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Abst rac t  

Th i s  paper i n v e s t i g a t e s  t h e  need f o r  medical insurance  and t h e  e f f e c t  

of  Medicaid e l i g i b i l i t y  r u l e s  on t h e  behavior of female-headed households 

w i t h  ch i ld ren ,  using 1980 d a t a  a v a i l a b l e  from the  National  Medical Care 

U t i l i z a t i o n  and Expenditure Survey. Although insurance  coverage improves 

acces s  t o  medical s e r v i c e s ,  many female-headed households a r e  not covered 

by p r i v a t e  insurance ,  implying t h a t  t hese  women should f i n d  Medicaid e l i -  

g i b i l i t y  des i r ab l e .  I n  some s t a t e s ,  Medicaid e l i g i b i l i t y  i s  only 

a v a i l a b l e  f o r  AFDC rec ip i en t s .  I n  o the r  s t a t e s  t h e  Medically Needy 

program al lows some women t o  rece ive  Medicaid without p a r t i c i p a t i n g  i n  

o t h e r  t r a n s f e r  programs. A mu l t ip l e  choice l i ke l ihood  func t ion  i s  used 

t o  e s t ima te  t h e  ex t en t  t o  which h e a l t h  problems and t h e  parameters of t he  

Medicaid program a f f e c t  AFDC p a r t i c i p a t i o n ,  l abo r  market involvement, and 

Medicaid usage among those e l i g i b l e  f o r  t he  Medically Needy program. It 

i s  c l e a r  t h a t  h e a l t h  problems s i g n i f i c a n t l y  i nc rease  AFDC usage, even 

a f t e r  c o n t r o l l i n g  f o r  t h e i r  e f f e c t s  on labor  market oppor tun i t i e s .  Where 

i t  i s  a v a i l a b l e ,  t h e  Medically Needy program i s  most l i k e l y  t o  be used by 

households wi th  g r e a t e r  personal  hea l th  problems, o r  with small  ch i ldren .  

Most women who r ece ive  coverage from the  Medically Needy program appear 

t o  go without insurance  i n  s t a t e s  where i t  i s  not ava i l ab l e .  



The E f f e c t  of Medical Need on AFDC and Medicaid P a r t i c i p a t i o n  

Medical  i n su rance  i n  t h e  United S t a t e s  has  t r a d i t i o n a l l y  been pro- 

v ided  through p r i v a t e  i n su rance  companies. The primary excep t ions  t o  

t h i s  a r e  t h e  two government h e a l t h  i n su rance  programs, Medicare, which 

p rov ide s  h e a l t h  c a r e  t o  p a r t i c i p a n t s  i n  t h e  S o c i a l  S e c u r i t y  system, and 

Medicaid,  which covers  c e r t a i n  low-income households.  Medicaid i s  no t ,  

however, a  comprehensive i n su rance  scheme a v a i l a b l e  t o  a l l  low-income 

households .  Coverage is  guaranteed only t o  t hose  households which a r e  

c a t e g o r i c a l l y  e l i g i b l e  f o r  t h e  two major means-tested t r a n s f e r  programs, 

Aid t o  Fami l i e s  w i t h  Dependent Chi ld ren  (AFDC) o r  Supplementary S e c u r i t y  

Income (SSI) .  S t a t e s  c an  extend coverage t o  groups t h a t  p a r t i c i p a t e  i n  

o t h e r  programs ( such  a s  General  Ass i s tance . )  I n  a d d i t i o n ,  over  h a l f  t h e  

s t a t e s  o f f e r  a  "Medically Needy" op t ion ,  a l lowing  households which a r e  

no t  e l i g i b l e  f o r  p u b l i c  a s s i s t a n c e  programs t o  q u a l i f y  f o r  Medicaid under 

c e r t a i n  cond i t i ons .  

Th i s  paper  i n v e s t i g a t e s  t h e  need f o r  medical  i n su rance  and t h e  e f f e c t  

o f  Medicaid e l i g i b i l i t y  r u l e s  on t h e  behavior  of female-headed households 

w i t h  ch i l d r en .  Th is  popu l a t i on  is  of p a r t i c u l a r  concern because i t  i s  

d i s p r o p o r t i o n a t e l y  poor ( ove r  one- thi rd  a r e  below t h e  pover ty  l i n e ) ,  and 

because many of t h e s e  households l a c k  acce s s  t o  p r i v a t e  medical  i n su rance  

and r e l y  on Medicaid. The f i r s t  two s e c t i o n s  of t h e  paper  p r e s e n t  evi-  

dence on t h e  e x t e n t  and type  of i n su rance  coverage a v a i l a b l e  t o  t h e s e  

households ,  a s  w e l l  a s  t h e  e f f e c t  of coverage on acce s s  t o  medical  s e r -  

v i c e s .  

Given a  s e r i o u s  l a c k  of a v a i l a b i l i t y  of p r i v a t e  medical  i n su rance  t o  

t h i s  popula t ion ,  t h e  e l i g i b i l i t y  c r i t e r i a  by which female-headed 



households  have access  t o  Medicaid should be a c r u c i a l  po l i cy  ques t ion .  

It i s  f r e q u e n t l y  suggested t h a t  many women remain on t h e  AFDC program 

because i t  gua ran t ee s  a cce s s  t o  Medicaid. The t h i r d  s e c t i o n  of t h e  paper  

p r e s e n t s  t h e  e l i g i b i l i t y  r u l e s  f o r  Medicaid i n  more d e t a i l ,  and 

d i s c u s s e s  a t h e o r e t i c a l  model of t h e  impact of t h e s e  r u l e s  on AFDC and 

l a b o r  market p a r t i c i p a t i o n .  The f o u r t h  s e c t i o n  p r e s e n t s  s e v e r a l  econo- 

m e t r i c  models which measure t h e  j o i n t  e f f e c t  of h e a l t h  needs on par- 

t i c i p a t i o n  i n  AFDC, Medicaid, and t h e  l abo r  market. The a v a i l a b i l i t y  of 

t h e  Medical ly  Needy program i n  only some s t a t e s  i s  used t o  e s t i m a t e  t h e  

demand f o r  p u b l i c  i n su rance  coverage,  independent of AFDC e l i g i b i l i t y .  

The f i f t h  s e c t i o n  d i s c u s s e s  t h e  e s t i m a t i o n  r e s u l t s  from t h e s e  models. 

S imu la t i ons  are used t o  i n d i c a t e  t h e  e x t e n t  t o  which household h e a l t h  

needs and AFDC and Medicaid program parameters  a f f e c t  AFDC and l abo r  

market p a r t i c i p a t i o n .  The f i n a l  s e c t i o n  of t h e  paper  summarizes t h e  main 

p o i n t s  of t h e  paper,  and i n d i c a t e s  where f u r t h e r  r e s e a r c h  might be f r u i t -  

f u l .  

The d a t a  used throughout  t h i s  paper  a r e  from t h e  Nat iona l  Medical 

Care  U t i l i z a t i o n  and Expendi tu re  Survey ( N M C U E S ) , ~  which in te rv iewed  a 

random sample of households i n  t h e  United S t a t e s  dur ing  ca l enda r  year  

1980. Approximately 6,000 households p a r t i c i p a t e d  i n  t h e  s t udy ,  repre-  

s e n t i n g  over  17,000 i n d i v i d u a l s .  Th is  paper  focuses  on t h e  475  house- 

ho ld s  t h a t  were female-headed throughout t h e  year  and contained at l e a s t  

one c h i l d  under t h e  age  of 21. The p a r t i c u l a r  advantage of NMCUES f o r  

t h i s  a n a l y s i s  is  t h a t  i t  con t a in s  ques t i ons  on medical  need, i n su rance  

usage,  and medical  c a r e  u t i l i z a t i o n  among a l l  household members, a s  w e l l  

as ques t i ons  on l a b o r  market involvement,  income sources  and amounts. No 



p r e v i o u s  d a t a  s e t  has  provided a s  complete a combination of medical  and 

income/earnings  i n f o r m a t i o n ,  and consequent ly  i t  has  not p r e v i o u s l y  been 

p o s s i b l e  t o  i n v e s t i g a t e  t h e  r e l a t i o n s h i p  between medical  needs,  i n s t i t u -  

t i o n a l  e l i g i b i l i t y  r u l e s  f o r  AFDC and Medicaid,  and AFDC and l a b o r  market 

i nvolvement . 

I. I n s u r a n c e  Coverage among Female-Headed Households 

I n  t h e  Uni ted S t a t e s ,  medica l  i n s u r a n c e  i s  p r i m a r i l y  a v a i l a b l e  

th rough  one ' s  employer a s  p a r t  of a f r i n g e  b e n e f i t  package. However, 

because  many women who head households work only  p a r t  t ime  o r  p a r t  y e a r  

( o r  not a t  a l l ) ,  many of them do not have a complete set of f r i n g e  bene- 

f i t s  a v a i l a b l e  through t h e i r  job. Th is  employment f a c t ,  which i s  c l o s e l y  

r e l a t e d  t o  t h e  d i s p r o p o r t i o n a t e l y  low incomes of many female-headed 

househo lds ,  l e a d s  t o  a s e r i o u s  gap i n  t h e  a v a i l a b i l i t y  of p r i v a t e  medical  

i n s u r a n c e  t o  many women and t h e i r  ch i ld ren .2  Table  1 p r e s e n t s  t h e  e x t e n t  

t o  which female-headed households a r e  covered by i n ~ u r a n c e . ~  

Of t h e  e n t i r e  sample,  less t h a n  h a l f  (47%) had p r i v a t e  i n s u r a n c e  

a v a i l a b l e  t o  them throughout  1980. Another 11% were  covered by p r i v a t e  

i n s u r a n c e  f o r  p a r t  of t h e  year .  More t h a n  one- th i rd  of t h e  households  

r e l i e d  on Medicaid f o r  a l l  o r  p a r t  of t h e  year .  While on ly  7% were  unin- 

s u r e d  f o r  t h e  e n t i r e  y e a r ,  almost one-quar ter  (24%) were  uninsured f o r  a t  

l e a s t  p a r t  of t h e  year .  

Not s u r p r i s i n g l y ,  t h e  bulk  of t h e  un insured  a r e  low-income house- 

h o l d s .  T h i r t y  p e r c e n t  of a l l  t h o s e  below 125% o f  t h e  pover ty  l i n e  were 

u n i n s u r e d  f o r  a l l  o r  p a r t  of t h e  year .  Only 10% of  t h i s  income group had 

p r i v a t e  i n s u r a n c e  year-round, and 54% r e l i e d  on Medicaid a l l  year .  



Table 1 

Availability of Insurame anorg Fenale-fkded Households 

Irrmred Y e a r  Roud  
M i x o f  

Private M c a i d  Private & 
Total A 1 1  Y e a r  All Y e a r  lkl icaid 

Irrsured Part of Y e a r  
U n i m e d  

Private M i c a i d  All 
Part Year Part Year Y e a r  

Total Households 
Number  
Percentage 

By Poverty Status 
<125% of poverty line 
Number 
Percentage 

>1W% of pwerty l im  
Number 
Percentage 

By Household I& 
<$lO,000 
kmber 
Percentage 

$1*20,000 
Number 
Percentage 

$2*30,000 
Xumber 
Percentage 

>$30,000 
Nxnber 
Percentage 

By hployment Status 
Full-Time, EW1-Year Worker 

N d r  
Percentage 

- Table C o n t i d  - 



Table 1, Contimed 

Inswed Y e a r  Rmd Insured Part af Y e a r  
&d unirsured 

Private M c a i d  Private & Private W c d d  A11 
Total All Y e a r  All Y e a r  M c a i d  Part Year Part Y e a r  Y e a r  

Full-Time , Part-Year Worker 
Number 87 39 8 9 19 4 8 
Percentage 18% 45% 9% 10% 22% 5% 9% 

Part-Tim? Worker 
Number 81 25 24 4 13 8 7 
Percentage 17% 30% 30% 5% 1 6% 10P% 9% 

Umployed A11 Y e a r  
Number 40 2 28 1 0 7 2 
Percentage 8?% 5% 70% 2% 18% 5% 

Not i n  Labor Force 
Number 98 19 57 1 8 5 8 
Percent%e 21% 19% 58% 1% 8% 5% 8% 

Sarce :  National Medical Care Utilization & Experditure Survey, 1980. A l l  f d d e a d e d  hrxlseholds i n  
the  survey with a child under 22 are indluded, except those redvirg Medicare. 

a1980 dollars. 



However, even among women i n  t h e  upper-income c a t e g o r i e s ,  a  s i g n i f i c a n t  

number (more t h a n  10%) were not i n su red  f o r  t h e  f u l l  year.  

The r e l a t i o n s h i p  between employment s t a t u s  and insurance  is of par- 

t i c u l a r  i n t e r e s t .  Over one- thi rd  of t h e  sample worked f u l l  t ime, f u l l  

y e a r ,  and whi le  t h e  ma jo r i t y  of t h e s e  women had year-round p r i v a t e  

i n su rance ,  s t i l l  a  s i g n i f i c a n t  number, 17%, d i d  not.  And l e s s  t h a n  h a l f  

o f  pa r t -year  workers and l e s s  t h a n  a  t h i r d  of par t - t ime workers had f u l l -  

y  e a r  p r i v a t e  insurance .  

I t  is  c l e a r  t h a t  a  l a r g e  p r i v a t e  i n su rance  "gap" e x i s t s  among female- 

headed households.  The assumption t h a t  they  w i l l  be a b l e  t o  r e c e i v e  

i n s u r a n c e  through t h e i r  con t ac t  w i th  t h e  l a b o r  market i s  i n a p p r o p r i a t e  

f o r  t h e  many women who a r e  not fu l l - t ime ,  f u l l - y e a r  workers,  o r  t hose  who 

a r e  unemployed o r  out  of t h e  l a b o r  f o r c e  a l t o g e t h e r .  The Medicaid 

program p a r t i a l l y  f i l l s  t h i s  gap,  p rov id ing  a  h igh  percentage of low- 

i ncome women w i th  a t  l e a s t  par t -year  i n su rance  coverage.  However, q u i t e  

a  few households w i t h i n  t h i s  popula t ion  remain uninsured f o r  some per iod  

d u r i n g  t h e  year .  

