








Cumulative impact of healthcare reform

The cumulative impact of healthcare reform on freeing small business profits for reinvestment in our economy depends on
how well reform is structured to support small businesses. As shown in Chart 15, the first years of healthcare reform will
require small businesses to invest profits in expanding health coverage for their employees. However, the return on this
investment is significant profit savings over time. Under the Limited reform scenario, small business owners will not begin to
see a net increase in profits, relative to allowing the current system to continue, until 2017. By the end of the period, small
business owners will see $10.1 billion in additional profits relative to the current system. Under the Expanded and Significant
reform scenarios, which provide more support to small businesses, small business owners will begin seeing a net increase
in profits much sooner. For the Expanded reform scenario, net profit savings begin in 2014, and total $26.4 billion over the
ten-year period. For the Significant reform scenario, net profit savings begin a year sooner in 2013, and total $29.2 billion
over the ten-year period.

Cumulative Small Business Profit Savings Under Reform
Relative to No Reform

From 2009 through 2018, the Significant reform scenario will save small businesses a
total of 529.2 billion in profits.
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Healthcare reform will end job lock, and allow workers to change jobs—and start new businesses—
without the fear of losing their health coverage

Today, it is difficult for families to find affordable health coverage outside of the employment-based system. This affects
people’s job choices, and creates the phenomenon of “job lock,” where individuals stay in their jobs just to maintain their
health insurance coverage.?” The federal government and some states have taken steps to increase the portability of coverage,
allowing workers who have left their jobs to pay to continue their group coverage through a program called COBRA. This
coverage is expensive and time-limited, and the federal law does not apply to workers in firms with fewer than 20 employees.

Whether or not a firm offers coverage, and the specifics of that coverage, still affects the choices employees make.??® Studies
have shown that the fear of losing health insurance lowers mobility between jobs by between 25 and 50 percent.?* The impact
of the employment-based system of health insurance on how people make job choices can affect small businesses’ ability
to attract and retain employees. And it may prevent those small business employees who want to become entrepreneurs and
start their own small businesses from doing so out of fear of losing their insurance.

Under the current system, Dr. Gruber’'s model shows that 1.6 million small business workers are job-locked; 6.3% of the
small business workers who have insurance from their employer are ineligible for public insurance and do not have a spouse
with employment-based coverage. Healthcare reform that provides workers with access to comprehensive health insurance
no matter where they work, through the health exchange or a public plan as some proposals suggest, will reduce job lock
to nearly zero. Small business employers will be able to find and keep the employees they need to be successful and
economically competitive.
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Conclusion

Small businesses in the United States are suffering great harm under our current healthcare system and will likely fare far
better under a substantially reformed system along the lines of what is currently being debated in Washington. A system that
substantially contains costs, guarantees access to coverage regardless of health status, and is based on shared responsibility
among individuals, business, government and the healthcare industry—and also offers appropriate levels of assistance to
small businesses in meeting their healthcare obligations. Such a system will save small businesses hundreds of billions of
dollars in costs, protect small business wages and jobs—and allow small business owners to continue to reinvest in and grow
our economy.

A system that is most likely to benefit small business will include employer contribution obligations that are phased in on
a sliding scale for businesses under $1 million in annual payroll and/or fewer than 50 employees, along with tax credits for
small businesses under similar payroll and/or employee thresholds.
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Appendix: Methodology

The analysis in this paper is based on the Gruber Microsimulation Model (GMSIM) developed by Dr. Jonathan Gruber,
professor of Economics at the Massachusetts Institute of Technology. This well-known model has been used to analyze the
impact of numerous healthcare reform plans, and is similar to the models used by the Congressional Budget Office, the Joint
Tax Committee and other government scoring organizations.

GMSIM takes into account how any change in the health insurance market impacts both individuals and firms in a two-step
process. GMSIM considers first how insurance prices will change for individuals and firms, then how individuals and firms
will change their behavior due to the price change. It is assumed that individuals make their choices based on both the types
of insurance available (employer, individual or public) and the cost of available choices.

In modeling firm choices, GMSIM assumes firms make decisions based on how healthcare reforms affect their workers. For
example, firms with low-wage workers are more likely to change their behavior following an expansion of public programs to
cover those types of workers than firms with high wage workers who still would not qualify for public coverage. To determine
this, Gruber used individual-level data to create “synthetic firms” of statistical coworkers matched to real workers in a unique
database provided by the Bureau of Labor Statistics (BLS). After determining the impact of reforms on the workers in these
synthetic firms, the model determines how the firm would react.

Most economic theory and evidence suggests that, in the long run, employers do not face the full costs of health coverage
for employees, and the model takes this into account in determining the firm reaction. Employers will shift the costs of
healthcare to workers by lowering wages or reducing worker hours. However, there are barriers in the short run that prevent
employers from shifting the full cost.?® Those barriers include minimum wage laws and other constraints employers face in
directly lowering wages to compensate for higher employee healthcare costs. For example, it is easier not to increase wages
to keep up with inflation over the long term than to impose an immediate cut in a worker’s nominal wage. How much of
immediate increases in healthcare costs can be passed on to workers depends on how much employees value health benefits
relative to wages. For each reform scenario the model calculates the “non-shifted health insurance costs” businesses face
that cannot be passed on to workers through lowering wages, laying off workers or reducing employee work hours.

In addition to the data from BLS, the main data source for the model is the Current Population Survey (CPS), which provides
information on:

B Family demographics;

B Tax rates;

Insurance coverage;

Employer-based (or group) insurance costs;

W Distribution of premiums across employers and employees. Data from the Medical Expenditure Panel Survey is used to
determine premiums by firm location and size; and

B Individual, non-group insurance costs, adjusted for location, age, sex and health status.

The Kaiser Family Foundation provided the data on the costs of public insurance, including data by states and groups
of beneficiaries.
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