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Project descriPtion

President Barack Obama’s first term was defined by the battle over, and the passage of, the Patient Protection and 
Affordable Care Act, the landmark health-reform legislation known popularly as Obamacare. Along the way, Obama, 
the law’s supporters, and independent analysts such as the Congressional Budget Office (CBO) made specific claims 
or projections about how the law would affect consumers, patients, and businesses.

Now, three years after Obamacare’s passage, many key provisions of the legislation are beginning to be implemented. 
Whether implementation succeeds or fails will be strongly influenced by the reactions of states, providers, insurers, 
businesses, and consumers to the law’s provisions and to the thousands of pages of new health-care regulations.

Rhetoric and Reality is a project of the Manhattan Institute’s Center for Medical Progress designed to offer an ongo-
ing, objective, and accessible perspective on the law’s performance in light of key claims or projections made about it. 
Our project will examine the law’s effect on Americans in five overarching areas: health-care costs, insurance coverage, 
employment, access to care, and consumer-driven health plans. Additional topics may be added. 

Each evaluation will be based on the best available data and will be revised as new or more authoritative data become 
available. Each evaluation will come with a letter “grade” on the law’s performance, using the following scale:

a = Very strong likelihood that the reforms will achieve their intended goals

B = Moderate evidence that the reforms will achieve their intended goals but a need for future analysis

c = Weak evidence that reforms will achieve their intended goals or growing evidence of unintended 
       consequences

d = little or no evidence that the reforms will achieve their intended goals and significant evidence of         
       unintended consequences

F = Undeniable evidence that the reforms will produce effects contrary to their intended goals

i (incomplete) = insufficient evidence to support a final judgment on the effects of the reforms
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The Patient Protection and Affordable Care Act (aka 
Obamacare) was described to the American public not 
only as a means of expanding coverage but as a way of 
holding down spending on health care. As President 

Obama told the Washington Post in 2009, “I think it’s important 
for us to make sure that 46 million people who don’t have health 
insurance get it. And I think it’s important for us to bend the cost 
curve, separate and apart from coverage issues, just because the 
system we have right now is unsustainable and hugely inefficient 
and uncompetitive.”1

As of this writing, important parts of the law have not gone into 
effect (in particular, the coverage provision). The administration 
has nonetheless remained adamant (based on CBO estimates 
dating back to 2009) that the law will create substantial savings 
in the health-care system. Examining some preliminary data that 
include projections by independent, nonpartisan experts allows 
us to test the president’s claims that Obamacare will lower U.S. 
health-care costs. Based on analysis of the available data, we project 
that Obamacare will increase U.S. health-care spending and will 
not lower health-care costs.

the obaMacare 
evaluation Project: cost

Paul Howard and Yevgeniy Feyman
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HEalTH-CarE PrEMiuMS

Monthly health-insurance premiums are calculated 
based on actuarial predictions of an individual’s risk 
of requiring medical care. For instance, all other 
things being equal, premiums—the amounts charged 
for insurance coverage—will be higher for the elderly 
than for the young, as the elderly tend to have more 
health problems than do the young. Premiums are 
effectively the canary in the health-care coal mine 
because they take into account not just the actual 
cost of care but also state and federal taxes, politically 
mandated coverage requirements, and how many 
sick or healthy people purchase insurance. As these 
underlying costs change, insurance premiums change 
with them.

The American health-care system is dominated by 
so-called third-party payers (i.e., an organization 
other than the patient or a health-care provider that 
actually pays for health-care services when they are 
rendered). Usually, the third party is an insurance 
company or the government. As a result, individuals 
often conflate the cost of their insurance premiums 
with the cost of their health care—that is, as a person’s 
premiums rise, so will his perception that his health 

care is becoming more expensive and vice versa (re-
gardless of whether that is true). Because of this, we 
focus first on premiums paid directly by households, 
not on premiums paid by either an employer or by 
the government.

As it turns out, since the passage of Obamacare, 
household premiums have increased by a full 11.3 
percent. Moreover, this increase even outpaced the 
rate of the medical services consumer price index 
(CPI), which netted a mere 6.8 percent increase over 
the three years that we measure.3 The CPI is the com-
monly used measure of inflation; the medical services 
CPI measures the growth in prices of medical services.

