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ABSTRACT 

Although there  i s  a  la rge  l i t e r a t u r e  on the  e f f e c t  of AFDC and Food 

Stamps on labor supply and welfare pa r t i c ipa t ion ,  there  has been l i t t l e  

work on the  e f f e c t s  of Medicaid, desp i t e  i t s  importance i n  the  U.S. 

t r a n s f e r  system. In  t h i s  paper we use 1986 data from the  Survey of Income 

and Program Par t i c ipa t ion  t o  examine the  e f f e c t  of Medicaid on the  labor  

supply and welfare pa r t i c ipa t ion  decisions of female heads of family. A 

key contr ibut ion  i s  the  development of a  family-specific proxy f o r  t h e  

valuat ion of Medicaid benef i t s  which depends upon the heal th  and other  

c h a r a c t e r i s t i c s  of the family. We find t h a t  Medicaid has s t rong and 

s i g n i f i c a n t  e f f e c t s  on labor supply and welfare pa r t i c ipa t ion  t h a t  a r e  

negative and pos i t ive  i n  s ign,  respect ive ly ,  but  which a r e  concentrated i n  

the  tail of the d i s t r i b u t i o n  with the highest  expected medical 

expenditures. We a l s o  f ind  t h a t  the a v a i l a b i l i t y  and l e v e l  of p r i v a t e  

hea l th  insurance have very large  e f f e c t s  opposite i n  s ign t o  those of 

Medicaid. 



I. INTRODUCTION 

The p rov i s ion  of subs id ized  o r  f r e e  medical s e r v i c e s  t o  members of t h e  

low-income popula t ion  has become a c e n t r a l  component of t he  package of 

b e n e f i t s  f o r  t h e  poor i n  t he  United S t a t e s  over t he  l a s t  twenty years .  

P r i o r  t o  1965 most b e n e f i t s  t o  t h e  poor were provided i n  the  form of cash 

payments, b u t  s i n c e  t h a t  t i m e ,  in-kind b e n e f i t s  i n  t h e  form of Food Stamps, 

Medicaid, and housing s u b s i d i e s  have mushroomed t o  t h e  p o i n t  of exceeding 

cash programs i n  terms of caseloads and payments. The ~ e d i c a i d  program i s  

one of t he  most important  of these ,  account ing f o r  almost 40 pe rcen t  of a l l  

f e d e r a l  expendi tures  on means-tested t r a n s f e r s  i n  1988 (U.S. House of 

Representa t ives ,  1989, p. 1225).  

While t h e r e  has been a  l a r g e  amount of research  on t h e  i n c e n t i v e  

e f f e c t s  of cash payments under t h e  Aid t o  Famil ies  with Dependent Chi ldren  

(AFDC) program and a  smal le r  amount on t h e  Food Stamp program, t h e r e  has 

been very l i t t l e  on the  i n c e n t i v e  e f f e c t s  of t h e  Medicaid program (see 

Danziger e t  a l . ,  1981, and Mof f i t t ,  1987, f o r  surveys of t he  l i t e r a t u r e ) .  

The two s t u d i e s  completed t o  d a t e  (Blank, 1989; Winkler, 1989) examined, 

r e s p e c t i v e l y ,  t h e  impact of Medicaid payments on AFDC p a r t i c i p a t i o n  r a t e s  

and l abo r  supply. One s tudy  (Blank) found i n s i g n i f i c a n t  e f f e c t s  of 

Medicaid while the o the r  (Winkler) found s i g n i f i c a n t  e f f e c t s .  The 

d i f f e r e n c e  i n  t h e  r e s u l t s  of t h e  two has no t  been resolved t o  d a t e  but ,  f o r  

our  purposes,  it is important  t o  note  t h a t  both s t u d i e s  used f o r  t h e i r  

Medicaid v a r i a b l e  a  s t a t e - s p e c f i c  average Medicaid insurance  value f o r  

f a m i l i e s ,  which may not  accu ra t e ly  proxy the  va lua t ion  of t h e  Medicaid 

program by any i n d i v i d u a l  family.  



Studying the  Medicaid program requ i r e s  t h a t  two i s s u e s  be addressed 

t h a t  need not  be included i n  t h e  eva lua t ion  of cash programs. The f i r s t  i s  

t h e  development of a  v a r i a b l e  t h a t  accu ra t e ly  proxies  t h e  va lua t ion  of t h e  

program, a s  j u s t  mentioned. Whereas t he  cash b e n e f i t  per  family i s  e a s i l y  

obtained from publ ished sources ,  Medicaid expendi tures  a r e  r a r e l y  a v a i l a b l e  

on a  family b a s i s  i n  t he  a v a i l a b l e  microdata s e t s .  We the re fo re  develop a  

fami ly-spec i f ic  va r i ab l e  based on expected medical expendi tures  and h e a l t h  

condi t ions  per  family which, though not  equiva len t  t o  t he  t h e o r e t i c a l l y  

p r e f e r r e d  insurance  value of Medicaid, i s  a  proxy f o r  t h a t  value.  The 

second i s s u e  i s  the  incorpora t ion  of t he  a v a i l a b i l i t y  of p r i v a t e  h e a l t h  

insurance  i f  o f f  wel fa re ,  a  f a c t o r  t h a t  should a l s o  be taken i n t o  account  

i n  analyzing the  r o l e  of Medicaid. We develop a  proxy va r i ab l e  f o r  t he  

expected l e v e l  and a v a i l a b i l i t y  of such insurance should a  female-headed 

family be of f  wel fa re ,  and we c o n t r o l  f o r  t h i s  va r i ab l e  i n  our model. 

The o u t l i n e  of t h e  paper i s  a s  follows. I n  t h e  next  s e c t i o n  we 

b r i e f l y  l ay  ou t  t he  background of the  Medicaid program and d i scus s  our d a t a  

and econometric model. We employ a  simple reduced-form model of t h e  

e f f e c t s  of Medicaid on labor  supply and wel fa re  p a r t i c i p a t i o n .  In  Sec t ion  

111 we d i scus s  t h e  development of our Medicaid and p r i v a t e  h e a l t h  insurance  

"he te rogene i ty"  indexes,  and we p re sen t  our r e s u l t s  i n  Sec t ion  I V .  A 

summary appears i n  Sec t ion  V. 



11. PROGRAMMATIC BACKGROUND AND ECONOMETRIC MODEL 

A. The Medicaid Program 

The Medicaid program provides hea l th  care f o r  c e r t a i n  low-income 

fami l i e s  i n  the  United S ta t e s .  Authorized under T i t l e  X I X  of t he  S o c i a l  

Secur i ty  Act, the  program provides bene f i t s  t o  the  low-income aged, b l ind ,  

d isabled ,  f ami l i e s  with dependent ch i ldren ,  and c e r t a i n  ca tegor ies  of 

pregnant women and chi ldren .  The most important c h a r a c t e r i s t i c  of the  

program f o r  our purposes i s  t h a t  e l i g i b i l i t y  i s  c lose ly  t i e d  t o  the  a c t u a l  

o r  p o t e n t i a l  r e c e i p t  of cash t r a n s f e r s ,  i n  most cases AFDC o r  Supplementary 

Secur i ty  Income (which provides bene f i t s  t o  t h e  aged, b l ind ,  and 

d i s a b l e d ) .  Families enro l led  i n  the AFDC program a re  automatical ly 

e l i g i b l e  ( o r  "ca t egor i ca l ly  e l i g i b l e ,  " i n  the  language of the  program) f o r  

Medicaid bene f i t s  and can r e t a i n  t h e i r  Medicaid "card" a s  long a s  they a r e  

on the  program. The AFDC program, i n  turn ,  provides bene f i t s  pr imar i ly  t o  

female heads of family--those without an able-bodied male present  i n  the  

household and with ch i ld ren  under the  age of 18  i n  the  family .' A s  a 

consequence, Medicaid r e c e i p t ,  a t  l e a s t  among the  nonaged and nondisabled, 

i s  heavi ly  concentrated i n  the  female head population. We s h a l l  t he re fo re  

focus our study on t h a t  group. 

Medicaid bene f i t s  a r e  sometimes made ava i l ab le  t o  non-AFDC 

r e c i p i e n t s .  I n  39 s t a t e s ,  female-headed fami l ies  not  on AFDC a r e  covered 

by the Medically Needy program, which provides ca t a s t roph ic  insurance i n  

case of heavy medical expense. A l l  s t a t e s  a l s o  cover some low-income 

female heads who meet t he  income e l i g i b i l i t y  requirements f o r  AFDC but  a r e  

not ,  f o r  one reason or  another ,  on the  program ( "ca tegor i ca l ly  needy 



wi thou t  cash  a s s i s t a n c e " ) .  I n  a d d i t i o n ,  r e c e n t  l e g i s l a t i o n  has  extended 

e l i g i b i l i t y  f o r  a  few months t o  female heads who leave  AFDC f o r  s p e c i f i e d  

reasons  and t o  p regnant  women and c h i l d r e n  i n  c e r t a i n  non-female-headed 

f a m i l i e s .  Never the less ,  d e s p i t e  t he se  ex t ens ions ,  among none lder ly  female 

heads a lmos t  80 p e r c e n t  of a l l  Medicaid expendi tu res  go t o  t hose  on AFDC, 

and 92 p e r c e n t  of a l l  none lder ly  nondisabled Medicaid r e c i p i e n t s  a r e  on 

AFDC (U.S. House of Rep re sen t a t i ve s ,  1989, p. 1145).  Fu r the r ,  our  d a t a  f o r  

1986 i n d i c a t e  t h a t  only 8  pe r cen t  of a l l  female heads a r e  o f f  AFDC and y e t  

covered by Medicaid. Thus t h e  program remains a lmos t  e x c l u s i v e l y  t i e d  t o  

AFDC . 

