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Medicaid enrollment fell nationally after 1995,
following a decade of steady increase (Ellwood
and Ku 1998; Ku and Bruen 1999). Recent data
indicates Medicaid enrollment began to pick up
again in December 1998 (Ellis, Smith, and
Rousseau 2000). The decline has been attributed
to state welfare reform efforts through waivers,
which were implemented at different times in
different states, and more recently to federal
welfare reform through the 1996 Personal Re-
sponsibility and Work Opportunity Reconcilia-
tion Act (PRWORA); the robust economy of the
last several years also has contributed (Ellwood
and Ku 1998; Families USA 1999; U.S. GAO
1999; Ku and Garrett 2000). The steep down-
ward trend in welfare caseloads (falling since
1994) has been offset partially by an upward
trend in Medicaid enrollment through other el-
igibility categories, such as medically needy or
poverty-related groups (U.S. DHHS 2000). In
addition, declining welfare caseloads do not
translate into one-for-one reductions in Medic-

aid enrollment: about 56% of adults and 70% of
children nationally maintain their Medicaid in
the first six months after leaving welfare (Gar-
rett and Holahan 2000).

Many analysts have expressed concern that
the ongoing decline in Medicaid rolls, exacer-
bated by welfare reform, may be leading to a
sicker population remaining in the program.
This concern is based on the hypothesis that
those who leave Medicaid tend to be healthier
than those who remain in the program, leaving
a sicker population behind. It is more costly to
provide a fixed standard of care to a sicker risk
pool, because sicker individuals, on average, use
more (and more costly) health care services. Be-
cause nearly every state uses some form of man-
aged care in their Medicaid programs, many
states now pay plans that deliver services to
Medicaid enrollees on a capitation basis. Even
if capitation rates are initially set at levels con-
sistent with the costs of providing the desired
level of health care services, they will become
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inadequate if they are not adjusted for a chang-
ing case mix. An important issue is whether
these capitation rates are adequate for plans to
provide the contracted services at a level of
quality as high as the state intends or the plan
has contracted to deliver (Holahan, Rangarajan,
and Schirmer 1999). Because a less healthy mix
of beneficiaries implies rising per-enrollee costs,
it is also a concern for states whose Medicaid
enrollees are mainly in primary care case man-
agement (PCCM) programs or traditional fee-
for-service (FFS) Medicaid. Medicaid expendi-
tures may not fall in proportion to the decline
in the number of enrollees, a point which should
be recognized by budget analysts and others
who otherwise might anticipate a greater freeing
up of revenues for other programs.

In this paper, we examine whether declining
welfare caseloads are leading to a sicker Med-
icaid risk pool. We provide evidence on this crit-
ical issue at the national level, using data from
the 1997 National Survey of America’s Fami-
lies. Our data on welfare leavers precede
PRWORA implementation, but welfare case-
loads already were falling nationally, in part due
to state welfare reform efforts with many of the
same characteristics: work requirements, time
limits, and family caps (Council of Economic
Advisers 1997; Ku and Garrett 2000; Martini
and Wiseman 1997; U.S. DHHS 1999).

First, we analyze differences in health status
and health service utilization between those who
recently left welfare and lost Medicaid and
those who remained on welfare or retained
Medicaid after leaving welfare. Second, we ex-
amine differences between new welfare recipi-
ents, people who leave and then return to wel-
fare and Medicaid, and longer-term (ongoing)
welfare plus Medicaid recipients. These ‘‘snap-
shots’’ can tell us something about the dynamics
of who leaves Medicaid and welfare, and wheth-
er reductions in the welfare caseload will tend
to reduce the average health status (and increase
health care use) of the remaining Medicaid case-
load.

Rate setting and risk adjustment mechanisms
can potentially self-correct for changes in the
risk pool, but existing mechanisms may not be
sufficient for the purpose (Newhouse 1998). At
present, most state Medicaid programs adjust
for only a few of the characteristics (e.g., age
and gender) that would affect the risk pool (Ho-

lahan, Rangarajan, and Schirmer 1999). In
1997, only a few states (e.g., Colorado and
Maryland) incorporated health-based (diagnos-
tic) measures in their rate adjustments for their
populations receiving Aid to Families with De-
pendent Children (AFDC) or Temporary Aid to
Needy Families (TANF) (Kronick and Dreyfus
1997). An increasing number of states now do
(e.g., Delaware, Minnesota, Tennessee), but the
practice still is not widespread (Highsmith
2001). Furthermore, if risk adjustment is based
on FFS experience, it may be based on a larger
or smaller caseload depending on what is hap-
pening to state caseloads. If caseload declines
are different for the Medicaid populations in
capitated plans and the FFS population, the rel-
ative health status of the two populations may
shift.

We examine whether the group differences in
utilization that we find can be explained using
a set of risk adjusters similar to what states com-
monly use, as well as a larger set that includes
health status. We examine the effect of declining
caseloads nationally because caseloads have in-
deed fallen in most states, and we want to draw
conclusions that are widely applicable. Further-
more, state-level data that contain the required
measures are not widely available, and the rel-
evant population groups are too small to be ex-
amined state by state with existing national sur-
veys.

Conceptual Framework

The most straightforward and intuitive empiri-
cal approach to addressing whether falling wel-
fare caseloads make the Medicaid risk pool
sicker is to have information on health status
and health service use at two points in time—
one when the welfare caseloads were relatively
large, and another after caseloads had declined.
In that way, we could compare the health status
of the Medicaid caseload at these two points in
time to determine whether average health status
changed. If we also had information from a va-
riety of states—and in some states the welfare
caseload had declined more than in others—we
could examine whether the extent of change in
health status was related to the extent of changes
in the size of the caseload. It would also be pos-
sible to compare changes in health status by
Medicaid eligibility group and size of each
group in the overall Medicaid caseload, and to
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Figure 1. How declining welfare caseloads can reduce the average health status of
Medicaid recipients (the relative sizes of the welfare and nonwelfare boxes and the rel-
ative health/use level shading are hypothetical and set for illustrative purposes only;
they are not intended to depict the findings of this study)

attribute any changes in health status to falling
welfare caseloads.

An alternative approach, which we use here,
is to compare health status and health service
use of former and current welfare recipients in
1997 to deduce the health status dynamics of
the Medicaid caseload. The main advantage of
this approach is that it explicitly links changes
in the average health status of welfare recipients
to reductions in the welfare caseload by focus-
ing on the health status of welfare leavers. The
main disadvantage is that it does not allow us
to examine the overall trend in health status and
medical care use of Medicaid recipients. In ad-
dition, we focus only on current and former wel-
fare recipients, rather than examine all Medicaid
recipients. In 1997, cash welfare recipients com-
prised about 48% of adult and 42% of child
Medicaid recipients (Bruen and Holahan 2001).
AFDC recipients automatically were enrolled in
Medicaid. Welfare reform broke the link be-

tween cash welfare and Medicaid. However, be-
cause states were only beginning to implement
TANF in 1997 and because most TANF recip-
ients still would have qualified for Medicaid un-
der Section 1931 provisions (typically, if they
met the July 1996 AFDC income-eligibility lev-
els), virtually all AFDC/TANF recipients were
enrolled in Medicaid in 1997. Thus, we often
refer to welfare recipients enrolled in Medicaid
as simply ‘‘welfare recipients.’’

Figure 1 illustrates how the Medicaid case-
load could become sicker, depending on the
relative health status and utilization of former
welfare recipients, ongoing welfare recipients,
and welfare entrants. The hypothetical situa-
tion depicted in Figure 1 shows that the av-
erage health status of the welfare component
of the Medicaid risk pool will fall as welfare
caseloads fall if:

1. Those who leave welfare are healthier than
the welfare caseload overall;
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2. Those who are entering welfare are as
healthy or less healthy than the welfare case-
load overall;

3. The health status of the ongoing welfare
caseload is steady or declining over time.

Given that conditions 1 to 3 are true, the health
status of the overall Medicaid caseload will fall
as the welfare caseload falls if, in addition:

4. The welfare caseload is at least as healthy as
the overall Medicaid caseload (i.e., at least
as healthy as the nonwelfare caseload);

5. There are no net changes in the health status
of the nonwelfare component of the Medic-
aid caseload due to entry, exit, and changes
in the health status of the ongoing nonwel-
fare Medicaid recipients.

