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LECTURE:  MEDICAID  
 
HILARY HOYNES 
UC DAVIS 
EC230 
 
OUTLINE OF LECTURE: 
 
1. Overview of Medicaid 
 
2. Medicaid expansions 
 
3. Research design and outcomes with expansions 
 
4. Crowd-out: Cutler and Gruber QJE 1996 
 
5. Health outcomes: Currie and Gruber 
 
6. Medicaid Lottery (Oregon) Finkelstein et al 
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Medicaid: Background and Program Details 
 
Basic Facts: 
 Health insurance to low income population 
 Really 4 programs in one 

o Low income women and children, families (1/4 $, ¾ of people) 
o “Gap” coverage for Medicare (low income elderly) 
o Low income disabled (1/3 people) 
o Nursing home care for low income elderly (3/4 $) 

 Third largest entitlement program after Social Security, Medicare 
 Currently is the fastest growing entitlement program 

 
History: 
 Social Security amendments started Medicare and Medicaid 
 States joined slowly from 1966-1982 (recent rollout paper by Doug Almond, 

Kosali Simon and Sandy Decker, maybe more to learn here) 
 States had flexibility in setting up programs 
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Medicaid Eligibility 
Cash aid (welfare) population   
Eligibility for cash transfers (AFDC/TANF, SSI)  automatically eligible for 
Medicaid. 
Means very low income cutoffs in some states (e.g. 29% of FPL in SC) 
 
Non-welfare population 
Medically needy 
 Income not low enough, but close 
 Large medical expenses relative to (low) income 
 Can spend down 
 Mostly used by elderly/disabled 
 
Medicaid services: 
 They have less discretion on the covered services (Fed guidelines) 
 States may impose limits (e.g. # days in hospital) 
 
Early literature: Bundling of AFDC with Medicaid makes it both interesting 
and important but hard to separate from cash welfare. “Cliff” in budget set. 
“Medicaid Lock”
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Provider reimbursement: 
Medicaid is the insurer, but individual maintains the choice of care.  
Provider and hospital reimbursement rates are low (but vary across states) 
relative to Medicare and private insurance. 
 
 Some papers on this using variation in provider reimbursements across states   
 
Medicaid Costs 
Typically costs are an uncapped entitlement 
== Cost sharing between the state and federal government 
== Fed % is inversely related to the state per capita income (50%-83%) 
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The focus in the literature concerns Medicaid for women and children.  
 
Why?   Excellent policy variation (reforms). Economic agents have more scope 
for behavioral change than the elderly.  
 
 “Medicaid Expansions” 

Phase 1 1984-87: incremental expansions for populations with similar financial 
circumstances as AFDC recipients (women pregnant with first birth but AFDC eligible, 
children in two parent families) 
Phase 2 1987 +: 
o Applied to children and pregnant women—goal to decouple AFDC/Medicaid 

through increasing cutoffs 
o Increased the income cutoff for all kids regardless of family structure 
o Federal mandates tied to age of child, % of poverty line by certain date 
o Example of mandate: By 1992 cover all pregnant women and kids < 6 up to 133% of 

the poverty line.  All kids born after 9/30/83 eligible up to 100% of poverty line 
o States in many cases went beyond requirements and/or met requirements at different 

times 
 

SCHIP: Further expansions, states allowed to do so through Medicaid programs or 
creating new state programs. 
Largest public health insurance expansions of the 1980s-1990s. 
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Overall changes in eligibility  (Gruber “Medicaid” and TPA 1997) 
 
 
 
 
 
 
 
 
 
 
 

 
But takeup is not = eligibility  
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Example of how changes vary across states (Gruber “Medicaid”) 
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Another example of how policy varies across states (Gruber TPE 1997)  
 

 
 
 
Concern:  
Federal mandates mean 
that states that started out 
at low coverage 
experienced larger 
increases in eligibility. 
 