B. Data 

The d a t a  we use i n  our s t udy  a r e  drawn from t h e  "1984" pane l  of t h e  

Survey of Income and Program P a r t i c i p a t i o n  (SIPPI. The SIPP p a n e l  began i n  

October 1983 by i n t e rv i ewing  a  n a t i o n a l l y  r e p r e s e n t a t i v e  sample of t h e  

c i v i l i a n  n o n i n s t i t u t i o n a l  popu l a t i on  of approximately  twenty thousand 

households.  Fami l ies  were in te rv iewed  every fou r  months u n t i l  J u l y  1986; 

i n fo rma t ion  was c o l l e c t e d  on income sources  and sociodemographic 

c h a r a c t e r i s t i c s .  The primary advantage of t h e  SIPP f o r  our purposes  is  

t h a t  it was designed t o  c o l l e c t  d e t a i l e d  in format ion  on t r a n s f e r  program 

r ec ip i ency  and insurance  coverage,  and it conta ined  a  s p e c i a l  set of 

q u e s t i o n s  on h e a l t h  s t a t u s  and medical  u t i l i z a t i o n  i n  one in te rv iew.  The 

r ec i p i ency  in format ion  permi t s  us t o  determine AFDC p a r t i c i p a t i o n  a s  w e l l  

a s  coverage of Medicaid and p r i v a t e  h e a l t h  i n su rance ,  whi le  t h e  h e a l t h  and 

medical  u t i l i z a t i o n  ques t i ons  permi t  us t o  c o n s t r u c t  a  f ami ly - spec i f i c  

medical  he t e rogene i t y  index ,  which i s  a  main f e a t u r e  of our  a n a l y s i s .  



We use  two i n t e r v i e w s  i n  t h e  SIPP i n  our work. F i r s t ,  we use  a  s e t  of 

supplementary q u e s t i o n s  asked i n  t h e  t h i r d  i n t e r v i e w ,  conducted i n  t h e  

s p r i n g  and summer of 1984, on h e a l t h  and medical  u t i l i z a t i o n  t o  c o n s t r u c t  a  

f a m i l y - s p e c i f i c  va lue  of expec ted  medical  e x p e n d i t u r e s  i f  covered by 

Medicaid and i f  covered by p r i v a t e  h e a l t h  insurance .  Second, we use  t h e  

l a s t  wave of SIPP, a d m i n i s t e r e d  from A p r i l  t o  J u l y  of 1986, t o  e s t i m a t e  t h e  

e f f e c t s  of Medicaid, p r i v a t e  h e a l t h  i n s u r a n c e ,  and o t h e r  v a r i a b l e s  on AFDC 

p a r t i c i p a t i o n  and l a b o r  supply.  I n  bo th  c a s e s  we a n a l y z e  o n l y  t h e  female  

heads  i n  t h e  survey.  

I n  t h e  n e x t  s e c t i o n  we o u t l i n e  our  econometr ic  model f o r  the 

e s t i m a t i o n  of t h e  AFDC p a r t i c i p a t i o n  and l a b o r  supply equa t ions .  Fol lowing 

t h a t  w e  d e s c r i b e  t h e  development of t h e  Medicaid and p r i v a t e  h e a l t h  

i n s u r a n c e  v a r i a b l e s  t h a t  a r e  t h e  key r e g r e s s o r s  i n  t h e  model. Subsequent ly  

we p r e s e n t  t h e  e s t i m a t i o n  r e s u l t s  f o r  our AFDC p a r t i c i p a t i o n  and l a b o r  

supply e q u a t i o n s .  

C. Econometric Model 

The econometr ic  model we use  is a  s imple  reduced form based on t h e  

c o n v e n t i o n a l  economic t h e o r y  of l a b o r  supp ly  and w e l f a r e  p a r t i c i p a t i o n  

( M o f f i t t ,  1983) .  Assume t h a t  t h e  u t i l i t y  f u n c t i o n  is U(H,Y,P), where 

H is hours  of work, Y i s  d i s p o s a b l e  income, and P  i s  a  dummy v a r i a b l e  

e q u a l  t o  1  i f  on w e l f a r e  and 0 i f  not .  U t i l i t y  is p o s i t i v e  i n  t h e  second 

argument and n e g a t i v e  i n  t h e  f i r s t  and t h i r d .  The i n c l u s i o n  of P  i n  t h e  

u t i l i t y  f u n c t i o n ,  t h e  main d e p a r t u r e  from t h e  textbook theory  of l a b o r  

supp ly ,  is  des igned  t o  p rov ide  a n  e x p l a n a t i o n  f o r  t h e  n o n p a r t i c i p a t i o n  of 

f a m i l i e s  who a r e  e l i g i b l e  f o r  AFDC. The e x i s t e n c e  of such n o n p a r t i c i p a t i n g  



e l i g i b l e s ,  sometimes a s c r i b e d  t o  w e l f a r e  s t igma ,  r e s u l t s  i n  some f a m i l i e s  

n o t  l o c a t i n g  on t h e  boundary of t h e i r  budget  s e t s .  

L e t  t h e  budget c o n s t r a i n t  be 

where W i s  t h e  h o u r l y  wage r a t e ,  N i s  nonwage income, B i s  t h e  

b e n e f i t  i f  on AFDC ( t h e  sum of t h e  cash  b e n e f i t  p l u s  Medicaid,  f o r  

example) ,  G i s  t h e  AFDC g u a r a n t e e  ( c a s h  p l u s  in-kind b e n e f i t s ) ,  and t 

is  t h e  t a x  r a t e  on income i n  t h e  AFDC program. Maximization of u t i l i t y  

t h e n  r e s u l t s  i n  two e q u a t i o n s ,  one f o r  AFDC p a r t i c i p a t i o n  and one f o r  l a b o r  

supp ly  c o n d i t i o n a l  on t h e  p a r t i c i p a t i o n  d e c i s i o n :  

where V is t h e  i n d i r e c t  u t i l i t y  f u n c t i o n  wi th  arguments f o r  t h e  n e t  wage, 

n e t  nonwage income, and AFDC p a r t i c i p a t i o n .  

E s t i m a t i o n  of t h i s  model i n  i t s  s t r u c t u r a l  form is d i f f i c u l t  f o r  many 

reasons .  F i r s t ,  t h e r e  a r e  numerous n o n l i n e a r i t i e s  i n  t h e  c o n s t r a i n t  

a r i s i n g  from t h e  n o n l i n e a r i t i e s  i n  t h e  p o s i t i v e  t a x  sys tem and i n  t h e  

v a r i a t i o n  i n  g r o s s  h o u r l y  wage r a t e s  over  t h e  hours-worked range.  Second, 

Medicaid is an in-kind program whose b e n e f i t s  cannot  be presumed t o  have 



t h e  same v a l u e  a s  c a s h  (Smeeding, 1982; Smeeding and Moon, 1 9 8 0 ) ;  

t h e r e f o r e ,  i t s  b e n e f i t s  c a n n o t  be added i n  w i t h  t h o s e  of t h e  c a s h  AFDC 

b e n e f i t .  T h i r d ,  it i s  d i f f i c u l t  t o  e s t i m a t e  t h e  e f f e c t s  of  t h e  t a x  r a t e  i n  

AFDC because  t h e  o f f i c i a l  r a t e  i s  100 p e r c e n t  i n  a l l  s t a t e s ;  t h u s  it h a s  no 

c r o s s - s e c t i o n a l  v a r i a t i o n . 2  For t h e  same r e a s o n ,  t h e r e  i s  no c r o s s -  

s e c t i o n a l  v a r i a t i o n  i n  any t a x  r a t e  f o r  Medica id ;  Medicaid b e n e f i t s  a r e  

i n d e p e n d e n t  of  income a s  l o n g  a s  t h e  f a m i l y  i s  on AFDC and a r e  l o s t  i n  

t h e i r  e n t i r e t y  when AFDC p a r t i c i p a t i o n  ends .  3 

Our s o l u t i o n  t o  t h e s e  problems i s  t o  e s t i m a t e  a  reduced-form model f o r  

t h e  two e q u a t i o n s  of t h e  f o l l o w i n g  form: 

P  = 1  i f  P* > 0;  P  = 0  i f  n o t  

E* = Y O  + Y I Y p O  + Y Z Y P 1  + Y 3 Y p 2  + Y q G A  

+y5GF + y6M + y7K + x'6 + E 
N N 2  

E  = 1  i f  E* , 0; E  = 0  i f  n o t  

where E  = 1  i f  employed and 0  i f  n o t ;  Ypi i s  d i s p o s a b l e  p r i v a t e  income 

n e t  of  t a x e s  a t  h o u r s  p o i n t  i (i = 0  f o r  H = 0,  i = 1  f o r  H = 20,  

and i = 2  f o r  H = 4 0 ) ;  GA and GF a r e  t h e  g u a r a n t e e  amounts f o r  AFDC 

and Food Stamps; M i s  o u r  p roxy  f o r  t h e  f a m i l y - s p e c i f i c  v a l u a t i o n  of  t h e  

Medica id  program; K i s  o u r  proxy f o r  t h e  f a m i l y - s p e c i f i c  v a l u a t i o n  of 



p r i v a t e  h e a l t h  i n s u r a n c e  i f  o f f  AFDC; i s  a  v e c t o r  of  exogenous 

socioeconomic c h a r a c t e r i s t i c s ;  and c 1  and c 2  a r e  normal ly  d i s t r i b u t e d  

e r r o r  terms w i t h  mean z e r o  and u n i t  v a r i a n c e .  

