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House members soon will vote on health care legislation developed by Majority Leader Richard
Gephardt (D-MO). The Gephardt bill, like the Clinton bill, mandates employers to pay at least 80
percent of the cost of a standard benefits package designed by Congress.

Most working Americans assume that if their employer is required to provide more in fringe bene-
fits, this will not have an effect on their paychecks. But as the CEO of Godfather’s Pizza reminded
President Clinton, in the real world of competitive business additional payroll taxes and fringe bene-
fits forced on businesses translate into less money for wages and some job losses. Similarly, a reduc-
tion in fringe benefit costs or payroll taxes means more cash for wages.

Economic analysis confirms this well-known effect on main street and enables estimates to be
made of the “pass-through” wage effect of employer mandates. A survey of the economic literature
by Lewin-VHI, a leading health care econometrics firm, indicates that for every additional $100 in
mandated health benefits an employer must provide for an employee, an average of $88 actually
will be paid for in reduced wages for the worker.! The rest will be paid for by such things as re-
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1 The Lewin-VHI figure of 88 percent is based on such analyses as Jonathan Gruber and Alan B. Krueger, “The
' Incidence of Mandated Employer-Provided Insurance: Lessons from Workers Compensation Insurance,” Tax
Policy and Economy (1991); Jonathan Gruber, “The Incidence of Mandated Maternity Benefits,” American
Economic Review (forthcoming); and Lawrence H. Summers, “Some Simple Economics of Mandated Benefits,”
American Economic Review, Vol. 79, No. 2 (May 1989).

Nothing written here is to be construed as necessarily reflecting the views of The Heritage Foundation
or as an attempt to aid or hinder the passage of any bill before Congress.



duced profits and higher prices. Similarly, if the cost of fringe benefits is reduced, employees gener-
ally will gain wages.

An analysis of the Clinton plan by Lewin-VHI found that when the pass-through of business costs
is included, the new health system would have led to an average wage reduction of $189 per em-
ployee in 1998.2

Heritage analysts have computed the pass-through effect of the employer mandate in the
Gephardt bill using The Heritage Foundation simulation model of the legislation.

The analysis indicates:

v/ The Gephardt mandate on employers will lead to a total reduction in wages in 1999 of
$37.5 billion. This would range from an increase in wages in Michigan of $2.4 billion (due to
taxpayer-paid windfalls for employers because of such things as subsidies to smaller firms al-
ready covering workers) to a decrease in wages of $7.0 billion in Texas.

v’ Wages would increase in 13 states (almost exclusively New England and rustbelt states),
while wages would fall in 35 states and the District of Columbia. Data for Montana and
Wyoming are not available.

v/ The impact per worker would range from an increase of $694 in Michigan to a decrease
of $1,164 in Nevada and $2,124 in the District of Columbia.

Gephardt's Health Care Bill:
Effect on Workers’ Wages

Il States Where Workers' Salaries Will Drop
i States Where Workers' Salaries Will Rise
(] Data Not Available

Source: Heritage calculations; see notes.

2 The wages of employees in firms currently providing health coverage would have risen by an average of $400,
according to Lewin-VHI (because of premium controls, payroll subsidies etc.), while the wages of employees not
currently receiving coverage would be lower by about $1,243. See Stuart M. Butler, “How the Clinton and
Nickles-Stearns Bills Would Affect American Workers,” Issue Bulletin No. 188, April 11, 1994,

3 For the full analysis of the Gephardt bill see Stuart M. Butler, with David H. Winston and Christine L. Olson,
“Health Care Debate Talking Points #1: Cost to Business of the Gephardt Bill,” Heritage Foundation FYI No. 21,

updated August 9, 1994,



Wage Effects In the Gephardt Bill

Additional Cost Net Change Net Change
State to Business of in Wages for in Wages Per

Gephardt Plan Employees Employee
$920,809,000 ($810,312,000) ($56%)
$65,903,000 ($57.995,000) ($303)
$1,538,025,000 ($1,353,462,000) ($947)
$863,835,000 ($760,175,000) ($967)
$5,597,504,000 ($4,925,804,000) ($389)
$1,177,407,000 ($1,036,118,000) (3705)
($596,585,0005 $524,995,000 $373
$248,067,000 ($218,299,000) ($645)
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' 173,000} ...
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uUs. $42,599,576,000

($37,487,627,000)

($378)

Note: Specific data for Montana and Wyoming are not available due to Census Bureau data
suppression techniques designed to maintain confidentiality. However, the aggregate national

figures include data from these two states,

Source: Heritage calculations, based on federal government data (see notes).
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Gephardt Plan Cost Calculation Assumptions

I. The estimates of premiums paid by private employers for private health insurance, as well as
for Medicare Part C, are based on CBO's estimate of the cost of premiums under the Clinton plan.
We assumed premiums would rise at a 5% annual rate through 1999 (see note 10).

2. The estimate of the cost to business of the Gephardt plan is based on the Census Bureau's

1991 County Business Patterns database. The cost calculation uses two components, The first is
cost of the premium. The second component involves the distribution of the type of plan
(individual, single-parent family, two-parent family) and is based on the distribution of those worker
types as defined in the March 1993 CPS survey.

3. Because of the file structure in the County Business Patterns database, we broke down the size
of firms by O - 20 and 20 - 50 employees, rather than O - 25,

4. We assume employers already providing a benefits package at an equal or greater value than
that mandated by the Gephardt plan would not decrease the level of coverage. We therefore
employed a ratio derived from the March 1993 Current Population Survey of those who would
provide coverage at the mandated level and those who would maintain a higher level of coverage.

5. Based on the bill's directive to HHS to assume that 75% of those eligible for Medicare Part C
would enroll, we determined that the percentage 50 - 99, 25 - 49 and under 25 employees
businesses, who would qualify to give their employees the option to be covered under Medicare
Part Cis 60%, 75%, and 75%, respectively.

6. In calculating the amount of the 2% excise tax on private insurance premiums, we assumed
that businesses would pay 1.6% (80% of tax) and that individuals would pay 0.4% (20% of tax).

7. We assumed that employers paying family premiums would be subsidized by 25% of the non-
enrolling employer payments in 1999, as specified in the Ways and Means bill.

8. In calculating the percentage of employees whose employer would qualify for a premium
subsidy, we performed an income distribution analysis for firms with 0-25 and 25-99 employees
based on the March 1993 CPS. CPS does not contain a breakdown of firms sizes 25-50, so we
used firms with 25-99 employees in our computation.

9. To project the work force at a national level and by state in 1999, we determined a ratio
representing the rate of population increase from 1990-2000, based on U.S. Census Bureau
Projections.

10. Based on the 1994 Health Care Cost Survey by Towers Perrin, we assumed that insurance
premiums would increase at an annual compounding rate of 5% in order to project 1999 costs.

I'l. In order to project costs under current law to 1999 and compare them with the House
legislation, we used Lewin-VHI cost growth calculations. Using the March 1993 CPS, we derived

a state-by-state distribution of the present value of private employer contributions to employee
health insurance, which we then applied to the Lewin projections of current spending in 1999 and
The Heritage Foundation’s calculation of the cost of the Gephardt bill in 1999.

| 2. Specific data for Montana and Wyoming are not available due to Census Bureau data
suppression techniques designed to maintain confidentiality. However, the aggregate national
figures include data from these two states.




