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PREFACE



FROM JULY 2018 TO JUNE 2019, I served as Chief Economist of the White House Council of Economic Advisers (CEA). This was a sabbatical from what (so far) had been a twenty-five year career as a University of Chicago economics professor teaching especially “public economics” topics such as regulation, taxes, social insurance, and the behavior of government officials. The people and policies I saw in the White House differed significantly from my expectations and conventional wisdom. The White House complex is a small place geographically, but it taught me about the “big picture,” which is one reason this book’s title alludes to President Trump’s former television series, The Apprentice. Because the White House belongs to, and is treasured by, the American people, I authored this book to supply them information and economic interpretation that nobody has yet provided.


Others serving, or who have served, in the Trump White House saw these things also but were probably too busy to prepare a user-friendly compilation of their observations. Others were understandably consumed by specific details and unable yet to see the broader landscape. Journalists and others outside the Trump Administration only learn about a fraction of these events and even then, mostly second hand. More importantly, significant changes, like those begun on November 8, 2016, are difficult to process and understand, because sparse and partisan information dominates the media.


An author’s biography may be irrelevant for appreciating his or her book. It would be comfortable for me to embrace that conclusion. The problem is that events in this book take place in the Federal government, an organization so massive to defy the comprehension of any one person. Because my biography is vital to my understanding of the Trump administration, I owe the reader some further details.


During the Bush Administration I was asked first by CEA Chairman Ben Bernanke and later by Chairman Edward Lazear to serve as a CEA member. These appointments never happened due to circumstances both in Washington and Chicago. CEA membership during the George W. Bush administration would have been awkward for me because my research (separately) advised against privatizing social security and spilling of American blood overthrowing longstanding foreign dictators, because what fills their void is likely worse. Having no desire to begin a working relationship on distorted pretenses, I made sure that my West Wing interviewers knew about these publications (West Wing offices are closest in proximity to the President’s Oval Office). Also, not being from Chicago, they (all Republicans) were perplexed as to why I would be voting in Democratic primaries. Moreover, back then CEA membership required Senate confirmation, and by the Lazear era the Senate was not confirming any Bush appointments partly due to the political legacy of the Iraq War.


Pursuant to the Employment Act of 1946, which founded the Council of Economic Advisers and the congressional Joint Economic Committee, in 2017 President Trump nominated Kevin Hassett as CEA Chairman and the U.S. Senate confirmed him. Kevin assembled an impressive CEA team, including Richard Burkhauser, a Chicago PhD. and Tomas Philipson, a lifelong Chicago professor, both appointed CEA members by President Trump. At first, I supplied them unofficial technical advice on corporate-income taxation, the opioid epidemic, and Obamacare, and then after a year joined as Chief Economist. Several other Chicago economists served at CEA during this time, including Kevin Corinth, Don Kenkel, Eric Sun, Anna Wong, and Paula Worthington. President Trump has more supply and demand analysis in his Economic Reports of the President than all other presidents combined, which reflects the unique combination of presidential policies that deregulate and cut marginal tax rates with several University of Chicago thinkers providing the analysis.


Economic thinking is omnipresent in the “Chicago” atmosphere. Any analysis lacking economic reasoning is considered fundamentally flawed. A number of those at President Trump’s CEA were Chicago trained or affiliated and cherished that atmosphere and missed it after they earned their Chicago diplomas and took jobs elsewhere. They liked breathing that air again, which years ago none of us expected would be filling the White House. It was fun for me to see them enjoy it again, knowing that I was helping to make it that way.


Kevin did all the CEA television appearances, met often with the President, and with the sage assistance of Chief of Staff D.J. Nordquist, kept track of CEA’s status in West Wing politics. Because the President as well as TV interviewers can cover a lot of often difficult ground in a brief period of time, these activities took a lot of Kevin’s time and energy for preparation. (In the year before I arrived, Kevin miraculously also had time to engage in the details of CEA tax analysis and publications, which is a framework that continues to pay dividends).


