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Abstract

Politicising policies designed to address market failures can diminish their effectiveness. We
document a pattern of “political adverse selection” in the health insurance exchanges estab-
lished under the Affordable Care Act (colloquially, “Obamacare”): Republicans enrolled at
lower rates than Democrats and independents, a gap driven by healthier Republicans. This
selection raised public subsidy spending by approximately $155 per enrollee annually (3.2%
of average cost). We fielded a survey to show that this selection does not exist for other
insurance products. Lower enrolment and higher costs are concentrated in more Republican
areas, potentially contributing to polarised views of the policy.
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1 Introduction

Governments increasingly rely on markets to provide essential impure public goods, such as
health care, education, or retirement savings. This approach is often characterised by sub-
sidised private provision, which can deliver greater choice and higher efficiency. Achieving
those goals depends on matching consumers to products or options, a process policymak-
ers and economists typically view as determined by individual or household preferences and
market conditions (e.g. prices and product characteristics). Notably, while public interven-
tion affects these market conditions, economists usually assume that preferences and market
outcomes are independent of the role of government.

We consider an alternative view in which government intervention also affects preferences
and choices directly: government involvement becomes a product attribute, the value of
which depends on consumers’ ideology or partisan affiliation. This generates what we call
political uptake, a situation in which the decision to participate in a public (or publicly
funded) program correlates with political preferences. Since government involvement is more
prominent in markets with externalities — often the reason for regulatory involvement to
begin with — political uptake may not only affect one individual’s own participation but also
increase the program’s cost or equilibrium prices, reducing others’ welfare. In this scenario,
political uptake would lead to political adverse selection.

We study this phenomenon in the context of the Patient Protection and Affordable
Care Act of 2010 (ACA). Popularly known as “Obamacare,” the ACA was one of the most
significant and politically divisive expansions of the American welfare system in decades. The
law passed on party lines in 2010, and even as late as 2019, the political divide remained:
80% of Democrats held a favourable view of the ACA, compared to only 20% of Republicans
(Brodie, Hamel, Kirzinger and Altman, 2020).

To the extent that partisanship makes some of the intended beneficiaries more likely to
stay out of the government-sponsored ACA marketplaces, political uptake — here leading
to “political enrolment” decisions — poses an obstacle to the primary ACA goal of near-
universal insurance coverage. Moreover, if ideologically driven selection out of the ACA
marketplaces is stronger among healthier, low-cost consumers (e.g. because these individuals
have more appealing outside options), partisanship can not only reduce enrolment but also
worsen risk selection in the marketplaces. The resulting political adverse selection then
increases insurers’ average costs, leading to higher premiums and higher subsidies.

This paper formalises the concepts of political uptake and political adverse selection



and measures their effects on ACA marketplace outcomes. A stylised model that builds on
Einav, Finkelstein and Cullen (2010) allows us to derive necessary and sufficient conditions
for political uptake and political adverse selection to increase average costs. Taking the
model to the data, we show that these conditions hold in the ACA marketplaces. Control-
ling for demographics, health status, and product characteristics, we find that Republicans
were significantly less likely to enrol in ACA marketplace insurance plans than independents
and Democrats. Most importantly, this difference is driven by healthy Republicans. While
unhealthy Republicans were 4 percentage points less likely to enrol than unhealthy inde-
pendents and Democrats, healthy Republicans were 12 percentage points less likely to enrol
than healthy independents and Democrats.

In order to rule out the possibility that these effects are driven by partisan differences in
demand for insurance more generally or by partisan differences in the interaction between in-
surance enrolment and health, we field a representative national survey eliciting partisanship,
health status, and consumption of other insurance products: comprehensive auto insurance,
life insurance, homeowner’s insurance, and renter’s insurance. We do not detect comparable
patterns in these markets, and thus conclude that the differences in enrolment decisions ob-
served under the ACA are politically motivated and that politicisation thus worsened risk
selection in the marketplaces.

We then quantify the magnitude of cost increases due to political adverse selection in ACA
marketplaces. For this, we combine our estimates with survey data on health expenditure and
demographic information and calculate the implied effects on average cost in the insurance
pools. In a simple counterfactual, we remove the effect of ideology on enrolment and find that
political adverse selection led to a 3.2% increase in average cost. In the context of the ACA,
higher costs translate to higher premiums for high-income households and higher subsidies to
low-income households. Considering cross-sectional heterogeneity across geographic regions,
we find that moving from a market in which fewer than 30% of enrollees are Republican to a
market in which more than 60% of enrollees are Republican sextuples the cost and premium
increase due to political adverse selection (from 1.1% to 6.1%).

Our work highlights significant economic costs arising from increased political polari-
sation (see, e.g., Gentzkow, 2016; Iyengar, Lelkes, Levendusky, Malhotra and Westwood,
2019), and in particular, the increased politicisation of policy adoption (DellaVigna and
Kim, 2022). In markets featuring government involvement or private-public competition —
for example, health insurance (Epple and Romano, 1998; Curto, Einav, Finkelstein, Levin

and Bhattacharya, 2019), education (Dinerstein and Smith, 2021), pharmaceuticals (Duggan



and Scott Morton, 2006; Atal, Cuesta, Gonzdlez and Otero, 2024), and media broadcast-
ing (Berry and Waldfogel, 1999) — politically-motivated consumer behaviour may generate
important externalities arising from adverse selection or unrealised economies of scale. As
a result, stronger political preferences may not only shape individual consumption choices
(Fouka and Voth, 2023; McConnell, Margalit, Malhotra and Levendusky, 2018; Nardotto and
Sequeira, 2021; Atkin, Colson-Sihra and Shayo, 2021) — but also distort aggregate market
prices and quantities.