Are the policy changes 
exogenous? 
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Economic 
Issues in 
Medicaid 
(Expansions) 
[Source: Gruber 
Tax Policy and 
the Economy 
1997] 
 
 Ultimately we 
care about 
outcomes but 
many steps 
involved in 
getting there 
 Research is 
available at 
nearly every step 
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Medicaid expansions: Issues 
Take-Up 
 Trade off gain from Medicaid against stigma costs (Moffitt 1983) 
 Why might overall take-up of Medicaid be low? 

o low quality (low reimbursement rates) 
o Stigma 
o Large hassle costs (application, waiting for care) 

 Descriptive evidence on take-up.  Note that eligibility is increasing 
faster than participation, leading to a decreasing take up rate. 
 Why would take up rate decline with expansions? 

o Newly eligible (marginal) have less to gain from new coverage 
 Less disadvantaged (higher up income distribution) 
 Less information (not on welfare) 
 More private insurance (2/3 of newly eligible have private 

HI) 
o Descriptive evidence (Gruber Medicaid). Note the difference in 

take-up for kids (23%) vs. women (34%) 
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Economic implications of Medicaid Expansions 
 
Crowd Out:  Does Medicaid crowd out private insurance?  Important for 
knowing expected impacts on outcomes and for distributional implications. 
 
Take-up versus Crowd-out? 
 
Suppose you examine the impact of Medicaid expansions on overall insurance 
coverage. This alone DOES NOT tell us whether the increase arises primarily 
because of significant crowding out of private insurance or because of low 
takeup of the newly available Medicaid coverage. 
 
This is super important: 
-- The crowdout explanation suggests that further gains in coverage can only be 
achieved with substantial cost shifting from the private to the public sector.  
-- The takeup explanation suggests that information outreach and simplified 
application procedures for Medicaid might increase total coverage significantly, 
with little loss of private coverage.
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Impacts of Expansions on Outcomes:    
Does Medicaid improve health outcomes?   

1. Use of preventative care 
2. Mortality 
3. Health status, birthweight 

** This turns out to be really important. Basic question of how health insurance 
affects health care utilization and health outcomes is hard problem due to 
selection into insurance. This policy variation creates a new identification 
strategy.  
 
Efficiency gains: 
Labor Supply:  Medicaid expansions loosen up the “welfare lock” (staying on 
welfare to keep Medicaid coverage)  reduction in welfare participation and 
increase in labor supply 
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Medicaid Expansions: Empirical Methods 
Consider:     iiii MXY εγβα +++=  
 
Where Yi = outcome of interest 
    Mi =1 if on Medicaid 
 
Naive Cross-Sectional Estimator: Participation 
Suppose you simply regress outcome on dummy for Medicaid participation. 
 Take-up (Mi) is correlated with unobservables such as taste and demand for 

healthcare. Selection and so on. 
 
Naive Cross-Sectional Estimator: Eligibility 
Suppose you replace participation (Mi) with eligibility (Ei) for Medicaid. 

iiii EXY εγβα +++=  
 Eligibility is related to other factors leading to bias 

o nonlinear function of income, family structure 
o may be endogenous: Ex: Having a sick child leads to lower family 

income (constrains work options) and high use of services 
o May be correlated with state*year trends (e.g. recession) 
o Critique can apply to OWN eligibility and STATE-YEAR eligibility 
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 Simulated Eligibility: Instrument for E with SIMELIG 
 Take a national sample of kids, women 
 In each state in each year for pregnant women and by age of children 

calculate the % eligible 
 Use national sample to avoid possibility that state demographics reflect 

policy somehow. 
 Eligibility varies by year, state, age of child; highly non-linear 
 This instrument parameterizes the state Medicaid generosity using the 

observed density of distribution of eligibility variation (income, age of 
kids) 
 This can be done BY child age  
 With this variation you can control in the regression for: 

o Main effects: fixed effects for year, state, and child’s age 
o Two-way FE: state*year effects, state*child age, year*child age 
o [identification is at three way state x year x child’s age] 

 Note: not all of these controls have been used in all of the studies. 
 

Used in other applications where the policy/transfer is not easily described by 
a single parameter (UI, EITC)
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Application #1:  Medicaid and Crowd Out 
 
 Large % of newly eligible for Medicaid already have private insurance 
 Analyze decision making of family choosing between Medicaid and some 

form of private insurance. 
 Assume that private plans are “more generous,” meaning that they feature 

more providers, more services, better services 
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Case #1: No government program 

People with a preference 
for health insurance (HI) 
will select into D (more 
generous) rather than E. 
 
