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The 2010 healthcare law contains a tax on the health insurance policies that most small businesses 

purchase.  Although the tax is formally structured as a fee on health insurers, analysis has determined 

that virtually all of the tax burden will be passed on to the purchasers of insurance: employers and 

employees.  Estimates predict the tax will raise the cost of employer-sponsored insurance by 2% - 3%, 

imposing a cumulative cost of nearly $5,000 per family by 2020.  The NFIB Research Foundation’s 

BSIM model suggests that such price increases will reduce private sector employment by 152,000 to 

286,000 jobs in 2023, with approximately 57 percent of those losses falling on small business. 

 

Introduction 
The Patient Protection and Affordable Care Act (PPACA) signed into law in 2010 included, as one of its 

revenue-raisers, a health insurance (HI) premium tax structured as an annual fee on insurers beginning in 

2014.  The tax applies to any U.S. health insurance provider and is intended to collect roughly $134 

billion in revenue through 2023.  A predetermined amount of revenue is to be collected each year: $7 

billion in 2014, $10 billion in 2015, $11 billion in 2016, $13 billion in 2017 and 2018, $14 billion in 

2019, and $15 billion or more annually in years 2020 through 2023.
1
  Targeted at the fully-insured 

market, this tax will ultimately be passed on to consumers, many of whom are small businesses. 

Analysis has determined that the cost of what is ostensibly an industry fee targeted at health 

insurers will ultimately be shifted to purchasers of health insurance from these entities.  A study by 

former Congressional Budget Office Director Douglas Holtz-Eakin found that the HI tax can be 

expected to raise premiums for employer-sponsored insurance by as much as 3 percent, a price increase 

that cumulatively amounts to nearly $5,000 per family over the current decade.
2
  Additionally, the Joint 

Committee on Taxation (JCT) estimated that repealing the tax would reduce premiums of insurance 

plans offered by covered entities by 2.0 percent to 2.5 percent.
3
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If the HI premium tax takes effect, the vast majority of small businesses currently providing 

insurance will see their premiums increase beyond what they would have without the tax.  According to 

survey data from the Medical Expenditure Panel Survey (MEPS), among private sector establishments 

who offer health insurance, nearly 75 percent of those with between 100 and 499 employees and more 

than 85 percent of those with fewer than 100 employees do not self-insure.
4
  For a small business owner 

who does not self-insure, this increase in premiums will be borne by both the employer and the 

employee, each of whom contributes toward financing the insurance. 

Since small businesses play a vital role in the economy, accounting for half of private sector 

employment and two-thirds of the net new private sector jobs created in the United States, public 

policies which impose meaningful costs on small businesses can be expected to have tangible negative 

effects on employment and job creation.  This brief report attempts to quantify the economic impact the 

HI premium tax will have on private sector employers and employees by modeling the expected 

premium cost increases and simulating their effects using the NFIB Business Size Impact Module 

(BSIM).   

The BSIM is a dynamic, multi-region model based on the Regional Economic Models, Inc. 

(REMI) structural economic forecasting and policy analysis model which integrates input-output, 

computable general equilibrium, econometric, and economic geography methodologies.  It has the 

unique ability to forecast the economic impact of public policy and proposed legislation on different 

categories of U.S. businesses differentiated by size of firm.  Forecast variables include levels of private 

sector employment and real output.  By comparing simulation results for scenarios which include 

proposed or yet-to-be-implemented policy changes with the model’s baseline forecast, the BSIM is able 

to obtain estimates of how these policy changes might impact employer firms and their workers. 

 Depending on the assumed rate of health insurance inflation, the HI premium tax is forecast by 

the BSIM to reduce private sector employment by between 152,000 and 286,000 jobs in 2023.  

Approximately fifty-nine percent of the jobs lost are jobs that would have been at small firms. 

Modeling Assumptions and Methodology 
This report represents an update of an earlier report

5
 focusing on the PPACA health insurance premium 

tax originally released in 2011.  The methodology and assumptions used to generate the estimates 

contained in this report are identical to those used for the previous report.  Data sources for the two 

reports are also identical, with data pulled from the U.S. Census Bureau, the Medical Expenditure Panel 

Survey, the Kaiser Family Foundation’s annual survey on employer benefits, and the IRS’s Statistics of 

Income division.  The methodological details appear in the earlier report available online. 
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Simulation Results: Employment and Output Forecasts 
A ten-year forecast window starting from the current year (2014) was chosen for this analysis.  The 

employment and output effects of the HI premium tax forecast from BSIM simulations utilizing each of 

the Holtz-Eakin- and JCT-estimated tax rates (3 percent and 2.5 percent) are presented below. 

