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Obamacare will impose new health coverage 
costs, the employer mandate, compliance regu-

lations, and new taxes on all businesses. Altogether, 
these constraints will dramatically affect compa-
nies’ per-employee costs, desire to provide health 
coverage, and motivation to grow in terms of both 
income and employment.

Further Burdening Businesses. Obamacare is 
likely to exacerbate many of the concerns and costs 
that are already burdening businesses—particularly 
small-business owners—in at least four ways.

1. Higher Health Care Costs. Obamacare does 
nothing to reduce the continually increasing costs 
facing businesses that provide health insurance cov-
erage. In fact, Obamacare’s wide variety of benefit 
and coverage mandates—combined with new taxes, 
fees, and penalties—will increase the cost of provid-
ing coverage.

The increased costs of health insurance might 
lead employers with fewer than 50 employees to 
drop coverage if they currently offer it, as there is 
nothing in Obamacare that would prevent them 
from doing so.

Employers that do offer coverage might respond 
by changing their health plans to accommodate 

the cost increases. For example, UPS has restruc-
tured its coverage to exclude the working spouses 
of its employees. The company expects this to affect 
15,000 employees for an annual savings of $60 mil-
lion. UPS very clearly cites additional costs imposed 
by Obamacare as a contributing factor in its decision, 
listing several Obamacare provisions that increased 
their costs.1

2. Employer Mandate. Obamacare’s employer 
mandate forces all employers with more than 50 full-
time employees—defined as those who work at least 
30 hours per week—to provide health insurance for 
employees or pay a penalty of $2,000 per employee 
(excluding the first 30) or $3,000 per employee that 
receives a premium subsidy, whichever is less.

This creates an incentive for businesses to avoid 
both the penalty and cost of coverage by hiring part-
time employees instead of full-time employees, since 
businesses will not be penalized for failing to pro-
vide health insurance to part-time employees. This 
affects a wide range of businesses, but it hits low-
income workers particularly hard.2 Adjunct profes-
sors, certain state government employees, and many 
fast-food and retail industry workers have already 
been impacted.3

The Obama Administration has unilateral-
ly delayed enforcement of the employer mandate 
for one year, but a temporary delay is of little help, 
because many employers had already cut hours and 
will not choose to increase hours again now only to 
cut them again next year.

3. Higher Regulation Compliance Costs. Small 
businesses do not have the capacity to easily take on 
additional administrative complexities. Many small 
companies will have to hire additional workers—and 
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incur higher external accounting expenses—to han-
dle the enhanced compliance regulations on health 
insurance plans.

4. Medicare Taxes on Flow-Through and Investment 
Income. Obamacare increases the Medicare payroll 
tax by 0.9 percent and establishes a new 3.8 percent 
Medicare surtax on unearned (investment) income 
such as capital gains and dividends for high-income 
earners. The increased payroll tax, in addition to 
wage and salary income, applies to “flow-through” 
business income4 earned by small businesses. 

Small businesses are major job creators, and 
higher taxes on them will slow job creation. 
Moreover, the wage thresholds on this tax increase 
are not indexed to inflation and, consequently, will 
push more small-business owners into this higher 
tax group as time goes on. The new surtax creates an 
even greater deterrence to investment than the tax 
code applied previously. This new extra deterrence 
to investment will add to the tax code’s already sub-
stantial drag on economic growth.

Obamacare Policies Already Failing Small 
Businesses. Obamacare did include some specific 
policies intended to help small businesses, but they 
are falling far short of expectations.

Small Business Tax Credit. Obamacare provides 
tax credits to small employers that provide health 
insurance for workers who earn relatively low aver-
age wages. However, the credit is temporary and is 
available for a maximum of only six years and for only 
two years after the exchanges begin operating in 2014. 
The credit amount is reduced as firm size increases 
and as the average employee wage increases.

The credit has largely failed to encourage small 
employers to offer health insurance to their employ-
ees, with only 7 percent of the 4.4 million poten-
tially eligible employers claiming it by mid-2011. 
J. Russell George, Treasury Inspector General for 
Tax Administration, testified before Congress that 

“through mid-October 2011, the IRS reported that 
309,000 taxpayers…had claimed the Credit for a 
total amount of $416 million. This is substantially 
lower than the Congressional Budget Office esti-
mate that taxpayers would claim up to $2 billion of 
Credit for Tax Year 2010.”5

In an analysis of the credit’s low use and complex-
ity, the Government Accountability Office attribut-
ed the low claim rate largely to the credit’s design.6 
The credit amount is not high enough to incentivize 
employers to offer coverage and is so complex and 
time-consuming that small businesses are reluctant 
to apply for it.

Delay in SHOP Exchange Requirement. In the pro-
cess of Obamacare’s massive implementation, sev-
eral pieces of the law have been delayed or changed. 
One delay that particularly impacts small business-
es is a requirement in the Small Business Health 
Options Program (SHOP) exchange.

While the SHOP exchange held little benefit to 
begin with, the Obama Administration has post-
poned its most meaningful aspect: the ability for 
employees to choose their health plans and premi-
um aggregation. As health policy scholar Timothy 
Jost writes, the delay will “disappoint those who 
have seen employee choice as the primary benefit 
of the SHOP exchange. It also leaves unclear what 
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advantage the SHOP exchange offers employers over 
the outside small-group market.”7

Obamacare Is Bad for Business. Obamacare 
saddles businesses with more burdens than ben-
efits. Not only do Obamacare’s policies fail to help 
small businesses in the way intended, but the 
unintended consequences of its mandates and 

regulations are even worse. As Obamacare’s full 
implementation nears, its increased costs and com-
plexities are likely to significantly hinder business 
growth and success.
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