These are sufficient conditions for the health
status of the Medicaid caseload to fall, but
health status also may worsen under a weaker
set of conditions. It is necessary for the impact
of welfare leavers to be larger than the net im-
pacts of entrants, changes in the health status of
ongoing recipients, the health differential be-
tween typical welfare recipients and the full
Medicaid risk pool, and changes in the number
and/or health status of nonwelfare Medicaid en-
rollees.1

The empirical work in this paper provides
new evidence on conditions 1 and 2; while
this information alone cannot tell us for sure
whether the Medicaid risk pool will become
sicker, knowing the health status and utiliza-
tion of welfare leavers and entrants relative to
the overall caseload does tell us how we
should expect the risk pool to change, all else
being equal, and viewed in the context pro-
vided by Figure 1.

It is quite likely that there always have been,
and will continue to be, health status differences
between those who leave or enter welfare and
those who remain on as beneficiaries. Earlier re-
search has found that health problems signifi-
cantly increase AFDC participation (Blank
1989), reduce the likelihood of participants ex-
iting their first spell of welfare, and increase the
likelihood of former recipients returning to wel-
fare (Ellwood 1986). Poor health increases the
value of Medicaid to individuals, and prior stud-
ies have found that those who value Medicaid
coverage more are more likely to participate in

AFDC (Moffitt and Wolfe 1992; Wolfe and Hill
1995).

What has changed recently is the relative pro-
portion of welfare leavers to new entrants, given
the drastic decline in welfare caseloads since
1994. A rising proportion of welfare leavers rel-
ative to welfare entrants could tip the balance
in the trend in the health status of the Medicaid
risk pool, even if entrants were healthier than
the ongoing caseload or the ongoing caseload
improved over time.

If people who leave both welfare and Med-
icaid are healthier than the average welfare re-
cipient but sicker than the average Medicaid re-
cipient, then their leaving will improve, rather
than reduce, the health status of the Medicaid
risk pool. Condition 4 ensures that if welfare
leavers are healthier than the average welfare
recipient, they also will be healthier than the
average Medicaid recipient. Recent evidence
tends to indicate that the nonwelfare (non-Sup-
plemental Security Income [SSI]) Medicaid
caseload is not more healthy than the welfare
caseload.2

There are likely to be influences on the health
status of the Medicaid caseload beyond those
due to declining welfare caseloads; that is, con-
dition 5 is not likely to hold in the recent na-
tional experience. For example, the ongoing el-
igibility phase-in of older children in poverty
may tend to improve average health status.
Also, Medicaid expansions under the State Chil-
dren’s Health Insurance Program (SCHIP) are
bringing in children of increasingly higher in-
comes who may have better health status. Note,
however, that even if there are other factors af-
fecting the health status of the Medicaid case-
load, this paper can tell us, all else being equal,
which direction a falling welfare caseload pulls
the overall trend.3

Data and Methods

Analytic Strategy

We examine the health status, health service
utilization, and demographic characteristics of
three main groups: 1) welfare leavers who did
not retain Medicaid coverage, including the
privately insured and the uninsured; 2) welfare
leavers who retained Medicaid coverage; and
3) welfare recipients (with Medicaid cover-
age), consisting of new entrants to welfare, re-
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turners to welfare, and ongoing welfare recip-
ients.

We first report differences between those re-
ceiving Medicaid (welfare recipients and wel-
fare leavers who continue Medicaid combined)
and welfare leavers who do not retain Medicaid.
Better health status for those who no longer re-
ceive Medicaid (compared to people still en-
rolled in Medicaid) would suggest that reduc-
tions in Medicaid enrollment resulting from re-
duced welfare caseloads will lead to a sicker and
more costly Medicaid risk pool.

If former welfare recipients leaving Medicaid
are healthier than current welfare recipients and
new or returning welfare recipients also are
healthier than welfare recipients overall, then
the decline in the Medicaid risk pool due to fall-
ing welfare caseloads will be mitigated.4 We in-
vestigate this possibility by comparing recent
welfare entrants and welfare returners to ongo-
ing welfare recipients.

Health service utilization may be lower for
former welfare recipients without Medicaid rel-
ative to Medicaid recipients simply because
many former recipients are uninsured. For this
reason, we separate Medicaid leavers into two
groups—those with private coverage and those
who are uninsured—and examine health care
use among the two groups. If having insurance
coverage alone is causing differences in utili-
zation between Medicaid leavers and Medicaid
recipients, then we should not see any differ-
ences in utilization between leavers with private
coverage and Medicaid recipients, except for
differences that arise due to the type of cover-
age, a point we discuss further later.

If the Medicaid and non-Medicaid group dif-
ferences indicate a sicker and more costly Med-
icaid risk pool, it may not be an important prob-
lem from the perspective of capitation rate ad-
equacy if the rate adjustment mechanisms that
states have in place reflect these differences
(though it still could be a problem from a bud-
getary perspective). Many states adjust their
capitation rates using tabular methods based on
age and gender, urban residence, and pregnancy
status (Holahan, Rangarajan, and Schirmer
1999). We test whether differences from the ini-
tial descriptive analysis remain after adjusting
for these characteristics using multivariate re-
gressions.

We also examine whether the basic group dif-

ferences in health service use that we report can
be better explained by a more extensive set of
control variables including race/ethnicity, in-
come, and health status. We want to know
whether such characteristics are sufficient to ex-
plain the differences in utilization that we ob-
serve, even though states do not adjust capita-
tion rates on the basis of other demographic
characteristics such as race and income. Race/
ethnicity and income may be correlated with ac-
cess and use and may explain some of the dif-
ferences between the Medicaid and non-Med-
icaid groups. Very few states made health-based
adjustments for their welfare population in
1997. Prospective use of diagnosis-based ad-
justers would be more detailed, but less timely,
than the self-reported health measures we use in
the regressions.5 Here, our objective is to illus-
trate whether the differences can be controlled
with health measures broadly (i.e., with the sur-
vey data at our disposal), not what specific types
of health-based risk adjusters states should be
using.

Data

We use data from the 1997 National Survey of
America’s Families (NSAF). The NSAF is a
household survey that provides information on
100,000 children and nonaged adults represent-
ing the noninstitutionalized civilian population
under age 65 (Dean Brick et al. 1999; Kenney
et al. 1999). The NSAF sample was designed to
provide reliable national-level estimates as well
as state-representative estimates in 13 states.
The 13 states are Alabama, California, Colora-
do, Florida, Massachusetts, Michigan, Minne-
sota, Mississippi, New Jersey, New York, Texas,
Washington, and Wisconsin. The NSAF also in-
cludes a national sample component, so all
states are represented in the sample. The survey
oversampled families with incomes below 200%
of the federal poverty level. The overall re-
sponse rate was approximately 70%.6 In families
with children, the respondent was the adult who
knew the most about the children’s education
and health care. In more than 90% of these cases
the respondent was female.

Defining the Sample and Groups

The sample used in this study consists of adults
(under age 65) and children who were receiving
welfare at the time of the survey or who recently
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had left welfare. We can identify welfare leavers
because the respondent was asked whether she
ever received AFDC in her name, or in the name
of any of her children, since January 1995, and
later was asked whether there was any time the
family stopped receiving AFDC payments for
more than one month since January 1995. These
‘‘welfare leavers’’ refer to adults and children in
families who stopped receiving AFDC at any
point between January 1995 and the date of the
interview in 1997, and were not currently re-
ceiving AFDC. Our data relate to those who left
welfare for any reason, including state welfare
reform efforts and economic reasons.7

Welfare leavers still could be receiving Med-
icaid, could have private insurance coverage, or
could be uninsured. The leavers who retained
Medicaid could have been eligible through SSI,
medically needy status, transitional medical as-
sistance, or poverty-related provisions, but
would have been included in this analysis only
if they had participated in AFDC in the last two
years. Thus, our sample does not include all of
those who may have left Medicaid. Rather, we
focus on people who left Medicaid following
their departure from welfare, and we compare
these people to welfare recipients and welfare
leavers who kept Medicaid.

