NFIB Small Business Impact Studies

Small Business Effects of a National Employer Healthcare Mandate
Michael J. Chow and Bruce D. Phillips
NFIB Research Foundation
Washington, D.C.
January 26, 2009
EXECUTIVE SUMMARY
During the recent public debate on healthcare reform, employer mandates have
reemerged as a frequently mentioned tool to help finance increased insurance coverage.
Proponents of employer mandates argue that such policies will finance higher coverage rates.
Opponents, however, caution that any gains in coverage will come at the price of lost
employment and output, increased regulation, and additional business costs. Small businesses,
which bear a disproportionate share of regulatory costs, would face steep challenges in the form
of increased employer contributions and search and administrative costs.
This paper analyzes the potential economic impact of a national employer healthcare
mandate on small businesses. A hypothetical employer mandate was modeled and tested using a
computer simulation that captured the mandate’s effects on U.S. businesses by firm size. The
assumed mandate requires that all employers must offer private health insurance to their
employees. Employers must finance at least 50 percent of their employees’ health insurance
premiums. The remaining share of employee premiums is assumed to be financed by employee
contributions and federal subsidies.
The results indicate that without major reductions in the cost of healthcare, the employer
mandate would cause the economy to lose over 1.6 million jobs within the first five years of
program implementation. Small firms would be most adversely affected by the mandate and
account for approximately 66 percent of all jobs lost. Almost all sectors except those in
healthcare would shed jobs, and real GDP would contract by $200 billion.
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I. Introduction
Rising healthcare costs and increasing numbers of uninsured in recent years have amplified the
stress on the U.S. healthcare system and reinvigorated the healthcare reform debate. According
to the Department of Health and Human Services (HHS), between 1996 and 2006 premiums for
single coverage increased 107 percent and premiums for family coverage rose 130 percent.1
Meantime, the number of uninsured individuals in the United States grew from 39 million in
1999 to 46 million in 2007.2 Such trends are plainly unsustainable, and the U.S. healthcare
system requires serious reform.
One frequently mentioned tool to help finance increased coverage is some form of
national employer mandate that would require employers to offer and subsidize insurance for
employees. Proponents of employer mandates argue that such policies will finance higher
coverage rates. Opponents, however, caution that any gains in coverage will come at the price of
lost employment and output, increased regulation, and additional business costs. Importantly, an
employer mandate would have a large impact on the 27 million uninsured small business owners,
employees, and dependents in the United States.3
Complying with new employer mandates generates many new costs for firms. In the case
of a healthcare mandate, a small firm previously not offering health insurance needs to subsidize
new insurance policies for its employees. It must also bear search costs, which can include time
spent by owners, managers, or employees investigating insurance options, the use of agents,
brokers, or consultants to recommend a set of appropriate options, and the hiring of full-time
benefits staff to manage search efforts. Potential new administrative costs to employers include
extra hours of a bookkeeper, additional paperwork, and new software to manage employee
insurance plans.
In many instances, these new costs have a material impact on small business
performance. Particularly large costs may force firms to shed jobs or even close their businesses
entirely. In the aggregate, firm failures and contractions can result in significant reductions in
employment and output.
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II. Model Description
The NFIB Business Size Impact Module (BSIM) was used to simulate the impact of a national
employer healthcare mandate on U.S. businesses by firm size. The BSIM consists of a series of
10 regional models designed to measure the effects of macroeconomic changes on firms. It
receives inputs (new costs and spending) and generates outputs (macro variables) according to
firm size. No other model of which we are aware has an interface capable of measuring the
effects of new government policies by firm size.
This unique capability is important because government policies have financial effects on
businesses, and regulatory costs per unit are often higher on small firms than their larger
counterparts. Within the last two years, the BSIM has been used to study proposed mandatory
healthcare schemes in California, Colorado, Illinois, New York, Pennsylvania, and Wisconsin.4
Analyses of “pay or play” schemes presented in these states show that in many cases imposing
employer payroll mandates on very small business owners would result in substantial job and
output losses.
To analyze the impact of a national employer healthcare mandate, the BSIM must receive
as input (a) new direct business costs induced by the mandate, by firm size, and (b) changes in
government administrative costs and demand for private sector goods and services. The model
uses these inputs to forecast anticipated changes in employment and output at regional, industry,
and firm-size levels. National estimates are obtained by aggregating results from the 10 regional
models.
The employer healthcare mandate modeled in this study assumes the following:

•

All employer firms must offer private health insurance to full-time and part-time
employees.

•

Employers must finance at least 50 percent of their employees’ insurance premiums.

•

Employee contributions and government subsidies finance the remaining share of
employee premiums.

•

Program implementation begins in 2009.
The above assumptions (mandated employer provision of employee insurance, required

