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I. Introduction 
 

In 1992, 38.6 million Americans were uninsured (DeNavas-Walt et al. 2004).  Eight 

years later, at the end of the longest economic expansion in the US since World War II, the 

number of uninsured had increased to nearly 40 million (DeNavas-Walt et al. 2004).  Why did 

the booming economy not translate into gains in insurance coverage? This puzzle is even more 

pronounced when we look at trends by education level, since low-skilled individuals experienced 

both the largest gains in employment and the largest declines in insurance coverage.  Among 

high school dropouts between the ages of 25 and 54, the fraction employed increased from 67 

percent to 71 percent and mean real family income increased by more than fifteen percent.  But 

the fraction of dropouts who were uninsured increased from 36 percent to 40 percent. What 

happened? 

This chapter analyzes the puzzle of declining coverage in the booming nineties.  Using 

data from the Current Population Survey describing the years 1988 through 2003, I look at trends 

in income, employment, and insurance coverage by education and sex.  I analyze the relationship 

at a point in time between health insurance coverage and a variety of economic indicators that 

reflect the health of the economy and the economic well-being of an individual’s own family: the 

employment of an individual and his or her spouse, family income, and the unemployment rate 

in an individual’s state of residence.  Once these static relationships have been established, I 

analyze the trends in coverage during the boom and the downturn that followed it. Was the 

decline driven by public or private coverage?  How much of the decline in coverage can be 

explained by observable factors such as income and employment?    

The story that emerges suggests that during the boom, gains in employment and income 

increased private coverage for men and women at all levels of education, including the least 
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skilled.  For low-skilled men and high-skilled women, who do not rely heavily on public 

coverage, these employment and income gains triggered small declines in public coverage that 

only partially offset the gains in private coverage. But for low-skilled women, who have much 

higher baseline rates of public coverage, these employment and income gains triggered losses of 

public coverage that offset the gains in private coverage.  The loss of public coverage is even 

larger than can be explained by the employment and income gains, so that the net effect is an 

increase in the fraction of low-skilled women who are uninsured.  It is unclear why the declines 

in public coverage are so much larger than what the employment and income gains would have 

predicted. Welfare reform may have played a role in reducing takeup of public insurance, 

although the evidence on this point is not conclusive. 

During the downturn that followed the boom, private coverage declined for men and 

women at all education levels; public coverage increased, but by much less than private coverage 

declined, so that uninsurance increased for all groups.  Between one quarter and one half of the 

decline in private coverage and the increase in public coverage is explained by changes in the 

joint distribution of income and employment that occurred during the downturn.   

 

II. Data 

The data for the analysis come from the Current Population Survey (CPS) Annual Social 

and Economic Supplement (the “March supplement”) for the years 1989 through 2004.  I restrict 

the sample to adults ages 25 to 54, yielding a sample of about 70,000 to 112,000 observations in 

each year for a total of about 1.3 million observations.  Based on responses to questions about 

health insurance coverage in the calendar year prior to the survey date, I code each individual as 

having private insurance, public insurance, or no insurance.  Each individual is assigned to one 
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of three education categories: less than a high school education (“dropouts”), education exactly 

equal to high school graduation, and education greater than high school. I also use demographic 

information (age, race, ethnicity), labor force participation variables, and information on family 

income.  All income data presented in this paper have been adjusted to 2000 dollars using the 

Consumer Price Index for all urban consumers. These data are supplemented with information on 

aggregate unemployment rates by state and year from the Bureau of Labor Statistics and 

Medicaid eligibility levels for infants and pregnant women from the National Governors’ 

Association (various years). 

 

III. Descriptive trends in employment, income, and health insurance for low-skilled adults 

Figure 1 documents trends in employment during the 1990s using the CPS data.  The 

figure plots the fraction of adults who were working by education and sex and, on the right axis, 

the national unemployment rate.  Vertical lines highlight 1992 and 2000 as the beginning and the 

end of the boom as measured by the maximum and minimum levels of overall unemployment.  

Female high school dropouts experienced a large increase in labor force participation during this 

period; the fraction of this group that did at least some work during the calendar year increased 

from 52.3 percent in 1992 to 59.9 percent in 2000, falling back down to 53.7 percent in 2003. 

Women with exactly a high school education also experienced a small increase in employment 

during the 1990s (3.2 percentage points), followed by a decline to just below the 1992 level by 

2003.  For other groups – men at all levels of education and women with education beyond high 

school – employment was flat during the 1990s and declined between 2000 and 2003. 

Average real family income in 2000 dollars (figure 2) rose or remained constant for all 

groups during the 1990s and then declined after 2000.  For female high school dropouts, average 
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real family income rose from $27,977 in 1992 to $32,544 in 2000, an increase of 16 percent.  

Male dropouts, too, experienced a proportional increase of almost the same size.  Real family 

incomes increased by about 11 percent for male and female high school graduates and by about 

21 percent for men and women with higher levels of education.   

What about health insurance; did the rising economic tide lift all boats? Figure 3 shows 

that it did not.  Figure 3 plots the fraction of each sex/education group that did not have 

insurance and (using the scale on the right axis) the national unemployment rate, from 1988 to 

2003.  During the period when the unemployment rate was falling, between 1992 and 2000, the 

fraction uninsured increased for low-skilled women.  This increase was particularly large for 

female high school dropouts: the fraction of this group that was uninsured increased by 7 

percentage points, from 30 percent to 37 percent, over the same period that their employment 

rate increased by 7.6 percentage points.   

Figures 4 and 5 present separate trends for private and public health insurance coverage, 

respectively.  All groups had at least some increase in private coverage over this period, ranging 

in magnitude from less than a percentage point for women with more than a high school 

education to 2.9 percentage points men with education exactly equal to high school (figure 4).  

All groups also experienced declines in public coverage; for low-skilled women (both dropouts 

and high school graduates), these declines were larger than the increases in private coverage 

(figure 5).   

These trends are even more striking among low-skilled single mothers, who were most 

likely to have been affected by changes in welfare policies that occurred during the 1990s.  

