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The Effects of Medicaid Expansions and Welfare Reform
on Fertility and the Health of Women and Children

Robert Kaestner*

Medicaid Expansions

Expansion of publicly-financed health
insurance programs has been an integral
feature of recent efforts to reduce the
number of uninsured, non-elderly persons
in the United States. The origin of this
approach was the creation of Medicaid
in 1965. The expansion of Medicaid eli-
gibility to near-poor, pregnant women
who were not eligible for Aid to Families
with Dependent Children, which took
place between 1986 and 1989, solidified
the use of this approach for reducing the

*Kaestner is a Research Associate in the
NBER’s Programs on Health Economics
and the Economic Well-being of Children.
He is also a Professor of Economics at the
University of lllinois at Chicago. His profile
appears later in this issue.

number of non-elderly uninsured.

The expansion of Medicaid and the
creation of the State Children’s Health
Insurance Program (SCHIP) resulted in
a large increase in the number of women
and children with publicly financed
health insurance. For example, between
1987 and 2008 the proportion of children
under age 18 (under age 3) with publicly
financed health insurance increased from
16 to 30 percent (20 to 38 percent).
Surprisingly, though, the proportion of
children without health insurance cov-
erage did not decline commensurately
with these changes. Between 1987 and
2008, the proportion of children under
age 18 (age 3) without any health insur-
ance coverage decreased from 13 percent
to 10 percent (12 percent to 9 percent).
The large increase in publicly provided

health insurance coverage and the rela-
tively small decrease in rates of uninsured
between 1987 and 2008 suggest that part
of the increase in participation in public
programs came at the expense of private
insurance coverage. This substitution of
public for private health insurance cover-
age — “crowd out” — continues to be an
important part of the debate over how to
reduce the number of uninsured.!

While estimates of the extent of
crowd out vary, most studies find some
level of crowd out, which differs by age of
child and by family income. For example,
Yazici and I 2 estimate that approximately
15 percent of the increase in Medicaid
enrollment among children up to age 9
between 1988 and 1992 was at the expense
of private insurance. Two other important
findings emerge from this analysis. Firs,
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the expansions were associated with an
increase in enrollment for those who were
always eligible for Medicaid. This might be
because the expansions increased the pro-
portion of persons enrolled in Medicaid
and, as a result, decreased the stigma asso-
ciated with participation. Or, it could
be because the expansions increased the
number of providers who serve Medicaid
patients, thereby making it easier to find
a provider and increasing the benefit of
Medicaid participation. Second, much
of the switching from private to public
insurance occurred among families that
suffered employment and income losses.
For this group, publicly provided insur-
ance was a much needed backstop, not
simply a desirable alternative to private
insurance.

Given that the Medicaid expansions
initially were targeted at pregnant women,
it is notable that there has been very little
study of the issue of crowd out for that
group. In a recent paper, some colleagues
and I address this research gap using con-
fidential data from the National Hospital
Discharge Survey, which provides infor-
mation about the health insurance cov-
erage of women giving birth.3 This study
too has several notable findings. First, the
effects of the Medicaid expansions dif-
fered significantly by the level of eligibil-
ity. Eligibility expansions that occurred
in the late 1980s and were targeted at the
poorest women resulted in significantly
larger declines in the proportion of unin-
sured pregnant women than later expan-
sions that targeted higher income groups.
The differential declines in the propor-
tion uninsured are attributable to much
smaller relative declines in private insur-
ance among the poorest women, which
is reasonable given that they were least
likely to be covered by private insurance
prior to the expansion. However, because
the expansions increasingly focused on
women from higher income groups who
were more at risk of switching from pri-
vate insurance, the extent of crowd out
grew over time. Indeed, our estimates sug-
gest that up to 80 percent of the growth
in Medicaid enrollment among women
in the highest income eligibility groups
came at the expense of private insurance.

While Medicaid and other publicly
provided health insurance programs focus
on health insurance coverage, the ultimate
purpose of these programs is to improve
the health of previously uninsured per-
sons by giving them the financial means to
obtain the care required to maintain good
health. This purpose is explicit with regard
to the initial expansions of Medicaid that
were focused on pregnant women and
that were partly motivated by the 1985
Institute of Medicine Report entitled
Preventing Low Birthweight, which con-
cluded that more and timelier prenatal
care could reduce infant mortality by pre-
venting low birth weight.