Equa t ions  ( 5 ) - ( 6 )  c o n s t i t u t e  t h e  reduced-form AFDC p a r t i c i p a t i o n  

e q u a t i o n  and c o n t a i n  a s  r e g r e s s o r s  p o t e n t i a l  p r i v a t e  income (nonwage income 

p l u s  e a r n i n g s  minus t a x e s )  a t  t h e  p o i n t  of no work, p a r t - t i m e  work, and 

f u l l - t i m e  work. T h i s  s p e c i f i c a t i o n  i s  e q u i v a l e n t  t o  e n t e r i n g  bo th  t h e  

h o u r l y  wage r a t e  over  t h e  pa r t - t ime  range and t h e  h o u r l y  wage r a t e  over  t h e  

f u l l - t i m e  range ,  and p e r m i t s  u s  t o  avoid  hav ing  t o  s p e c i f y  t h e  f u l l  

n o n l i n e a r i t y  of t h e  budget  c o n s t r a i n t  over  a l l  hours  p o i n t s .  A s i m i l a r  

p rocedure  h a s  been used by Fraker  and M o f f i t t  (1988) .  We e n t e r  t h e  

g u a r a n t e e  amounts f o r  AFDC and f o r  t h e  Food Stamp program s e p a r a t e l y  from 

each  o t h e r  and s e p a r a t e l y  from p r i v a t e  income; t h e i r  c o e f f i c i e n t s  w i l l  a l l  

d i f f e r  from one a n o t h e r  i f  t h e r e  is  w e l f a r e  s t igma o r  i f  t h e  d i f f e r e n t  

t y p e s  of income have d i f f e r e n t  unobserved c h a r a c t e r i s t i c s .  The AFDC and 

Food Stamp t a x  r a t e s  a r e  n o t  e n t e r e d  because  they  have no c r o s s - s e c t i o n a l  

v a r i a t i o n .  The e q u a t i o n  a l s o  c o n t a i n s  our  p r o x i e s  f o r  Medicaid and p r i v a t e  

h e a l t h  i n s u r a n c e  a v a i l a b i l i t y  d e s c r i b e d  i n  t h e  n e x t  s e c t i o n ;  they  w i l l  n o t  

have t h e  same u n i t s  a s  G and GF, nor  shou ld  t h e i r  c o e f f i c i e n t s  be  
A 

expec ted  t o  be t h e  same i n  any c a s e  because of t h e  in-kind n a t u r e  o f  

med ica l  b e n e f i t s .  Note t h a t  M is  a v a i l a b l e  only  i f  t h e  female  head is  on 

AFDC and K i s  a v a i l a b l e  on ly  i f  s h e  is  o f f . 4  A v e c t o r  of exogenous 

c h a r a c t e r i s t i c s  is  a l s o  e n t e r e d ,  i n c l u d i n g  age, r a c e ,  h e a l t h  s t a t u s ,  

e d u c a t i o n ,  f a m i l y  s i z e  and composi t ion,  and reg ion .  I t  is i m p o r t a n t  t o  

i n c l u d e  h e a l t h  s t a t u s  i n  t h e  equa t ion ,  s i n c e  t h e  v a l u e  of Medicaid and 



p r i v a t e  h e a l t h  insurance w i l l  be c o r r e l a t e d  with hea l th .  Equations ( 7 ) - ( 8 )  

c o n s t i t u t e  t h e  labor  supply equat ion,  where we examine only t he  choice  t o  

work o r  no t  t o  work a t  a l l .  Since only 50 percent  of female heads work, 

t he  work choice  dominates t h e  hours choice cond i t i ona l  upon work. The 

labor  supply equat ion conta ins  t he  same r eg re s so r s  a s  t he  AFDC 

p a r t i c i p a t i o n  equat ion,  a s  should c l e a r l y  be t h e  case  ( s ee  equa t ions  ( 2 ) -  

( 3 ) ) .  

The t h e o r e t i c a l l y  p red i c t ed  s igns  on most of t h e  income v a r i a b l e s  a r e  

unambiguous : 

We a l s o  hypothesize t h a t  B 5  > 0, because Food Stamps a r e  more o f t e n  

rece ived  toge ther  with AFDC, though they can be received off  AFDC a s  w e l l ,  

and t h a t  y7  > 0, presuming t h a t  p r i v a t e  hea l th  insurance  i s  provided 

p r imar i l y  through employers and w i l l  t h e r e f o r e  be an inducement t o  work. 

Note t h a t ,  whi le  most c o e f f i c i e n t s  a r e  of t h e  oppos i te  s i g n s  i n  t h e  two 

equa t ions ,  t h e r e  i s  no neces s i t y  f o r  t h e i r  magnitudes o r  s i g n i f i c a n c e  

l e v e l s  t o  be r e l a t e d  t o  one another .  The ex i s t ence  of nonpa r t i c ipa t ing  

e l i g i b l e s  makes t h e  two equa t ions  p a r t i a l l y  independent of one another ,  f o r  

no t  working i s  no t  equ iva l en t  t o  AFDC p a r t i c i p a t i o n .  

111. CONSTRUCTION OF THE HETEROGENEITY INDEXES 

The va lua t ion  of in-kind t r a n s f e r s  i n  gene ra l  and of Medicaid i n  

p a r t i c u l a r  i s  a  d i f f i c u l t  problem. Three approaches have been o u t l i n e d  f o r  



such v a l u a t i o n  (Smeeding and Moon, 1980) : ( 1 ) t h e  "government c o s t "  

approach,  whereby government e x p e n d i t u r e s  p e r  r e c i p i e n t  o r  p e r  e l i g i b l e  a r e  

used,  (2) t h e  cash-equ iva len t  v a l u e  approach,  and ( 3 )  t h e  "funds  r e l e a s e d "  

approach,  whereby in-kind t r a n s f e r s  a r e  valued by t h e  funds  r e l e a s e d  f o r  

t h e  purchase  of o t h e r  goods. The cash-equ iva len t  approach is  t h e  

t h e o r e t i c a l l y  p r e f e r r e d  method, which i n  our c a s e  would r e q u i r e  e s t i m a t i n g  

t h e  e q u i v a l e n t  cash  v a l u e  of a n  i n s u r a n c e  p o l i c y  on t h e  p r i v a t e  market t h a t  

y i e l d s  t h e  same q u a n t i t y  and q u a l i t y  of c a r e  a s  Medicaid. Unfor tuna te ly ,  

t h a t  t a s k  i s  beyond our c a p a b i l i t y  because we have n e i t h e r  d a t a  on medical  

e x p e n d i t u r e s  and q u a l i t y  of c a r e  wi th  which t h e  parameters  of t h e  u t i l i t y  

f u n c t i o n  cou ld  be e s t i m a t e d  nor any s u i t a b l e  exogenous s o u r c e  of medical  

p r i c e  i n f o r m a t i o n  i n  our  c r o s s - s e c t i o n  t o  e s t i m a t e  t h e  necessa ry  p r i c e  

e l a s t i c i t i e s .  

