
As the June 30, 2004, date for
the end to the emergency
increase in the federal

Medicaid match rate loomed, advo-
cacy groups pushed Congress to
extend the
higher rate
in recog-
nition of
the fact
states still have significant financial
problems and are dependent on the
extra federal funds. But Congress’
General Accounting Office (GAO)
released a report urging caution lest
states assume there will always be
federal emergency help in tough

times and not take steps to stabilize
their own budgets.

The deadline passed without
action being taken, although bills
have been introduced for some level
of extension. During Congress’
midsummer recess, it was unclear
whether action would be taken
before a fall recess scheduled to
occur earlier than usual because this
is an election year.

An analysis released by the
Children’s Defense Fund (CDF)
said 36 states would each lose at
least $100 million in federal

While the latest reports
show enrollment of chil-
dren in SCHIP declined

during the second half of 2003 —
the first enrollment decline since
the program was enacted in 1997
— the need for it remains great,
and the American Academy of
Pediatrics (AAP) said more federal
funding support for the program is
needed.

Officials of the Kaiser Commis-
sion on Medicaid and the
Uninsured, who released the enroll-
ment statistics, said declines in 11
states and the District of Columbia
more than offset moderate

increases in 37 other states. The
50-state survey report was prepared
by Health Management Associates
for the commission and discussed
at a July 23 news conference.

“The drop in SCHIP enrollment
is a major setback when millions of
uninsured children are eligible but
not yet enrolled in public coverage
programs,” said Kaiser Commission
executive director Diane Rowland at
the briefing. “States have shown that
bipartisan initiatives like SCHIP can
work to reduce the number of unin-
sured children, but state budget
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constraints mean even this popular
program has not escaped cutbacks.”

Health Management Associates
principal Vern Smith said a rela-
tively modest SCHIP growth in
2003 (4.2%, compared with 9.7%
in 2002) and the enrollment decline
in the second half of the year can be
attributed in part to state policy
changes. In most states, he said, out-
reach funds were cut in 2002 and
not restored in 2003. 

Also, four states cut eligibility lev-
els, one imposed an enrollment cap,
several increased premiums, and
nine states cut or restricted benefits. 

Broad political support
On the positive side, reflecting,

according to Mr. Smith, broad
political support for SCHIP even in
difficult fiscal times, one state elimi-
nated an enrollment cap, six states
expanded eligibility, and four states
added or restored benefits.

As of December 2003, he said,
SCHIP provided coverage nation-
ally to 3.93 million children, a drop
of roughly 37,000 from June 2003,
when enrollment in the program
reached 3.96 million. 

Despite this nearly 1% decline
in national enrollment, the major-
ity of states continued to experi-
ence enrollment increases during
the period. But the increases were
offset by declines of nearly 145,000
spread across 11 states and the
District of Columbia, with Texas
accounting for 52% of the total
decrease over the six-month period.

Ms. Rowland told the news con-
ference that it has become clear
over the years of SCHIP’s existence
“that this expanded coverage . . .
has not only helped millions of
children to obtain health care cov-
erage, but it’s also served a very

important role in holding down
our nation’s growing uninsured
population. . . . We see increases in
the number of the uninsured
largely now coming from the adult
population where coverage through
public programs is far less available.
What we’ve seen with the advances
in coverage of low-income children
is that they have offset many of the
increases in uninsurance among
adults, and therefore, we’ve held
down the number of uninsured
through our progress on children.”

Striking contrasts
Mr. Smith said the contrast

between two groups of states —
those that increased enrollment and
those where declines took place —
was striking. 

“In some states, the rate of
growth was very impressive,” he
said. “California continued to have a
high rate of growth in this program,
growing by around 85,000 over the
course of the year. Florida had a
large increase over the year. Georgia
and Illinois had very significant
increases. Double-digit growth
occurred in 18 states, so even
among the smaller states who don’t
make this list of states on the basis
of the number of children, Hawaii
had a 23% increase, Nebraska a
20% increase, North Carolina 17%,
and Iowa 16%.

“On the other hand, there’s a
group of states where enrollment is
not growing over this year. When
you look at it, there were three
states — Texas, Maryland, and
New York — that accounted for
almost all of the decline, 99.3% of
the drop in enrollment among
those states that had the drop in
enrollment.”

Mr. Smith explained that New
York went through an eligibility
review to make sure those who
were enrolled in SCHIP were, in
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fact, eligible for the program, and
many of those dropped from
SCHIP were transferred to
Medicaid based on that review. “So
there weren’t so many children who
actually lost coverage in New
York,” he said.

In discussing the situation in
Texas, Anne Dunkelberg of the
Center for Public Policy Priorities in
Austin, said many of the changes
there were in response to a dire bud-
get situation as they entered the
2003 legislative session and cuts to
Medicaid and SCHIP were
intended to save $1.6 billion for
2004 and 2005.

Changes to SCHIP involved
elimination of some benefits and
reduction of others, she said. “We
completely eliminated dental cover-
age, vision coverage (including both
eyeglasses and exams), as well as
hospice care, school nursing,
tobacco cessation, and chiropractic,”
she added. 

