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Labor market distortions are 
common within the Patient 

Protection and Affordable Care Act 
(PPACA/Obamacare). Employers 
are faced with uncertainty at every 
turn. As observed from the recently 
released Federal Reserve beige book, 
this uncertainty restrains hiring.1 

While substantial attention has 
been given to the employer side, the 
employee side also experiences many 
distortionary effects. Some of these 
distortions include incentives to 
reduce hours, not seek work, drop 
insurance coverage, drop depen-
dent coverage, become divorced, or 
avoid marriage. It is apparent that 
Obamacare’s effects extend far past 
the number of employees a business 
will employ, or how many hours a 
week an employee will be allowed to 
work.

Obamacare Taxes and the 
Supply of Labor. Obamacare will 

negatively affect the reward to 
work for many workers, as noted 
by University of Chicago econo-
mist, Casey Mulligan. According to 
Mulligan, “The net result of all of this 
will be to reduce employment, espe-
cially among less skilled people.”2  
Many individuals will be left facing 
tough decisions on whether or not 
to take a higher paying job or losing 
thousands of dollars in health care 
subsidies.3 

When an individual faces higher 
tax rates, if they currently have a job, 
they may roll back on hours worked. 
Subsidies also have this sort of 
effect. According to Mulligan, “The 
[Affordable Care Act’s] subsidies will 
sharply reduce the financial reward 
to working because they will be 
phased out with household income.” 

The Congressional Budget Office 
(CBO) also agrees, stating, “The 
expansion of Medicaid and the 
availability of subsidies through the 
exchanges will effective increases 
beneficiaries’ financial resources. 
Those additional resources will 
encourage some people to work fewer 
hours or to withdraw from the labor 
market.” The CBO found that the 
legislation would reduce amount of 
labor by half a percent.4  

Under the Affordable Care Act’s 
system of subsidies, as an individual 

makes more money, they are reward-
ed by losing subsidies. This creates 
a calculation that each person must 
make—whether or not to strive to 
increase their personal household 
income through working more or 
getting a better job, or choosing to 
stay in a similar place in life in order 
to keep the benefits.

In November 2012, the CBO esti-
mated the increase in marginal tax 
rates due to Obamacare, adding evi-
dence to Mulligan’s claim. According 
to the CBO, the introduction of the 
Medicaid expansion and the exchange 
subsidies would increase mar-
ginal tax rates for more individuals. 
Populations that have Medicaid face 
marginal tax rates above 75 percent in 
many instances. In terms of exchange 
subsides, for income between 100 per-
cent and 133 percent of the poverty 
level, tax rates increase by 2 percent. 
For income between 133 percent 
and 400 percent of the poverty level, 
increases vary between 9.5 percent 
and 18 percent.5 

Compared to previous law, indi-
viduals now experience even higher 
marginal tax rates from the ability 
to garnish health care subsidies at 
lower income. Obamacare ultimately 
discourages low income individuals 
from trying to move into higher pay-
ing jobs on the margin.
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Low-wage workers are especially 
affected, because they are most 
responsive to higher tax rates or 
lower subsidies. The CBO believes 
that low-income workers have higher 
labor elasticies.6 Low income workers 
will respond to changes in tax rates 
more intensely on the margin than 
individuals with higher incomes. Not 
only are marginal rates higher, but 
lower income individuals are expect-
ed to respond more vigorously to the 
changes. This effect could be further 
exasperated through the incentives 
for employers to drop coverage to low-
ering income employees.7

Dependent Coverage and 
Obamacare’s Treatment of 
Marriage. Several analysts point out 
that Obamacare develops a marriage 
penalty.8 Simply put, individuals lose 
subsidies if they choose to marry 
without any change to earnings. 
Representative Darrel Issa (R –CA) 
points out a simple explanation and 
example: “The result of linking the 
tax credit to the federal poverty level 
is that two individuals who make 

between $61,600 and $91,200 in 2014 
will not benefit from the tax credit if 
they decide to marry.”

While this example only shows 
one case, it is true that most indi-
viduals that previously obtained 
exchange subsidies would lose some 
subsidies when becoming married. 
For a couple that has two individual 
earners between 100 percent and 
400 percent of the Federal Poverty 
Level, choosing to get married would 
experience further increases in effec-
tive marginal tax rates—between 10 
percent and 24 percent.9

The extension of dependent cover-
age in Obamacare attacks the labor 
market from several angles. First, 
young adults are discouraged from 
entering the labor force due to the 
law’s implementation. heritage anal-
ysis shows that individuals can be as 
much as 15 percent more unlikely to 
be part of the labor force after the 
dependent coverage provision went 
into effect.10 

This behavior makes the most 
sense for low-income earners where 

the benefit will be relatively large 
compared to the wage earned. While 
it is not necessarily true that a young 
adult would lose their dependent cov-
erage upon getting a job of their own, 
this consideration could be coming 
into play, as well as a general decision 
to utilize the benefit to stay in school, 
or pursue other activities. 

A second effect, as outlined in a 
previous heritage Issue Brief, out-
lines the incentive for individuals 
dropping their own name coverage 
for dependent coverage.11 Ultimately, 
this leads to increased incentives 
for employers to drop coverage, 
either by pushing employees to 
the exchanges indirectly or paying 
the penalty and adjusting benefits 
accordingly.

Labor Market Distortions 
Still to Come. Obamacare distorts 
incentives for employees to make 
positive changes in the labor mar-
ket. Employees are encouraged to 
keep lower paying jobs in order to 
preserve subsidies, while also being 
encouraged to remain single, leave 
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the labor force, or even not partici-
pate in the labor force. 

While many economists and offi-
cials suggest that the Affordable Care 
Act will not result in drastic labor 
market distortions when it is fully 
implemented, basic economic evalua-
tion of the situation shows that these 
distortions will occur. If the most 

recent Federal Reserve beige book’s 
further revelations about slow labor 
market recovery is any foreshadow-
ing to what is to come, the United 
States labor market is in for rude 
surprise in the coming years.12
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