Independent analysis also suggests that this trend will 
not slow down anytime soon. In 2012, the CBO and 
Joint Committee on Taxation estimated that by 2016, 
employer-based family coverage will cost $20,000, 
with varying amounts of minimum required contri-
bution based on family size and income.4 This will 
be an increase of $4,255 from 2012’s total family 
premium of roughly $15,745—a 27 percent jump.5

Looking further down the road, per-enrollee house-
hold private health-insurance premiums are projected 

Figure 1. average Employee Contribution for Family Coverage

Source: Source: Agency for Healthcare Research and Quality, Medical Expenditure Panel Survey; 
http://meps.ahrq.gov/mepsweb/data_stats/summ_tables/insr/state/series_2/2011/ic11_iia_f.pdf (2010 and 2011); and 
Kaiser Family Foundation and Health Research & Educational Trust, “Employer Health Benefits, 2012 Annual Survey” 
(EHBS), http://ehbs.kff.org/pdf/2012/8345.pdf; year 2012 estimated using methodology in n. 2 below.2
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to rise steadily through the rest of Obamacare’s imple-
mentation (2013–21), with the exception of a brief 
dip in 2014. (The dip is related to a one-time shift 
in costs from individuals to the government because 
people purchasing insurance on insurance exchanges 
will, on average, pay less of the cost because of federal 
premium subsidies. This drags down the average 
premium increase for households, but the costs will 
be borne by the federal government, i.e., taxpayers.)

A recent survey of insurance companies by the 
American Action Forum, a think tank, found that key 
Obamacare reforms will likely cause significant pre-
mium increases, particularly for young and healthy 
policyholders, and that much of these increases will 
be unrelated to the expansion of benefits under the 
law. Other elements in the law, including smaller 
rating bands (limits to how much more insurance 
companies can charge older enrollees than younger 
ones) and prohibitions on gender and health-status 
rating (sicker enrollees also cannot be charged more) 
contribute significantly to future projected premium 
increases.7 The projected increase in private health-
insurance premiums is likely even to outstrip increases 
in medical inflation over ten years, further indicating 
that Obamacare is driving up insurance premiums be-
yond the price of individual health-care services. For 
instance, because Obamacare requires a richer benefit 
package in the individual and small-group markets 

and adds new taxes on drugs, insurance companies, 
and medical devices, along with new subsidies for 
buying health insurance, Obamacare will, on average, 
place upward pressures on premium prices.8

HEalTH-CarE SPENdiNg

It is often remarked that health-care spending in the 
United States is out of line with countries that have 
similar, advanced economies. This, coupled with re-
ports of hundreds of billions of dollars in estimated 
annual waste, means that careful attention should 
be given to reforming the U.S.’s level of health-care 
spending and “bending the curve” of its growth rate.

Today, Americans spend well over $2 trillion—close 
to 18 percent of GDP—on health care, and U.S. 
health-care costs have grown much faster than either 
income or GDP growth over the last several decades. 
However, despite the best intentions of its supporters, 
Obamacare will not make much of a dent in these 
trends. The Centers for Medicare and Medicaid Ser-
vices (CMS) projects that between 2012 and 2021, 
America will spend $36.8 trillion on health care. Ab-
sent Obamacare, CMS estimates that spending would 
be $36.3 trillion—a difference of just $500 billion 
over ten years. In other words, without Obamacare, 
Americans would spend less on health care.

Figure 2. Projected increase in Private Health-insurance Premiums

Source: Center for Medicare and Medicaid Services’ National Health Expenditures Projections6
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Obamacare does little to actually stem spending 
growth, aside from some relatively small pilot projects 
on reimbursement reform that have had disappoint-
ing results thus far, either producing some savings 
but also some cost increases, or increasing outright 
health-care spending. For instance, the implementa-
tion of electronic health records has, thus far, not only 
failed to decrease health-care spending but seems to 
have increased it by making it easier for providers to 
bill for additional services.