A small body of work has studied consumer behaviour in the ACA marketplace through
a political economy lens. Lerman, Sadin and Trachtman (2017) and Sances and Clinton
(2019) examine the association between partisanship and ACA marketplace plan take-up;
Trachtman (2019) examines the association between partisanship and health care premiums;
and Hobbs and Hopkins (2021) studies the association between local price increases and
anti-ACA attitudes. Our analysis adds two crucial elements. First, we document enrolment
differences by partisanship interacted with health status — which we label “political adverse
selection” — and quantify the resulting externality. Second, in terms of identification, our
empirical strategy isolates demand-side factors by examining behaviour within year and
insurance rating areas, the level at which consumers face the same menu of plans and prices.

Lastly, we speak to the vast literature studying consumer choice and market outcomes in
health insurance markets (Handel and Ho, 2021), and mainly to work studying deviations
from narrowly rational consumer choice (see Handel and Kolstad, 2015; Chandra, Handel
and Schwartzstein, 2019, for reviews). We add to this literature evidence that political
preferences affect health plan choices for consumers with otherwise similar characteristics,
including health status. Our work also contributes to understanding the performance of the
ACA marketplace and insurance exchanges, adding to Hackmann, Kolstad and Kowalski
(2012); Dickstein, Duggan, Orsini and Tebaldi (2015); Ericson and Starc (2015); Hackmann,
Kolstad and Kowalski (2015); Aizawa (2019); Tebaldi (2025), among others.

2 Politicisation of Policy and the Affordable Care Act

2.1 The ACA Marketplaces

A key provision of the ACA was to establish insurance marketplaces in all fifty states and
the District of Columbia, providing private coverage beginning in 2014. The regulation and

design of these marketplaces were multifaceted and complex. A large and growing literature



has developed focusing on the industrial organisation of these markets, considering numerous
policies and market design variables (see, e.g., Handel and Ho 2021; Handel and Kolstad
2022, and references therein). In the discussion that follows, we abstract away from many
of these details and focus on the key components relevant for our empirical strategy and
interpretation of our findings: the design and importance of subsidies (premium tax credits),
product regulations, and market definitions.

Each state is divided into geographic rating areas — groups of counties or ZIP codes —
defining the level at which insurers set plans and premiums. In a given coverage year, the
supply side of each marketplace is fixed within each rating area: participating insurers are
mandated to offer a specific set of plans (or metal tiers, Bronze, Silver, Gold, and Platinum).
For each plan, insurers set a baseline premium, which is then adjusted for each household as
a function of income and age composition following a federally mandated formula.

The ACA defines a maximum affordable amount for every household with income between
100% and 400% of the Federal Poverty Level (FPL); the amount is increasing in income.
Given premiums in each rating area, subsidies are adjusted so that a Silver plan can be
purchased for this amount. As highlighted in Jaffe and Shepard (2020) and Tebaldi (2025),
price-linked subsidies of this kind imply that changes in premiums result in changes in
subsidies, rather than changes in the premiums facing consumers. Therefore, regulatory or
behavioural interventions affecting costs and premiums have a first-order effect on the level
of public spending necessary to guarantee broad insurance coverage in the marketplaces.!

Between 2014 and 2020, premiums and participating insurers varied widely, and partici-
pation was lower than the Congressional Budget Office predictions. On average across rating
areas, the minimum (pre-subsidy) premium in 2018 was 70% higher than the 2014 average.?
While subsidised enrolment was stable over time, given that subsidized buyers are shielded
from premium increases, unsubsidised enrolment in the individual insurance market in 2018
was half its 2015 level.?

We focus on the cost of expanding health insurance coverage rather than the total cost of the program.
Total costs can be reduced simply by reducing coverage, which is at odds with the policy’s primary goal.

2 Authors’ calculations using data from the Centers for Medicare & Medicaid Services (CMS).

3See: https://www.kff.org/private-insurance/issue-brief/data-note-changes-in-enrollmen
t-in-the-individual-health-insurance-market-through-early-2019/; and https://www.kff.org/
private-insurance/issue-brief/insurer-participation-on-the-aca-Marketplaces-2014-2021/,
last accessed on June, 19, 2025.
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2.2 Political Conflict and ACA Market Outcomes

The Affordable Care Act was politically divisive immediately upon its passage in March 2010:
Kaiser Family Foundation Health Tracking Polls showed that around 70% of Democrats
viewed the legislation favourably in 2010, compared to fewer than 20% of Republicans (see
Brodie et al., 2020). Precisely why the ACA was so divisive remains a matter of active
debate, with work emphasising media and political messaging (e.g. Gollust, Fowler and
Niederdeppe 2020), the role of general political polarisation (e.g. Oberlander 2020), and
the (often racialised) perception that the policy represented a massive redistribution toward
“undeserving” beneficiaries (e.g. Michener 2020; see also Luttmer 2001). What is clear,
however, is that despite uniformly increasing favourability toward the ACA, experience with
the policy has not eliminated the partisan divide. As of 2024, 85% of Democrats held a
favourable view of the ACA, compared to only 33% of Republicans. Thus, ever since its
passage, the ACA has been a fundamentally partisan public policy, with its policy impact
experienced by US citizens alongside its political implications.

Many competing factors jointly determined outcomes in ACA marketplaces, and a com-
prehensive analysis is far beyond our scope. What we argue here is that the politicisation
of the ACA was a relevant factor in lowering enrolment in the marketplaces (see also Sances
and Clinton, 2019; Trachtman, 2019; Hobbs and Hopkins, 2021), and, most importantly, that

this had an impact on average cost and per-buyer public spending in the programme.

2.3 Data and Descriptive Evidence

To study how political considerations affected insurance uptake in ACA Marketplaces and
whether partisanship impacted average cost, we draw upon two primary data sources: (1)
the Kaiser Family Foundation Health Tracking Poll, which provides data on individual-level
enrolment decisions; and (2) the Medical Expenditure Panel Survey (MEPS), which provides

data on individual-level healthcare costs.

