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Executive Summary 

 
 

This report analyzes the potential economic impact of implementing the statewide paid sick leave 

mandate outlined in Assembly Bill No. 1522 (AB1522) on California private sector employment 

and production, with a particular focus on impacts on the small business sector of the economy.  

Introduced on January 16, 2014 by Assemblywoman Lorena Gonzalez, AB1522 proposes a 

statewide paid sick leave mandate that would impose new costs on CA employers in the forms of 

compensation costs associated with paying workers taking paid sick leave, lost production due to 

more workers taking leave, and new paperwork and recordkeeping costs incurred by complying 

with the mandate.  Assuming passage and implementation of the mandate in 2015, more than 

184,000 CA jobs could be lost by 2024, and CA real output could decrease by $29.6 billion by 

2024.  The cumulative real output lost between 2015 and 2024 is estimated to be $200 billion.  

Small businesses would bear 57 percent of job losses and 54 percent of lost sales.  Despite a 

meaningful reduction in the state unemployment rate since the official end of the Great Recession, 

at 7.8 percent, the California unemployment rate is still the fourth worst unemployment rate in the 

country and substantially higher than its pre-recession level.  In economic circumstances where job 

creation should remain a top priority, policymakers would do well to bear in mind the potential 

negative effects to employment and production that employer mandates, such as paid sick leave 

mandates, can have. 
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Introduction 

This report analyzes the potential economic impact of a proposed paid sick leave mandate on 

California employers, workers, and economy.  In California, legislation is currently pending which, 

if passed, would establish a minimum time-off standard for paid sick leave by requiring California 

businesses to allow their employees to earn no less than one hour of paid sick leave for every 30 

hours worked.
1
  The mandate would require employers to provide paid sick days for diagnosis, care, 

or treatment of health conditions of the employee or an employee’s family member, or to deal with 

instances of domestic violence, sexual assault, or stalking.  In practice, the price of this new 

mandated entitlement would be new costs imposed on California employers which would lead to 

reduced profitability, lost sales and production, and lost jobs. 

 

Forecasting the economic impact of AB1522 was done using the BSIM, a dynamic, multi-

region model based on the Regional Economic Models, Inc. (REMI) structural economic 

forecasting and policy analysis model which integrates input-output, computable general 

equilibrium, econometric, and economic geography methodologies.  The BSIM has the unique 

ability to forecast the economic impact of public policy and proposed legislation on different 

categories of U.S. businesses differentiated by employee-size-of-firm.  Forecast variables include 

levels of private sector employment and real output.  By comparing simulation results for scenarios 

which include proposed or yet-to-be-implemented policy changes with the model’s baseline 

forecast, the BSIM is able to obtain estimates of how these policy changes might impact employer 

firms and their workers. 

 

 BSIM inputs in this study consist of (1) new employer costs generated by the proposed 

mandate and (2) new spending on healthcare-related goods and services due to an increase in paid 

sick leave taken by employees.  Implementation of the mandate is assumed to occur on July 1, 

2015, in accordance with the language in AB1522.  Economic forecasts were generated by BSIM 

for years 2015 through 2024, a ten-year window starting during the assumed year of 

implementation.  Forecasts were generated for two scenarios: (a) a scenario in which employees 

newly eligible for paid sick days use three paid sick days per year and (b) a scenario in which 

employees newly eligible for paid sick days use approximately seven paid sick days per year.  The 

simulation results suggest that if the statewide paid sick leave mandate currently under discussion 

passes, more than 184,000 CA jobs could be lost and cumulative CA real output could decrease by 

$200 billion by 2024.  Small firms would bear 57 percent of the job losses and 54 percent of lost 

sales. 

 

New Employer Costs Generated by a Paid Sick Leave Mandate 

A paid sick leave mandate modeled after the legislation introduced in the California assembly 

would impose three major costs on employers: compensation costs associated with paying more 

workers taking paid leave, lost production due to more workers taking leave, and new paperwork 

and recordkeeping costs incurred by complying with a paid leave mandate.  These three costs, and 

our attempts to model them, are discussed in detail below. 

 

 

 

                                                 
1
 The mandate would cover full-time, part-time, as well as temporary workers.  The sole criterion for eligibility under 

the mandate is that an employee works for an employer in California for a minimum of seven days in a calendar year. 
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A.  Employee Compensation 

A major cost to employers from this legislation is a “compensation cost” in the form of 

compensation (both wages and benefits) transferred from employers to employees during their 

additional paid time off.  According to bill language, the California mandate would enable all 

employees to earn no less than one hour of earned paid sick leave for every 30 hours worked. For 

this analysis, we assume that employees earn the minimum of one hour of paid sick leave for every 

30 hours worked.  Employees exempt from overtime requirements as administrative, executive, or 

professional employees under a wage order of the Industrial Welfare Commission are deemed to 

work 40 hours per workweek for the purposes of the mandate, unless the employees’ normal 

workweeks are less than 40 hours, in which case the employees are assumed to accrue paid sick 

days based upon their normal workweeks.  Accrued paid sick days shall carry over to the following 

year of employment.  However, employers may limit an employee’s use of paid sick days to 24 

hours (or three days) in each calendar year of employment. 

 

Employers would be required to compensate employees for earned sick leave at the same 

wage as employees normally earn during regular work hours.
2
  The only requirement for employee 

eligibility being that an employee work for 7 or more days in California, the mandate would 

consequently apply to full-time, part-time, and temporary employees.  It should be noted that the 

legislation does not impose a formal “cap” on the maximum number of earned paid sick leave hours 

an employee can earn during a given calendar year.  A typical private sector worker in California 

newly eligible for paid sick leave may therefore be assumed to earn approximately 7.02 in earned 

paid sick days each year assuming the mandate is implemented.
3
 

 

The size of new employer compensation costs depends on the amount of additional paid 

time off that employees take, either for sick leave or to deal with the impact of domestic violence in 

their lives.  As mentioned previously, this study examines two different scenarios concerning the 

use of paid sick days by workers newly eligible for the entitlement: (a) a scenario in which 

employees newly eligible for paid sick days use three paid sick days per year
4
 (i.e., employers limit 

newly-eligible employees to take only the minimum number of paid sick days as mandated by 

AB1522) and (b) a scenario in which employees newly eligible for paid sick days use 

approximately seven paid sick days per year.  Workers already with access to paid sick leave are 

assumed to not change the amount of paid leave they take after the mandate is implemented.  The 

paid sick leave these workers have access to is also assumed to be sufficiently generous that it 

                                                 
2
 The term “wage” from the original bill language is interpreted loosely, as many workers do not earn “wages” in the 

strict sense, but are instead salaried employees.  In this analysis, it is assumed that employers would also compensate 

employees with customarily earned non-wage benefits on a pro rata basis under the mandate, in addition to 

compensation for customarily earned wages or salary. 
3
 (34.4 hours worked per week) x (49 work weeks per year) x (1 earned paid sick leave hour per 30 hours worked) x (1 

earned paid sick leave day per 8 earned paid sick leave hours) = 7.02 earned paid sick leave days.  34.4 hours is the 

average number of hours worked per week by a private sector employee in California in 2013. 
4
 The assumed three days of paid sick leave taken in the first scenario is substantially less than at least one estimate of 

the average number of paid sick leave days taken by currently-eligible workers.  According to the Institute for Women’s 

Policy Research, workers covered by paid sick days policies “miss an average of 3.9 days of work per year for their own 

illness and injury (excluding maternity leave)” and “need 1.3 days of paid sick time per year to care for family 

members” (on average).  See Hartmann, Heidi I., “The Healthy Families Act: Impacts on Workers, Businesses, the 

Economy, and Public Health,” Testimony before the U.S. Senate Committee on Health, Education, Labor, and Pensions, 

February 13, 2007. 
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satisfies the mandate’s requirements.
5
  It is assumed that the average amount of paid safe time taken 

off by workers is negligible and does not contribute materially to the average number of paid leave 

days taken off by covered workers. 