The state originally had pro-
posed to virtually eliminate mental
health care from the package as
well, according to Ms. Dunkelberg,
but through conversations with
Medicaid and SCHIP authorities,
came to realize the need to retain
those benefits, although they were
cut to roughly half of what was in
the program in 2003.

Also enacted was a change in the
coverage period from 12 months to
six months, meaning beneficiaries
have to renew twice a year rather
than once. And premiums and
copayments were increased across
the board. Income deductions were
eliminated, and an asset test was put
in place. 

“One of the most distressing
things about what’s happened with
our program,” Ms. Dunkelberg said,
“is that virtually all of the decline in
enrollment of SCHIP children in
Texas has been among the lowest
income families. Enrollment has

always been concentrated in the
lower income families, but we have
seen an actual, possibly even a slight
growth in the higher income folks
between 150% and 200% of
poverty, where virtually all the
decline has been below poverty.”

She also pointed out the decline
in SCHIP enrollment has not been
matched by an increase in Medicaid
enrollment, so it appears that at
least some people are being com-
pletely lost to the system.

Maryland medical program
finance director John Folkemer said
the drop in Maryland SCHIP
enrollment “is really more illusion
than reality.” He said when com-
bined enrollment in SCHIP and
Medicaid is considered, there has
been growth each year, although
that growth is now easing. 

The Maryland legislature in
2003 imposed a $37 per month
premium for families with incomes
between 185% and 200% of the
poverty level and also froze enroll-
ment for those between 200% and
300% of poverty. 

According to Mr. Folkemer, the
impact of the new premium was
immediate but also temporary.
There was a drop over a two-
month period, but since then,
enrollment has been growing, he
said, and they have seen 14% of
those who dropped come back to
the program.

When Maryland did a disenroll-
ment survey, the state found many
people who said the premium was
not the main reason their child left
SCHIP. Other reasons included
availability of other insurance or
other issues. Some 63% of survey

respondents said they thought $37
per month per family was afford-
able, and more than half said they
had obtained other health insur-
ance for their children after drop-
ping out of the program. 

Maryland also looked at popula-
tion characteristics and found that
generally the children who seemed
to be the healthiest were the ones
who tended to drop coverage. The
state also found that those who had
fewer children were more likely to
drop the coverage, not surprising
since the premium remains the same
no matter how many are covered.

Even with all the changes, the
AAP said in a statement that “mil-
lions of working families depend on
Medicaid and SCHIP for their
health care. The government helped
give birth to these programs, and its
continued support is critical.”

AAP officials said they are work-
ing at the federal and state level to
protect Medicaid and SCHIP from
funding cuts and harmful changes.
Among its interests are: 
1. passing the CHIP Act (S.

2759/H.R. 4936) to stop $1 bil-
lion in federal SCHIP funds from
reverting to the federal govern-
ment in September; 

2. providing a federal financial
incentive to states to enroll eligi-
ble children; 

3. expanding coverage to include
pregnant women and legal immi-
grant children; 

4. simplifying the enrollment
process; 

5. increasing Medicaid physician
payment because inadequate pay-
ment has an impact on access to
care;
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6. improving SCHIP to ensure
states have adequate funds to be
able to enroll and retain all eligi-
ble children.
“If these ideas are adopted, we

can reduce the number of uninsured
children in this country by 70%,”
said AAP president Carden
Johnston. 

“Children need the guaranteed
coverage and benefits that Medicaid
and SCHIP provide. An investment
in the health of children is an
investment in the future of our
country,” he explained.

AAP State Government Affairs
Committee chairman Dave Clark,
an Albany, NY, pediatrician, tells
State Health Watch that the combi-
nation of state economic problems
and an increase in the number of
uninsured, especially children, has
led to the problem, with many
states choosing not to spend the
money necessary to draw down
federal funds that are available. 

“But ultimately, they do pick up
the bill because they are paying for
kids coming to the emergency
room for minor problems and
other inappropriate care,” Mr.
Clark notes. “The academy would
like each child to have a medical
home so there is consistency and so
care is given in the most appropri-
ate setting.”

He says it is difficult to tell what
states will do because there are so
many variables within each state.
Some state health departments are
finding innovative ways to fund
prevention, Mr. Clark points out,
and some smaller states are getting
money from foundations for some
preventive items such as bicycle
helmets or improved prenatal care.

[The Kaiser report is available on-
line at www.kff.org. Contact the
American Academy of Pediatrics at
(202) 347-8600 or go  to www.aap.
org.] ■

Medicaid funding if the additional
federal matches were allowed to
expire, ranging from $10 million in
Wyoming to more than $1 billion
in California and New York. And
Families USA released a report
demonstrating the value Medicaid
provides for state economies, using
those data to encourage additional
spending on Medicaid, not only for
the health benefits such spending
would provide, but also for the
boost to local economies.

“Many states are still caught in a
budget squeeze,” CDF Health
Division director Emil Parker
explains. “Two-thirds of states are
facing budget gaps for the next fis-
cal year that total $36 billion. While
the increase in the federal match
rate helped states avoid some
Medicaid cuts, virtually all states
still had to reduce Medicaid services
last year. Many states are preparing
to make even deeper cuts to
Medicaid health services for poor
and disabled Americans this year, in
part because they expect that the
federal match rate will drop on June
30, just as the new state fiscal year
begins.”