 

 

other 
goods 

HI 

D 

E 



 17 

Case #2: Government program with generosity M 
[Take it or leave it public program (value M)] 
 

 
 
 
Predictions: 
• Introduce M:  Those with a low 

valuation of insurance take M, 
others stay with private insurance 
(D or E) 

• As value of M rises:  More 
people will move out of private 
insurance and into public – 
“Crowd Out” 

 

 

other 
goods 

HI 
D 

E 
M 
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Mechanism Matters: 
• Most insurance is through employer 
• If cost of insurance is passed on to worker (Gruber AER) then question arises 

as to whether group insurance or individual insurance matters 
• If pass through is at the group level then if you switch to Medicaid, there is 

no compensating increase in wage  less attractive to switch out of private 
• But if you already pay out of pocket then expansions in M are still attractive 
• Employers may respond to the expansion by decreasing generosity of their 

private insurance plans for employees to keep costs down 
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Cutler and Gruber “Does Public Insurance Crowd Out Private Insurance”  
QJE 1996. 
 
First to examine crowd-out issue. Many other papers follow this one. 
 
Data:  
March CPS 1988-1993 
Imputed Medicaid eligibility for women & children using income, state laws, and 
child’s age 
Women aged 15-44 (childbearing age, pregnant women eligible) 
 
Descriptive data: 
 Table 2:  demonstrates the large scope for crowd out in expansions (many 

have private insurance) 
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Decrease in private health 
insurance and an increase in 
Medicaid.   
 
Could be other contaminating 
factors, so must look closer. 
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Model: 
 Use simulated instrumental variable method described above.  

o Addresses endogeneity of eligibility. 
o SIMELIGist :  instrument is mean eligibility using a national sample in 

state s at time t 
o estimate model separately for women, and for children 

 Controls:   
o race, sex, and age (single year of age dummies) for the child 
o marital status of woman, household type (number of workers, one vs two 

parent family) 
o state and year fixed effects [one-way only] 
o text says adding state*year and age*year fixed effects do not change 

results (not included in paper) . Should also have state*age. 
 Dependent variables:   

o Medicaid coverage (expect ↑) 
o Private insurance (expect ↓) 
o Uninsured (expect ↓) 
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Results: 
 
Table 4: IV Estimates 
KIDS: 
For every 10 percentage point increase in eligibility, you get 

2.35 percentage point increase in Medicaid (Take-up 24%) 
0.7 percentage point decrease in private insurance 
1.2 percentage point decrease uninsured 

 

    Crowd-out estimate:
0.07 31%
0.24

private
public

= =
 

 
WOMEN: 
-- 0 increase in Medicaid 
-- Troubling—implies very large crowdout (>100%) since private insurance 
declined. 
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Table 5-6 
Explore employer provided coverage since that is likely source of decline in 
insurance.  Possible channels:  
 employer reduces generosity of coverage as Medicaid expands 
 workers decline coverage from employer  
 workers keep own coverage but drop children from plan 

Use data from special CPS on fringe benefits.  (Fewer observations.) 
 
Table 5  
-- Employer offered insurance: no change 
-- Individual take-up of insurance conditional on offer ↓ 
 
Table 6  
-- Shows that dependants’ coverage falls with expansion 
-- Increase (not significant) for adult (reduction in cost of family coverage) 
 
Response is all on the individual side 
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%HIU dollars = % of household’s expected health expenditures that are covered 
by Medicaid (eligibility not actual coverage). Instrumented with SIMELIG 
analog. 
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Issues: 
• Endogenous policy – no “pre-trend” analysis. States that had low rates had 

large increases. Definitely have to have to include state x year FE. 
• Card and Shore-Shepard: Analyses using SIPP show much smaller effects. 

Show results using state*year effects, include other FE 
• No placebo effects—the estimates are applied to a sample of ALL 

education/income levels. Maybe should estimate model on a group not 
expected to respond to the policy change. 