 

 Compensation cost estimates were calculated using data and assumptions regarding [1] the 

number of CA employees newly eligible for paid sick leave, [2] the quantity of additional paid sick 

leave taken by employees if the mandate passes, and [3] the current compensation of these 

employees.  To estimate [1], industry-level estimates of the percentage of workers without paid sick 

leave were multiplied by the number of workers in those industries.  This calculation produces an 

estimate of the number of CA employees with no paid sick days—the set of employees newly 

eligible for paid sick leave if the mandate were implemented.  The percent estimates of CA workers 

ineligible for paid sick leave were derived from employee coverage rates for paid sick leave 

published by the Institute for Women’s Policy Research (IWPR) and the Bureau of Labor Statistics.  

Industry-level data on the number of CA private sector employees were obtained from the Census 

Bureau.  These figures are shown in Table 1 along with the calculated estimates for the number of 

CA employees currently without paid sick days, by industry (right-most column). 

 

 The BSIM has a unique capacity among forecasting models to generate results for specific 

employee-size-of-firm categories.  This ability allows for a finer analysis of policy impacts on small 

firms than other forecasting tools.  To produce employee-size-of-firm-specific outputs, the BSIM 

requires that inputs also be firm-size specific.  The estimates of CA employees without paid sick 

leave in Table 1 therefore need to be allocated to a pre-defined set of firm-size categories. 

 

Table 1: Estimated Number of CA Employees without Paid Sick Days, by Industry 

NAICS 

Industry 

Code Private Sector Industry 

Percent of 

Workers without 

Paid Sick Days 

Nationally
6
 

Number of CA 

Employees, by 

Industry
7
 

Estimated Number of 

CA Employees without 

Paid Sick Days, by 

Industry 

11 Agriculture 62 26,466 16,409 

21 Mining 52 22,579 11,628 

22 Utilities 15 64,076 9,374 

23 Construction 75 555,192 414,617 

31-33 Manufacturing 48 1,134,193 544,072 

42 Wholesale Trade 29 790,097 228,417 

44-45 Retail Trade 55 1,517,573 834,058 

                                                 
5
 The assumptions pertaining to the amount of paid sick leave taken by workers already with access to paid sick leave 

imply that employers will not limit the use of these employees’ paid sick days to 24 hours (or three days) or, for that 

matter, to any amount less than the amount of paid sick leave taken by these employees prior to the mandate’s 

implementation.  This modeling assumption is justified by the fact that employers should want to avoid having 

employees react poorly from having an existing benefit curtailed. 
6
 Except for agriculture, industry-level paid sick days coverage rates are taken from Vicky Lovell’s Taking Care: 

Adequacy and Equity of Paid Leave, published by the Institute for Women’s Policy Research.  Lovell’s estimates are 

derived using data from the BLS March 2006 National Compensation Survey, adjusted for eligibility using data from 

the BLS Nov. 2005 through Oct. 2006 Job Openings and Labor Turnover Surveys (JOLTS).  The coverage rate for 

agricultural workers is taken directly from the BLS March 2013 National Compensation Survey and is not adjusted 

using JOLTS data. 
7
 Estimates of the number of CA employees by industry are taken from the Census Bureau’s 2011 Statistics of U.S. 

Businesses dataset. 
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48-49 Transportation/Warehousing 44 424,729 187,263 

51 Information 26 497,861 127,004 

52 Finance and Insurance 18 571,421 101,999 

53 Real Estate 33 270,918 90,541 

54 

Prof., Scientific, & Tech. 

Services 31 1,212,869 377,809 

55 Management 23 271,499 63,069 

56 

Admin., Support, Waste 

Man., & Rem. Services 69 1,086,339 750,443 

61 Education 32 368,524 116,822 

62 Healthcare and Social Assist. 29 1,714,414 495,123 

71 

Arts, Entertain., & 

Recreation 65 290,128 188,322 

72 

Accommodation and Food 

Serv. 78 1,339,508 1,045,486 

81 Other Services  51 539,629 273,484 

-- All Industries 44 12,698,015 5,859,532 

 

 The approach taken in this study was to distribute the estimates of CA employees currently 

ineligible for paid sick leave according to the present firm-size distribution of CA employees.  To 

illustrate this process, consider the case of the construction industry where an estimated 414,617 CA 

construction employees are ineligible for paid sick leave.  Table 2.A gives Census Bureau data on 

the distribution of CA employees working construction across firm-size groups.  Multiplying the 

estimated number of CA construction workers without paid sick leave, 414,617 by the percentage 

shares for the firm-size categories in Table 2.A yields an estimated distribution of construction 

employees without paid sick leave across firm-size categories (Table 2.B).  This process was 

repeated for most 2-digit NAICS industry categories to obtain a matrix of estimated CA employees 

without paid sick leave by firm-size category and major industry (Table 2.C), completing the 

estimation of [1]. 

 

Table 2.A: Distribution of CA Construction Employees, 2011 

 All Construction Employees 

No. of Employees per Firm 

1-4 5-9 10-19 20-99 100-499 500+ 

No. of Employees 555,192 66,309 68,318 81,740 175,703 89,451 73,671 

% of Employees 100.00% 11.94% 12.31% 14.72% 31.65% 16.11% 13.27% 

Source: Census Bureau, Statistics of U.S. Businesses 

 

 

Table 2.B: Estimated Distribution of CA Construction Employees without Paid Sick Leave 

 

All Construction Employees 

without Paid Sick Leave 

No. of Employees per Firm 

1-4 5-9 10-19 20-99 100-499 500+ 

No. of 

Employees 414,617 49,520 51,020 61,043 131,215 66,802 55,018 

% of 

Employees 100.00% 11.94% 12.31% 14.72% 31.65% 16.11% 13.27% 
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Table 2.C: Estimated Number of CA Employees without Paid Sick Leave, by Firm Size and 