Figure 6 shows a striking increase in the fraction of high school dropout single mothers who 

were uninsured: from 24 percent in 1992 to 35 percent in 2000.  Although this group did 
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experience a gain in private coverage from 23 percent in 1992 to 32 percent in 2000 (a 

remarkable increase – nearly 40 percent! – in proportional terms), this was overwhelmed by a 

precipitous drop in public coverage over the same period, from 53 percent to 33 percent, as 

shown in figures 7 and 8. 

These simple figures are consistent with a story in which employment and income gains 

lead to increases in private coverage; but for low-skilled women who have relatively high rates 

of public coverage to begin with, declines in public coverage overwhelmed these increases.1  In 

section V I will analyze more precisely the extent to which income and employment gains for 

each group were responsible for these increases in private coverage and decreases in public 

coverage. 

 

IV. Background: How would we expect the macroeconomy to affect health insurance 

coverage? 

Before attempting to unravel further the puzzle of declining coverage in the booming 

1990s, it is worth reviewing what theory predicts and what previous empirical research has 

shown about the relationships between health insurance, employment, and the macroeconomy.  

That is, how would we expect health insurance coverage to respond to economic fluctuations?  

Common sense predicts that the main effect of the economy on insurance coverage would be 

through the probability of employment, which affects both income and the price of health 

insurance; these would in turn affect the likelihood of either private or public coverage.  There 

might also be secondary effects through changes in the employment of family members or 

changes in the nature of employment, conditional on remaining employed.  

                                                 
1 Holohan and Pohl (2002) report a similar result for adults in families with incomes below 200% of the Federal 
poverty level. 
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More specifically, economic fluctuations might affect insurance coverage through the 

following mechanisms: 

1. Own employment: In a recession, the risk of job loss rises, particularly for low-skilled 

workers. As a result, income goes down and the effective price of private insurance goes 

up.  The effective price of insurance goes up for two reasons.  First, even if an 

unemployed worker continues to purchase health insurance at a group rate through 

COBRA, the implicit tax subsidy to employer-provided benefits is no longer available.  

Second, at the end of eighteen months, COBRA eligibility runs out and the worker may 

lose access to health insurance at a group rate.2 Both the income decrease and the price 

increase should reduce the probability of having private insurance and increase the 

probability of having public coverage. Empirical work by Gruber and Madrian (1997) has 

shown that in a sample of working men, job separation is associated with a twenty 

percentage point drop in the probability of having health insurance coverage.  Cawley 

and Simon (2005) also find that employment status mediates the relationship between 

insurance coverage and state-level unemployment rates, implying a significant effect of 

an individual’s own employment on coverage, although the magnitude of this effect is not 

reported. 

2. Employment of other family members: A family member may lose a job, reducing 

family income and potentially increasing the effective price of private insurance if the job 

was one that offered insurance coverage. Like an individual’s own job loss, the job loss 

of a family member should reduce the probability of having private insurance and 

increase the probability of having public coverage.  

                                                 
2 It is also true that a worker with COBRA coverage must typically pay the full premium (employer share plus 
employee share), which sounds like a price change.  Under the assumption that the full incidence of the cost of 
benefits is on workers, this apparent increase in price is more appropriately modeled as a decrease in income.  
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3. Changes in type of job: Even conditional on remaining employed, the nature of a job 

may change in a recession: from full-time to part-time, for example, or a shift from the 

wage and salary sector to self-employment.  These changes may affect the probability of 

having private insurance. That is, the mix of jobs changes in a recession, and may shift 

toward jobs that are less likely to provide benefits.3 In addition, even holding constant the 

observable job characteristics that affect the probability that a job provides benefits – e.g. 

part-time versus full-time – the probability of insurance may vary over the business cycle 

as wages do, for the same reasons.4  Even absent any cyclical behavior by employers with 

regard to the provision of insurance, cyclicality in earnings would itself be sufficient to 

cause cyclicality in health insurance coverage, conditional on employment, because of an 

income effect.  

4. Changes in the mix of jobs: An additional indirect effect of the macroeconomy arises 

because private health insurance is typically provided to groups of workers, and an 

employer’s willingness to provide insurance depends on the distribution of demand for 

coverage of all workers at the firm.  As a result, whether your coworkers want insurance 

may affect whether or not you are offered it. If the changing composition of the 

workforce combined with the drop in demand for insurance due to lower family incomes 

changes the distribution of worker demand for health insurance, firms may add or drop 

benefits.  Two examples illustrate the extremes.  First, suppose that all low-skill workers 

would prefer not to get insurance as a fringe benefit, opting instead for charity care at the 

                                                 
3 Or it could shift toward jobs that are more likely to provide benefits; Farber and Levy (2000) find that the part 
time-time rate is (insignificantly) lower in slack labor markets. Low-tenure jobs are also less prevalent in slack labor 
markets. 
4 The question of exactly how wages vary over the business cycle is unsettled (for more on this debate, see Solon, 
Barsky and Parker 1994; Abraham and Haltiwanger 1995; Devereux 2001; and Shin and Solon 2004). Whatever the 
cyclicality of wages, benefits may experience the same pattern as wages, a different pattern, or no cyclicality. 
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emergency room or Medicaid coverage.  Suppose also that in a recession all low-skill 

workers are laid off. Then everyone in the labor force in a recession wants health 

insurance, and firms should all offer it.  Second, and in contrast, suppose that in a 

recession some of your co-workers’ spouses lose their jobs and as a result of the drop in 

family income they decide to stop buying health insurance. Suddenly, you are the only 

one in your firm who wants insurance, and your firm stops offering insurance. In short: 

since health insurance has some of the attributes of a local public good, the demand of 

your co-workers affects whether or not you will get it (see Goldstein and Pauly, 1976; 

Danzon 1986; and Bundorf 2002).  This mechanism suggests that aggregate 

unemployment rates may affect the probability of insurance coverage even controlling for 

one’s own employment and income and the employment and income of other family 

members. 

5. Changes in public programs: During a recession, states may respond to declining 

revenues by reducing eligibility for public programs like Medicaid. Conditional on 

income, public coverage rates may therefore be lower in a recession.  This effect may be 

swamped by the changes in the income distribution that occur during a recession. That is: 

public coverage could go up or down in a recession because while there are more poor 

people, there may also be cutbacks in eligibility. 