employer contributions, and government subsidies) are features that can reasonably be expected
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to be included in serious mandate proposals. The results of this study therefore provide a useful
baseline from which the economic consequences of future mandate proposals can be estimated,
and against which they can be compared. Readers should note that the model assumes the
implementation of an employer mandate only; an individual mandate is not included in the
model.
In addition to assumptions about the mandate’s structure, other assumptions were made
regarding consumer behavior, firm costs, government administrative costs, and new spending on
healthcare goods and services. These assumptions are covered in detail in the next section.
Readers interested only in simulation results can skip directly to page 16.
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III. Input Calculations
To forecast economic effects for different firm-size groups, the BSIM requires as input new perfirm costs for six unique employer-size classes: firms with one to four employees, five to nine
employees, 10 to 19 employees, 20 to 99 employees, 100 to 499 employees, and 500 or more
employees. Per-firm costs were calculated for each of these size classes for years 2009 to 2013,
the first five years of program implementation under the assumed mandate. New government
administrative costs generated by the mandate and new spending on healthcare goods and
services were also calculated and provided as input. The derivation of these inputs is discussed
below.
A. Employer Contributions toward New Insurance Premiums
In general, the principal cost to employers of offering health insurance is their subsidy of
employee insurance (employer contributions). Total employer contributions for purposes of
model input depend on three variables:
1. Employers’ share of insurance premiums. Total employer contributions are driven in
part by the dollar amount of employee insurance premiums that employers finance.
a. The assumed mandate requires that all employers finance at least 50 percent of
their employees’ premiums. Existing data suggest that most employers offering
insurance already contribute more than 50 percent toward employee premiums.
Employer contributions at firms already offering insurance prior to 2009 are
therefore assumed to remain unchanged following program implementation.5
b. Employers who did not offer insurance before 2009 most often did not because
of costs.6 These employers will want to minimize new costs generated by the
mandate. The model therefore assumes that employers originally not offering
insurance subsidize only 50 percent of any new employee premiums.
2. Coverage rates of employees. Total employer contributions are directly related to the
number of workers who purchase employer-based insurance. The higher coverage rates
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are, the more employee premiums there are for employers to finance. Hence,
calculating the cost of new employer contributions requires an assumption about how
uninsured workers at firms not offering insurance will respond to the sudden availability
of employer-based insurance.
a. Employees at firms offering health insurance prior to 2009 already have access
to employer-based health insurance. Given the above assumption that employer
contribution rates do not change at firms already offering insurance, coverage
rates at firms already offering insurance will remain unchanged after program
implementation.7
b. For firms not offering insurance, once program implementation begins, it is
assumed that workers will elect to take up employer-based insurance at a slightly
lower rate than workers at firms already offering insurance. This assumption is
based on literature on worker sorting, which suggests the existence of a firm
selection bias among workers.8
i. The literature indicates that workers who value health insurance accept
jobs only/primarily with employers that provide insurance. For these
individuals, working at firms not offering health insurance is a secondbest option that is avoided when employment at firms offering insurance
is possible.
ii. In contrast, workers who do not value health insurance will accept jobs at
both employers who do and do not offer insurance. Some of these
workers may even prefer working for firms not offering health insurance,
where they may be able to receive additional cash compensation in lieu
of health benefits.
c. This firm selection bias means that a degree of self-selection occurs during the
matching process between workers and employers. Workers who value health
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insurance choose to work predominantly for firms that offer it. And at firms not
offering insurance, a larger share of the workforce is comprised of workers who
do not value health insurance (compared to firms offering health insurance).
d. This self-selection means that after program implementation workers at firms
originally not offering health insurance should take up health insurance at lower
rates than workers at firms already offering insurance.
i. Currently, take-up rates at firms offering insurance are approximately 80
percent across all firm sizes.9
ii. Accounting for the firm selection bias, the model assumes that take-up
rates for workers at firms forced into offering insurance by the mandate
will be 75 percent across all firm sizes (through at least 2013).
3. Plan selection. Employer-based health insurance programs can include single,
employee-plus-one, and family coverage plans. Insurance premiums vary substantially
depending on whether insurance is single, employee-plus-one, or family coverage, so
the plan selection of workers affects the magnitude of total employer contributions.
Workers’ decisions on which plan type to select can depend on a number of factors,
including personal preferences and private information like personal finances.
a. The model assumes that the distribution of plans—the percentages of individuals
who purchase single, employee-plus-one, and family coverage insurance—
among employees at firms already offering insurance remains unchanged after
program implementation.
b. The distribution of plans among workers newly purchasing insurance is assumed
to be identical to the historical consumption pattern of existing insured workers.
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i. According to HHS data, 48.9 percent of private-sector employees with
health insurance purchased single coverage insurance in 2006, 18.0
percent had employee-plus-one coverage, and 33.2 percent chose family
coverage.10
ii. Thus, the model assumes that the distribution of new insurance plans
purchased by workers at firms originally not offering insurance is 48.9
percent single coverage, 18.0 percent employee-plus-one coverage, and
33.2 percent family coverage.
c. Insurance plan distributions are assumed constant over time.