Industry 

Industry 

No. of Employees per Firm 

1-4 5-9 10-19 20-99 100-499 500+ 

Agriculture 1,091 1,040 1,180 4,308 3,546 5,244 

Mining 234 295 550 1,487 2,060 7,001 

Utilities 77 84 85 163 202 0 

Construction 49,520 51,020 61,043 131,215 66,802 55,018 

Manufacturing 13,348 21,266 35,368 120,114 102,330 251,647 

Wholesale Trade 13,914 16,299 20,661 51,360 38,298 87,885 

Retail Trade 41,466 49,538 51,902 96,409 65,707 529,036 

Transportation/Warehousing 6,859 7,970 10,603 24,486 19,364 117,981 

Information 3,019 2,441 3,724 12,095 13,068 92,659 

Finance and Insurance 5,899 3,740 3,487 8,679 11,780 68,415 

Real Estate  14,083 9,403 8,774 17,558 13,740 26,983 

Prof., Scientific, & Tech. Services 35,538 26,980 28,952 58,808 43,862 183,668 

Management 80 79 184 1,731 7,713 53,282 

Admin., Support, Waste Man., & Rem. Services 24,228 24,130 30,839 91,503 104,535 475,209 

Education 2,567 3,362 6,308 23,080 23,113 58,392 

Healthcare and Social Assist. 26,636 35,996 33,393 67,032 74,086 257,980 

Arts, Entertain., & Recreation 9,569 7,378 9,899 36,253 39,198 86,025 

Accommodation and Food Serv. 31,044 64,444 114,749 291,401 148,594 395,254 

Other Services 37,183 37,666 37,371 73,115 35,750 52,400 

 

 Regarding [2], the quantity of additional paid leave taken under the mandate will be the sum 

of additional time off taken by newly eligible workers either for traditional family and medical 

leave reasons or to deal with the impact of domestic violence in their lives.  As mentioned above, 

employees newly-eligible for paid sick leave are assumed to avail themselves of either three days 

per calendar year or approximately seven days per calendar year (depending upon the scenario) for 

own-medical and caretaking reasons.  Again, the average amount of paid safe time taken by newly-

eligible employees is assumed to be negligible. 

 

 Finally, estimates for [3], employee compensation, were derived using industry-level data on 

the average workweek lengths of employees and average hourly earnings
8
 or wages of employees.  

Data on average workweek lengths of employees come from the Bureau of Labor Statistics’ Current 

Employment Statistics database, as do data on average hourly earnings or wages for employees.  

The BLS workweek length and earnings/wage data are given in columns (A) and (B) in Table 3.  

This study assumes that a typical workweek consists of 40 hours and that any time worked during a 

given week in excess of 40 hours constitutes overtime.  It is assumed that workers taking paid leave 

under the mandate would earn regular, and not overtime, pay.  The hourly earnings/wage rates for 

mining therefore had to be adjusted downward to obtain estimated rates of regular pay for that 

industry (not shown).
9
  The values in columns (C) and (D) are the estimated earnings/wage cost per 

                                                 
8
 Average hourly earnings reported by BLS reflect the actual return to a worker for a stated period and are different 

from wage rates, which are the amounts stipulated for given units of work or time.  BLS earnings do not measure the 

level of total labor costs on the part of employers since they exclude items like benefits, irregular bonuses, retroactive 

items, and the employer’s share of payroll taxes. 
9
 For industries where the average workweek length exceeded 40 hours, non-overtime hourly earnings/wages were 

imputed for use in calculating compensation costs due to the paid sick leave mandate.  Overtime pay was assumed to 
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employee per year for three work days and seven work days, respectively, obtained by multiplying 

the respective hourly earnings/wage rates for regular pay by the average number of hours worked 

per day multiplied accordingly by either three days and seven days. 

 

The BSIM requires inputs to be provided for individual firm-size categories.  This was 

achieved for most industries by multiplying the three-day earnings/wage costs in column (C) or the 

seven-day earnings/wage costs in column (D) by the industry-by-firm-size matrix of estimated 

numbers of CA employees without paid sick leave (Table 2.C).  The results are industry-by-firm-

size matrices of new compensation costs to employers for providing paid sick leave under the 

mandate.  For simplicity, only the compensation cost matrix for the scenario in which newly-

eligible employees avail themselves of seven paid sick days per calendar year are presented (Table 

4).  These compensation costs are based on the latest data available and are assumed to apply for the 

year 2015.
10

 

 

Table 3: Estimated Earnings, Wages, and Hours Worked by CA Employees, by Industry
11

 

Industry 

 

Avg. # Hrs. 

Worked per 

Week 

(A) 

Avg. Hourly 

Earnings/Wages 

(B) 

Earnings/Wages 

per Employee for 

3 Work Days 

(C) 

Earnings/Wages 

per Employee for 

7 Work Days 

(D) 

Agriculture 34.4 $27.22 $561.82 $1,315.28 

Mining 44.8 $29.73 $562.37 $1,714.60 

Utilities 34.9 $21.72 $454.82 $1,080.25 

Construction 36.7 $30.97 $681.96 $1,703.29 

Manufacturing 39.9 $28.04 $671.28 $1,822.80 

Wholesale Trade 38.6 $27.64 $640.14 $1,681.62 

Retail Trade 31.3 $16.62 $312.12 $664.87 

Transportation/ 

Warehousing 34.9 $21.72 $454.82 $1,080.25 

Information 37.7 $40.26 $910.68 $2,336.53 

Finance and 

Insurance 36.6 $31.46 $690.86 $1,720.82 

Real Estate 36.6 $31.46 $690.86 $1,720.82 

Prof., Scientific, 

& Tech. Services 35.9 $34.83 $750.24 $1,832.98 

Management 35.9 $34.83 $750.24 $1,832.98 

Admin., Support, 

Waste Man., & 

Rem. Services 34.7 $18.32 $381.42 $900.74 

                                                                                                                                                                  
equal 1.5 times regular pay for the relevant industries.  Non-overtime earnings/wages were estimated using the 

equation: Average Weekly Earnings/Wages = (40 Hours) x (Non-Overtime Earnings/Wage Rate) + (Avg. Workweek 

Length in Hours – 40) x (Overtime Earnings/Wage Rate). 
10

 The costs given in Table 4 and in subsequent tables are costs associated with a paid sick leave mandate assumed to be 

in effect for the entire calendar year of 2015.  These costs are merely intended to be instructive and were not the actual 

cost base used to derive BSIM inputs for the year 2015, given that AB1522 stipulates that the mandate would not take 

effect until July 1, 2015.  For BSIM inputs, only one-half of the costs presented in Tables 4, 5, and 6 were used as the 

cost base for calendar year 2015.  Costs associated with a paid sick leave mandate in effect for a full calendar year were 

used for years 2016 and beyond. 
11

 All dollar values in Table 3 represent or are derived from 2013 earnings data taken from the Bureau of Labor 

Statistics’ Current Employment Statistics (CES) dataset.  When available, CA-specific earnings data were used.  In the 

absence of CA-specific earnings data, national-level data were used. 
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Education 33.7 $27.84 $562.92 $1,291.05 

Healthcare and 

Social Assist. 32.8 $24.69 $485.90 $1,084.63 

Arts, Entertain., 

& Recreation 24.7 $18.86 $279.51 $469.84 

Accommodation 

and Food Serv. 26.2 $12.65 $198.86 $354.57 

Other Services 31.3 $21.84 $410.16 $873.69 

 