As chief economist, my time was primarily spent in various stages of preparing Administration reports for the public, most of which were CEA products. This activity was strategically sequenced with the purpose of accumulating an inventory of results and tools that would propel later work. One example (among many): the measurement of prescription drug prices and FDA policy changes to entry barriers in that industry were the subject of thorough CEA analysis, which facilitated 18 months (and counting) of subsequent event-driven work as it became apparent to the rest of the Washington Bubble that prescription drug prices really were falling. As this book explains, these results often got the President’s full attention and interest.


In terms of economics subfields, I estimate that regulation and health took most of my time at CEA (about one third each). Dissecting socialism took 12 percent of my time and labor economics and international trade each took a further 8 percent. My (infrequent) international trade work was about evenly divided between analysis of an import prohibition (see Chapter 11) and analysis of tariffs (Chapter 8). Events are recounted in this book in essentially the proportions cited above. The primary exception is that this book gives extra attention to international trade and immigration, at the expense of domestic labor economics. I did so to conform better to the topics of expected interest to readers. My regret is that the resulting book does not sufficiently reveal how I enjoyed working on labor issues with the people at the Department of Labor, which included then-Secretary Alex Acosta and his staff, experts from the Bureau of Labor Statistics, and the authors of several deregulatory actions.


When I was a student, like so many others, I was often lost in transactional details of my dissertation and forgot about its big picture. My advisers, especially Professor Robert E. Lucas, Jr., sometimes called me out of that fog by reminding me of the dissertation’s fundamental importance and where it sat in the landscape of economic research. In the Lucas style, I would sometimes remind Presidential staff of the fundamental importance of their policy activities.


For example, I had published a book on the 2009 “stimulus” law and another on the 2010 Affordable Care Act, and the Trump Administration was proposing (and executing) policies to reverse the disincentives created by those laws. Special Assistant to the President Brian Blase spearheaded many of the reversals related to health insurance, and (explained further in Chapter 1) I helped him remember, quantify, and articulate the large economic benefits of those efforts (we teased him that he better not take any vacation because his work was worth $1 billion per week to the nation). Deputy Policy Director Andrew Bremberg led the effort to push 16 statutes through Congress that reversed costly Federal regulations. Building on the Chicago Price Theory book I published in 2019 (with three other Chicago economists Jaffe, Minton, and Murphy), I showed Bremberg and others on President Trump’s deregulation team how these accomplishments were lowering consumer prices, and how they fit into the overall history of U.S. deregulation (Chapter 8).


A unique part of my position is that I worked as an organizational entrepreneur, frequently crossing hierarchical boundaries. Sometimes, I was fully engaged in details, such as reading the Federal Register, writing my own code for scraping data from a website, or reading Congressional bills and testimony (this parallels my academic career where my reliance on research assistants has always been low, if usually zero). Other times, I was attending meetings with Cabinet members, Federal Reserve Chairman Powell, or the President himself, often as the only person in attendance who had seen the relevant details firsthand rather than having them communicated through subordinates. As explained in this book, various problems with Federal operations were found this way.


Simply put, my methods, conclusions, and the large majority of my activities were remarkably similar to what I had previously been doing at the University of Chicago, except that I saw the White House West Wing outside my office windows (nice) and always wore a suit and tie (yuck). And my findings had the world’s best publicist: Donald J. Trump! The contents of many public CEA reports make it clear that we somehow missed the partisan memo instructing us to reverse long-held beliefs and practices in order to properly serve our evil master.


Frequently, I read online that the White House was in perpetual chaos, directly attributable to the President, which sapped everyone’s productivity and encouraged back-stabbing as the primary way for colleagues to engage each other. This must have happened during my Chicago weekends, or perhaps the regular “White House in chaos” articles were belatedly referring to something that occurred long before I arrived. In my experience the opposite was true (Chapter 5). The Trump CEA has been historically productive, achieving feats to which earlier CEAs could only aspire. My last day at CEA was my only sad one, because I was saying goodbye to superb colleagues.


This book was not authorized by the Trump administration. No one in the administration knew that I was writing it; I was invited to serve as an economic policy analyst, not as a biographer. If you think otherwise, look especially at Chapter 4 and Chapter 11.


