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EXECUTIVE SUMMARY

This report estimates the effects on employment of adopting a “play-or-pay” employer contribution
policy for health care. Its main finding is the following: concerns about significant job losses resulting
from such a policy are unfounded. Most likely there will be significant job gains. At the very worst, job
losses would represent a few hundredths of one percent of employed workers.

A play-or-pay employer contribution policy would require employers who don’t provide their workers
comprehensive health insurance to pay a new payroll tax to help fund public provision of health
insurance for those workers. Many of the health care reform proposals currently under discussion in
Congress incorporate such a contribution — as did the campaign proposal put forward by President
Barack Obama.’

In response to such proposals, both today and in past rounds of debate over health care reform, some
scholars and policymakers have raised the concern that a play-or-pay employer contribution might lead
employers to lay off workers. Especially given the extent of job losses throughout the U.S. economy in
the current recession, this concern warrants serious attention. Would an employer contribution policy
for health care lead to job losses? Approximately how many? This report seeks to answer those
questions.

The analysis conducted for this report finds that the net effect on employment from a hybrid-system
health care reform following the general outline proposed by President Obama is likely to be both
positive and large. It would create many more jobs than it would eliminate. It would be difficult,
however, to construct an analytical model incorporating the multiple and dynamic effects on
employment to be expected from such a comprehensive reform of the health care system or to find
relevant sources of micro-level data to conduct such an analysis. Given those difficulties, and given the
concern motivating this analysis (might a play-or-pay contribution policy lead to job losses?), it seems
prudent to assume the very worst — to put aside all those good, but difficult to quantify, reasons to
expect job gains — and to focus on generating a worst-case scenario plausible estimate of job losses.
How bad could the job losses be, at their very worst? Thus in this report the major reasons to expect
significant job gains will be discussed in a separate section, near the end. The primary analysis
conducted and presented here assumes that all the expected positive effects on employment discussed
in section VIl simply do not happen.

Policymakers and the public can compare the worst-case scenario number with more reasonable
projections, and then weigh their assessment of the play-or-pay policy’s likely effect on employment
against all the other expected effects of the broad health care reform proposal under consideration. This
report above all seeks to answer the question: is the expected effect on employment of a play-or-pay
employer contribution an important argument against a health care reform proposal that includes such
a requirement?

The primary analysis builds upon a methodology developed by other researchers for predicting an
employer contribution policy’s effect on employment, drawing on the extensive economics literature on



the minimum wage. Like those previous studies, this analysis utilizes micro-data on health insurance
status and labor-force participation (including hours worked and wages received) from the Census
Bureau’s Current Population Survey (CPS). The results from such predictions of the effect on
employment from an employer contribution depend on several critical assumptions or parameters —
most centrally, 1) the cost for employers of compliance with the policy, and 2) the elasticity of
employment to increases in the minimum wage (that is, when you mandate a wage increase of x
percent, what percent of jobs will be lost or gained as a result?). Given the importance of these and
other assumptions in predicting the effect on employment, and given that there are grounds for
reasonable disagreement on several of the key assumptions, it will be instructive to present findings
from the full range of plausible assumptions. Rather than asserting one set of assumptions as correct,
this brief will report the results from varying those assumptions across the range of reasonable
specifications.

This report differs from prior attempts to estimate the effect on employment from a health care
employer contribution requirement in that it models a “play-or-pay” policy along the lines currently
under discussion in Washington, with a modest payroll-tax rate facing all those employers who choose
to “pay” rather than “play.” Prior studies instead modeled a requirement that all employers provide
private health insurance to their employees. With average costs of compliance of 40% of payroll or more
for employers facing such a requirement, it is not surprising that those prior studies found much larger
effects on employment than would be expected from a play-or-pay policy with a cost of compliance of
just 4-8% of payroll (the range of payroll-tax levels under discussion today).

Recent legislation raised the federal minimum wage over three years from $5.15 to $7.25. Research on
the likely effects on employment of this increase would obviously be very different from research that
assumed a minimum wage increase from $5.15 to somewhere between $15.65 and $26.15. Yet this is
essentially the difference between this paper — which assesses possible employment losses from the
play-or-pay “pay” levels currently under consideration — and previous research that assessed possible
employment losses from hypothetical contribution levels five to ten times as expensive to affected
employers.

In the worst case scenario for job losses from a play-or-pay employer contribution policy, the total
predicted losses would be 166,095 jobs, or 0.1% of employed workers. For such a large disemployment
effect to occur, however, a series of very strong assumptions regarding the policy’s design and its effects
would have to all prove true simultaneously:

1) that no firms currently “playing” (currently providing insurance to their employees) decide,
after the adoption of a play-or-pay policy, to stop providing insurance and save money by
instead paying the payroll tax;

2) that none of the other four major expected positive effects of health reform on employment
(see list below) come to pass;

3) that the elasticity of employment to a contribution wage increase is -0.3 (the far end of the
range of plausible assumptions in the recent minimum wage literature);



4) that lawmakers adopt an 8% payroll tax rate for the employers who “pay” (the high end of
the range of plausible assumptions for the payroll tax rate, in the current policy debate);

5) that lawmakers provide no exemptions or sliding scales for “paying” small employers; and

6) that none of the cost increase for employers is passed along to consumers in higher prices
or taken out of firm profits (instead, 100% of the cost increase gets passed along directly to
workers’ wages).

It is extremely improbable that all these propositions will prove true. Each in turn represents the worst-
case (for the estimated effect on employment) end of a spectrum of defensible assumptions. One-tenth
of one percent of workers thus provides an upper bound on the possible extent of job losses, with more
reasonable assumptions on one or more of these six propositions leading to much smaller predicted job
losses or to net job gains.

If one makes the same assumption regarding elasticity used by economists Katherine Baicker and Helen
Levy in a 2007 study predicting significant job losses from an employer contribution and assumes a 6%
payroll tax for “paying” employers, the analysis presented here predicts just 48,813 jobs lost, or 0.03%
of employed workers. None of the other assumptions in the above list have been altered in generating
this estimate. A middle-of-the-road assumption of the minimum cost of compliance, given the current
debate, has been used: 6%. And instead of the extreme assumption of a -0.3 elasticity, a more
reasonable assumption of -0.1 (Baicker and Levy’s assumption) has been used. There is considerable
uncertainty in the minimum wage literature, however, about whether the actual effect on employment
is slightly negative (such as -0.1), slightly positive, or zero. And there are good reasons to expect job
gains from health care reform, as discussed in Section VII. Thus 48,813 provides a more reasonable
estimate of the maximum possible job losses from a play-or-pay employer contribution, disregarding all
health care reform’s expected positive effects on employment and assuming a negative elasticity of
employment to wage increases for low-wage workers.

This estimate of the maximum possible job losses from a play-or-pay policy, using Baicker and Levy’s
elasticity assumption but a 6% payroll tax for “paying” employers (instead of a requirement that all
employers pay a percentage of their workers’ insurance premiums, which Baicker and Levy modeled) —
48,813 —is a smaller number than the average revision the Bureau of Labor Statistics makes to its
estimates of employment, two months after issuing each estimate.’

At the other end of the spectrum of reasonable elasticity and cost-of-compliance assumptions, still
excluding from consideration all the other expected positive effects on employment discussed in section
VIl, an estimated 55,365 jobs would be created by the employer contribution.

Moreover, it is likely that the positive effects on employment from health care reform will surpass by
several orders of magnitude any modest job losses caused by a play-or-pay policy considered in
isolation, providing a substantial boost for the U.S. economy and U.S. workers. While there are good
reasons to expect these positive effects — reasons that will be presented in section VII — it would be
difficult to construct a convincing model to predict their number in a manner similar to the microdata-
driven primary analysis presented here. Thus these reasons to expect significant job gains are discussed
in a separate section. There are five principal reasons to expect large employment gains:



1) the creation of new jobs in the health care sector;
2) increased worker productivity due to improved health;
3) efficiency gains in labor markets;

4) savings for employers now providing expensive coverage who choose to “pay” instead of
“play;” and potentially largest of all,

5) system-wide savings from a reduced rate of health care cost growth.

In summary, when compared in scale to the primary goals and expected effects of President Obama’s
health care reform proposal — making comprehensive health care coverage accessible and affordable for
all, and reining in the growth of health care costs — the magnitude of even the worst-case-scenario
effect on employment from a play-or-pay policy simply is not large enough to constitute a serious
argument against the proposed health care reform.



ACKNOWLEDGMENTS

Many peers and professors at the Goldman School of Public Policy — and in particular Jessica Shipley,
Margaret Taylor, Lee Friedman, Steven Raphael and Jeremy Conley — provided valuable encouragement,
insight, and technical know-how during the development of this report. Jacob Hacker, Diane Archer and
Elise Gould were exceedingly generous with both their time and wisdom, despite the scarcity of the
former and depth of (and as a result, constant demands upon) the latter. Josh Bivens, Elise Gould,
Jessica Shipley, Diane Archer and Jacob Hacker provided very helpful comments and suggestions on
earlier drafts of the report. Katherine Baicker and Helen Levy were kind enough to share the data used
for their 2007 National Bureau of Economic Research study; while their data was not utilized in the
analysis presented here, working with it proved extremely helpful in developing the methodology
employed here. As ever, the most well-deserved thanks go to Julia Olmstead, without whose intelligence
and tolerance the whole project would be impossible. Despite the great improvements made to this
report thanks to all these people’s contributions, none of them bears any responsibility for its contents.



BACKGROUND

Since play-or-pay employer contributions for health care were first proposed in the early 1990s, a
number of different scholars and policy-makers have raised the concern that they could lead to
significant job losses. The current round of debate over health care reform has been no exception, with
some opponents of President Obama’s reform proposal branding the employer contribution a “job-
killing tax on work.”? Is it? This policy brief seeks to answer that simple question.