Our approach is i n s t e a d  t o  a t t e m p t  t o  improve upon t h e  t r a d i t i o n a l  

method, a  modified form of  t h e  government c o s t  approach,  by i n c o r p o r a t i n g  

i n d i v i d u a l  and fami ly  h e t e r o g e n e i t y .  The t r a d i t i o n a l  form of government 

c o s t  method a p p l i e d  t o  t h e  Medicaid program (e.g., i n  t h e  two s t u d i e s  

r e f e r e n c e d  i n  t h e  I n t r o d u c t i o n )  i s  t o  use  aggrega te  d a t a  on Medicaid 

e x p e n d i t u r e s  by s ta te - -and ,  sometimes, by fami ly  s i z e  and aged/nonaged 

s t a t u s - - t o g e t h e r  wi th  i n f o r m a t i o n  on t h e  number of r e c i p i e n t s  i n  each s t a t e  

i n  each ca tegory ,  t o  c a l c u l a t e  an average e x p e n d i t u r e  p e r  r e c i p i e n t .  This  

i s  t h e n  t aken  a s  t h e  "expected" b e n e f i t  p e r  r e c i p i e n t  and is  used a s  a  

r e g r e s s o r  i n  a  sample of i n d i v i d u a l s  i n  d i f f e r e n t  s t a t e s .  We s h a l l  

c o n s t r u c t  such a  v a r i a b l e  and t e s t  it f o r  comparison purposes  below, b u t  

our  aim i s  t o  deve lop  a  measure t h a t  v a r i e s  more wi th  i n d i v i d u a l  and f a m i l y  

c h a r a c t e r i s t i c s  and t h e r e f o r e  more c l o s e l y  approximates t h e  va lue  t o  t h e  



i n d i v i d u a l  f ami ly .  The v a l u e s  o b t a i n e d  wi th  a g g r e g a t e  d a t a  m i s s  many 

i m p o r t a n t  i n t e r f a m i l y  d i f f e r e n c e s  t h a t  a f f e c t  va lua t ions - -hea l th  s t a t u s  

be ing  t h e  most i m p o r t a n t ,  b u t  a l s o  expec ted  u t i l i z a t i o n  of  medical  c a r e ,  

t h e  c o s t  of medical  c a r e  i n  t h e  community, and s o  on. The SIPP d a t a  a l l o w  

u s  t o  t a k e  such  d i f f e r e n c e s  i n t o  accoun t  because  i n f o r m a t i o n  i s  p rov ided  on 

h e a l t h  s t a t u s ,  u t i l i z a t i o n  of medical  c a r e ,  ~ e d i c a i d  and p r i v a t e  h e a l t h  

i n s u r a n c e  coverage,  and many economic and demographic c h a r a c t e r i s t i c s  o f  

t h e  fami ly .  Using t h i s  i n f o r m a t i o n  we can c o n s t r u c t  w i t h  r e g r e s s i o n  

methods a n  "expec ted"  l e v e l  of  u t i l i z a t i o n  of medical  c a r e  under  Medicaid 

f o r  a  f a m i l y  w i t h  a  g iven  s e t  of h e a l t h  and o t h e r  c h a r a c t e r i s t i c s .  I n  

c o n j u n c t i o n  w i t h  o u t s i d e  i n f o r m a t i o n  on p r i c e s  of c a r e ,  we can  t r a n s l a t e  

t h i s  f a m i l y - s p e c i f i c  va lue  of expected u t i l i z a t i o n  i n t o  a  va lue  of expec ted  

e x p e n d i t u r e .  T h i s  Medicaid " h e t e r o g e n e i t y "  index  w i l l  be  used f o r  t h e  

Medicaid v a r i a b l e  i n  t h e  econometr ic  model. 

We a l s o  c o n s t r u c t  a  s i m i l a r  f a m i l y - s p e c i f i c  i n d e x  f o r  p r i v a t e  h e a l t h  

i n s u r a n c e ,  u s i n g  t h e  r e g r e s s i o n - p r e d i c t e d  u t i l i z a t i o n  i f  covered by p r i v a t e  

i n s u r a n c e  a s  a  measure of expec ted  u t i l i z a t i o n ,  and by t r a n s l a t i n g  t h i s  

i n t o  an  e x p e n d i t u r e  va lue  u s i n g  o u t s i d e  i n f o r m a t i o n  on p r i c e s .  However, i n  

t h i s  c a s e  we a l s o  p r e d i c t  t h e  p r o b a b i l i t y  of  be ing  covered  by p r i v a t e  

h e a l t h  i n s u r a n c e  i f  o f f  AFDC which is n o t  necessa ry  f o r  Medicaid because  

t h e  p r o b a b i l i t y  of Medicaid coverage i f  on AFDC i s  one. We m u l t i p l y  t h e  

p r o b a b i l i t y  of p r i v a t e  coverage by t h e  expec ted  e x p e n d i t u r e  i f  covered t o  

o b t a i n  t h e  p r i v a t e  i n s u r a n c e  v a r i a b l e  we u s e  i n  t h e  AFDC p a r t i c i p a t i o n  and 

l a b o r  supp ly  r e g r e s s i o n s .  



Cons t ruc t ion  of t h e  Indexes. The de s ign  of t h e  he t e rogene i t y  indexes  

i nvo lve s  many d e t a i l s  of s p e c i f i c a t i o n  which we have inadequa te  space t o  

d i s c u s s  here ;  t h e  r e ade r  i s  r e f e r r e d  t o  our background r e p o r t  ( ~ o f f i t t  and 

Wolfe, 1989) f o r  f u l l  d e t a i l s .  Here we s h a l l  summarize our procedures  and 

r e s u l t s .  

The aim i s  t o  o b t a i n  f ami ly - spec i f i c  p rox i e s  f o r  medical  expendi tu res  

under Medicaid and p r i v a t e  h e a l t h  i n su rance  f o r  each of t h e  female-headed 

f a m i l i e s  i n  t h e  1986 c ro s s - s ec t i on  of t h e  SIPP t o  be used f o r  t h e  

e s t i m a t i o n  of t h e  econometric model. We use  t h e  t o p i c a l  module on h e a l t h  

c a r e  and medical  u t i l i z a t i o n  from t h e  t h i r d  i n t e rv i ew  of SIPP f o r  our 

c o n s t r u c t i o n s ,  con t a in ing  d a t a  on 1701 mothers and 301 6  ch i l d r en .  The 

module con t a in s  in format ion  on medical  c a r e  u t i l i z a t i o n  over t h e  p a s t  

twelve months of two k inds ,  t h e  number of i n - p a t i e n t  days  ( i . e . ,  n i g h t s  i n  

t h e  h o s p i t a l )  and t h e  number of ou t -pa t i en t  days ( i . e . ,  o u t - p a t i e n t  

v i s i t s ) .  While t h i s  is  an incomplete  s e t  of a l l  types  of medical  

u t i l i z a t i o n ,  it should adequa te ly  proxy f o r  t h e  l e v e l  of u t i l i z a t i o n  

o v e r a l l  (we a l s o  impute a  va lue  of o t h e r  medical  c a r e ,  a s  de sc r i bed  

below).  Using such in format ion  f i r s t  on t h e  female head ( i . e . ,  t h e  s i n g l e  

mother) ,  we e s t i m a t e  t h e  fo l lowing  two equa t ions :  

where I1 is  h e r  number of i n - p a t i e n t  days;  I2 is h e r  number of ou t -  

p a t i e n t  days;  X i s  a  vec tor  of h e a l t h  c h a r a c t e r i s t i c s ;  Z i s  a  vec tor  of 

o t h e r  i n d i v i d u a l  and fami ly  c h a r a c t e r i s t i c s ;  S  i s  a  vec to r  of s t a t e  



v a r i a b l e s  i n c l u d i n g  AFDC b e n e f i t s ,  a  dummy f o r  t h e  p r e s e n c e  of a  Medical ly  
A ,. 

Needy program, and s t a t e  p e r  c a p i t a  h e a l t h  e x p e n d i t u r e s ;  and L1 and L2 

a r e  p r e d i c t e d  p r o b a b i l i t i e s  of Medicaid and p r i v a t e  h e a l t h  i n s u r a n c e  

coverage ,  r e s p e c t i v e l y .  We use  p r e d i c t e d  va lues  of t h e  two coverage 

v a r i a b l e s  i n s t e a d  of a c t u a l  va lues  because t h e  l a t t e r  a r e  endogenous. The 

p r e d i c t e d  va lues  a r e  o b t a i n e d  from a  th ree -ca tegory  mul t inomial  l o g i t  

e s t i m a t i o n  (Medicaid,  p r i v a t e  i n s u r a n c e ,  no coverage)  a s  a  f u n c t i o n  of 

h e a l t h ,  i n d i v i d u a l ,  and s t a t e  c h a r a c t e r i s t i c s .  5 

W e  t h e n  use  t h e  1980 N a t i o n a l  Medical  Care U t i l i z a t i o n  and Expendi tu re  

Survey (NMCUES) t o  c o n v e r t  u t i l i z a t i o n  f o r  each i n s u r a n c e  c a t e g o r y  t o  

e x p e n d i t u r e  va lues .  The NMCUES i s  based on i n t e r v i e w s  of 6000 households  

o b t a i n i n g  i n f o r m a t i o n  on h e a l t h ,  use  of medical  s e r v i c e s ,  charges ,  and 

s o u r c e s  of payment f o r  s e r v i c e s  and h e a l t h  i n s u r a n c e  coverage.  For each 

i n d i v i d u a l  i n  t h e  sample, 554 s i n g l e  mothers and 1033 c h i l d r e n  i n  our  c a s e ,  

i n f o r m a t i o n  i s  a v a i l a b l e  on e x p e n d i t u r e s  over  c a l e n d a r  1980 on i n - p a t i e n t  

c a r e ,  o u t - p a t i e n t  c a r e ,  and o t h e r  medical  c a r e .  The e x p e n d i t u r e  v a l u e s  a r e  

d e f i n e d  a s  t o t a l  medical  charges  minus out-of-pocket c o s t s .  Using t h e s e  

v a r i a b l e s  f o r  each mother t o g e t h e r  wi th  the NMCUES d a t a  on u t i l i z a t i o n  (I1 