KFF Health Tracking Poll Our measure of individuals” ACA marketplace plan enrol-
ment decisions relies on the Health Tracking Poll, a nationally representative cross-section
conducted monthly by the Kaiser Family Foundation (KFF). Uniquely among datasets on
health insurance enrolment, the Health Tracking Poll includes questions on partisan affilia-
tion and support, allowing us to separately examine self-reported Republicans, Democrats,

and independents. The poll includes questions on demographics, household income, and



health insurance coverage; most waves also include a question about health status.* We use
all 48 waves between 2014 and 2019 that include questions on health status. To focus our
analysis on the relevant population — those who could choose a subsidised plan through an
ACA exchange — we restrict our sample to individuals who are aged between 26-64, who are
not covered under Medicare or Medicaid, and who are not covered by employer-sponsored
health insurance.® Our resulting sample, summarised in Columns 1-3 of Table 1, contains
5,152 individuals, 16% of whom purchase coverage in an ACA marketplace.

We group the measure of health status into two discrete bins, approximately correspond-
ing to splitting the sample by half: “Unhealthy” encompasses individuals who report that
they are in “Poor”, “Only fair”, or “Good” health (49% of our sample), while “Healthy”
encompasses individuals who report they are in “Very good” or “Excellent” health (51% of
our sample). We also collapse our five values of partisan affiliation (Republican, Republican-
leaning independent, non-leaning independent, Democrat-leaning independent, Democrat)
into a single indicator, taking the value of one if the individual is a Republican or a
Republican-leaning independent and value zero otherwise. The constructed Republican/non-
Republican indicator takes the value of one for 39% of our sample.5

The Kaiser Family Foundation provided us with individual-level ZIP code identifiers,
allowing us to match individuals to their health insurance rating areas.” The menu of plans
and premiums individuals face is fixed within a rating area in a given year; we observe 399

distinct rating areas and 1383 distinct rating area x year cells.

4The question we use to construct our primary outcome variable was phrased as follows: “Did you
purchase your plan directly from an insurance company, from the marketplace known as healthcare.gov [IF
HAS STATE SPECIFIC NAME: (INSERT STATE- SPECIFIC MARKETPLACE NAME)], or through an
insurance agent or broker?”

®We do not restrict our sample based on income due to missing information on the number of children
in the household, which is needed to establish the Federal Poverty Level (FPL) for a household. When
we approximate households’ incomes relative to the FPL and limit our analysis to households (roughly)
below 400% of the FPL, we find results similar to, and slightly larger in magnitude than, those presented
here. The KFF survey also does not distinguish between traditional off-marketplace plans and enrolment in
health-sharing ministries, predominantly Christian groups that pool healthcare costs and exempt members
from the individual mandate. However, the number of individual enrolled in health-sharing ministries is
relatively small (2-3% of total ACA enrolment; see, e.g., Alliance of Health Care Sharing Ministries.)

5We refer the reader to the Online Appendix for the robustness of our main results to this construction.

"In our preferred specification, we drop individuals living in ZIP codes that are not fully contained in
a single rating area. However, our results are virtually unchanged if we instead duplicate these individuals
across rating areas and assign each duplicate a regression weight of the percentage of the population of the
individual’s ZIP code that lies in the corresponding rating area.

8While KFF provides sample weights to allow researchers to better match the US population on observ-
ables, because we focus on a very particular subgroup of the population, weighting may increase, rather than
attenuate, bias (Solon, Haider and Wooldridge, 2015). In most specifications, we thus weight observations


https://ahcsm.org/about-us/data-and-statistics/

Table 1: Summary statistics

KFF MEPS Placebo
Overall Healthy Unhealthy Overall Healthy Unhealthy Overall Healthy Unhealthy
Age 46.0 45.4 46.7 44.6 43.2 46.3 41.9 41.3 42.3
(11.8) (12.0) (11.5) (11.2) (11.2) (10.9) (15.1) (15.1) (15.1)
Male 0.565 0.581 0.549 0.466 0.485 0.443 0.463 0.495 0.442
(0.496)  (0.494) (0.498) (0.499)  (0.500) (0.497) (0.499)  (0.500) (0.497)
White 0.778 0.809 0.746 0.709 0.715 0.703 0.810 0.810 0.809
(0.416)  (0.393) (0.435) (0.454)  (0.452) (0.457) (0.393)  (0.392) (0.393)
Black 0.141 0.120 0.162 0.181 0.166 0.199 0.090 0.098 0.084
(0.348)  (0.325) (0.369) (0.385)  (0.372) (0.399) (0.286)  (0.298) (0.278)
Asian 0.019 0.021 0.017 0.074 0.087 0.059 0.059 0.055 0.062
(0.137)  (0.142) (0.130) (0.262)  (0.282) (0.235) (0.236)  (0.229) (0.241)
College degree 0.342 0.450 0.230 0.298 0.383 0.196 0.587 0.681 0.525
(0.474)  (0.498) (0.421) (0.457)  (0.486) (0.397) (0.492)  (0.466) (0.499)
Married 0.431 0.466 0.396 0.557 0.595 0.511 0.412 0.478 0.369
(0.495)  (0.499) (0.489) (0.497)  (0.491) (0.500) (0.492)  (0.500) (0.483)
Income 45936 53682 37989 58359 65438 49823 73434 85918 65301
(31502) (31874)  (29049)  (33592) (32280)  (33158)  (49521) (51381)  (46508)
Expenditures — — — 5054 3021 7506 — — —
(15464)  (9023) (20453)
Republican 0.385 0.405 0.365 — — — 0.439 0.478 0.414
(0.487)  (0.491) (0.482) (0.496)  (0.500) (0.493)
Independent 0.148 0.135 0.161 — — — 0.217 0.202 0.227
(0.355)  (0.342) (0.368) (0.412)  (0.401) (0.419)
Democrat 0.467 0.460 0.473 — — — 0.344 0.321 0.359
(0.499)  (0.498) (0.499) (0.475)  (0.467) (0.480)
Marketplace insurance  0.158 0.180 0.135 — — — — — —
(0.365)  (0.384) (0.342)
Observations 5152 2609 2543 63113 34499 28614 5809 2290 3515

