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California’s Projected
Economic Losses

under ACA Repeal

by Laurel Lucia and Ken Jacobs

If Congress follows through on President-elect Trump’s campaign promise to
repeal the Affordable Care Act (ACA), 3.7 million Californians enrolled in the
Medi-Cal expansion would lose that coverage,! and another 1.2 million individuals
enrolled through California’s health benefit exchange, Covered California, would
lose federal subsidies to make private health insurance more affordable.2 These two
ACA provisions are the largest drivers of the historic reduction in the state’s unin-
sured rate from 17.2% in 2013 to 8.6% in 2015.3

Not only would repeal of the ACA reverse much of these coverage gains, but
California would lose approximately $20.5 billion in annual federal funding for the
Medi-Cal expansion and Covered California subsidies. The economic losses associ-
ated with these lost federal dollars would be partially offset by limited economic
gains from other provisions that may be included as part of the repeal of the ACA,
which could yield $6.3 billion in tax cuts to California insurers and high-income
households and nearly $1.3 billion in eliminated penalties for uninsured individu-
als and employers not offering affordable coverage.

In this brief, we estimate the effects on employment, gross domestic product
(GDP), and state and local tax revenue in California with the elimination of the
major health insurance expansions, reduction in taxes, and removal of penalties

Laurel Lucia is manager of the health care program at the UC Berkeley Center for Labor
Research and Education. Ken Jacobs is Chair of the UC Berkeley Center for Labor Research
and Education.



under a partial repeal of the ACA. A summary of
these estimates is shown in Exhibit 1. We also es-
timate losses for select medium and large counties
that would be especially harmed economically by
ACA repeal because of their high share of popula-
tion (more than 10%) enrolled in the Medi-Cal ex-
pansion: Fresno, Kern, Los Angeles, San Bernardi-
no, San Joaquin, Stanislaus, and Tulare Counties.

Background on Partial
ACA Repeal

In December 2015, using the budget reconcilia-
tion process, Congress passed H.R. 3762, which
repealed key components of the ACA. The legisla-
tion was vetoed by President Obama. Only legisla-
tive provisions with budgetary implications can be
repealed using the budget reconciliation process,

which requires 51 votes in the Senate for passage
of a bill (as it is not subject to filibuster, which
requires 60 votes to end). H.R. 3762 maintained
certain aspects of the ACA such as the requirement
that insurers offer coverage to applicants regardless
of pre-existing conditions and minimum benefit
standards for private coverage.

This analysis assumes that Congress will consider
a bill in 2017 that is similar to H.R. 3762. We focus
on the ACA provisions that would have the largest
impact on the economy if repealed, including the
elimination of:

o The Medi-Cal expansion, which extended eli-
gibility for Medicaid to adults without children
under 18 living at home and certain parents
(estimated $15.5 billion in federal funding to
California);2

Exhibit 1: Projected Net Economic Losses to California under Partial ACA Repeal

Partial ACA Repeal

-$20.5 billion: lost federal healthcare spending
+ $7.6 billion: tax cuts and elimination of penalties

N

Federal dollars cycle
(or would have
cycled in the case of
lost spending)
through California’s
economy multiple
times.

A4
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Net Economic Effects

209,000 lost jobs

$20.3 billion lost GDP

$1.5 billion lost state and local tax revenue

Source: Authors’analysis using IMPLAN



o Premium and cost-sharing subsidies to make
coverage more affordable for eligible enrollees
in Covered California (estimated $5.0 billion in
tederal funding subsidizing Californians’ health
insurance);®

e Anincrease in the Medicare payroll tax rate for
high-income households, and a surtax on those
taxpayers’ net investment income (estimated
$4.9 billion in taxes paid by Californians);

« A fee paid by insurers (estimated $1.4 billion
paid by California insurers);

o The penalties owed by large employers not
offering affordable employer-sponsored insur-
ance (estimated $990 million paid by California
employers); and

o The tax penalty for uninsured individuals (esti-
mated $300 million paid by Californians).”