Surprisingly, after twenty years of
study, the jury is still out on the efh-
cacy of Medicaid in improving infant and
child health. In a recent paper, my col-
leagues and I re-examine the relationship
between the Medicaid expansions and
infant health using the National Hospital
Discharge Survey* We ask whether the
Medicaid expansions for pregnant women
were associated with shorter stays in the
hospital at the time of delivery for both
the mother and child; with deliveries
by cesarean section; and with deliveries
in a public versus private hospital. Our
results indicate that the Medicaid expan-
sions were not significantly associated
with these outcomes except in the case of
cesarean section: the rates of cesarean sec-
tion increased significantly as Medicaid
eligibility expansion increased, but that
was probably attributable to factors other
than just Medicaid expansions.

We also examine the association
between birth weight and the Medicaid
expansions. We include arguably more
complete controls than earlier stud-
ies did for the non-random nature of
the Medicaid expansions, and we allow
for different effects of the expansions
depending upon the level of eligibili-
ty — higher levels of income eligibility
should have had smaller effects, given
our previous findings that higher levels
of Medicaid eligibility were associated
with smaller decreases in the proportion
of women uninsured. Our results largely
confirm our earlier findings and those
of other researchers in suggesting that

Medicaid expansions had little effect on
infant health.> However, our study, like
most of the previous studies, did not actu-
ally examine the effect of being covered by
Medicaid on infant health, but rather the
effect of being eligible for Medicaid. The
former effect remains largely unknown
because of the absence of adequate data,
although in one study I examine the asso-
ciation between Medicaid participation
(versus being uninsured) on infant health,
as proxied by birth weight. I find lit-
tle evidence that Medicaid participation
improved birth weight.®

There are few studies of the effect
of Medicaid expansions on child health,
presumably because of the lack of suit-
able data for conducting them. In one
study, colleagues and I use data from hos-
pital discharge records to assess whether
Medicaid expansions were associated with
a decrease in children’s admission to the
hospital for ambulatory-care-sensitive
conditions, which are illnesses that argu-
ably can be avoided by adequate primary
care.” We find that the Medicaid expan-
sions were associated with a relatively
large decrease, on the order of 10 to 20
percent, in the incidence of ambulatory-
care-sensitive discharges among young
children in low-income families, although
the results were not uniform.

The Medicaid income-eligibility
expansions of the late 1980s also may have
affected fertility decisions of newly eligi-
ble groups of women, because the avail-
ability of Medicaid reduces the cost of
giving birth and the costs of medical care
for children in families eligible to partici-
pate. My colleagues and I examine this
possibility in two papers.® Using infor-
mation from several states, we find that
the Medicaid expansions were associated
with an increase in the birthrate among
white women, but did not influence that
rate among black women. This increase
in birthrate was consistent with our find-
ings related to abortion in a subsample of
states. In these states, the Medicaid expan-
sions were associated with a significant
decline in the abortion rate among white
women. Based on these results, we con-
clude that, in the states examined, sub-
sidized health care for low-income preg-
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nant women may have encouraged some
groups of women to have more children
(and fewer abortions) than they would
have had without such coverage. These
results and this issue are again relevant to
current health care reform efforts because
these efforts include expansions in pub-
licly financed health insurance, although
to groups with higher incomes than those
that we studied.

Welfare Reform

One of the most important social pol-
icy changes in the last 40 years was enact-
ment of the Personal Responsibility and
Work Opportunity Reconciliation Act
(PRWORA), which has become known
as welfare reform. A major goal of welfare
reform was to change the provisions in
the welfare system that were believed to
encourage behaviors such as out-of-wed-
lock birth that make welfare receipt more
likely. Accordingly, PRWORA placed
time limits on benefits, withheld cash
assistance for increases in family size (that
is, family cap), and required recipients
to work. In short, welfare reform elimi-
nated the AFDC program’s entitlement
to long-term income support for unmar-
ried women with children. The objective
was to reduce the benefits of welfare and
to encourage women to avoid non-marital
childbearing by either reducing fertility or
increasing marriage.