Table 4: Estimated Earnings and Wages Paid by Firms to Employees Newly Eligible for Paid 

Sick Leave, Seven Days of Paid Sick Leave Taken, Year 2015 

 

Industry 

No. of Employees per Firm 

1-4 5-9 10-19 20-99 100-499 500+ 

Agriculture
12

 $1,434,423 $1,368,370 $1,551,852 $5,666,747 $4,663,711 $6,897,301 

Mining $401,775 $505,971 $943,066 $2,550,165 $3,532,084 $12,004,670 

Utilities $82,972 $90,716 $91,822 $175,900 $218,255 $0 

Construction $84,346,090 $86,901,570 $103,974,565 $223,496,977 $113,783,078 $93,710,670 

Manufacturing $24,330,954 $38,763,741 $64,468,371 $218,942,734 $186,526,237 $458,702,222 

Wholesale Trade $23,397,712 $27,408,498 $34,744,105 $86,368,515 $64,403,019 $147,788,481 

Retail Trade $27,569,506 $32,936,293 $34,507,924 $64,098,882 $43,686,675 $351,738,122 

Transportation/ 

Warehousing $7,409,544 $8,609,302 $11,454,144 $26,450,885 $20,917,898 $127,449,675 

Information $7,053,045 $5,702,398 $8,700,523 $28,259,266 $30,534,384 $216,499,798 

Finance and 

Insurance $10,150,319 $6,436,061 $6,000,192 $14,934,746 $20,270,843 $117,729,266 

Real Estate $24,234,072 $16,180,394 $15,099,209 $30,213,945 $23,644,021 $46,432,871 

Prof., Scientific, & 

Tech. Services $65,139,978 $49,454,220 $53,069,047 $107,793,343 $80,398,079 $336,660,282 

Management $147,327 $144,772 $336,383 $3,173,067 $14,137,436 $97,665,491 

Admin., Support, 

Waste Man., & 

Rem. Services $21,822,882 $21,735,148 $27,777,632 $82,420,084 $94,158,470 $428,039,488 

Education $3,314,626 $4,340,241 $8,144,346 $29,797,256 $29,839,819 $75,387,175 

Healthcare and 

Social Assist. $28,890,677 $39,042,243 $36,219,614 $72,704,857 $80,356,434 $279,813,650 

Arts, Entertain., & 

Recreation $4,495,919 $3,466,328 $4,650,845 $17,033,072 $18,417,042 $40,418,132 

Accommodation 

and Food Serv. $11,007,283 $22,850,337 $40,687,150 $103,323,553 $52,687,673 $140,147,056 

Other Services $32,486,239 $32,908,213 $32,650,512 $63,879,241 $31,234,486 $45,780,854 

 

 The reader will note that the compensation figures given in Table 4 do not represent the total 

labor cost to employers generated by the paid sick leave mandate (see footnote 8).  Significant 

additional costs include employee benefits and payroll taxes paid by employers for employees 

                                                 
12

 The zero value present in this and subsequent tables are not errors.  According to Census Bureau data, there are no 

California employees working at agricultural firms with 100 or more employees, mining firms with fewer than 10 

employees or with 100 to 499 employees, utility firms with ten to nineteen employees, or management firms with fewer 

than five employees. 
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newly taking sick leave.  To estimate the true labor cost to employers, the figures in Table 4 must be 

adjusted to account for these factors. 

 

The incorporation of employee benefits into the model was achieved by adjusting the 

compensation figures in Table 4 upward by a percentage based on the ratios of benefits and 

wages/salary to total compensation.  This adjustment was performed on an industry-by-industry 

basis.  For example, the Bureau of Economic Analysis reports that in 2012, average compensation 

per private sector employee working in manufacturing totaled $77,505.  Of this figure, $61,563 was 

due to wage and salary accruals.  The balance of $15,942 consists of non-cash benefits and other 

wage and salary supplements, including the employer’s share of payroll taxes.  In general, an 

employer’s share of payroll taxes equals 7.65 percent of employee wages and salary.  Of this 7.65 

percent, 6.2 percentage points are intended to help fund old age, survivors, and disability insurance, 

and 1.45 percentage points go toward helping to pay for Medicare hospital insurance.  Subtracting 

the employer’s share of payroll taxes from the balance of $15,942 therefore yields an estimate of the 

share of employee compensation represented by non-cash compensation for manufacturing 

employees, roughly 15.4 percent of total employee compensation.
13

 

 

 This share is likely to vary by firm size, given the comparative ease with which large firms 

can provide non-cash benefits to their employees due to greater financial resources and cost savings 

achieved through greater purchasing power.  In contrast, smaller firms are less able to afford non-

cash benefits like health insurance for their workers.  For this reason, the percentage share of 

employee compensation represented by benefits was assumed to vary with the number of workers 

per firm, with the percentage share represented by benefits being smaller at small firms and larger at 

large firms.
14

  In accordance with this assumption, the cash compensation figures in Table 4 were 

adjusted by degrees varying by firm size to reflect the costs of non-cash employee compensation to 

employers.  The resulting adjusted compensation cost figures which include both cash and non-cash 

compensation are given in Table 5. 

  

Table 5: Compensation Costs before Accounting for Taxes, Seven Days of Paid Sick Leave 

Taken, Year 2015 

 

Industry 

No. of Employees per Firm 

1-4 5-9 10-19 20-99 100-499 500+ 

Agriculture $1,658,971 $1,582,577 $1,794,782 $6,553,830 $5,724,826 $9,020,246 

Mining $445,252 $560,724 $1,045,119 $2,826,127 $4,143,921 $14,961,829 

Utilities $104,796 $114,576 $115,974 $222,167 $294,244 $0 

Construction $95,730,682 $98,631,087 $118,008,505 $253,663,426 $136,910,413 $119,976,245 

                                                 
13

 The balance of $15,942 includes the employer’s share of payroll taxes.  Under current law, the employer’s share of 

payroll taxes is 7.65 percent of employee wage and salary.  On average, this amounts to 0.0765 x $61,563, or $4,710 per 

manufacturing employee.  Subtracting this figure from estimated wage and salary supplements yields $11,232, roughly 

15.4 percent of reported per-employee compensation (not including the employer’s share of payroll taxes). 

 Note that the subtraction of the employer’s share of payroll taxes here is done solely to calculate the ratio of non-

cash compensation received directly by employees to total compensation received directly by the employee.  Payroll 

taxes are not ignored as an employer cost in this analysis and are introduced at a later stage of the modeling process. 
14

 The ratio of non-cash compensation to overall compensation for all firms in a particular industry was adopted as the 

ratio for firms with 100 to 499 employees in that industry.  For firms with fewer than 100 employees, this ratio less five 

percentage points was adopted.  For firms with 500 or more employees, this ratio plus five percentage points was 

adopted. 
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Manufacturing $28,817,470 $45,911,596 $76,356,043 $259,314,768 $234,827,233 $616,276,285 

Wholesale Trade $25,732,141 $30,143,091 $38,210,583 $94,985,649 $74,950,012 $182,617,325 

Retail Trade $31,169,279 $37,236,812 $39,013,653 $72,468,327 $52,350,159 $448,354,516 

Transportation/ 

Warehousing $8,738,539 $10,153,489 $13,508,589 $31,195,186 $26,215,678 $170,406,493 

Information $8,025,461 $6,488,598 $9,900,080 $32,155,423 $36,840,186 $277,979,526 

Finance and Insurance $11,283,187 $7,154,384 $6,669,868 $16,601,599 $23,859,368 $147,235,784 

Real Estate $26,649,729 $17,793,258 $16,604,301 $33,225,677 $27,513,673 $57,370,194 

Prof., Scientific, & Tech. 