Estimating Pre-Tax Costs of New Employer Contributions
The above assumptions mean that the mandate generates new employer contributions only
among firms that, prior to 2009, did not offer insurance. To estimate the per-firm costs of these
new employer contributions, values must be assigned to newly-purchased insurance plans. The
model assumes that all new buyers of insurance purchase one of three options: single coverage,
employee-plus-one coverage, or family coverage. Mathematically, this is equivalent to assuming
that each new buyer of insurance purchases a hypothetical “weighted average insurance plan”
whose premium equals a weighted average of single premiums, employee-plus-one premiums,
and family premiums. The weighted average insurance plan is a useful instrument since it allows
the estimation of costs of new employee insurance plans per firm, which can be obtained by
multiplying the value of a weighted average insurance plan by employee-per-firm ratios.
To understand the pricing of a weighted average insurance plan, consider the following
calculation of a “weighted average premium” in 2006. HHS data indicate that the average total
premium for employer-based single coverage insurance in 2006 was $4,118. Meanwhile,
average total premiums for employee-plus-one coverage and family coverage in 2006 were
$7,988 and $11,381, respectively. Using the coverage rates described earlier, a weighted average
insurance plan purchased in 2006 subsequently costs:
(0.489) x ($4,118) + (0.180) x ($7,988) + (0.332) x ($11,381) = $7,230
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Table 1 provides a time series of weighted average premiums calculated for 2001 to 2006, years
in which historical HHS data are available.
Table 1: Weighted Average Insurance Premiums, 2001-2006
Year
Distribution of Plans
Premiums
Wtd. Avg.
Premium
Single
Empl.+1
Family
Single
Empl.+1
Family
2001
46.30%
17.30% 36.40%
$2,889
$5,463
$7,509
$5,016
2002
47.70%
17.30% 35.00%
$3,189
$6,043
$8,469
$5,531
2003
47.30%
16.50% 36.20%
$3,481
$6,647
$9,249
$6,091
2004
47.30%
17.40% 35.20%
$3,705
$7,056
$10,006
$6,502
2005
48.60%
17.30% 34.00%
$3,991
$7,671
$10,728
$6,914
2006
48.90%
18.00% 33.20%
$4,118
$7,988
$11,381
$7,230
Source: Department of Health and Human Services, Medical Panel Expenditure Survey, 20012006
By assumption, 75 percent of workers at firms originally not offering health insurance
purchase employer-based insurance once their employers begin offering it. Since many
uninsured workers currently decline health insurance because of cost, it is reasonable to assume
that a number of these new insurance consumers will remain sensitive to prices despite employer
contributions and government assistance. Cost sensitivity will induce many of these workers to
purchase low-cost, high-deductible options that include minimum catastrophic coverage and few
other benefits. In practice, such limited coverage plans cost less than the average health
insurance plan. Consequently, the model assumes that new buyers of insurance purchase plans
whose average premium equals 80 percent—an arbitrary figure—of the average premium paid
by already insured workers. A worker who purchases such an “adjusted” weighted average
insurance plan in 2006 would thus pay (0.80) x $7,230, or $5,784.
Since the model requires firm costs for years 2009 to 2013 as input, the cost of future
new employer contributions needs to be calculated. This requires the estimation of future
weighted average premiums for years 2009 to 2013. Estimating these future premiums in turn
requires an assumption about future trends in health insurance costs. According to Table 1,
premiums for all plan types increased linearly from 2001 to 2006. The model assumes that this
historical trend persists and that insurance premiums continue to increase linearly through 2013.
Based on this assumption, linear regression was applied to the time series in Table 1 to
extrapolate forecast weighted average premiums for years 2007 to 2013.
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To obtain per-firm costs of future new employer contributions, employer contributions
toward future new employee insurance plans were multiplied by 75 percent11 of estimated
employee-per-firm ratios for years 2009 to 2013. This calculation yields future pre-tax costs to
employers of new employee insurance plans, by firm-size group. Employer contributions toward
future new employee premiums were obtained by multiplying the assumed employer share of
new employee premiums (50 percent) by the forecast weighted average premiums discussed
above. The estimated employee-per-firm ratios were calculated from projected employee and
firm statistics for years 2009 to 2013, which were forecast using historical Census Bureau data.12
Time series for weighted average premiums, adjusted weighted average premiums, and pre-tax
costs of employer contributions are presented in Table A1 in Appendix A on page 27.
Estimating After-Tax Costs of New Employer Contributions
A final adjustment must be made to future pre-tax costs to obtain final per-firm costs of new
employer contributions. Specifically, employers’ abilities to deduct healthcare expenditures
from gross income when filing state and federal taxes must be incorporated into the calculations.
The tax deductibility of healthcare expenditures means that employers who offer and subsidize
health insurance for employees effectively bear less than the nominal price of their contributions
toward employee insurance plans. The model assumes that employers pay a combined state and
federal income tax rate of 30 percent.13 Continuing the example from above, a tax rate of 30
percent means that the after-tax cost to an employer of a new insurance plan purchased in 2006
equals (1 – 0.30) x (0.50) x ($5,784), or $2,024.14 Table A2 in Appendix A presents time series
of after-tax costs of new employer contributions.
B. Employer Search and Administrative Costs
In addition to having to pay employer contributions, firms offering health insurance also incur
search and administrative costs. Search costs vary according to firm size. For the smallest firms,
these costs consist of time spent by owners, managers, or employees investigating insurance
options. Larger firms may decide to use an agent or broker to recommend a set of appropriate
insurance options. The largest firms may use agents, brokers, or consultants and hire full-time
benefits staff to manage search efforts.
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Administrative costs associated with plan management increase as firms grow in size,
since larger firms face many costs that smaller firms do not. These costs include the hiring of
specialized employees to manage and source benefits, additional paperwork, and investments in
new software. Table 2 gives the assumed search and administrative costs used in the simulation.
The figures do not account for possible inflation, but they do capture the relationship between
escalating costs and firm size.