The first three of these factors suggest that in a recession, private coverage should decline 

and public coverage should increase; during an expansion, we would expect the opposite.  In 

either case, it is not clear whether the change in public coverage would be large enough to offset 

any change in private coverage. The last two factors have an ambiguous effect on coverage. As a 

result, there is no clear prediction about the effect of economic fluctuations on the fraction 
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uninsured. Figure 9 summarizes these factors and their likely effects on private and public 

insurance coverage. 

 

V.  How does the macroeconomy affect insurance coverage at a point in time? 

The first step in solving the puzzle of what happened in the 1990s is to establish a clearer 

understanding of the static relationship between health insurance and the macroeconomy. I begin 

by estimating a set of regressions that summarize the relationship between the macroeconomy 

and individual health insurance coverage using the following specification: 

)()(
)()(

)()(

32

10

iesstate dummesyear dummi
generosityMedicaidacontrolscdemographia

ratentunemploymestateaaHIP

+
+⋅+⋅

+⋅+=
  (1) 

where 

• P(HI) is the insurance outcome (private insurance, public insurance, uninsured); 

• State unemployment rate  is the annual average unemployment rate in each state from the 

Bureau of Labor Statistics data; 

• Demographic controls include race (black and other nonwhite; white is the omitted 

category) and Hispanic ethnicity dummies; age and age2, and a marital status dummy; 

• Medicaid generosity is measured using two variables containing the state-year specific 

Medicaid income eligibility cutoffs for infants and for pregnant women, respectively. 

This specification omits employment characteristics of the individual and his or her spouse, as 

well as family income, so it does not shed light on which of the mechanisms discussed above 

may be responsible for any relationship between health insurance and the macroeconomy.  

Rather, it is a starting point for the discussion of how the macroeconomy affects health 

insurance. I will discuss the effect of including additional controls shortly. 
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Table 1 presents a1, the coefficient on the state unemployment rate, for eighteen separate 

regressions corresponding to three different outcome variables (private insurance, public 

insurance, no insurance) estimated separately for men and women by education (less than high 

school, equal to high school, more than high school).  The other coefficients from these 

regressions are not reported but in general they yield results consistent with the existing 

literature. For example, Hispanics and nonwhites are less likely than non-Hispanic whites to 

have private insurance and more likely to be uninsured; marriage increases the probability of 

private coverage for men and decreases it for women. 

The results for men (columns 1 through 3 of table 1) suggest that the macroeconomic 

fluctuations affect coverage for men at all levels of education. The coefficient on the state 

unemployment rate suggests that a one-percentage point increase in the unemployment rate 

reduces private coverage for men significantly, by about one percentage point for high school 

dropouts and half a percentage point for men with more education. Public coverage does not vary 

with the state unemployment rate for men with a high school education or more, but does 

increase slightly with unemployment among high school dropouts: about a third of a percentage 

point increase in the public coverage rate for each percentage point increase in the 
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unemployment rate.5  The overall effect of the macroeconomy on men’s health insurance 

coverage, then, is to decrease private coverage and increase the fraction uninsured.6 

The results for women (columns 4 through 6 of table 1) with a high school education or 

less do not show a significant relationship between the macroeconomy and women’s health 

insurance coverage.  For women with more than a high school education (who make up just over 

half the sample of women) a one-percentage point increase in the state unemployment rate is 

associated with about a 0.3 percentage point reduction in private coverage and a 0.2 percentage 

point increase in the fraction uninsured.7  The overall picture, then, is one in which 

macroeconomic downturns increase uninsurance for men and more highly skilled women, while 

not significantly affecting lower-skilled women’s overall rate of coverage.  

The results in table 1 are useful as a summary measure of how the macroeconomy affects 

health insurance coverage. We can target the mechanisms through which these effects occur 

more precisely by augmenting the regression described above with individual and family-level 

controls for employment and income.  Tables 2 and 3 present selected coefficients from these 

                                                 
5 It is reasonable to ask which public health insurance programs serve non-elderly men, and for what reasons.  Just 
over half (55 percent) of publicly insured men in 1992 were disabled, and they were about equally likely to have 
Medicare or Medicaid. Another 9 percent received some form of cash assistance (Social Security, Supplemental 
Security Income or other public assistance) which may have qualified them for public insurance. Very few (2 
percent) were veterans. Another 8 percent lived in poverty and another 7 percent had children and in families with 
income between 100 and 200 percent of the poverty level and therefore may have been eligible for programs 
targeting the parents of SCHIP-eligible children.  The remaining 19 percent have no characteristics reported in the 
CPS that might help explain their eligibility for public coverage.  The increase in public coverage among men 
between 2000 and 2003 is entirely in this unexplained group, so the data do not suggest an obvious mechanism 
through which men gain public coverage during an economic downturn. 
6 Estimating a pooled regression for men at all three education levels yields results that are generally similar to those 
reported in Cawley and Simon (2004) in spite of the differences in data (they use the SIPP) and specification (they 
estimate fixed-effect conditional logit models).  The coefficient on the state unemployment rate in my pooled 
specification for men is -0.006 for private coverage (significant with p < 0.01), 0.001 for public coverage (not 
significant) and 0.005 for uninsured (significant with p < 0.01).  Comparable results from Cawley and Simon (2004) 
would be an effect of -0.013 on employer coverage (p < 0.05), -0.006 (not significant) on public coverage, and 0.007 
(p < 0.01) for uninsured. 
7 My results for women on average (not reported in the table) are slightly different from those of Cawley and Simon 
(2004).  Like them, I find that the unemployment rate has a significant negative effect on private coverage for 
women and an insignificant effect on public coverage.  But I find a significant increase of one-fifth of a percentage 
point in the probability of being uninsured associated with each percentage point increase in the unemployment rate, 
while they find exactly zero effect on the probability of any insurance overall.  
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augmented regressions for high school dropouts and for those with education exactly equal to 

high school, respectively.  Several things are evident from tables 2 and 3.   First, including the 

additional individual and family controls reduces the magnitude of the coefficient on the state 

unemployment rate.  This is true for both men and women and for all three outcomes.  In many 

cases, the inclusion of individual and family-level employment and income controls renders the 

coefficient on the aggregate macroeconomic variable statistically insignificant. That is: the 

macroeconomy affects individual health insurance mainly because it affects own employment, 

spouse’s employment, and family income. Moreover, all three sets of variables are highly 

significant determinants of coverage. For high school dropouts, an individual’s own employment 

status is a significant predictor of insurance coverage, increasing the probability of private 

coverage and reducing the probability of public coverage, with a net increase in the probability 

of being uninsured.8  For high school graduates, the effect of employment is similar except that 

full-time, full-year employment has a sufficiently positive effect on the probability of private 

coverage that it outweights the negative effect on public coverage and results in a net decrease in 

the probability of being uninsured for both men and women.  