To avoid interrupting the intriguing and mostly untold stories about President Trump and his team working on economic matters, this book has no footnotes or endnotes. However, it was written based on precise and detailed records, many of which are shared at the end of each chapter in sections called “Further Watching and Reading.” The end of the book also includes thorough bibliographies. Updated and hyperlinked versions of the bibliographies are available on this book’s website, yourehiredtrump.com.


DECEMBER 2019, CHICAGO, IL





INTRODUCTION



FIRSTHAND ACCOUNTS OF UNTOLD STORIES FROM PRESIDENT TRUMP’S WHITE HOUSE


AMONG PRESIDENT TRUMP’S FAVORITE DUTIES is dealing with economic subjects. Each chapter of this book covers one of those subjects and how the President dealt with it. Read what President Trump had to say about auto companies, Senator Bernie Sanders, immigration, international aid, the 2016 election, Twitter, and much more. The news media usually neglected to report these events and what they tell us about the President’s approach and capabilities, and our government.


Until 2016, Donald J. Trump had hardly any experience running for national office. Moreover, his candidacy for President of the United States was opposed by most leaders of the two political parties that dominate American politics. Nevertheless, later that year the American people told him, “You’re hired!” Within months he would, among other things, direct the most momentous change in the Federal administrative state since the New Deal. Anyone wanting to understand, emulate, or oppose President Trump’s “populist” methods and approaches will find this book’s accurate, firsthand accounts beneficial.


Some of the chapters are about successes, and others about failures. If you are interested in reading about the failures first, begin with Chapter 11. The tragedies at the beginning of that chapter illustrate perennial flaws in at least a dozen presidential administrations, including the current one. Russian President Vladimir Putin is also part of that story. Chapter 4’s description of the opioid epidemic has a similar flavor. Otherwise, enjoy this book in sequence, prepared to be as amazed and humbled as I was.





1



NO LAFFING MATTER


HOW PRESIDENT TRUMP SURPASSES THE TECHNOCRATS


“I like the mandate.”


PRESIDENTIAL CANDIDATE DONALD J. TRUMP, FEBRUARY 18, 2016


“No person should be required to buy insurance.”


PRESIDENTIAL CANDIDATE DONALD J. TRUMP, MARCH 2, 2016


FOR A FEW DAYS IN FEBRUARY 2016, Donald J. Trump echoed health-policy experts’ advice, already enshrined in Federal law, to force everyone either to buy health insurance or pay a hefty tax penalty. By March, candidate Trump had already become the most vocal opponent of the tax penalty or “individual mandate,” which he would soon repeal in the White House Oval Office.


Mr. Trump’s political opponents complained that he was on both sides of the mandate issue in the span of a few days, and ultimately ignored the policy wonks. This constituted unmistakable evidence, they said, that he was dishonest, arrogant, and unscientific. But the pundits are now beginning to recognize their mistakes about the individual mandate. The most interesting part of the episode is how Mr. Trump quickly detects such errors, and in the process better appreciates the concerns of the general population than technical advisers typically do.


POPULIST EXPERIMENTER


For centuries scientists have appreciated the value of experimentation, especially in complex situations where smart people struggle to identify the important features of the situation and then understand how the pieces fit together. Take Guglielmo Marconi, who is credited with inventing wireless radio communication and received the 1909 Nobel Prize in Physics. He admitted that he had little understanding of how wireless radio waves worked, but trial and error had shown him that they do work before physicists understood why.


Mr. Trump experiments with skill, probably more often than Marconi. Knowing full well that he was beginning a process of trial and error, Mr. Trump advocated an individual mandate on February 18, 2016. We can assume that, as I have seen him do with various experiments since then, he closely watched the feedback. He was hearing from advisers, news media, businesses, and Republican party officials. He was also hearing from voters directly, and indirectly through pollsters, social media, elected officials, and candidates running for office. He understands the biases of the various commenters, but also how the technical advisers live in a Washington Bubble, insensitive to or unaware of public concerns.