= h o s p i t a l  n i g h t s ,  I2 = o u t - p a t i e n t  v i s i t s )  and on i n s u r a n c e  coverage (L, 

= Medicaid coverage,  L2 = p r i v a t e  i n s u r a n c e  c o v e r a g e ) ,  we e s t i m a t e  t h e  

f o l l o w i n g  t h r e e  "va lue"  equa t ions :  



where V1 i s  t h e  va lue  of ( i . e . ,  expendi tu re  on)  i n - p a t i e n t  c a r e ,  V2 i s  

t h e  va lue  of ou t -pa t i en t  c a r e ,  and V3 i s  t h e  value of o t h e r  medical  

ca re .  W e  i n c l u d e  both of t h e  u t i l i z a t i o n  v a r i a b l e s  i n  t h e  t h i r d  equa t i on  

s i n c e  we have no s p e c i f i c  u t i l i z a t i o n  measure f o r  "o the r  medical  c a r e "  on 

t h e  SIPP. Loca t i ona l  c h a r a c t e r i s t i c s  a r e  inc luded  i n  t h e s e  equa t ions  a s  

we l l .  

Using t h e  r e s u l t s  from t h e  e s t ima t i on  of (1 1  ) - ( I  3  1, t o t a l  va lue  

amounts a r e  ob t a ined  f o r  each mother by i n s e r t i n g  he r  p r e d i c t e d  va lue s  
A A 

of I1 and I2 i n t o  equa t ions  (1 1 1- (1 3 )  and by summing t h e  r e s u l t i n g  
A A A 

p r e d i c t e d  va lues  of V 1 ,  V 2 ,  and V Separa te  c a l c u l a t i o n s  a r e  performed 
3 

t o  o b t a i n  s e p a r a t e  va lue s  f o r  Medicaid and p r i v a t e  i n su rance  by 

a p p r o p r i a t e l y  s e t t i n g  L1 = 1  o r  L2 = 1,  and u s ing  va lues  of 
A A 

I1 and I2 under e i t h e r  Medicaid o r  p r i v a t e  i n su rance  coverage,  a s  

app rop r i a t e .  6 

Unfor tuna te ly ,  t h e  u t i l i z a t i o n  d a t a  i n  SIPP were no t  c o l l e c t e d  f o r  

c h i l d r e n ,  a l though  i n su rance  coverage i s  a v a i l a b l e  f o r  them s e p a r a t e l y  from 

t h e  mother. For c h i l d r e n ,  w e  use  t h e  NMCUES d a t a  on c h i l d r e n  of s i n g l e  

mothers t o  d i r e c t l y  e s t i m a t e  t h e  value of Medicaid and p r i v a t e  coverage,  

de f i ned  a s  above, u s ing  t h e  c h i l d  c h a r a c t e r i s t i c s ,  t h e  h e a l t h  and o t h e r  

i n d i v i d u a l  c h a r a c t e r i s t i c s  of t h e  mother, i n su r ance  coverage,  and r e g i o n a l  

c h a r a c t e r i s t i c s  a s  r eg r e s so r s .  We use  t h e  r e s u l t s  of t h i s  equa t ion  t o  

a s s i g n  expected va lues  of coverage under Medicaid and under p r i v a t e  

i n su rance  f o r  each c h i l d  i n  t h e  SIPP sample, and w e  aggrega te  t h e s e  wi th  

t hose  of t h e  mother t o  o b t a i n  a  f ami ly - spec i f i c  va lue  f o r  each of t h e  two 

i n su rance  c a t e g o r i e s ,  Medicaid and p r i v a t e  insurance .  



For p r i v a t e  h e a l t h  insurance ,  we a l s o  r e q u i r e  a  p red i c t ed  p r o b a b i l i t y  

of coverage i f  off  AFDC, a s  we noted previously.  The multinomial l o g i t  

e s t ima te s  obtained f o r  i n p u t  i n t o  t he  u t i l i z a t i o n  r eg re s s ions  d i scussed  

above a r e  s u i t a b l e  f o r  t h i s  purpose. The p red i c t ed  p r o b a b i l i t i e s  of 

coverage a r e  mu l t i p l i ed  by the  value of p r i v a t e  coverage t o  o b t a i n  our  

"expected" value of coverage i f  off  AFDC. A s  an a d d i t i o n a l  exe rc i s e ,  we 

a l s o  o b t a i n  s e p a r a t e  p red i c t ed  p r o b a b i l i t i e s  f o r  workers and nonworkers and 

c o n s t r u c t  two sepa ra t e  expected value va r i ab l e s .  We w i l l  r e p o r t  t h e  

r e s u l t s  of us ing  the  two va r i ab l e s  s e p a r a t e l y  i n  our r e s u l t s  s e c t i o n  below. 

The e s t ima te s  of t he  equat ions we have descr ibed  a r e  provided i n  our 

background r e p o r t  ( ~ o f f i t t  and Wolfe, 1989) .  Table 1 shows t h e  f i n a l  

e s t ima te s  of t o t a l  Medicaid and p r i v a t e  insurance values  f o r  d i f f e r e n t  

groups.7 A s  should be expected, those with no insurance  coverage have 

f a i r l y  low expected expendi tures ,  bu t  s o  do those with p r i v a t e  coverage. 

Those with Medicaid coverage have the  g r e a t e r  values.  I n t e r e s t i n g l y ,  t h e  

expected value of expendi tures  f o r  medical ca re  i f  on Medicaid i s  h igher  

than under p r i v a t e  coverage f o r  a l l  groups r ega rd l e s s  of a c t u a l  coverage. 

This r e f l e c t s  the f u l l  coverage, without  deduc t ib l e s ,  of Medicaid a s  

a g a i n s t  t he  widespread use of co-insurance by p r i v a t e  i n s u r e r s .  The t a b l e  

a l s o  shows t h a t  expected expendi tures  a r e  h igher  f o r  those  with worse 

h e a l t h  cond i t i ons ,  those  with low family income, and those  with l a r g e  

f ami l i e s .  



Table  1  

Family Index of Value of Medicaid and P r i v a t e  Insurance ,  
and F a c t o r s  I n f l u e n c i n g  Values 

Value of 
Value of Expected 
Expected Medical  
Medical  Expend i tu res  

Expend i tu res  i f  Covered F r a c t i o n  F r a c t i o n  
i f  Covered by P r i v a t e  No. w i t h  Repor t ing  

by Medicaid Insurance  C h i l d r e n  Disab led  Poor o r  
( Annua 1) ( ~ n n u a  1 ) < 18  Chi ld  F a i r  Hea l th  

C u r r e n t  I n s u r a n c e  Coverage 

None 
Medicaid 
P r i v a t e  

By C u r r e n t  Hea l th  S t a t u s  

By C u r r e n t  Income R e l a t i v e  
t o  Pover ty  L ine  

Below p o v e r t y  l i n e  3,450 3,060 1.88 .095 .56 
One t o  two t i m e s  t h e  

p o v e r t y  l i n e  1,831 1 ,439 1.80 . I25 .49 
More t h a n  twice  t h e  

p o v e r t y  l i n e  1,715 1 ,355 1.60 .086 .36 



I V .  ESTIMATION OF THE ECONOMETRIC MODEL 

The econometr ic  model i s  e s t i m a t e d  u s i n g  t h e  female  heads i n  t h e  SIPP 

i n  t h e  l a s t  i n t e r v i e w ,  i n  1986. A l l  female  heads  wi th  a t  l e a s t  one c h i l d  

under  t h e  age of 18  and i n  t h e  age range 18-64 a r e  s e l e c t e d ,  and on ly  t h o s e  

a l s o  p r e s e n t  i n  t h e  t h i r d  i n t e r v i e w  a r e  inc luded  ( t o  match wi th  t h e  

Medicaid and p r i v a t e  h e a l t h  i n s u r a n c e  v a r i a b l e s ) .  The sample s i z e  is 

545. The means of t h e  main v a r i a b l e s  a r e  shown i n  Appendix Table  A-1. 

S l i g h t l y  over  h a l f  t h e  women work and abou t  one- th i rd  a r e  on AFDC; work and 

AFDC a r e  a l s o  a lmos t  a l l  mutual ly  e x c l u s i v e ,  f o r  on ly  10 p e r c e n t  of  t h o s e  

on AFDC work. 

P r o b i t  e s t i m a t e s  of e q u a t i o n s  ( 5 ) - ( 8 )  a r e  ob ta ined  u s i n g  t h e  

demographic v a r i a b l e s  shown i n  Appendix Table  A-1 f o r  t h e  X v e c t o r .  The 

v a r i a b l e s  used f o r  M and K a r e  a s  d e s c r i b e d  i n  t h e  p r e v i o u s  s e c t i o n .  