11. Insu rance  Coverage and Medical Care U t i l i z a t i o n  

Lack of i n su rance  coverage by i t s e l f  may not i n d i c a t e  l a c k  of a cce s s  
" 

t o  medical  s e r v i c e s .  People wi thout  insurance  may be h e a l t h i e r  t han  

t h o s e  w i th  insurance .  O r  t h ey  may be a b l e  t o  a c q u i r e  medical  c a r e  

th rough  ind igen t -ca re  s e r v i c e s .  However, most r e s e a r c h  i n d i c a t e s  t h a t  

i nsurance coverage i n c r e a s e s  access  t o  medical  ca re .  A s i g n i f i c a n t  

i n c r e a s e  over  t h e  l a s t  20 y e a r s  i n  t h e  e x t e n t  t o  which low income house- 

ho ld s  have acce s s  t o  medical  s e r v i c e s  (and a  concomitant improvement i n  



t h e i r  h e a l t h  s t a t u s ,  a s  measured by a  wide v a r i e t y  of v a r i a b l e s )  h a s  been 

d i r e c t l y  l i n k e d  t o  t h e  c r e a t i o n  and expansion of  t h e  Medicaid programO4 

T a b l e  2 t a b u l a t e s  usage r a t e s  by i n s u r a n c e  coverage f o r  s i x  ca te -  

g o r i e s  of  medical  s e r v i c e s  w i t h i n  t h e  sample of female-headed 

 household^.^ Some of t h e s e  s e r v i c e s  are manda tor i ly  covered by Medicaid 

i n  a l l  states; o t h e r s  a r e  o p t i o n a l ,  and a r e  covered on ly  by a  few s t a t e s .  

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

e x t e n t  of usage i s  much h i g h e r  among t h e  i n s u r e d  t h a n  among t h e  unin- 

s u r e d .  I n  a d d i t i o n ,  t h o s e  i n s u r e d  by Medicaid a r e  more l i k e l y  t o  u s e  

t h e s e  s e r v i c e s  ( e x c e p t  d e n t a l )  t h a n  t h e  p r i v a t e l y  i n s u r e d ,  and t o  use  

them more o f t e n .  

However, T a b l e  2 makes no adjus tment  f o r  d i f f e r e n c e s  i n  household 

compos i t ion  o r  h e a l t h  needs between t h e  uninsured and t h o s e  i n s u r e d  p r i -  

v a t e l y  o r  by Medicaid. Tab le  3 p r e s e n t s  t h e  r e s u l t s  of s i x  m u l t i v a r i a t e  

r e g r e s s i o n s ,  where t h e  dependent v a r i a b l e  i s  t h e  number of t imes a  house- 

h o l d  u s e s  a  p a r t i c u l a r  medical  s e r v i c e  over  t h e  year .6  The independent  

v a r i a b l e s  i n c l u d e  a  s e t  of c o n t r o l s  f o r  household c h a r a c t e r i s t i c s  ( n o t  

r e p o r t e d  h e r e ) ,  s e v e r a l  measures of h e a l t h  s t a t u s , 7  and dummy v a r i a b l e s  

f o r  t h o s e  who a r e  not i n s u r e d  o r  a r e  i n s u r e d  by Medicaid. The coef-  

f i c i e n t s  on t h e  dummy v a r i a b l e s  show t h e  use  of t h e s e  medical  s e r v i c e s  

r e l a t i v e  t o  t h e  omi t t ed  ( p r i v a t e  i n s u r a n c e )  category.  

T a b l e  3 c l e a r l y  i n d i c a t e s  t h a t  h e a l t h  r e s t r i c t i o n s - - b o t h  f o r  t h e  head 

and f o r  o t h e r  household members--increase t h e  demand f o r  medical  s e r -  

v i c e s .  R e s t r i c t e d  a c t i v i t y  days p rov ide  a g e n e r a l  measure of t h e  

s i c k n e s s / w e l l n e s s  of t h e  household. A c t i v i t y  l i m i t s  a r e  a  measure of 

more s e r i o u s  f u n c t i o n a l  d i s a b i l i t i e s .  I n  a d d i t i o n ,  pe rce ived  h e a l t h  



T a b l e  2 

Use of Medical  S e r v i c e s  by Insurance  Type and A v a i l a b i l i t y  
among A l l  Members of Female-Headed Householdsa 

Medicaid R e c i p i e n t s  P r i v a t e  Uninsured 
Cost  Covered Cost Not Covered Insurance  A 1  1 

by S t a t e  by S t a t e  R e c i p i e n t s  Year 

Doctor V i s i t s  
No. pe rsons  v i s i t i n g  

% p e r s o n s  v i s i t i n g  

Average v i s i t s  p e r  
p e r s o n  v i s i t i n g  

Emergency Room V i s i t s  
No. pe rsons  v i s i t i n g  

% p e r s o n s  v i s i t i n g  

Average v i s i t s  per  
p e r s o n  v i s i t i n g  

Other  Medical  ~ i s i t s b  
No. pe rsons  v i s i t i n g  

% p e r s o n s  v i s i t i n g  

Average v i s i t s  per  
p e r s o n  v i s i t i n g  

Nigh ts  i n  H o s p i t a l  
No. pe rsons  i n  h o s p i t a l  

% p e r s o n s  i n  h o s p i t a l  

Average n i g h t s  p e r  
p e r s o n  i n  h o s p i t a l  9.4 

- Table  cont inued - 



T a b l e  2 ,  Continued 

Medicaid R e c i p i e n t s  P r i v a t e  Uni nsured 
Cos t  Covered Cost Not Covered I n s u r a n c e  A l l  

by S t a t e  by S t a t e  R e c i p i e n t s  Year 

D e n t i s t  V i s i t s  
No. pe rsons  v i s i t i n g  19 5  13  

% p e r s o n s  v i s i t i n g  37% 34% 

Average v i s i t s  p e r  
p e r s o n  v i s i t i n g  

P r e s c r i b e d  Medicines 

No. pe rsons  w l p r e s c r i p t i o n  
medic ines  346 

% p e r s o n s  w l p r e s c r i p t i o n  
medic ines  63% 

Average p r e s c r i p t i o n  
medic ines  p e r  u s e r  6.6 12.5 

a T o t a l  sample is  1566 o b s e r v a t i o n s ,  i n c l u d i n g  bo th  heads and o t h e r  household members. 

b ~ l l  s t a t e s  a r e  r e q u i r e d  by f e d e r a l  law t o  cover p h y s i c i a n  s e r v i c e s ,  i n p a t i e n t  and out-  
p a t i e n t  h o s p i t a l  s e r v i c e s ,  l a b o r a t o r y  and X-ray s e r v i c e s ,  d e n t a l  c a r e  f o r  t h o s e  under 
age  21 and fami ly  p lann ing  s e r v i c e s  ( u n l e s s  t h e s e  r e l a t e  t o  s p e c i f i c ,  uncovered physi-  
c a l  problems.) 

CInc ludes  a l l  v i s i t s  t o  h o s p i t a l s  o r  d o c t o r s '  o f f i c e s  where no d o c t o r  is  seen.  



T a b l e  3 

E f f e c t  of I n s u r a n c e  Coverage and H e a l t h  Needs 
o n  Household Medical Care  

(OLS Regress ionsa ;  S tandard  E r r o r s  i n  P a r e n t h e s e s )  

Emergency Other  Number of 
Doc to r  H o s p i t a l  Room Medical  D e n t i s t  P r e s c r i b e d  
Visi ts  S tays  Visits Visits Visits Medicines 

I n s u r a n c e  Coverage 

No i nsuranceb 

Medicaid  i n s u r a n c e b  

H e a l t h  C h a r a c t e r i s t i c s  

R e s t r i c t e d  a c t i v i t y  
d a y s  of headc 

R e s t r i c t e d  a c t i v i t y  
d a y s  of o t h e r  membersC 

A c t i v i t y  l i m i t s  on head 
(011  v a r i a b l e )  

P e r c e i v e d  h e a l t h  s t a t u s d  

* S i g n i f i c a n t  a t  10% l e v e l  o r  h igher .  

a R e g r e s s i o n s  a l s o  i n c l u d e  c o n t r o l s  f o r  a g e  and e d u c a t i o n  of head,  household s i z e ,  
number of p r e s c h o o l  c h i l d r e n ,  r a c e ,  household income and a  c o n s t a n t .  C o e f f i c i e n t s  
u n r e p o r t e d  h e r e  b u t  a v a i l a b l e  from a u t h o r  upon r e q u e s t .  

b ~ o e f  f i c i e n t s  i n d i c a t e  t h e  e f f e c t  r e l a t i v e  t o  t h e  omi t t ed  ( p r i v a t e  i n s u r a n c e )  ca tegory .  

CInc ludes  bed days ,  r e d u c e d - a c t i v i t y  days ,  and any a d d i t i o n a l  work/school l o s s  days  due 
t o  i l l n e s s .  

d ~ e a n  of a l l  household  members' p e r c e i v e d  h e a l t h  s t a t u s  ( 1  = e x c e l l e n t ,  4 = poor) .  



s t a t u s  c l e a r l y  h a s  a  measurable  e f f e c t  on medical  c a r e  u t i l i z a t i o n ,  even 

a f t e r  c o n t r o l l i n g  f o r  o b j e c t i v e  measures of h e a l t h  need. 

The l a c k  of i n s u r a n c e  s i g n i f i c a n t l y  d e c r e a s e s  a  househo ld ' s  propen- 

s i t y  t o  u s e  medical  s e r v i c e s  i n  a l l  c a t e g o r i e s  excep t  t h e  r e s i d u a l  " o t h e r  

medica l  v i s i t sw--which  a r e  a l l  v i s i t s  t o  a  medical  c a r e  f a c i l i t y  

( e x c l u d i n g  emergency room v i s i t s )  i n  which a  d o c t o r  is  not seen--and 

emergency room v i s i t s .  Th i s  may i n d i c a t e  t h e  e x t e n t  t o  which noninsured 

i n d i v i d u a l s  u t i l i z e  emergency rooms o r  n o n t r a d i t i o n a l  s o u r c e s  of medical  

c a r e  when they  do seek  i t  out .  Even a f t e r  c o n t r o l l i n g  f o r  h e a l t h  s t a t u s  

and household c h a r a c t e r i s t i c s ,  t h e  r e g r e s s i o n s  i n  Tab le  3 i n d i c a t e  t h a t  

households  i n s u r e d  by Medicaid a r e  more l i k e l y  t o  v i s i t  t h e  d o c t o r  and 

t h e  emergency room t h a n  a r e  p r i v a t e l y  i n s u r e d  households ,  and l e s s  l i k e l y  

t o  s t a y  i n  t h e  h o s p i t a l .  Th i s  r e s u l t  could r e f l e c t  d i f f e r e n c e s  i n  t h e  

i n s u r a n c e  s t r u c t u r e  of  Medicaid v e r s u s  most p r i v a t e  p l a n s  ( f o r  i n s t a n c e ,  

covered Medicaid expenses  have no d e d u c t i b l e  t o  be pa id  by t h e  p a t i e n t ,  

u n l i k e  most p r i v a t e  i n s u r a n c e  schemes), o r  i t  could  be due t o  some 

f u r t h e r  d i f f e r e n c e s  between Medicaid and p r i v a t e l y  i n s u r e d  households 

which we have not adequa te ly  c o n t r o l l e d  f o r .  However, t h e  pr imary 

message from Tables  2 and 3 i s  t h a t  i n s u r a n c e  makes a  d i f f e r e n c e  i n  t h e  

medica l  c a r e  which a  household u t i l i z e s .  With Medicaid, i n  f a c t ,  i t  may 

b e  e a s i e r  t o  have a c c e s s  t o  c e r t a i n  medical  s e r v i c e s  t h a n  w i t h  p r i v a t e  

i n s u r a n c e .  Given t h a t  many women who head households do not have a c c e s s  

t o  p r i v a t e  i n s u r a n c e ,  and g i v e n  t h a t  Medicaid seems a n  e f f e c t i v e  way of 

p r o v i d i n g  e q u i v a l e n t  q u a n t i t i e s  of medical  c a r e ,  one would expect  t h a t  

many of t h e  women who do not  have a c c e s s  t o  p r i v a t e  i n s u r a n c e  would seek  

t o  p a r t i c i p a t e  i n  t h e  Medicaid program. 



111. Modeling t h e  Impact of Medicaid E l i g i b i l i t y  Rules 

A s  i n  many U.S. t r a n s f e r  programs, Medicaid e l i g i b i l i t y  i s  based on a  

combinat ion of f e d e r a l l y  mandated requirements  and o p t i o n a l  s t a t e  exten- 

s i ons .8  Under f e d e r a l  mandate, t h e  Medicaid program must be a v a i l a b l e  t o  

a l l  households t h a t  a r e  judged " c a t e g o r i c a l l y  e l i g i b l e , "  meaning t h a t  t h e  

household has  a l r e a d y  been c e r t i f i e d  t o  r e c e i v e  e i t h e r  AFDC o r  SSI. The 

f e d e r a l  government a l s o  r e q u i r e s  t h a t  households which l e a v e  AFDC through 

income o r  e a rn ings  i n c r e a s e s  ( t h u s  excluding t hose  women who marry) must 

b e  allowed t o  ma in t a in  t h e i r  Medicaid e l i g i b i l i t y  f o r  f o u r  months a f t e r  

AFDC i s  terminated.  S t a t e s  have some leeway i n  d e f i n i n g  who i s  included 

i n  t h e  " c a t e g o r i c a l l y  e l i g i b l e "  d e f i n i t i o n  ( f o r  i n s t a n c e ,  some s t a t e s  

exc lude  t h e  male-headed households on t h e  AFDC-Unemployed Pa ren t  

program.) The e x t e n t  of Medicaid coverage may a l s o  vary among s t a t e s .  

While t h e r e  a r e  e i g h t  medical  c a t e g o r i e s  t h a t  a l l  s t a t e s  must cover ,9  

t h e r e  i s  a  long  l i s t  of o p t i o n a l  expenses which s t a t e s  may o r  may not 

choose t o  cover ,  such  a s  emergency room c o s t s ,  p r e sc r i bed  medicines ,  den- 

t a l  c a r e  f o r  a d u l t s ,  phys i ca l  o r  occupa t iona l  the rapy ,  e t c .  S t a t e s  a r e  

no t  al lowed t o  charge copayments o r  d e d u c t i b l e s  on any of t h e  e i g h t  man- 

d a t e d  c a t e g o r i e s ,  but  c an  p l ace  such charges  on o p t i o n a l  s e r v i c e s .  

