduce labor supply, and reduce long-run economic output.?’
CBO made clear that the enhanced subsidies reduce labor supply by diminishing the financial
returns to work. With fewer people working or working fewer hours, the economy’s
productive capacity shrinks, leading to lower long-run output. The COVID credits, by lifting
the subsidy cap at four times the FPL, encourage early retirement. It has led to situations
such as a retired couple in their mid-50s —who earn $136,000 in pension income from
government service — receiving $15,000 in ACA subsidies.?®

Moreover, the ACA’s subsidy structure, particularly with the COVID add-ons, incentivizes
small employers to drop coverage. As the next figure shows, the benefit from receiving
coverage from an employer is much lower than the benefit of the ACA subsidy for low- and
middle-income enrollees. The tax benefit from receiving coverage through an employer is
that the premium is not subject to income and payroll taxes. This subsidy design punishes
work and penalizes employer-sponsored coverage (see figure: “ACA Subsidies Provide Much
Greater Tax Benefit”). It creates a dramatic wedge between people who earn their benefits
through employment and those who qualify for large, unearned tax credits — pressuring
small employers to drop coverage and shifting millions into a more expensive federal
program.

27 CBO, “Economic Analysis of Budget Reconciliation Legislation,” August 4, 2022, https://www.cbo.gov/publication/58357.
28 Greg lacurci, “ACA Enhanced Subsidy Lapse Could Hit Early Retirees Hardest Amid Shutdown Fight,” CNBC, October 17, 2025,
https://www.cnbc.com/2025/10/17/aca-enhanced-subsidy-lapse-government-shutdown.html.
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m ACA Subsidies Provide a Much Greater Tax Benefit Than the
W Employer Coverage Tax Exclusion for Most Employees
Budgetary Cost of ACA Subsidies With and Without COVID Credits for a

50-Year-Old Compared to Employer-Based Coverage (2026)
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Obamacare is a cause of this problem: Notwithstanding the tax break for employer-
sponsored benefits, Obamacare treats workers who earn their job-based benefits much more
harshly than individuals who claim Obamacare’s unearned tax credits. Recent research from
Paragon illustrates this effect.

Take a young family with 35-year-old parents and two children, ages 7 and 10 years. If the
family’s income is $64,300 (200 percent of FPL), it will receive an original ACA subsidy of
$19,059. The tax break for an employer-based health plan for the family would be only
$5,904 (in a state with no income tax). The difference is a $13,155 net government benefit for
not receiving coverage at work. However, if Congress extends the Biden COVID credits, the
family’s subsidy would be $22,017, and the net government penalty for receiving coverage at
work would increase to $16,113.

In addition, millions of people will likely lose workplace coverage. In fact, CBO projects that
about 4.1 million people will replace employer-provided insurance or unsubsidized individual
market insurance with subsidized exchange coverage if the COVID credits were made
permanent.?®

Although almost all large employers have continued to offer coverage, there has been a
substantial decline in the percentage of small employers offering health plans. In fact, as the
figure below shows, the percentage has dropped by about one-third since 2010. This leads to
two concerns: (1) a growing taxpayer burden because of the expense of the ACA subsidies

29 CBO, “The Effects of Permanently Extending the Expansion of the Premium Tax Credit and the Costs of That Credit for
Deferred Action for Childhood Arrivals Recipients,” June 24, 2024, https://www.cbo.gov/publication/60437.

CBO reports a 600,000 enrollment decline in unsubsidized ACA enrollment and a 3.5 million decrease in enrollment in
employment-based coverage.
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and (2) potentially worse coverage given the narrow networks of ACA plans. From a federal
budget perspective, employer-sponsored health insurance is the least expensive option on
average —only about one-third of the budgetary cost of the other main types of coverage for
the non-elderly. According to CBO, in 2025, the average federal subsidy per enrollee under
65 is $2,553 for employer coverage, compared to a roughly $6,714 cost for Medicaid and
Children’s Health Insurance Program (CHIP) enrollees and individual market exchange
enrollees.®®

@ Employer-Based Coverage at Small Firms Has

Significantly Declined with the ACA and COVID Credits
Percentage of Firms Offering Health Coverage, by Firm Size
Year 3-9 Employees 10-24 Employees 25-49 Employees
2010 59% 76% 92%
2020 48% 59% 70%
2025 N/A 51% 64%
SOURCE: KFF, Employer Health Benefits Survey (2020, 2025).

The ACA also led some state and local governments to drop retiree health coverage,
offloading that expense onto the federal taxpayer. Many cities are offloading the cost of
retiree health care by shifting retirees under the age of 65 to the exchanges, transferring the
financial burden of local and state government obligations to federal taxpayers. If the COVID
credits are extended, the offloading of this cost would accelerate.®

Large Subsidies Remain, and Most Enrollees Would Pay Low Monthly Amounts

ACA premiums will rise next year because of underlying flaws with the program and growing
cost pressures. Only a small portion of the increase is from the expiring COVID credits. As the
next figure shows only 3.3 percent of the 2026 premium is from the expiration of the COVID
credits.

30 CBO, “Health Insurance and Its Federal Subsidies: CBO and JCT’s June 2024 Baseline Projections,” June, 2024,
https://www.cbo.gov/system/files/2024-06/51298-2024-06-healthinsurance.pdf.

31 Allysia Finley, “The ObamaCare Blue-City Bailout: Federal Taxpayers Pay as Municipalities Save Billions by Dumping Their
Retirees onto the Government Exchanges,” Wall Street Journal, November 2, 2025, https://www.wsj.com/opinion/the-obamacare-
blue-city-bailout-e7d72bee.
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l‘l‘ Obamacare 2026 Premiums Largely Unaffected

by Expiration of Biden's COVID Credits
Expiring COVID Credits Are Responsible for 3.3% of Total
2026 Premium
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The underlying ACA subsidy provides enormous protection for more than 93 percent of
enrollees from high premiums. Most will pay less than $80 a month for a plan next year, with
the federal taxpayers picking up 80 percent of the premium cost and a higher percentage for
lower-income enrollees.

The table below shows the weekly premiums that enrollees would pay for the lowest-cost
silver plans available to them.3? In 2025, 45 percent of exchange enrollees claimed income
between 100 and 150 percent of FPL. Those enrollees would pay between $4 and S14 a week
for silver plans next year. Another 20 percent of enrollees are between 150 and 200 percent
of FPL and would need to pay up to $32 per week. Another 10 percent of enrollees are
between 200 and 250 percent of FPL and would have to pay up to $52 a week for coverage.