A spouse’s employment has different effects for women than for men.  For female 

dropouts, a husband who works full-time, full-year has no effect on the probability of being 

uninsured; the gain in private coverage associated with a working husband is exactly offset by 

the loss of public coverage.  A husband who works part-time or part-year costs a woman more, 

in terms of public coverage, than he provides in private coverage: a husband’s weak attachment 

to the labor force increases the probability that a female high school dropout is uninsured by 6 to 

                                                 
8 If income is not included in the regression, the effect of own full-time full-year employment on the probability of 
being uninsured is smaller but still positive and significant for male dropouts (0.042 with a standard error of 0.005); 
for female dropouts, the coefficient on own full-time full-year employment becomes negative and weakly significant 
when income is omitted (-0.009 with a standard error of 0.004).  
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11 percentage points.  For female high school graduates the effect of a husband’s employment is 

similar except that for this group, a husband who works full-time, full-year significantly reduces 

the probability that a woman is uninsured, by 6.2 percentage points. Part-time or part-year work 

by the husbands of female high-school graduates increases significantly the probability that the 

woman is uninsured, by reducing public coverage more than private coverage increases. For 

men, on the other hand, a wife’s work gains him more in private coverage than it costs in public 

coverage, even if that work is only part-time or part-year.  This effect is significant for both male 

dropouts and male high school graduates (except for male dropouts whose wives work part-time 

and full-year: the effect of this work on the probability that these men are uninsured is negative, 

but not significant).   

The inclusion of family income in the regression reduces the effect of the employment 

variables but does not render them insignificant, suggesting that employment (both one’s own 

and that of a spouse) does have both price and income effects as hypothesized above.  To 

summarize, there seems to be support for the first three mechanisms discussed above as ways 

that the macroeconomy might affect health insurance coverage. 

The general pattern that emerges from these cross-sectional results is that for higher-

skilled workers of both sexes, employment translates into higher rates of insurance coverage, 

while for lower skilled workers the gains in private coverage are offset or even overwhelmed by 

the losses in public coverage.  These results begin to suggest that the apparent puzzle of 

declining coverage among low-skilled in the booming 1990s may not be so puzzling after all. 

 

VI. What explains the trends over time? 
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Next, I turn to an analysis of trends over time.  I begin with a simple tabulation that 

answers the question “what (in terms of employment and health insurance) were women doing in 

1992 and 2000?”  Table 4 shows how different groups of potentially vulnerable women (low 

skill and/or single mothers) were distributed across employment and health insurance categories 

in 1992, 2000 and 2003. Figure 10 shows the distribution of female high school dropouts by 

employment and insurance status in both years based on data from table 4.  The category with 

the largest decline between the two periods is “not working, public insurance” which drops by 

8.7 percentage points; the category with the largest increase is “working, no insurance” which 

increases by 5.3 percentage points.  Of course, this does not mean there was movement from the 

former cell directly to the latter; these are not the same individuals.  But as a simple way of 

describing what seems to have happened for this group, this chart is compelling. Table 4 shows 

that in the economic downturn that followed, there was an increase of a few percentage points in 

the category “not working, public insurance,” but it does not even come close to its 1992 level.  

A similar analysis of the work and health insurance coverage of single mothers who did 

not complete high school shows similar trends that are even more pronounced.  In 1992, 45.6 

percent of this group was not working and had public health insurance; in 2000, this figure had 

fallen to 18.7 percent (figure 11).  The fraction working and with no health insurance almost 

doubled, from 16.7 percent in 1992 to 29.2 percent in 2000.   

For a more detailed analysis of the factors underlying these changes, I calculate two sets 

of Blinder-Oaxaca decompositions for coverage rates, one set for the period 1992 to 2000 and 

another for the period 2000 to 2003.  The regression on which the decompositions are based is 

specified parsimoniously, but with sufficient detail to capture the complex relationships 

established in the previous section: 
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As before, P(HI) represents the three different insurance outcomes (private insurance, public 

insurance, uninsured). The income and employment dummies include 14 categories of family 

income relative to poverty level, interacted fully with an indicator for whether the individual or 

his/her spouse is working.  Married and Hispanic are simply dummy variables. The “other 

demographics” include race dummies (black, other nonwhite), age, and age2.  

The results are presented in table 5 (for the period 1992 – 2000) and table 6 (for the 

period 2000 – 2003).9 Table 4 tells the following story: between 1992 and 2000, men and women 

at all education levels experienced increases in private coverage.  For low-skilled women these 

increases are entirely explained by increases in employment and income that were slightly offset 

by increases in the fraction Hispanic and declines in the probability of being married.10  These 

same gains in income and employment triggered reductions in public coverage for low-skilled 

women that exactly offset the gains in private coverage.  There were, in addition, large 

unexplained declines in public coverage for low-skilled women (more on these in a moment).  

As a result, the fraction of low-skilled women who were uninsured went up.   

