No. 3108
January 19, 2011

Obamacare and the

Cutting Jobs and

Brian

ne of the central goals of the Patient Protectiorﬂ
il & CET d = : Q)
and Affordable Care Act \PPACAT "Was 1o increase
the number of individuals with healih msurznce
coverage. Jo encourage employers o offer coverage,

the new law creates a tax penalty on firms with
more_than 50 workers that fail (o provide “ade-
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exchanges. Employees cap qualify for a credi if
their personal contribis gign to their premium is
deemed “unaffordable. »% | one of a companys
workers enrolls in a plapy through an exchange and
qualifies for a subsidy, th ¢ company will face a pen-

alty. The penalty will be the lesser of $3,000 per

quate” coverage for their employees. The result is
government murusion into voluntary arrangements |
made between employer and employee.

The cost of the tax penalty will ultimately be
borne by workers (lower wages and fewer jobs), |
shareholders (lower profits), and consumers
(higher prices).*

Summary. Section 1513 of PPACA amends the
Internal Revenue Code of 1986 by adding "Section
4G80H. Shared Responsibility for Employers
Regarding Health Coverage ™ This section imposes
tax penalties on certain firms that fail (0 offer ade-
quate health care coverage to (heir employees.
Beginning in 2014, all companies with 50 or more
full-time employees (or their equivalent)® (hat dof
not offer “qualified” health insurance or pay at least
60 percent of premiums to their workers will [ace
financial penalties if at least one employee receives
subsidized coverage in an exchange. The annual tax
penzlty will be equal to $2,000 for every full-
ime employee (or their equivalent) beyond the firs;
30 workers.

A business that offers health insurance to its
emnployees can also face tax penalties. Companies
that offer insurance may have employees who qual
ify for a tax credit in the health insurance
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employee Teceiving asu bsidy or $2 000 for each of
their total full-time employees, again exempting the
first 30 employees,

The government wil]

7 enlorce the employer man-
date by requiring busin

aal : ) €53es 10 submit addinonal

Inlermation (¢ the Intern ) Revenue Service. When

a business hiles its tax repym each year, it will be

required to include the mames of each fulltime
1 & . .

employee and pertinen information about the

health insurance plans offered.

Impact. The employer mandae will change the
nature of the employcrﬁemployee relationship, as
employers will want detajjeq household informa-
tion, such as family size and income for each family
member, from each of thejy employees The eco-
nomic effects of the employer mandate will likely be
lower profits for many businesses. lower wages [or
millions of workers, ncreased unemployment, and
hugher prices for many goods and services.

|

s

This paper, In its entlrety, can be found al;
hﬂp.u’/reporth(‘rffage,org/wms108 ‘

Produced by the Center for Heslth Pollcy Studles

Publlshed by The Herltage
214 Massachusegs A%ezﬁgg.n 5?'0“
Washington, D 2006024939
1202} B46-440p . herilage.org

E wiitten here Is to be copgyy, ily
the views of The Herltage Foyng %naépgsceas;aarﬂ;;egmg

at|
ald or hinder the passage of any bill before Congress,

“Heritage Foundatio

LEALERSHIP FOR AMEAICA

————— ] —_ i
e P S it



No. 3108

WebMemo

o ————— lanuary 19, 2011

Lower Profits and Lower Wages. According to
economic theary, workers earn compensation equal
to the added value they bring their employers.
Employers compensate workers in I'wo primary
ways: wages and benefits. If employers are required
to increase the amount of compensation that work-
ers receive in the form of health insurance benefits,
then wages will necessarily fall. Productivity gains,
not acts of Congress, are required 1o increase
worker compensation over time.

The Congressional Budger Office (CBO) esti-
mates (hat the employer mandate will cost husi-
nesses $52 billion in tex penalties from 2014 to
2019 In addition (o the tax penalties faced by
businesses that offer “inadequate” coverage to their
employees, businesses thal conform to the mandate
will face compliance costs. Therefore, many busi-
nesses will have less profit with which 1o cornpen-
sate their employees and shareholders, resulting in
lower wages for employees and diminished portfo-
lios for shareholiders.

Increased Unemployment. These increased costs
that PPACA places on businesses will in turn reduce
business growth and hiring, The CBO predicts that
PPACA will reduce the amount of labor being used

in th economy by apr Toximately one-hall of 1 per-
cent.” This equates res about_700,000 additional
Americans being uney— Ployed.