32 Brian Blase and Trevor Carlsen, “Biden’s COVID Credits Are an ObamaCare Expansion That Congress Should Allow To Expire,”
Foundation for Government Accountability and Paragon Health Institute, September 3, 2025, https://thefga.org/research/bidens-
covid-credits-are-obamacare-expansion-congress-should-allow-expire/.
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Taxpayers will pay most of enrollees’ premiums
after Biden’s COVID credits expire

Average per-person weekly premium for the cheapest silver-tier plan after accounting for subsidies

Weekly premium paid Share of premiums
by average enrollee paid by taxpayers

100 percent FPL $3.45/week 98%
150 percent FPL $14.12/week 92%
200 percent FPL $32.00/week 81%
250 percent FPL $52.43/week 68%
Source: Authors’ calculations 4

Large ACA Subsidies Now Flow to Affluent Households

In areas of the country where exchange premiums are high, the expansion of the ACA
subsidies leads to extremely high taxpayer subsidies for affluent households. For example,
the benchmark premium for an exchange plan in Prescott, Arizona, for a family of five with a
60-year-old household head is $52,176 in 2025.3% A benchmark plan covers 70 percent of a
household’s expected health care expenses on average. A $52,000 benchmark premium for a
single family reflects a market that has fundamentally failed, not one offering exceptional
value.

e If that family made $150,000, it would qualify for a subsidy of $39,426.

e If that family made $350,000, it would qualify for a subsidy of $22,426.

e If that family made $500,000, it would qualify for a subsidy of $9,676.

e The family does not lose subsidy eligibility until it earns about $614,000.
Insurers Getting Rich Off Over Subsidized Market

The subsidies go directly to health insurance companies, subsidizing their profits even though
enrollees may place low value on the coverage and would prefer different health care and
health coverage products. Of the premium revenue that insurers collect for selling exchange
plans, more than 83 percent came from the Treasury in 2024. Insurers’ business models now
revolve around securing federal subsidies rather than designing plans that consumers value.
Insurers’ main client is now the federal government, which essentially ensures their revenue

33 The numbers that appear in this testimony are from the KFF’s health insurance subsidy calculator. The zip code was 86301 and
the information is for two 60-year-old adults and children ages 20, 18, and 16.
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stream and guarantees them a profit. Insurer profits rose sharply during the period when
pandemic-era subsidies expanded — not because coverage improved but because federal
transfers increased dramatically. Both the design of the ACA’s premium subsidies as well as
the ACA’s Medicaid expansion were inflationary and resulted in high payments to health
insurance companies. There have been a variety of news stories documenting how these
programs that are intended to benefit lower-income Americans have produced windfall
profits for health insurance companies.®*

@

Insurer Stock Prices Soaring From Giant ACA Subsidies
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My Personal Experience with the ACA

In January 2021, my wife and | moved our family to Florida. For the previous 18 months, we
had been using temporary continuation of coverage (the analogue to COBRA for federal
workers) following my service at the White House. Shortly after arriving, | explored enrolling
in an ACA individual market plan. | called several major providers to ask whether they
accepted ACA coverage. Most flatly said they did not —several even equated ACA plans with
Medicaid, saying their practices did not participate in those narrow networks. Fortunately, the
Trump administration had expanded access to short-term, limited-duration plans. The short-
term plan option cost roughly one-third the premium of an ACA plan with a similar deductible

and offered a broader network of physicians. With five children, it was an obvious decision for
us, and the coverage worked well for our family.

When | launched the Paragon Health Institute, we offered an individual coverage health
reimbursement arrangement (ICHRA) so employees could use tax-preferred employer
contributions to purchase ACA-compliant plans that met their needs. In fact, in the fall of
2020 | had written a paper for the Galen Institute arguing that the best way to maximize

34 Chad Terhune and Anna Gorman, “Insurers Make Billions off Medicaid in California During Obamacare Expansion,” Los Angeles
Times, November 5, 2017, https://www.latimes.com/business/la-fi-medicaid-insurance-profits-20171101-story.html.
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consumer control was precisely this model: employers funding a bronze plan and
contributing to an employee’s health savings account (HSA).2® That structure allows people
to choose their plans while shifting more resources into HSAs — the most effective tool for
empowering consumers to be cost-conscious purchasers of care. Beginning in November
2021, my family enrolled in an ACA-compliant individual market plan through Paragon’s
ICHRA.

Since then, | have seen and experienced firsthand the steadily rising premiums, climbing
deductibles, and increasingly narrow networks that now characterize the ACA individual
market. Like millions of Americans, my family is paying both premiums and deductibles with
almost no meaningful return. Even this year, when my daughter broke her arm, nearly all
expenses fell below the deductible, leaving us responsible for the full cost. Our current
plan’s premium is projected to increase to $33,000 next year, paired with a deductible of
nearly $14,000. It is extraordinarily unlikely that my family will incur $47,000 in health costs
next year —yet that is the financial exposure the ACA imposes. These trends underscore the
deep structural flaws of the ACA.

For the first time, Paragon is seriously considering whether we can continue offering an
ICHRA, because individual market plans have become so unattractive. Paragon employees do
not receive ACA subsidies or COVID credits, as we offer an ICHRA that precludes employee
eligibility for ACA subsidies. As of the date of this testimony, we still do not know what we
will do about providing employee coverage next year. This is deeply discouraging. My hope
was that ICHRAs would help strengthen the individual market by broadening the risk pool
and bringing more private dollars into it. We need a vibrant individual market — both to offer
options for people without affordable workplace coverage and to support a consumer-driven
alternative to the employer system. Instead, ACA-driven premium and deductible inflation is
pushing organizations such as mine to reconsider remaining in that market at all. Paragon will
continue offering a health plan, but other firms in this position have decided to drop coverage
or will drop coverage — a decision that will be easier if the COVID credits are extended.

Principles for Reforming Federal Health Policy

In reforming federal programs that affect the demand side of the market, policymakers
should be guided by five principles:

1. The policy should not increase federal subsidies for health care or insurance beyond
the current law baseline. Excessive subsidies are driving the health care
unaffordability crisis.

2. The policy should improve incentives. Current government policy incentivizes
spending with other people’s money and, as a result, drives wasteful spending.

3. The policy should redirect existing subsidies away from insurers to people, so the
health care system is more responsive to people and best meets their preferences.

4. The policy should expand coverage options for families and small businesses, not limit
choices to those preferred by central planners and insurers looking to restrict
competition. We need innovation in health care financing approaches to improve

35 Brian Blase, “Integrating Health Savings Accounts with New Health Reimbursement Arrangements: Maximizing Employee
Health Care Control and Minimizing Employer Burden,” Galen Institute, October 15, 2020, https://galen.org/assets/Integrating-
Health-Savings-Accounts-with-the-New-Health-Reimbursement-Arrangement.pdf.
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incentives for health care providers to be more efficient.