Services $71,046,548 $53,938,482 $57,881,084 $117,567,508 $92,745,962 $412,137,804 

Management $164,361 $161,511 $375,275 $3,539,937 $16,703,756 $122,639,459 

Admin., Support, Waste 

Man., & Rem. Services $24,445,862 $24,347,582 $31,116,337 $92,326,484 $111,733,938 $539,974,934 

Education $3,848,628 $5,039,475 $9,456,440 $34,597,740 $36,782,582 $99,030,951 

Healthcare and Social 

Assist. $33,069,208 $44,689,020 $41,458,147 $83,220,343 $97,562,231 $361,683,238 

Arts, Entertain., & 

Recreation $4,966,579 $3,829,205 $5,137,724 $18,816,198 $21,534,493 $50,194,236 

Accommodation and Food 

Serv. $12,160,303 $25,243,925 $44,949,156 $114,146,764 $61,609,922 $174,056,452 

Other Services $35,729,455 $36,193,557 $35,910,129 $70,256,534 $36,351,781 $56,573,458 

 

 The figures in Table 5 are estimates of what employers could expect to pay employees 

newly taking paid sick leave in the absence of tax distortions.  They are not accurate estimates 

under current tax law, however, which permits employers to deduct the value of certain benefits, 

like their share of employee health insurance premiums, when calculating income tax liability.  This 

feature of tax law was accounted for in the model by assuming that employers of all sizes (a) pay an 

income tax rate of 35 percent, (b) have sufficient earnings to deduct the maximum share possible of 

their contributions toward employee benefits, and (c) actually do deduct the maximum value.  

Current tax law also requires employers to make federal insurance contributions in the form of 

payroll taxes on behalf of their employees, an amount equal (generally) to 7.65 percent of employee 

wages and salary. 

 

To incorporate these features of tax law into the model, the compensation figures in Table 5 

were first reduced by an amount equal to 35 percent of the corresponding estimates of non-cash 

employee benefits.  Next, a sum equal to 7.65 percent of the non-benefit (pre-tax) share of 

compensation was added to each term.  The resulting compensation cost figures are given in Table 

6. 

 

Table 6: Compensation Costs after Accounting for Taxes, Seven Days of Paid Sick Leave 

Taken, Year 2015 
Industry No. of Employees per Firm 

1-4 5-9 10-19 20-99 100-499 500+ 

Agriculture $1,690,112 $1,612,285 $1,828,473 $6,676,857 $5,710,210 $8,804,859 

Mining $460,771 $580,267 $1,081,545 $2,924,628 $4,199,982 $14,845,181 

Utilities $103,504 $113,165 $114,545 $219,430 $284,344 $0 

Construction $98,198,551 $101,173,726 $121,050,680 $260,202,687 $137,520,251 $117,952,160 

Manufacturing $29,108,507 $46,375,273 $77,127,188 $261,933,675 $232,191,141 $596,216,083 

Wholesale Trade $26,705,016 $31,282,733 $39,655,240 $98,576,843 $76,185,395 $181,733,049 
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Retail Trade $32,018,426 $38,251,257 $40,076,504 $74,442,586 $52,659,971 $441,446,744 

Transportation/ 

Warehousing $8,840,221 $10,271,635 $13,665,775 $31,558,173 $25,961,674 $165,121,507 

Information $8,224,673 $6,649,662 $10,145,825 $32,953,602 $36,969,035 $273,023,856 

Finance and 

Insurance $11,663,183 $7,395,330 $6,894,496 $17,160,708 $24,154,104 $145,914,792 

Real Estate $27,658,155 $18,466,556 $17,232,608 $34,482,938 $27,968,063 $57,094,245 

Prof., Scientific, & 

Tech. Services $73,962,457 $56,152,238 $60,256,653 $122,392,741 $94,574,656 $411,475,183 

Management $169,670 $166,727 $387,396 $3,654,272 $16,887,058 $121,369,980 

Admin., Support, 

Waste Man., & 

Rem. Services $25,197,270 $25,095,969 $32,072,779 $95,164,380 $112,785,647 $533,542,549 

Education $3,915,296 $5,126,771 $9,620,249 $35,197,060 $36,635,361 $96,522,749 

Healthcare and 

Social Assist. $33,816,859 $45,699,379 $42,395,461 $85,101,844 $97,687,469 $354,434,626 

Arts, Entertain., & 

Recreation $5,145,786 $3,967,372 $5,323,106 $19,495,134 $21,852,289 $49,864,587 

Accommodation 

and Food Serv. $12,598,803 $26,154,220 $46,570,021 $118,262,892 $62,517,741 $172,909,413 

Other Services $37,079,527 $37,561,164 $37,267,027 $72,911,243 $36,950,166 $56,298,282 

 

 The compensation cost estimates in Table 6 are based on the latest data available, and we 

assume them to be the costs employers can expect to pay in 2015.  Given inflation, these costs can 

be expected to be higher in 2016 and beyond.  To account for inflation, the analysis assumes that 

employee compensation costs increase annually between 2015 and 2024 at their historical rate of 

growth during recent years.  Based on data from the Bureau of Economic Analysis, the average 

annual percentage change for nominal full-time private sector employee compensation between 

2005 and 2012 was 2.82%.  This growth rate was applied to the figures in Table 6 to obtain 

estimated compensation costs for years 2016 through 2024 (not shown). 

 

 The figures in Table 6 and corresponding tables for years 2016 through 2024 represent the 

final estimated compensation costs to employers created by a paid sick leave mandate as stipulated 

in AB1522 during the next ten years.  It should be noted that these estimates rely upon a key 

assumption regarding employer behavior, namely, that no preemptive action is taken by employers 

in anticipation of the mandate’s implementation.  According to the economic theory of rational 

expectations, rational agents (business owners) will take actions in the present that optimize the 

value of expected present and future outcomes.  When future expectations change, agents will 

adjust their behavior in the present to account for the change in expectations.  Hypothetically, it is 

possible that certain employers will seek to offset some of the expected future costs generated by 

the mandate by immediately lowering employee compensation, reducing the number of workers 

employed, eliminating paid vacation, or decreasing other business spending.  No such effect was 

modeled as part of this analysis. 

 

B.  Lost Production Due to Absent Workers 
The absence of workers from work causes employers to suffer lost production.  Absent workers are 

unable to produce the goods and services that businesses sell.  Given demand, this translates into 

lost sales which hurt business earnings and profit.  A mandated paid sick leave policy will increase 
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the number of work days missed by employees.  The financial loss from this increase can be 

material and is an important consequence of the proposed legislation. 