Before presenting an analysis of the likely effect of an employer contribution on employment, it is worth
briefly summarizing what play-or-pay policies are, why they are thought to potentially cause job losses,
and what estimates other researchers have made of their effect on employment.

A play-or-pay policy would require all employers who don’t provide their workers comprehensive health
insurance (don’t “play”) to pay a new payroll tax to help fund public provision of health insurance for
those workers. Such an approach seeks to establish a reasonably equitable playing field among
employers (eliminating the possibility for some employers of maintaining a competitive advantage by
not paying for their workers to have health insurance while their competitors do so), and to ensure
everyone’s access to health insurance without dismantling the employment-based private insurance
system or interfering with “employers’ ability to tailor arrangements to their workers and to offer more
than minimum packages.”*

While numerous formulas to determine the amount “paying” employers should be made to pay have
been proposed, including varying the amount paid with firm size or requiring employers to pay a
percentage of the workers’ health insurance premiums, in the current round of debate over health care
reform nearly all proponents of an employer contribution have called for a flat payroll tax formula for
“paying” employers. For each worker, employers not providing high-quality Employer-Sponsored
Insurance (ESI) would pay a percentage of their hourly payroll to the government. Proposed rates vary
from 4%-8% of payroll.

President Obama’s campaign proposal,® and the outline of a health care reform package presented by
Senator Max Baucus immediately after the 2008 election,® draw heavily from a series of proposals for
“hybrid system” health care reform made in recent years, especially UC-Berkeley professor Jacob
Hacker’s “Health Care for America” proposal’ and the Commonwealth Fund’s “Building Blocks for Health
Reform.”® The reformed health care system they propose would be “hybrid” in the sense that private,
employment-based insurance would be maintained and a new national insurance “Exchange” would be
established alongside it. A Medicare-like public insurance program® would be made available in the
Exchange, as would several private insurance options. Anyone not receiving ESI would be eligible to
enter the Exchange, and then to choose either the public or a private insurance option.

This approach would neither dismantle the private health insurance system to replace it with a federal,
public one (“single payer”) nor move away from public programs and subsidies toward market-based
individual solutions like Health Savings Accounts. While each of those approaches continues to have
many advocates in Congress, the general outline provided by President Obama and Senator Baucus (and
former Senator John Edwards and Secretary of State Hillary Clinton, when they were presidential



candidates) proposing a hybrid-system reform with a new Medicare-like public program and an
insurance Exchange has become the focus of most of the political debate and negotiation. While most of
the policy-design details — many of them with vast economic, social, and political implications — remain
to be negotiated, the broad outline for reform common to all these political leaders’ proposals is
reasonably clear. That broad outline includes a play-or-pay employer contribution policy.

Why would an employer contribution lead to layoffs, according to those concerned about this potential
effect? The prediction of job losses has less to do with the contribution itself than it does with the
presence of minimum wage laws, as Lawrence Summers first pointed out in a seminal article on
mandated benefits published two decades ago.°

If one looks at compensation from the employer’s perspective, and recognizes that the cost of
employing a worker includes not just that worker’s wage or salary but also all legally-required taxes and
benefits and whatever other benefits the employer chooses to provide, it seems reasonable to expect
that employers will seek to “pass through” any new cost of employing people (such as a health care
payroll tax) to their workers in the form of reduced wages.

For any worker whose current wages exceed the prevailing minimum wage by an amount greater than
the cost to the employer of compliance with the play-or-pay policy, there is no potential disemployment
(i.e., job loss) problem: the employer could reduce the worker’s wages by the full cost of compliance, if
not immediately then over a few months or years. If, however, the worker’s current wage is low enough
that the employer would be paying below the prevailing minimum wage if the employer dropped the
wage by the full cost of compliance, then that worker is potentially at risk of losing his or her job; the
employer contribution has operated, in effect, like a mandated wage increase for that worker. Some
fraction of employers facing this wage increase for their low-wage workers may lay off low-wage
workers rather than shoulder the higher costs of employing them brought by the law.

Only a small number of studies to date have sought to predict the number of jobs that would be lost or
gained as a result of adoption of an employer contribution requirement for health care.™ They have
predicted a significant disemployment effect, ranging from 224,284 (Baicker and Levy) to 750,178
(Burkhauser and Simon) jobs lost. Given that the data used in these analyses preceded the 2007
minimum wage increases, it can be expected that a similar analysis conducted today would generate a
larger estimate of the number of jobs lost. Each of these studies modeled policies that would impose
average costs of compliance of 40% or more of payroll on employers, as opposed to the modest (4-8% of
payroll) levels for “paying” employers currently under discussion.

People’s views of the employer contribution, and their sense of whether large job losses are likely to
result from it, are an anything-but-trivial component of the broader debate over health care reform
taking place today. According to an April 2009 Kaiser Family Foundation poll, when asked whether they
“favor or oppose requiring employers to offer health insurance to their workers or pay money into a
government fund that will pay to cover those without insurance” — whether they favor a play-or-pay
policy — more than seven in ten respondents say they are in favor. But if the poll-taker then asks “What
if you heard that paying for this may cause some employers to lay off some workers?,” 65% of those
who’d said they were in favor after the initial question switch to opposing the play-or-pay policy.*



LITERATURE REVIEW

In their 2007 National Bureau of Economic Research paper “Employment Health Insurance Mandates
and the Risk of Unemployment,” Katherine Baicker and Helen Levy argue that “regardless of one’s
beliefs about the employment effect of minimum wage increases ... the employment effect of an
employer health insurance mandate that increases employer costs ought to be the same as the effect of

a change in the minimum wage.” "

This statement provides the basic point of departure for the analysis
presented here. It is worthwhile to briefly review the economics literature on the two topics outlined in
that statement: 1) treatment of an employer contribution policy as equivalent to a minimum wage

increase, and 2) the more contentious question of minimum wage increases’ effect on employment.

TREATING EMPLOYER CONTRIBUTIONS FOR HEALTH CARE AS WAGE INCREASES

Concerns that employer contribution policies could lead to job losses have less to do with the expected
effects of the contributions themselves than with the combination of those expected effects with the
presence of minimum wage laws.** If an employer cannot adjust a worker’s wages downward to reflect
the full cost of compliance with the contribution policy and still be paying the worker the prevailing
minimum wage or more, then the contribution has operated like a mandated wage increase for the
worker. For employers, of course, hiring decisions are based not on the worker’s salary or wage but “on
the total cost of employment, including both wages and benefits such as health insurance, maternity
leave, disability insurance, and retirement benefits.”**

Empirical studies have demonstrated that under many circumstances, employers indeed reduce
workers’ wages to reflect the new costs of providing a required benefit to their employees.'® However,
whether the “pass-through” of new costs to wages is 100% or somewhat less than that, whether it
happens very quickly or over a matter of months or years, and in what ways the extent of pass-through
varies by industry, firm profits, or other characteristics all remain less clear.

If a new cost of employing people led to neither layoffs nor wage decreases for low-wage workers in a
particular firm, what could be the explanation for that departure from the standard pass-through
assumption? There are four possible answers to that question (and answers that are not mutually
exclusive, but could each account for a small part of a firm’s failure to reduce wages or employment to
reflect the full cost of compliance with the policy) that seem especially worthy of consideration. These
four alternative “absorption mechanisms” for the new employment costs are 1) prices, 2) profits, 3)
productivity'’, and 4) reduced wage disparities.'® That is, the firm could raise the prices consumers pay
for their goods or services, reduce their profits, increase productivity (or otherwise reduce
inefficiencies), or reduce wages (or benefits) for employees making well in excess of the minimum wage.
It may be useful to consider each of these possibilities in terms of who bears the new costs (in contrast
to workers bearing 100% of them in the form of reduced wages or layoffs): 1) consumers; 2)
shareholders; 3) no one; and 4) workers, but not low-wage workers. While these mechanisms may in
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reality absorb some of the new costs from compliance with an employer contribution policy, there are
considerable obstacles to empirically determining the extent to which they do so (and under what
specific circumstances). As a result, the default assumption in this report is that 100% of the costs of
compliance get passed through to wages (or layoffs); this assumption will be relaxed in the sensitivity
analysis section.

The one alternative absorption mechanism for which some compelling empirical evidence is available is
prices. Much of this evidence is drawn from the food-service industry. A Chicago Federal Reserve study
found that restaurant prices rise in response to minimum wage increases, and that the price increases
are larger for firms that are more likely to employ minimum-wage workers.'® An Institute for Labor
Research and Employment study of a citywide living wage law found a small but significant price
increase among fast-food restaurants.”® As Anna Sinaiko explains, in direct reference to play-or-pay
policies:

If a set of firms in the same industry and local market are required to begin providing health
insurance ... and if the demand for their products and services is relatively inelastic, then these
firms could raise prices to offset the cost of health coverage. Approximately 90 percent of
California firms that do not offer benefits report that their competitors also do not provide
benefits.”*

That many or most local firms in the same industry face the same cost increase at the same time is
critical, clearly, for this pass-through to prices to occur. A federal play-or-pay policy would achieve that
simultaneous and equal effect, for those industries (like restaurants) with low rates of ESI. Though the
demand for any one restaurant’s goods and services may be highly elastic, if an increase in the costs of
employment is faced by all their competitors at the same time, then what will matter is the elasticity of
demand for restaurants, not for any one particular restaurant. (The minority of restaurants providing ESI
prior to the contribution would stand to gain from this change, of course.)

When the city of San Francisco approved the first city-level employer contribution policy for health care
in the country in 2007, restaurant owners were among its most vocal opponents. While “Healthy San
Francisco” is too new a program for any clear conclusions to be drawn from it, restaurant owners in the
city have provided an unusually explicit illustration of pass-through to prices. They have added a new
line just before the “Total” on their receipts, showing customers the added cost of Healthy San Francisco
payments as a separate line item.