5. The policy should ensure that Americans are able to use their own money on the
health coverage and health care that works best for them.

Policies to Lower ACA Premiums and Expand Patient Control
Affordability Idea No. 1: CSR Appropriation Fixes a Core ACA Distortion

The ACA contained two subsidy programs —one for premiums and one for out-of-pocket
payments. The latter was called the cost-sharing reduction (CSR) subsidy. Exchange
enrollees who selected silver plans are entitled to a CSR subsidy that reduces their plan
deductibles, copayments, and plan out-of-pocket limits. In effect, the CSR subsidy raised the
actuarial value (AV) of plans.®® The CSR subsidy was sent directly from the Treasury to
insurers.

The ACA did not include a valid appropriation for the CSR program. A court ruled that the
Obama administration made illegal CSR payments to insurers. The Trump administration
complied with the courts and stopped the payments. In response, insurers who still had the
CSR obligation significantly increased silver plan premiums. This raised the premium subsidy,
which is based on the second-lowest-cost silver plan in an area. The termination of CSR
payments, and insurers’ response of “silver-loading,” led to an overall increase in ACA
subsidies and caused silver premiums for unsubsidized enrollees to soar.

A CSR appropriation would lower silver premiums by about 12 percent and would lower the
overall subsidization of the ACA market —and thus deficits — by tens of billions of dollars.®’
Even progressive health policy analysts suggest that a funded CSR program would increase
the ACA’s efficiency for a given level of subsidization.®® A CSR appropriation is a true policy
no-brainer that lowers ACA premiums and federal deficits and aligns the ACA with its original
design.

Affordability Idea No. 2: The HSA Option Empowers Patients, Not Insurers

Building off a CSR appropriation, | coauthored a Paragon report in 2022 that proposed a
reform to the ACA subsidy structure that we call the HSA Option. Rather than taking their
CSR subsidy as insurer-controlled reductions in cost-sharing, eligible enrollees could instead
choose to receive that subsidy as a deposit into an HSA. This approach puts money directly in
patients’ hands and allows them to use the subsidy in the way that best meets their families’
needs.

HSAs expand patient control, improve flexibility, and create incentives to seek value in health
care. HSA funds can be used for a far broader range of services than a typical health plan
covers —dental, vision, mental health, over-the-counter items, and many services obtained
outside narrow ACA networks. The funds roll over year after year, easing family cash flow,
helping enrollees manage high deductibles, and better preparing households for future
health care needs.

Our analysis, using modeling from Milliman, shows that nearly seven in 10 enrollees with

36 A plan’s actuarial value represents the expected percentage of health care expenses covered under the plan that the plan will
cover for a typical enrollee.

37Keith Hall, “Re: Appropriation of Cost-Sharing Reduction Subsidies,” Congressional Budget Office, March 19, 2018,
https://www.cbo.gov/system/files/115th-congress-2017-2018/reports/53664-costsharingreduction.pdf.

38 Matthew Fiedler, “The Case for Replacing ‘Silver Loading,” Brookings Institution, May 20, 2021,
https://www.brookings.edu/articles/the-case-for-replacing-silver-loading/.
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incomes below 200 percent of FPL would benefit financially from selecting the HSA Option,
gaining roughly $1,500 per year on average. More than three-quarters of those between 200
and 250 percent of FPL would also benefit, with average gains between $500 and $600.

Most importantly, the HSA Option shifts power away from insurers and back to patients —
where it belongs —and allows lower-income Americans to choose the form of subsidy that
provides them the greatest value.

Affordability Idea No. 3: Make HSAs More Flexible and Accessible

In a paper | coauthored in May 2024, “Follow the Money: How Tax Policy Shapes Health
Care,” we included numerous additional reforms to expand the usability of HSAs. The paper
highlights a major reform proposal to allow greater flexibility in AV requirements for health
plans tied to HSAs. Currently, many HSA-eligible plans require very high deductibles and
limit pre-deductible coverage, which restricts access for individuals with chronic conditions
and reduces choice. By decoupling HSA eligibility from rigid deductible thresholds and
linking it to a clear AV standard, policymakers could broaden HSA-qualified plan options and
strengthen consumer choice. By permitting HSA-eligible plans that meet appropriate AV
benchmarks —even if they deviate somewhat from current designs —consumers gain more
control over how they use tax-advantaged dollars.

Affordability Idea No. 4: End the Inflationary Subsidy Structure

The inflationary subsidy structure needs reform as well. A key reform would be to fix the
inflationary design of the ACA’s premium tax credit by capping the value of the benchmark
plan used to calculate subsidies. Today, the federal subsidy is tied to the second-lowest-cost
silver plan in each region, and an enrollee’s contribution is capped as a percentage of income.
When benchmark premiums rise, federal subsidies rise dollar for dollar — shielding enrollees
from costs and rewarding insurers with larger checks from the Treasury. In competitive
regions, this problem is smaller, but in areas with limited insurer competition — or in states
that impose expensive mandates — the design becomes highly inflationary.

Capping the benchmark at a fixed percentage of the national average premium (we proposed
125 percent of the average premium) would preserve reasonable geographic variation while
preventing insurers or states from inflating benchmark premiums to extract larger subsidies.

Expand Coverage Options

There are ways to increase affordable health coverage without new federal spending. Many
policies implemented by the previous Trump administration expanded affordable coverage
options for employers and families without new federal spending.

These policies include:

e expanded coverage options through short-term limited duration plans and association
health plans (AHPs);

¢ new flexible financing methods through individual coverage health reimbursement
arrangements (ICHRAs) — which built off qualified small employer health
reimbursement arrangements (QSEHRAS); and

e price transparency policies intended to improve the functioning and efficiency of
health care markets.
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Affordability Idea No. 5: Short-Term Health Plans Provide Affordable Alternatives

Short-term, limited-duration plans are dramatically more affordable than ACA exchange
plans and typically offer far broader provider networks. These plans give families access to
real medical choice rather than the narrow-network options that dominate the individual
market today. When my family moved to Florida in 2021, we enrolled in a short-term plan, and
it was unquestionably a better deal for us — lower premiums, lower deductibles, and far more
providers who actually accepted the coverage. For many middle-class families who are
ineligible for large ACA subsidies, short-term plans are often the only option that combines
affordability with access to a wide network of doctors and hospitals. Short-term plans serve
different consumers than ACA plans, and research shows they do not siphon away healthy
enrollees and threaten the exchange risk pool.*®

Paragon’s research shows that expanding access to short-term plans not only benefits
consumers directly but also strengthens the overall individual health insurance market.
States that allowed short-term plans without restrictive limits between 2018 and 2023
experienced individual-market enrollment growth more than 13 times greater than states
that heavily restricted them. Insurer participation in ACA exchanges also increased far more
in these states, and premiums grew more slowly. In other words, the data clearly show that
short-term plans do not harm the ACA risk pool. If anything, states with freer short-term plan
markets saw better ACA market performance. The evidence demonstrates that permitting
affordable alternatives improves consumer welfare without destabilizing the exchange
market —and, in many cases, helps it function better.