The sample of welfare recipients can be di-
vided into three groups: 1) recent entrants who
reported that they started receiving AFDC (for
the first time) in 1996 or 1997; 2) families who
left welfare at some point since January 1995
but were receiving AFDC at the time of the in-
terview and whom we refer to as ‘‘welfare re-
turners’’; and 3) the remaining group, ‘‘ongo-
ing’’ welfare recipients, who are neither recent
entrants nor returners. The latter is the largest
group and represents longer-term recipients. The
recent entrants and returners are not defined
over exactly the same time frame, so combined
they are not the full inflow of welfare recipients
over a fixed time period.8 Both recent entrants
and returners may have received Medicaid prior
to (re)entering welfare, and ideally we would
limit our comparison to those who had not been
on Medicaid, but the data do not allow us to
make this distinction.

Regression Models for Adjusting Differences

The adjusted differences were computed using
linear regression in the case of continuous out-

comes and probit regression in the case of bi-
nary outcomes. For the probit models, we report
marginal effects to aid in interpretation. The lin-
ear regressions were of the following form (i is
the index for the individual observations):

Y � � X � � Z � � Uninsuredi 1 i 2 i 3 i

� � Medicaid � � .1 i i

Yi represents the health service utilization
measure. TheXi are risk adjustment charac-
teristics that states may use to adjust capita-
tion rates. TheZi are additional control vari-
ables for demographic characteristics and
health status.Uninsuredi is an indicator vari-
able for being uninsured, andMedicaidi is an
indicator for Medicaid receipt. Thus,�1 mea-
sures the (average) difference between Med-
icaid recipients and those in the sample who
were not currently receiving Medicaid, con-
ditional on the independent variables, and is
the regression-adjusted analog of the differ-
ence in means of the dependent variable by
Medicaid status. We estimated sets of models
where theZi first were excluded (Model A)
and then included (Model B).

We note that these utilization analyses may
reflect differences in private and Medicaid cov-
erage, not only differences between those who
stay on Medicaid and those who leave. Private
coverage may improve access, and thus utili-
zation, relative to Medicaid because of higher
provider payment rates. On the other hand, the
Medicaid benefit package covers more services
in many cases. Moreover, private insurance may
place additional barriers on utilization relative
to Medicaid, since cost sharing is higher in pri-
vate plans, and private plans may impose more
non-price management of use (e.g., utilization
review). We do not expect that such differences
would be the main drivers of most of the find-
ings, however, since the utilization measures ex-
amined here are likely to be sensitive to having
any insurance, but not sensitive to whether the
insurance is Medicaid or private.

For AFDC recipients, we estimated a set of
models of the form:

Y � � X � � Z � � Recent Entranti 1 i 2 i 2 i

� � Returner � � .3 i i

Here,�2 measures the difference between recent
entrants and the omitted group, ongoing welfare
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recipients, conditional on the control variables.
Similarly, �3 compares returners to welfare to
ongoing recipients. All AFDC recipients have
Medicaid, so insurance coverage is held con-
stant. Again, we estimate models withZi ex-
cluded and included.

Variables Used in Models

Most of the variables we examine are self-ex-
planatory, but a few require additional com-
ment. The first is the scaling of the mental
health variables. The mental health measure we
use for adults (adapted from a five-item scale,
the MHI-5, used in the Medical Outcomes
Study) is on a scale from 25 to 100, with higher
scores indicating better mental health. The Be-
havioral Problems Index (BPI) for children is on
a scale from 6 to 18, with higher scores indi-
cating fewer behavioral problems.9 Second, we
exclude infants from our inpatient analyses for
children. Tabulation of inpatient stays by age for
children suggests that respondents count the de-
livery itself as an inpatient stay for an infant. A
similar pattern was found in the 1997 National
Health Interview Survey (NHIS). For children
age one or older, rates of inpatient stays by age
were very similar to those found in the NHIS.
For doctor visits, well-child visits, and mental
health visits, we report means in actual visits in
summary tables, but in regressions these depen-
dent variables appear in log form. Finally, we
include inpatient stays due to delivery of new-
borns in the summary tables for adults, but do
not conduct a parallel regression analysis, be-
cause in capitated arrangements there is separate
reimbursement for services associated with
pregnancy—so pregnancy itself is a risk adjuster
that we include as an explanatory variable in the
regression analysis.

In the regressions for adults, the risk-adjuster
variables are age (18 to 24, 25 to 34, 35 to 44,
and 45 and over), gender, interactions of the age
categories and gender, current pregnancy, past
year delivery,10 rural (non-MSA) residency, and
SSI receipt in the past year. In the regressions
for children, we control for age categories (0, 1
to 2, 3 to 5, 6 to 13, 14 to 17), gender, being a
15- to 17-year-old female, rural (non-MSA) res-
idency, and SSI receipt in the past year.11 The
Medicaid eligibility category is also an impor-
tant Medicaid rate-setting category. We cannot
control for the medically needy category since

it is not indicated in the NSAF, but we do con-
trol for SSI, which is the most important group
given the higher-than-average costs of SSI Med-
icaid recipients. The regressions also control for
being uninsured, since utilization does vary sub-
stantially by insurance status among welfare
leavers, as we would expect.12

The additional characteristics (Zi) that we in-
clude as control variables in the regressions are
the log of income as a percentage of poverty,
race, marital status (for children, of the caretak-
er), the number of children in the family, and
health status (fair/poor health, health condition
that limits work/activities, mental health score).

Another methodological point to note is that
the study relies on information on current health
status. Ideally, we would know the health status
of welfare leavers at the moment they left wel-
fare, so that our comparisons would be less in-
fluenced by what happens after leaving welfare.
We conducted a sensitivity analysis that focused
on relatively recent welfare leavers that leads us
to conclude that this issue does not affect our
results (the sensitivity analysis results are avail-
able from the authors upon request).

Estimation

The percentages and means we report in the ta-
bles were weighted to produce estimates repre-
sentative of the groups that we examine nation-
ally. We also used the weights in estimating the
regressions. The weights reflect the design fea-
tures of the sample, including the oversampling
of low-income households in the study states
and contain adjustments for nonresponse and
undercoverage. The reportedNs reflect the ac-
tual, rather than weighted, number of survey re-
sponses. Variance estimates were computed us-
ing a jackknife replication method that adjusts
for the survey’s complex sample design.13

Results

Comparing Welfare Leavers without Medicaid
to Welfare Leavers with Medicaid and Welfare
Recipients

Table 1 provides data on demographic charac-
teristics, health status, and health services use
for welfare leavers without Medicaid (column
1), and current welfare/Medicaid recipients and
welfare leavers who have retained Medicaid
combined (column 2). For brevity, we frequent-
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Table 1. Welfare leavers without Medicaid vs. welfare leavers with Medicaid and
welfare recipients, adults (total N � 2,913)

Welfare
leavers
without

Medicaid

Medicaid groups

Total with
Medicaid

Welfare leavers
with Medicaid

Welfare/
Medicaid
recipients

N 828 2,085 459 1,626

Health status
Fair or poor reported health .235

(.030)
.315**

(.022)
.285

(.057)
.324**

(.021)
Has condition that limits work .162

(.030)
.289***

(.022)
.234

(.040)
.304***

(.023)
Mental health scale (N � 2,557) 74.5

(.975)
72.7

(.875)
74.8

(1.927)
72.1

(.999)

Health service utilization (12 months)
Inpatient stay (non-delivery) .100

(.024)
.157*

(.022)
.099

(.025)
.172*

(.025)
Inpatient stay (delivery) .036

(.013)
.131***

(.019)
.149**

(.050)
.126***

(.020)
Emergency room visit .361

(.038)
.440*

(.026)
.477*

(.060)
.430

(.025)
Any doctor visit .609

(.035)
.737***

(.020)
.724**

(.040)
.741***

(.022)
Number of doctor visits (N � 2,095) 6.86

(1.398)
6.26
(.472)

6.29
(.586)

6.25
(.562)

Any mental health visit .112
(.028)

.135
(.016)

.103
(.028)

.144
(.019)

Number of mental health visits (N � 418) 10.7
(3.743)

14.1
(1.679)

11.3
(3.593)

14.7
(1.794)