Looking next at what happened during the subsequent economic downturn, the 

decompositions for 2000 to 2003 analyze across-the-board increases in the fraction uninsured 

(table 5).  Here, the story is more predictable than what happened during the boom: for all 

                                                 
9 The decomposition is not particularly sensitive to the choice of endpoints.  Changes in private health insurance are 
smaller (and in some cases negative) for all groups when the starting point is 1991; otherwise, varying the starting 
and/or ending point by one year does not change the basic story. 
10 Citizenship information is not available in the CPS before survey year 1994 (corresponding in this analysis to 
calendar year 1993).  To test how much of the estimated effect of Hispanic ethnicity among high school dropouts is 
actually due to changes in citizenship, I re-estimated the decompositions both with and without citizenship 
information for the periods 1993 – 2000 and 2000 - 2003.  The majority of the Hispanic effect for both male and 
female dropouts is explained by citizenship when both are included in the model, in both periods. 
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groups, private insurance declined, and about half of the decline is explained by changes in the 

joint distribution of income and employment. Public coverage increased, but not enough to offset 

the declines in private coverage, and as a result, the fraction uninsured went up.  An important 

difference between the 1992 – 2000 changes and those in 2000 – 2003 is the nature of the 

unexplained changes in private coverage.  During the expansion, the unexplained changes in 

private coverage were positive for all groups except low-skilled women.  During the downturn, 

on the other hand, a substantial portion of the change in private coverage for each group is due to 

an unexplained negative shift.  Therefore, the main puzzles that remain to be solved are the 

unexplained decrease in public coverage among low-skilled women during the boom and the 

unexplained decrease in private coverage during the subsequent bust. 

 

VII. Discussion 

The analysis so far has established a number of useful facts that help explain what happened 

to health insurance coverage during the expansion of the 1990s and the subsequent downturn.  

As noted above, a residual puzzle is why public coverage declined so much between 1992 and 

2000: well beyond what increases in incomes and employment can explain, as the data presented 

here have shown.  There are a number of possible explanations: 

1. Welfare reform – that is, the Personal Responsibility and Work Opportunity 

Reconciliation Act, and the demonstration waivers that preceded it - may have reduced 

takeup of Medicaid among the target population for these programs, even though 

eligibility for Medicaid actually expanded as welfare was contracting.  There is much 

concern and speculation in the welfare reform literature that this is true, and that 

Medicaid was in some sense an unintended casualty of welfare reform (see, for example, 
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Ellwood and Ku (1998) or Garrett and Holohan (2000).)  It is difficult to isolate the 

effects of welfare reform, as opposed to the effects of the economic expansion that 

occurred at the same time, on Medicaid.  Perhaps surprisingly, the two studies that have 

attempted to do this have both concluded that welfare reform did not have a large 

negative effect on Medicaid coverage.11  Kaestner and Kaushal (2003) find that 

reductions in welfare caseloads are correlated with reductions in Medicaid caseloads.  

They note, however, that welfare caseloads declined both because of welfare reform and 

because of the booming economy, and that welfare caseload declines that resulted from 

welfare reform had a smaller effect on Medicaid caseloads than did those resulting from 

other factors. That is, they conclude that welfare reform may not have had the negative 

effect on public health insurance coverage that earlier studies had hypothesized.  

Similarly, DeLeire, Levine and Levy (2005) find that neither the welfare waivers that 

preceded welfare reform, nor the implementation of Temporary Assistance to Needy 

Families (TANF) itself is associated with significant reductions in Medicaid coverage 

among low-skilled women.12   

These results are surprising in light of the widespread presumption that welfare 

reform must have pushed many Medicaid eligibles off the rolls. It seems that the jury 

must remain out on whether welfare reform was directly responsible for reductions in 

Medicaid caseloads.  It is worth noting, however, that the hypothesized declines in 

Medicaid because of welfare reform are due to lower takeup among eligibles, rather than 

                                                 
11 Bitler, Gelbach and Hoynes (2005) analyze the impact of welfare reform on health insurance coverage, but the 
data used for their analysis do not distinguish between private and public health insurance coverage and therefore 
cannot be used to isolate the independent effect of welfare reform on Medicaid coverage. 
12 DeLeire et al. find a large but not statistically significant effect of TANF on public coverage among single 
mothers with less than a high school education: a 3.7 percentage point reduction, with a standard error of 2.3 
percentage points.  Negative effects are therefore not ruled out, but the evidence remains inconclusive. 
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declines in eligibility.  This may or may not warrant the same degree of policy concern 

that actual declines in eligibility would.  Unlike, for example, Food Stamps, Medicaid is 

an insurance program, the value of which is realized primarily in the event of an accident 

or illness – regardless of whether or not the recipient was enrolled before the event 

occurs.  To the extent that declines in rates of public coverage are driven by these 

changes in takeup rather than eligibility, policy concern should focus on improving 

access to care among unenrolled populations who are likely to get a health benefit from 

improved access, such as the chronically ill.  Further research is necessary on how actual 

enrollment – as opposed to eligibility – affects access to medical care. Expansions of the 

medical care safety net may also have reduced enrollment in Medicaid among eligible 

individuals (LoSasso and Meyer 2004), again with unclear effects on access to medical 

care. 

2. Eligibility for public insurance may have declined.  While this is, in theory, a potential 

explanation for declining public coverage, all the available evidence suggests that this did 

not happen during the 1990s.  The Personal Responsibility and Work Opportunity 

Reconciliation  Act of 1996 specifically required Medicaid eligibility levels to remain at 

or above the income eligibility thresholds in effect for AFDC at the time AFDC was 

replaced by TANF.  In addition, many states expanded coverage of adults through their 

SCHIP programs (see Aizer and Grogger, 2003).  In the economic downturn that 

followed the boom, states generally seem to have maintained Medicaid eligibility levels 

(National Governors Association 2003; National Governors Association 2005), although 

some employed other strategies to reduce Medicaid spending such as freezing 
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reimbursement to providers (Coughlin and Zuckerman 2005) which may have reduced 

Medicaid recipients’ access to medical care. 

3. The measures of Medicaid coverage in the CPS may have become less accurate following 

welfare reform.  It is well-known that household surveys result in underestimates of 

Medicaid coverage (see Card, Hildreth and Shore-Sheppard (2004) and Klerman, Ringel 

and Roth (2005)). In an attempt to correct for underreporting of Medicaid, the Census 

Bureau imputes Medicaid coverage to welfare recipients. Prior to welfare reform, this 

imputation presumably captured a large fraction of adults who were eligible for Medicaid 

as a result of AFDC receipt but may or may not have reported Medicaid coverage.  