Affordability Idea No. 6: Let Small Employers Form Association Health Plans

Employers —especially small employers — need additional options to provide affordable
coverage to their workers. One such option is to permit employers to band together to offer
coverage through AHPs. While AHPs have existed for decades, employers needed to have a
close nexus in order to join together and offer coverage. For example, dental practices could
form an AHP, but a dental practice and an auto mechanic shop in the same town could not.

In June 2018, the Department of Labor (DOL) finalized a rule creating a new pathway for any
employer, including sole proprietors, within a state and or common metropolitan area to join
together and offer coverage through an AHP. This rule provided smaller employers a way to
gain the regulatory advantages and economies of scale that large employers receive when
offering health insurance.

As discussed in a Washington Post piece from early 2019, the AHP expansion had a promising
start, with most new AHPs launched by regional chambers of commerce.*® According to the
Post, “there are initial signs the plans are offering generous benefits and premiums lower
than can be found in the Obamacare marketplaces.”® The Post wrote that an analysis of the
new plans showed they offered benefits comparable to most workplace plans and did not
discriminate against people with preexisting conditions.*? A study by the Foundation for

39 Brian Blase, “Short-Term Health Plans, Long-Term Benefits: States that Allow Short-Term Coverage Have Stronger Health
Insurance Markets,” Paragon Health Institute, September 2023, https://paragoninstitute.org/private-health/short-term-health-
plans-long-term-benefits/.

40 Paulina Firozi, “The Health 202: Association Health Plans Expanded Under Trump Look Promising So Far,” Washington Post,
January 30, 2019, https://www.washingtonpost.com/news/powerpost/paloma/the-health-202/2019/01/30/the-health-202-
association-health-plans-expanded-under-trump-look-promising-so-far/5¢50ba751b326b29¢3778d05/.

41 Firozi, “The Health 202.”

42 Firozi, “The Health 202.”
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Government Accountability found that new AHPs produced savings of 29 percent on
average.*® One local chamber of commerce that enrolled hundreds of employers was
projected to save policyholders more than $2,000 on average.** CBO projected that these
new AHPs would cover as many as 4 million people by 2023, half a million of whom would
have been uninsured.*® Unfortunately, a March 2019 decision by a federal judge invalidated
this new pathway.*® Although the Department of Justice appealed this decision and the
appellate court heard arguments in November 2019, the court granted the Biden
administration’s motion to pause the appeal while the DOL considers further agency action.
The Biden administration then rescinded the 2018 rule.

Given the litigation challenges, congressional action may be necessary for businesses to
benefit from a new AHP pathway. As projected by CBO, these new AHPs would help hundreds
of thousands of businesses and millions of employees obtain more affordable health
coverage and would reduce the number of uninsured. This increase in health coverage would
involve no new federal spending. Congress should consider legislation that builds on the
Trump administration’s 2018 regulation.

Affordability Idea No. 7: Unleash ICHRAs and QSEHRAs

In June 2019, the Department of Health and Human Services (HHS), DOL, and the Treasury
issued a rule creating ICHRAs. Like AHPs, the idea behind ICHRASs should be bipartisan. They
work within the ACA’s basic framework and could significantly increase individual market
enrollment.

As of January 1, 2020, employers have been able to provide tax-preferred contributions
through ICHRASs, which their employees can use to purchase the individual market plans that
work best for them. Most employers that offer health insurance provide workers with only a
single option, so the HRA rule has the potential to significantly increase worker choice and
control over their health insurance. Employees are currently limited to purchasing ACA-
compliant plans in the individual market, although Congress could permit employees to use
their ICHRAS to purchase a broader set of plans.

Assuming there are attractive insurance products to purchase, ICHRAs would help employers
attract and retain employees, gain greater predictability over their health costs, and reduce
administrative expenses, allowing them to focus more on their core business. The rule should
help reverse the decline in the number of small employers that offer coverage to their
workers. Moreover, the rule contains significant flexibilities for larger employers to offer

43 Hayden Dublois, “Association Health Plans Work: How the Trump Administration Expanded Access to Affordable and Quality
Health Care,” Foundation for Government Accountability, October 27, 2020, https://thefga.org/wp-
content/uploads/2020/10/AHPsWork-Trump-admin-expanded-access-to-affordable-quality-health-care.pdf.

44 Eugene Scalia, “How the Labor Department Is Defending Your Access to Association Health Plans,” Washington Examiner,
November 12, 2019, https://www.washingtonexaminer.com/opinion/op-eds/how-the-labor-department-is-defending-your-access-
to-association-health-plans.

45 CBO, How CBO and JCT Analyzed Coverage Effects of New Rules for Association Health Plans and Short-Term Plans, January 2019,
https://www.cbo.gov/system/files/2019-01/54915-New_Rules_for_AHPs_STPs.pdf.

46 |n July 2018, a coalition of 12 Democratic attorneys general filed a lawsuit challenging the final AHP rule for violating the
Administrative Procedure Act. The attorneys general argued that the DOL'’s interpretation of employer was inconsistent with

the Employee Retirement Income Security Act (ERISA) and that the rule was intended to undermine the ACA. On March 28,
2019, Judge John D. Bates of the U.S. District Court for the District of Columbia found that the AHP rule was “clearly an end-run
around the ACA” and struck down most of the rule. Judge Bates found that allowing any employers within a state or common
metro area to join together did not meaningfully limit the types of associations that could qualify to sponsor ERISA plans and
that the working owner provision is inconsistent with ERISA’s purpose, which is to regulate benefit plans that derive from
employment relationships.
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coverage to part-time workers or hourly workers.

According to estimates provided in the June 2019 rule, 800,000 employers would be offering
ICHRASs by now with more than 11 million people receiving individual market coverage with an
ICHRA.*” The Departments expected the rule to reduce the number of people without health
insurance by about 1 million.*® According to the Department's analysis, “Most of these newly
insured individuals are expected to be low- and moderate-income workers in firms that
currently do not offer a traditional group health plan.”® Similar to AHPs, the increase in
insured people through ICHRAs would involve no new federal spending.