Methods

This analysis is conducted using IMPLAN, an
industry-standard input-output economic model-
ing software package. Under H.R. 3762, the tax
and penalty components were repealed immedi-
ately but the repeal of the health insurance pro-
grams was delayed for two years. This analysis
estimates the economic effects once all provisions
are repealed, but the results are presented in 2017
dollars.

We focus on the economic impact of the change in
federal spending and tax revenues because these
dollars are coming from outside the state’s econo-
my (or leaving the state economy) and the changes
in federal spending and tax revenues are relatively
predictable. However, this analysis does not in-
clude other potential effects on the economy, both
positive and negative, that are more difficult to pre-
dict and model. These include the effects of turmoil
in the individual insurance market resulting from
the repeal and the subsequent effects on consumer
health spending and financial security, as well as
any long-run effects of a projected reduction in the
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federal deficit under a bill like H.R. 3762.8 (See
the methodology notes for further details in the
Appendix.)

Employment Loss

The reduction in federal health insurance funding
would lead to the loss of approximately 250,000
jobs in California, which would be slightly offset
by the addition of 20,000 jobs due to the tax cuts
for high-income households, 11,000 jobs due to the
elimination of the fee on insurers, 8,000 due to the
elimination of the penalty for large employers not
offering affordable coverage, and 2,000 jobs due to
the elimination of the penalty for the uninsured.
The net effect of partial ACA repeal would be the
loss of 209,000 jobs in California.2

The majority (135,000) of these lost jobs would
be in the healthcare industry, including at hospi-
tals, doctor offices, labs, outpatient and ambula-
tory care centers, nursing homes, dentist offices,
other healthcare settings, and insurers. But jobs
would also be lost in other industries. Suppliers
of the healthcare industry, such as food service,
janitorial, and accounting firms, would experience
reduced demand, leading to job loss. The lost jobs
also include those lost due to the “induced effect”
of healthcare workers spending less at restaurants,
retail stores, and other local businesses.

These job losses would be offset to a limited extent
by jobs added due to the tax cuts and elimination
of penalties, which would leave certain Califor-
nians with additional disposable income, leading
to limited increases in spending and jobs in their
local communities. The impact is limited not only
because the value of the tax cuts and elimination of
penalties is substantially less than the value of the
healthcare spending cut, but also because health-
care spending cuts have a more severe impact on
jobs than equivalent tax increases..2

Approximately three-quarters of the net job

loss would be in five industries: healthcare, res-
taurants and other food and drinking places, real
estate, insurance agencies and brokerages, and



employment services (Exhibit 2). These estimates
also account for the fact that, without repeal of the
ACA, the federal dollars would circulate through
the California economy multiple times until the
dollars eventually leave the state when consum-
ers purchase goods or services that are produced
elsewhere. The ripple effect associated with the
increased consumer spending, or “induced effects,’
and the continued circulation of dollars through
the economy is often referred to as the “economic
multiplier effect”

Exhibit 2: Industries with Most Job Loss under
Partial ACA Repeal

Industr Projected Net Job
y Loss in California
Healthcare* -135,000
Restaurants and other food and
drinking places -8,000
Real estate -6,000
Insurance agencies, brokerages,
and related activities -6,000
Employment services -5,000
Subtotal among these industries -160,000
Total job loss -209,000

* Includes hospitals, doctor offices, labs, outpatient and ambula-
tory care centers, nursing homes, dentist offices, other healthcare
settings, and insurers.

