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Introduction

The question of whether the Affordable Care Act
(ACA) will lead to job loss was revisited this month
during the first presidential debate. Previously, the
Congressional Budget Office (CBO) estimated that
job loss under the ACA will be minimal, less than half
of one percent nationally, and that it will stem mostly
from individuals who will choose to work fewer hours
or retire.” Nonetheless, charges that the ACA will kill
jobs were a talking point for Governor Romney during
the debate and have been made consistently by
opponents of the law. In this paper, we summarize
the findings of earlier work assessing the potential
link between the ACA and job loss and review the
evidence from the Massachusetts health reform
initiative, the template for the ACA. Both economic
theory and the actual experience under reform in
Massachusetts suggest that the ACA will have little
impact on employment.

Why might reductions in employment be
expected under reforms such as the ACA or the
Massachusetts health reform? Economists almost
universally agree that if employers are required to
provide insurance coverage to their employees or pay
a penalty if they do not do so, the employers will shift
these costs to workers in the form of lower wages or
reductions in other benefits. If workers have wages
near the minimum wage or if collective bargaining
prevents employers from altering wages and benefits,
employers may employ fewer workers or employ
workers for fewer hours. Similarly, if wages are
lowered, workers who do not value the insurance
coverage they receive as much as they value wages
may choose to work less. At the same time, some
workers who value health insurance coverage and
have remained in the labor force only to obtain it may
choose to retire early or work fewer hours when other
coverage options become available.?

Why might any reductions in employment be
small under such reforms? The incremental costs
of coverage born through employer penalties as well
as the increased taxes under the ACA are quite small

relative to the size of the economy. Holahan and
Garrett argued previously that while new revenues
needed to pay for health reform would be $439 billion
between 2014 and 2019, the cumulative GDP over
the same period would be $116 trillion. The revenues
needed for reform are only 0.4 percent of GDP and
therefore are unlikely to have much of an effect on the
overall level of employment.3 Further, the ACA has
spending and revenue effects that are essentially
offsetting. For example, the new revenues needed to
pay for the Medicaid expansion and income-related
subsidies could by themselves adversely affect the
economy and employment. But the coverage
expansion means these funds will be infused into the
economy and result in increased spending and
employment in health care and insurance sectors.
Finally, very few firms are actually affected by the
coverage requirements of the ACA — fully 74 percent
are exempt due to their size and 96 percent of the
firms that are not exempt already offer coverage to
their employees.*

The Evidence from Massachusetts®

In April of 2006, Massachusetts enacted its own
version of health reform that became the model for
the ACA. The ACA and the Massachusetts health
reform are complex initiatives that are similar in the
way they affect the costs to an employer for each
worker including the expansion of coverage of
dependents up to age 26, health insurance and small
group market reforms, and penalties for not offering
any or affordable coverage to workers.® While there
are differences in the specifics of the ACA and
Massachusetts’ reform, the broad tenets of the two
reform plans are quite comparable and we would
expect to see patterns in the nation that are similar to
those experienced in Massachusetts once the ACA is
fully implemented. We first present the evidence on
whether employer-sponsored coverage and employer
offers of coverage increased under the
Massachusetts health reform law and then provide
evidence on whether reform reduced employment
and economic growth.
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Employer-Sponsored Insurance Coverage
Expanded in Massachusetts. As has been
documented in numerous surveys and studies,
uninsurance in Massachusetts dropped significantly
under reform and has stayed quite low despite the
recession that began in 2007.” A key part of the drop
in uninsurance has been an expansion of employer
sponsored insurance in the state. As can be seen in
figure 1, employer-sponsored coverage among the
non-elderly working age population was declining
prior to the health reform law in both Massachusetts
and the rest of the nation. Employer-sponsored
coverage increased following reform in
Massachusetts from 70.1 percent in 2006 to 75.1
percent in 2008. By contrast, the rest of the nation
saw a continuing decline in employer-sponsored
coverage over this period.

The worsening of the recession in 2008 and beyond
led to a decline in employer-sponsored coverage in
both Massachusetts and the rest of the country.
However, by 2010 the gap in employer-sponsored
coverage between Massachusetts and the rest of the

Figure 1: Employer-Sponsored Insurance Amongthe Non-Elderly Working-Age
Population in Massachusetts and the Rest of the Nation, 2001-2010

nation that had existed prior to health reform had
widened, growing from 4.3 percentage points in 2006
to 7.9 percentage points in 2010, as shown in figure
1. Contrary to the notion of harming workers in
Massachusetts, health reform may have mitigated the
full impact of the recession on employer-sponsored
coverage in Massachusetts relative to the rest of the
country.