ICHRAs have similarities to QSEHRAS, which Congress enacted on a bipartisan basis in 2016.
QSEHRASs permit employers with no more than 50 full-time employees to reimburse
individual market premiums. QSEHRASs have some limitations that do not apply to ICHRAS,
such as setting an overall limit on the amount the employer can reimburse as well as a
prohibition of creating classes of employees to vary benefit offerings. However, QSEHRAs
represent a valuable coverage option for many small businesses and their employees.

Congress could codify the 2019 HRA rule to enhance employers’ certainty about the future of
defined contribution health insurance. To date, ICHRA uptake has been significantly less than
expected, with employers’ understandable focus on weathering the pandemic as well as a
general risk aversion to changing employee benefits in a tight labor market. The main
deterrents to ICHRA uptake are the general unattractiveness of individual market coverage,
particularly the high premiums and deductibles, and the expanded ACA subsidies, which
crowd out employer coverage.

Affordability Idea No. 8: Expand Price Transparency to Enable Market Discipline

In 2019, HHS finalized a rule requiring hospitals to post complete price information starting in
2021. In 2020, HHS with DOL and Treasury finalized a separate rule that requires health
insurers and health plans to post complete price information starting this year (2026).

Price information can enable individual consumers as well as employers to be better
shoppers of health care. Price information is particularly important in health care because it is
a large part of the typical family’s budget and because there is significant variation in

prices —with prices for the same service often varying by magnitudes, even within the same
geographic area.

Although transparency is not the final goal, it is the prerequisite for a functioning market in
which patients and employers can reward value rather than blindly pay high, opaque prices.

| analyzed these requirements and their potential impact in a 2019 report.>° Expanded price
transparency should result in five benefits.

1. First, price transparency will encourage more consumers to shop and obtain lower
prices.

2. Second, price transparency will help employers establish better payment structures.
These payment structures include reference pricing models, in which the plan sets a

47 84 Fed. Reg. 28959 (June 20, 2019), https://www.govinfo.gov/content/pkg/FR-2019-06-20/pdf/2019-12571.pdf.

48 |bid., at 28965

49 |bid.

50 Brian Blase, “Transparent Prices Will Help Consumers and Employers Reduce Health Spending,” Galen Institute, September
27, 2019, https://galen.org/assets/Blase_Transparency_Paper_092719.pdf.
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payment rate regardless of which provider delivers the service, and which have been
shown to generate significant savings.

3. Third, price transparency will better enable employers to monitor the effectiveness of
their insurers by comparing different rates received by providers across payers and
across regions.

4. Fourth, transparent prices should help employers eliminate counterproductive
middlemen and contract with other entities that will incentivize employees to utilize
lower-cost providers, including ones outside of their local regions.

5. Fifth, just as sunlight is often the best disinfectant, price transparency will better
enable consumers and the broader public to hold providers accountable when prices
reach outrageous levels.

The effectiveness of the price transparency efforts to date has been hindered by uneven
compliance and enforcement. Congress could consider putting additional penalties on
hospital systems and insurers that fail to comply with the requirements.

Affordability Idea No. 9: Expand Availability of Catastrophic Plans

The ACA arbitrarily restricted catastrophic plans — low-premium, high-deductible options
designed to protect against major medical expenses —to people under age 30 or those with
hardship exemptions, sharply limiting affordable choices for many adults who prefer this
type of coverage. Recent federal guidance expanded eligibility beginning in 2026 by allowing
people of any age who are ineligible for CSR subsidies to enroll in catastrophic plans. This
modest step restores some choice, but Congress should go further and simply make
catastrophic plans available to everyone, regardless of age or subsidy status, so individuals
and families can choose the coverage that best fits their needs.

Disappointing Health Benefits from Government Coverage Expansion

While access to affordable health coverage and care are important, it is vital for policymakers
to recognize two key facts: First, a large amount of medical spending is wasteful —with some
of it even harmful to patients. Second, health insurance expansions, particularly through
government programs such as Medicaid, tend to have disappointing results in terms of health
improvements.

A significant concern with our high medical spending is that a large share of it — estimated by
some researchers to be 25 percent of spending, as mentioned above —does not provide
Americans with any benefit.%' In fact, some of that spending may instead harm our overall
health. A 2016 study found that medical errors are the third leading cause of death in the
United States, and as many as 250,000 people die each year from errors in hospitals and
other health care facilities.>? Medical tests and treatments all carry some risk. Those that are
unnecessary will result, on balance, in harm to patients.*®

The impact of health insurance on health is not as clear or as positive as commonly believed.
At a macro level, despite the significant increase in health coverage beginning in 2014 as a
result of the ACA, American life expectancy declined for three straight years from 2014

51 Shrank et al., “Waste in the US Health Care System.”

52 Martin A. Makary and Michael Daniel, “Medical Error — the Third Leading Cause of Death in the US,” BMJ 353, 2139 (2016),
https://www.bmj.com/content/353/bm].i2139 (published May 3, 2016).

53 Atul Gawande. “Overkill,” New Yorker, May 11, 2015, https://www.newyorker.com/magazine/2015/05/11/overkill-atul-gawande.
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through 2017.5* The 2018 Economic Report of the President by the White House’s Council of
Economic Advisers (CEA) put it this way:

[Tlhe evidence shows that health insurance provided through government expansions
and the medical care it finances affect health less than is commonly believed.
Determinants of health other than insurance and medical care —such as drug abuse,
diet and physical activity leading to obesity, and smoking —have a tremendous impact
and have exacerbated recent declines in life expectancy, despite the ACA’s increased
coverage.®®

The CEA report evaluated numerous studies, including the two well-known health insurance
experiments —the RAND health insurance experiment and Oregon’s Medicaid experiment —in
its conclusion that expansions of government coverage produce negligible health benefits.
They suggest at least four reasons why health insurance, through government coverage
expansions, has a minimal effect on health.

According to the report, “The first three of these reasons — that the uninsured were often
able to obtain care before coverage, access problems for patients who gain Medicaid
coverage, and mandated insurance benefits that have a minimal impact on health —are
particularly salient when examining the results of the ACA coverage expansion.”®®

The fourth reason raised by CEA is that “public coverage may have limited or possibly
negative effects on health because of its long-run impact on innovation. Many governments,
particularly in Europe, have paired large coverage expansions with the imposition of price and
spending controls. These centralized controls may have an adverse impact on medical
innovation and make healthcare less effective and more costly to obtain in the future.”s”

The lack of clear health benefits from the expansion of Medicaid, which | detailed in a report
released in the spring of 2020, should raise policymakers’ concerns about additional subsidies
that simply expand government spending on the current structure.>® | concluded that large
coverage expansions disappoint for several reasons: The uninsured receive nearly 80 percent
as much care as similar insured people, potentially superior private coverage is crowded out,
and expansion has indirect effects on others such as longer wait times for care.