Note: Job impacts are rounded to the nearest 1,000 jobs
Source: Authors’ analysis using IMPLAN

The estimated loss of healthcare jobs that would
occur under partial ACA repeal (135,000) falls
within the range of total healthcare jobs—
367,000—added to the California economy after
the ACA was enacted in March 2010. Of these
367,000 healthcare jobs, 183,000 jobs were added
between December 2013, immediately before the
two major ACA coverage expansions were imple-
mented, and September 2016, the latest date for
which data is available.ll Healthcare job growth in
the state in anticipation of the ACA likely started
sometime between March 2010 and the end of
2013, in part due to the early implementation of

the Medi-Cal expansion in the state through the
Low Income Health Programs,12 but it is not pos-
sible to pinpoint an exact date because the time-
frame for hiring decisions related to the ACA prob-
ably varied significantly by provider and region.
The healthcare industry has been a major source of
California’s employment growth during the recov-
ery from the Great Recession.13 Some healthcare
industry job growth would have occurred without
the ACA, but much of the healthcare job growth
nationally in 2014 and 2015 has been shown to

be related to the coverage expansions under the
ACA.14

Some California counties would be especially ad-
versely affected by partial ACA repeal because they
have a higher-than-average share of their popula-
tion enrolled in the Medi-Cal expansion,2 the
largest source of federal spending in this analysis.
Six of the seven counties listed in Exhibit 3 also
have unemployment rates that are already higher
than the statewide rate.

Exhibit 3: Projected Job Loss and Current
Unemployment Rate in California and Select
Counties* under Partial ACA Repeal

Projected | Current Unem-

Net Job ployment Rate

B Loss (October 2016)
California total -209,000 5.3%
Fresno County -6,000 9.2%
Kern County -5,000 9.1%
Los Angeles County -63,000 51%
San Bernardino County -12,000 5.8%
San Joaquin County -4,000 7.6%
Stanislaus County -3,000 7.9%
Tulare County -3,000 10.8%

*Analysis includes medium and large counties (population over
400,000) with more than 10% of the county population enrolled
in the Medi-Cal expansion

Note: Job impacts are rounded to the nearest 1,000 jobs

Source: Authors’ analysis using IMPLAN; California Employment
Development Department, Monthly Labor Force Data for
Counties, October 2016
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http://www.labormarketinfo.edd.ca.gov/file/lfmonth/1610pcou.pdf
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GDP Loss

Due to the economic multiplier effect described
earlier in this brief, more than $20.3 billion in GDP
would be lost in the state with the net effects of

the lost federal healthcare spending, tax cuts, and
elimination of penalties under partial ACA repeal.
This includes the direct effect on the healthcare in-
dustry, the indirect effect on suppliers, the induced
effect of reduced spending by affected healthcare
workers in their communities, and the induced
effect of increased spending by individuals affected
by the tax cuts and elimination of penalties. This
estimate also reflects multiple rounds of effects as
the dollars circulate through the state’s economy. In
Exhibit 4, the projected GDP loss is also presented
for select counties with high enrollment in the
Medi-Cal expansion as a share of population.

Exhibit 4: Projected Net GDP Loss in California
and Select Counties* under Partial ACA Repeal

Projected Net GDP Loss

(S millions)
California total ($20,337)
Fresno County ($516)
Kern County ($359)
Los Angeles County ($5,806)
San Bernardino County ($900)
San Joaquin County ($324)
Stanislaus County (5283)
Tulare County ($193)

Source: Authors’analysis using IMPLAN

*Analysis includes medium and large counties (population over
400,000) with more than 10% of the county population enrolled
in the Medi-Cal Expansion
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State and Local Tax Revenue
Lost

The state would lose an estimated $1.5 billion in
state and local tax revenue as a result of the net
effects of the lost federal healthcare spending, tax
cuts, and elimination of penalties under partial
ACA repeal. Federal funding for Medi-Cal and
Covered California subsidies supports jobs in the
healthcare industry and at healthcare suppliers,
and the income that these workers spend locally
supports jobs in a variety of industries, as discussed
earlier in this brief. The Californians who hold
these healthcare, restaurant, insurance broker, and
other jobs pay state income and sales taxes. The
federal spending also increases the state’s corporate
profit tax revenues, along with some other smaller
taxes and fees. If key components of the ACA are
repealed, the loss of federal funding would spur

a loss of these tax revenues. This reduction in tax
revenues would be partially offset by an increase in
state and local tax revenues as a result of increased
spending by individuals affected by the tax cuts or
the elimination of penalties.