Massachusetts’ relative increase in employer-
sponsored coverage was due in part to an increase in
employers offering coverage under reform. Prior to
reform, the share of employers in Massachusetts
offering health insurance was relatively flat while the
rate for the nation as a whole was falling. Between
2006 and 2008, the share of employers who offered
coverage to their workers remained more or less
constant nationally (table 1). Massachusetts, by
contrast, saw an increase of 2.5 percentage points in
employer offer rates across firms as a whole under
health reform.® For firms with more than 10 workers
that were required to provide affordable coverage or
face a penalty under reform in Massachusetts, offer
rates increased both
between 2006 and 2008
and beyond, a pattern that
was not observed for the

Source: Urban Institute analysis of data from the 2002-2011 Annual Social and Economic Supplements to the Current Population Survey (CPS).
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Table 1: Percent of Private-Sector Establishments that Offer Health Insurance by Firm Size in Massachusetts and the Nation, 2001-2010

Share by Year

Percentage Point Change By Time Period

Firm Size Region 2001 2006 2008 2010 20012006  2006-2008  2006-2010
Al Firm Sizes MA 66.6% 66.2% 68.7% 65.7% 0.4 25 0.5
us 58.3% 55.8% 56.4% 53.8% 25 0.6 2.0
0.6 Emploves MA 48.7% 50.3% 50.7% 44.8% 16 0.4 55
Py us 38.6% 35.1% 35.6% 31.8% 35 0.5 33
1024 Emplovees MA 82.9% 74.7% 78.8% 79.8% 8.2 41 5.1
ploy us 67.4% 63.2% 66.1% 60.9% 4.2 2.9 23
25.99 Emolovecs MA 90.9% 83.6% 95.9% 96.0% 73 123 12.4
ploy us 83.2% 81.6% 81.3% 80.6% 16 -0.3 -1.0
MA 99.4% 91.9% 99.3% 97.9% 75 7.4 6.0
100-999 Employees ? ? ? ?
us 95.4% 94.1% 95.4% 94.9% 13 13 0.8
MA 100.0% 100.0% 100.0% 100.0% 0.0 0.0 0.0
1000+ Employees
us 99.4% 98.4% 98.9% 99.5% 1.0 0.5 11

Source: 2001-2010 Medical Expenditure Panel Survey-Insurance Component.
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Employment trends in
Massachusetts were
similar to the rest of the

Figure 2: Ratio of Private-Sector Employmentto the Working-Age Population in
Massachusetts and the Rest of the Nation, 2001-2010
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reform in Massachusetts
(2006—2010), there was a
net decline in the private
sector employment to working age population ratio of
4.4 percentage points in Massachusetts, as
compared to a decline of 4.8 percentage points in the
rest of the nation.

While the overall trend in private-sector employment
suggests little effect of health reform on employment
in the state, the overall trends could mask changes
for subsets of the market. For example, one might
expect that the costs of providing health insurance
coverage would have been more of an issue for
smaller firms, which were less likely to offer coverage
to workers prior to health reform, and firms in
industries with large shares of low-wage workers,
such as retail trade or accommodation and food
service. Dubay, Long and Lawton found that
between 2006 and 2010, the changes in employment,
which declined in Massachusetts and nationwide,
were quite similar for Massachusetts and the rest of
nation regardless of firm size. Changes in
employment for the retail trade and accommodation
and food services industries, sectors in which
employment effects from health reform, if they

Source: Urban Institute analysis ot data trom the 2001-2010 Quarterly Census of Employment and Wages and the 2001-2010 Annual Social and
Economic Supplements to the Current Population Survey (CPS).

occurred, would be expected, were also quite similar
for Massachusetts and the rest of the nation (data not
shown).™

There is no evidence that Massachusetts employers
have cut back on hiring because of health reform.
This is consistent with the assessment of business
leaders from across the state, including the
Associated Industries of Massachusetts, the Greater
Boston Chamber of Commerce, the Massachusetts
Business Roundtable, and the Massachusetts
Taxpayer Foundation."’

The economy in Massachusetts has grown faster
than the rest of the nation since reform. Another
way to measure economic growth is through changes
in Gross Domestic Product (GDP). Massachusetts’
GDP continued to grow under health reform and
actually increased relative to the rest of the country.
As shown in table 2, in the period just prior to health
reform (2001—2006), real GDP in Massachusetts
grew by 6.2 percent, as compared to a much higher
rate of growth in the rest of the country of 13.5

Table 2: Real Gross Domestic Product by Category, Massachusetts and the Rest of the Nation, 2001-2010

Real GDP By Year
(in Millions of Chained 2005 Dollars)

Percent Change By Time Period

Firm Size Region 2001 2008 2010 2001-2006 2006-2008 2006-2010
0, 0, 0,

All Industry Total MA 308,710 327,936 335,809 341,164 6.2% 2.4% 4.0%

US Excluding MA 11,056,400 12,547,880 12,680,982 12,577,767 13.5% 1.1% 0.2%
Health Care and Social MA 24,416 28,789 31,242 32,711 17.9% 8.5% 13.6%
Assistance