# Employees
per Firm

Table 2: Assumed Search and Administrative Costs per Firm, Firms Previously Not
Offering Insurance, 2009-2013
Year
2009
2010
2011
2012
2013
1-4
$500
$375
$375
$375
$375
5-9
$1,000
$750
$750
$750
$750
10-19
$2,500
$1,875
$1,875
$1,875
$1,875
20-99
$60,000
$45,000
$45,000
$45,000
$45,000
100-499
$200,000
$150,000
$150,000
$150,000
$150,000
500+
$295,000
$221,250
$221,250
$221,250
$221,250
Using data from an NFIB Small Business Poll on purchasing health insurance, managers
at firms with one to four employees were estimated to spend an average of 8.32 hours annually
investigating health insurance options.15 Assuming initial managerial search and administrative
costs of $60 per hour, the search and administrative cost for a one- to four-employee firm in
2009 is approximately $500.16 Initial annual costs for firms with five to nine and 10 to 19
employees are slightly larger—$1,000 and $2,500 per firm, respectively—on account of
increased administration, the need to investigate a larger number of insurance options, and new
software.
Firms with 20 to 99 employees are assumed to also initially require the services of a
benefits specialist to manage new insurance plans, and these firms suffer per-firm search and
administrative costs of $60,000 in 2009. Firms with 100 to 499 employees are assumed to have
two benefits specialists and two benefits assistants on payroll and incur first-year annual search
and administrative costs of $200,000 per firm. In addition to specialists and assistants, firms
with 500 or more employees are assumed to also have a benefits manager on staff and face
search and administrative costs in 2009 equal to $295,000 per firm.17
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Search and administrative costs can be expected to be substantially larger in the first year
of program implementation when firms initiate their insurance programs. In subsequent years,
search costs should be substantially lower. Hence, the model assumes that search and
administrative costs are 25 percent lower—an arbitrary amount—in out-years than in 2009.
An important nuance involves the modeling of new benefits staff hired by firms forced
into offering insurance: the compensation of new benefits managers, specialists, and assistants
does not generate any new demand for private sector goods or services in the model. Because
these new workers are hired by firms that must newly offer insurance, their compensation is
considered to be a new firm cost generated by the mandate. Had these professionals instead (a)
been employed by firms already offering insurance and (b) had they been contracted to assist
firms forced into offering insurance, then the new revenue generated by these professionals
would have been considered new spending in the professional, scientific, and technical services
industry.
Payments to consultants, software makers, and other external agents who help firms
initiate new employee insurance programs constitute legitimate increases in spending on private
sector goods and services. Such costs are negligible when compared to firm revenues, however;
they constitute less than one-tenth of 1 percent of annual firm revenue for all firm-size
categories. Costs of this magnitude will not have a material impact on simulation results, and
they were omitted from calculations of new spending on private sector goods and services for
convenience.
C. Total Estimated Direct Costs to Employers
Table 3 summarizes the total direct per-firm costs for firms forced into offering health insurance.
Direct costs are costs that firms must pay as a direct consequence of new legislation, i.e., the new
employer contributions and search and administrative costs discussed earlier. Indirect costs, like
decreased output caused by reduced demand and lower employment, are the outputs generated
by the simulation and are discussed in the Results section.
Under the mandate, the average U.S. firm with one to four employees not offering health
insurance would face new direct costs of $3,449 in 2009. Continued inflation in health insurance
premiums mean that these costs would rise to $3,909 in 2013. Other small businesses would also
face substantial direct costs. Between 2009 and 2013, per-firm direct costs would increase from
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$12,964 to $15,181 for firms with five to nine employees, and from $26,974 to $31,410 for firms
with 10 to 19 employees. These direct costs for very small firms may seem minor, but even
small costs can have a major impact on a firm’s solvency, since small businesses frequently have
problematic free cash flows, minimal cash reserves, and few excess costs that they can eliminate.
Direct costs for firms with 20 to 99 employees total $137,457 per firm in 2009, but
actually fall in 2010 due to the reduced search and administrative costs in out-years. Inflation in
health insurance premiums eventually causes direct costs to increase to $131,205 per firm in
2013. A similar pattern holds for firms with 100 to 499 employees, which initially face direct
costs of $553,839 per firm in 2009. Direct costs are lower for 2010 and 2011, but gradually
increase to $578,035 per firm in 2013.
Table 3: Estimated Direct Per-Firm Costs Associated with a National Employer Healthcare
Mandate by Firm Size, Firms Previously Not Offering Insurance, 2009-2013

# Employees
per Firm

Year
1-4
5-9
10-19
20-99
100-499
500+

2009
$3,449
$12,964
$26,974
$131,457
$553,839
$6,505,318

2010
$3,471
$13,330
$27,614
$120,143
$522,357
$6,779,992

2011
$3,617
$13,947
$28,879
$123,830
$540,896
$7,130,685

2012
$3,763
$14,564
$30,144
$127,517
$559,455
$7,483,587

2013
$3,909
$15,181
$31,410
$131,205
$578,035
$7,838,642

All Years
$18,209
$69,987
$145,022
$634,151
$2,754,582
$35,738,224

Table 4 shows the derivation of total direct per-firm costs for different employer-size
classes. Consider the case of a one- to four-employee firm that must newly offer insurance. In
the model, the nominal price of new healthcare premiums in 2009 for a one- to four-employee
firm previously not offering insurance is $8,426.18 Since employers contribute 50 percent
toward new employee premiums, the employer share of new premiums is (0.50) x ($8,426), or
$4,213. Because firms can deduct healthcare expenditures from gross revenue, the after-tax cost
of new premiums to employers is (1 - 0.30) x ($4,213), or $2,949. Adding search and
administrative costs of $500 to this figure yields a total after-tax direct cost of $3,449 per firm.
The data in Table 4 also show how employer contributions toward employee insurance
premiums dominate the new firm costs created by the mandate. For firms with one to four
employees, after-tax premium costs make up 85.5 percent of total direct employer costs created
by the mandate. After-tax premium costs account for an even greater percentage of total direct
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costs for firms with five to nine and 10 to 19 employees—over 90 percent in either case. Percent
shares are lower for firms with 20 to 99 and 100 to 499 employees, but still exceed 50
percent in both cases. And for large firms, those with 500 or more employees, after-tax premium
costs make up 95.5 percent of total direct costs, higher than for any other firm-size group.
Assuming that health insurance prices continue to grow at their current rate, these percentages
will only increase in later years.

# Employees
per Firm

Table 4: Estimated Total Direct Cost to an Individual Employer by Firm Size, Firms
Previously Not Offering Insurance, 2009
Adjusted
Employer
After-Tax
Search and
Estimated
Wtd. Avg.
Share of
Employer Administrative
Total Cost
Premiums
Premiums
Share
Costs
(Sum: 3+4)
(1)
(2)
(3)
(4)
1-4
$8,426
$4,213
$2,949
$500
$3,449
5-9
$34,182
$17,091
$11,964
$1,000
$12,964
10-19
$69,927
$34,963
$24,474
$2,500
$26,974
20-99
$204,162
$102,081
$71,457
$60,000
$131,457
100-499
$1,010,970
$505,485
$353,839
$200,000
$553,839
500+
$17,743,766 $8,871,883 $6,210,318
$295,000
$6,505,318
While an employer mandate will affect only those firms that originally did not offer
insurance, the BSIM requires that input costs be provided as average per-firm costs for all firms;
the model is incapable of accepting costs associated with only a subset of firms. Hence, total
direct costs must be distributed across all employers for the model to accept them as input.
Table 5 shows the distribution of direct costs across all U.S. firms for years 2009 to 2013.