In fact, the largest components of estimated deficit 
savings in CBO projections related to Obamacare 
come from revenue increases rather than actual de-
creases in U.S. health-care spending. As noted earlier, 
the law shifts health-care costs from individuals to 
government, with the overarching goal of reducing 
the share of health-care spending borne by low- and 
middle-income uninsured consumers. The problem 
is that evidence strongly suggests that when out-of-
pocket spending is lower, health-care spending actu-
ally rises.9 In fact, American consumers spend less 
on out-of-pocket costs than most of their advanced 
Organisation for Economic Co-operation and De-
velopment (OECD) competitors.

If we examine per-capita health-care spending across a 
number of OECD countries, we see a significant cor-
relation between out-of-pocket spending as a share of 
total health-care spending and the level of per-capita 
health-care spending. This explains about 30 percent 
of cross-country variation in 2010, suggesting that in 
order to “bend the cost curve” of health-care spend-
ing, more out-of-pocket spending may be needed in 
the form of deductibles, co-pays, and cost-sharing for 
routine expenses. In other words, consumers must 
become more cost-conscious.

Critics may rightfully point out that Figure 4 is 
incomplete: if we compare actual out-of-pocket 
spending per capita (rather than the share of total) 
with total spending per capita (including the share 
covered by government and insurance companies), 
it appears as if more out-of-pocket spending is as-
sociated with higher, not lower, health-care costs. 
The issue with this approach is that the causal direc-
tion is not clear—that is, we already know that the 
U.S. spends more both overall and on a per-capita 
basis. Therefore, it is likely that an increase in actual 
per-capita spending will also increase actual out-of-
pocket per-capita spending. The reverse is certainly 

Figure 3. National Health-Care-Spending Projections

Source: CMS’s 2011 Projections of National Health Expenditures. As of this writing, CMS has not released official National 
Health Expenditure Accounts for 2012; only predicted values from 2011 are available.
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possible—that increasing per-capita out-of-pocket 
spending will increase total per-capita spending—but 
intuitively, it seems unlikely. Many other studies, for 
instance, have found that increasing out-of-pocket 
costs reduces the use of health-care goods and ser-
vices, serving as a check on spending.10

What we do know—again, from cross-country com-
parison (and this casts some doubt on the potential 
criticism earlier)—is that the out-of-pocket spending 
share of total health-care spending is strongly, and 
negatively, correlated with health-care spending as a 
share of GDP, a measure that is, in essence, the burden 
of health-care spending on the economy.

One may, however, criticize this approach on moral 
grounds by claiming that the poor and indigent 
should be protected from rising health-care costs. 
Of course, some means-tested subsidies, such as 
Obamacare’s premium subsidies, are desirable (and 
indeed, are used in countries such as Switzerland), 
but Obamacare provides these subsidies far above the 
poverty line—for families who make up to 400 per-
cent of the Federal Poverty Level, or about $94,000 

for a family of four in 2014.11 This means that the 
subsidies will be going to people who may not actu-
ally need them because they could easily afford to 
buy their own coverage.

When consumers are less cost-conscious (in this 
case, because they pay fewer direct medical costs), 
producers have greater freedom to raise prices while 
consumers have an incentive to utilize additional 
health-care services.

Consequently, increases in the costs of medical services 
have consistently been greater than cost increases in the 
rest of the economy. To combat this trend, policymak-
ers should focus on finding ways of making most non-
poor consumers more cost-conscious rather than less 
cost-conscious. By focusing on cutting out-of-pocket 
spending—which is projected to fall from around 11 
percent of total health-care spending today, to 9.3 
percent by 202112—Obamacare does little to stem the 
growth in medical prices and may, in fact, accelerate 
some price increases by reducing price sensitivity and 
increasing demand for health services by bringing the 
newly insured population into the market.