 

One should take care to note that the “cost” of lost production is separate and different from 

the compensation cost described earlier.  With a paid sick leave mandate, workers are paid 

compensation whether they are present and healthy or absent and sick.  The compensation costs 

accrue during occasions of worker absence.  During these occasions of worker absence, the business 

is also not producing as many goods and services as it otherwise would.  This should translate into 

lower revenue (and maybe profits) for the firm assuming that the market for the firm’s products is 

not oversupplied and if prices are relatively constant.
15

  In the real world, these two assumptions 

need not hold: sometimes there is too much product available for too little demand, and prices can 

and often do change.  The impact of lost production on firm revenue and profitability is therefore 

less certain (insofar as modeling is concerned) than the cost of compensating an employee for a 

given period of time. 

 

 Despite the importance of this cost, exogenous production losses were not included in the 

BSIM forecast for technical reasons.  First, there is a lack of available data necessary to estimate the 

magnitude and distribution of these production losses across industries.  Labor productivity varies 

by industry, and labor productivity data only exist or are publicly available for select industries.  

Modeling and simulating the impact of an industry-neutral policy shock (such as the proposed paid 

sick leave mandate) using the BSIM, however, requires input for all major NAICS industry codes.  

Including production losses in the model would therefore require the estimation of labor 

productivity for industries with missing data values, creating a potentially large source of error.  

Second, the BSIM is not constructed to accept exogenous changes in production levels as input.  

Rather, the module is designed to receive input in the form of nominal costs to employers or 

employees, from which it subsequently computes forecasts for production, employment, and other 

macro variables. 

 

 These obstacles prevented the inclusion of exogenous production losses due to increased 

worker absences to the analysis.  However, we should point out that if one actually had a model 

capable of accepting such production losses and were capable of measuring them with a reasonable 

degree of accuracy, it is important to avoid double-counting in the sense that such a model might 

not also accept as input compensation costs like the ones described above in the same way that the 

BSIM does.  The main point from the preceding discussion is that to the extent that such production 

losses are absent from the model, the forecast job and output losses associated with a statewide 

paid sick leave mandate contained herein may be low. 

 

 One final note concerning production effects due to a paid sick leave mandate: Some 

contend that a paid sick leave mandate will increase labor productivity among workers, the 

argument being that sick workers are less productive than healthy workers and spread their germs to 

co-workers, further reducing firm-wide productivity.  While some research has suggested that 

improved health status among workers might lead to higher productivity growth, the results of other 

studies urge caution with regard to claims that better health outcomes lead to greater growth.  The 

                                                 
15

 If supply outstrips demand, adding more goods and services to the market may not generate more revenue.  Instead, 

the additional product might just sit on the shelf as unsold inventory. 
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Congressional Budget Office’s official position on this matter is one of agnosticism.
16

  Lacking a 

sufficient body of evidence to sway us from a state of uncertainty, we assume that a paid sick leave 

mandate would neither increase nor decrease labor productivity. 

 

C.  Paperwork and Recordkeeping Costs 
The proposed mandate would also impose costs on employers in the form of additional paperwork 

and recordkeeping.  Employers would be required to retain records documenting hours worked by 

employees and earned sick leave taken by employees, for a period of five years.  They shall also be 

required to allow the appropriate state department to access these records to monitor compliance 

with the mandate. 

 

Small business owners frequently handle such paperwork and recordkeeping themselves, 

allocating valuable time and energy to these administrative tasks that could be spent acquiring new 

customers, making business decisions, or otherwise operating and growing their businesses.  

According to a 2003 NFIB National Small Business Poll on paperwork and recordkeeping, 39.3 

percent of small business owners/managers surveyed indicated that they personally handled their 

businesses’ personnel paperwork and recordkeeping.
17

  In that same survey, small business 

owners/managers responded that they felt $40 (approximately) was a fair per-hour amount to claim 

for the time and effort they spent doing paperwork and recordkeeping required by government.
18

  

To account for this burden, it is assumed that an employer newly providing paid sick leave under 

the mandate will face a new paperwork and recordkeeping cost of 10 person-hours per year.  At $40 

per hour, the paperwork and recordkeeping costs for an employer newly offering paid sick leave 

translates to $400 per year. 

 

Effects of the Paid Sick Leave Mandate on Private Sector Demand 
Employees newly eligible for paid sick leave who use it can be expected to increase demand for 

healthcare-related goods and services.  Employees may, for example, spend their paid sick leave 

time visiting the doctor’s office, going to the dentist, or purchasing and taking medication for an 

illness.  All these activities represent increases in the consumption of healthcare-related goods and 

services.  To account for this effect, it is assumed that demand for private sector healthcare goods 

and services produced in California will increase by a dollar amount equal to the increase in CA 

employer costs.
19†¥ 

 

                                                 
16

 When assessing potential productivity effects due to changes in the health insurance system during the recent national 

healthcare reform debate, the Congressional Budget Office issued a report which came to the conclusion that “[b]ecause 

the impact on health outcomes from major changes to the health care system is uncertain, it is not clear whether such 

changes would have a substantial impact on overall economic output or productivity.” See Congressional Budget 

Office, “Key Issues in Analyzing Major Health Insurance Proposals” (December 2008). 
17

 See William J. Dennis, Jr., “Paperwork and Record-keeping,” NFIB National Small Business Poll, Volume 3, Issue 5, 

2003. 
18

 The poll asked respondents whether they thought government should compensate them for dealing with the added 

paperwork and recordkeeping it required of their businesses.  Respondents who answered “Yes” were then asked: 

“What do you think would be a fair per hour amount to claim for your time and efforts?”  The average response was 

$43.30.  Respondents who answered “No” were asked: “If the decision were made to reimburse you, what do you think 

would be a fair per hour amount to claim for your time and effort?”  Their average response was $40.72. 
19

 This assumption is reasonable, but it is possible that it overestimates new demand for healthcare goods and services.  

While some episodes of employees taking sick leave will certainly generate new healthcare expenditures (e.g., paying 

for a visit to the doctor, dentist, or hospital), other cases may produce no or very little new expenditures.  An example of 

the latter set of cases is the case of an employee with a minor cold which simply requires a day or two of rest at home 
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 Increased demand is assumed to be distributed across industries according to historical 

patterns of healthcare expenditures in California.  Data on 2009 CA healthcare expenditures from 

the Centers for Medicare and Medicaid Services (the latest data available) were used as the template 

for new healthcare spending (Table 7).  The pattern of CA healthcare expenditures is assumed to be 

static in the medium term, so new demand is allocated according to the distribution in Table 7 for 

all forecast years. 