Notes: The first three columns present means and standard deviations of key variables from the KFF subsample used for analysis: individuals
who are aged between 26-64, who are not covered under Medicare or Medicaid, and who are not covered by employer-sponsored health
insurance. The middle three columns present means and standard deviations of key variables from the MEPS subsample used for analysis:
individuals who are aged between 26-64 and who have some form of coverage. The last three columns present means and standard deviations
of key variables from the Placebo Insurance sample collected through Lucid and Prolific.

Medical Expenditure Panel Survey The data from KFF lack information on individu-
als” insurable healthcare costs. We therefore turn to the Medical Expenditure Panel Survey
(MEPS), a large-scale survey administered by the Department of Health and Human Ser-
vices. The MEPS is the most widely used publicly-available dataset recording individual
healthcare spending; it includes each individual’s Census region and a wide range of demo-
graphics that overlap with those included in the KFF Health Tracking Poll. We limit the
sample to 2014-2019 and to insured individuals who are between the ages of 26 and 64. The

resulting sample has 63,113 observations, summarised in Columns 4-6 of Table 1.

equally, though our results are extremely similar if we use the provided survey weights.



Figure 1: Republican vs. non-Republican enrolment in ACA marketplaces
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Notes: Panel A presents the share of Republicans and non-Republicans who comprise the non-enrolled population (left) and
the enrolled population (right). Panel B presents OLS coefficients from regressing an indicator for ACA Marketplace coverage
on a Republican indicator, using the full sample (left), only healthy individuals (centre), and only unhealthy individuals (right).

Original Survey on Alternative Insurance Decisions In June 2023, we fielded a large-
scale survey on two survey providers, Prolific and Lucid, to investigate consumption of three
alternative forms of insurance: (comprehensive) auto insurance, home or renter’s insurance,
and life insurance.? To maximise comparability with our KFF analysis, we targeted the same
sample size and elicited the same demographics as in the KFF data, including ZIP codes
(which we match to rating areas), partisan affiliation, and health status. Dropping those
respondents who we are unable to match to a unique rating area or who did not complete

the survey (n = 283), we are left with 5809 observations, which we summarise in Table 1.

Descriptive Evidence The left panel of Figure 1 shows how enrolment varies with parti-
sanship in the raw KFF data. Republicans and Republican-leaning independents represent
39% of our sample, but account for fewer than 30% of marketplace enrollees. The difference
in enrolment becomes even more stark if we split the sample by health status.

The right-hand panel of Figure 1 shows OLS coefficients from regressing an indicator
for ACA Marketplace coverage on a Republican indicator for different samples. Consider-
ing the entire sample, Republicans are 8.0% less likely to purchase Marketplace coverage.

Yet among healthy survey respondents, Republicans are 12.9% less likely to purchase Mar-

9See Appendix C for the survey instrument.



ketplace coverage (8.9%-16.9%) than Democrats and independents. In contrast, unhealthy
Republicans are only 4.7% less likely to purchase Marketplace coverage (1.1%-8.3%) than
unhealthy Democrats and independents.

While these patterns in the raw data are suggestive, they may reflect other characteristics
of individuals or of the health insurance markets in which they act that are correlated with
partisanship and health and are relevant to insurance choices. In Section 4, we employ
a simple empirical strategy allowing us to address these confounds. First, we present a

conceptual framework to introduce political uptake and political adverse selection.

3 Politicisation of Policy and Equilibrium Outcomes

Framework We adapt the canonical model of insurance markets developed by Einav,
Finkelstein and Cullen (2010) — EFC henceforth — to explicitly include partisanship as a
determinant of individual choices. A consumer chooses whether or not to buy a government-
sponsored product, and preferences and cost are correlated, implying that average cost de-
pends on the selection of individuals who take up the program.

The population of consumers is defined by a distribution G of types E . Letting partisan-
ship be denoted by ¢ € {0,1}, E = (¢,t), where ¢ is a generic, multidimensional EFC-type
that encompasses non-political determinants of preferences and all determinants of costs. We
denote by ¢(¢;) the expected monetary cost associated to individual . This is not varying

by ¢;: we assume that conditional on (;, partisanship does not affect cost.

Political uptake Partisanship does affect willingness to pay. In EFC notation, we let ﬂ(é)
be the maximum price at which individual ¢ takes up the product. If 7({;,0) = 7({;, 1), our
model is identical to EFC. If instead

7(¢,0

v

(¢, 1), with (1)
7(¢,0) > 7(¢, 1) for at least one value of ¢,

the model features what we call political uptake: that is, individuals of partisan affiliation
t =1 (Republicans in the ACA context), are willing to pay less for insurance than the other
individuals, with ¢+ = 0 (non-Republicans).

Letting Q’(p) be the total uptake (or quantity) given the population G, and Q"' (p) the

total uptake given a counterfactual population in which ¢; = 0 for all ¢ (holding constant the



marginal distribution of ¢),!° an immediate implication of Equation (1) is:

Q'p) = / 1(x(¢,0) > p) dG(C,0) + / 1 (7(6,1) = p) dG(C,1) 2)
< / 1(n(C,0) > p) dG(C.0) + / 1(n(C,0) > p) dG(¢,1) = Q' (p),

that is, partisan considerations lower total uptake for a given premium p.