I n  20 s t a t e s  i n  1980 only t h e  c a t e g o r i c a l l y  e l i g i b l e  could r e c e i v e  

Medicaid. Most unmarried women who were not  on t h e  AFDC program had no 

a c c e s s  t o  p u b l i c l y  funded medical  insurance.  However, 29 s t a t e s  and t h e  

D i s t r i c t  of Columbia p a r t i c i p a t e d  i n  t h e  o p t i o n a l  Medical ly  Needy 

~ r 0 g r a m - l ~  Under t h i s  program, households not  e l i g i b l e  f o r  AFDC might 

s t i l l  q u a l i f y  f o r  Medicaid. The s t a t e  e s t a b l i s h e s  a  "net  p ro t ec t ed  



income" l e v e l  (which under f e d e r a l  law could not exceed 133.3% of t h e  

maximum AFDC a s s i s t a n c e  payment) and a "spenddownw per iod  ( s i x  months o r  

l e s s ) .  A household i s  considered e l i g i b l e  f o r  Medicaid under t h e  

Medica l ly  Needy program i f  i t s  income i s  below t h e  net  p ro t ec t ed  income 

l e v e l  o r  i f  i t  q u a l i f i e s  f o r  spenddown--i.e., i t s  expected income minus 

unpaid medical  b i l l s  i s  below t h e  p ro t ec t ed  income l e v e l  over  t h e  spend- 

down p e r i o d . l l  The household i s  expected t o  pay t h i s  d i f f e r e n c e  

(something l i k e  a d e d u c t i b l e ) ,  but a l l  medical  expenses t h a t  exceed t h i s  

d i f f e r e n c e  a r e  covered by Medicaid. Medicaid e l i g i b i l i t y  c an  on ly  be 

c e r t i f i e d  f o r  t h e  spenddown per iod  and must be r e c e r t i f i e d  i f  cont inued 

medical  expenses occur.  There  a r e  a l s o  a s s e t  l i m i t s  f o r  t h e  Medically 

Needy program, which makes i t  ve ry  d i f f i c u l t  f o r  middle-income f a m i l i e s  

t o  q u a l i f y  f o r  Medicaid, even when faced  w i th  l a r g e  medical  b i l l s .  

Appendix Table  A p r e s e n t s  a l i s t  of t h e  s t a t e s ,  i n d i c a t e s  which have 

Medical ly  Needy programs, and shows t h e  AFDC maximum payment f o r  a four -  

pe r son  fami ly  i n  1980, a s  we l l  a s  t h e  ne t  p r o t e c t e d  income l e v e l  and t h e  

spenddown per iod .  Note t h a t  a l though  s t a t e s  may s e t  Medical ly  Needy pro- 

t e c t e d  income l e v e l s  a t  up t o  133.3% of t h e  AFDC maximum, few of them 

a c t u a l l y  go t h i s  high.12 I n  f a c t ,  i n  e i g h t  s t a t e s  t h e  p ro t ec t ed  income 

l e v e l  i s  below t h e  maximum AFDC payment l e v e l .  

The impact of Medicaid on t h e  budget l i n e  of a household i n  a s t a t e  

w i thou t  t h e  Medical ly  Needy program i s  i n d i c a t e d  i n  F igure  1 -13  I n  t h i s  

c a s e ,  t h e  household may r e c e i v e  AFDC and Medicaid t o g e t h e r  u n t i l  t h e  

break-even p o i n t  B,  a t  which t h e  household has  ea rn ings  which d i s q u a l i f y  

i t  from AFDC e l i g i b i l i t y .  A t  p o i n t  B,  t h e  AFDC g r a n t  i s  reduced t o  ze ro  

and Medicaid i n su rance  i s  l o s t .  The l o s s  of Medicaid i n su rance  t y p i c a l l y  



c r e a t e s  a  notch i n  t h e  budget l i n e .  Standard economic a n a l y s i s  i n d i c a t e s  

t h a t  some i n d i v i d u a l s  who might o therwise  have remained of f  AFDC and a r e  

l o c a t e d  above t h e  break-even p o i n t  w i l l  be induced by t h e  Medicaid notch 

t o  remain on AFDC. The u t i l i t y  curves  of such an i n d i v i d u a l  a r e  p i c t u r e d  

i n  F igu re  1. 

R e a l i z e  t h a t  t h e  s i z e  of t h e  Medicaid notch depends upon t h e  ava i l a -  

b i l i t y  of subs id i zed  p r i v a t e  insurance .  I f  an i n d i v i d u a l  has  p r i v a t e  

i n s u r a n c e  a v a i l a b l e  through h e r  employment which i s  a s  e x t e n s i v e  a s  

Medicaid i n  coverage,  t h e n  t h e r e  i s  no Medicaid notch. However, i f  p r i -  

v a t e  i n su rance  i s  not a v a i l a b l e ,  o r  i s  not f u l l y  subs id i zed ,  and hence 

must be purchased, o r  i f  i ts  coverage i s  l e s s  e x t e n s i v e  t h a n  Medicaid 's ,  

t h e n  t h e  notch w i l l  e x i s t . 14  A more l i k e l y  c a s e  i s  t h a t  some p a r t i a l l y  

subs id i zed  p r i v a t e  i n su rance  may be a v a i l a b l e  t o  a  worker, but  only i f  

h e r  hours  of work a r e  ve ry  l a rge .  Thus t h e  budget s e t  may appear  a s  

shown i n  F igu re  2 ,  w i t h  a  Medicaid notch a t  low hours of work, and a  

" fu l l - t ime"  notch a t  h igh  hours of work, where employer-subsidized p r i -  

v a t e  i n su rance  becomes a v a i l a b l e .  I n  t h i s  s i t u a t i o n ,  some i n d i v i d u a l s  

w i l l  d ec r ea se  t h e i r  hours  of work i n  o r d e r  t o  be  e l i g i b l e  f o r  Medicaid, 

w h i l e  o t h e r  workers w i l l  i n c r e a s e  t h e i r  hours of work i n  o r d e r  t o  t ake  

advantage  of employer h e a l t h  insurance .  Table  1 i n d i c a t e s  t h a t  t h e  b e s t  

p r e d i c t o r  of p r i v a t e  i n su rance  a v a i l a b i l i t y  i s  fu l l - t ime ,  f u l l - y e a r  work. 

Thus, I assume t h a t  by e x p l i c i t l y  modeling hours of work i n  t h e  econo- 

m e t r i c  model below, I am c o n t r o l l i n g  f o r  a cce s s  t o  p r i v a t e  insurance .  

The s i t u a t i o n  i n  Medical ly  Needy s t a t e s  ( t h e  term used i n  t h i s  paper 

f o r  s t a t e s  t h a t  o f f e r  t h e  Medically Needy program) i s  somewhat d i f f e r e n t ,  

a s  F igu re  3 i n d i c a t e s .  I f  t h e  p ro t ec t ed  income l e v e l  i s  above t h e  AFDC 
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break-even l e v e l ,  t h e n  t h e  Medicaid notch occurs  somewhere above t h e  

break-even po in t .  It is c l e a r  t h a t  some i n d i v i d u a l s  who would be par- 

t i c i p a t i n g  i n  AFDC i n  t h e  absence of t h e  Medical ly  Needy program w i l l  

l e a v e  AFDC and l o c a t e  somewhere between HB and HE hours  of work, 

i n c r e a s i n g  hours  of work and r ece iv ing  on ly  Medicaid. On t h e  o t h e r  hand, 

some i n d i v i d u a l s  w i l l  c l e a r l y  dec r ea se  t h e i r  hours  of work t o  HE o r  below 

t o  t a k e  advantage of t h e  Medicaid e l i g i b i l i t y ,  as t h e  u t i l i t y  curves  pic- 

t u r e d  h e r e  i n d i c a t e .  Note, however, t h a t  i n  t h e  s h o r t  r un  an i n d i v i d u a l  

may be l o c a t e d  a t  p o i n t  D and s t i l l  have acce s s  t o  Medicaid. I f  s h e  has 

medica l  b i l l s  i n  excess  of X ,  s he  can  pay X and e s s e n t i a l l y  r e l o c a t e  t o  

p o i n t  E ,  w i t h  t h e  r e s t  of t h e  b i l l s  covered by Medicaid. I f  t h e s e  b i l l s  

were expected t o  con t i nue  f o r  some t i m e ,  one might expect  t h e  i n d i v i d u a l  

t o  reduce hours  of work and permanently l o c a t e  a t  p o i n t  E o r  below. But 

i f  t h e  medical  b i l l s  a r e  temporary and t h e r e  are l a b o r  market reasons  t o  

remain con t inuous ly  employed a t  HD hours ,  i t  could make s ense  i n  t h e  

s h o r t  r u n  t o  con t i nue  t o  work HD hours.  Thus, depending on e x t e n t  of 

medica l  need (and t h e  e a s e  w i th  which acce s s  may be gained t o  t h e  

Medical ly  Needy program) one might see households w i t h  work hours we l l  

above HE t h a t  a r e  t empora r i l y  r e ce iv ing  Medicaid through t h e  Medical ly  

Needy program. 

Tab l e  4 p r e s e n t s  ev idence  on t h e  e x t e n t  t o  which women i n  Medical ly  

Needy and non-Medically Needy states d i f f e r  i n  t h e i r  i n su r ance  coverage. 

I t  i s  c l e a r  t h a t  i n  s t a t e s  w i th  t h e  Medically Needy program, a h ighe r  

percen tage  of households r e c e i v e  Medicaid a l l  o r  p a r t  of t h e  yea r ,  and a 

much lower percen tage  a r e  uninsured.  Th is  is p a r t i c u l a r l y  no t ab l e  among 

households  below 125% of  t h e  pover ty  l i n e ,  where on ly  4% of t hose  i n  



Table 4 

Effect of filedicdly Needy Prograus on I m a m  
Availability anollg F e m d l M e d  Households 

Irsured Year R o u d  Insured Part of Year 
h c d  Uninsured 

Private Medicaid Private & Private Medicaid All 
Total A l l  Year All Year Mcaid  Part Year Part Year Year 

I n  States with M c a l l y  Needy Prograns 

Total 

Number 
Percentage 

BY P w e r t ~  Status 

<125% of poverty l ine 
W e r  128 11 75 8 13 
Percentage 9% 59% 6% 10% 

>125% of poverty line 
Nunber 197 137 12 5 20 
Percentage 70% 6% 3% 10% 

I n  States dtht filedicdly Needy Prograns 

Total 

Number 
Percent%e 

By Pwerty Status 

(125% of poverty line 
Number 56 8 25 3 7 
Percentage 14% 45% 5% 12% 

>125% of poverty line 
Nclmber 94 69 6 0 14 
Percentage 73% 6% 15% 



Medical ly  Needy s t a t e s  r e p o r t  being uninsured a l l  year ,  whi le  20% i n  non- 

Medical ly  Needy s t a t e s  r e p o r t  t h i s  s t a t u s .  Thus, t h e  raw d a t a  i n  Table  4 

a r e  c e r t a i n l y  c o n s i s t e n t  w i th  t h e  theory  t h a t  t h e  Medical ly  Needy program 

induces  b e t t e r  i n su rance  coverage. 

Tab l e  5 l ooks  a t  Medicaid r e c e i p t  among AFDC and non-AFDC households.  

Even i n  s t a t e s  t h a t  do not  have a  Medically Needy program, t h e r e  a r e  a  

few households t h a t  r e p o r t  r e c e i v i n g  Medicaid without  AFDC. These a r e  

l i k e l y  t o  be households t h a t  a r e  p a r t i c i p a t i n g  i n  t h e  four-month Medicaid 

e x t e n s i o n  a v a i l a b l e  t o  a  woman who l e a v e s  AFDC. (Unfor tuna te ly ,  I cannot  

s e p a r a t e  t h e s e  people  from those  on t h e  Medically Needy program i n  

Medical ly  Needy s t a t e s .  The f a c t  t h a t  t h e r e  a r e  so  few of them v i s i b l e  

i n  "non-Medically Needy s t a t e s "  i n d i c a t e s  t h a t  t h i s  should not  be a  

s e r i o u s  sou rce  of b i a s  i n  t h e  da ta . )  The d a t a  i n  Table  5 have two 

i n t e r e s t i n g  a spec t s .  F i r s t ,  case loads  a r e  not  lower i n  t h e  Medically 

Needy s t a t e s .  Twenty-seven percen t  of t h e  households (881325) a r e  on 

AF'DC i n  t h e s e  s t a t e s ,  wh i l e  on ly  21% a r e  on AFDC i n  t h e  non-Medically 

Needy s t a t e s .  Th is  i s  not  c o n s i s t e n t  wi th  t h e  hypo the s i s  t h a t  t h e  

Medica l ly  Needy program w i l l  a l low some women t o  l e a v e  AFDC. We w i l l  

come back t o  t h i s  i s s u e  below. Second, among t h e  non-AFDC r e c i p i e n t s ,  i t  

i s  c l e a r  t h a t  women i n  Medically Needy s t a t e s  a r e  much more l i k e l y  t o  be 

i n s u r e d ,  p r i m a r i l y  because t hey  make use  of Medicaid t o  f i l l  some of t h e  

p r i v a t e  i n su rance  gap. Only 8% of  t h e  non-AFDC r e c i p i e n t s  a r e  uninsured 

y e a r  round i n  Medical ly  Needy s t a t e s ,  whi le  13% a r e  un insured  i n  

non-Medically Needy s t a t e s .  Th is  is evidence t h a t  t h e  Medically Needy 

program prov ides  medical  i n su rance  a s s i s t a n c e  t o  women who would other-  

w i s e  have no insurance.  Note t h a t  t h i s  is  not c o n s i s t e n t  wi th  a  theory  



Table 5 

AFDC Recipiency, hsaance Availability, and the 
Effect of State Medically Needy Program 

States with Medically Needy Program States without Medically Needy Progtam 
Medicaid Mix of Private Medicaid Mix of Pr ivab 

Only, Part  Private and Only, Part Unimured Only, Part  Private and Only, Part Uninsured 
Totzit and Full Year Medicaid and R11 Year A l l  Y e a r  Total and Full Year Medicaid and Full Y e a r  A l l  Y e a r  

Heads 

Am Recipients 
88 68 8 12 0 31 26 2 3 0 

P 
Number LD 

P e m t a g e  7722 9% 14% 84% 6% 10% 

NolrAFDC Recipients 
Number 237 44 5 169 19 119 7 1 95 16 
Percentage 19% 2% 71% 8% 6% 1% 80% 13% 



t h a t  would c la im t h a t  women who r e a l l y  need Medicaid w i l l  go on AFDC i f  

t h e  Medically Needy program is not  a v a i l a b l e .  I n s t e a d ,  t h e  coun t e rpa r t s  

of  t h o s e  who r e c e i v e  Medicaid through t h e  Medically Needy program appear  

t o  go un insured  i n  non-Medically Needy s t a t e s .  

There  i s  almost  no emp i r i c a l  l i t e r a t u r e  on t h e  impact of Medicaid's  

program parameters  and e l i g i b i l i t y  requirements  on  AFDC p a r t i c i p a t i o n .  