Conclusion

The ACA not only significantly expanded access to
health insurance in California, but it also provided
economic stimulus at a time when the state was
still recovering from the Great Recession. As Cali-
fornia is one of the states that made the greatest
gains in health coverage under the ACA,1¢ it is also
one of the states with the most to lose economically
if key components of the ACA are repealed. The
partial repeal of the ACA would not only lead to a
substantial decline in health coverage in Califor-
nia, but it would also lead to significant economic
losses, including more than 209,000 lost jobs, $20
billion in lost GDP, and $1.5 billion in lost state
and local tax revenue. Some medium and large
California counties’ economies — Fresno, Kern, San
Bernardino, San Joaquin, Stanislaus, and Tulare -
would be especially harmed due to their residents’
high level of reliance on the Medi-Cal expansion
and above-average unemployment rates.



Appendix: Methodology Notes

Scope of analysis

This analysis focuses on the economic impact of a
change in federal spending and tax revenue under
partial ACA repeal. The analysis does not include
any economic losses associated with reductions

in healthcare spending by the state or California
consumers as a result of ACA repeal, such as the
potential cessation of state contributions to the
Medi-Cal expansion if the federal funding is elimi-
nated, or the loss of premium and out-of-pocket
spending by any Covered California enrollees who
become uninsured after repeal. Those within-state
spending changes are not included because much
of that state and consumer spending would likely
be re-directed to other purchases that also have
an impact on the state economy, whereas the lost
federal spending may not come back to the state.
Additionally, it is outside of the scope of this brief
to model how those Californians healthcare utili-
zation patterns would change with the loss of the
Medi-Cal expansion and subsidies through Cov-
ered California.

Nor does this analysis take into account the eco-
nomic harm associated with the significant turmoil
that would likely occur in the health insurance
market if the individual mandate is repealed while
maintaining the requirement that insurers offer
coverage regardless of applicants’ pre-existing con-
ditions. According to the Urban Institute’s national
analysis of the expected effects of a federal policy
change similar to that assumed in this analysis, “If
Congress partially repeals the ACA with a recon-
ciliation bill like that vetoed in January 2016 and
eliminates the individual and employer mandates
immediately, in the midst of an already established
plan year, significant market disruption would
occur. Some people would stop paying premiums,
and insurers would suffer substantial financial
losses (about $3 billion); the number of uninsured
would increase right away (by 4.3 million people);
at least some insurers would leave the nongroup
market midyear; and consumers would be harmed
financially”1Z
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Finally, our analysis also does not model the poten-
tial economic effects on the state as a result of the
federal deficit reduction that would be projected

to occur under a bill like H.R. 3762.18 Tt is possible
that a reduction in the federal deficit would affect
the state’s economy over the long run, however it is
difficult to predict and quantify these effects.

IMPLAN analysis

This analysis was conducted using IMPLAN On-
line 2015. Some of the provisions that would be
included under ACA repeal would be eliminated
immediately, while the effective date for other pro-
visions would be delayed. For simplicity, the effects
are modeled as if they all take place in 2017, and
results are presented in 2017 dollars.

Modeling healthcare spending
reduction

Federal spending on the Medi-Cal expansion and
Covered California subsidies is modeled as flow-
ing to a set of IMPLAN industry sectors using the
default IMPLAN 536-industry sector system. Eight
percent of spending is allocated to IMPLAN Sector
432 “Insurance Carriers” to reflect administrative
spending.l2 Nine percent of the non-adminis-
trative spending is removed from the analysis to
reflect drug spending, since drug spending is likely
to have a smaller economic impact locally com-
pared to other health care spending which tends to
be more local and pays for services that are more
labor-intensive.20 This is a conservative assump-
tion given that drug spending has some impact on
all local economies (supporting pharmacist and
pharmacy technician jobs, for example) and that a
number of drug companies are based in California.