In several papers, my colleagues and
I investigate whether welfare reform
changed fertility and marriage decisions.
The most comprehensive of these studies
uses data from all 50 states to investigate
whether state and federal welfare reform
in the 1990s reduced rates of non-mari-
tal childbearing among women aged 19
to 39 who were at highest risk of welfare
use.” We find little consistent evidence
for an effect of welfare reform on mar-
riage or on non-marital childbearing. This
is similar to the results in an earlier lit-
erature of little, or mixed, evidence that
more generous levels of cash assistance
in the AFDC program affected fertility.
If anything, we find that AFDC waiv-
ers, which predated welfare reform, were
associated with a negative effect of 7 to

9 percent on Hispanic women’s fertil-
ity, and that federal welfare reform was
associated with a small positive effect of
between 3 and 4 percent for white and
black women. However, the absence of a
consistent set of findings — or example, a
similar effect of a given policy for women
of all race/ethnic groups —and the pre-
dominance of insignificant effects lead
us to conclude that, in general, state and
federal reform did not affect fertility. In
another study, we use birth and abortion
information for 24 states to estimate the
effects of the family cap provisions of wel-
fare reform on birth and abortion rates.!?
In family cap states, birth rates fell more
and abortion rates increased more among
high-risk women with at least one previ-
ous live birth than for similar childless
women, which is consistent with an effect
of the family cap. However, this parity-
specific pattern of births and abortions
also occurred in states that implemented
welfare reform without a family cap. Thus,
the effects of welfare reform may have
differed between mothers and childless
women, but there is little evidence of an
independent effect of the family cap.

One explanation for these findings
is that there are strong cohort patterns in
non-marital fertility; exposure during the
early teen years to a policy regime with-
out a welfare entitlement might produce
large behavioral changes for such “enter-
ing” cohorts but little change among
older cohorts. To investigate this pos-
sibility, we use data from the National
Longitudinal Surveys of Youth 1979 and
1997 to compare welfare use, fertility,
and marriage among teenage women in
the years before and immediately follow-
ing welfare reform.!! We find significant
differences between cohorts in welfare
use and in outcomes related to welfare
use. Welfare reform is associated with
reduced welfare receipt, reduced fertil-
ity, and reduced marriage among young
women who, because of a disadvantaged
family background, are at high risk of wel-
fare receipt.

The goal of PRWORA was to change
behavior, to decrease dependence on gov-
ernment assistance and to increase eco-
nomic self-sufficiency. While the evidence

suggests that welfare reform did not have
a significant effect on marriage and fer-
tility, it was very successful at reducing
the welfare rolls and increasing work.
Notably, the decline in the welfare case-
load and the increase in employment
among low-income, unmarried women
may have significantly reduced the prev-
alence of health insurance among this
group. Health insurance coverage for
these families may have been adversely
affected, because those who left or were
deterred from entering welfare may have
found it difficult to obtain Medicaid cov-
erage because of administrative hurdles,
and because many of the jobs that low-
skilled women typically obtain after leav-
ing welfare did not offer private health
insurance. In turn, the loss of health insur-
ance may have adversely affected these
women’s ability to obtain health care for
themselves and their children, and may
have adversely affected their health. In
a series of papers, colleagues and I study
these possible consequences of welfare
reform.

In the first paper, we examine
whether welfare reform affected health
insurance coverage.!> Our results indi-
cate that changes in the welfare caseload
were associated with an increase in the
proportion of low-educated women and
their children who are without health
insurance. Our estimates also suggest that
the 42 percent decrease in the caseload
between 1996 and 1999 was associated
with: a decrease in Medicaid participa-
tion of between 3 and 4 percentage points
(between 7 and 9 percent); an increase
in employer-sponsored insurance cover-
age of 2 percentage points (6 percent);
and an increase in the proportion unin-
sured of between 0.5 and 2.5 percent-
age points (2-9 percent). For children in
these families, the decline in the caseload
between 1996 and 1999 was associated
with similar, but smaller effects. We also
estimate the effect of changes in the case-
load attributable to state and federal wel-
fare reform policy. Because welfare pol-
icy was responsible for only part, perhaps
one third, of the decline in the caseload,
welfare reform per se had significantly
smaller effects on the health insurance
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status of low-income families. However,
we find that changes in the caseload due
to state and federal welfare policy had
fewer adverse consequences on insurance
status than changes in the caseload due to
other factors. This latter finding is plau-
sible, because women induced to leave
or not enter welfare because of govern-
ment policy may be much more likely to
take advantage of transitional Medicaid
benefits and to find jobs that provide
health insurance than women induced
to leave the program because of a strong
economy.