A s  noted above, t h i s  is  p a r t l y  because no adequate  d a t a  s e t  has  been 

a v a i l a b l e .  Two r ecen t  papers ,  Mauskopf , Rodgers and Dobson [I9851 and 

McDevitt and Buczko [1985] ,  a r e  t h e  on ly  ones t h a t  have t r e a t e d  t h e s e  

i s s u e s .  The f i r s t  paper  ana lyzes  aggrega te  s t a t e  AFDC case loads  and 

expend i t u r e s  a s  a  f u n c t i o n  of va r i ous  AFDC and Medicaid program parame- 

t e r s  and coverage i n d i c a t o r s .  Some d i f f e r e n c e s  i n  Medicaid coverage seem 

t o  a f f e c t  AFDC case loads .  The presence of a  Medically Needy program was 

i n s i g n i f i c a n t  i n  s e v e r a l  equa t i ons ,  bu t  had a  p o s i t i v e  e f f e c t  on s t a t e  

AFDC expend i t u r e s ,  which is not t h e  expected s i gn .  The second paper 

l o o k s  a t  use  of medical  s e r v i c e s  i n  i n d i v i d u a l  microdata  and f i n d s  t h a t  

i n d i v i d u a l s  i n  s t a t e s  w i t h  more l i m i t e d  coverage p rov i s i ons  make l e s s  u se  

o f  uncovered s e r v i c e s ,  which is  c o n s i s t e n t  w i th  t h e  r e s u l t s  i n  Table  2 ,  

above. While t h e s e  two papers  c l e a r l y  i n d i c a t e  t h a t  t h e  s t r u c t u r e  of t h e  

Medicaid program can a f f e c t  behavior ,  t h e r e  is  a  need f o r  more e x t e n s i v e  

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

market dec i s i ons .  

I V .  E s t ima t i on  S t r a t e g i e s  

The primary e s t i m a t i o n  problem i n  t r y i n g  t o  un tang le  t h e  e f f e c t  of 

medica l  need on AFDC p a r t i c i p a t i o n  is t h a t  AFDC e l i g i b i l i t y  au toma t i ca l l y  



i m p l i e s  Medicaid e l i g i b i l i t y .  I n  non-Medically Needy s t a t e s ,  it i s  

i m p o s s i b l e  t o  s e p a r a t e  t h e  demand f o r  Medicaid from t h e  demand f o r  AFDC. 

I n  Medica l ly  Needy s t a t e s ,  one c a n  e s t i m a t e  a  s e p a r a t e  demand e q u a t i o n  

f o r  medica l  i n s u r a n c e  o n l y  among t h o s e  who a r e  not  a l r e a d y  o n  t h e  AFDC 

program. Thus,  r a t h e r  t h a n  t r y i n g  t o  s e p a r a t e  t h e  demand f o r  medical  

i n s u r a n c e  from t h e  demand f o r  AFDC, I w i l l  f o c u s  o n  e s t i m a t i n g  t h e  e x t e n t  

t o  which t h e  need f o r  medical  i n s u r a n c e  a f f e c t s  AFDC p a r t i c i p a t i o n .  T h i s  

means v a r i a b l e s  must be a v a i l a b l e  which measure t h e  s i z e  of t h e  Medicaid 

no tch  f o r  each  household.  

C a l c u l a t i n g  t h e  v a l u e  of a n  in-kind i n s u r a n c e  t r a n s f e r  i s  a  d i f f i c u l t  

e m p i r i c a l  problem which is e x t e n s i v e l y  d i s c u s s e d  i n  Smeeding and Moon 

[ I9801 and Smeeding [1982]. The g e n e r a l l y  a c c e p t e d  method is t o  ca lcu-  

l a t e  t h e  i n s u r a n c e  v a l u e  t o  t h e  fami ly .  Applying t h e  methodology 

d e s c r i b e d  by Smeeding [1982] ,  t h e  Department of Hea l th  and Human S e r v i c e s  

h a s  c a l c u l a t e d  a n  e s t i m a t e  of t h e  annua l  i n s u r a n c e  v a l u e  of Medicaid t o  

d i s a b l e d  and nond i sab led  a d u l t s  and c h i l d r e n  i n  each s t a t e  i n  1 9 8 0 . ~ 5  

Using t h e s e  numbers, I e s t i m a t e  a mean s t a t e - s p e c i f i c  v a l u e  of  Medicaid 

f o r  each  household  a s  t h e  sum of t h e  i n s u r a n c e  v a l u e s  r e p o r t e d  i n  t h e i r  

s t a t e  f o r  a n  a d u l t  ( u s i n g  r e p o r t e d  d i s a b i l i t y  s t a t u s )  and t h r e e  

c h i l d r e n . 1 6  T h i s  number ( c a l l  i t  V) p r o v i d e s  a  f i r s t - p a s s  e s t i m a t e  of 

t h e  i n s u r a n c e  v a l u e  of Medicaid f o r  each household  and a c c o u n t s  f o r  some 

o f  t h e  d i f f e r e n c e s  i n  s t a t e  Medicaid coverage,  b u t  i t  i g n o r e s  t h e  house- 

ho ld - spec i f  i c  i n f o r m a t i o n  we have on medica l  needs. 

I f  V* i s  t a k e n  t o  r e p r e s e n t  t h e  t r u e  i n s u r a n c e  v a l u e  of  Medicaid t o  a 

p a r t i c u l a r  household ,  we c a n  w r i t e  

V* = f ( V ,  X ,  M), 



where V is the  s t a t e - s p e c i f i c  mean va lue  f o r  a family  of f o u r  c a l c u l a t e d  

a s  d i s c u s s e d  above, X is a v e c t o r  of household demographic charac- 

t e r i s t i c s ,  and M is a v e c t o r  of household h e a l t h  s t a t u s  measures. I f  

a l l  v a r i a b l e s  (V, X, and M) a r e  included i n  a n  AFDC p a r t i c i p a t i o n  

e q u a t i o n ,  they should c o n t r o l  f o r  the  e f f e c t  of Medicaid a v a i l a b i l i t y  on 

AFDC p a r t i c i p a t i o n .  Of course ,  one problem is t h a t  the  c o e f f i c i e n t s  f o r  

X and M w i l l  r e f l e c t  both t h e i r  e f f e c t  on the  va lue  of medical  i n s u r a n c e  

and the  demand f o r  Medicaid, a s  w e l l  as any a d d i t i o n a l  e f f e c t s  they may 

have on AFDC p a r t i c i p a t i o n .  (More c h i l d r e n  and greater medical  problems 

would be expected t o  i n c r e a s e  t h e  p r o b a b i l i t y  of AFDC p a r t i c i p a t i o n  even 

i f  Medicaid was n o t  a v a i l a b l e  t o  AFDC r e c i p i e n t s . )  More w i l l  be s a i d  

a b o u t  t h i s  problem below. 

Assume t h a t  i n d i v i d u a l s  make u t i l i  ty-maximizing choices .  Then a 

woman w i l l  choose t o  p a r t i c i p a t e  i n  AFDC (and,  a u t o m a t i c a l l y ,  i n  

~ e d i c a i d )  i f  h e r  u t i l i t y  on AFDC, UA, is g r e a t e r  than h e r  u t i l i t y  i n  the  

absence  of AFDC, UNA. Th i s  d i f f e r e n c e  i n  u t i l i t i e s  can be c h a r a c t e r i z e d  

as 

where XA is a v e c t o r  of household c h a r a c t e r i s t i c s  which e n t e r  the  u t i l i t y  

f u n c t i o n  and a f f e c t  p r e f e r e n c e s ,  SA is a v e c t o r  of the  i n s t i t u t i o n a l  

pa ramete rs  which determine t r a n s f e r  b e n e f i t s  ( i n c l u d i n g  s t a t e - s p e c i f  i c  

measures of AFDC and Food Stamp payment l e v e l s ,  a s  w e l l  a s  V, the  mean 

state Medicaid v a l u e ) ,  and MA is a v e c t o r  d e s c r i b i n g  the  h e a l t h  needs of 



t h e  household. These hea l th  needs both determine the value of medical 

insurance  t o  the household (determining the s i z e  of the Medicaid notch)  

and d i r e c t l y  a f f e c t  AFDC p a r t i c i p a t i o n  exc lus ive  of t h e i r  e f f e c t  on medi- 

c a l  need (households with more hea l th  problems w i l l  probably have lower 

ea rn ings  a b i l i t y ) .  While the a c t u a l  value of the continuous v a r i a b l e  P* 

cannot  be observed, w e  can observe a dichotomous va r i ab l e ,  P, where 

( 3 )  P = 1 i f  W > 0 ( o r  > -ZAnA), 

and P = 0 otherwise.  

Using the d i s c r e t e  v a r i a b l e  P, equat ion (2)  can be est imated by s tandard 

p rob i  t techniques.  

The parameters of equat ion (2)  w i l l  provide a f i r s t - p a s s  es t imate  of 

how h e a l t h  needs a f f e c t  AFDC p a r t i c i p a t i o n  dec is ions .  The a d d i t i o n  of a 

dummy v a r i a b l e  f o r  households r e s id ing  i n  Medically Needy states w i l l  

a l s o  provide an i n i t i a l  look a t  how the Medically Needy program a f f e c t s  

AFDC p a r t i c i p a t i o n .  

Equation (2)  es t imates  the AFDC p a r t i c i p a t i o n  dec i s ion  alone,  

ignor ing  the i n t e r a c t i o n  be tween AFDC recipiency and o the r  behaviora l  

choices .  I n  p a r t i c u l a r ,  the kinks i n  the budget l i n e  induced by the 

i n s t i t u t i o n a l  s t r u c t u r e  of the AFDC program c r e a t e  a s i t u a t i o n  i n  which 

l a b o r  market and AFDC p a r t i c i p a t i o n  dec is ions  a r e  made jo in t l y .  However, 

r e a l i z e  t h a t  one wants to look a t  more than a dichotomous l abo r  market 

p a r t i c i p a t i o n  dec i s ion  and i n v e s t i g a t e  the e x t e n t  o f  l abor  market 

involvement. We noted above t h a t  many women who p a r t i c i p a t e  i n  the labor  

market s t i l l  do not  have p r i v a t e  insurance;  only a s  hours of work 

approach f u l l  t i m e  does medical insurance coverage become highly 



probable. I n  addi t ion ,  the e f f e c t  of AFDC on the margin is  a s  l i k e l y  to  

be a decrease i n  hours (but  continued labor  market p a r t i c i p a t i o n )  a s  a 

dichotomous change i n  labor  market pa r t i c ipa t ion .  Thus, I propose to  

j o i n t l y  es t imate  equation (2 )  and an e x p l i c i t  equat ion f o r  hours of work, 

H is a measure of weekly hours of work, t runcated below zero. XH i s  a 

v e c t o r  of household c h a r a c t e r i s t i c s  a f f e c t i n g  hours of work; TH is  a vec- 

t o r  of labor  demand f a c t o r s ;  and MH is a vector  of va r i ab l e s  measuring 

the  h e a l t h  s t a t u s  of the household.17 

Underlying the choice of hours i s  a util i ty-maximizing decis ion.  I t  

has been noted t h a t  a l i n e a r  demand funct ion f o r  hours is not  neces sa r i l y  

c o n s i s t e n t  with a l i n e a r  equat ion descr ib ing  AFDC pa r t i c ipa t ion .  An 

a l t e r n a t i v e  approach to modeling u t i l i t y  maximization dec is ions  i s  to 

e x p l i c i t l y  choose a func t iona l  form f o r  u t i l i t y ,  and es t imate  the 

tangency point  between it and an e x p l i c i t l y  described budget l i n e  with 

the  appropr ia te  kinks and notches. There a r e  s e r ious  problems with 

implementing t h i s  s t r u c t u r a l  es t imat ion  s t ra tegy .  The most important i s  

t h a t  the s i z e  of the Medicaid subsidy is v i r t u a l l y  impossible to  measure 

accu ra t e ly .  I use a reduced-f orm s p e c i f i c a t i o n  of the underlying deter-  

minants of Medicaid, but  am unable to make a good es t imate  of the d o l l a r  

va lue  of Medicaid insurance to each household. Without a good measure of 

the  s i z e  of the notch, e x p l i c i t  budget segments a r e  d i f f i c u l t  to model. 

Second, these s t r a t e g i e s  a r e  of t en  very d i f f i c u l t  to empir ica l ly  es t imate  

i n  the presence of p a r t i c u l a r l y  "kinked" budget s e t s .  l8 F i n a l l y ,  t h i s  



approach of course depends upon the funct ional  form chosen f o r  the u t i -  

l i t y  function. Funct ional  forms a r e  typ ica l ly  picked f o r  empir ical  con- 

venience, and it i s  not  c l e a r  t ha t  the r e s u l t s  w i l l  be any l e s s  ad hoc 

than those emerging from more reduced-form est imates.  Because of these 

problems, t h i s  paper w i l l  e s t imate  a s e r i e s  of reduced-form equations, 

and w i l l  no t  t ry  to e x p l i c i t l y  model the u t i l i t y  funct ions and the budget 

l i n e s .  The va r i ab le s  which determine u t i l i t y  maximization, a s  well  a s  

the ins  ti tu t i o n a l  parameters which determine the budget l i n e s ,  w i l l  be 

included i n  the equations est imated,  but there w i l l  be no at tempt to 

e s t ima te  a prec ise  s t r u c t u r a l  form f o r  the u t i l i  ty-maximiza t i o n  decision. 

J o i n t  est imation of equations (2) and (4) requi res  maximizing a four- 

p a r t  l ike l ihood funct ion  f o r  each indiv idual ,  

where OH i s  the standard e r r o r  of H. 

I n  non-Medically Needy s t a t e s  , the l ike l ihood funct ion in  equation 

( 5 )  provides the b e s t  es t imate  one can make of the j o i n t  e f f e c t  of medi- 

c a l  need on hours and AFDC pa r t i c ipa t ion .  However, i n  s t a t e s  where the 

Medically Needy program is ava i l ab le ,  equation ( 5 )  is not  complete. I t  

i s  poss ib le  in  these s t a t e s  to be off AFDC and s t i l l  to receive Medicaid. 

For indiv iduals  who a r e  r ec ip i en t s  of AFDC, the same indeterminancy 

occurs  a s  discussed above: s ince  they automatical ly receive both AFDC 

and Medicaid, we cannot separa te  the e f f e c t  of Medicaid on AFDC par- 

t i c i p a t i o n .  However, ind iv iduals  who a r e  not  AFDC r e c i p i e n t s  have 



a d d i t i o n a l  choices i n  Medically Needy s t a t e s :  they can choose how many 

hours they w i l l  work, as  well  a s  choosing whether to use Medicaid. 