We a l s o  u s e  AFDC and Food Stamp guaran tee  amounts e q u a l  t o  t h e  maximum 

amount p a i d  f o r  d i f f e r e n t  (matched) fami ly  s i z e s  wi th  no o t h e r  income; t h e s e  

v a l u e s  are a v a i l a b l e  from government documents. P r i v a t e  incomes a t  t h e  

t h r e e  hours  p o i n t s  a r e  c a l c u l a t e d  a s  t h e  sum of nonwage, n o n t r a n s f e r  income 

p l u s  p r e d i c t e d  e a r n i n g s  minus t a x e s ,  t h e  l a t t e r  e s t i m a t e d  f o r  t h e  f e d e r a l  

income t a x  (EITC i n c l u d e d )  and t h e  FICA p a y r o l l  t a x .  P r e t a x  e a r n i n g s  a t  

each p o i n t  a r e  o b t a i n e d  f o r  nonworkers by e s t i m a t i n g  a  s e l e c t i v i t y - b i a s -  

a d j u s t e d  e q u a t i o n  f o r  t h e  hour ly  wage and m u l t i p l y i n g  t h e  p r e d i c t e d  v a l u e s  

by 20 o r  40. The wage-equation e s t i m a t e s  a r e  r e p o r t e d  i n  Appendix 

Tab le  A-2. A l l  income v a r i a b l e s  a r e  on a weekly b a s i s .  

Tab le  2 shows t h e  r e s u l t s  of t h e  e s t i m a t e d  equa t ions .  Because p a r t -  

t ime  and f u l l - t i m e  p r i v a t e  income a r e  h i g h l y  c o l l i n e a r  ( c o r r e l a t i o n  



Table 2 

Basic AFDC P a r t i c i p a t i o n  and Employment S t a t u s  ~ e s u l t s ~  

AFDC P a r t i c i p a t i o n  Employment S t a t u s  

Net P r i v a t e  Income 

Zero hours work 

Ful l- t ime work 

AFDC guarantee 

Food Stamp guarantee 

Medicaid index 

P r i v a t e  insurance 
index 

Log l i ke l ihood  value 

Notes: a ~ o e f f i c i e n t s  on o the r  va r i ab l e s  shown i n  ~ p p e n d i x  Table A-3. 
Standard e r r o r s  i n  parentheses .  
*: S i g n i f i c a n t  a t  10 percent  l eve l .  



c o e f f i c i e n t  = .96), o n l y  one of t h e  two i s  e n t e r e d  a t  a  time.8 The 

e q u a t i o n s  w i t h  f u l l - t i m e  income a r e  shown; t h o s e  wi th  t h e  p a r t - t i m e  

v a r i a b l e  a r e  v i r t u a l l y  i d e n t i c a l  and a r e  n o t  p r e s e n t e d  ( s e e  background 

r e p o r t ) .  A s  t h e  t a b l e  shows, nonwage income ( n e t  p r i v a t e  income a t  z e r o  

h o u r s )  h a s  a n  i n s i g n i f i c a n t ,  b u t  s u r p r i s i n g l y  p o s i t i v e ,  e f f e c t  on AFDC 

p a r t i c i p a t i o n  b u t  h a s  t h e  expec ted  n e g a t i v e  and s i g n i f i c a n t  e f f e c t  on 

employment p r o b a b i l i t i e s .  I t  i s  p o s s i b l e  t h a t  t h e  nonwage income v a r i a b l e  

i n  our  d a t a  is  q u i t e  i n a c c u r a t e ,  a s  i s  f r e q u e n t l y  t h e  c a s e  i n  su rvey  

d a t a .  The f u l l - t i m e  n e t  income v a r i a b l e  ( i . e . ,  t h e  n e t  wage r a t e )  h a s  a  

n e g a t i v e  and s i g n i f i c a n t  e f f e c t  on AFDC p a r t i c i p a t i o n  and a  p o s i t i v e  and 

s i g n i f i c a n t  e f f e c t  on employment s t a t u s ,  c o n s i s t e n t  w i t h  theory .  The 

employment e f f e c t s  conf i rm t h e  s t r o n g  forward-bending l a b o r  supp ly  c u r v e s  

found i n  o t h e r  s t u d i e s  of female  heads  of household .  The AFDC and Food 

Stamp b e n e f i t s  have p o s i t i v e  e f f e c t s  on AFDC p a r t i c i p a t i o n  and n e g a t i v e  

e f f e c t s  on employment p r o b a b i l i t i e s ,  s i g n i f i c a n t  o r  n e a r l y  s i g n i f i c a n t  i n  

a l l  c a s e s .  

The r e s u l t s  of most i n t e r e s t  a r e  t h o s e  f o r  t h e  Medicaid and p r i v a t e  

h e a l t h  i n s u r a n c e  v a r i a b l e s .  The c o e f f i c i e n t s  on bo th  a r e  h i g h l y  

s i g n i f i c a n t  f o r  bo th  AFDC and employment, and a r e  of t h e  hypo thes ized  

s i g n s .  Moreover, t h e  c o e f f i c i e n t  magnitudes i n d i c a t e  t h a t  p r i v a t e  h e a l t h  

i n s u r a n c e  h a s  an  e f f e c t  two t o  t h r e e  t imes  l a r g e r  i n  a b s o l u t e  v a l u e  t h a n  

t h a t  of Medicaid. Tha t  i s ,  a n  e x t r a  d o l l a r  of expec ted  p r i v a t e  h e a l t h  

i n s u r a n c e  h a s  a  g r e a t e r  e f f e c t  on employment t h a n  an e x t r a  d o l l a r  of 

expec ted  ~ e d i c a i d  b e n e f i t s  h a s  on AFDC p a r t i c i p a t i o n .  Th i s  may r e s u l t  



from a  lower q u a l i t y  of c a r e  provided t o  t h e  i n s u r e d  under Medicaid than  t o  

t h o s e  covered by p r i v a t e  h e a l t h  i n s u r a n c e ,  o r  from t h e  p r e s e n c e  of s t i g m a  

of AFDC and Medicaid r e c e i p t .  

Tab les  3 and 4 show t h e  r e s u l t s  of f u r t h e r  t e s t s .  The f i r s t  columns 

i n  each t a b l e  show t h e  e f f e c t  of u s i n g  an average  s t a t e  Medicaid v a l u e ,  

computed a s  i n  p r i o r  s t u d i e s .  A s  t h e  t a b l e s  i n d i c a t e ,  t h e  s t a t e - b a s e d  

i n s u r a n c e  v a l u e  c o e f f i c i e n t s  a r e  i n s i g n i f i c a n t  i n  bo th  t a b l e s .  Thus our  

d a t a  conf i rm t h e  r e s u l t s  of Blank (1989) concerning the a p p a r e n t  

i n s i g n i f i c a n c e  of Medicaid e f f e c t s  when t h e  c rude  s t a t e - s p e c i f i c  average  is 

used; a p p a r e n t l y  it i s  necessa ry  t o  a l low f o r  i n d i v i d u a l  h e t e r o g e n e i t y  i n  

t h e  Medicaid v a r i a b l e .  The second and t h i r d  columns show t h e  e f f e c t s  of 

s p l i t t i n g  t h e  f a m i l y - s p e c i f i c  Medicaid v a r i a b l e  i n t o  s e p a r a t e  components 

f o r  mothers and c h i l d r e n ,  and s p l i t t i n g  t h e  p r i v a t e  i n s u r a n c e  v a r i a b l e  i n t o  

working and nonworking components, r e s p e c t i v e l y .  The f i r s t  e x e r c i s e  shows 

s t r o n g e r  e f f e c t s  f o r  t h e  mother than  f o r  c h i l d r e n ,  pe rhaps  an i n d i c a t i o n  

t h a t  t h e  c h i l d r e n  have o t h e r  h e a l t h  c a r e  s o u r c e s  o r  t h a t  t h e  mother i s  more 

l i k e l y  t o  respond t o  h e r  own h e a l t h  needs than  t h o s e  of t h e  c h i l d r e n .  The 

r e s u l t s  of t h e  second e x e r c i s e  i n d i c a t e  t h a t  t h e  i n f l u e n c e  of p r i v a t e  

i n s u r a n c e  i s  more powerful  when it is  a v a i l a b l e  t o  workers t h a n  when it i s  

a v a i l a b l e  t o  nonworkers. No doubt  this is p a r d ~ b e c a u s e  nonworking women 

have t h e  o p t i o n  of Medicaid whereas working women g e n e r a l l y  do n o t .  
I 

The f i n a l  columns i n  t h e  t a b l e s  show t h e  e f f e c t s  of a l lowing  a  s p l i n e  

i n  t h e  Medicaid index  v a r i a b l e ,  The v a r i a b l e  e n t e r e d  t e s t s  whether t h e  

c o e f f i c i e n t  on t h e  index  is d i f f e r e n t  f o r  t h e  one-quar ter  of t h e  sample 

w i t h  t h e  h i g h e s t  va lues  of t h e  index  ( s e e  f o o t n o t e  t o  Tab le  3 ) .  