US Excluding MA 708,610 834,480 890,937 928,601 17.8% 6.8% 11.3%
Total Excluding Health Care  MA 284,294 299,147 304,567 308,453 5.2% 1.8% 3.1%
and Social Assistance

US Excluding MA 10,347,790 11,713,400 11,790,045 11,649,166 13.2% 0.7% -0.5%

Source: Bureau of Economic Analysis: National Economic Accounts. U.S. Department of Commerce. www.bea.gov
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percent. However, between 2006 and 2008, GDP in
Massachusetts grew by 2.4 percent while growth in
the rest of the nation was only 1.1 percent. Overall,
between 2006 and 2010, GDP in the state grew by
4.0 percent while the growth rate in the rest of the
nation was essentially flat. While there are many
reasons the economy could have grown more
steadily in Massachusetts than the rest of the
nation, it seems clear that economic growth was not
stunted by health reform.

It is possible that growth in Massachusetts was
driven by the expansion in health insurance
coverage and the increased demand for health care,
while other industries suffered. The evidence does
not support that view. GDP from health and social
assistance industries, which grew at the same rate
for both Massachusetts and the rest of the nation
prior to reform, did grow more rapidly after reform—
by 13.6 percent in Massachusetts between 2006
and 2010, as compared to 11.3 percent for the rest
of the nation.'> However, growth in other non-health
and social assistance industries, which was much
slower in Massachusetts relative to the rest of the
nation prior to health reform, increased by 3.1
percent between 2006 and 2010. Over the same
time period, non-health and social assistance
industries GDP decreased by half a percent in the
rest of the nation.

While the evidence is clear on how
Massachusetts’ health reform affected the
state’s economy, the reform in Massachusetts is
not identical to the Affordable Care Act. Given
the similarities between Massachusetts‘ health
reform and the ACA, we would expect the
experience in Massachusetts to be broadly
predictive of the effects of national reform. However,
the impacts of the ACA will vary from those in
Massachusetts given the many elements of national
reform that differ from reform in Massachusetts,
including key aspects of the requirements for
employers, and the different circumstances of each
state.

Beyond the provisions for employers, other aspects
of the ACA that were not part of the Massachusetts
reform may lead to reduced growth. For example,
spending reductions in Medicare and other
government programs would be expected to reduce
the demand for labor in the health sector. In
addition, part of reform is financed by taxes on
earned and unearned income of higher income
individuals. These taxes will only have a small effect
on demand for goods and services because a very
small share of the population will be affected and
higher income people are the least likely to change
their consumption in response to a payroll tax. By

themselves the reductions in Medicare spending and
increase in taxes could lead to job loss; however, they
are offset by increased spending through the
Medicaid expansion and premium tax credits that will
increase employment. Finally, new spending under
the ACA will be financed through various taxes on
insurers and medical device and pharmaceutical
manufacturers. Similarly, the potential reductions in
demand for these services will be more than offset by
the increase in demand as a result of the expansion
in coverage.™

The Bottom Line

Despite claims that the Affordable Care Act will lead
to job loss and slower economic growth, economic
theory and the evidence from the 2006 health reform
in Massachusetts suggests otherwise. With health
reform in Massachusetts, not only did the rate of
uninsurance fall substantially, but the rate of employer
-sponsored coverage increased relative to the rest of
the nation. In addition, offers of coverage increased
for firms targeted by the reform, a pattern that was not
seen for comparable firms in the nation as a whole.

The increase in employer-sponsored coverage in
Massachusetts and the penalties faced by firms that
did not make a “fair and reasonable contribution” to
employee coverage did not lead to a loss of jobs in
the state. Employment trends in Massachusetts have
been quite consistent with trends for the rest of the
nation. This was the case for all firms affected by the
legislation, including firms that would be more likely
to be adversely affected under the legislation due to
their low-wage workforce and low rates of employer-
sponsored coverage. These findings are consistent
with recent research by Kolstad and Kowalski, who
found little change in employment as a result of health
reform in Massachusetts. They conclude that workers
in the state appear to value their increased health
insurance coverage enough to accept the reduction in
wages needed to cover the costs of that coverage.14

Finally, there is no evidence that Massachusetts
health reform slowed economic growth in the state.

In fact, despite slower growth in GDP relative to the
rest of the country prior to health reform, GDP grew
faster in Massachusetts relative to the rest of the
nation after the implementation of health reform. This
growth was not limited to the health care industry,
which would be expected to expand with the increase
in insurance coverage under reform, but was both
broadly based and more rapid than the growth in the
rest of the country. Business leaders in the state echo
these findings, reporting that health reform has been
good for business in Massachusetts. '
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