Thus, indiv iduals  who a r e  off AFDC no t  only choose hours of work, but  

a l s o  compare t h e i r  u t i l i t y  with and without  Medicaid a t  each poss ib le  

hours choice. Presumably indiv iduals  who f ind more hours a t t r a c t i v e  w i l l  

be l e s s  l i k e l y  to choose Medicaid, s ince they w i l l  be more l i k e l y  t o  have 

a l t e r n a t i v e  sources f o r  medical insurance. This  means tha t  there i s  an 

a d d i t i o n a l  choice equation, which can be w r i t t e n  a s  

where N* i s  an unobservable measure of the u t i l i t y  comparison between 

p a r t i c i p a t i o n  and nonpar t ic ipa t ion  i n  the Medicaid program, % is a vec- 

t o r  of household c h a r a c t e r i s t i c s  a f f e c t i n g  the need f o r  Medicaid, SN i s  a 

v e c t o r  of i n s t i t u t i o n a l  parameters t h a t  a f f e c t  e l i g i b i l i t y  f o r  the 

Medicaid program, and % i s  a vec tor  of hea l th  c h a r a c t e r i s t i c s  of the 

household. While N* cannot be observed, we can observe the dichotomous 

v a r i a b l e  N ,  where 

(7 )  N = 1 i f  N* > 0 (or  sN > -ZNwN), 

and N = 0 otherwise. 

I n  Medically Needy s t a t e s ,  f o r  indiv iduals  observed to  p a r t i c i p a t e  i n  

AFDC, only a two-way choice i s  est imable (no matter  what the value of 

Medicaid t o  them, they receive i t  automat ica l ly) .  Thus the l ike l ihood 

funct ion  f o r  AFDC r e c i p i e n t s  is 



However, non-AFDC r e c i p i e n t s  i n  Medically Needy states face  a  four-par t  

l i k e l i h o o d  funct ion:  

Summing the l i ke l i hood  func t ion  f o r  i nd iv idua l s  i n  non-Medically Needy 

states (equat ion 5) ,  f o r  i nd iv idua l s  on AFDC i n  Medically Needy states 

(equa t ion  Sa) ,  and f o r  i nd iv idua l s  off AFDC i n  Medically Needy S t a t e s  

(equa t ion  8b) across  a l l  i nd iv idua l s  and maximizing w i l l  produce estima- 

tes of m A ,  m N ,  m H ,  OH,  BAH, the c o r r e l a t i o n  c o e f f i c i e n t  between E A  and 

E H ,  and BNH,  the c o r r e l a t i o n  c o e f f i c i e n t  between E N  and EH. (No cor re la -  

t i o n  between E A  and sN can be est imated,  s i nce  AFDC is  never observed 

wi thout  Medicaid. )19 

While t h i s  es t imat ion  technique does provide e f f i c i e n t  es t imates  of 

t h e  j o i n t  choice between AFDC, hours of work, and Medically Needy par- 

t i c i p a t i o n ,  it does no t  allow one to  e s t ima te  the e f f e c t  of h e a l t h  

problems on AFDC independent of t h e i r  e f f e c t  on hours of work. The coef- 

f i c i e n t s  on the h e a l t h  v a r i a b l e s  i n  the AFDC p a r t i c i p a t i o n  equat ion 

combine two e f f e c t s :  Heal th  problems w i l l  i nc r ea se  the insurance value 

of Medicaid f o r  the household. While t h i s  is the e f f e c t  w e  a r e  most 

i n t e r e s t e d  in ,  it  is confounded by the f a c t  t h a t  hea l th  problems w i l l  



a l s o  c o n s t r a i n  t h e  household head i n  t h e  hours  t h a t  she  is a b l e  t o  work, 

e i t h e r  by l i m i t s  on her own h e a l t h  o r  l i m i t s  on h e r  c h i l d r e n ' s  h e a l t h  

t h a t  r e q u i r e  h e r  t o  spend more time a t  home. To e s t i m a t e  the  e f f e c t  of 

h e a l t h  on AFDC p a r t i c i p a t i o n ,  independent of its e f f e c t  on a woman's 

l a b o r  m r k e t  and ea rn ing  power, one wants to inc lude  hours of work as a 

c o n t r o l  v a r i a b l e  i n  the AFDC p a r t i c i p a t i o n  equat ion.  However, i f  AFDC 

and hours  of work are s imul taneous ly  determined,  t h i s  w i l l  l e a d  to an 

o v e r e s t i m a t e  of the  c o e f f i c i e n t  on hours i n  the AFDC equa t ion .  

D e s p i t e  t h i s  problem, because of my i n t e r e s t  i n  e x p l o r i n g  t h e  e f f e c t  

of h e a l t h  problems on AFDC p a r t i c i p a t i o n ,  I propose a f i n a l  set of esti- 

mates i n  which only AFDC and Medical ly  Needy p a r t i c i p a t i o n  a r e  e s t i m a t e d  

j o i n t l y .  R a t h e r  than i n c l u d e  hours of work as a s e p a r a t e  s imul taneous  

c h o i c e  v a r i a b l e ,  I inc lude  it as an independent v a r i a b l e  i n  the  e q u a t i o n s  

f o r  AFDC and Medical ly  Needy p a r t i c i p a t i o n .  Thus, I estimate the  

e q u a t i o n s  

( 2 ' )  P* = ZAvA + fiAH + p A and 

A s  be fore ,  f o r  i n d i v i d u a l s  i n  non-Medically Needy states, one can only  

estimate the  l i k e l i h o o d  f u n c t i o n  

For  i n d i v i d u a l s  i n  Medically Needy states, one can estimate 



Summing l ikel ihood functions (9a) and (9b) across a l l  individuals  and 

maximizing w i l l  produce est imates of the underlying coef f i c i en t s  on the 

hea l th  var iables  (AA and AN) which a r e  purged of the e f f e c t  of heal th  on 

hours by the e x p l i c i t  inclusion of an hours-of-work variable.  20 

The next sect ion w i l l  es t imate the empirical models described here. 

As a f i r s t  pass, I w i l l  es t imate several  simple probi t  models of AFDC 

par t i c ipa t ion ,  including a dummy var iable  for  Medically Needy s t a t e s  . I 

w i l l  compare these r e s u l t s  to those achieved by estimating a three-way 

j o i n t  model of AFDC, hours of work, and usage of the Medically Needy 

program (where avai lable) .  F inal ly ,  I w i l l  compare these r e s u l t s  in  turn 

t o  a two-way est imate of AFDC and Medically Needy pa r t i c ipa t ion ,  i n  which 

hours are  included as  a s p e c i f i c  cont ro l  variable.  The primary questions 

of i n t e r e s t  a re ,  f i r s t ,  How important a r e  the household heal th var iables  

and Medicaid program parameters i n  AFDC par t i c ipa t ion  decisions? ; second, 

To what extent  does the Medically Needy program a f f e c t  AFDC usage?; and 

t h i r d ,  How strong a r e  the e f f e c t s  of household heal th needs on AFDC par- 

t i c i p a t i o n  a f t e r  cont ro l l ing  fo r  t h e i r  e f f e c t  on labor market involve- 

ment? 

V .  Estimation Results 

A s  discussed above, the data s e t  used fo r  t h i s  estimation is NMCUES, 

which provides 475 observations on female-headed households with minor 

children.  Of these households, 150 a r e  i n  non-Medically Needy s t a t e s  and 

325 a r e  i n  Medically Needy s t a t e s .  The var iables  which w i l l  be used to  

es t imate  the models described above a r e  l i s t e d  in  Table 6. Included i s  

the  standard s e t  of household charac ter is  t i c s  tha t  a re  assumed to  a f f e c t  



T a b l e  6  

V a r i a b l e  D e f i n i t i o n s  and Means 
( S t a n d a r d  d e v i a t i o n s  i n  p a r e n t h e s e s )  

Mean Values  
M e d i c a l l y  No n- 

V a r i a b l e  
A 1  1 Needy Medica l ly  

Observa t ions  S t a t e s  Needy S t a t e s  

Household C h a r a c t e r i s t i c s  

Age of head 

E d u c a t i o n  of head: dummy v a r i a b l e s  
(12 y e a r s  
>12 y e a r s  

Household s i z e  

Number of c h i l d r e n  
< 6  y e a r s  

Race ( 1  = b l a c k )  .318 .292 .373 

"Other" income 
(Annual income o t h e r  t h a n  
p u b l i c  a s s i s t a n c e  and e a r n i n g s )  

Program Paramete r s  

Maximum AFDC b e n e f i t s  
(Fami ly  of 4 ,  monthly) 

Maximum food stamp b e n e f i t s  
(Fami ly  of 4 ,  monthly,  a l r e a d y  
r e c e i v i n g  maximum AFDC b e n e f i t s )  

Medicaid  i n s u r a n c e  v a l u e  
Mean s t a t e - s p e c i f i c  v a l u e  f o r  f a m i l y  of 4  

M e d i c a l l y  needy 
E l i g i b i l i t y  l i m i t  (monthly)  

- T a b l e  Continued - 



T a b l e  6 ,  Continued 

V a r i a b l e  

Mean Values 
Medica l ly  No n- 

A l l  Needy Medical ly  
Observa t ions  S t a t e s  Needy S t a t e s  

H e a l t h  I n d i c a t o r s  

R e s t r i c t e d  a c t i v i t y  days  of head 
(Repor ted  a n n u a l  number of 
days  head exper ienced  a c t i v i t y  
l i m i t s  owing t o  i l l n e s s )  

R e s t r i c t e d  a c t i v i t y  days  of o t h e r s  
(Repor ted  annua l  number of days  a l l  
o t h e r  household members exper ienced  
a c t i v i t y  l i m i t s  owing t o  i l l n e s s )  

P h y s i c a l  l i m i t s  on  head: dummy v a r i a b l e  
(Equa l s  1 i f  head r e p o r t s  h e a l t h  
l i m i t s  t o  v igorous  a c t i v i t y )  

P e r c e i v e d  h e a l t h  s t a t u s  
(Mean perce ived  h e a l t h  s t a t u s ,  averaged 
o v e r  a l l  household members ; 
s c a l e  1 = e x c e l l e n t  3 = f a i r  

2 = good 4 = poor)  

Number of o b s e r v a t i o n s  475 325 150 



both labor  market earnings oppor tuni t ies  as  well  a s  preference choices. 

No l abor  market demand va r i ab le s  a r e  l i s t e d  in  Table 6. S t a t e - spec i f i c  

female unemployment r a t e s  and regional  dummies were tes ted  i n  a l l  of the 

models, but had no e f f e c t  and have been dropped from the f i n a l  specif  ica- 

t ions. 

The i n s t i t u t i o n a l  parameters entered i n  the regressions include AFDC 

and Food Stamp guarantee l eve l s ,  the s t a t e - spec i f i c  est imate of the mean 

va lue  of Medicaid insurance, a s  wel l  a s  the protected income l e v e l  of the 

Medically Needy program. Maximum AFDC and Food Stamp bene f i t s  a v a i l a b l e  

t o  f o u r p e r s o n  households i n  each s t a t e  a r e  determined by taking the 

four-person maximum payment l e v e l  f o r  AFDC and ca l cu la t ing  the a d d i t i o n a l  

Food Stamp d o l l a r s  ava i l ab le  to  a four-person family receiving t h i s  maxi- 

mum payment. 21 The value of Medicaid bene f i t s  en te r s  through the 

household-specific demographic and hea l th  var iab les ,  but the s t a t e  

average value f o r  Medicaid insurance f o r  a family of four ,  a s  described 

above, is a l s o  included. This en te r s  the equations a s  a separa te  

va r i ab le ,  allowing i t s  c o e f f i c i e n t  to  d i f f e r  from the c o e f f i c i e n t  on the 

AFDC/Food Stamp maximum. The second parameter of the AFDC program, the 

s t a t e - s p e c i f i c  tax r a t e ,  was included i n  e a r l i e r  est imates ,  but was never 

s i g n i f i c a n t .  22 The protected income l eve l  i n  Medically Needy s t a t e s  

i n d i c a t e s  the point  a t  which Medicaid e l i g i b i l i t y  ends. I t  would be 

expected t h a t  s t a t e s  with higher protected income l e v e l s  w i l l  have higher  

Medically Needy p a r t i c i p a t i o n  r a t e s .  The spenddown period was included 

i n  e a r l i e r  es t imates  but was never s ign i f i can t .  Addit ional  measures of 

the ex ten t  of Medicaid coverage f o r  various expense ca tegor ies  in  each 

s t a t e  were a l s o  i n s i g n i f i c a n t  i n  a l l  equations. 



Measures of h e a l t h  needs of each household a r e  l i s t e d  a t  t h e  bottom 

o f  T a b l e  6 .  A v a r i e t y  of a d d i t i o n a l  h e a l t h - r e l a t e d  v a r i a b l e s  were t e s t e d  

b u t  were excluded owing t o  i n s i g n i f i c a n c e .  R e s t r i c t e d  a c t i v i t y  days  is a  

s t a n d a r d  measure of t h e  number of days  a n  i n d i v i d u a l  e x p e r i e n c e s  p h y s i c a l  

l i m i t a t i o n s  owing t o  i l l n e s s .  P h y s i c a l  l i m i t a t i o n s  on s t r e n u o u s  a c t i -  

v i t y  by t h e  household  head i s  a  measure of d i s a b i l i t y .  The v a r i a b l e  

" p e r c e i v e d  h e a l t h  s t a t u s "  i s  a  more s u b j e c t i v e  measure of a  househo ld ' s  

m e d i c a l  needs;  t h i s  v a r i a b l e ,  however, makes a  s i g n i f i c a n t  c o n t r i b u t i o n  

t o  v i r t u a l l y  every  e q u a t i o n ,  even a f t e r  o t h e r  measures of h e a l t h  needs 

a  r e  inc luded .  

T a b l e  7 p r e s e n t s  a s e t  of s imple  p r o b i t  e q u a t i o n s  i n  which t h e  dicho- 

tomous v a r i a b l e  is r e c e i p t  of AFDC ( s e e  e q u a t i o n  2 ) .  Column 1 shows t h e  

r e s u l t s  from a s t a n d a r d  p r o b i t  a n a l y s i s .  C o n s i s t e n t  w i t h  similar ana ly -  

s e s  on  o t h e r  d a t a  s e t s ,  Tab le  7 i n d i c a t e s  t h a t  younger,  l e s s  educa ted  

women w i t h  l a r g e r  f a m i l i e s ,  more young c h i l d r e n ,  and s m a l l e r  amounts of 

unearned income a r e  more l i k e l y  t o  use  AFDC. Higher  AFDC and food stamp 

g u a r a n t e e s  i n c r e a s e  p a r t i c i p a t i o n  l e v e l s .  Mean s t a t e  medical  i n s u r a n c e  

v a l u e s  a r e  i n s i g n i f i c a n t  i n  t h e  e q u a t i o n ,  which i m p l i e s  t h a t  once 

h o u s e h o l d - s p e c i f i c  demographic and h e a l t h  e f f e c t s  a r e  accounted f o r ,  a n  

a g g r e g a t e  s t a t e  measure of t h e  i n s u r a n c e  v a l u e  of Medicaid adds nothing.  