Other Government Policies That Are Inflationary
Medicaid Money Laundering and State-Directed Payments

State-directed payments (SDPs) are a growing and inflationary component of the Medicaid
program. Under SDPs, states order Medicaid managed care plans to make extremely high
payments to providers. In essence, states use legalized money-laundering schemes to obtain
federal money without any actual state contributions to then provide corporate welfare for
the politically powerful.®>® The most recent analysis from the Medicaid and CHIP Payment
Access Commission estimates that SDPs cost $110.2 billion in an 18-month period from

54 Owen Dyer, “US Life Expectancy Falls for Third Year in a Row,” BMJ 363, k5118 (2018), https://doi.org/10.1136/bmj.k5118.

55 Council of Economic Advisers, Economic Report of the President with The Annual Report of the Council of Economic Advisors,
February 2018, https://www.govinfo.gov/content/pkg/ERP-2018/pdf/ERP-2018.pdf.

56 |bid.

57 |bid.

58 Brian Blase and David Balat, “Is Medicaid Expansion Worth 1t?,” Texas Public Policy Foundation, April 21, 2020,
https://www.texaspolicy.com/wp-content/uploads/2020/04/Blase-Balat-Medicaid-Expansion.pdf.

59 Brian Blase and Niklas Kleinworth, “Addressing Medicaid Money Laundering: The Lack of Integrity with Medicaid Financing and
the Need for Reform,” Paragon Health Institute, March 2025, https://paragoninstitute.org/medicaid/addressing-medicaid-money-
laundering-the-lack-of-integrity-with-medicaid-financing-and-the-need-for-reform/.
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February 2023 through August 2024. This was a 60 percent increase over the prior period —
an explosive upward trajectory.®® As of this year, at least 30 states use SDPs.®'

SDPs create perverse incentives that limit access and increase costs for health care services
in several ways.?? SDPs encourage consolidation by disproportionately benefiting large
health systems, enabling them to buy up smaller providers. This reduced competition creates
scarcity that, in turn, allows large providers to command higher prices.

The Biden administration issued a regulation that permits SDPs so that the total Medicaid
payment can equal average commercial rates.®® Average commercial rates are more than 2.5
times Medicare rates nationally, meaning that Medicaid is now a much better payer than
Medicare in many states.®* Moreover, by tying Medicaid rates to commercial rates, there is an
incentive to increase those rates in order to raise government payments through Medicaid.
Thus, the inflationary spiral harms both taxpayers and people with private plans. The Working
Families Tax Cut Act limited payment rates through SDPs to at, or about, Medicare rates
beginning in 2028 — taking a giant step toward reducing corporate welfare in Medicaid.®®

Medicare Site of Service Payment Differentials

Medicare often pays different rates for the same procedure depending on where that
procedure is performed. Payment rates can vary depending on if the patient is treated in a
hospital, an ambulatory surgical center, or a physician’s office.®® For example, in 2016,
Medicare paid on average 60 percent as much to an ambulatory surgical center and 45
percent as much to a physician’s office as it paid to a hospital outpatient department (HOPD)
for the same procedure.®’ Site-specific payment policies also apply to an off-campus HOPD,
which is often not located on the same grounds as the main hospital. Various policy actions
from both Congress and CMS over the past decade have sought to reduce site-specific
differentials. If site-neutral payment policies were applied to most services for all off-campus
and on-campus HOPDs, CBO projects savings of $157 billion over 10 years.®8

Site-specific payments steer patients to more expensive settings, increasing spending and
distorting the market. In Medicare, these differentials increase Part B premiums and cost-
sharing for beneficiaries, as well as costs to the taxpayer. In addition, site-specific payments
increase costs across the health system. Private payers frequently adopt rates based on

60 These values were calculated from preprints available between February 2023 and August 2024, then annualized value for the
most recent rating period. Medicaid and CHIP Payment and Access Commission, “Directed Payments in Medicaid Managed Care,”
October 2024, https://www.macpac.gov/wp-content/uploads/2024/10/Directed-Payments-in-Medicaid-Managed-Care.pdf.

61 A. Mok et al., “GOP Lawmakers Reportedly Target Provider Tax Reform, Posing Material Risk to Hospitals,” Barclays, pp. 3,
February 2025.

62 Ann Kemspski and Ge Bai, “North Carolina Medicaid Expansion Puts Employers and Workers at Risk for Higher Hospital Prices,”
Health Affairs, June 21, 2023, https://www.healthaffairs.org/content/forefront/north-carolina-medicaid-expansion-puts-
employers-and-workers-risk-higher-hospital.

63 Jackson Hammond, “Biden’s Medicaid Changes: High Costs, Misguided Policy,” Paragon Health Institute, November 2024,
https://paragoninstitute.org/medicaid/bidens-medicaid-changes-high-costs-misguided-policy.

64 Christopher M. Whaley et al., “Prices Paid to Hospitals by Private Health Plans,” RAND, December 10, 2024,
https://www.rand.org/pubs/research_reports/RRA1144-2-v2.html.

65 Chris Medrano et al., “What Made It into Law: Health Provisions of the One Big Beautiful Bill,” Paragon Health Institute, July 10,
2025, https://paragoninstitute.org/medicaid/what-made-it-into-law-health-provisions-of-the-one-big-beautiful-bill/. Starting in
2028, total Medicaid payments, including payments through SDPs, cannot exceed 100 percent of Medicare rates in Medicaid-
expansion states and 110 percent of Medicare rates in non-Medicaid expansion states.

6 Joe Albanese, “Reducing Overpayments in Medicare Through Site-Neutral Reforms,” Paragon Health Institute, June 7, 2023,
https://paragoninstitute.org/medicare/reducing-overpayments-in-medicare-through-site-neutral-reforms/

67 Albanese, “Reducing Overpayments in Medicare.”

68 CBO, Options for Reducing the Deficit: 2025 to 2034, December 2024, https://www.cbo.gov/system/files/2024-12/60557-

budget-options.pdf.
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Medicare’s payment policies, so these differentials push up payments in the commercial
market, too.

Site-specific payments also undermine the competitive landscape and choices of care
available to patients. Because off-campus HOPDs receive higher hospital payment rates,
site-specific payments encourage hospitals to buy independent, free-standing physician
offices and convert them into off-campus HOPDs — a move that increases consolidation and
ultimately raises prices and spending.®® Site-neutral payment reforms have enjoyed
bipartisan support, as evidenced by the panel hosted by Paragon last year featuring scholars
from the American Enterprise Institute, the Brookings Institution, the Center for American
Progress, and former HHS secretaries Kathleen Sebelius and Alex Azar with uniform views
on the wisdom of moving to site-neutral payments in Medicare.”