Political adverse selection Because preferences and cost are correlated, a key determi-
nant of equilibrium price and quantity is the average cost of individuals who purchase the

product, which can be written as

/ (01 (7(€,0) = p) dG(C.0) / ()1 (x(¢,1) = p)dG(C. 1)
ACp) = o) ; o) - ®

Removing partisanship from the population, we would have the counterfactual average cost

/ (O (7(€.0) > p) dG(C,0) / (01 (7(€,0) > p) dG(C,1)
ACT(p) = ") * o) - @

While (2) is simply derived from political uptake, (1) does not imply a clear ordering of ACT

and ACNT. We say that the market features political adverse selection if
AC (p) > AC™M (p), (5)

that is, political considerations imply higher average costs for any level of p.

Political uptake is a necessary condition for political adverse selection. But even under
political uptake, AC!(p) = ACN!(p) as long as political considerations do not change the
cost-selection. In order to affect the market average cost, political considerations must
disproportionately reduce uptake among low-cost individuals. In a dataset combining choices
with costs and political ideology, this becomes empirically testable. Formally, letting f!
and fN¥! denote the densities of cost conditional on purchasing with and without ideology,

respectively, a sufficient condition for political adverse selection is that the f! first-order

10T avoid ambiguity, since we use p for price, we use the superscript I for situations in which choices
may be influenced by political, or ideological, considerations, and the superscript NI for the “standard”
situations in which ideological and political considerations do not play any role.

10



stochastically dominates fV!, since
/ fi(s;p) — fM(s;p)ds < 0 for all ¢ = AC!(p) > ACN(p). (6)
0

Therefore, to check whether in a specific context politicisation of a policy increases its costs,
it is important to estimate the interaction between choice and ideology conditional on (pre-

dictors of) cost.

Graphical summary We graphically summarise the case of political uptake, with no
political adverse selection, in Figure 2a. We plot the demand curves Qf, Q™' and the
cost curves ACT, ACNT. With political considerations, demand and cost intersect at the
(competitive) equilibrium ﬁ, determined by setting AC! (ﬁ) = ﬁ, and uptake is equal to
Qf (13) We draw average cost as downward sloping to indicate the presence of adverse
selection, as in EFC (see also Einav and Finkelstein, 2011). In the counterfactual scenario,
we remove political considerations, affecting preferences and choices, and therefore shifting
Q" to QN and ACT to ACN!. When there is no relationship between expected cost and
the effect of partisanship on preferences, the average cost curve shifts upward from AC’ to
ACN! and ACT(P) = ACN!(P): that is, average cost remains unchanged.

Figure 2b instead shows political adverse selection, in which choices by riskier individuals
are less affected by partisanship than choices by less risky individuals. When this is the case,
removing political considerations leads to a shift and a rotation of the average cost curve:
ACT and ACN! are similar at low uptake levels and further apart at higher uptake levels.
Political considerations, therefore, affect both equilibrium quantities and prices. In Figure
2b, 16, defined above as the competitive equilibrium premium for the non-political case,
is no longer an equilibrium: AC!(P) > Q/(P). The equilibrium premium with political
considerations would be the point ﬁ, at which ACT and Q' intersect; this is higher than ﬁ,
and equilibrium quantity would be further reduced (beyond the reduction directly caused by
political uptake) to Q' (}3) This illustrates how political factors that differentially affect the
uptake of individuals with different costs would deteriorate welfare in this market. Even if
the Q! (]3) —Q! (13) individuals leaving the market due to political considerations are acting
rationally (i.e. political preferences over products are welfare relevant) political considerations
also affect the Q(P) — Q!(P) consumers who find the new equilibrium price too high and
thus leave the market. Furthermore, by increasing prices, ideology also reduces the surplus

of the remaining Q' (15) buyers.

11



Figure 2: Graphical illustration of political uptake and political adverse selection
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Notes: The figure illustrates political uptake (top panel) and political adverse selection (bottom panel) using the standard
framework of ?Einav and Finkelstein (2011). Curves with the I subscripts correspond to a population in which choice is
affected by ideology, while curves with the NI subscripts correspond to the more “standard” situation in which choice does not

depend on ideological or political considerations.
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4 Political Adverse Selection under the ACA

Our empirical analysis proceeds in three main steps. First, we use the KFF data to measure
the impact of partisanship and health status on ACA enrolment. In the language of Section
3, we estimate Q' — Q"' and examine whether this difference varies with a component
of ¢ — health status — that affects costs. Second, we consider enrolment in alternative,
non-politicised insurance products in our original survey data and examine whether the
patterns of differential enrolment we observe are specific to the politicised ACA setting.
Finally, we incorporate the cost of insuring individuals given their health status, calculating
expected costs for individuals in the KFF survey using estimates obtained from the Medical
Expenditure Panel Survey. We then compare the distribution of expected costs among ACA
enrolees with and without political considerations influencing enrolment. In addition to
testing for the sufficient conditions leading to political adverse selection, our model allows
us to quantify the resulting changes in average cost. Under the ACA, since most buyers
are beneficiaries of subsidies that increase with insurer premiums, most cost increases pass

through to higher subsidies, leading to higher public costs.