• CPS insurance questions in survey change over time 
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OTHER ANALYSES OF MEDICAID: 
 
• Impacts of Medicaid expansions on outcomes: 

o Currie and Gruber “Health Insurance Eligibility, Utilization of Medical 
Care and Child Health” (QJE 1996) 

o Currie and Gruber, Saving Babies, JPE 1996: Examine impacts on 
utilization of prenatal care (NLSY) and birth outcomes (vital statistics)  
 

• “Aging out” of children as identification strategy 
o Anderson and Dobkin: RD on age 18/19, HCUP data on ER and inpatient 

admissions in 5 states 
o Levine & McKnight: use state variation in extending eligibility past age 18 

 
• Next phase of research will be / is about longer term outcomes. 

o Bitler, Currie and Hoynes (in progress): Use RD on age and/or YOB to 
identify increase in coverage. If YOB then can link to longer term health 
outcomes using HCUP. 

o Bruce Meyer (in progress): Similar RD, looking at mortality using detailed 
mortality file. 
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Impacts on health utilization and outcomes: 
 
Currie and Gruber, “Saving Babies,” JPE 1996 
• Examine impacts on birth outcomes using Vital Statistics and on utilization 

of prenatal care (NLSY). 
 
Currie and Gruber, “Health Insurance Eligibility, Utilization of Medical Care and 
Child Health,” QJE 1996 
• Examine impacts on health care utilization and child health using NHIS 
• Outcomes: child did not see doctor in past year (pure preventative care 

measure), doctor’s visit in past 2 weeks: physician’s office, ER, outpatient, 
other (clinic),  hospitalization in past year (can be confounded by morbidity)  
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Saving Babies 
 
Who is being treated? 
• The moms through expanded insurance for pregnant women 
• The state-year eligibility expansions (the policy changes) provide variation 

that is less rich, because they only vary by state & year (rather than state-
year-age of kids) 

• The concern about endogenous policy expansions is more relevant here since 
the design is less rich 

• They discuss the “targeted expansions” (those occurring earlier in the period, 
more marginal expansions of Medicaid) and the “broad expansions” (e.g. 
covering all pregnant women in families with income up to the poverty line) 

 
Targeted expansions: include expanding to (a) women pregnant with first child 
(and AFDC/eligible with birth), (b) two parent AFDC eligible families, and (c) 
medically needy 
  
Broad expansions: less disadvantaged; lower takeup 
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Outcomes: 

Low birth weight 
Infant mortality 

 
Method:   
Regress state-year infant outcomes on state-year %eligible 
Instrument with SIMELIG (calculated among women at risk of 
becoming pregnant)
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-4.34: 10pp incr elig  0.43 pp decrease in LBW  0.6% decrease in LBW 
-3.0: 10pp incr elig  0.3 pp decrease in IMR  2.8% decrease in IMR 
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Concerns: 
-- no tests for endogenous policy (since only state-year design) 
-- no tests for endogenous fertility (with expansions) 
 
How to explore validity of design? 
-- event study on timing of any expansion? 
-- Take long differences of SIMELIG and LBW (IMR), by state 
-- State scatterplot: SIMELIG on X axis and LBW on y axis, should be 
similar to IV (or reduced form anyway) 
-- Now create a second scatterplot with long diff of SIMELIG on x axis 
but one decade earlier long difference of LBW on y-axis. Should get 
nothing (not the correlation above) 
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Currie and Gruber – “Health Insurance Eligibility, Utilization of 
Medical Care and Child Health” (QJE 1996) 
 
The justification for expanding Medicaid (and subsequently SCHIP) is 
to increase child health outcomes.  Yet there is little evidence on how 
Medicaid affects outcomes. 
 
Why might it not matter? 
Take-up low 
Poor live in underserved areas 
Increased utilization does not impact health outcomes 
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Data: NHIS National Health Interview Survey  1984-1992 
 30,000 children in the sample each year 
 Utilization of medical care in past 2 weeks, and past year 
 Weaker demographic characteristics compared to CPS 

o income is in brackets and sometimes missing  imputing ELIG 
is not clean 

o solution: use CPS to impute missing values, randomly chose 
income value in range  (better to use CPS to inform this choice?) 