Table 3 

AFDC P a r t i c i p a t i o n  P r o b i t  Estimates:  Fur ther  Resu l t s  

P r i v a t e  income 

AFDC b e n e f i t  

Food Stamps 

Medicaid index 

Mothers 

Chi ldren  

Medicaid index 
sp l inea  

S t a t e  Medicaid 
insurance  value 

P r i v a t e  insurance  
index 

Working 

Not working 

Notes : 
Standard e r r o r s  i n  parentheses .  See t e x t  f o r  explana t ions  of column headings.  
*: S i g n i f i c a n t  a t  10 pe rcen t  l eve l .  
A l l  income va r i ab l e s  measured a t  z e ro  hours. 

a ~ e f i n e d  a s  Max (0,  M-C), where M i s  t h e  value of t he  Medicaid index and C 
i s  the  value of M a t  t h e  75th p e r c e n t i l e  of i t s  d i s t r i b u t i o n .  



Table 4 

Employment S t a t u s  P r o b i t  Estimates:  Fur ther  Resu l t s  

- - - - - - - -- - 

P r i v a t e  income -0.005* -0.006* -0.005* -0.005* 
(0.001 (0.001 (0.001 1 (0.001 1 

AFDC b e n e f i t  

Food Stamps 

Medicaid index - - - - -0.01 2* 0.003 
(0.003) (0.009) 

Mothers 

Chi ldren 

Medicaid index 
s p l i n e a  

S t a t e  Medicaid -0.007 - - 
insurance  value (0.006) 

P r i v a t e  insurance 0.007* 0.025* - - 0.029* 
index (0.002) (0.004) (0.004) 

Working 

Not working 

Notes: Standard e r r o r s  i n  parentheses .  See t e x t  f o r  explana t ion  of column 
headings. 

*: S i g n i f i c a n t  a t  10 pe rcen t  l e v e l .  
A l l  income v a r i a b l e s  measured a t  ze ro  hours .  

a ~ e e  note "a" i n  Table 3. 



I n t e r e s t i n g l y ,  t h e  e f f e c t  of t h e  index on AFDC p a r t i c i p a t i o n  i s  

i n s i g n i f i c a n t l y  d i f f e r e n t  from ze ro  f o r  t h e  th ree-quar te rs  of t he  sample 

with t h e  lower values  of t h e  index (-0.012, t - s t a t i s t i c  = 1.1 1, b u t  t h e  

e f f e c t  of t h e  index f o r  t he  h ighes t  q u a r t e r  of t h e  sample is  s i g n i f i c a n t l y  

g r e a t e r  ( t h e i r  value i s  0.013 = 0.025 - 0.012, t - s t a t i s t i c  = 4.8). S imi l a r  

r e s u l t s  hold f o r  employment s t a t u s :  an i n s i g n i f i c a n t  e f f e c t  appears  f o r  

t h e  bottom th ree -qua r t e r s ,  b u t  t h e  e f f e c t  f o r  t h e  t o p  one-quarter i s  -0.014 

(= -0.017 + 0.003) and s t rong ly  s i g n i f i c a n t  ( t - s t a t i s t i c  = 5.9). Thus t he  

AFDC p a r t i c i p a t i o n  and employment e f f e c t s  of t h e  Medicaid program appear  t o  

be concentrated among those with the  h ighes t  expected Medicaid 

expendi tures ,  and a r e  e s s e n t i a l l y  zero  f o r  t h e  major i ty  of female heads. 

To gauge the  magnitude of t h e  r e s u l t s  we have obtained,  Table 5  

r e p o r t s  t h e  r e s u l t s  of s imula t ions  of changes i n  Medicaid and p r i v a t e  

h e a l t h  insurance.  The f i r s t  row shows the  e f f e c t s  of an i nc rease  i n  t h e  

value of Medicaid coverage of $50 per  month (1984 d o l l a r s ) .  This 

r ep re sen t s  a  s i z a b l e  i nc rease  of approximately one-third.  A s  t he  t a b l e  

i n d i c a t e s ,  t h i s  would r a i s e  t h e  percentage of female heads on AFDC by 2.0 

percentage points--implying an i nc rease  i n  t he  AFDC caseload of 5.9 

percent--and would reduce employment r a t e s  among female heads by 5.5 

percentage po in t s .  Thus t he  caseload and work d i s i n c e n t i v e  e f f e c t s  would 

no t  be t r i v i a l .  

The second row shows t h e  e f f e c t s  on caseloads and work incen t ives  t h a t  

would r e s u l t  i f  a l l  female heads were covered by p r i v a t e  h e a l t h  insurance  

i f  they w e r e  t o  work (37 pe rcen t  of such women a r e  c u r r e n t l y  no t  

covered) .  The r e s u l t s  show a  3.5 percentage-point reduc t ion  i n  t h e  



Table 5 

E f f e c t s  of Inc reases  i n  Medical Benef i t s  on AFDC and Employment 

Change in :  

AFDC Absolute 
P a r t i c i p a t i o n  Change i n  

 ate^ AFDC Employment Rate 
b 

(percentage Caseload (percentage 
p o i n t s )  ( p e r c e n t )  p o i n t s  

Increase  i n  Medicaid 
of $50 per  monthC 

P r i v a t e  insurance f o r  
a l l  female workers -3.5 -10.7 

Increase  i n  p r i v a t e  
h e a l t h  insurance 
of $50 per  month d 

Curren t  coverage l e v e l s  -5.3 

Coverage f o r  a l l  
female workers -7.3 

Inc rease  i n  p r i v a t e  
h e a l t h  insurance up 
t o  Medicaid l e v e l s e  

Curren t  coverage l e v e l s  -6.0 -1 7.6 13.3 

Coverage f o r  a l l  
female workers 

Notes: Coe f f i c i en t s  drawn from second and fou r th  columns of Table 2. 

a ~ a s e  = 34 percentage po in ts .  

b ~ a s e  = 56 percentage po in ts .  

' ~ e ~ r e s e n t s  34.5 pe rcen t  i nc rease  i n  Medicaid index. 

d ~ e p r e s e n t s  56.5 pe rcen t  i nc rease  i n  p r i v a t e  h e a l t h  insurance 
i f  covered. 

e ~ e p r e s e n t s  64.2 percent  i nc rease  i n  p r i v a t e  h e a l t h  insurance  
i f  covered. 



AFDC p a r t i c i p a t i o n  f r a c t i o n  (10.7 percent  reduct ion i n  the  AFDC case load)  

and a 7.6 percentage-point increase  i n  the  employment r a t e .  The next two 

rows of t he  t a b l e  show t h e  e f f e c t s  of increas ing  the  value of p r i v a t e  

hea l th  insurance ( i f  covered) by $50 per  month, t he  same s i z e  a s  the  

Medicaid inc rease  i n  t h e  f i r s t  row of the  t ab le .  Under cu r ren t  coverage 

l e v e l s  (73 percent  of workers i n  the sample a r e  cu r ren t ly  covered) ,  t h i s  

change would have e f f e c t s  i n  the  opposi te  d i r e c t i o n  t o  those of Medicaid 

t h a t  a r e  more than double i n  size--the AFDC p a r t i c i p a t i o n  r a t e  would f a l l  

by 5.3 percentage po in t s  ( a  15.6 percent  reduct ion i n  the  case load)  and t h e  

employment r a t e  of female heads would r i s e  by 11.7 percentage poin ts .  

These e f f e c t s  a r e  l a r g e  and show t h a t  p r i v a t e  hea l th  insurance i s  l i k e l y  t o  

have s t ronger  e f f e c t s  on caseloads and work incent ives  than does 

Medicaid. But i f  coverage were 100 percent  among workers, the  AFDC 

p a r t i c i p a t i o n  r a t e  would f a l l  by 7.3 percentage poin ts  and the  employment 

r a t e  would r i s e  by 16.0 percentage poin ts .  The AFDC caseload would thus  

f a l l  by approximately one-f i f th .  These a r e  much l a r g e r  and more important 

e f f e c t s .  

The f i n a l  row shows the  e f f e c t  of increas ing  p r i v a t e  coverage t o  equal  

t h a t  provided by Medicaid. This would generate  the  l a r g e s t  e f f e c t s  of a l l -  

-up t o  a one-quarter decrease i n  the  AFDC caseload i f  a l l  female workers 

were covered, and an increase  i n  t h e i r  employment r a t e  of 18 percentage 

po in t s .  