340B

The 340B Drug Pricing Program is the second-largest drug-pricing program in the country
behind Medicare Part D and will eclipse Part D in a few years based on the current trajectory.
The program requires pharmaceutical manufacturers to offer discounts on qualifying
outpatient drugs to specified “safety-net” hospitals and other federal health entities (namely
federally qualified health centers, among others) in exchange for being allowed to
participate in Medicare and Medicaid. Due to severe program opacity, the size of individual
discounts is not publicly known, though estimates range from 22.5 to 50 percent of a drug’s
average sales price.” In 2023, total 340B spending had grown to over $66.3 billion
annually,” equivalent to 14.7 percent of annual prescription drug spending in the United
States.”®

The 340B program directly contributes to higher health care spending. CBO has found that
340B has increased government and private sector drug spending as well as incentivized
health care consolidation.”* Because 340B allows all sub-entities of participating hospitals
(known as “child sites”) to receive 340B discounts, hospitals have strong incentives to buy up
independent physician offices to capture their patients and divert resources into new off-
campus HOPDs and other child sites in wealthier areas.”® One study found that a higher
concentration of 340B participants in a market is associated with higher ACA premiums and
more than $2 billion in additional annual federal ACA subsidy spending.”® The program
results in the use of higher-priced drugs, greater drug volume, and lower biosimilar uptake.
The program is intended to help hospitals that are true safety nets for the needy, but the

89 Albanese, “Reducing Overpayments in Medicare.”

70 Paragon Health Institute, “Medicare Site-Neutral Payments: A Commonsense, Bipartisan Reform,” event, July 29, 2024,
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72 Adam J. Fein, “The 340B Program Reached $66 Billion in 2023 — Up 23% vs. 2022: Analyzing the Numbers and HRSA'’s Curious
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Times, September 24, 2022, https://www.nytimes.com/2022/09/24/health/bon-secours-mercy-health-profit-poor-
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from 2018 to 2022,” Inquiry, September 4, 2025, https://doi.org/10.1177/00469580251370317.

30
paragoninstitute.org


https://paragoninstitute.org/event/medicare-site-neutral-payments-a-commonsense-bipartisan-reform/
https://www.govinfo.gov/content/pkg/FR-2020-08-12/pdf/2020-17086.pdf
https://www.drugchannels.net/2024/10/the-340b-program-reached-66-billion-in.html
https://www.drugchannels.net/2024/10/the-340b-program-reached-66-billion-in.html
https://kslegislature.gov/li/b2025_26/committees/ctte_spc_2025_on_phrmcy_bnft_mngrs_and_340b_prgrm_1/documents/testimony/20250926_05.pdf
https://kslegislature.gov/li/b2025_26/committees/ctte_spc_2025_on_phrmcy_bnft_mngrs_and_340b_prgrm_1/documents/testimony/20250926_05.pdf
https://www.cbo.gov/system/files/2025-09/60661-340B-program.pdf
https://www.cbo.gov/system/files/2025-09/60661-340B-program.pdf
https://www.nytimes.com/2022/09/24/health/bon-secours-mercy-health-profit-poor-neighborhood.html
https://www.nytimes.com/2022/09/24/health/bon-secours-mercy-health-profit-poor-neighborhood.html
https://doi.org/10.1177/00469580251370317

D.‘QM u—.i.prJ\r-'

HEALTH INSTITUTE

structure of the program directs most aid to wealthier entities and communities.
Physician-Owned Hospitals Limitation

The ACA imposed major restrictions on physician-owned hospitals (POHs) by amending the
Stark Law to bar new POHs from participating in Medicare. Existing physician-owned
facilities were allowed to continue but were barred from expanding their capacity without a
complex exception process. These ACA changes effectively froze the growth of POHSs. Prior
to the ACA, they had been expanding and specializing rapidly — accounting for more than 200
facilities nationwide. Proponents of the restriction, including the American Hospital
Association, argued that physician ownership created conflicts of interest, encouraging
overutilization of services (known as “self-referral”). The Physician Hospitals of America
contend that these facilities delivered higher-quality care at lower costs due to aligned
incentives and operational efficiency.

The ACA’s restrictions on POHSs drive higher health care prices by limiting competition and
preserving market dominance for large, non-physician-owned hospital systems. POHs have
historically operated with Medicare costs 1to 20 percent lower per case than their peers due
to streamlined administration, lower overhead, and stronger incentives to avoid unnecessary
procedures.”’ This lack of competitive pressure reduces incentives for efficiency across the
system.

For example, a 2020 study in Health Affairs found that patients treated in physician-owned
medical practices incurred 5.8 to 6.3 percent lower annual spending compared to those in
hospital-owned practices, with competitive spillover effects encouraging neighboring
facilities to reduce unnecessary services and overhead.”®

Growth in Complexity

Annual federal health spending now exceeds $1.9 trillion across Medicare, Medicaid, and the
ACA exchanges.” This spending is more than twice national defense, and with it has come
waves of regulations directing that spending and attempting to ensure that it is used as
intended. At the same time, thousands of pages of regulations seek to engineer outcomes,
using payment rates to incentivize providers and patients to take certain actions. Private
insurers often follow this lead, even though they should have more incentives for cost control
using utilization management and anti-fraud practices. With government spending comes
extensive regulation —and complexity that forces providers to spend more time on
paperwork instead of patients and to hire administrators instead of clinicians.

Spending on health care administration totals approximately $1 trillion a year and represents
roughly 17 percent of total national health expenditures.®’ Not only does increased

77 Michael O. Leavitt, Secretary of Health and Human Services, Study of Physician-Owned Specialty Hospitals Required in Section
507(c)(2) of the Medicare Prescription Drug, Improvement, and Modernization Act of 2003, 2005,
https://www.cms.gov/Medicare/Fraud-and-Abuse/PhysicianSelfReferral/Downloads/RTC-StudyofPhysOwnedSpecHosp.pdf.

78 \livian Ho et al., “Annual Spending per Patient and Quality in Hospital-Owned Versus Physician-Owned Organizations: An
Observational Study,” Journal of General Internal Medicine 35, no. 3 (September 3, 2019),
https://pmc.ncbi.nlm.nih.gov/articles/PMC7080686/.