Demographic and socioeconomic characteristics
Age 32.0

(.609)
31.3

(.460)
29.4***

(.721)
31.9

(.492)
Female .628

(.034)
.883***

(.014)
.862***

(.032)
.889***

(.018)
Lives in MSA .683

(.038)
.778**

(.028)
.804**

(.032)
.771*

(.033)
Pregnant .030

(.015)
.039

(.007)
.056

(.021)
.034

(.007)
Family income as % poverty 1.25

(.053)
.741***

(.027)
.923***

(.067)
.692***

(.030)
Black .238

(.031)
.332**

(.020)
.353*

(.055)
.326**

(.024)
Hispanic .141

(.022)
.184*

(.017)
.145

(.040)
.195**

(.017)
White .553

(.036)
.446**

(.028)
.490

(.057)
.435***

(.031)
Married .458

(.038)
.179***

(.016)
.238***

(.044)
.163***

(.019)
Separated, divorced, or widowed .332

(.036)
.377

(.023)
.333

(.038)
.389

(.025)
Never married .210

(.026)
.444***

(.024)
.429***

(.056)
.447***

(.029)
Number of children 2.29

(.102)
2.42
(.064)

2.15
(.135)

2.49*
(.069)

Notes: Significance tests are relative to welfare leavers without Medicaid. Standard errors are in parentheses.
* Significant at 10%.
** Significant at 5%.
*** Significant at 1%.
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ly refer to this combined group as ‘‘people with
Medicaid’’ or the ‘‘Medicaid groups,’’ though
recall these are only a subset of all Medicaid
recipients. All the differences in what follows
are statistically significant differences. Com-
pared to welfare leavers without Medicaid,
those with Medicaid were more likely to be
black or Hispanic and less likely to be white.
Those with Medicaid had lower incomes and
were less likely to be married.

People with Medicaid were more likely to be
in fair or poor health. They were also more like-
ly to have a condition that limited work. For
utilization, we find that compared with those
who left Medicaid, those with Medicaid were
more likely to have an inpatient stay, more like-
ly to have an inpatient stay due to a delivery,
more likely to have a physician visit, and more
likely to have an emergency room visit.

We separate welfare leavers who retained
Medicaid from welfare recipients (with Medic-
aid) in columns 3 and 4 of Table 1. We then
determine whether the differences just reported
between the combined groups with Medicaid
and the welfare leavers without Medicaid are
attributable to characteristics of welfare recipi-
ents or to people who left welfare but retained
their Medicaid coverage. For the demographic
characteristics, the results tend to show the two
groups with Medicaid were more similar to each
other than either group was to welfare leavers
without Medicaid. However, welfare leavers
with and without Medicaid were more similar
in income and the percentage Hispanic.

The health status differences between col-
umns 1 and 2 are mainly attributable to the dif-
ference between welfare leavers without Med-
icaid and welfare recipients. Differences be-
tween the two groups in inpatient stays (non-
delivery) also were driven by welfare recipients.
In contrast, differences in inpatient stays due to
delivery and any doctor visits were present in
both Medicaid groups; the difference in emer-
gency room use was due to welfare leavers who
retain Medicaid coverage.

Welfare recipients and leavers who retain
Medicaid were both significantly more likely
than welfare leavers without Medicaid to have
inpatient stays and to have physician visits.
Only the leavers with Medicaid had significantly
higher emergency room visits. No other differ-
ences were statistically significant.

Table 2 provides similar analyses for children.
Compared to welfare leavers without Medicaid,
the combined group of children with Medicaid
(column 2) were more likely to be black, His-
panic, and younger. They were less likely to
have a married caretaker and had lower family
incomes.

There were no statistically significant differ-
ences in fair/poor health status, conditions that
limit usual activities, or the BPI between chil-
dren who left Medicaid after welfare and chil-
dren with Medicaid. Nor were there significant
differences in inpatient stays, emergency room
visits, having any doctor visit, number of doctor
visits, and number of well-child visits. The chil-
dren with Medicaid were more likely to have
had a mental health visit and a well-child visit,
and had more mental health visits.

Most of the differences found between chil-
dren with Medicaid and welfare leavers who left
Medicaid were due to current welfare recipients
(column 4), not welfare leavers with Medicaid
(column 3). The only significant difference be-
tween leavers with Medicaid and leavers with-
out Medicaid was in average age and family in-
come.

Comparing Recent Welfare Entrants, Returners
to Welfare, and Ongoing Welfare Recipients

Table 3 examines differences among three sub-
groups of current welfare recipients. Compared
with the ongoing adult welfare population, re-
cent welfare entrants were likely to be younger,
have higher incomes, less likely to be married,
and more likely to have fewer children.

Recent entrants were less likely to report fair/
poor health than ongoing recipients and less
likely to have a condition that limited work. Re-
cent entrants were much more likely to have an
inpatient stay due to delivery, suggesting that
entering welfare is frequently coincident with
giving birth. None of the other utilization mea-
sures differed significantly across these two
groups. It is important to recognize, however,
that the sample size of recent entrants was only
a little more than a quarter of the size of the
sample of welfare leavers without Medicaid,
which may account for this lack of signifi-
cance.14

Compared with the ongoing welfare recipi-
ents, those who recently returned to welfare af-
ter a lapse in their enrollment were more likely
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Table 2. Welfare leavers without Medicaid vs. welfare leavers with Medicaid and
welfare recipients, children (total N � 4,082)

Welfare
leavers
without

Medicaid

Medicaid groups

Total with
Medicaid

Welfare leavers
with Medicaid

Welfare/Medicaid
recipients

N 703 3,379 959 2,420

Health status
Fair or poor reported health .062

(.018)
.087

(.008)
.078

(.016)
.090

(.009)
Has condition that limits activities .163

(.036)
.143

(.014)
.113

(.016)
.152

(.018)
Behavioral problems index (N � 2,125) 15.3

(.320)
15.1

(.144)
15.3

(.281)
15.0

(.169)

Health service utilization (12 months)
Inpatient stay (N � 3,855) .052

(.022)
.072

(.009)
.073

(.016)
.071

(.012)
Emergency room visit .343

(.036)
.399

(.021)
.416

(.043)
.393

(.025)
Any doctor visit .738

(.034)
.764

(.019)
.762

(.038)
.765

(.022)
Number of doctor visits (N � 3,220) 5.32

(1.633)
4.42
(.306)

4.46
(.419)

4.41
(.383)

Any mental health visit (N � 3,207) .056
(.018)

.098*
(.015)

.084
(.023)

.102*
(.018)

Number of mental health visits (N � 336) 9.02
(3.078)

15.7*
(2.246)

15.5
(5.270)

15.8*
(2.338)

Any well-child visit .676
(.036)

.746*
(.016)

.702
(.036)

.759**
(.019)

Number of well-child visits (N � 3,009) 2.18
(.153)

2.54
(.194)

2.32
(.125)

2.60
(.241)

Demographic and socioeconomic characteristics
Age 8.14

(.539)
7.05**
(.145)

5.78***
(.249)

7.43
(.171)

Female .388
(.040)

.502***
(.017)

.495*
(.036)

.504***
(.020)

Lives in MSA .728
(.053)

.787
(.023)

.744
(.035)

.800
(.026)

Family income as % poverty 1.20
(.070)

.742***
(.025)

.916***
(.046)

.690***
(.031)

Black .290
(.042)

.371*
(.018)

.350
(.043)

.377*
(.021)

Hispanic .127
(.023)

.198***
(.014)

.152
(.029)

.212***
(.015)

White .504
(.053)

.392*
(.023)

.468
(.044)

.369**
(.026)

Caretaker married .311
(.044)

.165***
(.012)

.263
(.037)

.136***
(.015)

Separated, divorced, or widowed .404
(.048)

.441
(.027)

.383
(.046)

.458
(.031)

Never married .285
(.041)

.394**
(.027)

.354
(.041)

.406**
(.033)

Number of children in family 2.77
(.188)

3.00
(.073)

2.71
(.108)

Notes: Significance tests are relative to welfare leavers without Medicaid. Standard errors are in parentheses.
* Significant at 10%.
** Significant at 5%.
*** Significant at 1%.
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Table 3. Health status, health service use, and demographics of welfare recipients by
recipient group, adults (total N � 1,626)

Ongoing welfare
recipients

Recent welfare
entrants Returners

N 1,008 217 401
Health status

Fair or poor reported health .357
(.031)

.195***
(.044)

.299
(.036)

Has condition that limits work .280
(.028)

.168***
(.035)

.425**
(.052)

Mental health scale (N � 1,537) 71.6
(.99)

74.6
(1.58)

72.2
(2.14)

Health service utilization (12 months)
Inpatient stay (nondelivery) .172

(.030)
.108

(.042)
.202

(.044)
Inpatient stay (delivery) .108

(.025)
.323***

(.052)
.081

(.026)
Emergency room visit .388

(.030)
.374

(.064)
.561***

(.052)
Any doctor visit .739

(.028)
.639

(.063)
.793

(.043)
Number of doctor visits (N � 1,234) 6.00

(.58)
5.46
(.93)