# Employees
per Firm

Table 5: Estimated Direct Per-Firm Costs Associated with a National Employer Healthcare
Mandate by Firm Size, All U.S. Firms, 2009-2013
Year
2009
2010
2011
2012
2013
All Years
1-4
$2,414
$2,384
$2,479
$2,574
$2,669
$12,520
5-9
$8,764
$8,915
$9,315
$9,716
$10,116
$46,826
10-19
$11,507
$11,347
$11,812
$12,278
$12,744
$59,688
20-99
$79,722
$65,739
$66,757
$67,775
$68,792
$348,786
100-499
$220,877 $171,969
$173,063 $174,158
$175,254
$915,320
500+
$527,887 $467,203
$480,354 $493,588
$506,902 $2,475,933
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D. Government Administrative Costs and Private Demand
In addition to per-firm costs, the BSIM model also takes as input new government administrative
costs and new spending on private sector goods and services. These additional inputs are
required to balance the model. Government administrative costs increase because federal
administrators must ensure that firms comply with the mandate. Administrators must also collect
insurance contributions and oversee the transfer of funds to insurers and healthcare providers.
Based on estimates of administrative costs for federal and state-level insurance programs,
additional government administrative costs in the model are assumed to be financed by 10
percent of total employer contributions to new employee insurance premiums.19
Private demand also increases as a result of the mandate, since insurance and healthcare
providers must be paid for additional goods and services. The model assumes that employer
contributions toward new insurance premiums are channeled back into the private sector vis-àvis purchases of goods and services solely from the healthcare industry.20 The distribution of
new spending in the model is based on existing healthcare expenditure data from HHS.
Hospitals receive 33.6 percent of new spending; ambulatory healthcare services (physicians,
dentists, and other healthcare professionals) 31.4 percent; insurance carriers 16.3 percent;
chemical manufacturers (makers of prescription drugs) 10.3 percent; and nursing and residential
care facilities 8.4 percent.21
Finally, it should be noted that the model does not assume a mandate program that is
fiscally balanced at all times. Instead, it allows for the possibility that the government may either
borrow to finance a budget shortfall, or save and accumulate funds when costs turn out to be less
than anticipated. Program delays and inefficiencies in incipient years could also mean that
employer contributions are not immediately spent. Any delays in care will be exacerbated if new
healthcare demand swamps the capabilities of providers, a distinct possibility given the existing
shortage of certain healthcare professionals. The model assumes that only 75 percent of
employer contributions less government administration costs are immediately recycled back into
the healthcare industry. The remaining 25 percent is assumed to be either (a) saved for
healthcare purchases in subsequent years, or (b) allocated for spending, but not actually spent
due to program delays and demand-supply mismatches.22
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IV. Results
The BSIM forecasts both employment and output effects caused by macroeconomic changes.
Economic effects for the first five years of program implementation, 2009 to 2013, were forecast
for this study. Based on the inputs described above, the BSIM projects that:

•

The employer healthcare mandate will generate a net loss of over 1.6 million U.S. jobs
between 2009 and 2013.

•

Small businesses will lose over 1.0 million jobs and account for 66 percent of all jobs
lost.

•

U.S. real GDP will contract by approximately $200 billion between 2009 and 2013.

•

Small businesses will lose roughly $113 billion of real output and account for 56 percent
of all real output lost.

These results are discussed further below.
A. Employment Effects
Table 6 shows forecast employment trends for different employer-size groups between 2009 and
2013. In total, over 1.6 million jobs are lost as a consequence of the employer mandate. These
job losses are the results of firm closings and contractions, which entail layoffs, the elimination
of positions, and reductions in employee compensation. The impact on small business
employment is severe: 65.9 percent of jobs lost (1.1 million jobs) are at firms with fewer than
500 employees; 55.0 percent (888,000 jobs) are at firms with fewer than 100 employees; 28.9
percent (467,000 jobs) are at firms with fewer than 20 employees.
Figure 1 shows cumulative job losses at small businesses over time. The chart indicates
that the firm-size group experiencing the most job losses is employers with 20 to 99 employees.
Firms in this category are forecast to eliminate approximately 421,000 jobs between 2009 and
2013. Firms with 100 to 499 employees, expected to lose roughly 175,000 jobs, account for the
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second largest number of job losses. The remaining firm-size groups—firms with one to four,
five to nine, or 10 to 19 employees—are each forecast to lose between 141,000 and 174,000 jobs.

# Employees per
Firm

Table 6: U.S. Job Losses by Firm Size, 2009-2013
1-4
5-9
10-19
20-99
100-499
500 +
All Firms

2009
16,064
16,907
18,576
48,834
8,901
31,137
140,419

2010
21,838
23,223
26,080
64,315
20,957
66,970
223,383

Year
2011
2012
28,998
34,949
31,076
37,624
35,465
43,278
85,643 103,370
36,343
49,165
113,973 152,978
331,498 421,364

2013
40,004
43,182
49,918
118,438
60,088
186,266
497,896

All Years
141,853
152,012
173,317
420,600
175,454
551,324
1,614,560

Figure 1
Firms with fewer than 100 employees, especially those with 20 to 99 employees, lose
significantly more jobs than their current employment share might predict (see Figure 2). For
example, firms with 20 to 99 employees account for 17.6 percent of existing jobs, but 26.1
percent of jobs lost. Additionally, firms with 10 to 19 employees account for 7.3 percent of
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existing jobs, but 10.7 percent of jobs lost. Similar trends are found among firms with one to
four and five to nine employees. The lopsided number of job losses at very small firms
highlights how small businesses typically shoulder a disproportionate share of regulatory
burdens. This is because regulatory costs frequently consume a higher percentage of revenue at
smaller firms than at larger firms. Small firms generally also have limited cash reserves and few
excess costs that they can eliminate.