Many individuals S& ning close to the minimum
wage will not be worrh hiring if the employer is
required Lo offer therry hegh insurance coverage.

the minimum wage an therefore have a higher risk
of losing their jobs be ayge of an emp]oybar man-
date. Furthermore, th e g workers are dispropor-
tionately likely 10 be high school dropouts
minority, or female 8 '

Higher Prices for Goods and Services. The
employer mandate ang the corresponding 1ax pen-
alty for noncompliance Taise the costs of doing busi-
ness. Economic theorys  shoys that who actually
pays the tax is determizyeq by the market forces of
supply and demand, pg by where Congress
“places” the tax. Therefore 4 significant part of the
cost increase will be passed on 1o businesses’ cus-
tomers in the form of hi ghe, prices

Invasion of Worker Frivacy. The mandates pen-
alty provisions mean thay one employer can be fined

1. Congress cannot build sound market-based health care reform on the foundation of 2 flavieqg healih care law. Therelore

the health care law must be repesled in its entirely,

The House of Representatives has taken a major step towards full repeal of the Padien Protection and Affordable Care Act

(PPACA—otherwisz known as "Obamacare”)

Until full repeal vecurs, Congress must foniinue to focus on the core {ailyres

and consequences of PPACA and blocl its implementation to allow time (o achieve repeal and lay the groundwork for a

new markel-based divection for health care reform

2. Patient Prolecuon and Alfordable Care Acl of 2010, Public Law 111-148, and Health Care and Education Reconciliation

Act of 2010, Public Law 111~152.

3. A full-time employee is defined as an employee who is em

ployed on average for at least 30 hours of service per week.

According to the language in H.R, 4872 {the reconciliation bill), "in addition o the number of [ll-time employees lor any
moenih otherwise determined, include for such month a number of full-time employees determined by dividing the
aggregate number of hours ol service of employees whe are not full-time employees [of the o) by 120 ’

4. *Unalfordable” coverage is defined as coverage amounting 1o less than 60 percent of the tosts of benelits o1 1he emplovee’s
share of the premiurm exceeding 9.5 percent of his o1 her income. d

3. Dougles W. Elmendor!, Director, Congressiona! Budger Office, letter 1o Nancy Pelosi, Speaker, 11 ¢ House of Representa-
tves, March 20, 2010, p. 22, at htep:/fwww.cbo. govifipdocs/1 1 3xx/doc ) JJ?B'Mmendi‘?econi’mp.pdf (January 11, 201 1),

6. Congressional Budger Office Directors Blog, “Economic Effects of the March Health Legislatyon 4 htip:/icboblog.cho.gov/

Pp=19478 (January 11, 2011).

7. There are about 140 million individuals employed in the civilian labor force. A hall-perceny 1o5¢ of 140 million jobs is
equal to 700,000 jobs. Bureau of Labor Statistes, “Table /- |- Employment Stawus of the Cyyi)ian Population by gex sl
Age,” at hup:/fwwwbls.govinews.release/empsit 101 him Uanuary 11, 2011).

8. Katherine Baicker and Helen Levy, “Employer Health Insurance Mandates and the Rigk oﬂ}ngmp;o)ﬁmm " National Bureau
of Economic Research Worhing Paper No. 13 528, October 2007, a hc(p://wwwnbm:urg/papgm/ngjzg Ua‘mliﬂ‘y 11,2011)
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if 2 worker qualifies for a subsidy on the newly cre-
ated health insurance exchanges due to changes in
personal circumstances of 4 sensitive nature, such as
a divorce or a spousek lost coverage. For example. if
company A lays off the spouse of an employee of
company B, company B might he subject © a
33,000 penalty if the employee’s houschold income
drops 1o the point where the family’s contribution 10
health insurance is “unaffordable ” The company
will therefore have an incentive 1o request informa-
tion regarding all sources of household income, as
that information will be pertinent to the decision 1o
offer health insurance. The result will be a loss of
worker privacy.

A New Direction. Under the new health care
law, the government will now dictate more of the
terms of a worker’s compensation package. Many
workers, shareholders, and consumers will he hurt
by this provision. Furthermore, it should be up to
the worker and his or her employer—not the goy-
ernment—Lo determine the size and structure of the
worker’s compensation package.
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penali:::mg employers, Congress
options, including allowme
them 1o offer a define g contribution optfcgn [?Sﬂg%
employees. Today, ™ Ployerbased coverage is an
a”~01’-ﬂ0lhiflg PTOPOS 1 rion: Either an employer
offers health insurance Package or i offers nothing

Under 4 defined cosnyribygion model, employ-
ers would be able to provide a direct financial
contribution 1o their @rnployees for the purchase
of health insurance. T- his option would promote
personal cwnership ar g portability for workers,
as their insurance plan « would not be directly tied
to their place of empl@ymam, so they could keep
their plans as they tra nygition to other jobs. Fur-
thermore, 2 defined < oniribution mode] would
allow employers to by dget and plan with greater
certainty.

—Brian Blase is g Policy Analyst in the Center for
Health Policy Studies at The Heritage Foundation aid g
Doctoral Candidate in Econpmics at George Mason
University,
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