79 Juliette Cubanski et al., “FAQs on Health Spending, the Federal Budget, and Budget Enforcement Tools,” KFF, March 20, 2023,
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80 Ryan Long et al., “Cui Bono? Misaligned Incentives in the 340B Program,” Leonard D. Schaeffer Center for Health Policy and
Economics at the University of Southern California, September 2025, https://schaeffer.usc.edu/wp-
content/uploads/2025/09/2025-09-Misaligned-Incentives-340B-web.pdf; Nikhil R. Sahni, “Active Steps to Reduce Administrative
Spending Associated with Financial Transactions in US Health Care,” Health Affairs Scholar 1, no. 5 (November 2023),
https://pmc.nchi.nlm.nih.gov/articles/PMC10986268/.
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complexity result in greater direct spending; it also influences spending indirectly by its
impact on consolidation. Although larger providers can generally dedicate resources to
handle the burdens of administrative complexity, smaller providers struggle to keep up. The
burden on small providers has fallen hardest on independent physicians, who have resorted
to selling their practices to larger health systems. Between 2007 and 2017, the percentage of
physician practices owned by hospitals or health systems grew more than 20 percentage
points.®' As of 2024, nearly half of physicians are employed by other entities —mostly
hospitals and health systems —rather than being independently employed, an increase from
less than 30 percent in 2012.82 This increased consolidation has resulted in higher prices for
patients. One study found that a 10 percent increase in hospital system market share is
associated with a $880-51,880 higher negotiated rate per admission.®®

Certificate of Need Laws

Certificate of need (CON) laws are state-level policies that were originally intended to curb
health care costs. Yet they have the opposite effect by preventing competition and
discouraging innovation. CON laws require providers to justify to regulators the need for
investments in new technology, services, or facilities. These laws were originally encouraged
by a federal policy that threatened states with funding cuts if they lacked CON
requirements —a policy that has since been repealed. However, 38 states and Washington,
D.C., continue to enforce CON or CON-like laws.8*

It is estimated that CON laws raise the per capita cost of health care services by 10.5
percent.®> CON laws most often apply to nursing homes, psychiatric services, and hospitals —
the areas facing the greatest shortages.® Costs for services in these areas continue to rise
as demand, particularly in rural communities, outpaces supply. CON laws also promote
consolidation by denying new services where they already exist through other providers. This
is exacerbated by the employees of incumbent providers who often sit on CON boards and
deny applications from would-be competitors. This entrenches monopolies and their market
power over prices in those areas.®’” Recognizing the ill effects of CON, the Rural Health
Transformation Program —authorized through the Working Families Tax Cuts Act —provides
a key federal incentive for states to repeal their CON laws in order to receive increased
funding to invest in their communities.

Scope of Practice Limitations

State scope-of-practice limits for non-physician medical professionals often place arbitrary
barriers on practitioners who could serve underserved communities. Physicians are

81 CBO, “Growth in the 340B Drug Pricing Program.”
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constrained by private credentialing boards and professional organizations.?® By contrast,
non-physicians face many similar credentialing requirements but are often subject to stricter
limits despite being trained to do more. Many states have taken recent steps to roll back
portions of their scope-of-practice limitations in order to better meet the needs of their
residents, particularly in rural areas.®®

Scope-of-practice laws raise costs by creating shortages, duplicating services, and
reinforcing provider monopolies.®® Requiring patients to see physicians for treatments that
nurse practitioners, physician assistants, or pharmacists are trained to provide forces them
into higher-cost care settings. Scope-of-practice laws also lead to duplicative payments
when an initial evaluation by a non-physician must be followed by a second visit with a
physician solely to satisfy regulatory rules. Beyond limiting access, these policies are anti-
competitive, preserving physicians’ control over services that would otherwise face
competition and enabling higher prices without corresponding improvements in care.

Conclusion: Reform Requires Incentives, Not More Spending

Renowned health economist and Harvard Business School professor Regina Herzlinger has
written that “choice supports competition, competition fuels innovation, and innovation is the
only way to make things better and cheaper.”®' Unfortunately, government policies — despite
good intentions — often stifle choice, competition, and innovation in health care. Furthermore,
these programs and policies produce incentives that lead to waste rather than value in our
health care expenditures:

e Government mandates have pushed up the price of insurance. The high price of
insurance necessitates large subsidies so people can afford the coverage.

e Government restricts people from buying coverage that works best for them and
prevents small employers from joining together to gain the same advantages that
large employers obtain in their coverage.

e Government contributes to higher health care prices and overall inflation with poorly
designed subsidies.

More subsidies are not a remedy for unaffordable health care — they are the accelerant that
fuels higher premiums and deeper market dysfunction. Expanding subsidies entrenches a
system in which premiums rise faster, competition weakens further, and taxpayers finance an
ever-growing transfer to insurers. The only path to genuine affordability is structural reform
that restores price discipline, aligns incentives, and shifts power from insurers to patients.

The ACA’s poorly designed subsidy structure has funneled hundreds of billions of dollars to
insurers while doing little to improve health outcomes. A sustainable solution requires letting
the temporary COVID-era enhanced subsidies expire, appropriating CSRs, replacing the

88 Blase, ed., Don’t Wait for Washington.

89 Colorado, Idaho, Indiana, lowa, and Montana all expanded prescriptive authority for pharmacists in accordance with their
training. Ohio is one example of a state seeking to do the same as part of its application for funding through the Rural Health
Transformation Program authorized by the Working Families Tax Cut Act. See Tim Frost and McKenzie Richards, “2025 Policy
Strategies for Full Practice Authority,” Cicero Institute, August 2025, https://ciceroinstitute.org/research/2025-policy-strategies-
for-full-practice-authority/; Ohio Department of Health, “Ohio Rural Health Transformation Program Project Narrative,” November
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inflationary benchmark formula, and giving lower-income families the option to receive their
cost-sharing subsidies as deposits into HSAs. These reforms would redirect dollars away
from insurers and toward patients, strengthen market discipline, and meaningfully improve
affordability without increasing federal spending.

Fortunately, by reforming existing government programs and pursuing policies that promote
choice and competition in health care, policymakers can expand access to affordable health
coverage without new government spending.

The following policies, if fully implemented, would help millions of families and reduce the
number of uninsured by a projected 2 million people — all without any new federal spending:

¢ AHPs offer significant savings to small employers for high-quality coverage.

¢ ICHRAs allow employers to provide health coverage in ways that some employees may
prefer.

e Short-term health plans represent more affordable and attractive coverage for some
individuals and families.

¢ |In addition to the expansion of coverage opportunities, new price transparency rules
that are properly implemented can improve the functioning of health care markets
and expand opportunities for consumers and employers to maximize value from their
expenditures.

Lastly, policymakers should avoid centralized regulatory or price controls that would diminish
health care innovation. Rather, policymakers should create a climate conducive to innovation
in which entrepreneurs are best serving patient needs.

Thank you for the opportunity to testify before the committee today, and | look forward to
your questions.
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