Though there is good reason to expect that the average extent of pass-through of wages is less than
100%, and that in certain industries it may be considerably less, the standard microeconomics
assumption of 100% pass-through will be used in this report, with the exception of a brief consideration
of other possibilities in the sensitivity analysis section.
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THE EFFECT OF MINIMUM WAGE INCREASES ON EMPLOYMENT

David Card and Alan Krueger argued in their 1995 book Myth and Measurement that “economists’ views
22

of the minimum wage are based largely on abstract theoretical reasoning.”* Few economists at the
time were interested, according to Card and Krueger, in empirically testing their theoretical assumptions
regarding wage floors and low-wage labor markets. Little empirical work on the minimum wage’'s effects

had been conducted in recent years. Now, fourteen years after Myth and Measurement, if some

economists’ views continue to be based on abstract theoretical reasoning that is decidedly not because
of a lack of empirical studies. In the years since Myth and Measurement’s publication, few arenas of

economic inquiry have benefited from more scrutiny and debate regarding methodology, data and
theory than the effects of the minimum wage.

Despite the volume and quality of empirical work on the minimum wage, no consensus has emerged on
the basic question most of the studies seek to answer: what'’s the elasticity of employment to increases
in the minimum wage? A vigorous debate continues, with careful empirical inquiries substantiating a
range of elasticity estimates. “There is a wide range of existing estimates,” note David Neumark and
William Wascher, two researchers who have consistently estimated relatively large job losses.
“Accordingly, [there is] a lack of consensus about the overall effects on low-wage employment of an
increase in the minimum wage.”**

Most of the elasticity estimates derived from careful empirical studies range from -0.3 to +0.1.%* There
appears to be an important difference between the findings of studies based on panel data versus
studies based on analysis of particular regions or industries, with the former finding significant negative
elasticities and the latter finding zero effect, small positive elasticities or small negative elasticities.?

While it makes an important difference for the kind of estimation conducted for this paper which
elasticity assumption is used within a -0.3-to-+0.1 range, it is worth noting that despite the heat of
debate over this estimate, “whether negative, zero, or positive, the effect on employment [estimated by
empirical studies] is typically very small.”2®

A -0.1 elasticity has been assumed in the main analysis presented in this report (with variations to that
assumption presented in the sensitivity analysis section) because it is the elasticity assumption used by
Baicker and Levy in their estimate of the effect on employment of an employer contribution for health
care, from which this report has borrowed several key methodological premises. Strong arguments can
be made, however — drawing largely on up-close analyses of data from particular regions or industries,
as opposed to panel data — that the best elasticity assumption to use differs trivially from zero, or that it
is in fact positive.

It is important to consider the possibility that the net effect on employment of a mandated wage
increase — or a play-or-pay contribution for health care — may be positive. How could this be the case?

Economists wrestling with this question have offered a clear answer in recent years. In brief: workers in
some labor markets, especially low-wage labor markets, may get paid less than their marginal revenue
product (what “they’re worth” to their employers, the revenue they generate). Standard microeconomic
reasoning assumes that workers are paid roughly what “they’re worth” — that a worker’s wages are
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equal to her marginal revenue product. Many low-wage workers, according to this qualification to the
standard assumptions, may be getting paid wages below their marginal revenue product, because of the
monopsony power of employers in that labor market. (“Monopsony” is when one buyer — of labor, in
this case — faces many sellers; “oligopsony” is when a small group of large buyers faces many individual
sellers. Conceptually they are the same as “monopoly” and “oligopoly,” just on the buyer rather than
seller side.) In such markets, firms do not — as standard microeconomic theory would assume — face
market-determined prices (wages) for labor, but instead exercise a degree of discretion and choice in
wage-setting (price-making).?” Such price-making power is likely stronger in some industries and
localities than others, according to the particular characteristics of labor markets in those industries and
places; but there are also indications that it may be present in labor markets for low-wage workers
generally, despite and across the differences in local-market and industry characteristics.?®

Price-making power can come from a firm’s size and market share, of course, but — crucially — for labor
markets it can also come from the “search frictions” faced by potential workers seeking jobs.”® That is: if
workers lack perfect information regarding all the jobs that are available and the wages and benefits
associated with those jobs — a fairly safe assumption, judging by common sense — hirers of workers may
exercise a degree of oligopsony or monopsony power. The greater the imperfection in the circulation of
information about jobs, the greater the potential price-making (wage-setting) power of employers.

Concerns about the distortions in this price-making scenario, it should be stressed, do not have anything
to do with fairness or equity for low-wage workers. Wages set below workers’ marginal revenue product
generate efficiency losses. They impede growth. In monopsonistic or oligopsonistic labor markets, some
upward correction of wages would be an efficiency gain. This is the basic rationale explaining positive
estimates of the elasticity of employment to increases in the minimum wage: higher minimum wages
could force employers who wield market power in labor markets to set wages closer to the marginal
revenue product of their employees, whereas — because of their market power, derived in part from the
imperfect information available to job-seekers — they are not otherwise driven to do so by competition.
It would not make much sense to expect this effect in all labor markets, but in those where information
does not flow freely or a small number of firms provide many of the jobs it seems a probable outcome.
Low-wage workers may be especially likely to find themselves in labor markets characterized by these
imperfections.®

The -0.1 elasticity used in this report, then, has been selected not only because Baicker and Levy used it
in their study but also because it is relatively conservative. Most of the researchers finding significant
negative elasticities either disregard or dispute the theoretical arguments just presented regarding
monopsony and oligopsony power in labor markets, arguing instead for maintaining classical
assumptions regarding the equilibrium equivalence between wage and worth.

A final comment, before moving on from this literature review: it is crucial, when considering elasticities
of employment to minimum wage increases, to remember that these are estimates of net effects on
employment. Any significant increase in wages (or mandated benefits) is likely to cause job losses in
some sectors and firms alongside job gains in other sectors and firms. Elasticity estimates do not look at
where the gains and losses come, but at the net effect.
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METHODOLOGY IN BRIEF

The methodology used in this paper is based in part on the approach used by economists Katherine
Baicker and Helen Levy in a 2007 National Bureau of Economic Research (NBER) study.** By drawing on
the extensive economics literature on the effects on employment of minimum wage increases, Baicker
and Levy developed a compelling and straightforward method for estimating the effects on employment
of an employer contribution policy for health care benefits. As the authors themselves noted, other
scholars wishing to vary some of the key assumptions they made can easily do so while making use of a
similar methodology and data-set.*

In summary terms, this methodology treats the added per-worker per-hour costs those employers not
currently providing health insurance would face under a new health benefits contribution policy as
reductions in the workers’ hourly wages. If the hourly wages of any non-elderly worker currently lacking
employer-provided health insurance can be reduced to reflect the full per-hour cost to the employer of
compliance with the policy, then it is assumed here that such a downward adjustment of hourly wages
will be made. If, however, such downward adjustment “runs into” the prevailing minimum wage in that
worker’s state — in other words, if compliance with both the prevailing minimum wage law and the new
health benefits contribution policy would require the employer to raise the worker’s total hourly
compensation — then the worker is considered potentially “at risk” of losing her job.

By multiplying the percentage wage increase effectively mandated for each worker in this “at risk”
category by an elasticity estimate taken from the minimum-wage literature, one can predict the static
effect on employment from adoption of the policy.

Among several critical assumptions shaping the results of such a prediction, the two most important are
1) the cost to employers of compliance with the policy, and 2) the elasticity of employment to mandated
wage increases. These and other key assumptions will be varied in the sensitivity analysis section of this
report. The most important difference between this report and prior efforts to predict the effect on
employment of a play-or-play policy for health care using a similar method is the expected cost of
compliance with the contribution for employers:

TABLE I: WIDE VARIATION IN COST OF COMPLIANCE

Study Cost of compliance assumed, as a percentage of
low-wage workers’ payroll

Baicker and Levy 2007 40.6%
Burkhauser and Simon 2007 42%>
Yelowitz 2006°° 42%
This report (using recent federal health care 6%

reform proposals that include an employer
contribution)®

Prior studies have used cost estimates from state-level health care reform proposals and early-1990s
federal health care reform proposals — calculated as a percentage of health care premium costs or as a
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fixed hourly fee per worker — instead of from the kinds of health care reform proposals currently under
discussion in Washington.® Current proposals that incorporate a play-or-pay contribution would require
“paying” firms to pay a modest, fixed percentage of payroll to help fund public provision of coverage.*
Per-worker per-hour costs of compliance with such a policy are a small fraction of the expected costs of
compliance with a percentage-of-premium requirement.

Since the prior studies used data from before the 2007 minimum wage increases, all else equal the
analysis presented here should be expected to produce larger disemployment estimates than the prior
studies.

Appendix A contains a complete discussion of the methodology and data used in this analysis.
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FINDINGS: ESTIMATED EFFECT OF A PLAY-OR-PAY POLICY FOR
HEALTH CARE ON EMPLOYMENT

This section of the report contains two sections:

1) Static estimate of the effect on employment of a play-or-pay policy adopted in isolation from
other components of a broad health care reform proposal, using Baicker and Levy’s elasticity
assumption (-0.1), a plausible cost-of-compliance estimate within the current health care reform
debate, and worst-case scenario (for disemployment) assumptions on all other scores;

3) Sensitivity analyses for the static estimate. How much does the estimate change if different
key assumptions are changed?

It appears highly unlikely that a health care reform package including an employer contribution will lead
to significant job losses. On the contrary, such policy reform is likely to cause a significant boost to
employment.

STATIC PREDICTION OF EMPLOYER CONTRIBUTION’S EFFECT ON EMPLOYMENT

Below are the results from a static prediction of a play-or-pay policy’s effect on employment, using a
payroll tax of 6% and Baicker and Levy’s assumption of a -0.1 elasticity, and worst-case scenario
assumptions on all other scores.