Figure 2
Figure 3 provides another way of viewing the disproportionate number of job losses at
small firms. The chart shows an index of employment change by firm size calculated by
dividing (a) the percentages of total jobs lost attributable to different firm-size groups by (b)
corresponding percentages of existing jobs. The index indicates whether job losses for a
particular firm-size group are proportionate to the group’s share of existing employment. It is
normalized to 100, so an index value greater than 100 indicates a firm-size group that
experiences a disproportionately high number of job losses relative to its current employment
share (and vice versa for an index value lower than 100).
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The index of employment change is strongly correlated with firm size, with smaller firms
having higher index values than larger firms. The index is highest for the smallest firms.
Employers with one to four employees have an index value of 172, which reflects the fact that in
2005, firms in this size group accounted for 5.1 percent of existing jobs, but are forecast by the
simulation to shed 8.8 percent of all jobs lost. The uneven allocation of job losses is apparent
among other very small firms, which also have index values greater than 100. Index values for
firms with five to nine, 10 to 19, and 20 to 99 employees are 159, 148, and 148, respectively.
Larger firms have index values less than 100, indicating that they bear a disproportionately lower
number of job losses relative to their employment shares.

Figure 3
Most job losses are forecast to occur in industries dominated by discretionary spending
and small firms. Labor intensive industries like retail trade, restaurants and drinking places, and
construction suffer particularly heavy losses and account for 932,000 jobs lost between 2009 and
2013 (see Table 7). Administrative and support services, a lower-skilled but populous industry,
is similarly affected and is forecast to lose 99,000 jobs. Other industries forecast to suffer large
job losses include real estate (-190,000 jobs), professional, scientific, and technical services
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(-125,000 jobs), social assistance (-113,000 jobs), and wholesale trade (-91,000). Given that
coverage rates among low-skilled industries trail rates among industries with higher-skilled,
better-educated workers, the heavy job losses in low-skilled industries mean that the employer
mandate has the perverse effect of pushing large numbers of uninsured workers into
unemployment. This outcome will actually reinforce the likelihood of noninsurance among
some individuals the policy was originally intended to help.

Largest
Gains

Largest Losses

Table 7: Largest Job Losses and Gains by Industry (in Thousands), 2009-2013
Retail Trade
Restaurants and Drinking Places
Real Estate
Construction
Professional, Scientific, and Technical Services
Social Assistance
Administrative and Support Services
Wholesale Trade
Ambulatory Healthcare Services
Hospitals
Nursing and Residential Care Facilities
Insurance Carriers

-449
-354
-190
-129
-125
-113
-99
-91
+330
+327
+157
+76

The employer mandate would boost demand for healthcare goods and services, thereby
increasing employment in healthcare-related sectors. The number of ambulatory healthcare
professionals (physicians, dentists, and other healthcare practitioners) needed will increase by
330,000. An additional 327,000 staff will be required to work in hospitals. Some 157,000 more
nurses (net of retirements) will be needed to staff doctors’ offices, outpatient clinics, and other
provider locations. And payrolls at insurance companies will expand by 76,000 workers.
A caveat applies to the job gain figures above. While the BSIM projects employment
gains in the healthcare industry, these projections are based on the assumption that occupational
flows are dynamic. In reality, the existing shortage of nurses and other healthcare professionals
in the United States suggests that finding enough new healthcare professionals to meet new
demand will be difficult. Without a commensurate increase in labor supply, increased demand
for healthcare professionals will drive up wages and prices for healthcare goods and services.
This additional inflation in healthcare costs may price some individuals out of the market
and force some of the existing insured to drop health insurance coverage. If labor supply is
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sufficiently inelastic and new labor demand sufficiently high, then it is not inconceivable that
rather than producing an increase in insurance coverage, an employer mandate may actually lead
to lower coverage rates due to dropped coverage. A more severe imbalance between the supply
and demand of healthcare workers will also result in longer patient delays in obtaining care.
B. Output Effects
In addition to employment effects, the model also forecasts expected losses in real output.
Reductions in output occur due to the firm closings and contractions mentioned earlier. In total,
U.S. firms are projected to lose $200 billion in real output between 2009 and 2013 as a
consequence of the employer mandate (see Table 8). Small firms, which account for roughly
one-half of private-sector GDP, bear the brunt of output losses.23 Firms with fewer than 500
employees are forecast to lose roughly $113 billion in real output, or 56.5 percent of all output
lost. Additionally, firms with fewer than 100 employees account for 44.3 percent of all output
lost, and firms with fewer than 20 employees account for 23.1 percent of all output lost. Figure
4 presents a distributional chart of output losses across firm-size groups.

# Employees per
Firm

Table 8: U.S. Real Output Loss by Firm Size (in Billions of Chained 2000 $s), 2009-2013
Year
2009
2010
2011
2012
2013
All Years
1-4
1.790
2.349
3.129
3.805
4.410
15.483
5-9
1.554
2.123
2.903
3.588
4.200
14.368
10-19
1.704
2.397
3.338
4.155
4.894
16.488
20-99
4.577
6.223
8.538
10.564
12.387
42.289
100-499
1.664
3.104
4.990
6.638
8.115
24.511
500 +
6.234
11.179
17.709
23.437
28.610
87.169
All Firms
17.523
27.375
40.607
52.187
62.616
200.308
Figure 5 contains a graph of cumulative small business output losses over time. The graph
shows how firms with 20 to 99 employees suffer the largest output loss. Firms in this size group are
forecast to lose over $42 billion in real output between 2009 and 2013. Firms with 100 to 499
employees are projected to lose the second largest amount in real output, nearly $25 billion over five
years. Additionally, firms with one to four, five to nine, and 10 to 19 employees are each projected
to lose between $14 billion and $17 billion.
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Figure 4

Figure 5
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Dividing the percentage of output lost attributable to a firm-size group by the group’s
percent share of existing gross receipts yields an index of output change (see Figure 6). This
index indicates whether a firm-size group’s output loss is proportionate to the group’s share of
existing revenues. As with the index of employment change, an output change index value
above 100 signifies a disproportionate amount of output lost by a particular firm-size group (and
vice versa for a value below 100). The chart below underscores the disproportionate amount of
output lost by small firms: all firm-size groups with fewer than 500 employees have indices
above 100.
Output losses are most disproportionate for firms with five to nine, 10 to 19, and 20 to 99
employees, which have index values of 178, 167, and 161, respectively. Firms with one to four
employees also lose substantially more output than might be expected and have an index value of
148. Firms with 100 to 499 employees have an index of 106, which indicates that firms this size
lose only slightly more output than might be expected. In contrast to small firms, large firms
with 500 or more employees have an index value of just 71.