7.13
(1.00)

Any mental health visit .118
(.018)

.127
(.035)

.218
(.057)

Number of mental health visits (N � 262) 16.6
(3.0)

10.4
(3.9)

13.2
(2.3)

Demographic and socioeconomic characteristics
Age 33.0

(.74)
27.8***

(.87)
30.9

(.92)
Female .899

(.025)
.881

(.040)
.866

(.032)
Lives in MSA .787

(.031)
.767

(.057)
.735

(.056)
Pregnant .019

(.006)
.020

(.011)
.078**

(.023)
Family income as % poverty .644

(.037)
.849**

(.092)
.740

(.052)
Black .315

(.033)
.334

(.056)
.351

(.047)
Hispanic .178

(.023)
.259

(.050)
.208

(.042)
White .459

(.034)
.402

(.061)
.388

(.052)
Married .159

(.026)
.077*

(.041)
.216

(.049)
Separated, divorced, or widowed .428

(.037)
.356

(.055)
.307**

(.039)
Never married .414

(.037)
.567**

(.057)
.477

(.056)
Number of children 2.570

(.081)
2.02***
(.146)

2.510
(.160)

Notes: Significance tests are relative to ongoing welfare recipients. Standard errors are in parentheses.
*Significant at 10%.
**Significant at 5%.
***Significant at 1%.
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to be pregnant and less likely to be separated,
divorced, or widowed, but otherwise did not dif-
fer in terms of demographic characteristics. Re-
turners were not different in terms of self-re-
ported fair/poor health status, but were signifi-
cantly more likely to have a health condition
that limits work. Returners also were more like-
ly to have an emergency room visit, but did not
differ on other health utilization measures.
These results have mixed implications, compli-
cating the picture of how entrants and returners
affect the Medicaid case mix. Returners tended
to be high use relative to ongoing recipients
(more so than can be explained by the higher
pregnancy rate alone). Recent entrants tended to
be young and healthy, perhaps making the Med-
icaid risk pool healthier, but they were likely to
be very costly to Medicaid, in that they had a
high use of inpatient care due to deliveries.

Table 4 provides similar information for chil-
dren. Compared with the ongoing welfare recip-
ients, recent entrants were younger and in fam-
ilies with fewer children. Recent-entrant chil-
dren were less likely to have a condition that
limited activities. The only significant difference
in utilization was for the higher likelihood of
having a well-child visit, which might be ex-
pected since recent-entrant children were youn-
ger.

Compared with the ongoing welfare popula-
tion, returners were less likely to be white and
were more likely to have a caretaker who never
married. Otherwise, there were no differences in
demographic characteristics between returners
and ongoing welfare recipients. There were no
differences in health status, except that returners
had a lower BPI score, indicating more behav-
ioral problems. Returners also were less likely
to have inpatient stays, fewer doctor visits if
they had any, and fewer mental health visits if
they had any. On net, new child entrants and
returning children would have little effect on
Medicaid costs per enrollee. Children who re-
turn to welfare tend to have somewhat less use
than ongoing child welfare recipients.

Comparing Welfare Recipients and Leavers
with Medicaid to Privately Insured and
Uninsured Welfare Leavers

The results in Table 1 suggest that adult welfare
leavers who also leave Medicaid are healthier
and use fewer services than adult welfare recip-

ients and welfare leavers with Medicaid cover-
age. We are interested in whether welfare leav-
ers who also leave Medicaid are a less expen-
sive group to cover, but the lower utilization
rates among leavers may simply reflect the loss
of insurance coverage that many experience.
Uninsured welfare leavers may have lower use
because of financial barriers and not because
they are less expensive to cover. Disaggregating
leavers into the privately insured and the unin-
sured allows us to determine whether the utili-
zation differences are driven by insurance cov-
erage or differences in the characteristics of peo-
ple who do not retain Medicaid after leaving
welfare.

Table 5 compares welfare recipients and leav-
ers who retain Medicaid to welfare leavers who
obtain private insurance and welfare leavers
who become uninsured (note that the first two
columns simply repeat information in Table 1,
reversing the order). For brevity, we report only
health status and health service utilization mea-
sures (differences in demographic characteris-
tics between insured and uninsured welfare
leavers are available from the authors upon re-
quest). The results show that those with private
insurance were less likely to report fair or poor
health than those with Medicaid, less likely to
have a condition that limits work, and had a
higher score on the mental health scale (indi-
cating better mental health). Those with private
insurance were also less likely to have had a
non-delivery inpatient stay, and an inpatient stay
due to delivery. Though not significant when
breaking the Medicaid leavers into subgroups,
the means suggest that leavers with private in-
surance had the lowest use of the emergency
room. Even Medicaid leavers with private in-
surance appear to be less costly than those with
Medicaid.

The uninsured were no different from those
with Medicaid in terms of fair/poor health sta-
tus, but were less likely to report a condition
that limits work. They were also less likely to
have had an inpatient stay due to delivery, less
likely to have a physician visit, less likely to
have a mental health visit, and reported fewer
mental health visits for those who had any.
These lower rates of utilization could be due to
better health status—that is, being less likely to
have a health condition limiting work—to fi-
nancial barriers associated with being uninsured,
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Table 4. Health status, health service use, and demographics of welfare recipients by
recipient group, children (total N � 2,420)

Ongoing welfare
recipients

Recent welfare
entrants Returners

N 1,523 299 598
Health status

Fair or poor reported health .088
(.011)

.059
(.016)

.109
(.022)

Has condition that limits activities .150
(.021)

.087**
(.023)

.182
(.045)

Behavioral problems index (N � 1,295) 15.3
(.139)

15.5
(.445)

14.2**
(.456)

Health service utilization (12 months)
Inpatient stay (N � 2,268) .077

(.016)
.128

(.043)
.040*

(.012)
Emergency room visit .395

(.026)
.416

(.061)
.379

(.057)
Any doctor visit .772

(.021)
.815
(.048)

.724
(.068)

Number of doctor visits (N � 1,952) 4.69
(.552)

4.64
(.373)

3.46*
(.355)

Any mental health visit (N � 1,910) .083
(.012)

.099
(.036)

.154
(.060)

Number of mental health visits (N � 214) 19.3
(3.597)

12.5
(4.415)

11.3*
(2.346)

Any well-child visit .754
(.024)

.831**
(.028)

.744
(.043)

Number of well-child visits (N � 1,851) 2.72
(.338)

2.72
(.292)

2.24
(.186)

Demographic and socioeconomic characteristics
Age 7.84

(.246)
4.53***
(.467)

7.49
(.375)

Female .492
(.025)

.567
(.055)

.509
(.048)

Lives in MSA .798
(.027)

.774
(.067)

.817
(.041)

Family income as % poverty .671
(.035)

.785
(.079)

.703
(.050)

Black .377
(.035)

.306
(.062)

.406
(.055)

Hispanic .181
(.021)

.274
(.049)

.272
(.053)

White .394
(.030)

.412
(.069)

.286**
(.040)

Caretaker married .146
(.022)

.092
(.033)

.131
(.032)

Separated, divorced, or widowed .481
(.039)

.481
(.065)

.380
(.054)

Caretaker never married .373
(.038)

.427
(.062)

.489*
(.060)

Number of children in family 3.14
(.087)

2.47***
(.181)

3.23
(.197)

Notes: Significance tests are relative to ongoing welfare recipients. Standard errors are in parentheses.
* Significant at 10%.
** Significant at 5%.
*** Significant at 1%.
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Table 5. Health status and health service utilization of welfare leavers without
Medicaid by health insurance status, adults (total N � 2,913)

Welfare
recipients and
leavers with

Medicaid

Welfare leavers without Medicaid

Total
Private

insurance Uninsured

N 2,085 828 318 491
Health status

Fair or poor reported health .315
(.022)

.235**
(.030)

.125***
(.043)

.301
(.041)

Has condition that limits work .289
(.022)

.162***
(.030)

.138**
(.067)

.156***
(.033)

Mental health scale (N � 2,557) 72.7
(.875)

74.5
(.975)

77.3*
(2.149)

73.2
(1.265)