Mr. Parker tells State Health
Watch the pressure on states to bal-
ance their budgets often forces them
to slash vital public services in areas
such as health care that dispropor-
tionately affect the lives of lower-
income Americans. “Congress must
act now to alleviate that pressure by
continuing the enhanced federal
match rate for another year,” he
adds. “The extension would protect
vulnerable Medicaid beneficiaries
— especially children, the elderly,
and the disabled — from cuts in
coverage and benefits.” 

CDF said that if the enhanced
federal match were not extended, 29
states would each need to put up at

least $100 million in additional
non-federal funds to draw down the
same amount of federal funding at
the lower match rate. (See chart, p.
5.) As examples, Arizona would
have to put up an additional $200
million in state match or lose $410
million in federal Medicaid funds;
Georgia would have to put up an
additional $270 million or forgo
$410 million in federal funding;
Iowa would need to find an addi-
tional $50 million; and Mississippi
would need an extra $80 million in
state funding, with $260 million in
federal funds at stake in that state.

“Rather than removing this life-
line while states are still fighting to
keep their heads above water,” the
CDF analysis said, “Congress should
extend the enhanced match rate for
one year, until June 30, 2005. An
additional year of fiscal relief
through the higher Medicaid match
rate would allow the recovery to take
hold in some of the states that con-
tinue to face budget pressures.”

The enhanced match was part of
$20 billion in relief Congress
approved as part of the Jobs and
Growth Tax Reconciliation Act of
2003. The enhanced match rate
accounted for some $10 billion of
the relief and was authorized from
April 1, 2003, to June 30, 2004.
Each state received an increase of at
least 2.95 percentage points in its
federal match rate. Only states that
have not reduced Medicaid eligibil-
ity (relative to the level as of Sept. 2,
2003) qualified for the enhanced
match rate.

CDF said 27 states used the
enhanced Medicaid funding to
avoid, postpone, or minimize
potential Medicaid benefit cuts or
freezes. 

No state has directly reduced
Medicaid eligibility since enactment
of the federal fiscal relief, partly
because such reductions would have

Fiscal Fitness
Continued from page 1

(Continued on page 6)
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Estimated Loss of Federal Funding Due to Expiration of Enhanced FMAP

Source: Children’s Defense Fund, Washington, DC.
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cost them the higher match rate. 
“Due to the expiration of fiscal

relief and the growth in total
Medicaid spending, states with high
federal matching rates may see their
state [nonfederal] spending on
Medicaid increase by 20% or more
from FY 2004 to FY 2005,” CDF
warned.

Helping local economies
The Families USA contribution

to the debate looks at Medicaid as
“good medicine for state econ-
omies.” It said that while Medi-
caid’s role in providing essential
health services is clear, “what is less
clear is the unique role that
Medicaid plays in stimulating state
business activity and state
economies. Every dollar a state
spends on Medicaid pulls new fed-
eral dollars into the state — dollars
that would not otherwise flow into
the state. 

“These new dollars pass from
one person to another in successive
rounds of spending. . . . The mag-
nitude of this multiplier effect
varies from state to state, depend-
ing on how the dollars are spent
initially and on the economic struc-
ture of, and conditions in, the state.
Because of the multiplier effect, the
aggregate impact of Medicaid
spending on a state’s economy is
much greater than the value of ser-
vices purchased directly by the
Medicaid program,” according to
Families USA.

Congress’ approval of the
enhanced federal match followed a
2003 Families USA report that
demonstrated that each dollar cut
from state Medicaid spending
would result in significant losses in
business activity, jobs, and wages in
the states. 

For its updated report, intended
to influence the debate over
extending the enhanced match,
Families USA came up with

updated multipliers to predict the
economic impact of potential state
Medicaid spending increases or
cuts in FY 2005, as well as the
potential stimulus to state
economies if Congress extended
the fiscal relief formula past June
30, 2004.

Threefold benefit
In FY 2005, according to the

analysis, the 50 states will spend an
estimated combined total of more
than $132 billion on Medicaid,
which will generate an almost
threefold return in state economic
benefit — $367.5 billion in
increased state-level output of
goods and services from increased
business activity. The rate of return
per state dollar invested in
Medicaid in FY 2005 will range
from $6.22 in Mississippi to $1.92
in Delaware. 

The five states with the highest
rate of return for every state dollar
spent on Medicaid in FY 2005 will
be:
• Mississippi ($6.22);
• New Mexico ($5.57);
• Arkansas ($5.48);
• Utah ($5.45);
• West Virginia ($4.95). 

Of the remaining 45 states, 22
will see a return of at least $3 in
increased state business activity for
every dollar the state invests in
Medicaid. 

According to Families USA, esti-
mated FY 2005 spending will gener-
ate more than 3.3 billion jobs with
wages in excess of $133 billion in the
50 states. These jobs will include
Medicaid personnel, other employ-
ment in the health care sector, and
jobs generated as the Medicaid dol-
lars circulate through different sec-
tors of the economy. 