TABLE II: FINDINGS USING A -0.1 ELASTICITY ASSUMPTION

ESTIMATE
Potentially “at risk” workers (all those uninsured, 3.1 million
with current wages lower than the prevailing
minimum wage plus the cost of a 6% payroll tax)
Total employment (BLS, March 2008)* 146 million
Percent of workers potentially “at risk” 2.1%
Workers likely to become unemployed, with 48,813

Baicker and Levy’s elasticity assumption (—0.1)
(95% Confidence Interval: 41,491-56,135)

Percent of workers likely to become unemployed, 0.03%
using -0.1 elasticity assumption

These findings ignore all the other expected positive effects from health care reform, including the
creation of new health care sector jobs that would come even from an employer contribution adopted
in isolation.
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The “at risk” category includes all workers whose wages could not be dropped by 100% of the cost of
compliance without “running into” the prevailing minimum wage. That is, the employer would have to
increase total compensation for the worker in order to comply with both the play-or-pay policy and
minimum wage law.

If the elasticity and payroll-tax assumptions are varied to their best-case-scenario and worst-case-
scenario levels within the range of assumptions for which reasonable arguments can be made
(elasticities varying from -0.3 to +0.1 and payroll tax rates varying from 4%-8%), lower and upper bounds
can be placed on this estimate:

TABLE III: VARYING ELASTICITY AND PAYROLL TAX ASSUMPTIONS

Variation in elasticity and Estimated effect on Estimated effect, as a
payroll tax assumptions employment percentage of workers
Worst-case assumptions -166,095 -0.10%

Best-case assumptions +55,365 +0.04%

Again, this range of estimates — from 166,095 jobs lost to 55,365 jobs gained — is not the range of
reasonable predictions of the effect on employment from adoption of a play-or-pay contribution. It is
instead the range of reasonable predictions when one a) disregards altogether several good (but difficult
to quantify) reasons to expect job gains from health care reform, b) assumes that 100% of the added
costs for employers always get passed through to low-wage employees’ wages, and c) assumes that
there are no exemptions or sliding scales for small employers. They are extremely cautious estimates, in
other words, seeking to answer the question of how bad the job losses could possibly be. The overall
effect on employment from adoption of a hybrid-system health care reform package that includes a
play-or-pay policy is likely to be both positive and large.

The 48,813 lost jobs estimate, using Baicker and Levy’s -0.1 elasticity assumption, a 6% payroll tax, and
worst-case assumptions on all other scores, represents less than one quarter of the prediction reported
by Baicker and Levy.*" Why such a large drop in the estimate, especially given the substantial minimum
wage increases in 2007 (which would lead one to expect larger disemployment effects from a more
recent analysis)? As noted earlier, Baicker and Levy — like other scholars seeking to estimate the effect
on employment from an employer contribution policy — used an estimate of the per-worker per-hour
cost of compliance with the contribution far in excess of the range of payroll tax levels currently under
discussion in Washington. While they assumed employers would have to pay 80% of workers’ health
insurance premiums, or 40.6% of payroll on average,* this report’s findings assume that “paying”
employers face a 6% payroll tax.

In their paper, Baicker and Levy presented a very helpful chart showing what percentage of uninsured
workers have hourly wages within 50 cents of their state’s minimum wage, within one dollar, etc.* If
the per-worker per-hour cost of compliance with the contribution policy proved to be, e.g., $2.50, one
could easily read off the chart what percentage of uninsured workers would be in the “at risk” of job loss
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category (equivalent to the first line of findings in Table Il above). Below is a similar chart, using the
March 2008 CPS data instead of the 2000-2006 merged data analyzed by Baicker and Levy.

FIGURE 1: How close to the minimum wage
are uninsured workers?
(DOLLARS)
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The cumulative percentages presented here are quite similar to those Baicker and Levy found, despite
the differences in year and sample size.* With their percentage-of-premium formula for calculating the
cost of compliance with the contribution, Baicker and Levy estimated that the new costs faced by
employers could exceed $2 per worker per hour.

It is instructive to look at a very similar chart examining the gap between uninsured workers’ wages and
the prevailing minimum wage (see Figure 2 below). In this case the degrees of difference from the
minimum wage found along the horizontal axis represent not dollars but percentages, and they have
been chosen to illustrate the range of proposals for employer contribution levels most frequently
discussed in recent years. Since these proposals stipulate the costs of “paying” as neither a fixed amount
per worker per hour nor a percentage of health insurance premiums, but instead as a payroll tax, the
horizontal axis shows the gap between a worker’s wage and the minimum wage as a percentage of the
worker’s wage. If the gap exceeds 8% of a worker’s wage, the worker has little risk of disemployment
from the contribution; the employer will be able to adjust the worker’s wage downwards without
trouble. In all, far fewer workers fall in the potentially “at risk” zone here than in Baicker and Levy’s
analysis.
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FIGURE 2: How close to the minimum wage are
uninsured workers?
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One notable finding illustrated by this chart is that variation of the payroll tax rate (within the range of
politically credible proposals under discussion) appears unlikely to generate substantial changes in the
number of people in the “at risk” group for job loss. In going from 4% of wages up to 8%, there are only
a little more than three percentage points of increase in the percentage of uninsured workers whose
current wages plus their employers’ new health care costs add up to more than the prevailing minimum
wage.

Because of the relatively small sample size of uninsured, low-wage workers with Outgoing Rotation
Group data (including their labor force status, hours, and earnings) available in the March CPS, it is not
possible to draw conclusions about the impacts of an employer contribution policy on workers in
particular sectors, job-types, or states.

Negative effects are likely to be most concentrated among firms not currently providing ESI in industries
where most of their competitors do so. To the extent that all or most competitors in a market face the
new costs imposed by the contribution policy at the same time — likely to be the case in some of the
sectors where opposition to the play-or-pay policy will be strongest, such as restaurants and small-scale
retail — the new costs would generate no relative competitive disadvantage. Firms not providing ESI
whose competitors already do so, on the other hand, may have been deriving competitive advantage
from their lower personnel costs and may suffer most from the new contribution. Moreover, “firms with
low rates of current health spending are more likely to be in industries such as retail, construction and
other services that do not face competition from out of state or internationally.”*

However, these are all static predictions of the effects of an employer contribution policy implausibly
assumed to have been adopted in isolation from other major health care policy reforms.
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SENSITIVITY ANALYSIS FOR STATIC PREDICTION

Several key assumptions, for each of which there is a range of reasonable specifications, shape the
results from a static analysis of an employer contribution policy’s effect on employment. Most crucially:
1) what elasticity of employment in response to mandated wage increases is drawn from the
contentious, ample minimum-wage literature?; and 2) what are the per-worker per-hour costs of
compliance with the play-or-pay policy? As will be seen in this section, a fairly wide range of
employment effect estimates can be reached if one varies key assumptions within the range of plausible
specifications. The range of results includes positive as well as negative expected effects.

Though the range of predictions drawn from reasonable assumptions is fairly wide, the most
noteworthy result of the sensitivity analysis is that even under worst-case-scenario assumptions, the
predicted job losses are modest.

In addition to varying elasticity and the payroll tax rate, in this section results from the basic
methodology used in this report will be presented varying the following three other important
assumptions: 1) the percentage of a required compensation increase that gets passed through to
workers’ wages; 2) the appropriate threshold levels of hourly pay at which to drop observations from
the data-set because they are implausibly high or low; and 3) the inclusion of exemptions or sliding
scales for small employers.

Elasticity

As discussed in the minimum-wage economics literature review section, the magnitude and even the
direction of this elasticity remain matters of great dispute and empirical inquiry in economics today,
more than ten years after David Card and Alan Krueger’s Myth and Measurement re-opened what had

seemed the settled question of the effect of required wage increases on employment.*® While more
empirical studies have estimated negative elasticities than positive ones,*’ the possibility of positive
effects on the employment of low-wage workers from modest required wage increases remains a very
open question in the field of minimum-wage economics. There also appear to be some basic
methodological dividing lines between the studies finding negative versus no significant or positive
results; panel-survey studies tend to find negative effects, while up-close studies of particular regions or
industries tend to find no significant or positive effects.*®

In any case, there is clearly a range of reasonable specifications of the elasticity that can be drawn from
this burgeoning literature. Each reasonable specification comes with both an empirical basis and a stable
of unsparing detractors. What could be more reasonable, then, than to vary the elasticity across the
range of plausible specifications, and report the results?

In fact, the methodology used in this policy brief — as well as in prior efforts to estimate an employer
contribution policy’s effect on employment — provides an unusually clear illustration of the importance
of providing sensitivity analyses when making use of a methodology in which disputed assumptions play
a central role. Some scholars in the minimum-wage debate suggest that the most reasonable elasticity
assumption to make is zero (or differs trivially from zero). In the methodology used here, derived from
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the minimum wage literature by way of Baicker and Levy’s study on health care employer contribution
policies, multiplication by the elasticity assumption is the final step. If the correct assumption is — as

many scholars argue — zero — then the predicted effect on employment will of course also be zero. This
finding fruitfully draws our attention to the central role played by the elasticity specification in such an

analysis.
FIGURE 3: Estimated effect on employment,
varying elasticity
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The main findings reported earlier have been calculated using Baicker and Levy’s assumption of a -0.1
elasticity. However, a strong case can be made — with compelling evidence from minimum wage
research to back it up — for elasticities varying across this range, from -0.1 to +0.3. Presenting findings
from this full range of assumptions seems more useful than picking any one elasticity within the range
and focusing on the findings from that specific assumed elasticity.

Payroll-tax level

Proponents of hybrid-system health care reforms that would include an employer play-or-pay policy
have argued for a range of different levels to be set for the payroll tax. Though the full range of levels
suggested runs from 4% to 8%, most recent proposals fall in the 5%-7% range.*® Much more expensive
employer-contribution schemes were proposed in the early-1990s health care reform debate — including
higher payroll tax rates and the sort of percentage-of-premium formula the Clinton administration
ultimately chose. But today’s would-be health care reformers are pushing for lower levels of employer
contribution — apparently based on lessons drawn from the experiences of the 1990s.>° A 6% payroll tax
rate has been used in calculating the main findings in this report, and in the sensitivity analyses varying
other key assumptions.