L i m i t s  on p h y s i c a l  a c t i v i t y  by t h e  head i n c r e a s e  t h e  p r o b a b i l i t y  of be ing  

o n  AFDC, as does  a p o o r e r  pe rce ived  household h e a l t h  s t a t u s .  ( R e s t r i c t e d  

a c t i v i t y  days  of head o r  o t h e r  household members i s  excluded from a l l  

AFDC r e g r e s s i o n s .  They were i n c l u d e d  i n  e a r l i e r  e s t i m a t i o n s ,  b u t  had 

c o n s i s t e n t l y  small and i n s i g n i f i c a n t  e f f e c t s . )  It i s  c l e a r  t h a t  h e a l t h  

s t a t u s  h a s  a 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 ,  whether  t h e  



Table  7 

P r o b i t  Es t imates  of AFDC P a r t i c i p a t i o n  

With Medical ly  Only S t a t e s  Only S t a t e s  
Simple Needy Dummy w i t h  Medical ly  Without Medical ly  
P r o b i t  V a r i a b l e  Needy Programs Needy Programs 

Age of head 

Age squared 

E d u c a t i o n  of head 
( < I 2  y e a r s )  

E d u c a t i o n  of head 
0 1 2  y e a r s )  

Household s i z e  

Number of c h i l d r e n  
< 6  y e a r s  

Race 
( 1  = b l a c k )  

"Other"  income 

L i m i t e d  a c t i v i t y  of head 
(011 v a r i a b l e )  

Mean perce ived  h e a l t h  
s t a t u s  ( 1  = exc. ,  
4 = poor) 

AFDC + food stamp 
maximum 

Medicaid i n s u r a n c e  
v a l u e  

- Table  cont inued - 



Table 7, Continued 

With Medically Only States  Only States  
Simple Needy Dummy with Medically Without Medically 
Probit Variable Needy Programs Needy Programs 

Medically needy 
s t a t e  (=I) 

Constant 

Likelihood value -199.6 -199.2 -130.6 -65.0 

Number of observations 475 475 325 150 

Note: See Table 6 f o r  more extens ive  variable  de f in i t i ons .  

"Signi f icant  a t  10% l e v e l  or higher. 



c o e f f i c i e n t s  i n  Table  7 a r e  i n t e r p r e t e d  a s  measures of t h e  va lue  of 

Medicaid o r  a s  measures of t h e  impact of h e a l t h  on earnings capab i l i t y .  

Column 2 i nc ludes  a  dummy v a r i a b l e  f o r  Medically Needy s t a t e s .  

Contrary t o  expec t a t i ons ,  t h e  impact of t h e  Medically Needy program i s  

p o s i t i v e  and i n s i g n i f i c a n t .  The above d i scus s ion  ind i ca t ed  t h a t  t h e  

Medically Needy program should decrease  AFDC p a r t i c i p a t i o n  by al lowing 

households t o  r ece ive  Medicaid without e s t a b l i s h i n g  AFDC e l i g i b i l i t y .  To 

f u r t h e r  exp lo re  t h e  d i f f e r e n c e s  between s t a t e s  wi th  and without  Medically 

Needy programs, columns 3 and 4 e s t ima te  s e p a r a t e  p r o b i t  equa t ions  f o r  

i n d i v i d u a l s  i n  each group of s t a t e s .  I n t e r e s t i n g l y ,  t h e  gene ra l  measure 

o f  t h e  insurance  va lue  of Medicaid s i g n i f i c a n t l y  a f f e c t s  AFDC par- 

t i c i p a t i o n  i n  s t a t e s  without  Medically Needy programs, but not i n  

Medical ly  Needy s t a t e s ,  where Medicaid i s  not s o  t i g h t l y  l inked  t o  AFDC 

e l i g i b i l i t y .  However, a  l i ke l i hood  r a t i o  t e s t  comparing t h e  s e p a r a t e  

e s t i m a t e s  i n  columns 3 and 4 w i th  t h e  combined e s t ima te s  i n  column 1 

i n d i c a t e s  no s t a t i s t i c a l  g a i n  t o  a  s e p a r a t e  e s t ima t ion  s t r a t e g y .  

The p rob i t  e s t ima te s  i n  Table 7 i n d i c a t e ,  f i r s t ,  t h a t  household- 

s p e c i f i c  h e a l t h  v a r i a b l e s  c l e a r l y  i n f luence  AFDC p a r t i c i p a t i o n  dec i s ions ;  

second, t h a t  a  more aggrega te  measure of t h e  va lue  of Medicaid insurance  

appears  t o  have l i t t l e  a d d i t i o n a l  explanatory power; and t h i r d ,  t h a t  t h e  

presence  of t h e  Medically Needy program by i t s e l f  seems t o  have l i t t l e  

impact on AFDC p a r t i c i p a t i o n .  

To f u r t h e r  explore  t h e s e  r e s u l t s ,  Table 8 provides  e s t ima te s  of a  

more complex three-way choice  model between AFDC, hours ,  and Medicaid 

p a r t i c i p a t i o n ,  a s  descr ibed  i n  equat ions (5), (8a)  and (8b) above. A s  

noted,  t h e  equa t ion  f o r  Medicaid p a r t i c i p a t i o n  i s  est imated s o l e l y  from 



Table  8 

J o i n t  Es t imates  of Labor Force,  AFDC, and 
Medical ly  Needy P a r t i c i p a t i o n  

AFDC Hours of Medically Needy 
P a r t i c i p a t i o n  Work P a r t i c i p a t i o n  

Age of head 

Age squared 

Educa t ion  of head 
(<12 y e a r s )  

Educa t ion  of head 
0 1 2  y e a r s )  

Household s i z e  

Number of c h i l d r e n  
<6 y e a r s  

Race 
( 1  = b lack )  

"Other" income 

R e s t r i c t e d  a c t i v i t y  
days of head 

R e s t r i c t e d  a c t i v i t y  
days  of o t h e r s  

Limited a c t i v i t y  of head 
(011 v a r i a b l e )  

Mean perceived h e a l t h  
s t a t u s  ( 1  = exc., 
4 = poor) 

- Table  continued - 



Table 8 ,  Continued 

AFDC Hours of Medical ly  Needy 
P a r t i c i p a t i o n  Work P a r t i c i p a t i o n  

AFDC + food stamp 
maximum 

Medicaid insurance 
v a l u e  

Medical ly  needy 
e l i g i b i l i t y  l e v e l  

Constant 

Standard error 

Corre la t ion  c o e f f i c i e n t s  

Likel ihood value 1886.2 

Notes:  See Table 6  f o r  more e x t e n s i v e  v a r i a b l e  d e f i n i t i o n s .  Number o f  
observat ions  = 475. 

* S i g n i f i c a n t  a t  10% l e v e l  o r  higher.  



t h o s e  households i n  Medically Needy s t a t e s  who a r e  not on AFDC. The 

c o e f f i c i e n t s  f o r  t h e  hours equa t ion  i n  Table 8 provide a  s tandard  s e t  of 

r e s u l t s .  Older women wi th  more educa t ion  and fewer c h i l d r e n  a r e  l i k e l y  

t o  work more. A l l  forms of h e a l t h  l i m i t a t i o n s  have nega t ive  e f f e c t s  on 

hours.  Thus, t h e  l i m i t i n g  e f f e c t  of AFDC on h e a l t h  i s  a t  l e a s t  p a r t l y  

due t o  i t s  l i m i t i n g  e f f e c t  on l abo r  market involvement. The e s t ima te s  of 

AFDC p a r t i c i p a t i o n  and hours i n  Table  8 a r e  v i r t u a l l y  i d e n t i c a l  t o  those  

i n  Table  7 ,  a s  they should be ( t h e  j o i n t  e s t ima t ion  i n c r e a s e s  e f f i c i e n c y  

on ly ) .  A s  one might expec t ,  t h e  i n t e r c o r r e l a t i o n  between t h e  AFDC and 

hours  equa t ions  i s  s i g n i f i c a n t  and negat ive,  implying t h a t  t h e  

unexplained h ighe r  r e s i d u a l s  i n  t h e  hours equa t ions  a r e  c o r r e l a t e d  wi th  

t h e  unexplained low r e s i d u a l s  i n  t h e  AFDC equat ions  ( i . e . ,  unexplained 

h igh  hours a r e  c o r r e l a t e d  wi th  unexplained low AFDC usage).  This is  a n  

i n d i c a t i o n  of t h e  simultaneous na ture  of t h e  hours/AFDC choice ,  and t h e  

c o r r e l a t i o n ,  whi le  not extremely high,  is s t i l l  s i g n i f i c a n t .  

The determinants  of p a r t i c i p a t i o n  i n  t h e  Medically Needy program a r e  

shown i n  t h e  t h i r d  set of c o e f f i c i e n t s  i n  Table 8. P a r t i c i p a t i o n  i n  

Medicaid through t h e  Medically Needy program is p o s i t i v e l y  a f f e c t e d  by 

number of small  c h i l d r e n  and minor i ty  s t a t u s .  R e s t r i c t e d  a c t i v i t y  days 

of  t h e  head have a  s i g n i f i c a n t  p o s i t i v e  e f f e c t ,  a l though r e s t r i c t e d  a c t i -  

v i t y  days of o t h e r  household members a r e  negat ive,  a  somewhat puzzl ing 

r e s u l t .  Limited phys ica l  a c t i v i t y  of t h e  head has l i t t l e  e f f e c t ,  bu t  

poor perceived h e a l t h  s t a t u s  i s  s t rong ly  and p o s i t i v e l y  r e l a t e d  t o  

Medicaid usage. The s h o r t  s t o r y  from t h i s  equa t ion  is t h a t  s i g n i f i c a n t  

i l l n e s s  on t h e  p a r t  of t h e  head of t h e  household (a l though not long-term 

phys i ca l  l i m i t s )  and t h e  presence of small  c h i l d r e n  a r e  most l i k e l y  t o  



p l a c e  a non-AFDC household on t h e  Medical ly  Needy program. As expec ted ,  

t h e  p r o t e c t e d  income l e v e l  of t h e  Medical ly  Needy program does  have a 

p o s i t i v e  e f f e c t  on usage. The l a r g e r  t h e  e l i g i b i l i t y  range,  t h e  more 

l i k e l y  a household i s  t o  p a r t i c i p a t e .  As i s  a l s o  t r u e  i n  t h e  AFDC par- 

t i c i p a t i o n  e q u a t i o n s ,  t h e  average  s t a t e  v a l u e  of Medicaid i n s u r a n c e  t o  

t h e  household a p p e a r s  t o  have l i t t l e  e f f e c t  by i t s e l f .  

The r e s u l t s  i n  T a b l e  8 c o n t i n u e  t o  a f f i r m  t h e  importance of h e a l t h  i n  

d e t e r m i n i n g  AFDC and work hours  c h o i c e s ,  as w e l l  a s  a f f e c t i n g  p a r t i c i p a -  

t i o n  i n  t h e  Medical ly  Needy segment of Medicaid. However, a s  noted i n  

t h e  p rev ious  s e c t i o n ,  t h e  c o e f f i c i e n t s  on t h e  h e a l t h  v a r i a b l e s  i n  t h e  

AFDC and Medical ly  Needy p a r t i c i p a t i o n  e q u a t i o n  confound t h e i r  e f f e c t s  on 

t h e  v a l u e  of Medicaid w i t h  t h e i r  e f f e c t s  on hours  of work, b o t h  of which 

i n f l u e n c e  AFDC and Medicaid p a r t i c i p a t i o n .  Tab le  9  p rov ides  e s t i m a t e s  of 

AFDC and Medical ly  Needy p a r t i c i p a t i o n ,  w i t h  hours  of work e x p l i c i t l y  

i n c l u d e d  a s  a  c o n t r o l  v a r i a b l e .  These r e s u l t s  a r e  based on e q u a t i o n s  

( 9 a )  and (9b) from t h e  p rev ious  sec t ion .23  The i n c l u s i o n  of hours  has  

c l e a r  e f f e c t s  on t h e  c o e f f i c i e n t s  i n  t h e  AFDC equat ion.  The human capi-  

t a l  v a r i a b l e s  become somewhat s m a l l e r  and l e s s  s i g n i f i c a n t  ( t h e i r  e f f e c t s  

o n  AFDC v i a  hours  a r e  now being cap tured  by t h e  hours  v a r i a b l e  i t s e l f ) .  

While  t h e  e f f e c t  of t h e  h e a l t h  v a r i a b l e s  a l s o  d e c r e a s e s ,  p h y s i c a l  l i m i t a -  

t i o n s  on h e a d ' s  a c t i v i t i e s  c o n t i n u e  t o  i n f l u e n c e  AFDC p a r t i c i p a t i o n ,  even 

a f t e r  t h e i r  impact on hours  of work a r e  c o n t r o l l e d  f o r .  The e f f e c t s  of 

t h e  s t r u c t u r a l  program v a r i a b l e s  a r e  l a r g e l y  unchanged. 

The Medical ly  Needy p a r t i c i p a t i o n  e q u a t i o n  i s  l e s s  a f f e c t e d  by t h e  

i n c l u s i o n  of hours ,  which i s  not s u r p r i s i n g ,  g i v e n  i t s  low c o r r e l a t i o n  

w i t h  hours  i n  T a b l e  8. While i n c r e a s e d  hours  of work c l e a r l y  make 



Table  9 

J o i n t  E s t i m a t e s  of AFDC and Medical ly  Needy P a r t i c i p a t i o n  
w i t h  Hours a s  a n  Independent V a r i a b l e  

AFDC Medica l ly  Needy 
P a r t i c i p a t i o n  P a r t i c i p a t i o n  

Age of head 

Age squared 

E d u c a t i o n  of head 
(<12  y e a r s )  

E d u c a t i o n  of head 
0 1 2  y e a r s )  

Household s i z e  

Number of c h i l d r e n  
<6 y e a r s  

Race 
( 1  = b l a c k )  

"Other" income 

R e s t r i c t e d  a c t i v i t y  
days  of head 

R e s t r i c t e d  a c t i v i t y  
days  of o t h e r s  

L imi ted  a c t i v i t y  of head 
(011  v a r i a b l e )  

Mean perce ived  h e a l t h  
s t a t u s  ( 1  = exc. ,  
4 = poor)  

- Table  cont inued - 



Table  9 ,  Continued 

AFDC Medical ly  Needy 
P a r t i c i p a t i o n  P a r t i c i p a t i o n  

AFDC + food stamp 
maximum 

Medicaid i n su rance  
v a l u e  

Medica l ly  needy 
e l i g i b i l i t y  l e v e l  

Hours of work 

Cons tan t  

L ike l ihood  va lue  

Notes:  See Table  6 f o r  more ex t ens ive  v a r i a b l e  d e f i n i t i o n s .  
Number of obse rva t i ons  = 475. 

