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Introduction

In late 2006, San Francisco enacted ambitious healthcare legislation with a goal of attaining uni-
versal access to health care for the city’s residents. This legislation, which went into effect in January 2008,
provides families with access to a medical home to coordinate health care delivery in clinics and hospitals in
the city through “Healthy San Francisco.” Enrollees with incomes under 300 percent of the federal poverty
level have heavily subsidized access, and those with higher incomes may buy into Healthy San Francisco
at rates substantially lower than what they would pay for an individual policy in the private-insurance
market.

As part of the reform package, San Francisco implemented a version of a “pay-or-play” employer
mandate to finance health care for their employees. It requires employers with 100 or more employ-
ees to contribute $1.85 an hour in health spending towards each employee. For smaller firms between
20 and 99 employees, the hourly requirement is $1.23 an hour; firms with fewer than 20 employees are
exempt.” This is a substantial requirement—more stringent than the plans currently under consideration
in Congress or the employer requirement in Massachusetts, and is similar in cost to the mandate in Hawaii.
Employers can meet this requirement by paying for insurance directly, paying into medical reimbursement
accounts, or by paying into the City’s Healthy San Francisco public option.

Healthy San Francisco was met with great demand. Thus far, 45,000 adults have enrolled,™ com-
pared to an estimated 60,000 who were previously uninsured.” Among covered businesses, roughly 20
percent have chosen to use the city’s public option for at least some of their employees.

In this research note, we provide evidence on the initial impact on the employer health spending
requirement on jobs as well as costs to consumers. This is part of a multi-year research project we are con-

ducting to better understand the effects of San Francisco’s reform efforts.

Effect on the Labor Market

It is still early to draw firm conclusions, but the substantial job losses that some worried would be
generated by the employer requirement have not materialized. This remains true even when we focus our
attention on two of the sectors most impacted by the employer requirement — retail and restaurants.

The relatively large proportion of minimum wage workers in the restaurant industry and other
highly impacted industries with low baseline insurance coverage implies that these firms may have difficulty
reducing wages to pass on costs to employers, and hence could theoretically reduce employment." Previous
work found around 4% of San Francisco’s workforce were earning at the minimum wage, which currently

Institute for Research on Labor and Employment - University of California, Berkeley |



The Impact of San Francisco’s Employer Health Spending Requirement: Initial Findings from the Labor and Product Markets

stands at $9.79/hr."

In order to investigate the effects on jobs empirically, we analyzed the Quarterly Census of Employ-
ment and Wages, which is a near census of the working population based on Unemployment Insurance re-
cords. We compared employment trends in San Francisco to those of neighboring Alameda and San Mateo

counties that did not implement any comparable new employer mandate. Exhibit 1 reports the results."

Exhibit 1: Employment Trendsin Bay Area

Accomodation and Other Private
Retail Food Services Restaurants Sector
Annual Employment Growth & Neighbors & Neighbors &  Neighbors & Neighbors
Dec 2007 to Dec 2008 (Post ) -3.2% -6.5% -0.8% -1.1% 0.2% -0.1% 02% -2.7%
Dec 2001 to Dec 2007 (Pre) 0.2% -0.4% 2.4% 2.1% 2.7% 2.5% -02% -0.2%
Growth Sowdown -3.4% -6.1% -3.3% -3.2% -2.5% -2.6% 0.0% -2.5%

Source: Quarterly Census of Employment and Wages, Bureau of Labor Satistics.

We found that employment among Eating and Drinking Establishments in San Francisco grew by
0.2% between December of 2007 and December of 2008 (most recent data available), while employment
in the adjacent counties unaffected by the mandate (Alameda and San Mateo) shrank by 0.1% (Exhibit 1).
During the six years prior to December 2007, restaurant employment had grown similarly in San Francisco
(2.7%) and neighboring counties (2.5%). The retail sector, accommodation and food services, and overall
employment show similar patterns as well, which provides additional validity to the research design.