Following welfare reform, when a larger number of adults not receiving cash transfers 

were in fact eligible for Medicaid, this imputation would capture a smaller fraction of the 

population that is truly Medicaid eligible. It is unclear how much changes in 

measurement error over time that are, by definition, correlated with welfare reform may 

have contributed to the apparent declines in Medicaid measured in the CPS. To the extent 

that the declines in rates public coverage are driven by these changes in the accuracy of 

measurement, policy concern should be directed not toward the uninsured but toward the 

designers of large-scale government surveys. 

 

These possible explanations for the unexplained declines in Medicaid coverage – lower 

takeup among eligibles, declines in eligibility, and changes in measurement error in data 

collection – have very different policy implications, as already noted, and distinguishing among 

them should be a high priority for future research. 
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The other residual puzzle is: what explains the unexplained changes in private coverage? 

The unexplained changes in private coverage during the downturn of 2000 – 2003 are uniformly 

negative, and therefore consistent with the popular notion that increasing health insurance 

premiums are responsible for declining coverage.  Interestingly, however, this popular notion is 

not consistent with what the data show during the 1992 – 2000 expansion.  The unexplained 

changes in private coverage (controlling for income and employment) during that period were 

generally positive. That is, unobserved factors affecting private coverage increased private 

coverage rather than decreasing it.  The increase in health insurance premiums may have been 

one unobserved factor that affected coverage, but if so it was overwhelmed by the contribution of 

other unobserved factors.   Reconciling this result with other research that attributes declining 

coverage during the 1990s to rising health insurance costs (for example, Chernew, Cutler and 

Keenan 2003 or Cutler 2002) is a high priority for future research. 

 

VIII. Conclusion 

Health insurance was the proverbial boat not lifted by the rising tide of the 1990s.  The 

analysis of this chapter has shown that the main reason for this was that another current – 

unexplained declines in public coverage – swamped the rising tide for low-skilled women.   

Whether these declines in public coverage are reason for concern awaits further 

information on their causes and consequences.  Good evidence on the impact of health insurance 

on health outcomes is surprisingly rare (Levy and Meltzer 2004). The health of the economy may 

also affect health directly, though not necessarily in predictable ways. Ruhm (2004) reviews a 

growing body of evidence suggesting that economic bad times are good for your health; 

morbidity and mortality decline, and health behaviors improve, during a recession.  As Ruhm 
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points out, however, these results describe the relationship between transitory output fluctuations 

and health. The long-term relationship between economic status and health is likely to be the 

opposite (see, for example, Deaton 2001).  We remain far from understanding the role of 

economic resources – including but not limited to health insurance and access to medical care – 

in producing health and perhaps equally far from understanding the importance of health 

insurance to economic security. 
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Table 1 
The effect of macroeconomic conditions on health insurance coverage, by education and sex 

March Current Population Survey, 1988 - 2003 
 
 

       
 Men Men Men Women Women Women 
 (1) (2) (3) (4) (5) (6) 
 Private Public Unins. Private Public Unins. 
 
Education < High School 
Coefficient on state 
unemployment rate -0.010 0.003 0.006 -0.003 0.001 0.002 
Standard error (0.002)** (0.002) * (0.002) ** (0.002) (0.002) (0.002) 
       
R2 0.12 0.05 0.12 0.14 0.14 0.06 
N 69,483 69,483 69,483 69,772 69,772 69,772 
       
Education = High School 
Coefficient on state 
unemployment rate -0.004 0.001 0.004 -0.001 <0.001 0.001 
Standard error (0.001) ** (0.001) (0.001) ** (0.001) (0.001) 0.001) 
       
R2 0.12 0.02 0.10 0.13 0.07 0.06 
N 170,294 170,294 170,294 189,415 189,415 189,415 
       
Education > High School 
Coefficient on state 
unemployment rate -0.004 <0.001 0.004 -0.003 0.001 0.002 
Standard error (0.001) ** (0.001) (0.001) ** (0.001) ** (0.001) (0.001) ** 
       
R2 0.08 0.01 0.08 0.07 0.03 0.04 
N 277,493 277,493 277,493 297,709 297,709 297,709 

 
Notes: * p ≤ 0.05, ** p ≤ 0.01. 

Regressions also include race, ethnicity, age, age2, marital status, state dummies, and year 
dummies.  See text for full details. 
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Table 2 
Selected determinants of insurance coverage for high school dropouts, ages 25 – 54 

March Current Population Survey, 1988 - 2003 
 

       
 Men Men Men Women Women Women 

Source of coverage: Private Public Unins. Private Public Unins. 
 (1) (2) (3) (4) (5) (6) 

       
State  unemployment rate -0.004 -0.001 0.004 0.002 -0.002 -0.000 
 (0.002) (0.001) (0.002)* (0.002) (0.002) (0.002) 

       
Individual works: 0.349 -0.452 0.103 0.277 -0.323 0.046 

Full time, full year (0.005)** (0.003)** (0.005)** (0.004)** (0.004)** (0.004)**
 0.110 -0.324 0.215 0.116 -0.232 0.116 
Part time, full year (0.010)** (0.007)** (0.011)** (0.006)** (0.006)** (0.007)**
 0.182 -0.405 0.222 0.131 -0.208 0.076 
Full time, part year (0.005)** (0.004)** (0.006)** (0.005)** (0.004)** (0.006)**
 0.050 -0.329 0.279 0.074 -0.160 0.086 
Part time, part year (0.009)** (0.006)** (0.009)** (0.006)** (0.005)** (0.007)**

       
Spouse works:       

Full time, full year 0.161 -0.104 -0.057 0.235 -0.234 -0.002 
 (0.005)** (0.004)** (0.006)** (0.007)** (0.006)** (0.007) 
Part time, full year 0.083 -0.080 -0.004 0.047 -0.157 0.110 
 (0.009)** (0.006)** (0.009) (0.015)** (0.013)** (0.016)**
Full time, part year 0.082 -0.057 -0.025 0.108 -0.172 0.064 
 (0.007)** (0.005)** (0.007)** (0.008)** (0.007)** (0.009)**
Part time, part year 0.060 -0.039 -0.021 0.003 -0.100 0.097 

 (0.008)** (0.006)** (0.009)* (0.014) (0.012)** (0.015)**
Real family income  0.045 -0.008 -0.037 0.059 -0.017 -0.042 
(÷10,000) (0.001)** (0.001)** (0.001)** (0.001)** (0.001)** (0.001)**
Real family income2 -0.001 0.000 0.001 -0.001 0.000 0.001 
 (0.000)** (0.000)** (0.000)** (0.000)** (0.000)** (0.000)**
       
Sample n 69,483 69,483 69,483 69,772 69,772 69,772 
R2 0.29 0.31 0.17 0.31 0.29 0.09 

 
Notes: * p ≤ 0.05, ** p ≤ 0.01. 

