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| E‘mployer Payments Per Worker
Low Wage Firms with less than 10 Workers

- - ‘Average employer payment per worker
$2.500 - - | for all firms: $2,006

$2,000

$1 500 T

$1 000. T

Am ooy boymart

1$500 +

$0

. : ‘Under $12,000- $15,000- $18,000- . $21,00- - $24,000+
A\;erage Firm Wage $12,000 $15,000 $18,000 $21,000 $24,000

Model 1 Cap Schedule Scenario A Cap Schedule




Model 1

Individual Wage Caps for Firm Discounts

Average Wage

< 12 12-15 15-18 18-21 21-24 . 24+

Firm size »

< 25 5.5% 6.8% 8.1%  9.4% 10.7% 12%
26-50 | 6.8% 8.1% 9.4% 10.7%  12% 12%
51-75 8.1%  9.4% 10.7%  12% 128 12%

75+ | 128 12% 12% 12% 12% - 12%

- — - —— - = ———

Scenario A

Individual Wage Caps for Firm Discounts

Average Wage

A < 12 12-15  15-18 18-21 21-24 24+
Firm size ‘

< Fo 2.8% - 3.4% 4.1% 4.7% 5.4% 12%
jo~4 € VY 6.5 F.q % e TeT,
26-50 6.8% 8.1% '9.4% - 10.7% 12% C12%
51-75 8.1% 9.4% 10.7% 12% 12% o 12%

75+ 12% 12% 12% 12% 12% 12%
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Model 1 o
Individual Wage Caps for Firm Subsidies

$12,000- $15,000- $18,000- $21,000- ,
<$12,000 $15,000 $18,000 $21,000 - $24,000 $24,000+

Firm Size
25 or fewer 55% 6.8% 8.1% 9.4% 10.7% 12.0%
Scenario A
Individual Wage Caps for Firm Subsidies
Ak 114 .
$12,000- $15,000 $18,000 $21,000
<$12,000 $15,000 $18,000 $21,000 $24,000 $24,000+

Firm Size o ' . , -
10 or fewer 2.8% 3.4% 4.1% 4.7% 54% = 12.0%

10-25 5.5% 6.8% 8.1% 94%  10.7% 12.0%
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Won’t an individual wage cap provide an incentive for firms to keep wages low?

It is important to keep in mind that wages are only one means through which employers
compensate their workers. An employer and employee generally agree upon a total -
compensation package for the worker, which is often composed of both wage and non-wage
benefits. In competitive markets, total compensation reflects the value of the worker to the
employer. An individual wage cap (just like any payroll cap) may lead to changes in the
composition of compensation packages, with wage growth lagging growth of other benefits,
but it will not slow the growth of total compensation. There is no reason to expect that total

" compensation will fall below current levels - in fact, the value of the compensation package

may actually increase because workers will be receiving health insurance that is being
purchased at a subsidized price.

The question implies that an individual wage cap would somehow disadvantage those
workers who are eligible for caps on their employers’ contributions for health coverage.
In no way, however, are low-wage workers worse off under the individual wage cap than
they are under the current system or under alternative subsidy structures. Unlike firm-based
payroll caps, which subsidize firms based on their total payroll, individual wage caps are
an effective way to give the subsidies to only those low-wage workers who are in need of
them. Under a firm-based payroll cap, some high-wage workers who work in capped firms
would receive subsidies. Under an individual wage cap, these high wage workers would
not be eligible for subsidies.

Individual wage caps are better than firm-level payroll caps for a number of reasons:

O First, as noted above, individual wage caps only give subsidies to workers whose wages
fall below the caps.

O Second, individual wage caps treat all workers with the same wages the same,
regardless of the type of firm in which the worker might be employed. Alternatively,
under a firm-based payroll cap, for example, the marginal cost of health coverage for
a minimum wage worker could be ten times as high in an uncapped firm than in a
capped firm, because the uncapped firm has to pay the full cost of health coverage for
each worker, regardless of how much the worker makes. The.cost of covering a
minimum wage worker in an uncapped firm is basically the equivalent of increasing the
minimum wage only for Jarge firms. This dramatic increase in the effective minimum
wage for large firms is one of the major reasons many analysts have estimated that the
Health Security Act will have negative net employment effects, and certainly negative
gross employment effects for low-wage workers in uncapped firms.

O  Finally, individual wage caps minimize the incentives for firms to game the system in
order to maximize their subsidies by outsourcing employment: A minimum wage
worker is a minimum wage worker -- whose marginal cost to every employer is the
same -- regardless of where that worker might be employed. ‘