4.1 Partisanship and ACA enrolment

We begin with a simple model of the decision to enrol in a marketplace plan. Our primary

estimating equation is:
Yire = 0, + X8 + YoRepublican; + v Republican; x Healthy; + &;,4, (7)

where Y, = 1 if individual ¢ in rating area r and year ¢ enrols in the ACA marketplace,
and Y+ = 0 otherwise. The key coefficients of interest for our analysis are 79 and ;. If
Y < 0, the data shows evidence of political enrolment among the unhealthy; if 7, # 0, the
data shows evidence of differential political enrolment among the healthy relative to the
unhealthy (that is, political selection). Crucially, we include rating area x year fixed effects
0-¢, SO that our estimates are obtained comparing enrolment decisions across individuals who
face identical options in terms of insurers and number (and type) of plans. We also include
a wide range of individual characteristics X;,;, including the direct effect of Healthy,,., a
quadratic polynomial in age, a gender indicator and its interaction with age, an indicator
for college education or higher, an indicator for marital status, an indicator for white, family

size, and seven income brackets. Controls for age, income, and family size are particularly
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Table 2: Predictive effects of partisanship and health on Marketplace enrolment

Individual is on marketplace plan

(1)

(2)

(3)

Panel A OLS

(4)

()

(6)

Republican -0.0416  -0.0351 -0.0581  -0.0872 -0.0444 -0.0169
(0.0160) (0.0138) (0.0148) (0.1890)  (0.0215)  (0.0195)
Republican x healthy -0.0811  -0.0840 -0.0752  -0.0610 -0.0864 -0.0859
(0.0226) (0.0193) (0.0194) (0.0246)  (0.0318)  (0.0279)
R-squared 0.336 0.018 0.060 0.340 0.165 0.408
Panel B Discrete Choice (Logit)
Republican -0.5273  -0.3105 -0.5046  -1.7482 -0.4589 -0.2977
(0.1963) (0.1268) (0.1366) (2.5663)  (0.2307)  (0.2929)
Republican x healthy -0.7484  -0.5716  -0.5018  -0.6278 -0.7241 -0.9220
(0.2754) (0.1639) (0.1738) (0.2903)  (0.3542)  (0.3945)
Demographic controls Yes No Yes Yes Yes Yes
Dem. controls x Republican No No No Yes No No
Rating area x year FE Yes No No Yes Yes Yes
Sample restrictions None None None None  Large cells No Inds
Observations 5152 5152 5152 5152 2250 3616
Dep. var. mean 0.158 0.158 0.158 0.158 0.157 0.128
Dep. var. std. dev. 0.365 0.365 0.365 0.365 0.364 0.334

Notes: Table presents coefficient estimates from regressions of an indicator for whether the individual is
on a Marketplace plan on an indicator for whether the individual is a Republican or a Republican-leaning
independent, an indicator for whether the individual is healthy, and the interaction of the two. Demographic
controls include age, age squared, gender, gender x age, college degree, marital status, race (whether white
or not), family size, and income. Column 4 includes the interactions between all controls and the Republican
indicator. Column 5 keeps only individuals in rating area x year cells for which the KFF data contain ten
or more observations meeting our sample restrictions. Column 6 excludes independents. Standard errors are

clustered at the state x year level.

important, as these are the only variables that affect premiums within a rating area in a

given year.

Panel A of Table 2 presents our estimates for equation (7) across a variety of specifications.
We find consistent evidence that Republicans enrolled less than Democrats or independents,
and that political differences are far larger for the healthy. In Column 1, our preferred
specification, which includes demographic controls (age, age squared, gender, gender X age,
education, marital status, race, family size, and income) and rating area x year fixed effects,
we estimate that unhealthy Republicans are four percentage points less likely to enrol than
unhealthy Democrats and independents (vy = —0.042), and that this gap is larger for healthy
Republicans (73 = —0.081). Thus, the enrolment difference between healthy Republicans
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and healthy Democrats/independents is 12 percentage points, three times larger than the
gap between unhealthy Republicans and unhealthy Democrats/independents.

We next probe the robustness of our results to alternative choices of control variables.
Column 2 presents a parsimonious specification, including neither the demographic controls
nor the rating area x year fixed effects. We continue to find significant political enrolment
and large and significant political adverse selection. Column 3 includes the demographic
controls but not the rating area x year fixed effects, thus exploiting variation both across
and within rating area x year cells. We find effects here that are very similar to our baseline.
To examine whether the lower enrolment we observe among healthy Republicans reflects the
effects of some other characteristic correlated with health, Column 4 reports a specification
that includes our baseline controls (in Column 1) as well as the interaction of all controls
with a Republican indicator. In Column 5, we restrict our sample to individuals living in
“large” rating area x year cells (those in which there are at least ten individuals in the KFF
data who meet our sample restrictions), to ensure that our findings are not driven by very
small cells. In Column 6, we drop “pure” independents who lean toward neither party from
our sample. In Online Appendix Figure A.1la, we show estimates separately for each measure
of health status and partisan affiliation. Across all alternative specifications, we continue to
estimate economically and statistically significant political adverse selection.

It is worth noting that we are unable to distinguish among precise mechanisms underlying
Republicans’ differential enrolment in ACA marketplace plans. For example, Republicans
may face a welfare-relevant expressive cost of enrolling in marketplace plans, or they may
have different beliefs about marketplace plan quality. Since we are unable to assess the
microfoundations, we do not consider partisanship in a normative assessment of enrolment

decisions.!! We instead focus on the impact of partisanship on enrolment and costs.

Discrete-choice logit model Measuring the implications of political considerations for
selection and average cost requires to construct the counterfactual composition of enrolment
without political considerations, which depends on the probability of enrolment after remov-
ing the effects of ideology highlighted above. To obtain estimated enrolment probabilities,
we estimate a binary logit model with indirect utility corresponding to the right-hand side
of equation (7). Panel B of Table 2 reports the results.

We consistently find coefficient estimates in line with the OLS results in Panel A. In our

"See Handel and Schwartzstein (2018) for a discussion of these distinctions in health insurance choice
generally and Handel and Kolstad (2022) for a discussion of how these factors may impact assessment of the
ACA exchanges.
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preferred specification (Column 1) we find that unhealthy Republicans are less likely to enrol
than unhealthy Democrats and independents; the coefficient estimate of —0.527 translates to
a marginal effect of —0.128. Our primary interaction of interest demonstrates that healthy
Republicans are differentially less likely to enrol: the coefficient on Republican x healthy is
—0.748 (marginal effect = —0.099). As shown in Columns 2-6 of Panel B, the logit estimates,
too, are robust to including fewer or more controls, exploiting variation across or only within
rating area X years, examining only either all rating area x year cells or only large cells, or
dropping pure independents.