Health service utilization (12 months)
Inpatient stay (nondelivery) .157

(.022)
.100*

(.024)
.054***

(.019)
.118

(.036)
Inpatient stay (delivery) .131

(.019)
.036***

(.013)
.020***

(.013)
.046***

(.014)
Emergency room visit .440

(.026)
.361*

(.038)
.332

(.072)
.387

(.049)
Any doctor visit .737

(.020)
.609***

(.035)
.704

(.058)
.569***

(.043)
Number of doctor visits (N � 2,095) 6.26

(.472)
6.86

(1.398)
5.81

(1.167)
7.52

(2.228)
Any mental health visit .135

(.016)
.112

(.028)
.152

(.068)
.085*

(.024)
Number of mental health visits (N � 418) 14.1

(1.679)
10.7
(3.743)

15.5
(6.942)

5.74***
(1.240)

Notes: Significance tests are relative to column 1. Total leavers without Medicaid includes those with other public coverage in
addition to those with private insurance and the uninsured. Standard errors are in parentheses.
* Significant at 10%.
** Significant at 5%.
*** Significant at 1%.

or to demographic factors. The fact that some
welfare leavers without Medicaid were unin-
sured makes it more difficult to assess the un-
adjusted utilization differences between welfare
leavers without Medicaid and the group with
Medicaid. For this reason, we control for having
insurance coverage in the multivariate analyses
that follow. The finding that both uninsured and
privately insured welfare leavers had better
health status than the Medicaid group, which
should not be much affected by insurance cov-
erage in the short term, suggests that welfare
declines will lead to a sicker Medicaid risk pool
and increased Medicaid expenditures per en-
rollee.

Table 6 repeats the analysis for children. Chil-
dren with private insurance were less likely to
be in fair/poor health. They were less likely to
have an inpatient stay, had fewer doctor visits

given any visit, had fewer mental health visits
if any visits, and had fewer well-child visits, all
factors consistent with better health.

For uninsured children, there were no signif-
icant differences in health status when compared
to the group with Medicaid. Only two of the
utilization measures showed significant differ-
ences. The uninsured were less likely than those
on Medicaid to have an emergency room visit
and were less likely to have a well-child visit.
Among children, most utilization differences be-
tween Medicaid leavers and current recipients
were between those with and without private
coverage, and were not the result of becoming
uninsured.

Multivariate Analyses

In this section, we examine whether variables
used to adjust Medicaid managed care capita-
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Table 6. Health status and health service utilization of welfare leavers without
Medicaid by health insurance status, children (total N � 4,082)

Welfare
recipients

and leavers
with

Medicaid

Welfare leavers without Medicaid

Total
Private

insurance Uninsured

N 3,379 703 330 352
Health status

Fair or poor reported health .087
(.008)

.062
(.018)

.042**
(.018)

.074
(.028)

Has condition that limits activities .143
(.014)

.163
(.036)

.109
(.050)

.195
(.042)

Behavioral problems index (N � 2,125) 15.1
(.144)

15.3
(.320)

15.7
(.487)

15.1
(.275)

Health service utilization (12 months)
Inpatient stay (N � 3,834) .072

(.009)
.052

(.022)
.031*

(.021)
.062

(.032)
Emergency room visit .399

(.021)
.343

(.036)
.376

(.072)
.305*

(.048)
Any doctor visit .764

(.019)
.738

(.034)
.774

(.058)
.706

(.044)
Number of doctor visits (N � 3,220) 4.42

(.306)
5.32

(1.633)
3.07***
(.322)

7.85
(3.234)

Any mental health visit (N � 3,207) .098
(.015)

.056*
(.018)

.037***
(.014)

.062
(.030)

Number of mental health visits (N � 336) 15.7
(2.246)

9.02*
(3.078)

5.71***
(1.355)

12.1
(4.325)

Any well-child visit .746
(.016)

.676*
(.036)

.746
(.047)

.620*
(.061)

Number of well-child visits (N � 3,009) 2.54
(.194)

2.18
(.153)

1.78***
(.133)

2.66
(.314)

Notes: Significance tests are relative to column 1. Total leavers without Medicaid includes those with other public coverage in
addition to those with private insurance and the uninsured. Standard errors are in parentheses.
* Significant at 10%.
** Significant at 5%.
*** Significant at 1%.

tion rates, insurance status, and other variables
can explain the health service utilization differ-
ences in Tables 1 to 4. Table 7 presents results
from multivariate regressions that test for dif-
ferences in health service utilization between
welfare recipients and welfare leavers with
Medicaid combined, and welfare leavers who
lose Medicaid. The first column repeats results
presented in Table 1, but provides them in the
form of the (unadjusted) difference between the
two groups.15 The second column (Model A)
presents the results that control only for vari-
ables used in setting capitation rates and being
uninsured. If rate-setting processes can account
for the differences, there would be no need for
further rate adjustments. On the other hand, if

differences in health services utilization remain,
it suggests a possible problem that states would
need to address. The regressions in the third col-
umn (Model B) include a richer set of charac-
teristics to determine whether they more com-
pletely explain the between-group differences
that we observed and would have value in risk
adjustment.

The adjusted difference in the likelihood of
having an inpatient stay (non-delivery) was sig-
nificant in Model A, as was the unadjusted re-
sult in Table 1.16 When we included other con-
trol variables in Model B, however, there no
longer was any difference in inpatient utiliza-
tion. The unadjusted differences in emergency
room visits and the likelihood of having any
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Table 7. Multivariate adjusted differences in utilization between Medicaid enrollees
and Medicaid leavers, adults (N � 2,913)

Unadjusted
difference Model Aa Model Bb

Health service utilization
Inpatient stay (nondelivery) .059

(.037)
.126**

(.056)
.011

(.054)
Emergency room visit .080*

(.044)
.121

(.082)
.053

(.087)
Any doctor visit .128***

(.038)
�.003
(.059)

�.029
(.064)

Log number of doctor visits if
any (N � 2,095)

.135
(.136)

.022
(.144)

�.011
(.159)

Any mental health visit .024
(.033)

�.006
(.053)

�.030
(.037)

Log number of mental health
visits if any (N � 418)

.160
(.413)

�.289
(.401)

.337
(.409)

Source: 1997 NSAF.
Notes: The sample is current welfare recipients with Medicaid and all former welfare recipients. Reported figures are probit
marginal effects (except for mental health scale and log of doctor and mental health visits, which are OLS coefficients) which
measure the differences between those on Medicaid (both current welfare recipients and welfare leavers who retain Medicaid)
and those who leave welfare and lose Medicaid. Survey design corrected standard errors are in parentheses. Rate adjuster controls
are age categories (18–24, 25–34, 35–44, 45�), gender, age category* gender interaction terms, rural (non-MSA) residency,
current pregnancy status, past year delivery, and SSI enrollment over past 12 months. Insurance status is captured with an
uninsured dummy variable. Other demographic controls are (log) family income as a percentage of poverty; black and Hispanic
(relative to white and other); separated or divorced and never married (relative to married); and number of children in the family.
Standard errors are in parentheses.
a Controls for rate adjusters and insurance status.
b Controls for rate adjusters, insurance status, health status, and other demographic covariates.
* Significant at 10%.
** Significant at 5%.
*** Significant at 1%.

doctor visit were not statistically significant in
either Model A or B. These results suggest that
the set of rate adjusters we include, similar to
those in common use, account for much, but not
all, of the health service utilization differences.
The additional information controlled for in
Model B fully accounts for the differences be-
tween Medicaid enrollees and Medicaid leavers.

In analogous results for children, in Table 8,
the likelihood of having a mental health visit
and the number of mental health visits was sig-
nificantly higher for those with Medicaid rela-
tive to those who left welfare and lost Medicaid
in Model A. The additional variables in Model
B explain the difference in any mental health
visits, but do not eliminate the significant dif-
ference in the number of mental health visits.
The likelihood of having a well-child visit was
significantly higher (at the 10% level) for Med-
icaid enrollees in Table 2, but was insignificant
in Models A and B. The number of well-child
visits, conditional on having any, was signifi-

cantly higher for Medicaid enrollees in Model
A, but the difference was insignificant in Model
B. Again, we find that Medicaid enrollees tend
to use more services when controlling only for
risk adjusters and having insurance coverage,
but that additional controls explain most of the
differences. Differences between private insur-
ance and Medicaid in their coverage for mental
health services (e.g., private plans typically im-
pose coverage limits on the number of outpa-
tient mental health visits but Medicaid does not)
may contribute to the remaining significant dif-
ference in the number of mental health visits in
Model B. Alternatively, the need for mental
health services may provide reason for parents
to keep children enrolled in Medicaid.