* S i g n i f i c a n t  a t  10% l e v e l  o r  higher .  



Medicaid r e c e i p t  l e s s  l i k e l y  ( a s  noted above, women who work more hours  

a r e  f a r  more l i k e l y  t o  be  covered by p r i v a t e  i n s u r a n c e ) ,  t h e  h e a l t h  and 

program v a r i a b l e s  remain much a s  t h e y  d i d  i n  t h e  e s t i m a t e s  i n  Tab le  8. 

I n  o t h e r  words, t h e  u s e  of Medicaid through t h e  Medical ly  Needy program 

i s  c l e a r l y  a f f e c t e d  by h e a l t h  problems of t h e  household,  even a f t e r  l a b o r  

market  involvement i s  h e l d  cons tan t .  

Although t h e  r e s u l t s  i n  Tab les  7 th rough  9  a r e  i n t e r e s t i n g ,  i t  is 

o f t e n  h a r d  t o  i n t e r p r e t  such e s t i m a t i o n s  w i t h o u t  look ing  a t  t h e  e f f e c t s  

o n  a  s i m u l a t e d  household. Tab le  10 p r o v i d e s  a n  i n d i c a t i o n  of t h e  beha- 

v i o r a l  r esponses  i n d i c a t e d  by t h e  e s t i m a t e d  c o e f f i c i e n t s .  Table  10 looks  

a t  t h e  AFDC, l a b o r  market ,  and Medicaid d e c i s i o n s  of a n  i n d i v i d u a l  w i t h  a  

s t a n d a r d  s e t  of c h a r a c t e r i s t i c s .  P a r t  A v a r i e s  t h e  h e a l t h  s t a t u s  of t h e  

household,  and P a r t  B v a r i e s  parameters  i n  t h e  AFDC and Medicaid 

programs, i n d i c a t i n g  how e s t i m a t e d  AFDC, l a b o r  market,  and Medicaid par- 

t i c i p a t i o n  change. E s t i m a t e s  i n  Tab le  1 0  a r e  based on t h e  c o e f f i c i e n t s  

from T a b l e  8. 

A woman w i t h  t h e  s t a n d a r d  c h a r a c t e r i s t i c s  d e f i n e d  h e r e  has  about  a  

46% chance of being on AFDC and a  54% chance of not  u s i n g  t h e  program. 

F o r  women i n  Medical ly  Needy s t a t e s  who a r e  no t  on AFDC, t h e r e  i s  a  15% 

chance  they  w i l l  u s e  t h e  Medical ly  Needy program a t  some p o i n t  d u r i n g  t h e  

y e a r ,  and a  39% chance t h e y  w i l l  not. The t o p  p a r t  of Table  10 i n d i c a t e s  

how t h e s e  p a r t i c i p a t i o n  e s t i m a t e s  change a s  t h e  measures of h e a l t h  s t a t u s  

change. I f  t h e  head h a s  a  s e r i o u s  p h y s i c a l  l i m i t a t i o n ,  h e r  p r o b a b i l i t y  

of be ing  on AFDC r i s e s  t o  66%, but  t h e  p r o b a b i l i t y  of p a r t i c i p a t i n g  i n  

t h e  Medical ly  Needy program d e c r e a s e s  a s  h e r  chances of being o f f  AFDC 

f a l l .  Households who p e r c e i v e  themselves a s  having only  " f a i r "  h e a l t h  



Table 10 

Simulatirg AFDC Usage, Labor Force Participation, 
a d  &dically Needy E'rogram Usagea 

I n  M c a l l y  Needy States 
Joint Probability of Not Probability Q€ Not 

Probability a£ Joint Probability on AFDC, k r k i r g  , on AFDC, k r k i r g  , ard 
Beirg on AFDC of k r k i r g  a d  ard Usirg Medically Not Usirg Medically 
a d  krkFrg Not Beirg on AFDC Nedy Progran Needy Progran 

Standard individualb 

With Physical Limitsc 
on Heads 

With Imreased Restrictedd 
Activity Days 

With Perceived Healthe 
= Fair 

Stadard ~ndividualb 

Imrease ~ c a i d f  
Eligibil i ty llrrdt by $100 

A. Effect Q€ Charges i n  Health Status 

.457 .543 .I49 

B. Effect of Charges i n  Progran Paraneters 

.457 .543 .I49 

I m e a s e  BeMS a d  
Medicaid Eligibil i ty 
Limit by $1008 .544 .456 

Decrease Ben+FS and 
Msdicaid Eligibility 
Limit by $ l a h  .371 .629 

- Table contirued - 
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Table 10, Contillled 

a S W a t i o n s  based on results reported i n  Table 8. 

b&e = 30; Educ < 12 years; race = black; household size = 3; children < 6 = 1; a& other i n a n e  = 
$2,000; monthly AFDC benefit plus food stamp amimm = $454; M c a i d  incaw eligibil i ty Ymit = $421; 
m e d i c a l  insurame value = $146; a n n d  restricted activity days of head = 19.0; a& restricted activity 
days of others = 20.1; limitations on physical activity of hd = 0; perceived health status, scale of 1 
(excellent) t o  4 (poor) = 1.68. 

C h  as standard individual except limitations on physical activity of head = 1. 

d ~ a n e  as standard idividual except restricted activity days of hd = 22.0, restricted activity days of 
others = 23.1. 

e~ as standard irdividual except perceived health status = 3. 

f ~ a n e  as stardard id ividual  except Medicaid eligibil i ty limit = 521. 

gSanre as standard irdividual except AFM: b d i t  plus food stanp m x h m  = $554; Medicaid incane eligibi- 
l i t y  l i m i t  = $521. 

h~ as standard irdividual except AFM: bemfi t  plus food stamp mdmm = $354; Medicaid i- eligibi- 
l i t y  l i m i t  = $321. 



a r e  more l i k e l y  t o  be on AFDC ( 6 2 % ) ,  but  a r e  a l s o  very l i k e l y  t o  par- 

t i c i p a t e  i n  t h e  Medically Needy program i f  not on AFDC. These simula- 

t i o n s  a f f i r m  t h e  importance of h e a l t h  i n  determining t h e  l i k e l i h o o d  of 

AFDC r e c e i p t  among c e r t a i n  households. 

The bottom p a r t  of Table 10 i n d i c a t e s  how AFDC, l abo r  market, and 

Medicaid usage changes a s  t h e  parameters of t h e  AFDC and Medicaid 

programs a r e  var ied .  I f  t h e  Medically Needy pro tec ted  income e l i g i b i l i t y  

l i m i t  were expanded by $100 (without  any changes i n  t h e  e l i g i b i l i t y  

l e v e l s  f o r  AFDC and food s tamps) ,  t h i s  woman's p r o b a b i l i t y  of using t h e  

Medically Needy program would rise from 15% t o  3 4 % .  I f  t h e  i n c r e a s e  i n  

Medical ly  needy e l i g i b i l i t y  l e v e l s  i s  matched by a  $100 i n c r e a s e  i n  AFDC 

and Food Stamp b e n e f i t  l e v e l s ,  both AFDC p a r t i c i p a t i o n  and Medically 

Needy p a r t i c i p a t i o n  p r o b a b i l i t i e s  r i s e .  Of course,  t h e  magnitude of t h e  

change depends on t h e  s t a r t i n g  l e v e l  of bene f i t s .  Addi t iona l  s imu la t i on  

r e s u l t s ,  not repor ted  here ,  i n d i c a t e  t h a t  t h e  lower t h e  i n i t i a l  AFDC 

b e n e f i t  l e v e l s ,  t h e  g r e a t e r  w i l l  i nc reases  i n  AFDC o r  Medically Needy 

e l i g i b i l i t y  l i m i t s  a f f e c t  behavior.  

VI. Concluding Comments 

The i n i t i a l  s e c t i o n s  of t h i s  paper i nd i ca t ed  t h a t  many female-headed 

households should want t o  be covered by t h e  Medicaid program, both 

because i t s  insurance  i n c r e a s e s  t h e  l e v e l  of t h e  household's medical 

c a r e ,  and because p r i v a t e  insurance  i s  not r e a d i l y  a v a i l a b l e  t o  many of 

t h e s e  women. A t h e o r e t i c a l  exp lo ra t i on  of t h e  Medicaid e l i g i b i l i t y  r u l e s  

i n d i c a t e d  t h a t  women who value medical insurance  should be l i k e l y  t o  seek 

AFDC e l i g i b i l i t y  i n  order  t o  guaran tee  h e a l t h  ca re .  The presence of t he  



Medica l ly  Needy program i n  some s t a t e s ,  a l lowing  women under  some c i r -  

cumstances t o  r e c e i v e  Medicaid when not e l i g i b l e  f o r  AFDC, o f f e r e d  one 

way of t e s t i n g  t h e  impact of medical  need on AFDC p a r t i c i p a t i o n .  The 

r e s u l t s  of t h i s  paper  have supported some, b u t  not a l l ,  of o u r  i n i t i a l  

hypotheses .  

F i r s t ,  i t  i s  c l e a r  t h a t  g r e a t e r  h e a l t h  needs induce  g r e a t e r  u s e  of 

t h e  AFDC program. T h i s  i s  t r u e  even when t h e  impact of h e a l t h  on hours  

o f  work is c o n t r o l l e d  f o r .  T h i s  i s  c o n s i s t e n t  w i t h  t h e  h y p o t h e s i s  t h a t  

households  w i t h  g r e a t e r  medical  needs v a l u e  medical  i n s u r a n c e  more 

h i g h l y ,  and t h u s  w i l l  be more l i k e l y  t o  s e e k  AFDC e l i g i b i l i t y .  It is 

a l s o  t r u e  t h a t  h e a l t h  h a s  a  s i g n i f i c a n t  impact on hours  i n  t h e  l a b o r  

market.  A l a r g e  p a r t  of t h e  e f f e c t  of h e a l t h  v a r i a b l e s  i n  a s imple  pro- 

b i t  e q u a t i o n  of AFDC p a r t i c i p a t i o n  comes from t h e  e f f e c t  of h e a l t h  on 

l a b o r  market cho ices .  C l e a r l y ,  models of AFDC p a r t i c i p a t i o n  t h a t  i g n o r e  

h e a l t h  f a c t o r s  a r e  o m i t t i n g  a very  impor tan t  v a r i a b l e .  

Second, t h i s  paper  has  i n d i c a t e d  t h a t  t h e  p resence  of t h e  Medical ly  

Needy program has  l i t t l e  impact on AFDC p a r t i c i p a t i o n .  There i s  l i t t l e  

s u p p o r t  h e r e  f o r  t h e  h y p o t h e s i s  t h a t  t h e  Medical ly  Needy program induces  

women t o  l e a v e  AFDC by prov id ing  them w i t h  con t inued  medical  i n s u r a n c e  

coverage.  T h i s  i s  probably  not  too  s u r p r i s i n g ,  g i v e n  t h e  ex t remely  

l i m i t e d  n a t u r e  of Medical ly  Needy coverage ( o v e r  a  v e r y  s h o r t  spenddown 

p e r i o d )  and t h e  low l e v e l  of income e l i g i b i l i t y  s e t  by most s t a t e s  f o r  

coverage  by t h e  Medical ly  Needy program. 

T h i r d ,  w i t h i n  t h o s e  s t a t e s  t h a t  o f f e r  t h e  Medical ly  Needy program, i t  

i s  c l e a r  t h a t  t h e  program induces  h i g h e r  l e v e l s  of Medicaid usage. Q u i t e  

a h i g h  percen tage  of women--even t h o s e  w i t h  s i g n i f i c a n t  l a b o r  market 



at tachment-- repor t  some use  of Medicaid over t h e  y e a r  wi thou t  a  con- 

c o m i t a n t  u s e  of AFDC. T h i s  usage i s  s t r o n g l y  r e l a t e d  t o  t h e  p resence  of 

s m a l l  c h i l d r e n  i n  t h e  household,  and t o  i n c r e a s e d  i l l n e s s  of t h e  head. 

I t  is a l s o  s i g n i f i c a n t l y  a f f e c t e d  by t h e  income e l i g i b i l i t y  l e v e l  f o r  t h e  

Medica l ly  Needy program s e t  by t h e  s t a t e .  As Table  4 i n d i c a t e s ,  t h e  main 

d i f f e r e n c e  between s t a t e s  w i t h  and wi thou t  t h e  Medical ly  Needy programs 

w a s  i n  t h e  number of households  t h a t  were un insured ,  implying t h a t  t h e  

Medica l ly  Needy program a t t r a c t e d  p a r t i c i p a n t s  who would o t h e r w i s e  have 

b e e n  uninsured.  Thus, w h i l e  t h e  Medical ly  Needy program i n c r e a s e s  s t a t e  

medica l  c o s t s ,  i t  does  p rov ide  a n  avenue of a s s i s t a n c e  t o  working low- 

income households  who have chosen no t  t o  p a r t i c i p a t e  i n  o t h e r  w e l f a r e  

programs . 
It shou ld  be noted t h a t  t h i s  paper  does  not answer t h e  q u e s t i o n  of 

whether  extended Medicaid coverage would s i g n i f i c a n t l y  a f f e c t  behavior .  

While t h e  p resence  of t h e  Medical ly  Needy program has  l i t t l e  a f f e c t  on 

AFDC usage,  t h i s  does not  imply t h a t  a  major e x t e n s i o n  of Medicaid 

coverage ,  s e p a r a t i n g  i t  from AFDC e l i g i b i l i t y ,  would not have l a r g e  

e f f e c t s .  I n  f a c t ,  g i v e n  t h e  importance of h e a l t h  on t h e  u s e  of AFDC and 

o n  u s e  of t h e  Medical ly  Needy program where i t  is a v a i l a b l e ,  i t  i s  l i k e l y  

t h a t  any major expansion of h e a l t h  c a r e  f o r  low-income f a m i l i e s  might 

s i g n i f i c a n t l y  improve t h e i r  w e l f a r e  and i n c r e a s e  t h e i r  work e f f o r t .  The 

e v i d e n c e  provided i n  t h i s  paper  on t h e  l a c k  of h e a l t h  i n s u r a n c e  coverage 

among many female-headed households  c e r t a i n l y  i n d i c a t e s  a need t o  con- 

s i d e r  ways t o  ex tend  e i t h e r  p u b l i c  o r  p r i v a t e  i n s u r a n c e  coverage t o  more 

low-income, female-headed f a m i l i e s .  