Given that we find that welfare reform
was associated with some loss of health
insurance, my colleagues and I examine
whether this affected health care use and
health of these women and their chil-
dren. We first study pregnant women and
ask whether welfare reform affected their
use of prenatal care and infant health.!3
Our findings indicate that welfare reform
had at most relatively small effects on
the prenatal care use and infant health of
low-educated unmarried women. Among
unmarried women with less than 12 years
of education, decreases in the welfare case-
load were associated with less prenatal care
and lower weight infants. Decreasing the
welfare caseload over the 1990s was asso-
ciated with a 2 percent decrease in first tri-
mester care; a 10 percent increase in last
trimester care; a 1 percent decrease in the
number of prenatal care visits; and virtu-
ally no change in birth weight. Among
unmarried women with 12 years of edu-
cation, our estimates indicate similarly
small effects. The relatively small effects
of changes in welfare policy and welfare
caseload on the prenatal care use and birth
weight of low-educated women are con-
sistent with the relatively small effect of
welfare reform on health insurance.

In another study, Elizabeth Tarlov
and I examine the effect of welfare reform
on the health behaviors and health of low-
educated women.!# The motivation for
this study is that many other single moth-
ers who, in the absence of reform, would
have entered welfare were deterred from
doing so. The switch from subsidized
houschold work (welfare) to paid employ-

ment, and other transitions experienced
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by women for whom welfare was no lon-
ger an option, may have affected health
insurance, financial resources, time con-
straints, daily activities and responsibili-
ties, and levels of psychological distress.
All of these may have effects on women’s
health behaviors and health. Accordingly,
we estimate the association between the
welfare caseload and welfare policies and
four health behaviors — smoking, binge
drinking, diet, and exercise—and four
self-reported measures of health —body
mass and obesity, days in poor mental
health, days in poor physical health, and
general health status. The results of our
study suggest that the decline in welfare
participation as a result of welfare reform
was associated with a decline in the inci-
dence of binge drinking of 25 percent or
more. Welfare reform does not appear to
be related to other health behaviors such
as smoking, diet, and exercise, or with
other measures of health such as days in
poor mental and physical health, body
mass and obesity, and general health sta-
tus, although there is some limited evi-
dence that welfare reform was associated
with a decrease in smoking prevalence.
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Insider Econometrics: Modeling Management Practices and Productivity

Kathryn L. Shaw*

Which management practices raise
the productivity of workers within firms
and by how much? Why does this occur,
and what types of firms benefit the most
from adopting new management prac-
tices? While this line of research tests
microeconomic models, the results are
of interest to policymakers who wish to
model economic growth, and to man-
agers who seek evidence to support or
refute their views.

Labor Management
Innovations are Ongoing

Over time, firms have changed the
ways they manage people. Firms are
using more incentive pay or rewards,
teamwork, training, careful hiring, flex-
ible job assignment, information shar-
ing, and greater delegation of authority
to lower levels within the firm. Figure
1 shows the increased use of teamwork,
training, and incentive pay within a lon-
gitudinal sample of firms in the US.
and UK. valve-making industry. Among
these small manufacturing firms, work-

*Shaw is a Research Associate in the NBER's
Productivity, Labor Studies, and Personnel
Economics Programs. She is also Ernest C.
Arbuckle Professor of Economics, Graduate
School of Business at Stanford University.
Her profile appears later in this issue.

ers now do more problem-solving in
teams, they are more highly trained, and
their performance-based pay replaces
hourly pay. These trends seem to prevail
across the US. economy.! According to
Lemieux, MacLeod, and Parent (2008),
from 1976 to 1998 the percent of work-

ers who were classified as “working in

performance pay jobs” grew from 33 per-
cent to 40 percent.?

While there is only limited time-series
data that measure management innova-
tions into the current decade, it appears
that significant people management inno-
vations are ongoing. Case study exam-
ples provide extensive and impressive evi-
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