 
Outcomes: 
 child did not see doctor in past year (pure preventative care 

measure) 
 doctor’s visit in past 2 weeks: physician’s office, ER, outpatient, 

other (clinic) 
 hospitalization in past year (can be confounded by morbidity) 
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Model: 
 Use simulated instrumental variable method described above.  

o SIMELIGgst:  instrument is mean eligibility using a national 
sample in state s at time t for age group g. 

 Controls:   
o race, sex, and age (single year of age dummies) for the child 
o income, female head, number of children, education, # siblings, 

other relatives, central city 
o state and year fixed effects, age (5 groups)* year fixed effects, 

age * state fixed effects 



 37 

Results 
 
Table 4: (Note: Coefficients are multiplied by 100) 
 Medicaid expansion 

o  Significantly reduces probability of going without a PHY visit 
in the past 12 months (by 50%) 

o Smaller not significant increase in 2-week PHY utilization. 
o Large increase in hospital visits 

 
Table 5 
Examining utilization by site of care (DR office, ER/Clinic, other) 
Increase in 2-week utilization is concentrated in DR office 
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Impacts on child health 
 Child health: only measure in NHIS is self reported health. 

o No results reported but footnote says no sig effect 
o They claim this measure is not good because it captures ‘true 

health’ and reported health.  
o Weak argument; they should present results 

 Vital statistics is used to examine child mortality 
o data is at state-year-age (2 age-groups) 
o IV as above; CPS data used to create ELIG and SIMELIG 
o Results show decline in mortality; concentrated with “internal” 

as opposed to external (violence, etc) causes.  This is consistent 
with expectations. 
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Finkelstein et al, QJE 2012, Oregon Lottery Experiment 
 
TIMELINE: 
Early 2008 – realized they had $$ to enroll 10,000 more people 
 
1/28/08-2/29/08 – could apply for lottery (fax, online, in person, mail) 
 
  Did not have to prove eligibility at this point 
  Minimal items on application  
  About 90,000 people signed up 
 
March 2008 – September 2008 – 8 lottery drawings 
 

• Eligibility required:  age 19-64, income<FPL, assets<$2,000, no 
HI for 6 months, citizen/legal immigrant, Oregon resident 

• 35,169 selected by lottery 
• 30%  enrolled (mostly due to not being eligible: income, 

nonresident, age, etc) 
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TREATMENT = being offered the opportunity to apply 
   Must apply 
   Must be eligible 
    gain insurance 
 
OUTCOMES (1 YEAR FOLLOWUP, MORE TO COME) 
 
 Mortality (vital statistics) 
 Program participation [confounder] (TANF, SNAP) 
 Credit reports (from a firm) 
 Hospital discharges (as in Card et al) 
 Survey (only 50% response rate) 
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EXTERNAL VALIDITY / WHO IS TREATED   
• Table 1: pretty disadvantaged group, older, poor health 

 
BALANCE OF T AND C GROUPS 

• Variables on the application form: YOB, sex, English, signed up 
by self or family member, phone number available, address as a 
PO box 

• Also added signed up the first day; the median household income 
in the 2000 census from their ZIP code; and whether the ZIP code 
they gave is within a census-defined metropolitan statistical area 

• Balance looks good (Table II) 
 
RESEARCH DESIGN 

• ITT – reduced form effect of lottery offer on outcomes 
• LATE – instrument for MEDICAID with lottery instrument 
• Because these are 0/1 variables, this just amounts to scaling up the 

ITT by the first stage 
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OUTCOMES / SPECIFICATIONS 
  
• Group data into domains of outcomes as in Kling et al 2007 
• Adjust pvalues as in Anderson 2008 

 
First stage analysis shows that compliers (those who got increase in 
Medicaid among those offered the chance to apply) are somewhat older, 
more likely white, in worse health, and in lower socioeconomic status. 
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Surprising that ER use does 
not go down? 
Might expect substitution 
from ER to doc. 
They say that those who are 
used to going to ER still go. I 
wonder if they can use pre-
data to look at this and 
stratify on it? 
Or more generally make use 
of that pre data to stratify on 
prior $$ or something?
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Sensible and good outcome. 
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Could be really important but boy are they small. 
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Some big reductions in out of pocket payments.
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	Used in other applications where the policy/transfer is not easily described by a single parameter (UI, EITC) Application #1:  Medicaid and Crowd Out