In recent proposals, revenues from the payroll tax are not intended to cover the full costs of public
provision of health insurance. The proposals assume that other tax revenues will be used to pay for
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some of the program’s expenditures, in order to keep the employer contribution level relatively low. As
a result, the specific payroll tax rate included in a hybrid-system health care reform has not been a topic
of much argument or disagreement, among proponents of one version or another of such reform. The
basic tradeoffs to be considered in setting the level are straightforward: for any given set of standards
for “playing,” setting the payers’ payroll tax high means more employers who currently offer ESI will
continue to do so. The higher the tax is set, the more pronounced this effect will be, with a smaller
amount of tax revenue from other sources needed for the public program and with a smaller number of
people enrolled in the public program. A low payroll tax means more employers currently offering ESI
will choose to pay instead of play, resulting in a larger number of people enrolled in the public program.
The results presented below do not account for these dynamics by varying the number of employers
paying versus playing; instead, like the rest of the analysis in this paper, they report the effect on
employment assuming that the employers of all non-elderly workers currently lacking health insurance
choose to pay rather than play.

As noted earlier, the most interesting finding from varying the payroll tax rate is how small its effect on
employment appears to be: the results, assuming an elasticity of -0.1, range from 43,268 (at a 4% payroll
tax rate) to 55,365 (at an 8% payroll tax rate). As a percentage of employed workers in March 2008, the
difference between the two ends of that range of estimates (12,097 workers) is less than one one-
hundredth of one percent.

FIGURE 4: Estimated disemployment effect,
varying payroll tax rate
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Pass-through

While most labor economists agree that most of the costs imposed by an employer contribution policy
will be passed through to workers’ wages under most employment circumstances, there is disagreement
on whether 100% of the costs will be passed through, over what period of time the pass-through
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typically occurs, and whether the extent of pass-through varies according to industry, firm type or other
characteristics.”* Some empirical studies suggest that the extent of pass-through to wages may vary
with the elasticity of demand for the goods or services the firm sells and/or with whether all
competitors in a market face the same mandated cost increase at the same time.>* Because of the likely
variation in the pass-through rate based on industry and perhaps other characteristics, scholars have
generally not argued that an alternative pass-through rate should be assumed to apply to all
employment situations. Thus the alternative pass-though assumptions used below are not scholars’
estimates of the actual average pass-through rate but merely illustrative variations in the rate, to show
how the disemployment effect changes if we relax the strong assumption of 100% pass-through
applying to all workers in all industries.

FIGURE 5: Estimated disemployment effect,
varying pass-through assumption
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When the city of San Francisco approved the first city-level employer contribution policy for health care
in the country, called “Healthy San Francisco,” in 2007, restaurant owners were among its most vocal
opponents. While Healthy San Francisco is too new a program for any strong conclusions to be drawn
from it, restaurant owners in the city have provided compelling evidence that in some cases 100% of the
costs of compliance with such a policy are not passed through directly to workers’ wages. They have
added a new line to their receipts, explaining the increase in the cost of a meal by showing customers
the added cost of Healthy San Francisco payments as a separate line item. In restaurants and other
industries where large numbers of workers lack ESI, the simultaneous increase in costs faced by many
competitors may make it easier for them to pass these costs along to consumers in prices, up to and
including making the pass-through visible and explicit.

Plausible range of hourly wages

The reported hourly wages for some workers in the CPS — whether reported in hourly terms in the CPS
data or imputed from usual weekly hours and earnings — fall below the prevailing minimum wage in
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their state. There are several exemptions from the Fair Labor Standards Act and other minimum-wage
laws, and there are also workers with very long hours but low salaries and workers paid below-
minimum-wage rates “under the table,” so it is not surprising that some of the reported hourly wages in
the CPS are below the minimum wage.

There are two problems with including all reported hourly wages in the analysis, however. First, some
reported hourly wages are so low or high as to be simply implausible. Most scholars using CPS earnings
data to study low-wage workers therefore exclude all observations below and above certain very-low
and very-high levels (e.g., excluding those with reported wages below $0.81/hour and above $161.45),
to prevent noise from these outliers from skewing their findings. Second, the purpose of the analysis
here is to see how many non-ESI-providing employers will “run into” the minimum wage when seeking
to adjust workers’ wages downward in response to the new costs of compliance with a health care
contribution policy, in order to predict the effect on employment. It seems reasonable to assume that if
a worker is receiving below the minimum wage today, his employer simply would not have this problem;
the employer should be able to adjust the workers’ wages downward by 100% of the added cost from
the payroll tax for that worker. Moreover, in cases where below-minimum-wage pay is part of a general
non-compliance with labor law — “off the books” employment — it is likely that employers will not
comply with the employer play-or-pay policy either. The main findings in this policy brief, and the
findings reported in the other sensitivity analyses, exclude workers with reported hourly wages below
3/5 of the minimum wage in their state. This definition of what hourly wages are “plausible” is taken
from a recent Chicago Federal Reserve study on the minimum wage.>* It could be argued, however, a)
that all workers below the extreme-outlier level ($0.81 per hour) should be included in this analysis, on
the assumption that minimum wage laws will be more vigorously enforced after the adoption of a play-
or-pay policy, or b) that all workers below the minimum wage in their state should be excluded, since
their employers are not likely to run into the minimum wage when adjusting wages in response to the
play-or-pay policy. The findings from running the main analysis (using a 6% payroll tax, -0.1 elasticity,
and 100% pass-through) with such alternative thresholds are presented below.
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FIGURE 6: Estimated disemployment effect,
varying threshold for dropping observations
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As the chart shows, variation in this assumption has a significant effect on the findings. If it is assumed
that only workers currently paid the minimum wage or higher will be at potential risk of job loss after
adoption of a play-or-pay policy, the estimate of job losses becomes vanishingly small.

While it is hard to imagine why the employers of workers making $1 an hour today would be
constrained by the minimum wage in adjusting those workers’ wages in response to a health care
employer contribution policy (and indeed it seems more reasonable to assume that those employers
would not comply with the policy), that is not the only reason to set a threshold higher than the
extreme-outlier level. Running the analysis for each year from 2004 to 2008, but excluding only those
observations below the extreme-outlier threshold, produces annual estimates of the disemployment
effect that do not vary with minimum-wage levels in the way simple economic reason leads us to
expect. That is — unlike the annual estimates produced using the 3/5-of-minimum-wage threshold — the
estimated disemployment effect does not reliably increase after the minimum wage has increased,
when reported hourly wages below 3/5 of the minimum wage but above the extreme-outlier threshold
are kept in the data-set. The threshold used throughout this report — 3/5 of the relevant minimum wage
—seems a reasonable, middle-of-the-road assumption to make, given the findings from varying this
assumption.
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Exemptions and sliding scales for small employers

Because most small businesses do not currently provide health insurance benefits to their workers,
many policymakers have expressed concerns that any negative effects of a play-or-pay policy could be
concentrated among them. Some — including President Obama, in his campaign proposal for health care
reform> — have proposed exemptions or sliding scales to reduce this expected impact on small
businesses.

Fifty percent of the uninsured are employed by businesses with fewer than 100 workers.*® The rates of
ESI coverage rise rapidly with the number of employees in a firm, up to 100 employees (and continue to
rise, though less rapidly, after that):

FIGURE 7: ESI coverage for private sector
workers by firm size, 2007
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[Based on analysis of CPS data presented in: Gould, Elise. 2009. “Health Reform in the 21 Century: Employer
Sponsored Insurance.” Testimony before the House Committee on Ways and Means, April 29, 2009. Viewed at
http://www.epi.org/page/-/pdf/20090429 gould testimony.pdf on May 4, 2009, p.9.]

Obviously, as Baicker and Levy have noted, “any exemptions ... will dilute both the positive and negative

">’ The Obama administration has offered no formula for exemptions or sliding

effects of a contribution.
scales, nor any definition of “small employer,” so this section of the sensitivity analysis analyzes a few

simple, illustrative variations in policy design rather than a set of actual proposals under discussion.
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FIGURE 8: Estimated disemployment effect,
varying small-business exemptions
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The sliding scale used for this calculation set 3% as the payroll tax rate for firms with 10 or fewer
employees and 4% as the rate for firms with 11-25 workers, with 6% as the rate for all larger employers.

As the chart shows, a full exemption for small employers would reduce the estimated job loss from an
employer contribution considered in isolation — at the obvious cost of either excluding employees in
small firms from health insurance coverage or greater public expenditures drawn from other tax
revenues. A sliding scale, on the other hand, does not appear likely to change the disemployment effect
much — as the earlier chart showing the estimates from varying the payroll tax rate would lead one to
expect.
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JOB-CREATING EFFECTS OF HEALTH CARE REFORM

There are at least five reasons to expect significant net job gains from comprehensive health care policy
reform along the broad outlines proposed by President Obama, Senator Baucus, and others — reforms
that would include a play-or-pay employer contribution as one among several key policy components.
Though it is not possible to model these positive effects on employment with micro-level data in order
to deliver a simple prediction (as was done with the effect of an employer contribution viewed in
isolation), both the economics literature and common sense provide assistance in thinking through the
likely overall effects on employment from the kind of health care reforms under discussion. If even one
or two of the five effects described comes to pass, the boost to employment is likely to surpass in
magnitude even the worst-case negative effect on employment predicted for the employer
contribution, making the net effect of a hybrid-system health care reform that includes an employer
contribution positive. If more than one or two of them come to pass, or if the magnitude of any one of
them proves great, the net effect on employment will be both positive and large. This section will
consider each of the five expected boosts to employment in turn.

1) Creation of new health care sector jobs.