Mr. Trump’s critics can only see the experimental approach as proof that the President is unprincipled. However, the toughest practical situations are often those where theoretical principles are not yet developed enough to provide a clear understanding. Just ask Marconi.


[image: Image]


Guglielmo Marconi’s radio worked. Later physicists would explain why. Public domain photo from Wikipedia Commons.


The individual mandate was one of those situations. The technical challenges are large, even without political considerations. The Affordable Care Act (ACA), signed in 2010 by President Obama and containing the infamous individual mandate and its tax penalties, is a thousand pages long and supported by tens of thousands more pages of regulations promulgated by President Obama’s Departments of Treasury, Labor, and Health and Human Services. Professional economists, including me, try to predict the effects of laws like this by using computers to build models of the various legal provisions and to connect those with measures of historical performance in affected markets. Technical predictions are fallible. To name a notable instance: the Congressional Budget Office significantly revised its modeling of the ACA four years after passage.


Formulating Federal policy is not just a technical problem of economics and law. There is a myriad of political pressures. Among them, insurance companies were supporting regulation of their business with the understanding that the Federal government would require people to buy their products. Hospitals expected to see reduced expenses for charity care and potentially changes in the number of emergency-room visits. Being unsure about the economic effects, policy experts had little reliable advice to offer in terms of the ACA’s political success based on how diverse segments of the population engaged politically after experiencing the law.
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A 2013 Cartoon Showing a Swamp Creature Demanding the Individual Mandate. Chip Bok Editorial Cartoon used with permission of Chip Bok and Creators Syndicate. All rights reserved.


Candidate Trump needed only a few days of experimentation to discover that repealing the individual mandate would be a political and economic success (actually the mandate was not repealed but rather the tax penalty enforcing it was set to zero, which is a distinction of interest only to attorneys; see also the end of this chapter). It would be at least three more years until the repeal was understood at a technical level.


The field of economics has experiments, but the experiments are often deliberately conducted in simplified environments. The President showed me how social experiments are useful in complex situations, at least for someone tasked with making decisions rather than evaluating a general theory.


As a second example, consider the late 2018 episode of the prescription drug “rebate rule,” a complicated regulation proposed by Secretary of Health and Human Services Alex M. Azar II, which had a compelling narrative but was full of economic damage. With his economists offering the opposite opinion of Secretary Azar, the President asked CEA to study and evaluate the regulation (see Chapter 10 for more on the rebate rule). When our study was complete, CEA and other White House staff urged the President to stop the proposed rebate rule at the next Oval Office meeting, while Secretary Azar wanted the development of the rule to continue. (A Cabinet agency such as HHS is not considered part of the White House).


President Trump’s experimental approach became plain to me when he did neither. Instead, the proposed rule should be put on the internet for the public comment period, at the end of which the White House would reconvene with Secretary Azar to plan a final rule. Unlike prior Administrations that viewed public comments as a nuisance along their path to imposing regulations, President Trump relished public comments as an abundant source of greater feedback on the results of his experiment.


MANAGING THE HAWTHORNE EFFECT


Marconi did not need to worry that radio waves would behave differently when they were part of his experiments. By contrast, the famous Hawthorne effect says that people may behave differently when they know they are involved with an experiment. President Trump accounts for the Hawthorne effect by keeping people, including his own staff, guessing as to whether his directive is genuine or experimental. Encouraging competing views among his senior staff also helps mitigate the Hawthorne effect.


As the April 3 “rebate rule” meeting approached, I further appreciated why he is President and the rest of us are just advisers: President Trump uses the Hawthorne effect to enhance the value of his experiments. The public comment period gave Secretary Azar plenty of time to tout the rebate rule and the real problems it was intended to address with the news media, who (tellingly) admired the rebate rule more than truly beneficial health-related policies coming from the Trump Administration. A further delay in the rulemaking also gave the President more time to discuss the rule at rallies, as he did in Green Bay on April 27th.


Meanwhile, he had the White House economists thinking that the rebate rule would go into effect in the end. For example, in April in the presence of the more senior Secretary Azar, who regularly (and inaccurately) promoted himself as the only other “real businessman” in the discussions, the President urged the “young geniuses” in the White House to get to work finishing the Secretary’s rule. At the last minute, in early July, the President ended the experiment. He told Secretary Azar to withdraw the rebate rule, citing both its costs to consumers and taxpayers and that voters would not find it appealing.