 

 

Results Based on a 3 Percent Premium Increase (Tax) 

The results in this section are from the simulation utilizing the assumption that the HI premium tax 

equals 3 percent of existing premiums.  Based on the additional assumptions outlined in the original 

report and depending on the assumed rate of health insurance inflation, the BSIM forecasts that there 

will be between 183,000 and 286,000 fewer private sector jobs in 2023 as a result of the HI premium 

tax.  Even in the best-case inflation scenario presented here, 183,000 jobs are forecast to be lost in the 

next decade due to the HI premium tax. 

Approximately fifty-seven percent, a sizeable majority, of the jobs lost by 2023 are jobs that 

would have been at small firms (firms with fewer than 500 employees, using the Small Business 

Administration’s definition).  Job losses at the smallest firms, those with fewer than 20 employees, 

account for roughly 24 percent of all lost jobs.  Despite the fact that large firms tend to self-insure, large 

firms will also experience considerable job loss as a result of the tax.  The losses at large firms are 

primarily the residual effect of initial cutbacks made at small firms.  Small firm owners responding to 

the new tax will not only reduce employment, but will also take other cost-cutting measures like 

reducing investment.  Lower demand from small firms, which collectively account for roughly half of 

both real private GDP and private sector employment, can have a large impact on the sales of large 

firms. 

In addition to the employment difference forecasts, real GDP is forecast to be $24 billion to $39 

billion lower in 2023 than it would otherwise be without the tax. 

 

EMPLOYMENT DIFFERENCE FROM BASELINE (ALL FIRMS), UNITS = THOUSANDS OF 

JOBS 

Assumed rate of HI premium 

inflation 2014 2015 2016 2017 2018 2019 2020 2021 

 

2022 

 

2023 

5% inflation -130 -139 -147 -153 -159 -164 -169 -173 -178 -183 

6% inflation -131 -142 -151 -159 -166 -173 -180 -186 -193 -200 

7% inflation -134 -146 -156 -166 -175 -183 -192 -201 -210 -219 

8% inflation -135 -148 -160 -172 -182 -193 -205 -216 -227 -240 

9% inflation -137 -152 -165 -178 -191 -204 -218 -232 -246 -262 

10% inflation -139 -155 -170 -185 -200 -216 -232 -249 -267 -286 
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REAL OUTPUT DIFFERENCE FROM BASELINE (ALL FIRMS), UNITS = $BILLIONS 

Assumed rate of HI premium 

inflation 2014 2015 2016 2017 2018 2019 2020 2021 

 

2022 

 

2023 

5% inflation -16 -17 -18 -19 -20 -21 -22 -23 -24 -24 

6% inflation -16 -17 -19 -20 -21 -22 -23 -24 -26 -27 

7% inflation -16 -18 -19 -21 -22 -24 -25 -26 -28 -30 

8% inflation -16 -18 -20 -22 -23 -25 -27 -28 -30 -32 

9% inflation -17 -19 -20 -22 -24 -26 -28 -31 -33 -36 

10% inflation -17 -19 -21 -23 -25 -28 -30 -34 -36 -39 

 

 

Results Based on a 2.5 Percent Premium Increase (Tax) 

The results in this section are from the simulation utilizing the assumption that the HI premium tax 

equals 2.5 percent of existing premiums.  Based on the additional assumptions outlined in the original 

report and depending on the assumed rate of health insurance inflation, the BSIM forecasts that there 

will be between 152,000 and 239,000 fewer private sector jobs in 2023 as a result of the HI premium 

tax.  Even in the best-case inflation scenario presented here, 152,000 jobs are forecast to be lost in the 

next decade due to the HI premium tax.  Approximately fifty-seven percent, a sizeable majority, of the 

jobs lost by 2023 are jobs that would have been at small firms (<500 employees).  Job losses at firms 

with fewer than 20 employees account for roughly 24 percent of all lost jobs.  Real GDP is forecast to be 

$20 billion to $33 billion lower in 2023 than it would otherwise be without the tax. 

EMPLOYMENT DIFFERENCE FROM BASELINE (ALL FIRMS), UNITS = THOUSANDS OF 

JOBS 

Assumed rate of HI premium 

inflation 2014 2015 2016 2017 2018 2019 2020 2021 

 

2022 

 

2023 

5% inflation -108 -116 -122 -128 -132 -136 -141 -144 -148 -152 

6% inflation -109 -118 -126 -132 -138 -144 -150 -155 -161 -167 

7% inflation -111 -121 -130 -138 -145 -153 -160 -167 -175 -183 

8% inflation -113 -124 -134 -143 -152 -161 -171 -180 -190 -200 

9% inflation -114 -126 -138 -149 -159 -170 -182 -193 -206 -219 

10% inflation -116 -129 -142 -154 -167 -180 -194 -208 -223 -239 

 

 

