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Obamacare imposes a new tax on health insur-
ance premiums, starting in 2014, that will 

increase individual and small group health insur-
ance premiums by an additional 2–3 percent. This 
will have an adverse impact on consumers and 
reduce employment but have little impact on large 
employers and their employees, because large firms 
usually self-insure. The tax is hidden from consum-
ers, and it should be repealed.

How the Health Insurance Tax Works. The 
IRS calls the new excise tax a “Health Insurance Pro-
vider Fee.”1 Opponents call it the health insurance 
tax (HIT).2

The tax is not imposed at a specified rate; rather, 
the effective rate is set annually by the Treasury to 
raise a specified amount of revenue. The amount of 
revenue to be raised is shown in Chart 1.

Thus, the amount of tax revenue raised will 
increase substantially over time. The tax will raise 
79 percent more revenue in 2018 than in the initial 
year, 2014, and will increase still further thereafter.

The tax is imposed on net health insurance pre-
miums for any United States health risk to the 
extent the insurer’s premiums exceed $50 million 
annually.3 The tax is not tax deductible, which raises 
its effective tax rate by 54 percent.4

Most Large Employers and Their Employees 
Are Exempt. Employers that self-insure are explic-
itly exempted from the tax. Most large employers 
self-insure, while most small employers do not. Thus, 
this tax will affect almost exclusively small business-
es and individual consumers. In 2011, 86.3 percent 
of employers with 1,000 or more employees were in 
self-insured plans. About 35 percent of employers 
with 100–999 employees self-insured and less than 
13 percent of employers with fewer than 100 employ-
ees self-insured.5

Generally, with self-insured plans, the employ-
er establishes a trust and contributes money to the 
trust. Employee health care costs are paid in accor-
dance with the trust or plan document. The employer 
will often use a third party to administer the health 
care plan. Usually, the plan uses a preferred provider 
network or other network of health care providers to 
contain costs. Small or mid-size employers that self-
insure usually purchase stop-loss insurance that 
limits either their aggregate or per-person losses or 
both. In all of these cases, self-insurers are exempt 
from the tax.

Table 1 summarizes the findings of three studies 
of the impact of the health insurance tax on health 
insurance premiums. The results vary because of 
(1) differing data sources and estimates about the 
amount of health insurance premium revenue that 
insurance companies will have in 2014 and thereaf-
ter, and (2) differing estimates about how many firms 
will move toward self-insurance rather than buying 
health insurance over time. Each is clear, however, 
that the tax imposes more costs on consumers.

It is generally agreed that the economic inci-
dence of the tax will fall on consumers and small 
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employers.6 The higher costs that small employers 
face will tend to reduce employment. A study by the 
National Federal of Independent Business Research 
Foundation found that the health insurance tax will 
reduce private-sector employment by 146,000 to 
262,000 jobs in 2022.7

Because of the health insurance tax, the health 
insurance underwriting restrictions in Obamacare 

(notably the age bands limiting the ratio of the pre-
miums for the oldest workers to no more than three 
times those for the youngest workers), and the 
Essential Health Benefits requirements for health 
insurance, it is very likely that a large number of 
employers will find self-insurance to be an increas-
ingly attractive option under Obamacare. This effect 
will be particularly pronounced for employers with 
relatively young and healthy employee populations.

To the extent this movement toward self-insur-
ance occurs, it will reduce the amount of premiums 
underwritten (i.e., the size of the taxable base for 

1.	 Federal Register, Vol. 78, No. 42 (March 4, 2013), p. 14034, http://www.gpo.gov/fdsys/pkg/FR-2013-03-04/pdf/2013-04836.pdf  
(accessed October 28, 2013).

2.	 See, e.g., the “Stop the HIT Coalition,” http://www.stopthehit.com/ (accessed October 28, 2013).

3.	 The Patient Protection and Affordable Care Act of 2010, Public Law 111–148, §9010(b). Half of premiums written between $25 million and $50 
million are subject to tax. An insurer’s premiums up to $25 million annually are exempt. 

4.	 A deductible tax of $100 costs $100 but reduces the corporate tax paid by $35 for a net cost of $65, because the $100 is treated as a 
deductible expense for corporate income tax purposes. A non-deductible tax costs $100 but does reduce corporate taxes due; $100 is 54 
percent more than $65.

5.	 Paul Fronstin, “Self-Insured Health Plans: State Variation and Recent Trends by Firm Size,” Employee Benefits Research Institute, EBRI Notes, 
Vol. 33, No. 11 (November 2012), p. 5.

6.	 It is a fundamental tenet of price theory (microeconomics) that the legal incidence of a tax (in this case, on insurance companies) does not 
affect the economic incidence of the tax, except perhaps in the short run. In a competitive market, price will tend to equal marginal cost, which, 
in this case, includes the cost of paying the health insurance tax. Consumers would normally be able to substitute away from insurance 
toward either self-financing of health care costs or making other forms of expenditure. This would cause the overall health insurance market 
to shrink in size. However, in the Obamacare case, they do not have this choice because of the individual mandate.

7.	 Michael J. Chow, “Effects of the PPACA Health Insurance Premium Tax on Small Businesses and Their Employees: An Update,” National 
Federation of Independent Business Research Foundation, March 19, 2013.

CHART 1

Source: Patient Protection and A�ordable Care Act (PPACA),  
§9010(e), http://housedocs.house.gov/energycommerce/ 
ppacacon.pdf (accessed October 29, 2013).

The health insurance premium tax will increase by 
more than $6 billion from 2014 to 2018. Beginning 
in 2019, it will increase with premium growth.
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the health insurance tax) and increase the required 
health insurance effective tax rate to raise the set 
dollar amounts that must be raised (see table above). 
The higher effective tax rate will increase the per-
centage by which premiums must increase in subse-
quent years.

A Hidden Tax. Because the tax is an annual tax 
paid by insurance companies, it is effectively hidden 
from health insurance buyers, including both indi-
vidual consumers and small employers. The health 
insurance tax, of course, is just one of many reasons 
that premiums will increase under Obamacare.8
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