Regressions also include race, ethnicity, age, age2, marital status, state dummies, and year 
dummies.  See text for full details. 
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Table 3 
Selected determinants of insurance coverage for high school graduates, ages 18 - 54 

March Current Population Survey, 1988 - 2003 
 
 

       
 Men Men Men Women Women Women 

Source of coverage: Private Public Unins. Private Public Unins. 
 (1) (2) (3) (4) (5) (6) 

       
State  unemployment rate 0.001 -0.002 0.001 0.002 -0.001 -0.001 
 (0.001) (0.001)** (0.001) (0.001) (0.001) (0.001) 
Individual works:       

Full time, full year 0.432 -0.371 -0.062 0.261 -0.210 -0.051 
 (0.004)** (0.002)** (0.004)** (0.002)** (0.002)** (0.002)**
Part time, full year 0.147 -0.287 0.140 0.121 -0.150 0.028 
 (0.007)** (0.004)** (0.007)** (0.003)** (0.002)** (0.003)**
Full time, part year 0.255 -0.346 0.091 0.128 -0.144 0.015 
 (0.004)** (0.002)** (0.004)** (0.003)** (0.002)** (0.003)**
Part time, part year 0.067 -0.258 0.191 0.082 -0.098 0.016 

 (0.007)** (0.004)** (0.007)** (0.004)** (0.002)** (0.003)**
Spouse works:       

Full time, full year 0.086 -0.046 -0.040 0.173 -0.111 -0.062 
 (0.003)** (0.002)** (0.003)** (0.004)** (0.003)** (0.004)**
Part time, full year 0.055 -0.035 -0.020 0.037 -0.064 0.027 
 (0.005)** (0.003)** (0.004)** (0.009)** (0.006)** (0.009)**
Full time, part year 0.045 -0.022 -0.022 0.087 -0.094 0.007 
 (0.004)** (0.002)** (0.004)** (0.005)** (0.004)** (0.005) 
Part time, part year 0.039 -0.016 -0.023 -0.007 -0.048 0.055 

 (0.005)** (0.003)** (0.005)** (0.009) (0.006)** (0.009)**
Family income 0.038 -0.008 -0.029 0.041 -0.013 -0.028 
(÷10,000) (0.001)** (0.000)** (0.001)** (0.000)** (0.000)** (0.000)**
Family income2 -0.001 0.000 0.001 -0.001 0.000 0.001 
 (0.000)** (0.000)** (0.000)** (0.000)** (0.000)** (0.000)**
       
Sample n 170,294 170,294 170,294 189,415 189,415 189,415 
R2 0.28 0.22 0.17 0.27 0.19 0.10 

 
Notes: * p ≤ 0.05, ** p ≤ 0.01. 

Regressions also include race, ethnicity, age, age2, marital status, state dummies, and year 
dummies.  See text for full details. 
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Table 4 
What were low-skilled women doing for work and health insurance in 1992, 2000, and 2003? 

March Current Population Survey, 1992 - 2003 
 

 1992 2000 2003
All women with education < high school  
 Not working, private health insurance 0.120 0.117 0.106
 Not working, public health insurance 0.226 0.139 0.154
 Not working, no health insurance 0.132 0.146 0.191
 Working, private health insurance 0.293 0.310 0.268
 Working, public health insurance 0.063 0.069 0.072
 Working, no health insurance 0.167 0.220 0.210
All single moms  
 Not working, private health insurance 0.024 0.020 0.025
 Not working, public health insurance 0.212 0.083 0.107
 Not working, no health insurance 0.052 0.046 0.064
 Working, private health insurance 0.450 0.556 0.493
 Working, public health insurance 0.112 0.099 0.109
 Working, no health insurance 0.151 0.196 0.203
Single moms with education < high school  
 Not working, private health insurance 0.029 0.024 0.023
 Not working, public health insurance 0.456 0.187 0.213
 Not working, no health insurance 0.077 0.112 0.132
 Working, private health insurance 0.137 0.197 0.192
 Working, public health insurance 0.135 0.189 0.179
 Working, no health insurance 0.167 0.292 0.261
Single moms with education = high school  
 Not working, private health insurance 0.015 0.019 0.017
 Not working, public health insurance 0.191 0.084 0.121
 Not working, no health insurance 0.052 0.039 0.066
 Working, private health insurance 0.460 0.534 0.443
 Working, public health insurance 0.117 0.103 0.106
 Working, no health insurance 0.167 0.221 0.246
Single moms with education > high school  
 Not working, private health insurance 0.030 0.020 0.031
 Not working, public health insurance 0.097 0.044 0.062
 Not working, no health insurance 0.037 0.028 0.039
 Working, private health insurance 0.615 0.704 0.627
 Working, public health insurance 0.095 0.062 0.087
 Working, no health insurance 0.126 0.142 0.154
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Table 5 
What explains the changes in health insurance between 1992 and 2000? 