V. SUMMARY 

Using d a t a  from t h e  Survey of Income and Program P a r t i c i p a t i o n  i n  1984 

and 1986, w e  have e s t i m a t e d  t h e  e f f e c t s  of Medicaid and p r i v a t e  h e a l t h  

i n s u r a n c e  a v a i l a b i l i t y  on t h e  p r o b a b i l i t i e s  of AFDC p a r t i c i p a t i o n  and 

employment f o r  U.S. female  heads.  A c o n t r i b u t i o n  of t h e  s t u d y  h a s  been t h e  

development of f a m i l y - s p e c i f i c  v a l u a t i o n s  of Medicaid and p r i v a t e  h e a l t h  

i n s u r a n c e .  Our f i n d i n g s  a r e  t h a t  ( 1 )  i n c r e a s e s  i n  expec ted  Medicaid 

b e n e f i t s  s t r o n g l y  i n c r e a s e  t h e  l i k e l i h o o d  of AFDC p a r t i c i p a t i o n  and 

s t r o n g l y  d e c r e a s e  t h e  l i k e l i h o o d  t h a t  t h e  head w i l l  work; ( 2 )  t h a t ,  

however, o n l y  a  m i n o r i t y  of f a m i l i e s ,  t h o s e  w i t h  h igh  expec ted  medical  

e x p e n d i t u r e s ,  a l t e r  t h e i r  AFDC p a r t i c i p a t i o n  o r  employment d e c i s i o n s  i n  

r esponse  t o  Medicaid l e v e l s  and a v a i l a b i l i t y ;  and ( 3  ) t h a t  coverage by 

p r i v a t e  h e a l t h  i n s u r a n c e ,  e s p e c i a l l y  f o r  workers,  e x e r t s  a  s t r o n g  n e g a t i v e  

e f f e c t  on AFDC p r o b a b i l i t i e s  and s t r o n g  p o s i t i v e  e f f e c t  on employment 

p r o b a b i l i t i e s ,  bo th  e f f e c t s  l a r g e r  i n  a b s o l u t e  magnitude t h a n  Medicaid 

e f f e c t s .  Our s i m u l a t i o n s  i n d i c a t e  t h a t  ( 1 )  e x t e n s i o n  of p r i v a t e  h e a l t h  

coverage t o  a l l  working female  heads  would lower t h e  AFDC c a s e l o a d  by 1 0  

p e r c e n t  and would r a i s e  employment p r o b a b i l i t i e s  among female  heads  by 

a l m o s t  8  p e r c e n t a g e  p o i n t s ,  and ( 2 )  t h a t  a  subsequen t  i n c r e a s e  i n  b e n e f i t s  

of p r i v a t e  p l a n s  up t o  Medicaid l e v e l s  would r e s u l t  i n  an  AFDC c a s e l o a d  

one-quar te r  lower and employment p r o b a b i l i t i e s  1 8  p e r c e n t a g e  p o i n t s  h i g h e r  

t h a n  i n i t i a l  l e v e l s .  



Table  A-1 

C h a r a c t e r i s t i c s  of t h e  1986 Sample of Female Heads 

AFDC s t a t u s a  Employment s t a t u s a  

Not 
A l l  On Off Working Working 

F r a c t i o n  w i t h  working head 0.56 0.1 0 0.80 1 .OO 0.0 

F r a c t i o n  on AFDC 0.34 1 .OO 0.0 0.06 0.69 

F r a c t i o n  covered by 
Medicaid 0.42 1 .OO 0.14 0.1 1 0.82 

F r a c t i o n  covered by 
p r i v a t e  h e a l t h  i n s u r a n c e  0.47 0.10 0.66 0.73 0.15 

Age of head 33.67 30.98 35.04 34.88 32.1 1 

Educa t ion  of head 11.74 11.10 12.07 12.21 11.14 

Race (1 = nonwhi te)  0.42 0.53 0.37 0.37 0.49 

Heal th  of head 
(1 = poor o r  f a i r )  0.50 0.57 0.47 0.45 0.57 

No. c h i l d r e n  0-5 0.50 0.86 0.32 0.29 0.78 

No. c h i l d r e n  6-1 2 

Family s i z e  

Reg iona l  l o c a t i o n :  

South  

Midwest 

West 

Medicaid h e t e r o g e n e i t y  
i n d e x  33.5 38.1 31 .O 30.0 37.9 

S t a t e  Medicaid i n s u r a n c e  
v a l u e  37.8 43.3 35.0 35.3 41 .O 

P r i v a t e  i n s u r a n c e  
h e t e r o g e n e i t y  index  9.6 4.2 12.3 12.4 5.9 

AFDC b e n e f i t  79.2 91.1 73.1 74.4 85.4 

Food Stamp b e n e f i t  34.5 45.9 28.7 31 .2 38.8 

N e t  p r i v a t e  income, H=O 37.2 24.1 43.9 31.8 44.1 

N e t  p r i v a t e  income, H=20 132.9 -- -- -- - - 
N e t  p r i v a t e  income, H=40 21 6.8 -- - - - - - - 

Notes:  Sample s i z e  = 545. 

a ~ s  of month p r i o r  t o  i n t e r v i e w .  

All income v a r i a b l e s  a r e  weekly. 



Appendix Table A-2 

Est imates  of t h e  Wage Equation 

Education 

Age Squared/100 

Experience Squared/100 -0.088* 
(0.038) 

Constant  

Notes: Standard e r r o r s  on parentheses .  
*: S i g n i f i c a n t  a t  10 percent  l eve l .  
Dependent va r i ab l e :  log of hourly wage r a t e .  
Estimated j o i n t l y  wi th  a probabili ty-of-working equat ion.  

a ~ c t u a l  years  of l abor  fo rce  experience.  



Appendix Table  A-3 

P r o b i t  C o e f f i c i e n t s  on Non-Income v a r i a b l e s a  

AFDC Employment 
P a r t i c i p a t i o n  S t a t u s  

Age 

Age squared/100 

Race (1 = nonwhite)  

Hea l th  (1 = poor  o r  f a i r )  

Educat ion 

Family s i z e  

No. c h i l d r e n  0-5 

No. c h i l d r e n  6-12 

South 

Midwest 

West 

Cons tan t  

Notes:  S tandard  e r r o r s  i n  pa ren theses .  
*: S i g n i f i c a n t  a t  1 0  p e r c e n t  l e v e l .  

a ~ o r  f i r s t  and t h i r d  columns of Table  2. 



NOTES 

1. Under a r e l a t e d  program, AFDC-UP, b e n e f i t s  a r e  provided i n  some s t a t e s  

t o  low-income husband-wife f ami l i e s .  The program i s  small ,  however, 

and c o n s t i t u t e s  only 7 percent  of the  n a t i o n a l  AFDC caseload.  

2. To be exac t ,  t h e  t a x  r a t e  i s  100 pe rcen t  a f t e r  fou r  months of 

earn ings ;  never the less ,  t h i s  s t i l l  does not  provide c ros s - sec t iona l  

va r i a t i on .  E f f e c t i v e  t a x  r a t e s  may vary ac ros s  t h e  s t a t e s ,  b u t  t h e r e  

a r e  no a v a i l a b l e  e s t ima te s  of such r a t e s  f o r  t h i s  time per iod.  

3 .  For t h i s  reason we cannot  address  t he  problem of the  Medicaid "notch,"  

s i n c e  t h e r e  i s  no c ros s - sec t iona l  v a r i a t i o n  i n  i t s  loca t ion  

independent of t h e  AFDC guarantee,  t he  hourly wage r a t e ,  and nonwage 

income. We d i scus s  both the  t h e o r e t i c a l  i s s u e s  of the  Medicaid notch 

and the  empi r i ca l  i s s u e s  i n  e s t ima t ing  i t s  e f f e c t s  ex t ens ive ly  i n  our  

background r e p o r t  ( ~ o f f i t t  and Wolfe, 1989). 

4. Some women on AFDC have p r i v a t e  coverage, bu t  t he  Medicaid program 

i m p l i c i t l y  taxes  it a t  100 percent  by r equ i r ing  t h a t  p r i v a t e  b e n e f i t s  

be exhausted before  r ece iv ing  Medicaid bene f i t s .  However, a s  we noted 

prev ious ly ,  it i s  a l s o  now poss ib l e  t o  rece ive  Medicaid f o r  a few 

months a f t e r  l eav ing  AFDC. 

5. The c o e f f i c i e n t s  on t h e  pred ic ted  va r i ab l e s  a r e  i d e n t i f i e d  by 

a d d i t i o n a l  s t a t e  va r i ab l e s  t h a t  a f f e c t  e l i g i b i l i t y  f o r  AFDC, housing 

tenure ,  and o the r  va r i ab l e s .  



6 .  We may note  a t  t h i s  p o i n t  t h a t  these  indexes have the  advantage of 

p r e d i c t i n g  p o s i t i v e  values  even f o r  those  who happen not  t o  have had 

c a r e  i n  t h e  l a s t  twelve months; use of a c t u a l  values  would a s s ign  z e r o  

t o  such women even though t h e i r  expected l e v e l s  a r e  p o s i t i v e .  

7. The p r i v a t e  insurance  va r i ab l e s  shown i n  t he  t a b l e  a r e  n o t  mu l t i p l i ed  

by t h e  p r o b a b i l i t y  of coverage. 

8. I n  o t h e r  words, t h e  c o n s t r a i n t  f o r  p r i v a t e  income i s  s u f f i c i e n t l y  

l i n e a r  t h a t  t he  n e t  wage is  approximately cons tan t  over t he  0-to-40 

range. 
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