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                    Abstract
Health insurance is regulated at the state level by the use of state-mandated health benefits. These are regulations issued by the state that mandate minimum levels of certain benefits as part of policies offered, e.g., drug abuse and alcohol treatment services, treatment for mental illnesses, etc. In this paper, we evaluate the impact of state health insurance mandates on job creation by small firms using data from the Survey of Income and Program Participation (SIPP) dataset for the period 1993–1995. Results from an ordered probit regression indicate that, the larger the number of mandates in a state, the lower the probability that a self-employed person will be a significant employment generator. These results hold when we consider both the sum of mandates as well as a cost-weighted measure of the most expensive mandates.
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                    Notes
	For instance, Davis et al. (1996) find that the rate of gross job creation in US manufacturing is nearly double for firms with fewer than 100 employees as compared with firms with more than 25,000 employees.


	According to Census, “Nonemployers account for roughly 3% of business activity [in terms of sales or receipts]. At the same time nonemployers account for nearly three-quarters of all businesses. Most nonemployer businesses are very small, and many are not the primary source of income for their owners.” See the US Census Bureau, Nonemployer Statistics for more detailed information.


	Overall, in 2002, there were approximately 2.7 million firms with 0–4 employees and 1 million firms with 5–9 employees, out of a total of approximately 5.7 million firms. http://www.sba.gov/advo/stats/st.pdf.


	Bartelsman et al. (2005).


	Some recent papers that have tried to estimate job losses as a result of employer mandates are Baicker and Levy (2007) and Norman Thurston (1997).


	There are mandated providers as well, but we have only included mandated benefits in our study.


	For example, the mental health illness mandate in Montana specifies that firms must offer a minimum 30 days of inpatient services.


	This could be due to adverse selection, or undervaluation of benefits by insurance purchasers.


	General Accounting Office (GAO) (1996).


	One study found that mandated coverage increases insurance premiums by 6–8% for substance abuse, 10–13% for outpatient mental health care, and 21% for psychiatric hospital care for employee dependents (National Council for Policy Analysis, NCPA - BA #224 - An Easy Way to Make Health Insurance More Expensive).


	GAO (1996).


	Larger companies and organizations such as trade unions avoided the mandates through the Employee Retirement Income Security Act (ERISA). ERISA was intended to permit companies with, say, 1,000 or more employees, especially those operating in a number of states, to self-insure. When employees incur health care expenses under a self-insured employer, the employer rather than an insurance company pays the bill.


	Gruber and Poterba (1994).


	Coverage varies substantially by firm size: 55% of the smallest companies (3–9 workers) offer health insurance. That rises to 74% for firms with 10–24 workers and 88% for businesses with 25–49 employees. Firms with many part-time workers are less likely to offer health insurance. Firms that employ union workers are very likely (92%) to offer coverage regardless of size.


	Workers in the smallest businesses that do provide health insurance pay, on average, 17% more for health benefits than workers employed by large companies.


	NFIB estimates that health premium costs have gone up in the last 5 years by more than 20%.


	http://www.bankrate.com/brm/news/biz/thumb/20000816.asp.


	Other papers have studied impact of mandates on employment or wages. Gruber (1994) finds no impact of mandated maternity benefits on the probability of a married woman of child-bearing age being employed, though they find that wages for this group fell by about 4%.


	For the grouped states, I use sample population weighted averages of these variables.


	In general, most variables refer to a reference period preceding the interview month. So, for instance, business profit income refers to average monthly income earned by the business owner over the previous 4 months. This is similarly true for average family incomes and wealth, and questions relating to home ownership. The results hold even when we include annual averages of these variables on the right-hand side. The number of employees hired by the business, however, reflects the current state of the firm. Therefore, there should be no issues of reverse causality arising out of our specification.


	http://www.welfareacademy.org/pubs/childcare_edu/sipp_childcare_data.pdf.


	http://www.cepr.net/documents/sippmay23letter.pdf.


	http://www.sba.gov/advo/stats/sbfaq.pdf.


	http://minneapolisfed.org/pubs/region/99-09/chicago.cfm.


	Even though the Carroll et al. (2000) study has a variable measuring the wage bill for the sole proprietor, this is not included as an explanatory variable in the employment regression. The reason the paper gives for this is that it is impossible to distinguish between the wage rate and the labor demand effect from a composite measure of the wage bill. Henley (2005) also does not include a measure of labor costs in the regressions.


	The 2002 SEHBS surveyed 502 small (2–50 employees) firms that offered benefits and 498 firms that did not. A summary of the findings is available at: http://bcbshealthissues.com/proactive/newsroom/release.vtml?id=37339&PROACTIVE_ID=cecdcbc6c9ccc8cbcbc5cecfcfcfc5cecdcfc9cacccdccc9cac5cf.


	This problem cannot be resolved by including more years in the data. The variation in mandates is very limited over time. Every year only a very few states (five or six) make changes to their mandates. Therefore, even if we included additional years, it would still not be possible for us to rely only on variation over time (by controlling for non-time-varying state effects) to identify the effect of mandates on employment.


	These states are: Alaska, Illinois, Iowa, Kentucky, Maryland, Missouri, Montana, New Mexico, North Dakota, Rhode Island, Virginia, and Washington.


	Congressional Research Service (1988), “Health Insurance and the Uninsured: Background Data and Analysis. Washington DC, US Government Printing Office.
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Appendix
Appendix
1.1 Assigning cost weights to mandated benefits: Gruber (1992)
Here we reproduce Gruber’s (1992) reasoning for weighting the costs of mandates a certain way. The problem arises since all states do not have the full set of mandated benefits and the mandate cost for each benefit is not presented distinctly in each case. However, comparing across states, it is possible to come up with a weighting. For instance, in Virginia, the estimate for the sum of alcohol treatment and drug abuse mandates is 2% of costs, while Maryland claims that alcohol alone adds 1% to costs. So each of these mandates is assigned a weight of 1%. Mental illness is the commonest mandate. It amounts to about 7.5% of costs in Virginia and Maryland, and at least that in Massachusetts. However, the total for mental health, drug, and alcohol in Wisconsin is only 5%, while a CRS study that he cites finds that the cost of adding mental illness coverage is less than 5%.Footnote 29 Thus as a compromise, he assigns a weight of 5% to mental health mandates.
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