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Obamacare:
Impact on Businesses
John L. Ligon
While President Obama continues traveling the
U.S. heralding the passage of the Patient Protection
and Affordable Care Act and the Health Care and
Education Reconciliation Act, businesses across the
U.S. are growing more and more discontent—and
for good reason.
The new health care law will impose new compliance regulations, employer mandate taxes, taxes
on business “flow-through” and investment income,
and numerous indirect costs on small- and
medium-size companies. Altogether, these constraints will dramatically affect companies’ peremployee costs, firm-level allocation of labor, desire
to take on health coverage, and motivation to grow
both in terms of income and employment.
Congress should repeal this massive statute, start
over, and get health care reform right.
Medium-Size Business Under Fire. Obamacare
will dramatically impact the behavior of mediumsize firms in the U.S.—specifically, those companies
with 50–199 workers.1 Beginning in 2014, Obamacare will begin imposing taxes—to help offset the
cost of individual employees receiving premium
subsidies through the to-be-established state health
insurance exchanges—on companies with 50 “fulltime equivalents” that do not offer an “acceptable”
level of health insurance coverage.2 These mandates
will force companies—including companies below
the 50-employee threshold—to react to eventual
overall cost increases.
These changes will likely produce upward pressure on health insurance premiums in the “fully

insured market”—and this will disproportionately
affect these medium-size companies as well as
smaller companies.3 Employees will likely bear
most of the burden since these costs will likely be
passed on to them in the form of reduced wages,
discontinued hiring, or loss of employment. Instead
of adding more regular full-time employees, some
businesses will simply increase hours for current
employees, hire low-skilled and low-income labor,
or opt for more temporary or seasonal workers.
Health Reform Penalizing Small Business.
President Obama and congressional leadership
repeatedly claim that Obamacare is good health
reform policy for small businesses (companies with
50 or fewer workers), but this claim is not supported by the facts.4 Instead, Obamacare will likely
exacerbate many of the concerns of small businesses—particularly small business owners—in at
least four ways.
1. Higher Health Care Costs. Obamacare does
nothing to “bend down the cost curve” that small
businesses face relating to providing health insurance coverage. In fact, it is likely that the endless
regulations, mandates, fees, and taxes will put
upward pressure on premium prices—particularly
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in the “fully insured” market, where 88 percent of
workers and dependents at small businesses purchase health insurance.5 Heritage analysis estimates that roughly 54.5 percent of the total
“premium tax” on health insurers will be paid
by workers and dependents covered by these
employer group policies.6123456
Additionally, the increased costs of health insurance will cause many firms with 50 or fewer
employees—perhaps most—to either not offer coverage or drop coverage if they currently offer it.
There is nothing currently in Obamacare that will
stop them from doing so.
2. Ineffective Small Business Tax Credit. Even
accounting for the “cost-reducing” tax credits—
which the Congressional Budget Office estimates
will impact at most 12 percent of businesses with 25
or fewer workers and expire after two years beginning in 2014—Obamacare will not address the
many uncertainties small businesses face in deciding whether to offer health insurance coverage to
its workers.
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Essentially, after all exclusions the only eligible
firms for the heralded “small business tax credit” are
those with 10 or fewer workers and those with lowincome workers—and most of these workers will
qualify for premium subsidies in the state exchanges.
These small firms are the least likely to offer coverage
even with a significant price reduction.
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 incur higher external accounting expenses—to
handle not only the enhanced compliance regulations on health insurance plans but also stricter tax
compliance regulations relating to business-to-business transactions.7
4. Medicare Taxes on “Flow-Through” and Investment Income. Obamacare will increase the Medicare
payroll tax and establish a new Medicare non-payroll
(“investment”) tax. This tax will apply perversely on
“flow-through income”—thus reaching a significant
share of small businesses.8 Moreover, the wage
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thresholds on this tax increase are not indexed to
inflation and, consequently, will push more small
business owners into this higher tax group.9 The
Medicare “investment” tax will also lead to greater
deterrence on investment—and passive income—
which will suppress economic growth.
Penalizing Business Growth and Success.
Businesses will not take much comfort from the
passage of this “historic” health care bill. The President and many lawmakers in Washington are consistently proposing and passing legislation that
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hurts these businesses, and Obamacare is one
more example.
Obamacare fails to appropriately address the
concerns of small- and medium-size businesses
relating to health care reform, and it will force many
companies to react to new cost burdens. The
intended consequences of this poorly constructed
bill are harmful enough, but the many unintended
consequences are even worse.
—John L. Ligon is Policy Analyst in the Center for
Data Analysis at The Heritage Foundation.
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