Figure 4. Out-of-Pocket Spending is a Strong Predictor of Per-Capita Spending

Source: OECD Frequently Requested Health Data, updated October 2012. Per-capita spending is in American dollars, adjusted for 
purchasing-power parity.
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Obamacare will also push about 12 million Americans 
into Medicaid. This joint federal-state health-insurance 
program for the poor is a huge and growing budget 
concern: it will spend some $638 billion in federal dol-

lars over 11 years to expand coverage to the 12 million 
new beneficiaries. By 2023, the federal government will 
be spending $572 billion annually on the program; 
state spending will bring the spending to about $1 

Figure 5. Share of Out-of-Pocket Spending is a Strong Predictor of 
Health-Care’s Burden on Economy

Source: OECD Frequently Requested Health Data, updated October 2012

Figure 6. Medical CPi vs. Overall CPi

Source: U.S. Department of Labor: Bureau of Labor Statistics/FRED; CPI is indexed to 1982–84.
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trillion. Because access to care in the program is spotty, 
it is questionable whether expanding it is worth the 
massive investment, given the growing share of the 
budget that the program makes up.13

Ultimately, all the existing evidence suggests that 
Obamacare will not reduce health-care costs, al-
though it will certainly shift the cost burden to the 
government (which is ultimately the responsibility 
of taxpayers) as well as other, non-health-related 
industries. And while we don’t address the costs of 
Medicaid spending in this report, the cost of expand-
ing Medicaid—for state and federal budgets—is 
another important concern that policymakers should 
bear in mind.

Obamacare’s grade on Controlling Health-
Care Costs: C

Since the mid-1980s, medical inflation has outpaced 
all other inflation by an ever-increasing margin. 
While many factors play into this phenomenon, 
Obamacare fails to address the drivers of excessive 
and continuous price increases for medical goods 
and services. By shifting costs to government and 
taxpayers and by increasing overall U.S. health-care 
spending, Obamacare will, by its own standards, fail 
to control health-care costs.

Proponents of the law have pointed to the CBO’s 
February 2013 budget outlook as evidence that the 
law is already reducing costs, particularly for Medi-
care. In the updated outlook, the CBO did revise 
downward its estimated spending for Medicare from 
2013 to 2022 by $137 billion. However, 75 percent 
of that revision comes from Medicare’s prescription 
drug benefit, Part D.14 There is no reason to think 
that the Part D savings stem from Obamacare. For 
one thing, actual Part D spending has been about 
30 percent below CBO’s original projections. More 
important, Obamacare actually expands the Part 
D benefit (and increases spending relative to what 
it would be otherwise) by requiring manufacturers 

to issue rebates to cover branded drugs through the 
infamous “doughnut hole.”

Obamacare does attempt several payment reforms 
and initiates a number of pilot programs.15 For 
instance, to deal with the disproportionately large 
share of Medicaid spending by dual-eligibles (those 
who qualify for both Medicaid and Medicare), CMS 
has started the Financial Alignment Initiative, which 
places dual-eligibles into a private managed-care 
program to improve care coordination and outcomes.

Other attempts at cost control include the implemen-
tation of payment reform projects designed to get 
doctors and hospitals focused on delivering health care 
more efficiently and improving health outcomes for 
patients, rather than simply maximizing payments for 
the services they provide. Specifically, Obamacare seeks 
to increase outcome-based care in Medicare through 
the use of Accountable Care Organizations (ACOs). 
ACOs allow providers who can offer better outcomes 
at lower costs to “share in the savings” with the fed-
eral government. The evidence on ACOs, however, 
is mixed—a CMS pilot project from 2005 to 2010 
failed to consistently show significant savings.16 ACOs 
also present antitrust concerns as well; if they encour-
age greater hospital consolidation, which seems to be 
the case, then reduced competition may stymie any 
downward pressures on costs from bundled payments. 
Because we do not yet know how these programs and 
other initiatives will ultimately play out, there is a pos-
sibility that the ACA’s efforts may yet result in modest 
savings; but at this juncture, that appears unlikely.

As such, we give Obamacare’s cost-cutting efforts a 
grade:

C = Weak evidence that reforms will achieve their 
intended goals or growing evidence of unintended 
consequence

As these programs and other evidence develop on 
Obamacare’s effect on health-care costs, we will up-
date our findings appropriately.
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medical inflation will be greater than its ten-year historical average (2003–12) of 3.9 percent. Last, the CBO’s 
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