On average, investing $1 million
of state funds in Medicaid will gen-
erate nearly $1.23 million in new
wages. The five states with the largest

increase in wages per $1 million on
state funds invested in Medicaid will
be: 
• Mississippi ($2.31 million);
• New Mexico ($2.1 million);
• Arkansas ($2.03 million);
• Utah ($2.02 million); 
• Oklahoma ($1.81 million).

If Congress were to extend the
higher match for one year, Families
USA said, the 50 states taken
together would realize an additional
$48.4 billion in new business activ-
ity, a 13.2% increase. An additional
447,553 jobs would be created and
additional wages of $17.5 billion
would be generated.

Direct and indirect boosts
Medicaid spending adds to state

economies in both direct and indi-
rect ways. Medicaid payments to
hospitals, nursing homes, and other
health-related businesses have a
direct impact, paying for goods and
services and supporting jobs in the
states. 

Those dollars trigger successive
rounds of earnings and purchases as
they continue to circulate through
the economy. They create income
and jobs for individuals not directly,
or even indirectly, associated with
health care. 

Thus, for example, health care
employees spend part of their
salaries on new cars, which adds to
the income of auto dealership
employees, enabling them to spend
part of their salaries on washing
machines, which enables appliance
store employees to spend additional
money on groceries, and so on. This
ripple effect of spending is called the
economic multiplier effect.

But Medicaid spending also pro-
vides a positive, countercyclical stim-
ulus to a state’s economy during a
recession or downturn. State
Medicaid spending has a greater eco-
nomic impact than other state
spending. 
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Increases in state government
spending on most programs do not
have the same multiplier effect as
Medicaid spending increases because
most state government expenditures
simply reallocate spending from one
sector of the economy to another.
When a state increases its Medicaid
spending, however, new federal
matching dollars are brought into
the state’s economy.

Families USA said the magnitude
of Medicaid’s unique positive
impact varies from state to state,
based on both the size of the state’s
federal matching rate and the state’s
economic conditions. 

The organization’s analysis devel-
oped estimates of the positive
impact of Medicaid spending for
each state, showing the significant
return — in increased business
activity, new jobs, and additional
wages — states will gain from their
investment of dollars in the
Medicaid program. State policy-
makers can use the analyses to esti-
mate the economic impact of both
Medicaid increases and cuts,
Families USA said. 

The report said Medicaid is the
only source of financial help for mil-
lions of families struggling to pay for
nursing home or other long-term
care services for a parent or family
member. 

“Every Medicaid spending deci-
sion made by state policy-makers
affects people in very real, and often
irrevocable, ways,” it said. “At the
same time, the economic downturn
and state budget pressures have
forced state policy-makers to con-
front hard choices about state spend-
ing priorities. As state budget
options are weighed and balanced,
the equation should include recogni-
tion of the economic benefit of using
state spending on Medicaid to pull
in new federal dollars. These new
dollars are a powerful stimulus to
state economies. The federal dollars

that flow into a state to match state
Medicaid spending generate new
business activity, increase output of
goods and services, create new jobs,
and increase aggregate state income.
In turn, these positive effects increase
state revenues, which can then sup-
port further state spending,” the
report said.

Extension would help states
“These positive effects are even

greater when the federal government
provides additional federal funds for
each dollar spent by the states. If
Congress extends the temporary
federal fiscal relief past the June 30,
2004, expiration, the additional fed-
eral funds provided will help states
struggling to cope with increasing
health care costs as they emerge
from the economic crisis that has
gripped them for the past three
years. Thus, Medicaid spending is
good medicine — both for the
health of state residents and for ail-
ing state economies,” the report
pointed out.

The report from the GAO looked
at distribution of the $10 billion in
unrestricted non-Medicaid tempo-
rary fiscal relief payments to states
under the Jobs and Growth Tax
Relief Reconciliation Act of 2003.
Funds were distributed on a per
capita basis, with smaller states guar-
anteed a minimum payment, rather
than based on where the greatest
need was. But the auditors maintain
ed that because recessions affect
states unevenly, targeting unre-
stricted funds to states most affected
and with less available resources
could yield better results.

The report said that from an eco-
nomic perspective, allocation of
relief payments among the states was
less than optimal. The first payments
were distributed to states when the
overall economy was beginning to
expand as measured by gross domes-
tic product growth. “Consequently,”

the auditors said, “it is doubtful that
these payments were ideally timed to
achieve their greatest possible eco-
nomic stimulus.”

But the auditors also noted
employment growth lagged behind
the economic recovery measured by
gross domestic product and state
income and sales tax receipts are
closely linked to employment levels.
From the start of the recovery to
receipt of the first fiscal relief pay-
ment overall, nonfarm employment
continued to decline, and therefore,
the fiscal relief payment likely
helped resolve ongoing budgetary
problems, the report said.

The magnitude and timing of
cyclical economic downturns affects
states unevenly. Also, due to varia-
tions in their underlying fiscal
capacities, states differ in their abil-
ity to weather economic downturns.
“Ideally,” the GAO said, “counter-
cyclical fiscal assistance should take
into account when and how severely
states are affected by a recession and
their fiscal capacities. Failure to take
these differences into account
reduces the effectiveness of such
assistance in terms of facilitating
economic recovery or in moderating
fiscal distress at the state level.”