 

Table 7: Healthcare Expenditures in California, 2009
20

 

Personal Healthcare 50.0% 

Hospital Care 16.7% 

Physician and Clinical Services 14.7% 

Prescription Drugs and Other Nondurables 6.3% 

Dental Services 3.2% 

Nursing Home Care 2.5% 

Other Health, Residential, and Personal Care 2.3% 

Home Health Care 2.0% 

Other Professional Services 1.7% 

Durable Medical Products 0.6% 

Total: 100.0% 

Source: Centers for Medicare and Medicaid Services 

 

 For illustrative purposes, the dollar values of the assumed increases in healthcare 

expenditures based on the distribution in Table 7 are given below in Table 8 for year 2015.  The 

estimated total cost to CA employers in 2015 for a full calendar year due to a statewide mandate is 

$7,736,994,186.  Multiplying this sum by the percentages in Table 7 yields the dollar values in 

Table 8. 

 

Table 8: Estimated New CA Healthcare Expenditures in 2015 (For a Full Calendar Year) Due 

to Statewide Paid Sick Leave Mandate 

Personal Healthcare $3,868,497,093 

Hospital Care $1,288,344,540 

Physician and Clinical Services $1,138,692,262 

Other Professional Services $487,290,413 

Prescription Drugs and Other Nondurables $247,352,467 

                                                                                                                                                                  
for the employee to fully recuperate.  Such an episode does not entail significant new healthcare expenditures.  To the 

extent that demand for CA healthcare goods and services is overestimated, the forecast job and output losses may be 

low. 
†
 This assumption also ignores the presence of workers originally without paid sick leave who took unpaid leave prior to 

the mandate being implemented, and who begin taking paid leave after implementation.  Such workers might be 

expected to generate no or very little new healthcare spending, since they might already be consuming healthcare while 

on unpaid leave.  According to a survey on the Family and Medical Leave Act (FMLA) conducted by the Department of 

Labor in 2000, 16.5 percent of employees nationwide took leave in the 18 months preceding the survey. 
¥
 To the extent that demand for goods and services outside of CA increase due to the mandate, the forecast job and 

output losses may be understated.  The assumption that only demand for CA goods and services increases is a constraint 

imposed by the BSIM’s regional structure. 
20

 These data are available on the Centers for Medicare and Medicaid Services website, https://www.cms.gov. 
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Dental Services $190,995,380 

Home Health Care $180,907,596 

Nursing Home Care $153,216,628 

Durable Medical Products $134,083,464 

Other Health, Residential, and Personal Care $47,614,341 

 

Effects of the Paid Sick Leave Mandate on Government Demand 
A statewide mandate will likely allocate powers necessary to successfully administer and enforce 

the mandate to the appropriate state-level agency.  These responsibilities will result in new 

government costs.  The uncertainty of what powers the agency will adopt, how many complaints 

might be filed, and the availability of state funds to compile information related to compliance of 

paid sick leave policies, make estimating these costs difficult.  The current strained nature of state 

and local finances also makes it unlikely that a material share of government funds will be allocated 

toward these new responsibilities in the short term.  Hence, for modeling purposes, it is assumed 

that the net effect on government demand as a consequence of the mandate’s implementation is 

zero. 
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Results: Forecast Economic Impact of the Paid Sick Leave Mandate 
The BSIM results suggest that a statewide paid sick leave mandate modeled after the legislation 

introduced in California could cause substantial job loss and output
21

 loss in California.  Based on 

the assumptions described above, the BSIM forecasts that if such a statewide mandate is 

implemented: 

 

 More than 184,000 CA jobs could be lost by 2024. 

 

 Real output in CA could be $29.6 billion less in 2024 than if the paid sick leave mandate had 

not been implemented.  (The real output gap will be $29.6 billion in 2024.) 

 

 Cumulatively, $200 billion in real output could be lost between 2015 and 2024. 

 

 Employment forecasts are presented in Table 9 and Figure 1 as employment differences 

relative to a baseline forecast.  Employment forecasts are provided for both the scenario in which 

newly-eligible employees take three days of paid sick leave per calendar year and the scenario in 

which newly-eligible employees take seven days of paid sick leave per calendar year.  The baseline 

forecast represents the path of the economy if no policy shock occurs and the mandate is not 

implemented.  According to the results for the second scenario (seven paid sick leave days taken by 

newly-eligible employees), firms with one to four employees are forecast to employ 13,399 fewer 

workers (7.5 percent of the total employment difference) in 2024 if the mandate goes into effect, 

firms with five to nine employees are forecast to employ 12,970 fewer workers (7.1 percent), and 

firms with ten to 19 employees are projected to employ 16,153 fewer workers (9.0 percent).  Job 

losses at firms with 20 to 99 employees are forecast to be considerably larger than those in any of 

the previous three categories.  In 2024, these firms are expected to employ 35,678 fewer workers 

(19.8 percent of all jobs lost).  Also, firms in the 100-to-499-employee category are forecast to 

employ 25,534 fewer workers (13.7 percent), while firms with 500 or more employees are projected 

to employ 81,246 fewer workers (43.0 percent) in 2024 if the mandate is implemented. 

 

Table 9: Forecast CA Employment Difference from Baseline (in Units) in 2024 

Firm Size CA Jobs Lost in 2024, 

Three Days of Paid Sick 

Leave Taken 

CA Jobs Lost in 2024, 

Seven Days of Paid Sick 

Leave Taken 

% of Jobs Lost in 

2024, Seven Days 

of Paid Sick 

Leave Taken 

1 to 4 Employees 5,399 13,399 7.5% 

5 to 9 Employees 5,206 12,970 7.1% 

10 to 19 

Employees 6,546 16,153 9.0% 

20 to 99 

Employees 14,502 35,678 19.8% 

                                                 
21

 The term “output” refers to the aggregate output of the California economy (California’s gross domestic product 

(GDP)).  GDP has three possible definitions: (1) the value of final goods and services produced in an economy during a 

given period (as opposed to raw materials or intermediate goods which are produced or sourced earlier in the production 

process), (2) the sum of value added during a given period, or (3) the sum of incomes in the economy during a given 

period.  It is a technical term whose significance may be better understood by the reader if she considers that because of 

the first definition, output serves as a rough proxy for sales. 
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100 to 499 

Employees 10,167 25,534 13.7% 

500 or More 

Employees 31,865 81,246 43.0% 

< 20 Employees 17,151 42,522 23.6% 

< 100 Employees 31,653 78,200 43.3% 

< 500 Employees 41,820 103,734 57.0% 

All Firms 73,685 184,980 100.0% 

 

 
Figure 1 

 

The results suggest that small businesses will shoulder a large percentage of future job 

losses due to the paid sick leave mandate.  Just under 60 percent of the employment gap in 2024 

will be experienced by firms with fewer than 500 employees.
22

  In total, these small businesses are 

projected to employ 103,734 fewer workers in 2024 (in the second scenario) due to the additional 

costs imposed by the mandate.  Forty-three (43) percent of the employment gap will be at firms 

                                                 
22

 This analysis adopts the Small Business Administration’s size-of-business threshold of 500 employees to distinguish 

between small businesses and large businesses.  The 500-employee threshold is frequently used by researchers to 

delineate the small business sector when working with firm-size data. 