The provision of health insurance coverage to tens of millions of the currently uninsured, and
improved health insurance coverage to millions more (through the Exchange and regulated
minimum quality standards for private insurance) would generate increased demand for health
care services, and as a result increased demand for labor in health care industries. As economist
Jonathan Gruber notes, such a reform would

drive demand for high-paying, rewarding jobs in health services. Most reform proposals
emphasize primary care, much of which can be provided by nurse practitioners,
registered nurses and physician’s assistants. These jobs could provide a landing spot for
workers who have lost jobs.*®

This increase would be partially offset, however, by declines in employment in the private
health insurance industry — a leading sector for gains in employment over the last decade® —
since the number of people with private coverage would likely decline and the number in more
administratively efficient public coverage would rise.®® As the Congressional Budget Office has
noted, “substantial reduction in administrative costs would probably require the role of
insurance agents and brokers in marketing and selling policies to be sharply curtailed and the

services they provide to be rendered unnecessary.”®

2) Improved worker productivity.

Poor health diminishes workers’ productivity. The provision of quality health insurance coverage
to all those workers currently uninsured and underinsured is likely to boost their productivity.
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3)

This can happen through decreased turnover, decreased absenteeism, increased employee
morale, or a combination of the three. “Workers’ absences are expensive to employers,” notes
Ellen O’Brien. “Finding temporary replacements is costly; the operation of production teams
may suffer, and assets may be left idle — and sick employees may be less productive when they
are at work.” She also calls attention to surveys in which large majorities of employers, large and

small, have said that “offering health benefits improves the firm’s performance.” ®

The security of knowing that one’s personal finances will not be wiped out by illness or injury
may be an important contributor to this enhanced productivity. Katherine Baicker and Ambitabh
Chandra insist on the importance of “the security that insurance provides against the
uncertainty of unknown health care expenses. The value of this financial smoothing alone is

estimated to be almost as much as the cost of providing people with insurance.”®

For all these reasons, it is in those industries where workers currently lacking quality health
insurance are most concentrated that increases in worker productivity will likely be largest. In
many cases, they should be large enough to produce not only increased profits but, through
increased profits, the possibility of hiring of more workers.

Improved efficiency of labor markets.

Because of a well justified fear of losing health insurance for themselves and their dependents,
many workers remain in jobs they would otherwise have left. The prevalence of this form of “job
lock” would be greatly reduced by universal health insurance coverage, improving the efficiency
of labor markets.*

Moreover, many of the information-gathering costs involved in striving to understand the (often
very difficult to assess) differences in health benefit packages offered by different employers,
and simply seeking information on which employers offer ESI, would be eliminated or at least
reduced by the establishment of an insurance Exchange open to all. This would make the
discovery of mutually beneficial matches between employers and employees easier to achieve,
reducing the rate of frictional unemployment.

In a comprehensive review of studies on job mobility and health insurance, Jonathan Gruber and
Brigitte Madrian conclude that “while there is some division in the literature, the most
convincing evidence suggests that health insurance plays an important role in job mobility
decisions.” More specifically, they find a common range of estimates in studies seeking to
guantify the reduction of job mobility — the “job lock,” in other words — caused by some jobs
providing health insurance while others do not. Not all studies examining this question have
found such an effect, but several converge around an estimate of a 25-30% reduction in job
mobility.®® If such estimates are correct, the efficiency gains from elimination of this job lock
could be quite substantial, allowing many employers to hire more workers.

As careful readers will have already discerned, there is some overlap between the gains to be
expected from decreased job lock and the gains to be expected from increased worker
productivity — another of the reasons quantification of such effects, much less their inclusion in
a microdata-based analysis, proves so challenging.
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5)

Savings for firms that switch from “play” to “pay.”

Any employer currently providing ESI at a cost greater than the cost of compliance with the
“pay” option in the employer contribution policy will save money if it chooses to “pay.” The vast
majority of firms providing ESI do so at a cost greater than the likely cost of paying the payroll
tax®, of course, and there is little reason to expect that all or even most of these firms will
switch to the “pay” option if such a policy is adopted. Many firms will continue to offer
especially high-quality health benefits to their workers as part of their recruitment and retention
strategy, and others will do so because they have signed collective-bargaining agreements or
other contracts committing them to a particular benefits package. Some other currently-
“playing” firms, however, will choose to “pay.” Whatever they choose to do with the savings —
invest in capital, hire more workers, increase pay, distribute it as dividends to shareholders, etc.
—some of those savings are bound to lead to job gains, whether directly through hiring or
indirectly through economic growth that generates more employment.®’ It is interesting to note
here that the set of microeconomics assumptions justifying the expectation of 100% pass-
through of new benefits costs to worker wages would also lead to an expectation that 100% of
the savings from reduced benefits costs thanks to the switch from “play” to “pay” will show up
in wage increases for workers.

There should be some savings for the firms continuing to “play” as well, due to decreased
reliance on coverage of dependents through one family member’s employer.

Since “the net effect on employment of low-wage workers of the Obama health plan is the
balance between ... cost reduction for firms providing insurance and the 6 percent cost increase
for medium and large [if there’s an exemption for small businesses] firms not providing

insurance,” UC-Berkeley economist Brad DelLong has argued, “based on numbers of people, the
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cost reduction is significantly more important than the required payment.””® In an article co-

written with DelLong, David Cutler and Ann Marie Marciarille estimate that savings from reduced
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allow employers to hire some 90,000 low-wage workers currently without
jobs”>” — nearly double the job losses predicted from static analysis of the employer contribution

using a -0.1 elasticity assumption.

System-wide cost savings.

While just as difficult to conclusively quantify and model as the prior four effects, “bending the
curve””® of health care cost growth would have far and away the largest positive effect on
employment if proponents of varied cost-control measures succeed in getting some of those

measures passed into law as part of health care reform.

Most centrally, a public plan operating alongside private insurance options in an Exchange could
introduce real competition on price and quality into a market (health insurance) where
competition has been scarce.”* Several design choices would play a major role in determining
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whether the reform has this intended effect, in particular the extent and nature of regulation of
private insurers, the requirements for employers to qualify as “playing,” and the decision on
whether to allow the public plan to bargain with providers like Medicare does.

The public plan is just one of the major cost-control measures proposed in the types of health
care reforms on which President Obama’s proposal is modeled. This is not the place to provide
a survey of the varied cost-control proposals under discussion and their relative strengths and
weaknesses. More important for the analysis at hand, the Lewin Group’s micro-simulation
modeling of both the “Health Care for America” plan and the Commonwealth Fund’s “Building
Blocks” plan — similar hybrid-system proposals, incorporating several cost-control measures and
centrally featuring a public plan — finds very substantial savings in national health spending from
adoption of either plan. For example, Lewin projects 30-40% lower premiums to be achieved by
a public plan empowered to bargain with providers, compared with today’s private insurers.”
Overall, they project as much as $3 trillion in cumulative slowed spending by 2020, if a whole
package of reforms in the “Building Blocks” proposal is pursued aggressively.”® That these
savings would be realized, according to the Lewin Group, while achieving universal, high-quality
health care coverage and retaining health care consumers’ choice of medical providers gives the
lie to typical objections that cost controls imply “rationing” or massive reductions in quality.
Returning S3 trillion in wasted spending to people’s pockets would — almost regardless of who it
went to or what they chose to do with it — generate both economic growth and the possibility of
large increases in employment and/or wages.

Even if the job gains to be expected from these five effects of a hybrid-system health care reform are
seriously overstated here, and even if some of them prove flat-out incorrect, it seems unlikely that the
total positive effect on employment remaining after subtracting those exaggerated or erroneous
projections is smaller in magnitude than the very modest job losses predicted through static analysis of
the employer contribution using reasonable elasticity and cost-of-compliance assumptions. While it is
difficult to turn any of these projected job gains into strong quantitative predictions, common sense
suggests that they likely add up to job gains greater in absolute value than any losses to be expected
from the play-or-pay policy. Dire predictions regarding mass layoffs caused by an employer contribution
policy should at least be tempered by acknowledgment of these possible effects on employment
pushing in the opposite direction.
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CONCLUSION

It is highly unlikely that a health care reform package including a play-or-pay policy will lead to job
losses. On the contrary, such policy reform is likely to cause a significant boost to employment.

Even when all the expected positive effects on employment from other policy components of health
care reform are disregarded, the range of reasonable estimates for the effect on employment of a play-
or-pay policy adopted in isolation runs from small positives to small negatives. With Baicker and Levy’s
assumption regarding the elasticity of employment to a mandated wage increase and a 6% payroll tax,
together with strong assumptions of 100% pass-through to wages and no exemptions for small
businesses, the job losses predicted by such a static analysis are 48,813, or 0.03% of employed workers.
This is smaller than the average revision the Bureau of Labor Statistics makes to each month’s estimate
of employment in the U.S.”

If all key assumptions are set to their worst-case-scenario levels (for the magnitude of expected
disemployment), the prediction becomes 166,095 jobs lost, or 0.1% of employed workers. For
comparison, the manufacturing sector alone lost approximately that number of jobs in the month of
March 2009. Total U.S. job losses that month were 663,000.”> When one recalls that a prediction of
166,095 jobs lost arises from the improbable convergence of several worst-case-scenario assumptions,
and that — unlike current recessionary job losses — the pain of any job losses from health care reform
would need to be weighed against the benefits of tens of millions more people gaining the security of
access to quality health coverage, the effect on employment from a play-or-pay policy simply does not
constitute a serious, rational argument against health care reform.

When the full expected effects of health care reform on employment are added back into the picture,
evaluation of such arguments becomes even easier. If only one or two of the five reasons discussed in
this report to expect job gains from a hybrid-system health care reform that includes an employer
contribution policy prove correct, the net effect of the reform on employment would likely become
positive. If more than one or two prove correct, the net effect on employment will be positive and large.

In short: concerns over job losses from comprehensive health care reform proposals that include play-
or-pay employer contribution policies are overstated and unfounded.