Based on these demand parameters, we compute the counterfactual probability of en-
rolment without political considerations by setting Republican, = 0 for all individuals. We
estimate that overall enrolment would be 4 percentage points higher (or 25% higher) if de-
mand was unresponsive to partisan affiliation. As a back of the envelope calculation, since
total enrolment in ACA marketplaces fluctuated between 10 and 20 million between 2014 and
2019 (Handel and Kolstad, 2022), extrapolating our estimates implies that approximately
3-4 million more individuals would have enrolled in the absence of political considerations

during the same time period.

Placebo outcomes Our results thus far suggest that holding fixed supply-side factors,
Republicans are less likely to enrol in ACA coverage, and this effect is stronger among
healthy Republicans. Is this because these individuals have different preferences for insurance
products that we do not control for, and might therefore be differentially likely to select any
insurance product, or are these patterns specific to the ACA context?

Drawing upon our survey data summarised in Table 1, we re-estimate our preferred spec-
ification from Table 2 with three alternative (binary) outcomes: enrolment in comprehensive
auto insurance, enrolment in home or renters insurance, and enrolment in life insurance. We
define a fourth binary outcome as an indicator of whether an inverse covariance-weighted
index of the three placebo outcomes is above its median value.

In Figure 3 we summarise our main finding: in contrast to the statistically significant
differential selection of (healthy) Republicans out of ACA marketplaces, we find neither
evidence of political enrolment nor political adverse selection for these three alternative
products.!? This difference supports our view that the ACA enrolment patterns we document

are indeed driven by political considerations.

120nline Appendix Table A.1 presents results with coefficient estimates.
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Figure 3: Difference in Republican uptake for alternative insurance products
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Notes: Figure presents coefficient estimates from regressions of five binary variables on an indicator for whether the individual is
a Republican or a Republican-leaning independent, estimated separately for healthy and unhealthy individuals. The outcomes
are whether an individual is enrolled in a marketplace plan, enrolled in one of three placebo insurance plans, and an indicator for
whether an inverse covariance-weighted index of the three placebo outcomes is above its median value. All regressions include
rating area X year fixed-effects. The demographic controls used in all regressions include age, age squared, gender, gender X
age, college degree, marital status, race (whether white or not), family size, and income. Standard errors are clustered at the
state level.

4.2 Partisanship and Costs in ACA Marketplaces

To quantify the extent to which political enrolment and selection impacted average costs and
public spending, we need to link our enrolment model to a model of expected cost. The KFF
data include partisan affiliation, demographic information, and health indicators, but do not
contain information on spending. The MEPS data, in contrast, include medical spending,
demographic and health covariates, but do not contain information on political positions.
Using the MEPS data, we nonparametrically predict expected healthcare costs using
a random forest model that can then be linked to individuals in the KFF data. (Online
Appendix B reports our results using a rich linear model.) Specifically, we estimate @Ct =
f(XiCt), where é\ict is the predicted total annual healthcare cost for individual i in Census
region ¢ and year t and the feature vector X, comprises the same set of controls as in
the linear model: an indicator Healthy,, for top health tercile; age; gender; indicators for
college education or higher, white race, and marital status; family size; seven income-bracket

dummies; and Census region x year fixed effects.!?

13We replace the rating area x year indicators used above with Census region x year indicators because
MEPS does not include disaggregated rating area identifiers, and we omit the Republican indicator and its
interaction with Healthy,., because MEPS does not include partisan affiliation. We maintain the assumption
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Figure /4: Predicted Costs by Partisan Affiliation, Age and Health Status
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Notes: Figure presents average predicted insured costs as a function of age, split by Republican vs. non-Republican survey
respondents and by healthy vs. unhealthy respondents.

Using these estimates, we impute predicted annual spending for every individual in the
KFF sample.!* In Figure 4 we summarise the resulting cost measure (¢;; = 0.75 f(Xict)) by
plotting its mean across buyers of different age (horizontal axis), health status, and political
position. Although the cost model cannot include political affiliation (not observable in the
MEPS), the small differences in cost between Republican and non-Republican are due to the
correlations between political positions and other controls (income, gender, marital status,
education, race, etc.), and these differences are negligible when compared to the differences
across age and health status. The correlation between political position and age, and the
extent to which healthy Republicans disproportionately choose to not enrol in ACA plans,
will be the main drivers of our results.

The combination of demand and cost estimates allows us to compute the effect of parti-

that costs and partisan affiliation are conditionally independent after controlling for our rich set of covariates
(this is equivalent to ¢(¢) = ¢(¢) in Section 3). We choose standard hyperparameters: 500 trees, 4 variables
maximum split at in each node, and a minimum node size of 5 observations.

To be conservative in our calculations, we adjust our cost model for the fact that insurers (and the
government) do not cover all healthcare spending. Under the ACA, consumers are responsible to pay
approximately 25% of their annual medical costs. Therefore, we adjust the fitted value by this factor. Our
main results are robust to varying this factor, since we focus on interpreting relative changes in average
costs. Imposing cost sharing between 20-35%, we estimate average costs in the ACA marketplaces that

match average costs from other sources (Saltzman, 2021; Tebaldi, 2025).
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Figure 5: Sufficient condition for political adverse selection: ﬁf(/c\) - F\NI(/C\)
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Notes: Figure presents the difference between the CDF of predicted cost when partisanship is allowed to influence enrolment
decisions vs. when it does not influence enrolment decisions.

sanship on average cost. The cumulative density functions of expected costs among ACA en-

rollees with political considerations “turned on,” i (¢), and political considerations “turned

off,” FNI(?), are

Zi:’c}-rt <e /O-\ilrt ﬁNI (/C\) _ Zizart <e azJXtI

Fl(o) = = =
Zi Uz‘Irt ’ Zz Ugtl ’

(8)

1

where 0;,, is the predicted probability of enrolment from the discrete choice logit model

estimated above (incorporating political enrolment), and 7.¥/

is the corresponding probability
of enrolment from the same model, where we set the Republican indicator to zero (i.e.
Y = 71 = 0). As shown in Equation (6), a sufficient condition for political adverse selection
is that F!(¢) — FN(2) < 0 for all .