States dependent on feds?
GAO cautioned that even if

countercyclical assistance were well
timed and targeted, its provision
could have adverse consequences for
how states manage their finances.
Before the recent recession, the
auditors noted, many states put
away reserves that they were able to
draw upon to help meet revenue
shortfalls. However, several states
put away little or no reserves. “If
states now believe that in response
to any future recession the federal
government will again provide unre-
stricted fiscal assistance, they could
be less apt to fund budgetary
reserves,” the report declared.



Mr. Parker tells State Health
Watch the legislation that was intro-
duced would only fund a portion of
the enhanced match rate into the
future, but still would be a help. 

A bill introduced by Sens. Jay
Rockefeller (D-WV) and Gordon
Smith (R-OR) would provide a
1.26% increase, less than half of the
enhanced match percentage
increase. Under the bill, $4.8 billion
in additional Medicaid match funds
would be spent over 15 months.
States would be eligible for this
increase only if they maintain their
Medicaid eligibility levels at least at
the level in effect on Sept. 2, 2003.
The bill also would reimburse states
for the expected $1.2 billion they
will have to spend to implement the
new Medicare drug bill. 

In the House, Mr. Parker says,
Reps. Pete King (R-NY) and
Sherrod Brown (D-OH) introduced
the Medicaid Relief Act of 2004
with a 1.6% match increase worth
$6 billion. That bill does not specif-
ically allocate funds for implementa-
tion of the Medicare drug bill.

Mr. Parker says there is a “pretty
broad coalition” backing extension
of an enhanced Medicaid match,
but the effort could be hurt by the
small number of legislative days
remaining in this session of
Congress between end of the sum-
mer recess and adjournment in time
to campaign, especially given that
most appropriations bills still
needed to be dealt with. “It’s not
clear if anything is going to happen
this year,” he continues, “but we
want to build momentum for next
year.” 

[Contact the Children’s Defense
Fund’s Emil Parker at (202) 662-
3565 and Families USA at (202)
628-3030; or go on-line to www.
childrensdefense.org and www.
familiesusa.org. Download the GAO
report from www.gao.gov.]  ■
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Expansions in public health
insurance programs are
designed to offer a safety net

to vulnerable Americans unable to
obtain basic health insurance and
regular access to medical care.

In recent years, expansions of
state Medicaid programs under
SCHIP have reduced the number of
uninsured children in this country.

But such efforts come with a
price. For every expansion that cov-
ers those previously uninsured,
some people may drop coverage, or
not seek coverage they are eligible
for to participate in the public pro-
gram. This phenomenon is known
as “crowd-out” — the public assis-
tance program crowding private
insurance out of the market.

Policy-makers are concerned
about crowd-out because it limits
the impact of public coverage expan-
sions. When crowd-out occurs,
some of the scarce resources are used
to cover people who would have
purchased private insurance anyway.

The Robert Wood Johnson
Foundation (RWJF) recently asked
researchers from the State Health
Access Data Assistance Center
(SHADAC) at the University of
Minnesota in Minneapolis to study
the incidence of crowd-out.

The problem, says Gestur
Davidson, PhD, senior research
associate at SHADAC and the lead
author of the RWJF’s Synthesis
Report on crowd-out, is that no one
really knows the best way to measure
public program crowd-out, and
many efforts at doing so have used
different definitions and methods,
thus making comparisons difficult.
“Quite a few conceptualizations of
crowd-out are used in the literature,
and then, within individual ways of
defining the concept, there can be
some differences in the way it gets
measured,” he notes.

There are three ways that crowd-
out can occur:
• People drop private coverage for

public. A person or family drops
private insurance, either employ-
ment-based or individually pur-
chased, to enroll. 

• A public program enrollee
refuses an offer of private cover-
age. Someone with public cover-
age refuses an employer’s offer of
insurance, which that person
would have accepted in the
absence of the public program.
This phenomenon is known as
“within enrollment” crowd-out.

• An employer changes coverage
offerings in response to the exis-
tence of a public program. An
employer changes elements of its
insurance offerings, for instance,
dropping dependent coverage or
increasing employee premiums,
resulting in an employee losing or
deciding to drop private coverage
and enroll in a public health
insurance program.
Researchers measure crowd-out

by examining changes in public and
private coverage after creation or
expansion of public programs. It is
difficult, however, to determine
whether changes in private coverage
are directly related to public-pro-
gram expansions (i.e., wouldn’t have
occurred if public program expan-
sion did not exist). Estimates are
imprecise and vary greatly depend-
ing on type of coverage expansion
and assumptions, methods, and data
used, as well as time period covered
by the study.

Researchers often measure crowd-
out by observing total change in
health insurance coverage occurring
over a period of time due to all pos-
sible causes including those indepen-
dent of the expansion of a public
program and those related to it.
Then, using sophisticated statistical

Public programs crowd out private insurance



models, they construct likely scenar-
ios to estimate how much private
and public insurance coverage would
have changed in the absence of the
expansion. Their estimate of crowd-
out, presented as a range rather than
a single number, is the difference
between these model-based estimates
of the changes that would have
occurred without the program and
those that did occur when the pro-
gram was introduced.