UNPREDICTABLE?


Opponents often criticize President Trump for being “unpredictable.” After seeing a few decision processes play out, I learned to prefer that decisions end up in front of the President rather than his staff making less creative compromises among themselves. The President knows when and how to use unpredictability to obtain better results.


First, voters “hired” Mr. Trump to try something new rather than recycling the same old proposals. New proposals would include some surprises, and perhaps generate discomfort, or else they would not be new proposals. New proposals need to be critically evaluated and, if needed, discarded. Keeping an element of “unpredictability” counters the Hawthorne effect.


Second, President Trump typically tries ideas internally first. Sometimes the internal feedback is enough to end the experiment. Otherwise, the ideas reach the public at a time when they are already familiar to the staff. Indeed, the more serious challenge for the staff was to remember when a new idea was fresh to the public even while it was familiar to us. The Ukraine call (Chapter 6) is a good example.


Third, the President’s experimentation is predictable once you understand how he operates. Much of the public has been confused about this, especially as relates to the President’s Twitter messages (see also Chapter 2). The New York Times Magazine conveyed the conventional wisdom when it described the messages as “the unabridged representation of a singular man’s impulses” and “daily electroshocks of presidential id.” But this interpretation does not recognize experiments for what they are.


Take, for instance, the August 21, 2019, messages declaring that car company executives are “weak” and “foolish” for spending “more money on a car that is not as safe or good.” Conventional wisdom would say that he was letting the world know that he decided against a regulatory request of the car companies. In fact, the President had been thinking seriously about the auto regulations for more than two years. Without any tweets on the subject, he decided early on to fully overturn the Obama Administration’s regulations. By 2019, the American automobile manufacturers were tremendously pressuring him to change his decision (Chapter 10 of this book). The President was wondering how costly it would be to resist their pressure. How much would voters appreciate his resistance on their behalf? The August 21 tweets were part of his seeking answers to those questions. Properly understood, the tweets were very big news for auto consumers and auto companies. Within two months, the Administration announced that it would be allowing part of the Obama regulations to go ahead.


Some readers may think that Mr. Trump is not clever or strategic enough to make himself a capable experimenter. His intelligence (or, if you believe, lack of intelligence) is a topic for later chapters because it is hardly relevant here. The experimental method could have been an accidental discovery from earlier in his life. As explained on the following pages, other politicians practice it. As a 72-year-old President, Mr. Trump had many years before the White House to make such a discovery and to refine the method so that it better serves his purposes. Indeed, I could tell that experimentation was not the least bit novel to him (“experiment” and “results” are my terms; he refers to “listening,” “changing course,” or “pivoting”). The events I saw, and recount in this book, are proof that Mr. Trump is by now a capable experimenter. Anyone not recognizing the method will find that Mr. Trump perpetually surprises them with actions that are in fact predictable.


A LEGENDARY LAFFER CURVE


Guided by Marconi’s experimental results, theoretical physicists eventually caught up with him. Today, they can articulate the principles of physics that allow radio transmissions to cross the ocean. Mr. Trump’s decision got us thinking more carefully about the individual mandate in the context of the ACA, which led to a more rigorous explanation of why its costs far exceed its benefits.


Consumers must be forced to buy health insurance, so goes the argument for the “individual mandate,” or else they would only sign up when they are sick. Anyone who does not comply must be disciplined. Although too many pundits embrace this conclusion, as did the 111th Congress of the United States when it passed the 2010 Affordable Care Act (ACA), it is obviously incorrect when viewed in context.