Figure 5 shows that this condition indeed holds almost exactly. Because of the relation-
ship between health status and political enrolment, the empirical cumulative density of costs
among ACA enrollees with political considerations is lower than the counterfactual density
induced by non-political demand for all levels of expected costs greater than $2,000. Thus,
our empirical model implies that, in a representative market, AC' > AC™M!.

To quantify the difference, we compute the two quantities as the weighted mean of pre-
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Table 3: Change in Average Cost due to Political Adverse Selection

Full Sample  Only Republicans By ACA Rating Region By State
<30% 30-60% >60% 25 Least 25 Most
Republican Republican Republican Republican Republican
1
AC $5057 $5448 $4726 $5259 $5462 $4994 $5152
(4879, 5212) (5191, 5715) (4578, 4880) (4998, 5484) (4890, 6156) (4746, 5203) (4955, 5329)
——— NI
AC $4902 $4875 $4675 $5021 $5148 $4877 $4937
(4743, 5044) (4749, 5126) (4525, 4841) (4794, 5229) (4656, 5828) (4658, 5065) (4775, 5118)
—I1 —=NI
% +3.15% +11.76% +1.09% +4.74% +6.1% +2.4% +4.36%
(+1.71%, +3.68%) (47.24%, +13.9%) (+0.2%, +1.64%)  (+2.76%, +5.55%)  (+1.8%, +8.28%)  (+1.16%, +2.82%)  (+2.46%, +5.4%)

—T1
Notes: Table presents average costs in the marketplaces when partisan considerations influence enrolment decisions (AC" ) and counterfactual average costs when partisan

considerations do not influence enrolment decisions (ZE’NI). Costs estimated as a linear function of quadratic polynomial in age, a gender indicator and its interaction
with age, an indicator for college education or higher, an indicator for whether the respondent is white, an indicator for whether the respondent is married, family size,
an indicator for whether a person is healthy, seven income brackets, and dummies for interaction between region and year. Column 1 presents average costs among the
full sample; Column 2 presents average costs among Republican enrolees; Columns 3-5 present average costs among enrolees living in rating areas in which Republicans
comprise fewer than 30%, 30-60%, and greater than 60% of the enrolees, respectively; and Columns 6-7 present average costs among enrolees living in states with the
share of Republican enrolees below and above the median, respectively. 95% credible intervals obtained via Bayesian bootstrap.

dicted costs, where the weights are given by o7, for AC" and o5/} for AC" :

22 i 2Tt

We can perform this calculation in the entire sample, or in specific markets.

@I _ Zl /C\irta\ilmt7 and ZENI _ Zz alrtaz%[. (9)

Table 3 summarises our results. We estimate that political adverse selection increased av-
erage (per enrolee) cost in ACA marketplaces from $4902 to $5057, corresponding to a
3.2% increase. This effect is primarily driven by the increase in adverse selection among
Republicans because healthy Republicans are less likely to enrol than their Democratic and
independent counterparts. In the Republican subsample, we find that political considerations
increased average cost by 11.8%.

Political preferences are geographically heterogeneous, which leads to meaningful dif-
ferences in the magnitude of political adverse selection across markets. The third, fourth,
and fifth columns of Table 3 show that in rating areas in which Republicans comprise less
than 30% of the population, political adverse selection increased costs by 1.1%. In contrast,
in rating areas in which Republicans comprise more than 60% of the population, political
adverse selection increased costs by 6.1%, while it increased costs in rating areas with in-
termediate levels of Republicans (30-60%) by 4.7%. Across states (the final two columns),
the 25 states with a below-median share of Republicans experienced cost increases due to
political adverse selection of around half the size of the increases experienced by the states

with an above-median share of Republicans (2.4% instead of 4.4%).
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5 Conclusion

We argue that when a reform is politicised, the relationship between individuals’ partisan
identity and their (policy-relevant) underlying characteristics can be an important determi-
nant of the policy’s success. If the reform’s objective is to alter the equilibrium in a market
with externalities, political polarisation may have meaningful economic consequences.

This paper highlights this mechanism and provides empirical evidence from one of the
most politically-divisive policy reforms undertaken by the US federal government in decades:
the Affordable Care Act (ACA). We find that Republicans enrolled less in the newly created,
highly subsidised marketplaces, and that this effect was stronger among healthy Republicans.
We show that partisan identity, and the political adverse selection it induced, affected not
only the size of the programme but also its average cost. This may, in turn, facilitate
a dynamic process through which negative narratives translate into consumer behaviour,
undermining the policy and thus making those original narratives factual even if they were
not at the outset. Investigation of this self-fulfilling political process remains an important
direction for future work.

In the case of the ACA, the direct cost increases were borne by the federal government
in the form of higher subsidies, muting the potential for “death spirals” that may have
exacerbated these effects. In other settings featuring competition between a private and
public option without such dampening mechanisms — such as public funding of education
— effects on equilibrium outcomes may be even stronger. As polarisation and trust in
institutions continue to decline, both in the United States and in Western Europe, the
performance of the ACA might foreshadow a future in which public policy is increasingly

undermined by political behaviour and fake and misleading information.
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