Confusing differences
However, researchers often use

different definitions of crowd-out,
which contributes to confusion
when differing estimates of crowd-
out are compared. The most com-
mon definition compares the
reduction in the share of the popula-
tion with private coverage to the
increase in the share of the popula-
tion with public coverage due to the
expansion. A less restrictive defini-
tion focuses on the amount of
crowd-out that occurs throughout
the public program following an
expansion — not just among the
newly eligible population. This defi-
nition usually produces lower esti-
mates of crowd-out than the
previous one. Still other studies com-
pare the decline in private coverage
associated with program expansions
to the overall decline in private cov-
erage during the period, rather than
to the increase in public coverage.
This approach tends to also produce
lower estimates of crowd-out.

Some estimates focus on the
extent to which program expansions
reduce the number of uninsured, but
this broad definition can, and often
does, produce a larger crowd-out
estimate than the narrow definition,
which focuses on how much private
coverage fell as a result of the expan-
sions. Although the variety of defini-
tions and methodologies can be
confusing, it’s important to under-
stand that different definitions are

used to answer different questions,
Mr. Davidson says. “The different
definitions/conceptualizations, in
fact, serve different purposes. And
one could say they yield different
perspectives on how important
crowd-out might actually be.”

For example, using one defini-
tion, a researcher might determine
that a certain number of people
enrolled in a newly expanded public
assistance program would have
access to private insurance. How-
ever, that number might include
both people enrolling in the new
program with less strict require-
ments and people dropping cover-
age who are only eligible for the
older portion of the plan with
stricter enrollment requirements.

Another strategy, he adds, is to
express how much of the total public
program enrollment growth over the
period might have been the result of
people who otherwise would have
had some private insurance. This
method is likely to show less crowd-
out than the previous one, but
researchers may have specific reasons
for using this method. “Policy-mak-
ers examining different studies need
to be aware of the different ways that
crowd is measured and defined so
that they don’t make inadequate
comparisons,” Mr. Davidson says.

According to the report, the
potential for crowd-out is greater
among families with income above
the federal poverty level that are
more likely than poor families to
have private insurance coverage.
Crowd-out rates also may be higher
if whole families can enroll
together in public coverage.

Crowd-out rates likely will
change over time, influenced by the
economy, labor market conditions,
characteristics of private coverage,
and attitudes toward public cover-
age. Examining the raw data also
does not tell the entire story behind
public program crowd-out, Mr.

Davidson adds. “In some cases, peo-
ple who drop their private insurance
to enroll in the public program can
substantially lower out-of-pocket
costs since their premium contribu-
tions — if they are participating in
an employer-sponsored program or,
if they are directly purchasing pri-
vate, nongroup insurance coverage
— can actually be quite high, rela-
tive to their available income.
Moreover, many who drop private
insurance might gain in the services
and benefits covered as well as access
to care that they now have with the
public program.”

This is an important point for
policy-makers worried about crowd-
out to consider, he notes. Crowd-
out can mean important benefits to
some with very low incomes. “I’m
sure policy-makers do not like to
think that those who could afford
private insurance are taking some of
the available public monies. But it is
not clear how much of the crowd-
out that public programs are experi-
encing comes from those who could
easily afford good private coverage
and don’t buy it, but enroll in the
public program instead.” 

Unfortunately, there’s no good
way to measure the last phenome-
non. “Even if we had a single defini-
tion of crowd-out and method for
measuring, it is technically so very
difficult to estimate the amount of
crowd-out that might be present,” he
says. “You cannot look at an individ-
ual case that enrolls — knowing
what insurance they had just before
enrolling — and confidently predict
that they would have had private
insurance for all or even good parts
of their enrollment in the public
program if the public program had
not existed. People drop private
insurance coverage all the time, for
all kinds of reasons; enrolling in a
less expensive public program is just
one of them.” 

Just because someone drops 
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private insurance and later enrolls in
a public program does not mean the
program was the motivating factor.
“There is a similar problem with
identifying cases of no crowd-out
from those who are uninsured and
then enroll in the public program,”
he says. “Some of them might have
enrolled in private insurance without
the public program’s availability. In
other words, knowing where some-
one came from, doesn’t tell you
where they would have been.”

States most commonly have used
waiting periods and, more recently,
cost-sharing as tools to limit crowd-
out in SCHIP, the authors stated.
While, no real evidence exists on the
effectiveness of waiting periods, logi-
cally they are likely to reduce some
forms of crowd-out. 

To ease problems for families fac-
ing serious hardships, some states
exempt families from waiting peri-
ods if they have high medical
expenses, experience involuntary loss
of coverage, or purchase coverage in
the individual market. Cost sharing
also may limit crowd-out by reduc-
ing the difference in out-of-pocket
costs between public and private
coverage, but may discourage the
uninsured from enrolling in or using
health benefits offered by public pro-
grams. Measures to control crowd-
out, though hard to evaluate, likely
will result in some reductions but
may discourage the uninsured, those
the program expansions are designed
to help, from participating.