Blinder-Oaxaca decomposition 
March Current Population Survey, 1992 - 2000 

 
 

 MEN WOMEN 
Coverage type: Private Public Uninsured Private Public Uninsured
Education < High school   
Change, 1992 – 2000 0.024 -0.029 0.005 0.014 -0.081 0.067
Due to coefficients 0.008 -0.003 -0.005 -0.014 -0.029 0.042
Due to characteristics 0.016 -0.026 0.010 0.028 -0.052 0.025
  Income/employment  0.028 -0.018 -0.009 0.041 -0.048 0.006
  Marriage -0.001 0.000 0.002 -0.001 0.001 0.000
  Hispanic -0.009 -0.006 0.015 -0.009 -0.001 0.010
  Other demographics 0.002 -0.001 0.000 0.000 -0.002 0.002
  State-level factors -0.003 0.000 0.003 -0.003 -0.003 0.006
Education = High School       
Change 0.029 -0.004 -0.025 0.009 -0.017 0.008
Due to coefficients 0.023 0.000 -0.023 -0.004 -0.007 0.011
Due to characteristics 0.006 -0.005 -0.002 0.013 -0.011 -0.002
  Income/employment  0.015 -0.002 -0.013 0.016 -0.008 -0.008
  Marriage -0.009 -0.001 0.010 -0.002 0.000 0.002
  Hispanic -0.001 0.000 0.002 -0.001 0.000 0.001
  Other demographics 0.004 -0.001 -0.003 0.003 -0.004 0.001
  State-level factors -0.002 0.000 0.002 -0.003 0.000 0.003
Education > High school       
Change 0.027 -0.010 -0.017 0.007 -0.011 0.004
Due to coefficients 0.022 -0.007 -0.014 0.000 -0.006 0.006
Due to characteristics 0.005 -0.003 -0.003 0.007 -0.005 -0.002
  Income/employment  0.010 -0.002 -0.008 0.009 -0.005 -0.004
  Marriage -0.002 0.000 0.002 0.000 0.000 0.000
  Hispanic -0.001 0.000 0.001 -0.001 0.000 0.001
  Other demographics -0.002 0.000 0.002 0.000 -0.001 0.001
  State-level factors -0.001 0.000 0.000 0.000 0.000 0.000
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Table 6 
What explains the changes in health insurance between 2000 and 2003? 

Blinder-Oaxaca decomposition 
March Current Population Survey, 2000 - 2003 

 
 MEN WOMEN 

Coverage type: Private Public Uninsured Private Public Uninsured
Education < High school   
Change, 1991 – 2000 -0.067 0.017 0.050 -0.053 0.018 0.035
Due to coefficients -0.033 0.006 0.027 -0.031 0.011 0.020
Due to characteristics -0.033 0.011 0.023 -0.022 0.007 0.015
  Income/employment  -0.017 0.016 0.001 -0.017 0.010 0.007
  Marriage -0.009 0.000 0.010 0.001 -0.001 -0.001
  Hispanic -0.005 -0.003 0.008 -0.005 -0.004 0.008
  Other demographics -0.003 -0.001 0.004 -0.003 0.001 0.001
  State-level factors 0.001 -0.001 0.000 0.001 0.000 -0.001
Education = High School       
Change -0.071 0.017 0.055 -0.061 0.021 0.040
Due to coefficients -0.044 0.003 0.041 -0.037 0.009 0.028
Due to characteristics -0.028 0.014 0.014 -0.024 0.012 0.012
  Income/employment  -0.017 0.013 0.004 -0.020 0.012 0.008
  Marriage -0.005 0.000 0.005 -0.001 0.000 0.001
  Hispanic -0.003 -0.001 0.004 -0.002 0.000 0.002
  Other demographics -0.001 0.001 0.000 -0.001 0.000 0.001
  State-level factors -0.001 0.000 0.001 0.000 0.000 0.000
Education > High school       
Change -0.036 0.008 0.029 -0.032 0.014 0.018
Due to coefficients -0.022 0.002 0.020 -0.019 0.007 0.012
Due to characteristics -0.014 0.006 0.009 -0.013 0.007 0.006
  Income/employment  -0.011 0.006 0.005 -0.012 0.007 0.004
  Marriage -0.001 0.000 0.001 0.000 0.000 0.000
  Hispanic -0.001 0.000 0.002 -0.001 0.000 0.001
  Other demographics -0.001 0.000 0.001 0.000 0.000 0.001
  State-level factors 0.000 0.000 0.000 0.000 0.000 0.000
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Figure 1 

Trends in employment by education and sex, 1988 - 2003
Adults ages 25 - 54, Current Population Survey
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Figure 2 

Trends in mean real (2000 $) family income by education and sex, 1988 - 2003
Adults ages 25 - 54, Current Population Survey
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Figure 3 

Trends in p(uninsured) by education and sex, 1988 - 2003
Adults ages 25 - 54, Current Population Survey
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Figure 4 

Trends in private health insurance coverage by education and sex, 1988 - 2003
Adults ages 25 - 54, Current Population Survey
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Figure 5 

Trends in public health insurance coverage by education and sex, 1988 - 2003
Adults ages 25 - 54, Current Population Survey
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Figure 6 

Trends in p(uninsured) among single mothers by education, 1988 - 2003
Single mothers ages 25 - 54, Current Population Survey
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Figure 7 

Trends in p(private insurance) among single mothers by education, 1988 - 2003
Single mothers ages 25 - 54, Current Population Survey
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Figure 8 

Trends in p(public insurance) among single mothers by education, 1988 - 2003
Single mothers ages 25 - 54, Current Population Survey
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Figure 9 
Summary of the potential effects of the macroeconomy on health insurance coverage: 

 
      
 

What can happen in a recession:  Intermediate effect:  Effect on insurance: 
     
 
1. You lose your job 
2. Your job gets worse 
3. Family member loses job/job gets 

worse 
 

 
 
→

 
Price of insurance goes up  
 
Family income goes down  

 
 
→ 

 
P(private) goes down 
 
P(public) goes up 

     
 
4. Mix of coworkers changes  
 

  
→ 

  
Unclear; may affect 
employer offering of 
insurance 
 

     
 
5. States cut back on eligibility 
 

  
→ 

  
P(public) goes down, 
conditional on income 
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Figure 10 

What were women with less than a high school education doing in 1992 and 2000?
Women ages 25 - 54, Current Population Survey
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Figure 11 

What were single mothers with less than a high school education doing in 1992 and 2000?
Single mothers ages 25 - 54, Current Population Survey
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