REAL OUTPUT DIFFERENCE FROM BASELINE (ALL FIRMS), UNITS = $BILLIONS 

Assumed rate of HI premium 

inflation 2014 2015 2016 2017 2018 2019 2020 2021 

 

2022 

 

2023 

5% inflation -13 -14 -15 -16 -17 -17 -18 -19 -20 -20 

6% inflation -13 -15 -16 -17 -18 -18 -19 -20 -21 -22 

7% inflation -13 -15 -16 -17 -18 -20 -21 -22 -23 -25 

8% inflation -14 -15 -17 -18 -19 -21 -22 -24 -25 -27 

9% inflation -14 -15 -17 -19 -20 -22 -24 -26 -28 -30 

10% inflation -14 -16 -18 -19 -21 -23 -25 -28 -30 -33 
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Employment and Output Results by Region 

The BSIM is a regional model and is able to produce results for individual regions within the United 

States as well as for the nation as a whole.  Currently, the BSIM is capable of producing subnational 

results for eleven states and a residual region representing the rest of the United States.  The eleven 

states are California, Colorado, Florida, Illinois, Massachusetts, New Jersey, New York, Ohio, 

Pennsylvania, Texas, and West Virginia.  Long-run state-specific employment and output results for 

these eleven states are provided in the tables below. 

 

EMPLOYMENT DIFFERENCE FROM BASELINE (ALL FIRMS) BY REGION, YEAR 2023 

 Tax = 2.5% of Premiums Tax = 3.0% of Premiums 

Region 5% HI Inflation 10% HI Inflation 5% HI Inflation 10% HI Inflation 

California -11,652 -19,446 -13,992 -23,320 

Colorado -3,418 -5,266 -4,102 -6,310 

Florida -5,043 -8,099 -6,051 -9,710 

Illinois -2,798 -4,626 -3,360 -5,547 

Massachusetts -773 -1,238 -928 -1,483 

New Jersey -1,016 -1,678 -1,218 -2,012 

New York -1,376 -2,330 -1,650 -2,799 

Ohio -3,173 -4,938 -3,809 -5,920 

Pennsylvania -2,555 -3,946 -3,061 -4,724 

Texas -7,323 -12,058 -8,799 -14,463 

West Virginia -1,267 -1,839 -1,521 -2,201 

Rest of U.S. -111,750 -173,508 -134,072 -207,998 

 

REAL OUTPUT DIFFERENCE FROM BASELINE (ALL FIRMS) BY REGION, YEAR 2023 

 Tax = 2.5% of Premiums Tax = 3.0% of Premiums 

Region 5% HI Inflation 10% HI Inflation 5% HI Inflation 10% HI Inflation 

California -$1.992B -$3.325B -$2.393B -$3.989B 

Colorado -$0.461B -$0.727B -$0.552B -$0.870B 

Florida -$0.589B -$0.971B -$0.707B -$1.166B 

Illinois -$0.520B -$0.860B -$0.624B -$1.031B 

Massachusetts -$0.232B -$0.375B -$0.279B -$0.449B 

New Jersey -$0.189B -$0.322B -$0.228B -$0.386B 

New York -$0.294B -$0.526B -$0.354B -$0.632B 

Ohio -$0.529B -$0.842B -$0.635B -$1.009B 

Pennsylvania -$0.415B -$0.664B -$0.497B -$0.793B 

Texas -$1.270B -$2.100B -$1.524B -$2.519B 

West Virginia -$0.129B -$0.192B -$0.154B -$0.232B 

Rest of U.S. -$13.734B -$21.705B -$16.484B -$26.024B 
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NOTES 
                                                           
1
 Congressional Budget Office, “The Budget and Economic Outlook: 2014-2024,” Table 4-3, February 2014: 87. 

2
 Holtz-Eakin estimates the premium increase will range from between 2.4 percent to over 3 percent between 2014 and 2019.  

To simplify matters, an increase of 3 percent was assumed for all forecast years.  See: Douglas Holtz-Eakin, “Higher Costs 

and the Affordable Care Act: The Case of the Premium Tax”, American Action Forum, March 9, 2011. 
3
 Thomas A. Barthold, letter to Senator Jon Kyl, Joint Committee on Taxation, Washington, DC, 3 June 2011. 

4
 Estimates of the number of establishments who provide employer-sponsored insurance but do not self-insure were taken 

from the Department of Health and Human Services’ 2009 Medical Expenditure Panel Survey (MEPS) (Table I.A.2.a).  

These estimates are likely high and suggest more firms self-insure than actually do, because the data are reported in 

establishments rather than enterprises.  An establishment is a business location; an enterprise is a business. 
5
 Chow, Michael J., “Effects of the PPACA Health Insurance Premium Tax on Small Businesses and Their Employees,” 

NFIB Research Foundation, November 9, 2011. 