Shifting to multivariate-adjusted comparisons
of recent welfare entrants and returners to on-
going welfare recipients, we present results for
adults in Table 9. In models A and B, we find
that recent entrants were significantly less likely
to have any doctor visits and have fewer visits
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Table 8. Multivariate adjusted differences in utilization between Medicaid enrollees
and Medicaid leavers, children (total N � 4,082)

Unadjusted
difference Model Aa Model Bb

Health service utilization
Inpatient stay (N � 3,855) .022

(.030)
.039

(.025)
�.003
(.023)

Emergency room visit .056
(.047)

.035
(.082)

.067
(.097)

Any doctor visit .026
(.038)

�.002
(.066)

�.0016
(.086)

Log number of doctor visits if
any (N � 3,230)

�.0016
(.100)

.106
(.079)

.196
(.123)

Any mental health visit
(N � 3,225)

.048
(.032)

.050*
(.029)

.042
(.028)

Log number of mental health
visits if any (N � 337)

.841***
(.255)

.877***
(.304)

1.07***
(.298)

Any well-child visit .068*
(.038)

.018
(.050)

�.044
(.072)

Log number of well-child
visits (N � 3,020)

.070
(.066)

.186**
(.070)

.180
(.101)

Source: 1997 NSAF.
Notes: The sample is current welfare recipients with Medicaid and all former welfare recipients. Reported figures are probit
marginal effects (except for mental health scale and log of doctor, well-child, and mental health visits, which are OLS coefficients)
which measure the differences between those on Medicaid (both current welfare recipients and welfare leavers who retain
Medicaid) and those who leave welfare and lose Medicaid. Survey design corrected standard errors are in parentheses. Survey
design corrected standard errors are in parentheses. Rate adjuster controls are age categories (0, 3–5, 6–13, omitting 14–17),
gender, female* age 15–17 interaction term, rural (non-MSA) residency, and SSI enrollment over past 12 months. Insurance
status is captured with an uninsured dummy variable. Other demographic controls are (log) family income as a percentage of
poverty; black and Hispanic (relative to white and other); caretaker separated or divorced and never married (relative to married);
and number of children in the family. Standard errors are in parentheses.
a Controls for rate adjusters and insurance status.
b Controls for rate adjusters, insurance status, health status, and other demographic covariates.
* Significant at 10%.
** Significant at 5%.
*** Significant at 1%.

(if any), providing evidence that new entrants
use fewer services (other than deliveries). For
returners, even controlling for the larger set of
characteristics is not sufficient to explain the
higher level of emergency room use among re-
turners.

We repeated the analysis for children in re-
sults not reported here. We find that inpatient
stays for children are significantly higher for re-
cent welfare entrants compared to ongoing wel-
fare recipients across the models. Otherwise,
there are no significant differences in health ser-
vice utilization among new entrants or returners
compared to ongoing recipients in Models A
and B.

Sensitivity Analyses

As a first sensitivity analysis, we repeated the
analyses in Tables 7 and 8, limiting the welfare

leavers sample to those who left less than 12
months ago. These results were nearly identical
(in magnitude and significance) to the ones we
report for adults and children, suggesting that
differences are primarily attributable to differ-
ences present at the time of leaving welfare, not
subsequent experience.

Second, we dropped cases with SSI from our
samples for the multivariate analyses.17 We had
left them in the sample and controlled for hav-
ing SSI in the regressions, but a single dummy
variable for SSI may not be sufficient to capture
their potentially differing use patterns. Omitting
the SSI cases had no meaningful effect on our
results, however.

Third, in addition to dropping those cases
with SSI, we excluded women who reported a
hospital delivery in the past year from the adult
analyses and excluded children younger than
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Table 9. Multivariate adjusted differences in utilization among recent welfare
entrants, returners, and ongoing welfare recipients, adults (total N � 1,626)

Unadjusted
difference

Entrants Returners

Model Aa

Entrants Returners

Model Bb

Entrants Returners

Health service utilization
Inpatient stay (nondelivery) �.078

(.063)
.032

(.043)
�.047
(.079)

.021
(.043)

.034
(.083)

�.037
(.039)

Emergency room visit �.041
(.074)

.170**
(.065)

�.070
(.079)

.147**
(.064)

�.058
(.076)

.128**
(.058)

Any doctor visit �.098
(.064)

.066
(.047)

�.109*
(.063)

.070
(.049)

�.120***
(.056)

.026
(.044)

Log number of doctor visits if
any (N � 2,095)

�.138
(.174)

.130
(.097)

�.315*
(.158)

.166*
(.091)

�.347***
(.129)

.078
(.096)

Any mental health visit �.006
(.041)

.081
(.051)

.018
(.038)

.070*
(.039)

.045
(.034)

.037
(.046)

Log number of mental health
visits if any (N � 418)

�.415
(.321)

.172
(.227)

�.347
(.331)

�.029
(.234)

�.139
(.415)

�.028
(.319)

Source: 1997 NSAF.
Notes: The sample is current welfare recipients. Reported figures are probit marginal effects (except for mental health scale and
log of doctor and mental health visits, which are OLS coefficients) which measure how recent welfare entrants and returners
differ from ongoing welfare recipients. Survey design corrected standard errors are in parentheses. Rate adjuster controls are age
categories (18–24, 25–34, 35–44, 45�), gender, age category* gender interaction terms, rural (non-MSA) residency, current
pregnancy status, past year delivery, and SSI enrollment over past 12 months. Other demographic controls are (log) family
income as a percentage of poverty; black and Hispanic (relative to white and other); separated or divorced and never married
(relative to married); and number of children in the family.
a Controls for rate adjusters only.
b Controls for rate adjusters, health status, and other demographic covariates.
* Significant at 10%.
** Significant at 5%.
*** Significant at 1%.

age one from the child analyses. The results for
children were unaffected, as were the results for
adults that focus on welfare leavers. Excluding
the women who had delivered did produce some
differences in our results comparing utilization
of recent entrants, returners, and ongoing wel-
fare recipients for adults, but these only con-
cerned results that were significant in Table 9 or
became significant at the 10% level. Excluding
such cases did not affect the overall conclusion
that recent entrants tend to use fewer health ser-
vices and returners use more services than on-
going welfare recipients, even after controlling
for risk-adjuster variables (results available from
authors on request).

Discussion

In this paper, we use evidence from a sample of
adults and children who recently stopped receiv-
ing welfare benefits, and subgroups of welfare
recipients, to infer whether changing welfare
caseloads will affect the health status of the Med-
icaid risk pool. We provided results that show

that adults who received welfare or retained
Medicaid after leaving welfare were more likely
to report being in fair or poor health and having
a health condition that limits work than those
who were no longer enrolled in Medicaid after
leaving welfare. Further, they were more likely
to have inpatient stays, physician visits, and
emergency room visits. The difference in inpa-
tient stays was significant even after controlling
for the factors that states often use in adjusting
payment rates and for being uninsured. After
controlling for other characteristics including in-
come, race, and health status, however, all the
utilization differences were statistically insignif-
icant. We showed that children who received
welfare or who left welfare but retained Medicaid
were more likely to have had a mental health
visit, and those who had at least one such visit
had more visits. These results remain significant
after controlling for factors states use in setting
payment rates, as well as after controlling for the
broader set of characteristics.

Our findings illustrate how the Medicaid risk
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pool is a complex reflection of changes in the
welfare caseloads. Recent adult entrants to wel-
fare had better health status than longer-term
welfare recipients, but a much higher fraction of
recent entrants (about a third) gave birth in the
past year. After controlling for risk-adjuster var-
iables (as well as other characteristics), recent
entrants were less likely to have had any doctor
visit and those who had any visits had fewer
visits, consistent with their better health. Thus
new entrants to welfare consist of a mix of peo-
ple—some who are very high-cost cases with
deliveries and others who are low-cost cases.
Adults who returned to welfare after a spell off
welfare were more likely to have a health con-
dition and had higher utilization than longer-
term welfare recipients. The overall impact on
the health status of the Medicaid risk pool of
people entering welfare is somewhat ambigu-
ous, although the net expenditure per enrollee
impact of entrants would appear to be positive
due to the relatively large number of returners
and the high cost of deliveries. Child welfare
entrants were more likely to have an inpatient
stay, even after controlling for risk adjusters and
other factors.