The remaining healthcare spending is distributed
across the following eight IMPLAN sectors:

475  Offices of physicians

476  Offices of dentists

477  Offices of other health practitioners
478  Outpatient care centers

479  Medical and diagnostic laboratories



481  Other ambulatory health care services
482  Hospitals
483  Nursing and community care facilities

The distribution of this spending is weighted across
these eight sectors according to the relative share of
economic output in the state in 2015, however the
results are in 2017 dollars. The county-level analy-
sis assumes a share of lost federal spending that is
proportional to each county’s share of the state’s
enrollment in the Medi-Cal expansion and subsi-
dized Covered California insurance.2L

Modeling elimination of insurer fee

While the practical effect of the insurer fee may
vary by insurer, payer type, and region, this analy-
sis assumes that the most common insurer re-
sponse has been to pass on the fee to consumers via
higher premiums.22 The elimination of the insurer
fee therefore is assumed to slightly reduce premi-
ums for insured Californians. (The Joint Commit-
tee on Taxation, for example, estimated that premi-
ums would be 2% to 2.5% lower under repeal.23)
Those premium savings could then be spent by
families on other household needs. The elimina-
tion of the fee is therefore modeled as an increase
in household income, spread proportionally across
households of all income levels. Congress placed

a moratorium on the fee in 2017; therefore the
analysis uses the Congressional Budget Office’s
(CBO) national estimate of $11.3 billion in lost tax
revenue in 2018.24 It is assumed that California’s
share of the fee is proportional to California’s share
(12.5%) of the nation’s insured individuals.22 The
county share of the statewide fee estimate is pro-
portional to each county’s share of the insured.26

Modeling changes in the tax on high-
income households

Our analysis uses CBO’s estimates of the lost fed-
eral tax revenue under an increase in the Medicare
payroll tax rate for high-income households, and a
surtax on those taxpayers’ net investment income.
The repeal of the Medicare payroll tax increase is
estimated to reduce federal tax revenue by $8.9
billion in 2017, and the repeal of the tax on net

investment income is estimated to reduce federal
tax revenue by $20.8 billion in 2018. The 2018
estimate is used for the repeal of the tax on net
investment income because it is more consistent
with CBO’s estimates of the effects on an ongoing
basis than CBO’s estimate for 2017.2Z It is assumed
that California’s and the counties’ share of the tax
cut is proportional to the state and county share
of U.S. households earning more than $200,000.28
The tax cut is modeled as an increase in household
income, applied only to households earning more
than $200,000.

Modeling elimination of employer
mandate

CBO projects that penalty payments by employers
under the ACA would yield $9 billion in federal
revenue in 2017.22 CBO also assumes that “after a
few years, the costs of the penalty will be passed on
to workers in the form of reduced wages (just as
payroll taxes levied on employers are).”30 For this
analysis, we assume that the repeal of the employer
mandate would result in wages that would other-
wise not be paid. The elimination of the employer
mandate is therefore modeled as an increase in
household income, spread proportionally across
households of all income levels. It is assumed that
California’s share of the employer penalties is pro-
portional to California’s share of the U.S. work-
force, approximately 11%.31

Modeling elimination of individual
mandate

The elimination of the requirement that all individ-
uals have health insurance or pay a penalty is mod-
eled as an increase in household income for fami-
lies that would otherwise pay the penalty, spread
proportionally across households of all income
levels. CBO estimates that the individual penalty
for uninsured individuals would yield $3 billion in
federal tax revenue in 2017.32 We assume that Cali-
fornia’s share of that tax revenue is proportional to
the state’s 10% of the U.S. uninsured.33 The county
share of the statewide reduction in penalties is
estimated in proportion to each county’s share of
the uninsured.34
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