“There is an inherent trade-off
between targeting efficiency [keep-
ing crowd-out at low levels] and
making significant inroads in reduc-
ing the number of uninsured,” Mr.
Davidson says. “You could define a
program that could probably
achieve very low levels of crowd-out
— say, restricting it to only those
who are currently unemployed or
who have very low cash reserves and
no possibility of using a COBRA

program. That would yield a very
low crowd-out, but also have very
low numbers enrolling compared to
the total number of uninsured.”

Policy-makers should consider
the trade-offs between limiting
crowd-out and covering the unin-
sured. Crowd-out limits the impact
of public coverage efforts, but lower-
income families enrolling in public
programs may gain a more stable
source of insurance. While anti-
crowd-out measures will probably
reduce the substitution of public for
private coverage, they also may
lower participation in public pro-
grams and raise equity concerns.
They also can be costly and require
substantial effort to implement. To
achieve meaningful reductions in

the number of uninsured, some
amount of crowd-out seems
inevitable.

“This trade-off will exist, to some
extent, no matter what the specific
policy approach is to reducing the
number of uninsured. It is not
restricted to the direct expansions of
public programs,” Mr. Davidson
says. “Programs that would provide
refundable tax credits to individuals
to purchase private, nongroup cover-
age would also entail public dollars
[in the form of taxes not collected],
[thus] displacing private dollars,
which is the essence of crowd-out.
There is no getting around it,” he
notes.

(To see the RWJF report, go to
www.policysynthesis.org.) ■
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Alabama p. 5
Alaska p. 5
Arizona pp. 4, 5
Arkansas pp. 5, 6
California pp. 2, 4, 5
Colorado p. 5
Connecticut p. 5
Delaware pp. 5, 6
District of 
Columbia pp. 2, 5
Florida pp. 2, 5
Georgia pp. 2, 4, 5
Hawaii pp. 2, 5
Idaho p. 2, 5
Illinois p. 5
Indiana p. 5
Iowa pp. 2, 4, 5
Kansas p. 5
Kentucky p. 5
Louisiana p. 5
Maine p. 5
Maryland pp. 2, 5
Massachusetts p. 5
Michigan p. 5
Minnesota p. 5
Mississippi pp. 4, 5

Missouri p. 5
Montana p. 5
Nebraska pp. 2, 5
Nevada p. 5
New Hampshire p. 5
New Jersey p. 5
New Mexico pp. 5, 6
New York pp. 2, 4, 5
North Carolina p. 2, 5
North Dakota p. 5
Ohio p. 5
Oklahoma pp. 5, 6
Oregon p. 5
Pennsylvania p. 5
Rhode Island p. 5
South Carolina p. 5
South Dakota p. 5
Tennessee p. 5
Texas pp. 2, 5
Utah pp. 5, 6
Vermont p. 5
Virginia pp. 5, 12
Washington p. 5
West Virginia pp. 5, 6, 12
Wisconsin p. 5
Wyoming pp. 4, 5

This issue of State Health Watch
brings you news from these states:
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One unintended consequence
of the nation’s health care
safety net — which

includes public hospitals, commu-
nity health centers, local clinics, and
some primary care physicians — is
that it is crowding out, or replacing,
other insurance options for unmar-
ried childless adults, according to
new research by Anthony Lo Sasso,
research associate professor at the
Institute for Policy Research at
Northwestern University. 

According to an issue brief pub-
lished by Academy Health, national
program office for the Robert Wood
Johnson Foundation Changes in
Health Care Financing and
Organization initiative, Mr. Lo Sasso
and colleagues examined the effect of
uncompensated care provided by
clinics and hospitals on insurance
coverage for two groups — children
younger than 14 and unmarried
childless adults between 18 and 64.
They found that adults with good
access to safety net services were less
likely to have health insurance.

“Our analysis provides a unified
framework bringing together pri-
vately offered insurance characteris-
tics, Medicaid eligibility, and
characteristics of the local safety net
to better explain and understand the
health insurance decisions of firms
and individuals,” Mr. Lo Sasso says.
“We hope policy-makers will use the
information to craft policies and
provide incentives to providers to
minimize distortions in the private
market, while still providing care to
those truly in need.” Sometimes, he
tells State Health Watch, policy-mak-
ers are not aware of the unintended
consequences on the private sector
of decisions made on public pro-
grams, and his research is intended
to highlight those consequences and
urge that they be considered. 

In contrast to the situation with
adults, the researchers found only
weak evidence that children are
being crowded out of private or
public insurance. Children in need
of health care services typically have
more insurance options than do
adults, according to the researchers,
particularly public insurance cover-
age. And because so many low-
income children are eligible for
either Medicaid or SCHIP, any
safety net providers they see usually
are able to get them enrolled in the
appropriate program.

Mr. Lo Sasso says the safety net is
a patchwork of providers that is sup-
ported by a diverse and haphazard
array of funding mechanisms.
Although their funding may be
uncertain from year to year, or polit-
ical administration to administra-
tion, safety net providers generally
offer a combination of comprehen-
sive medical care and enabling ser-
vices such as language translation
and transportation targeting the
needs of those likely to require safety
net care. “The safety net clearly has
a purpose and a place in the
American health care system,” Mr.
Lo Sasso explains. “But it’s not
without risks.” He sees it as an
informal, uncoordinated system of
care whose continued existence is
not guaranteed. 