Taken together, these findings suggest that
welfare caseload declines lead to a sicker adult
Medicaid risk pool, and that utilization rates and
per-enrollee costs are higher as a result. We
draw this conclusion even under the possibility
that the overall impact of entrants is to make the
Medicaid caseload healthier, because the decline
in Medicaid caseloads means that there are far
more leavers than entrants. In contrast, we find
little evidence that child Medicaid caseloads are
getting sicker due to falling welfare caseloads,
with the exception of the differences in child
mental health service use.

Other trends, particularly in the nonwelfare
Medicaid caseload, which we do not examine,
could offset the effect of declining welfare case-
loads. For children in particular, nonwelfare
Medicaid is increasing due to new eligibility ex-
pansions and the eligibility phase-in of older chil-
dren in poverty. Another limitation of the anal-
ysis is that some of the utilization differences we
find between groups with and without Medicaid
may be due to differences in insurance coverage
that we could not control for (i.e., differences
between Medicaid vs. private coverage). Also,
these results are from a national sample and ef-

fects would differ from state to state. States
would need to consider their own recent caseload
experience for children and adults.

The results do not allow us to quantify the
extent of these differences in a way that can
be used directly for adjusting rates. It is clear,
however, that the differences between Medic-
aid enrollees and Medicaid leavers are large
enough to be meaningful. For example, the
probability of having an inpatient stay is about
57% higher for adult welfare recipients and
welfare leavers who retained Medicaid than
for adults who left Medicaid. How much cap-
itation rates should be adjusted depends on the
importance of different services in a state’s
overall benefit package.

The results suggest that states need to be con-
cerned with the impact of changing caseloads
on the adequacy of their rates, both when case-
loads are falling as we examine here, as well as
when they are rising. The most recent data
available suggest that the Medicaid caseload has
picked up since the end of 1998, and that the
welfare caseload has steadied. A worsening
economy very likely would lead to increases in
welfare and Medicaid caseloads. It remains to
be seen how more recent Medicaid entrants and
leavers differ from those in 1997. States that set
Medicaid capitation payments for providers
need to consider whether their rate adjustment
methods are sufficiently flexible, detailed (in-
corporating health-based measures), and up-to-
date, in order to keep pace with changes in the
Medicaid risk pool.

Rate adequacy and flexibility are important
for other reasons as well, such as the need to
adjust across plans within states given how
Medicaid enrollees choose or are assigned to
health plans or fee-for-service Medicaid. The ef-
fect of changing caseloads on payment rates
may be less important than other issues such as
the appropriateness of the FFS base generally
used in setting rates, and the adequacy of cur-
rent approaches for adjusting payment rates for
risk. Our results on changing health status in the
Medicaid risk pool due to welfare changes sim-
ply add to those concerns.

The effects of changing caseloads on the
health status of a state’s Medicaid enrollees have
budgetary implications that are relevant to all
states. Projections of state Medicaid program
expenditures need to anticipate both enrollment
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changes and how per-enrollee costs may vary
with enrollment. These results suggest that even
states that rely on traditional FFS Medicaid or

PCCM will see increased pressure on per-en-
rollee expenditures because of falling welfare
caseloads.
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1 A formal derivative of these conditions and fur-
ther discussion of them are available from the au-
thors.

2 Conceptually, it is unclear whether cash Medicaid
recipients would be healthier or sicker than non-
cash recipients. Cash recipients are typically
poorer, and health is generally worse among those
with lower incomes. However, noncash Medicaid
recipients participate primarily to obtain the med-
ical benefits, whereas the cash benefits are most
likely the main driver of welfare participation.
Urban Institute calculations based on data from
HCFA-2082 and HCFA-64 reports show that for
nondisabled children, expenditure per enrollee
was higher for noncash groups than for cash
groups, though the difference has narrowed over
time. This was also true for nondisabled adults
until 1997, when Medicaid expenditures per en-
rollee for adults was $1,919 for cash recipients
and $1,837 for noncash recipients (somewhat
higher for cash, but the magnitude of the differ-
ence is modest). These figures are national aver-
ages, and are not adjusted for state eligibility pol-
icies or payment rates, which limits our ability to
draw a firm conclusion on this point.

3 One reason why it might be preferable to focus
on welfare recipients/leavers is that their enroll-
ment in capitated Medicaid managed care plans
is often mandatory. In many cases, pregnant
women and people with disabilities are exempted
from mandatory enrollment (HCFA 1998; Hurley
and Wallin 1998). On the other hand, the some-
times exempted groups comprise a disproportion-
ate share of costs, and their exclusion here is a
limitation of this study that subsequent research
should address.

4 The composition of those entering welfare or
Medicaid may have changed since the survey.
New entrants may be healthier as a result of
SCHIP outreach or they may be sicker if TANF

implementation has made it more difficult to ob-
tain welfare benefits.

5 Actuarial risk adjustment techniques in use typi-
cally involve using diagnostic or utilization in-
formation to predict future utilization (Ingber
1998). Experience with these techniques has in-
deed shown that past information helps substan-
tially to explain future utilization (Dunn 1998).
Our analysis differs from the way risk adjustment
usually is done in practice in that we compare
utilization of different groups at a point in time,
and our health status measures are current, not
from a prior period.

6 The NSAF was conducted from February to No-
vember 1997 using computer-assisted telephone
interviewing (CATI) technology. Interviews were
conducted in households with and without tele-
phones. Families in households without tele-
phones were interviewed using cellular phones.
For more detail on the NSAF methods see Brick
et al. (1999).

7 It is possible that the characteristics of those leav-
ing welfare before the Personal Responsibility
and Work Opportunity Reconciliation Act of
1996 (PRWORA) differ from more recent wel-
fare leavers, reducing the ability to generalize to
the post-PRWORA period.

8 Returners most likely have spent more time on
welfare than recent entrants, because returners are
not new to welfare. Returners should have shorter
average spell lengths than the ongoing welfare
recipients (but we have no way of measuring
whether they have spent more or less total time
on welfare).

9 The adult mental health scale and the BPI are
described in Ehrle and Moore (1999).

10 Benchmarking exercises showed that current
pregnancy status tended to be under-reported in
the NSAF while past-year delivery was close to
national benchmarks. Thus, our analyses may not
be able to control adequately for use differences
associated with pregnancy before delivery (i.e.,
prenatal care) but should do a good job of con-
trolling for services received during and follow-
ing a delivery.

11 Very few of the female children 15 to 17 years
old were pregnant or had children, and we did
not control for a pregnancy indicator in these re-
sults, but instead included an indicator for female,
ages 15 to 17.

12 We would like to adjust for the effect of insurance
coverage on use and compare Medicaid recipients
to all welfare leavers without Medicaid, but we
cannot do both at the same time. Controlling for
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insurance status when comparing welfare leavers
without Medicaid to Medicaid enrollees forces
the comparison to be between leavers with pri-
vate coverage and Medicaid enrollees, because all
unobserved characteristics of the uninsured are
removed from the comparison. While overall it is
preferable to control for insurance coverage than
not to control, because the effects of insurance
coverage on utilization are large, doing so may
create a different type of bias to the extent that
only the healthiest and most skilled welfare leav-
ers obtain jobs that provide private coverage in
ways not captured by our control variables.

13 A description of the method and its application
to the NSAF is given in Flores-Cervantes, Brick,
and DiGaetano (1999).

14 Note also that the magnitude of differences be-
tween inpatient stays (nondelivery) and any doc-

tor visit is roughly similar to the significant find-
ings in Table 1, comparing leavers without Med-
icaid and the combined group with Medicaid. On
the other hand, there is no difference in emergen-
cy room visits between ongoing recipients and
recent welfare entrants.

15 The differences will not be exactly the same as
those in Table 1 for binary variables, because
here the differences are based on marginal effects
computed from probit models, whereas OLS
would reproduce the difference exactly.

16 The result in column 1 is similar to the difference
between columns 1 and 2 in Table 1, but slightly
below the 10% significance threshold, attributable
to the difference in methods (simple difference in
means vs. probit equation).

17 This includes those who left welfare but retained
Medicaid because they were able to enroll in SSI,
and those who had SSI at some point in the year.
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