-5,399 -5,206 -6,546 
-14,502 

-10,167 

-31,865 

-17,151 

-31,653 

-41,820 

-73,685 

-13,399 -12,970 -16,153 

-35,678 

-25,534 

-81,246 

-42,522 

-78,200 

-103,734 

-184,980 
-200,000

-180,000

-160,000

-140,000

-120,000

-100,000

-80,000

-60,000

-40,000

-20,000

0

1-4
Employees

5-9
Employees

10-19
Employees

20-99
Employees

100-499
Employees

500 +
Employees

< 20
Employees

< 100
Employees

< 500
Employees Total

Em
p

lo
ym

en
t 

D
if

fe
re

n
ce

 F
ro

m
 B

as
e

lin
e 

(i
n

 U
n

it
s)

 

CA Private Nonfarm Employment:  
Difference From Baseline (in Number of Employees) in 2024 

Three Paid Sick Leave Days Taken Seven Paid Sick Leave Days Taken



NFIB Small Business Impact Studies 

 18 

with fewer than 100 employees.  Twenty-four (24) percent of job losses will occur at firms with 

fewer than 20 employees.  The percentage shares of job losses for the scenario in which newly-

eligible employees take three days of paid sick leave per calendar year are not materially different 

from the percentage shares for the second scenario discussed above. 

 

Dividing the percentage share of (forecast) job loss experienced by a firm-size group by that 

group’s (historical) percentage share of private sector employment yields an index of employment 

change (Figure 2).  This index serves as an indicator as to whether the job loss forecast for a 

particular firm-size group is proportionate to the group’s existing employment base.  An index value 

of 100 indicates that a firm-size group experiences job losses proportionate to the group’s existing 

employment base.  An index value higher than 100 indicates a firm-size group that experiences a 

disproportionately high number of job losses relative to its current employment share (and vice 

versa for an index value lower than 100). 

 

Small businesses (firms with fewer than 500 employees) clearly bear a disproportionately 

large amount of job losses generated by the mandate.  The employment change index value for 

firms with one to four employees, for example, is 135, the result of dividing the percentage share of 

jobs lost by firms with one to four employees (7.5 percent) by the percentage share of private sector 

employment currently represented by this firm-size category (5.5 percent).  Other firm-size 

categories with fewer than 100 employees also have disproportionately high index values.  Firms 

with five to nine, ten to 19, and 20 to 99 employees have index values of 118, 124, and 114, 

respectively. 

 

In contrast to firms with fewer than 500 employees, larger firms bear a disproportionately 

small amount of the job losses generated by the mandate (when the share of private sector 

employment is used as the reference point).  Firms with 500 or more employees have an index value 

of 86.  The dichotomy separating index values below and above the 500 mark highlights the 

comparatively high sensitivity of very small firms to regulatory costs. 

 

The variation in employment effects across different employee-size-of-firm groups is 

consistent with IWPR research analyzing possible negative effects on San Francisco workers due to 

that city’s implementation of a paid sick leave ordinance in 2007.  In a recent IWPR report detailing 

the results of a survey of private-sector employees of San Francisco firms, over 18 percent of 

respondents at firms with fewer than 25 workers indicated they had experienced layoffs or saw their 

total number of work hours reduced.  In contrast, just 13 percent of workers at firms with 100 or 

more workers reported experiencing such events.
23

 

 

                                                 
23

 Drago, Robert and Vicky Lovell, “San Francisco’s Paid Sick Leave Ordinance: Outcomes for Employers and 

Employees,” Institute for Women’s Policy Research, February 2011. 
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Figure 2 

 

 Detailed forecasts for CA real output losses are given in Table 10 and Figure 3.  As with 

employment, the output forecasts are presented as differences relative to a baseline forecast 

representing the path of the economy if the mandate is not implemented.  For the second scenario, 

the annual real output gap is forecast to average approximately $20.0 billion from 2015 to 2024.  In 

2024, the output gap is projected to be $29.6 billion.  Over the ten years spanning 2015 through 

2024, the cumulative real output loss experienced by California employers is forecast to total 

$200.0 billion. 

 

 Small businesses (< 500 employees) are projected to bear approximately 54 percent of all 

lost output through 2024.  Thirty-nine (39) percent of the lost output is forecast to occur at firms 

with fewer than 100 employees, whereas firms with fewer than 20 employees are projected to 

shoulder 21 percent of the output loss.  As with job losses, the incidence of lost ouput is projected to 

be felt most strongly by small firms. 

 

Figure 4 presents an index of output change by firm size, constructed analagously to the 

index of employment change, except with output losses serving as the numerator and gross receipts 

(a proxy for output) as the denominator.  Output losses are most disproportionate for firms with 10 

to 19 employees.  These firms will bear 7.7 percent of the cumulative output gap through 2024 but 

currently account for just 5.0 percent of statewide gross receipts, resulting in an index value of 155.  

Other small firms also bear a disproportionately large amount of real output losses.  Firms with one 
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to four, five to nine, and 20 to 99 employees have output change index values of 129, 144, and 133, 

respectively.  As with changes in employment, large firms (those with 500 or more employees) bear 

a disproportionately small amount of lost output.  Firms with 500 or more employees have an output 

change index value of just 79. 

  

 

Table 10: Forecast Cumulative CA Real Output Lost by 2024 (in Billions of 2005 $s) 

Firm Size Cumulative CA Real 

Output Lost by 2024, 

Three Days of Paid Sick 

Leave Taken 

Cumulative CA Real 

Output Lost by 2024, 

Seven Days of Paid Sick 

Leave Taken 

% of Cumulative Real 

Output Difference (2015 

to 2024), Seven Days of 

Paid Sick Leave Taken 

1 to 4 

Employees $5.308B $13.829B 6.9% 

5 to 9 

Employees $4.620B $12.213B 6.1% 

10 to 19 

Employees $5.883B $15.419B 7.7% 

20 to 99 

Employees $14.102B $36.780B 18.4% 

100 to 499 

Employees $11.056B $29.263B 14.6% 

500 or More 

Employees $34.749B $92.478B 46.2% 

< 20 

Employees 

per Firm $15.811B $41.461B 20.7% 

< 100 

Employees 

per Firm $29.913B $78.241B 39.1% 

< 500 

Employees 

per Firm $40.969B $107.504B 53.8% 

All Firms $75.718B $199.982B 100.0% 
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Summary 
A statewide paid sick leave mandate as stipulated in AB1522 would impose new costs on California 

employers in the forms of compensation costs associated with paying workers taking paid sick 

leave, lost production due to more workers taking leave, and new paperwork and recordkeeping 

costs incurred by complying with the mandate.  Assuming passage and implementation of the 

mandate in 2015, the BSIM forecasts that more than 184,000 CA jobs could be lost by 2024, and 

CA real output could decrease by $29.6 billion.  Small firms would bear 57 percent of the job losses 

and 54 percent of lost sales.  The cumulative real output lost between 2015 and 2024 is estimated to 

be $200 billion.  More than four years following the official end of the Great Recession, the state 

unemployment rate in California is still 7.8 percent, the fourth worst unemployment rate in the 

nation.  In economic circumstances where job creation should remain a top priority, policymakers 

would do well to bear in mind the potential negative effects to employment and production that 

employer mandates, such as paid sick leave mandates, can have. 