We also computed employment effects within a regression framework. Using monthly data between
2001 and 2008 for all three counties, we regressed log employment on our key “treatment” variable, which
is a 2008 (after implementation of mandate) San Francisco interaction. All models include fixed-effects
for each time-period and each county, making this a canonical “difference-in-differences” setup. Exhibit 2
reports the employment effects (i.c., the effect of the “treatment” variable on log employment) from specifi-
cations using alternative control groups, base-periods, and other population controls. We did not find any
evidence of negative employment effects in any of the four industry groups; indeed, the employment effects

were always positive in sign, though they varied in magnitude and precision.
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Exhibit 2: Regression Based Estimates
(1) @) ©) (4) ) (6) (7)

retail
Employment Efect 4.2% 3.6% 3.3% 3.0% 3.8% 2.3% 2.7%
Sandard Eror 0.7% 0.8% 0.6% 0.4% 0.6% 0.3% 0.9%
N 288 288 180 108 192 192 288
Accomodation and Food Services
Employment Hfect 1.0% 1.3% 21% 2.4% 0.0% 4.1% 2.4%
Sandard Eror 0.6% 1.1% 1.0% 1.1% 0.3% 0.4% 1.3%
N 288 288 180 108 192 192 288
Restaurants
Employment Bfect 0.1% 0.7% 1.2% 1.5% 1.2% 1.8% 2.5%
Sandard Eror 0.7% 0.8% 0.4% 0.3% 0.3% 0.2% 0.7%
N 288 288 180 108 192 192 288
Other Private Sector
Employment Efect 3.9% 3.9% 3.2% 3.0% 4.4% 3.1% 5.5%
Sandard Eror 0.7% 0.8% 0.4% 0.2% 1.0% 0.3% 0.9%
N 288 288 180 108 192 192 288
Control Specifications:

CGontrol for Population Y Y Y Y Y Y

Base Period 2001-2007 Y Y Y Y Y

Base Period 2004-2007 Y

Base Period 2006-2007 Y

Control Group: Alameda only Y

Control Group: San Mateo only Y

Gounty Specific Linear Time Trend Y

Source: Monthly data from the Quarterly Gensus of Employment and Wages, Bureau of Labor Satistics.

Notes: Employment effect is the regression coefficient assoicated the SPOST dummy. All regressionsinclude county and
time period fixed effects. Alternative Control Groups, Periods, and Trend Specifications are asindicated in the table.
Heteroscedasticity and Autocorrelation robust standard errors (24 month lag structure) are reported.

Although we should be cautious about inference using a single case study, the evidence thus far sug-
gests that San Francisco employers did not decrease employment appreciably in response to the mandate.
This is consistent with some other empirical evidence on the impacts of mandates. For example, a recent
study found that Hawaii’s pay-or-play mandate implemented in the 1970s also did not have negative ef-
fects on overall employment—although Hawaiian employers may have substituted toward part-time work-
ers (under 20 hours per week) who were not required to be covered by the insurance mandate, which is a
behavioral response unavailable in San Francisco (the San Francisco mandate covered all workers over 10
hours per week in 2008).™ It is also consistent with the literature suggesting that employer cost increases
due to related minimum wage increases do not have detectable negative employment effects.” In fact, San
Francisco’s institution of a city-wide minimum wage in 2005 similarly had no appreciable impact on em-

ployment growth in affected sectors.™
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Product Market Impact

When firms competing locally are all subject to the same mandate, they can also pass on the costs
to consumers. Indeed, some San Francisco establishments have instituted a specific surcharge to help defray
the added costs. This is particularly the case for restaurants; therefore, we conducted a survey of restaurants
to quantify the prevalence of such a surcharge. We sampled 340 restaurants in San Francisco, and obtained
142 completed interviews (response rate of 42%) in early 2009. We found that 25% of restaurants in our
completed sample had instituted such a specific surcharge (standard error of 3.7%). Although the extent
and form of the surcharge varied, most firms reported a charge of 4% on the bill, which was the mean, me-
dian and the mode for firms using proportional charges (the majority). It remains to be seen whether such
a mandate-specific surcharge will be a lasting feature in San Francisco, or whether the surcharge will simply
be folded into pre-surcharge prices. The latter is more likely if the surcharge reflects costs of adjusting nomi-
nal prices sharply due to either industrial organizational or behavioral reasons. Either way, we interpret the
evidence to suggest that some firms partly absorbed the health mandate by passing on the costs to consum-
ers.

While such price increases may be possible in service industries that only compete locally, other San
Francisco firms competing with firms in markets elsewhere may not have latitude for such price increases.
With the exception of minimum wage workers, however, economic theory predicts that over time the costs
of expanded benefits will be passed on to workers in the former of smaller wage increases. In future work,
we will study the issue of wage pass through to better understand how employer health mandates are ab-

sorbed in the labor market.
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