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ABSTRACT

Several welfare programs in the United States restrict eligibility to
single-parent families. This paper asks whether eliminating this re-
striction for Medicaid encourages marriage. I identify Medicaid’s effect
through a series of health insurance reforms that were passed in the
1980s and 1990s targeting young children. These reforms were asso-
ciated with an increase in the probability of marriage of 1.7 percentage
points. While the expansions offered some incentives to become married,
they also created other incentives to become divorced (known as the
““independence effect’’). After controlling for the outflows from marriage
due to the independence effect, the estimated effect increases by 10 per-
cent.

I. Introduction

In the United States, the Medicaid program provides public health
insurance for poor, eligible families. Although the program varies across states, in
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all instances Medicaid furnishes a basic set of subsidized health care services.! This
program has become an increasingly important part of the welfare package because
medical care costs have grown far more rapidly than general inflation.? Not only has
the program grown rapidly, but the level of Medicaid expenditure currently trails
only two other domestic spending programs—Medicare and Social Security. In fiscal
year 1991, the total federal and state expenditure on Medicaid for Aid to Families
with Dependent Children (AFDC) recipients, $21.9 billion, exceeded the total spend-
ing on AFDC cash benefits, $20.3 billion (U.S. House of Representatives 1993). As
with some other welfare programs, eligibility for Medicaid has historically been
restricted to single-parent families with children less than 18 years old.?

Many studies have examined the links between welfare eligibility rules and family
structure. Even though the effects of AFDC cash benefits have been well explored,
my goal is to expand the discussion by providing empirical estimates of Medicaid’s
effect on marriage decisions.* Most prior studies have been unable to convincingly
isolate Medicaid’s effect from AFDC’s effect because eligibility standards for the
two programs had been highly correlated.’

I examine Medicaid’s effect through a series of health insurance expansions, tar-
geted toward children, which occurred in the 1980s and early 1990s. These expan-
sions severed Medicaid’s link to AFDC eligibility in two ways: By eliminating the
requirement that a child live in a single-parent (or cohabiting) family to qualify and
by increasing the income eligibility limit for Medicaid beyond the AFDC limit. I
use the variation in eligibility across states and over time in the Medicaid program
to identify Medicaid’s effect empirically. Although the state and time dimensions
are quite common to recent studies in this area, the expansions also provide a true
within-state comparison group by restricting new Medicaid eligibility to younger
children and not older children. The data analysis uses all three dimensions to esti-
mate Medicaid’s effect.

I reach two main conclusions from the reduced-form estimates on the 1989 to
1994 March Current Population Survey (CPS). First, the expansions significantly
increased the probability of marriage. Extending Medicaid to all children in a house-
hold is associated with an increase in the probability of marriage of 1.7 percentage

1. Traditionally, eligibility for Medicaid has been contingent on eligibility for Aid to Families with Depen-
dent Children (AFDC); that is, one simultaneously qualifies for Medicaid and AFDC by having net income
under a state’s income eligibility limit. The health insurance is retained as long as the AFDC recipient
earns less than the ‘‘AFDC break-even level,”’ the point at which AFDC eligibility is lost. Medicaid is
entirely lost once earned income goes beyond the break-even level, generating a marginal tax rate in excess
of 100 percent.

2. Between fiscal years 1989 and 1991, medical prices rose by 8.4 percent per year, about 71 percent
faster than general inflation. Medicaid payments per beneficiary grew by 8.2 percent per year between
1985 and 1991 (U.S. House of Representatives 1993).

3. Most notably, cash benefits under AFDC are restricted to single-parent families and families where
one parent is not biologically related to the children. Two-parent families can qualify for AFDC-UP (unem-
ployed parent). The Food Stamp program has no restrictions based on marital status or family structure.
4. Previous research has focused mainly on the effect of AFDC cash benefits on marital dissolution. For
the most part, this work has found small but significant positive effects of AFDC benefits on female
headship. See, for example, Danziger et al. (1982), Ellwood and Bane (1985), Moffitt (1990), Hoynes
(1993), and Schultz (1994). Moffitt (1992) provides a summary of existing work.

5. Decker (1995), who examines the initial introduction of the Medicaid program in the 1960s, is a notable
exception.
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points. Second, the Medicaid expansions also resulted in some women becoming
divorced, because the reforms raised the Medicaid income limit for children in
single-parent families beyond the previous AFDC limit. By restricting the sample
to women with children who live in states with high AFDC eligibility limits (and
who should therefore not respond to this second effect), Medicaid’s effect increases
to 2.0 percentage points. In contrast to many recent studies, the economic and statisti-
cal significance of the coefficient estimates remains after including state fixed effects
in the model.

Section II of this paper briefly describes the incentives that the welfare system
offers for living arrangements and discusses their potential importance. It also ex-
plains in detail the recent Medicaid expansions for children. Section III presents
the model and offers several predictions from the Medicaid expansions. Section IV
describes construction of the data set from the CPS and the empirical implementa-
tion. Section V reports the results and Section VI presents the conclusions.