Many would argue that it already
is stretched thin, he adds. Witness
the fact, for instance, that between
1990 and 1998, federally qualified
health centers experienced a 60%
increase in the number of uninsured
patients. 

Then, in the 1990s, expansions
in Medicaid and creation of SCHIP
allowed many individuals who were
covered under private insurance to
be eligible for public programs.
Premiums for public coverage were

more affordable than for private
insurance and, in some cases, the
health care delivered may have been
better, leading many to speculate
that public coverage was crowding
out private. Mr. Lo Sasso notes that
because so many low-income people
continue to be uninsured despite the
expansions in program eligibility,
the researchers wanted to identify
alternative reasons for why take-up
of private insurance is low for these
groups.

Federally qualified health centers
provide a substantial amount of
uncompensated care. Overall
uncompensated care they provided
increased from some $450 million
in 1990 to nearly $700 million in
2000. Hospitals also provide a large
amount of uncompensated care
annually; hospital uncompensated
care increased from just under $19
billion in 1990 to nearly $21 billion
in 2000.

Results of their study provided
the researchers mixed evidence on
the extent of crowd-out. Thus, hos-
pital uncompensated care does not
appear to crowd out coverage for
children or adults, while health cen-
ter uncompensated care appears to
crowd out private coverage for
childless adults. 

“Less crowd-out for hospital
uncompensated care may be plausi-
ble,” according to Mr. Lo Sasso,
“given that hospital uncompensated
care pays for big-ticket items rather
than more routine care that individ-
uals may think of when making cov-
erage decisions.”

According to the study, low-
income people frequently believe
they can avoid the need for health
insurance by using free clinics or
public hospitals. Employer-provided
health insurance likely is to have
greater costs than Medicaid or safety

Safety net services are replacing private insurance
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net care, both in terms of premi-
ums and out-of-pocket costs such
as deductibles or copayments.
Therefore, a dependable safety net
may result in workers accepting
employment without health insur-
ance or declining coverage offered
by their employers because of the
cost.

Also, for many workers in low-
wage jobs, employers don’t offer
private insurance; and when it is
offered, premiums and deductibles
often make it cost-prohibitive.
Buying coverage in the individual
insurance market is similarly
expensive. 

From employers’ perspective,
the availability of a safety net may
affect their decision to offer — or
not offer — coverage. They may
come to rely on the safety net as a
substitute to provide care for their
low-income workers, which saves
them money. 

Small employers in a particular
area may choose not to offer
health insurance to workers
because of the availability of safety
net health care services. 

Academy Health said that for
many policy-makers, one of the
most challenging aspects of safety
net care is striking the right balance
between promoting appropriate
take-up of safety net services and
preventing crowd-out of other cov-
erage options. 

On one hand, the goal and role
of safety net institutions is provide
health care access to low-income
Americans who cannot afford cov-
erage through other vehicles, the
report said. 

On the other hand, a rich safety
net may induce people with access
to other types of insurance to forgo
it for a seemingly free program. 

[Contact Mr. Lo Sasso at (847)
467-3167 or e-mail him at 
a-losasso@northwestern.edu.]  ■

Clip files / Local news from the states
This column features selected short items about state health care policy.

West Virginia could set precedent with drug price controls
WASHINGTON, DC—Struggling with skyrocketing drug costs, West

Virginia lawmakers are poised to go head to head with the powerful pharma-
ceutical industry, potentially becoming the first state to impose price controls
on prescription drugs. The move by West Virginia, where residents take five
more prescription medications daily than the national average, could set a
precedent for other states. Early this year, lawmakers approved legislation
creating a council, made up of health officials, pharmacists, drug company
officials, and professors, to come up with recommendations for reducing
drug prices. The recommendations were due Sept. 15, and lawmakers were
expected to go into special session in October to vote on the measures,
which could include price controls. The council is looking at a range of
options including consolidating the buying power of the state’s agencies to
buy drugs cheaper in bulk and allowing the state to team with other states to
buy drugs. A more aggressive approach would allow the state to negotiate
prices on behalf of all residents — similar to what the Department of
Veterans Affairs does for veterans. The council also is considering requiring
drug companies to disclose the money spent on marketing drugs. 

—Newsday, Aug. 16, 2004

Governor increases aid payments to Virginia obstetricians 
RICHMOND, VA—Virginia Gov. Mark R. Warner has issued an emer-

gency regulation boosting state reimbursements to doctors who provide
obstetrical care to indigent women. The governor described the unprece-
dented action as a first step toward addressing concerns by obstetricians
who say they cannot afford to continue delivering babies.  According to the
Virginia Department of Medical Assistance Services, 775 obstetricians in
Virginia offer care to Medicaid patients. The governor, a Democrat, said
higher state payments for obstetrical services would begin Sept. 1.
Reimbursements for nonsurgical deliveries will rise 34%, from $1,121 to
$1,502. Payments for caesareans will increase from $1,270 to $1,702. The
new rates represent approximately 80% of the amount private insurance
companies pay for their customers in Virginia. The new reimbursement
rates have an estimated price tag of $14.4 million annually. The state will
pay half, with the federal government picking up the rest of the tab. 

—The Virginian-Pilot, Aug. 13, 2004
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