Take Mr. Ben Winslett, a Baptist pastor, husband, and father of five from Alabama, who describes himself as “securely in the middle class earning nearly the exact average US income each year.” His family’s health insurance was “taken care of on my own in the previous system,” but the ACA outlawed their $250-monthly policy, leaving them with far more expensive options. As he describes it, the ACA “has placed an enormous financial burden on normal, everyday people quite literally forcing us onto government assistance we didn’t need before” (emphasis added). In other words, consumers are already encouraged to buy health insurance by the generous Federal subsidies intended to make it affordable. Consumers who turn down the government aid by failing, say, to buy a subsidized plan are owed gratitude by us Federal taxpayers. The ACA did the opposite with its “individual mandate,” administering a financial punishment.


The Obama Administration saw consumers paying the individual mandate tax penalty for the “privilege” of purchasing a nonconforming (by Federal standards) plan they liked better even without subsidies. Instead of improving the ACA-compliant plans so that they would be more attractive to consumers, the Obama Administration doubled and tripled down on its punishment by prohibiting the nonconforming plans that were attracting consumers. Some of the prohibited plans were inexpensive “short term” plans and plans offered by groups of small employers. The major health insurance companies were overjoyed because not only did the Federal government penalize consumers who did not purchase its product, but it was also destroying competing insurance products that consumers preferred instead. President Trump’s Secretaries of Treasury, Labor, and Health and Human Services ended these prohibitions, giving consumers more choices beyond Federally subsidized plans.


Arthur Laffer and his “Laffer curve” made famous the possibility that governments might lose revenue by increasing a tax because the higher tax discourages taxpayers from doing the things that are taxed. A sufficiently high cigarette tax, for example, could stop everyone from smoking legal tax-paying cigarettes and thereby reduce government revenue. The so-called discouragement effect of real world taxes, even in extreme cases, can provoke a vigorous debate among academics as to whether it is dominant enough to fit Mr. Laffer’s description. The discouragement effect of the ACA’s individual mandate tax was, by contrast, so large and obvious as to occupy an exclusive spot in the history of taxation. By pushing people, like Mr. Winslett, onto Obamacare plans that are tied to liberal tax credits, the individual mandate tax resulted in far more revenue lost to tax credits than revenue it collected from those who violated the individual mandate. Analysts ranging from the Trump Administration to the nonpartisan Congressional Budget Office (CBO) to M.I.T. economics professor Jonathan Gruber (perhaps the Obama Administration’s most visible ACA consultant) all agree that the Treasury drain far exceeded the tax-penalty funds received. The individual mandate penalty is, from all perspectives, truly a tax unicorn.


What the experts did not realize until recently was the heavy economic costs associated with “successful” attempts to prevent consumers from turning down government assistance. Despite having featured Mr. Winslett’s story in my 2015 book about the ACA, initially I did not appreciate the size of the economic damages from the individual mandate. When the Trump Administration tasked me with preparing a rigorous quantitative analysis, I could no longer gloss over the calculus of costs and benefits. Taxpayers were worse off because they were funding millions of involuntary participants in ACA insurance plans. Those same participants were also worse off because, as Mr. Winslett explained, they preferred to spend their own money on a non-ACA plan. In 2019, CEA released its quantitative analysis, three years after Mr. Trump had learned from his experiment that mandate repeal would be a winner.


TECHNOCRATS AND ELECTED OFFICIALS


Although the experts uniformly failed to recognize the size of the individual mandate’s costs, candidate Trump was not the only politician to detect that something was seriously wrong. Many Republican members of the House and Senate were strongly opposed to the individual mandate. President Obama himself—seven times a candidate for elected office—was once opposed to the individual mandate. According to the memoirs of his communications director, President Obama privately acknowledged at the end of his term that the individual mandate may have been one of those details that he got wrong as he was bending “the arc of the moral universe … toward justice.”


Policy analysis many times suffers from groupthink, a.k.a., the Washington bubble. Only the elected officials, far outnumbered by the technocrats, must interact with people outside the bubble who are affected by Federal policies. Experiences with the individual mandate, the opioid epidemic (Chapter 4), and a host of Federal regulations (Chapters 7 and 8) supplied me with a profound new respect for our elected leaders. Their contact with, and accountability to, voters brings a valuable set of knowledge lacked by the technocrats, sometimes tragically.