The debate over health care reform should focus on policy questions with great economic, social and
political significance, which are plentiful in the area of health care reform — an attempted overhaul of a
sector of our economy as large, in dollars, as the entire economy of France.”® Because the net effect on
employment from a hybrid-system health reform is likely to be positive, and even under extremely
improbable worst-case-scenario assumptions a play-or-pay contribution policy considered in isolation
would mean job losses for one-tenth of one percent of U.S. workers, concern over an employer
contribution’s negative effect on employment does not qualify as such a policy question.
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APPENDIX A: METHODOLOGY

The methodology used in this paper is based in part on the approach used by economists Katherine
Baicker and Helen Levy in a 2007 National Bureau of Economic Research (NBER) study.’’ By drawing on
the extensive economics literature on the effects on employment of minimum wage increases, Baicker
and Levy developed a compelling and straightforward method for estimating the effects on employment
of an employer contribution policy for health care benefits. As the authors themselves noted, other
scholars wishing to vary some of the key assumptions they made can easily do so while making use of a
similar methodology and data-set.”

In summary terms, this methodology treats the added per-worker per-hour costs those employers not
currently providing health insurance would face under a new health benefits contribution policy as
reductions in the workers’ hourly wages. If the hourly wages of any non-elderly worker currently lacking
employer-provided health insurance can be reduced to reflect the full per-hour cost to the employer of
compliance with the policy, then it is assumed here that such a downward adjustment of hourly wages
will be made. If, however, such downward adjustment “runs into” the prevailing minimum wage in that
worker’s state — in other words, if compliance with both the prevailing minimum wage law and the new
health benefits contribution policy would require the employer to raise the worker’s total hourly
compensation — then the worker is considered potentially “at risk” of losing her job.

By multiplying the percentage wage increase effectively mandated for each worker in this “at risk”
category by an elasticity estimate taken from the minimum-wage literature, one can predict the static
effect on employment from adoption of the policy.

Among several critical assumptions shaping the results of such a prediction, the two most important are
1) the cost to employers of compliance with the contribution policy, and 2) the elasticity of employment
to mandated wage increases. The most important difference between this report and prior efforts to
predict the effect on employment of a play-or-play policy for health care using a similar method is the
expected cost of compliance with the contribution for employers:

TABLE I: WIDE VARIATION IN COST OF COMPLIANCE

Study Cost of compliance assumed, as a percentage of
low-wage workers’ payroll

Baicker and Levy 2007”° 40.6%
Burkhauser and Simon 2007%° 42%%
Yelowitz 2006 42%
This report (using recent federal health care 6%

reform proposals that include an employer
contribution)®

Prior studies have used cost estimates from state-level health care reform proposals and early-1990s
federal health care reform proposals — calculated as a percentage of health care premium costs or as a
fixed hourly fee per worker — instead of from the kinds of health care reform proposals currently under
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discussion in Washington. Current proposals that incorporate a play-or-pay policies would require
“paying” firms to pay a modest, fixed percentage of payroll to help fund public provision of coverage.
Per-worker per-hour costs of compliance with such a policy are a small fraction of the expected costs of
compliance with a percentage-of-premium requirement.

Since the prior studies used data from before the 2007 minimum wage increases, all else equal the
analysis presented here should be expected to produce larger disemployment estimates than the prior
studies.

Treating the employer contribution in isolation

Estimation of the full effects on employment from a health care reform package that includes a play-or-
pay policy poses considerable practical challenges. First, there are several major policy components
within each federal health care reform proposal. A play-or-pay employer contribution policy is just one
among these. Each policy component can be regarded as having a distinct effect on employment, yet
the total net effect from implementation of a multi-component reform will depend on complex,
dynamic interactions among the different policy components.®* As Henry Aaron has observed, “the
complexity of interactions is beyond our analytic and predictive capacities.”®® Second, there is
considerable uncertainty and disagreement over, and ongoing political negotiation regarding, the
specific shape each policy component in a broad health care reform package should take.® By limiting
the analysis here to one policy component — the expected effect on employment from a play-or-pay
policy, as though such a policy were adopted in isolation, with no other significant changes made to
health care policy — it not only becomes possible to focus on that one policy component’s effect on
employment, but also to vary the design of that policy component and see how such variation changes
the predicted effect. An attempt to similarly vary the specific design elements for each major policy
component of a broad health care reform package would — dynamic interactions among the policy
components aside — generate little clarity.

Because of this static, as-if-it-were-adopted-in-isolation approach, the calculations made here omit
altogether the positive effects on employment expected from a broad health care reform proposal along
the general outlines proposed by President Obama or Senator Baucus. These expected positive effects
on employment are discussed in a separate section, drawing on relevant academic literature; but they
are not incorporated into the primary analysis, which involves simple, static prediction of the
contribution’s effect on employment.

Which workers are at potential risk of job loss?

If a worker already has health insurance through her employer, and that health insurance costs the
employer more per-worker per-hour than the cost of paying the new payroll tax rate, there is little
reason to worry that the worker might lose her job as a result of the policy. And most employers
currently offering health benefits do so at an average per-worker per-hour cost well in excess of the
payroll tax levels under discussion.?’

The employers of many workers in this category (those receiving ESI at a per-worker per-hour cost to
the employer greater than the cost of paying the payroll tax) will continue to provide ESI. They will
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“play,” because high-quality health (and other) benefits play an important role in their recruitment and
retention of employees (as one would expect in normally functioning labor markets, especially given the
tax exemption for employer spending on health benefits), and/or because collective-bargaining
agreements or other contracts commit them to continue providing such benefits. Other employers in
that category (paying more per worker per hour than the payroll tax would cost them) will choose to
“pay” instead, reducing their spending on employee health benefits. In either case, the worker retains
both health insurance coverage and her job, with the employer either facing no new costs or saving
money on health benefits.

Even if the average costs of health benefits in some firms mask the provision of low-cost or no ESI to
low-wage workers (while those higher up in the firm receive generous benefits packages), such firms
would still be in a position to comply with the policy by either reducing somewhat their spending on ESI
for high-income workers in order to get their spending on ESI for low-wage workers up to the “play”
standard or saving money through dropping ESI and “paying” instead.

In contrast to this group, non-elderly workers who currently lack ESI are the group most likely to be at
risk of job loss from a play-or-pay policy, because the policy may increase their effective total
compensation (if their wages are lower than the prevailing minimum wage plus the cost to their
employer of “paying”). The analysis in this report follows Baicker and Levy in limiting its focus to this
group of workers: non-elderly workers who currently lack ESI.® It is reasonable to assume that nearly all

IH

employers who currently do not provide health insurance to their workers will “pay” instead of “play,”
since average per-worker per-hour costs to the employer of providing ESI exceed the payroll tax rates
being considered for “payers.”® The only reasons currently non-“playing” firms would choose to play
under an employer contribution policy would be if 1) they could provide ESI of comparable quality to the
public plan for a cost lower than the payroll tax rate (highly unlikely, unless they employ hundreds of
thousands of workers), and 2) they decided to change their approach to recruitment and retention of

workers altogether (a change unrelated to the contribution).

There is a second group of workers at potential risk of job loss from the contribution policy, a group not
included in the analysis presented in this report. Their omission deserves some discussion here. This
group is of workers currently receiving ESI, but at a per-worker per-hour cost to their employer that is
lower than the cost of paying the new payroll tax. Just as employers of workers with no health benefits
would like to pass the full cost of compliance with an employer contribution policy along to their
workers in the form of reduced wages, employers providing health benefits at a cost lower than the
payroll tax would like to pass the difference between their pre-contribution and post-contribution
health benefits spending per worker per hour along to their workers in the form of reduced wages.
While fewer such employers will “run into” the prevailing minimum wage in making this adjustment,
and those that do run into it will face smaller effective increases in compensation (compared to
employers not providing ESI prior to the policy), some number of workers receiving low-cost ESI today
should be included in the “potentially at risk of job loss” category. They are excluded from this analysis
because of practical obstacles to their inclusion, not a judgment that there are unlikely to be any job
losses among such workers. However, there is good reason to expect that only a very small percentage
of workers fall into this category.

Employers’ spending on health benefits for their workers varies greatly by sector and job-type, both
among and within firms.?® However, given the high average costs to employers of providing health
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insurance and the low payroll tax rates currently being considered for inclusion in an employer
contribution policy, the percentage of workers falling in the category of interest here (receiving ESI, but
at a per-worker per-hour cost to the employer that is lower than the payroll tax rate) is likely very low.
The payroll tax rates under discussion range from 4-8%, with the high end of that range rarely
mentioned and therefore improbable. But the median employer cost of providing ESI, as a percentage of
payroll, was 11% in 2005, the most recent such data available; and that percentage has likely increased
in the four years since, given the steady growth rate (far in excess of general inflation) of health care
costs. Only one in four workers with access to health benefits had employer ESI costs of 6.6% of payroll
or less in 2005. Average health care costs for small firms with 25-50 employees that provide health
coverage were 10.6% of payroll in 2005, and higher than that percentage for all other firm sizes
(including firms with 24 or fewer employees).**

Data on health benefit costs for employers as a percentage of payroll for 2007 and 2008 is not yet
available, so it is not possible to match the individuals in the CPS used here with health benefit costs
data from the Medical Expenditure Panel Survey (MEPS) after the minimum wage increases of 2007. If
the payroll tax rate gets set at 4% or 5%, the omission of workers currently provided with low-cost ESI
from the analysis here is unlikely to matter: it can be reasonably assumed, based on employers’ costs for
providing health benefits in 2005 and the growth rate of health care premiums, that virtually no
employers currently provide ESI at an average cost below 5% of payroll. If the payroll tax rate is instead
set at the high end of the range of rates under discussion (7% or 8%), there may be some potentially “at
risk” workers in firms currently offering ESI (but at a cost below the cost of compliance with the
contribution policy). It is useful to recall, however, that in order for such a worker to be potentially at
risk, the difference between their employer’s current health benefit costs as a percentage of payroll and
the payroll tax rate must be larger than the difference between the worker’s current wage and the
prevailing minimum wage. Even at the extreme of an 8% tax rate, this is likely to be a quite small group
of workers; and the effectively mandated compensation increase for workers in that group — the
percentage increase in compensation by which the assumed elasticity would be multiplied — is likely to
be extremely small.