A number of research  i s s u e s  r a i s ed  here  a r e  worthy of f u r t h e r  

i n v e s t i g a t i o n .  F i r s t  , t h i s  paper ignores  i s s u e s  of underinsurance,  

looking  only a t  t h e  presence o r  absence of some form of insurance 

coverage. It would be  u se fu l  t o  have more d e t a i l e d  d a t a  on ex t en t  of 

coverage,  t o  i n d i c a t e  how d i f f e r e n t  coverage schemes a f f e c t  behavior.  

Second, l o n g i t u d i n a l  d a t a  on t h e  use  of AFDC and Medicaid over t i m e  would 

be  very i n t e r e s t i n g .  This  information could be used t o  i n v e s t i g a t e  

whether t h e  ex t ens ion  of Medicaid b e n e f i t s  f o r  s e v e r a l  months a f t e r  t he  

end of AFDC i s  u s e f u l  i n  g e t t i n g  women of f  AFDC and i n t o  t h e  l abo r  

market. Longi tudinal  d a t a  on h e a l t h  problems would a l s o  be u s e f u l  i n  

determining how ex tens ive  t h e  h e a l t h  problems and medical b i l l s  of t h e  

uninsured a r e ,  and t h e  ex t en t  t o  which l ack  of medical ca re  i n  one t ime 

per iod  induces f u r t h e r  medical problems i n  t he  fu tu re .  F i n a l l y ,  t h i s  

paper ignores  many of t h e  programmatic d i f f e r e n c e s  i n  Medicaid between 

s t a t e s ,  such a s  d i f f e r e n c e s  i n  t h e  ex t en t  of coverage of non-AFDC house- 

holds .  More d e t a i l e d  r e sea rch  on t h e  e f f e c t s  of t h e s e  v a r i a t i o n s  would 

s u r e l y  be u s e f u l  t o  t h e  many s t a t e s  s t r u g g l i n g  t o  determine how b e s t  t o  

s t r u c t u r e  a n  e f f e c t i v e  Medicaid program. 



Appendix Tab le  A 

S t a t e  Medica l ly  Needy Programs 

1980 Medicaid 
1980 AFDC Monthly Net 

M e d i c a l l y  Maximum Monthly P r o t e c t e d  Spenddown 
Needy Payment Income P e r i o d  

Program? (4-Person Family) (4-Person Family)  (Months) 

Alabama 
A l a s k a  
Arkansas  
Ar izonaa  
C a l i f o r n i a  

Y e s  

Y e s  

Co lo rado  
C o n n e c t i c u t  
Delaware 
D C. 
F l o r i d a  

Yes 

Y e s  

G e o r g i a  
H a w a i i  
I d a h o  
I l l i n o i s  
I n d i a n a  

Yes 

Y e s  

Iowa 
Kansas  
Kentucky 
L o u i s i a n a  
Maine 

Yes 
Y e s  
Y e s  
Yes 

Maryland 
M a s s a c h u s e t t s  
Michigan 
Minneso ta  
M i s s i s s i p p i  

Yes 
Yes 
Yes 
Y e s  

M i s s o u r i  
Montana 
Nebraska  
Nevada 
New Hampshire 

Y e s  
Yes 

Yes 

- Table  Continued - 



Appendix Table A, Continued 

1980 Medicaid 
1980 AFDC Monthly Net 

Medically Maximum Monthly Pro tec ted  Spenddown 
Needy Payment Income Period 

Program? (4-Person Family) (4-Person Family) (Months) 

New Je r sey  
New Mexico 
New York 
North Caro l ina  
North Dakota 

Ohio 
Oklahoma 
Oregon 
Pennsylvania  
Rhode I s l a n d  

South Caro l ina  
South Dakota 
Tennessee 
Texas 
Utah 

Vermont 
V i r g i n i a  
Washington 
West V i r g i n i a  
Wisconsin 

Yes 
Yes 
Yes 

Yes 

Yes 
Yes 

Yes 

Yes 

Yes 
Yes 
Yes 
Yes 
Yes 

aArizona has no Medicaid program. 



Notes 

l s e e  U.S. Department of H e a l t h  and Human S e r v i c e s  (1983).  

2Some women and c h i l d r e n  a r e  covered by i n s u r a n c e  p o l i c i e s  th rough  

t h e i r  ex-spouses. 

3 ~ h e r e  i s  a n  e x t e n s i v e  l i t e r a t u r e  o n  u n i n s u r a n c e  and under insurance.  

Among t h e  most r e c e n t  c o n t r i b u t i o n s  a r e  F a r l e y  (1985) ,  Davis and Rowland 

(1983) ,  and Aday, Anderson and Fleming (1980).  None of  t h e s e  s t u d i e s  

l o o k s  e x p l i c i t l y  a t  female-headed households.  

4 ~ o r  i n s t a n c e ,  s e e  Aday and Anderson (1981) ,  Davis and Rowland (1982, 

1983) ,  and Wilensky and Berk (1982).  

5 ~ a s p e r  (1986) p r o v i d e s  e x t e n s i v e  c r o s s - t a b u l a t i o n s  of t h e  u s e  of 

m e d i c a l  s e r v i c e s ,  h e a l t h  s t a t u s ,  demographic c a t e g o r y ,  and i n s u r a n c e  

coverage  f o r  o t h e r  p o p u l a t i o n  groups.  

6 ~ n  a t t e m p t  w a s  made t o  d i s t i n g u i s h  between t h e  i n i t i a l  p r o p e n s i t y  t o  

u s e  a s e r v i c e  and t h e  e x t e n t  of usage by j o i n t l y  e s t i m a t i n g  a p r o b i t  

e q u a t i o n  f o r  t h e  p r o b a b i l i t y  of u s i n g  a s e r v i c e  sometime d u r i n g  t h e  yea r  

t o g e t h e r  w i t h  a t o b i t  e q u a t i o n  o n  t h e  e x t e n t  of usage  c o n d i t i o n a l  upon 

a c c e s s .  I n  every  c a t e g o r y ,  t h e  c o r r e l a t i o n  between t h e  two e q u a t i o n s  

converged t o  one. 

'There i s  some problem of s imul taneous  c a u s a l i t y  h e r e ,  as t h e s e  

h e a l t h  measures may i n  t u r n  be r e l a t e d  t o  medical  c a r e  u t i l i z a t i o n .  

8 ~ e e  U.S. Department of H e a l t h  and Human S e r v i c e s  (1982)  f o r  i n f o r -  

m a t i o n  on t h e  Medicaid program i n  1980. 

9 ~ h e  c a t e g o r i e s  a r e  i n p a t i e n t  h o s p i t a l  s e r v i c e s ,  o u t p a t i e n t  h o s p i t a l  

s e r v i c e s ,  r u r a l  h e a l t h  c l i n i c  s e r v i c e s ,  l a b o r a t o r y  and X-ray s e r v i c e s ,  



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

t h o s e  under  a g e  21,  and f a m i l y  p lann ing  s e r v i c e s .  

loone  s t a t e ,  Ar izona,  had no Medicaid program i n  1980. 

l l ~ h e  formula  by which expec ted  income and medica l  b i l l s  a r e  d e t e r -  

mined v a r i e s  from s t a t e  t o  s t a t e .  

2 ~ a n y  s t a t e s  o r i g i n a l l y  had p r o t e c t e d  income l e v e l s  a t  t h e  maximum 

a l l o w a b l e  amount, bu t  when t h e y  s u b s e q u e n t l y  changed AFDC b e n e f i t  l e v e l s ,  

t h e y  n e g l e c t e d  t o  change t h e  Medicaid e l i g i b i l i t y  l e v e l s .  See Davidson 

(1979)  f o r  f u r t h e r  d i s c u s s i o n  of t h i s  i s s u e .  

1 3 ~ o r  n o t a t i o n a l  s i m p l i c i t y  F i g u r e  1 i g n o r e s  t h e  a d d i t i o n a l  impact  of 

food  s tamps on  t h e  t r a n s f e r s  a v a i l a b l e  t o  a  household. Food stamp bene- 

f i t s  w i l l  be i n c l u d e d  i n  t h e  e m p i r i c a l  a n a l y s i s  below. 

14speak ing  w i t h  peop le  i n  s e v e r a l  s t a t e s  who r u n  t h e  Medicaid 

program, I f i n d  t h a t  t h e r e  a p p e a r s  t o  be a g e n e r a l  agreement t h a t  

Medicaid  p r o v i d e s  as much o r  more coverage t h a n  most p r i v a t e  p lans .  (Of 

c o u r s e ,  t h i s  v a r i e s  somewhat between s t a t e s . )  

1 5 ~ a t a  f o r  1979 and 1984 a r e  i n  Tab les  B-8 and B-9 of U.S. Department 

o f  H e a l t h  and Human S e r v i c e s  (1983). E q u i v a l e n t  e s t i m a t e s  f o r  1980 were 

o b t a i n e d  th rough  t h e  P o p u l a t i o n  D i v i s i o n  of  t h e  Census Bureau. 

1 6 ~ n  a l t e r n a t i v e  i s  t o  sum t h e  i n s u r a n c e  v a l u e s  a c r o s s  a c t u a l  f a m i l y  

s i z e ,  r a t h e r  t h a n  s t a n d a r d i z i n g  by a f a m i l y  of f o u r .  However, t h i s  

v a r i a b l e  is  v e r y  c o l l i n e a r  w i t h  t h e  household s i z e  v a r i a b l e ,  which i s  

a l s o  i n c l u d e d  i n  t h e  e s t i m a t e s .  Given t h a t  f a m i l y  s i z e  is  s e p a r a t e l y  

c o n t r o l l e d  f o r ,  t h e r e  seems l i t t l e  problem w i t h  imput ing i n s u r a n c e  v a l u e s  

t o  each  f a m i l y  based o n  a  s t a n d a r d i z e d  " fami ly  of f o u r "  measure. 



17Note t h a t  wages a r e  not e x p l i c i t l y  e s t i m a t e d  i n  any of t h e s e  

e q u a t i o n s .  The X v e c t o r s  i n c l u d e  t h o s e  human c a p i t a l  v a r i a b l e s  which a r e  

t y p i c a l l y  assumed t o  i n f l u e n c e  wages. A l i t e r a t u r e  of t h e  e f f e c t s  of 

h e a l t h  on wages e x i s t s  (Lee,  1982; Lambrinos, 1981; o r  B a r t e l  and 

Taubman, 1979). I do  not  e s t i m a t e  a  s e p a r a t e  wage e q u a t i o n  because  of 

t h e  computa t iona l  d i f f i c u l t i e s  invo lved  i n  t r y i n g  t o  e s t i m a t e  f o u r  j o i n t  

e q u a t i o n s  ( a s  would be necessa ry  f o r  Medical ly  Needy s t a t e s  i n  t h e  proce- 

d u r e  d e s c r i b e d  below). 

1 8 ~ o r  i n s t a n c e ,  M o f f i t t  (1985) tries t o  implement t h i s  approach i n  a  

j o i n t  model of food stamps and AFDC (where t h e  notches  a r e  s m a l l e r )  and 

cannot  a c h i e v e  convergence i n  t h e  f u l l  model. A r e l a t e d  paper  by Fraker  

and M o f f i t t  (1985) looks  a t  t h e  over lapp ing  e f f e c t s  of Food Stamp and 

AFDC b e n e f i t  l e v e l s  and u s e s  only  a  p a r t i a l  s t r u c t u r a l  model. 

1 9 ~ u r t h e r  s t a t i s t i c a l  i n f o r m a t i o n  on t h i s  model, i n c l u d i n g  t h e  com- 

p u t e r  programs necessa ry  t o  e s t i m a t e  i t ,  a r e  a v a i l a b l e  from t h e  au thor .  

2 0 ~ o t e  t h a t  because  AFDC and Medical ly  Needy p a r t i c i p a t i o n  a r e  never 

observed t o g e t h e r ,  i t  i s  imposs ib le  t o  e s t i m a t e  a  c o r r e l a t i o n  c o e f f i c i e n t  

f o r  t h e  b i v a r i a t e  d i s t r i b u t i o n  i n  e q u a t i o n  (9b) .  Thus, t h e  r e s u l t s  from 

t h i s  e s t i m a t i o n  a r e  i d e n t i c a l  t o  t h o s e  produced by independent  e s t i m a t e s  

o f  AFDC and Medica l ly  Needy p a r t i c i p a t i o n  equa t ions .  

2 1 ~ o t  s u r p r i s i n g l y ,  t h e  Food Stamp amounts a v a i l a b l e  f o r  a  g i v e n  AFDC 

maximum b e n e f i t  l e v e l  a r e  h i g h l y  c o r r e l a t e d  wi th  t h a t  b e n e f i t  l e v e l .  

Thus,  t h e  maximum Food Stamp p l u s  AFDC b e n e f i t  g u a r a n t e e  i s  e n t e r e d  a s  a  

s i n g l e  v a r i a b l e ,  r a t h e r  t h a n  s e p a r a t i n g  Food Stamps from AFDC b e n e f i t s .  

2 2 ~ h i l e  a l l  s t a t e s  f a c e  t h e  mandatory two-thi rds  t a x  r a t e  imposed by 

t h e  f e d e r a l  government on AFDC b e n e f i t s ,  t h e  v a r i a n c e  i n  a l l o w a b l e  



deduc t i ons  c r e a t e s  s i g n i f i c a n t  d i f f e r e n c e s  among s t a t e s  i n  t h e  e f f e c t i v e  

t a x  r a t e  f o r  most households.  Es t imates  of t a x  r a t e s  were done us ing  t h e  

methodology i n  Blank (1985). 

2 3 ~ h e  i n s i g n i f i c a n t  c o r r e l a t i o n  between p a r t i c i p a t i o n  i n  t h e  

Medica l ly  Needy program and hours of work i n  Tab le  8 i n d i c a t e s  t h e r e  i s  

l i t t l e  s i m u l t a n e i t y  b i a s  induced by i nc lud ing  hours i n  t h e  Medical ly  

Needy p a r t i c i p a t i o n  equat ion.  A s  noted above, t h i s  i s  l e s s  t r u e  of t h e  

AFDC p a r t i c i p a t i o n  equa t ion ,  which is  c o r r e l a t e d  w i t h  t h e  hours dec i s i on .  
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