FURTHER WATCHING AND READING


Mr. Trump is not the first to notice the value of experimentation. Trial and error, even in directions that seem contrary to “good reason,” is a widely respected algorithm in the sciences. It is so respected that the “Optimization by Simulated Annealing” article describing it has become one of the most cited science articles of all time. Nobelprize.org hosts Guglielmo Marconi’s December 11, 1909, Nobel lecture, which explains how experimentation ran ahead of theoretical understanding. See also Erik Larson’s description in the 2006 book Thunderstruck. The Hawthorne effect is named after an Illinois factory (coincidentally my grandfather Donald Mulligan worked there; see also Chapter 11) credited for its discovery; Richard Gillespie’s 1991 Manufacturing Knowledge book documents the intellectual history. (Every chapter has a bibliography at the end of this book; listing of social media citations are in a separate social media bibliography).


The New York Times hosts a short video showing candidate Trump’s evolving position on the individual mandate. Donald J. Trump’s 2019 Economic Report of the President (prepared by CEA) provides technical analysis of the individual mandate, estimating that continuing it and similarly-motivated regulations from the previous administration would have cost consumers and taxpayers a net of almost $50 billion per year. The economic value of removing those regulations (estimated around 0.2 percent of national income), as President Trump has done, therefore rivals some of the most famous deregulations in U.S. history, such as the deregulation of trucking in the 1970s. Comments by Barack Obama on the individual mandate are reported in the memoir of Dan Pfeiffer, who served as communications director in the Obama Administration.


CEA’s 2019 economic analysis shows that the ACA’s individual mandate and its tax penalty are wasteful—beyond unnecessary—because the ACA subsidizes insurance so much. At the same time, the Federal Department of Justice (DOJ) has supported the legal position in Texas v Azar that the 111th Congress viewed the tax penalty as absolutely essential to the ACA (see also 1501(a)(2)(H) of the law passed by that Congress). The White House and DOJ had opposite incentives in this situation. We wanted to release quantitative results related to the President’s deregulatory agenda. Moreover, Democrats in Congress would be trying to overturn these important health insurance deregulations, and their testifying experts should have to consider the amount of consumer harm documented in the CEA report. But the DOJ was concerned that a partisan judge in the case would ignore the distinction between what the 111th Congress believed and what the CEA found nearly ten years later and cite CEA’s report as evidence against DOJ’s position. The release of the report was blocked for more than three months until the White House Counsel’s office (especially Steven Menashi, who had a deep understanding of both the economic and legal issues) helped tightened CEA’s legal references enough for DOJ to concur.


Although several members of White House and Congressional expert staffs have long opposed the individual mandate, it was not until 2019 that they could decisively and quantitatively engage the seductive arguments for the ACA’s individual mandate and team-Obama’s prohibitions of nonconforming insurance plans. Those arguments treat consumer choice as a negative- or zero-sum game. A person who reduces his or her net premium spending by $1,000 when he or she forgoes an unwanted category of coverage, so the argument goes, only increases by $1,000 the premiums that must be collected from those who retain the full coverage. This assumption does not fit the reality of the ACA because of administrative costs, moral hazard (a consumer buying too much when he is spending other people’s money), and especially that the ACA plans are heavily subsidized.


The story of the individual mandate continues. When we technocrats finally were able to quantify the costs of the ACA’s individual mandate, I began to look at other Federal programs that might be imposing similar costs. I found that the Federal “Medicare” program of health insurance for the elderly also has individual mandate penalties, albeit under different names (“late enrollment penalties” and automatic social security deductions). Within six months, President Trump issued an executive order directing the Secretary of Health and Human Services to find, no later than March 2020, ways to eliminate or ease Medicare’s individual mandate penalties.


Joseph Rago’s February 7, 2014, article in the Wall Street Journal described changes in ACA analysis by the Congressional Budget Office, as well as my role in that. The experience of Ben Winslett’s family was described on his blog and retold in my 2015 book Side Effects and Complications: The Economic Consequences of Health-Care Reform. An article by the Washington Post “Fact Checker” on May 15, 2013, discusses estimates of the number of pages of Federal regulation issued pursuant to the ACA.
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