Data

This report makes use of the March 2008 Current Population Survey (CPS), conducted by the U.S. Census
Bureau.’” The CPS is a monthly survey with a national sample of approximately 60,000 households®?,
covering all 50 states and Washington, D.C. Each month’s survey collects detailed demographic
information about all respondents, and detailed labor-force status, hours, and earnings information for
one-fourth of the monthly sample (known as the Outgoing Rotation Groups (ORGs)). In March of each
year, as part of the CPS’s Annual Social and Economic Supplement (ASEC), all respondents are asked a
series of additional questions about health insurance. When combined with the weights provided by the
CPS, this micro-data allows for national-level analyses based on detailed information about individuals —
in the present case relying especially on their earnings and health insurance information.

While CPS respondents are asked about their current labor-force status, hours and earnings, the ASEC
questions regarding health insurance refer to the prior calendar year —in the case of the March 2008
survey, 2007. This lag between the time-frame of reported income and work variables versus the time-
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frame of reported health insurance variables presents a potential problem for the methodology used
here, which relies on data from the March 2008 CPS. According to the Census Bureau, however,

because health insurance coverage can change over the course of a year, answering questions
about this long reference period [the preceding calendar year, i.e.] may lead to response errors.
For example, some people may report their insurance coverage status at the time of their
interview rather than their coverage status during the previous calendar year.”*

Health economist Katherine Swartz found that when CPS health insurance information is viewed as
referring to the prior calendar year, it underreports health insurance coverage considerably compared
to three other surveys of health insurance. If the CPS information is viewed as a point-in-time estimate,
however, it agrees with the other surveys.”” The Census Bureau and Congressional Budget Office reach
similar conclusions.®®

While a) the possibility of a lag between the job information and health insurance information and b)
the relatively small sample size (51,738 total observations with ORG data for March 2008) represent two
limitations of an analysis that uses a single month’s CPS data, the use of only one month’s data offers
benefits as well. It ensures the randomness of the sample, whereas merges of CPS observations across
months lead to the loss of some observations with no ability to be sure that the resulting estimates are
not biased by the similarities among lost observations.®” Because of the federal minimum wage
increases beginning in January 2007, and several state minimum wage increases since then as well, it is
important that this report makes use of the most recent available March CPS data, from March 2008.
Unlike prior studies seeking to predict the effect on employment from an employer play-or-pay policy
for health care, this report is able to take into account these higher minimum wage levels, which should
exacerbate any negative effects on employment from such a policy.

A few important assumptions

Each of the following six assumptions may bias the prediction from the primary analysis conducted here,
in most cases in the direction of overstating the negative effect of the policy on employment. The first
two of these assumptions will be varied in the sensitivity analysis section.

1) 100% pass-through of increased costs imposed by the contribution policy to workers’ wages.
While most labor economists agree that most of the costs imposed by such a contribution will
indeed be passed through to workers’ wages, there is disagreement on whether 100% of the
costs will be passed through, over what period of time the pass-through typically occurs, and
whether the extent of pass-through varies by industry, firm type, or other characteristics.”
Some empirical studies also suggest that the extent of pass-through to wages may vary with the
elasticity of demand for the goods or services the firm sells and/or with whether all competitors
in a market face the same mandated cost increase at the same time.”

2) No exemptions or sliding scale for small businesses. Full or partial exemptions from the policy for
small firms would of course reduce any negative effect on employment. While the Obama
administration has offered no specific proposal regarding exemptions or sliding scales, and it has
not stated its definition of “small business,” the president’s campaign proposal for health care

reform promised to exempt some small businesses from the policy.'®
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3)

100% tradeoff between wages and benefits. Counter to standard microeconomic theory, the
results from several empirical studies “point more to correlations between wages and benefits
than to tradeoffs.”*** As Harvard public policy professor Brigitte Madrian concludes: “recent
studies all concur that there is a trade-off between wages and health benefits, but the
magnitude of the trade-off, that is, whether workers are willing to accept a dollar-for-dollar
reduction in wages in exchange for receiving health benefits or something less, is still open to

71021 workers do not treat wages and health benefits as equivalent, substituting one

question.
for the other based on their dollar value, then the predictions from an analysis assuming a 100%

tradeoff might be wrong. In this case the direction of the possible bias is not clear.

4) Accuracy of reported weekly earnings. While the accuracy of survey responses is obviously a key

5)

6)

assumption in any analysis relying on survey data, CPS respondents’ reporting of their weekly
earnings deserves special mention here. This is because some studies have found “evidence that

7193 1£ such studies are correct, the

respondents tend to underreport their weekly earnings.
estimates of job losses presented in this report may be excessive: the gap between a) the
current wages of non-elderly workers lacking ESI and b) the per-worker per-hour cost of
compliance with the payroll tax plus the prevailing minimum wage may in fact be smaller than
the analysis presented here reports.

“Play” standards at least as costly as “paying.” Baicker and Levy’s study calls attention to a
crucial factor determining the effects of a play-or-pay contribution policy: the standards
established for what qualifies as “playing.” As the authors note, “A mandate can specify a
generous health package ... or it can require minimal coverage.”'® The contribution’s effects will
vary considerably with the costs to employers of fulfillment of the “play” option (and more
specifically with the difference between those costs and the costs of “paying”). Given that so
few ESI-providing firms pay less than 6% of payroll for them, and that President Obama’s
campaign proposal (like both “Health Care for America” and the Commonwealth Fund'’s
“Building Blocks”) says that “playing” firms must provide insurance at least as good as that

105 it has been assumed here that employers cannot “play” at a cost

available in the Exchange
below that of “paying.”
Twenty hours per week threshold for the policy. If a play-or-pay employer contribution policy
applies only to full-time workers — those working 35 hours or more per week, e.g. — many
employers not providing ESI prior to the policy are likely to switch to employing each worker
fewer hours per week, to evade the policy. This analysis takes 20 hours per week as the
threshold level — below it, the policy is assumed to not apply; above it, the policy is assumed to
apply in full. While such a threshold is both useful for the kind of static analysis presented here
and often proposed by policy-makers, an employer contribution policy lacking such a “cliff” (a
single dividing line, in hours worked, between falling under the contribution policy and not
falling under it) would be a more sensible policy design.® The payroll tax rate could be made to

vary continuously, e.g., with the number of hours worked.
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Main analysis

The main findings in this report regarding the static effect on employment to be expected from a play-

or-pay employer contribution policy for health care were generated through the following series of
steps, using March 2008 CPS microdata from IPUMS:

1)
2)

3)
4)

5)

6)

7)

8)

9)

Exclude respondents who report typically working fewer than 20 hours per week.
Exclude respondents covered by employment-based health insurance, Medicare, a military
health plan, or the Indian Health Service.

Exclude respondents above the age of 65 and below the age of 21.'%’

Calculate typical hourly pay. For workers reporting their pay in hourly terms, use the hourly
wages as reported. For workers not reporting their pay in hourly terms, divide their reported

usual weekly earnings by their reported usual weekly hours worked to impute their hourly

pay.108

Exclude outliers with implausibly high or low hourly pay'®® — those with hourly pay greater than
forty times their state’s minimum wage or lower than 0.6 times their state’s minimum wage.*°
(Employers of workers with pay far below the prevailing minimum wage before the policy are
unlikely to be impeded by the minimum wage in adjusting wages downward.*?)

Calculate the amount of payroll tax to be paid per hour for the worker observed, initially using a
6% payroll tax rate. (The cost of compliance with the policy for an individual worker is what
matters for marginal hiring and firing decisions.)

Subtract the amount of payroll tax to be paid per hour from the worker’s current hourly pay. If
the resulting amount still exceeds the state’s prevailing minimum wage'*?, exclude the
observation. (The employer can adjust wages downward by the full cost of compliance with the
policy, without running into the prevailing minimum wage.)

For those observations remaining, find the difference between a) their hourly pay minus the
payroll tax costs per hour and b) the prevailing minimum wage. Divide that difference by the
worker’s current hourly pay to find the percentage increase in compensation effectively
mandated for that worker.

Multiply that percentage by the assumed elasticity of employment to mandated wage increases.

10) Sum the probabilities of job loss for all workers remaining in the set, using the appropriate

IPUMS-CPS weight to estimate the national meaning of that summed probability.

Further steps

Since the sample of uninsured near-minimum wage workers in the CPS is small, it would not be justified

to draw conclusions about the effect on employment in a particular state or industry from the analysis

presented here. Given such sample-size concerns about state-specific analyses, the series of steps just

presented was run through treating all workers in the sample as though they faced the same national-

average prevailing minimum wage (rather than each facing their own state’s minimum wage):
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Method Estimated disemployment Standard Error

2008, using state 48812.54 3720.155
minimum wages
2008, using a federal 45303.43 3246.334

average minimum wage'*

The methodology explained above was also iterated using March CPS data (and prevailing minimum
wage levels) for each of the years 2004-2007, to compare the expected effects from an employer
contribution policy if it had been implemented in each of those years:

Estimated Disemployment Effect by Year
(using each year's March CPS data)

2004
2005

2006

Year

2007

2008

0] 10000 20000 30000 40000 50000 60000

Estimated Number of Jobs Lost

As expected, the disemployment effect increases in 2008, after federal and state minimum wage
increases over the course of 2007.

Finally, sensitivity analyses were conducted, varying some of the key assumptions driving the prediction:
the elasticity of employment to mandated wage increases, the payroll tax rate, the extent of pass-
through to wages, the inclusion of exemptions from the policy for small businesses, and the appropriate
hourly-pay thresholds at which to drop outliers from the data-set as implausibly low or high.
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