Figure 6
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V. Limitations
To compensate for a lack of available data, certain simplifying assumptions were made during
the modeling stage of this project. These assumptions bias the results both positively and
negatively. Two assumptions merit a brief discussion.
First, the model assumes that the mandate imposes no additional costs on firms already
offering insurance. This assumption presumes that employers currently offering insurance (a)
contribute at least 50 percent toward employee premiums and (b) no crowding out occurs among
workers with non-employer-based insurance. Regarding the first point, HHS data indicate that
firms offering insurance typically contribute well over 50 percent, regardless of plan type or firm
size. According to the Medical Expenditure Panel Survey, employer contribution rates for all
firms toward single coverage, employee-plus-one coverage, and family coverage premiums in
2006 equaled 80.9 percent, 76.2 percent, and 76.6 percent, respectively. The rates vary
somewhat by firm size, but they never dip below 67 percent.24
These rates suggest that few firms already offering insurance contribute less than 50
percent toward employee insurance premiums. Nonetheless, it is possible that there are some
firms that contribute less than 50 percent. Workers at these firms may be inclined to drop
existing non-employer-based coverage in favor of employer-based insurance once employers
increase contribution rates to 50 percent. The introduction of new government subsidies of
employee health insurance, whose effect is not accounted for in the model, would also contribute
to this trend. All other things being equal, an increase in the percentage of employees enrolled in
employer-based plans would raise firm costs and increase the simulation’s forecast employment
and output losses. The omission of any such effects potentially biases the results downward.
Second, the model assumes that the consumption pattern of new purchasers of insurance
will mirror the existing pattern of already insured workers. As mentioned earlier, health
insurance consumer behavior can depend on a large number of variables, many of which involve
private information. This makes the prediction of future behavioral patterns difficult. This
assumption was ultimately made for convenience, but it is not unreasonable to expect that
individuals who wish to purchase insurance, but cannot currently afford to do so, share similar
preferences and characteristics (besides income) with those who can afford and currently do
purchase insurance.
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In addition to these two assumptions, readers should note a further limitation imposed by
BSIM’s ability to only fully account for the mandate’s direct effects on employers. Although the
model includes assumptions regarding future employee consumption of health insurance, it does
not capture the mandate’s full effect on employees. Specifically, the economic impact of
assumed changes in employee spending behavior is left out of the model. In practice, new
buyers of insurance will need to modify their spending by reallocating dollars to health insurance
premiums. Prior to the mandate, these dollars were either saved or spent on other goods and
services. As a consequence of employees rebalancing their spending, borrowers (banks,
investment funds, other financial institutions where employees may have placed (saved) their
funds, etc.) and producers outside the healthcare industry will see their revenues shrink. And as
with employer contributions, employee contributions will also be recycled back into the
economy and provide an additional stimulus to the healthcare industry.
Also left out of the model is the impact that federal subsidies will have on the
government’s balance sheet. Government-subsidized insurance will require some combination
of reduced federal spending on non-related programs, higher taxes, and additional debt. All of
these options will have macroeconomic consequences, none of which are captured by the model.
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VI. Implications
The employment and output effects forecast by the BSIM are large and cast doubt on whether a
national employer healthcare mandate that includes small-firm owners can avoid harming small
businesses and the broader economy. The specifics of any future mandate proposals may vary from
the hypothetical mandate in this paper, but the magnitude of the results here suggests that even
substantially different policies will cause millions of job losses and reduce real GDP by billions of
dollars. The direct per-firm costs created by a mandate are considerable and are reinforced by
substantial job and output losses. Mandates requiring employer provision of not only basic
coverage, but also more complex, expensive insurance plans, would result in even more severe
economic consequences. Relatively low offer rates at small firms mean that more small businesses
than large businesses will be directly affected by a mandate. Small firms will also bear a
disproportionate amount of any new employer costs.
In addition to firm costs, other consequences of a national employer mandate also merit
consideration. In particular, a federally-subsidized program like the one described in this paper will
have important implications for the federal budget. The recent experience of the Massachusetts plan,
in which expenditures have greatly exceeded initial expectations, serves as a cautionary tale about
just how large these fiscal consequences may be.25 Ultimately, financing a government-subsidized
mandate program will require some combination of tax increases, more debt, and reductions in
existing government spending on non-related programs. But given the current economic crisis, it is
difficult to see where or how funds to support such a program can be generated.
The Congressional Budget Office recently projected a federal deficit of $1.2 trillion in 2009,
equal to 8.3 percent of GDP. Deficits this size will give lawmakers pause before considering
subsidizing insurance with additional debt. And with the unemployment rate expected to exceed 9
percent by early 2010, policymakers are now focused on stimulating the economy.26 Tax cuts and
massive new spending programs are expected to be part of any stimulus package. Hence, the other
two mechanisms for financing a mandate—additional tax increases and cuts in existing spending—
also appear to be out the question. It also goes without saying that enacting a new federal program
that will cost millions of jobs will clearly diminish, and perhaps negate entirely, the impact of any
fiscal stimulus. These economic realities raise important questions regarding the practicality of
implementing a new employer healthcare mandate in the near term.
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VI. Appendix A: Time Series Data
Table A1: Weighted Average Insurance Premiums and Pre-Tax Costs of New Employer
Contributions, Firms Previously Not Offering Insurance, 2001-2013
Year

Wtd. Avg.
Premium

Adjusted
Wtd. Avg.
Premium

2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013

$5,016
$5,531
$6,091
$6,502
$6,914
$7,230
$7,777
$8,224
$8,671
$9,117
$9,564
$10,010
$10,457