I1. Institutional Background

A. Background on U.S. Welfare Programs

The U.S. welfare system offers two benefits that are largely restricted to poor, single-
parent families with children: Cash assistance through AFDC and health insurance
through Medicaid. Before recent changes, a recipient would qualify for both AFDC
and Medicaid by having income under a state-specific threshold. In 1992, these
thresholds for a family of three ranged from 27 percent of the federal poverty level
(FPL) in Alabama to 113 percent in Arizona.® A second distinguishing characteristic
of the programs is that eligibility is related to family structure. Although the rules
allow some flexibility for stepparent households and cohabitors to qualify, in prac-
tice, the vast majority of AFDC recipients are female-headed households with chil-
dren under 18 present.’

6. The income eligibility limit for AFDC varies depending on the recipient’s work behavior. The limit is
highest during the first four months of work, when the recipient faces a tax rate of 66 percent and a $30
monthly standard deduction. She faces a 100 percent tax rate and a $30 standard deduction for the next
eight months. Finally, she faces a 100 percent tax rate and no standard deduction after twelve months of
work. The limits in the text are calculated after twelve months of work while on AFDC. The variation in
AFDC benefit levels has been used in previous work on family structure, including Ellwood and Bane
(1985), Hutchens, Jakubson, and Schwartz (1989), Hoffman and Duncan (1988), and Duncan and Hoffman
(1990). Several studies on family structure use the sum of the AFDC and Food Stamp guarantees, such
as Plotnick (1983, 1990), and Lundberg and Plotnick (1995). Moffitt (1990, 1994) and Hoynes (1993) use
the sum of the AFDC and food stamp guarantees along with the average Medicaid expenditure in each
state.

7. As recent research has shown, eligibility for AFDC does not hinge on marriage per se (Winkler, 1995;
Moffitt, Reville, and Winkler, 1994, 1995). Instead, children in stepparent families can qualify for AFDC
too. Another way for two-parent families (in which both parents are biologically related to the child) to
qualify for Medicaid is through AFDC-UP, where the principal wage earner has a substantial attachment
to the labor force. AFDC-UP has very restrictive work criteria, however, and recent Medicaid expansions
might eliminate any advantage to joining this program. Children in two-parent families may be eligible
under either regime, but the expansions do not involve the same restrictive work criteria. See Hoynes
(1996) for more discussion of the AFDC-UP program and Winkler (1995) for evidence of its effect on
family structure. Because the CPS data do not have very fine living arrangement variables (namely, it is
not possible to distinguish whether an unmarried man and woman are simply roommates or partners), this
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Table 1
Marriage Penalties for a Mother with Two Children and Zero Earnings
Living in Illinois, 1991

Mother of Two, Marriage,
$0 Earnings  Single Male Family of Four

Earnings 0 $15,000 -$15,000
Earned Income Tax Credit 0 0 770
AFDC $4,404 0 0
Food stamps 2,820 0 1,368
Medicaid 2,342 0 0
Federal income tax 0 (1,418) (210)
Disposable income 9,566 12,134 15,480
Marriage penalty, loss of income 6,220
Percentage change —-29

Source: U.S. House of Representatives 1993:1257-65.

Assumes child care expenses of zero because the mother does not work, work expenses of $300 per year
for the male ($25 per month for public transportation), and Social Security taxes of $1,148 for earning
$15,000. Note that food stamps are available to married couples, which partially offsets the loss in AFDC -
cash benefits for two reasons: Food Stamps taxes AFDC income at 30 percent in its calculation (so a
reduction of $1.00 in AFDC income implies an increase of $0.30 in food stamp income), and the food
stamp benefits are increasing with family size. Medicaid benefit is ‘‘cashed out’’ at the average expenditure
in the state for AFDC participants. Covering both children through Medicaid reduces the marriage penalty
by $1,434.

To illustrate the potential importance of losing AFDC and Medicaid, Table 1
shows the budget constraint for a mother with two children in Illinois in 1991 (several
expenses are presented at the bottom of the table). The annual AFDC benefit level
of $4,404 in Illinois is near the national median, so the conclusions from this table
are applicable to many other states as well. When this mother considers marrying
the father, who earns $15,000 and lacks employer-provided health insurance, the
couple loses AFDC and Medicaid benefits. For a mother with two children, Medicaid
is valued at $2,342 in Illinois.® By marrying, the couple’s total income drops by
$6,220, or 29 percent. Thus, the disincentive to marry could be substantial. The loss
of Medicaid benefits accounts for a significant part of the total penalty. If both chil-
dren were covered by Medicaid through the eligibility expansions used in this study,

likely produces measurement error in my dependent variable. In addition, subfamilies (young mothers with
children who live with their parents) also qualify for AFDC and are included in the analysis. See Hutchens,
Jakubson, and Schwartz (1989) for more information on subfamilies. A final avenue onto Medicaid for
two-parent families is through the Medically Needy program. This program is largely restricted to those
who would otherwise qualify for AFDC except that their income is too high.

8. This assumes, of course, that Medicaid is valued at its average expenditure. Medicaid’s cash value is
computed only for the AFDC population. This calculation assumes it would be equally valued by nonpartic-
ipants.