$4,013
$4,425
$4,873
$5,202
$5,531
$5,784
$6,222
$6,579
$6,936
$7,294
$7,651
$8,008
$8,366

Pre-Tax Per-Firm Costs of New Employer Contributions
1 to 4
5 to 9
10 to 19
20 to 99
100 to 499
500+
Empl.
Empl.
Empl.
Empl.
Empl.
Empl.
$2,491
$2,728
$3,008
$3,185
$3,348
$3,531
$3,792
$4,003
$4,213
$4,423
$4,632
$4,840
$5,048

$9,890
$10,899
$11,997
$12,811
$13,627
$14,249
$15,329
$16,210
$17,091
$17,972
$18,853
$19,735
$20,616

$20,211
$22,288
$24,536
$26,206
$27,837
$29,141
$31,351
$33,157
$34,963
$36,770
$38,577
$40,385
$42,193

$59,147
$64,881
$71,624
$76,502
$81,412
$85,102
$91,551
$96,815
$102,081
$107,347
$112,614
$117,881
$123,149

$289,486
$320,601
$353,947
$377,745
$401,879
$420,470
$452,676
$479,064
$505,485
$531,938
$558,422
$584,936
$611,479

$4,997,606
$5,519,352
$6,040,713
$6,462,744
$6,844,887
$7,297,415
$7,886,465
$8,377,464
$8,871,883
$9,369,631
$9,870,621
$10,374,768
$10,881,989

Table A2: After-Tax Per-Firm Costs of New Employer Contributions, Firms Previously
Not Offering Insurance, 2001-2013
Year
Firm Size
1 to 4
Employees
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013

$1,743
$1,909
$2,106
$2,229
$2,344
$2,472
$2,654
$2,802
$2,949
$3,096
$3,242
$3,388
$3,534

5 to 9
Employees
$6,923
$7,629
$8,398
$8,968
$9,539
$9,974
$10,730
$11,347
$11,964
$12,580
$13,197
$13,814
$14,431

10 to 19
Employees
$14,148
$15,601
$17,176
$18,344
$19,486
$20,398
$21,946
$23,210
$24,474
$25,739
$27,004
$28,269
$29,535

20 to 99
Employees
$41,403
$45,416
$50,136
$53,552
$56,988
$59,571
$64,085
$67,771
$71,457
$75,143
$78,830
$82,517
$86,205

100 to 499
Employees
$202,640
$224,420
$247,763
$264,421
$281,316
$294,329
$316,873
$335,345
$353,839
$372,357
$390,896
$409,455
$428,035

500+
Employees
$3,498,324
$3,863,546
$4,228,499
$4,523,921
$4,791,421
$5,108,191
$5,520,525
$5,864,225
$6,210,318
$6,558,742
$6,909,435
$7,262,337
$7,617,392
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VII. Appendix B: Labor Productivity
The preceding discussion did not address the issue of the potential effect health insurance may
have on labor productivity. While not extensive, the relevant literature in this field does not
come to any specific conclusion. The lack of a general consensus is due in part for the need to
separately analyze the effects of health insurance on chronic illnesses like asthma, diabetes, and
depression from effects on easily curable short-term illnesses. Additional obstacles involve the
inability of researchers to measure observable gains in worker skill and productivity and the
correlation between higher skill levels and coefficients on health insurance and other benefits,
which impart a positive bias to health insurance coefficients. Because of these difficulties,
leading researchers such as Michael Morrisey of the University of Alabama-Birmingham prefer a
zero sign on the productivity variable.27 The Congressional Budget Office has also indicated that
because the effects of changes to the healthcare system on health outcomes are uncertain, caution
should be used when considering potential productivity effects of insurance coverage.28
Other researchers disagree and have produced estimates for the magnitude of the labor
productivity effect ranging as high as (approximately) 3 percent of GDP. A group of researchers
sponsored by Project Hope wrote in Health Affairs in 2004 that about $65 billion to $130 billion
is foregone annually in lost output nationwide due to uninsurance, equivalent to about a 0.6
percent to 1.2 percent decline in worker productivity.29 Furthermore, a 2005 study published by
the Commonwealth Foundation concludes that lost worker productivity in the United States
totaled $260 billion of foregone output in 2003, equal to about 2.4 percent of GDP.30 Proponents
of paid sick leave have also argued for positive effects on the labor productivity variable.31
Finally, some researchers take a third approach to this issue and highlight the lack of
good tools and standard metrics in this area of research. Many of the productivity measuring
instruments common to this area were developed for different aims and were applied to different
study populations, making cross-study comparisons of productivity impacts difficult. The
numerous ways in which diseases or productivity are defined have produced very high variability
in estimates of on-the-job productivity losses.32
This subject has had very credible research for about 10 years without a general
consensus. Conclusions of various studies vary according to data source, time period, disease,
and income of the underlying population, and the subject remains an area for continued research.
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After program implementation, take-up rates for workers at firms originally not offering insurance are assumed to
be 75 percent across all firm sizes. Hence, employer contributions are multiplied by only 75 percent of forecast
employee-per-firm ratios.
12
For employee and firm statistics, the coefficient of determination, R2, varies according to firm size and region. In
general, R2 is very strong for small firm-size groups. For larger firm-size groups, the coefficient’s strength
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Taking into account the fact that business income earned by small business owners is usually less than total
household income, the range for a typical small business owner’s annual business income will be lower than
$75,000 to $99,999. Based on these facts and current federal and state income tax rates, 30 percent was adjudged to
be an approximate income tax rate for small business owners. For more information on the NFIB poll on small
business finances, please refer to William J. Dennis, Jr., “Finance Questions,” NFIB National Small Business Poll
7.7 (Washington, D.C.: NFIB Research Foundation, 2007).
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For simplicity, the model assumes that businesses have income greater than new firm costs generated by the
mandate. The impacts of tax carryforwards and carrybacks are therefore ignored.
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According to a recent NFIB survey on purchasing health insurance, when small businesses with one to nine
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