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UNINTENDED CONSEQUENCE

S

INTRODUCTION

I n the aftermath of the 1996 welfare reform law, welfare rolls
have dropped dramatically across the country. While welfare reform has
been hailed for decreasing the welfare rolls and moving former
recipients to jobs, little attention has been devoted to the health
coverage of those who lose welfare benefits. As this report shows, one
of the unintended consequences of welfare reform is that many people
lose Medicaid coverage and become uninsured. This is the first study to
show a direct connection between the loss of welfare benefits and the
loss of health insurance coverage.

Using data from the U.S. Census Bureau's Current Population Survey
and from the Health Care Financing Administration, we have found that over
two-thirds of a million low-income people—approximately 675,000—lost Medicaid
coverage and became uninsured in 1997 due to welfare reform. The majority (62
percent) of those who became uninsured due to welfare reform were children,
and most of those children were, in all likelihood, still eligible for coverage
under Medicaid. Moreover, the number of p.eople who lose health coverage due
to welfare reform is certain to grow rather substantially in the years ahead.

Because 1997 was the first year of welfare reform implementation, this
study reports only the earliest consequences of welfare reform, before many of
the time limits imposed by the new law take effect. This year, more people will
be required to work in order to retain their welfare benefits. The vast majority of
people moving from welfare into jobs wind up in entry-level positions with low
salaries and no employer-subsidized health insurance. If, as required by law,
they are granted 6- to 12-months of Medicaid coverage during the transition to
work, they are then likely to join the rank's'of the uninsured when their
transitional coverage ends. Similarly, large numbers of people will be dropped
from the welfare rolls in the future as they reach the 5-year lifetime limit on

welfare benefits. When that happens, we can expect the number of uninsured to

swell.
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OSING HEALTH INSURANCE:

b1 PELEISE

KEY FINDINGS

Welfare reform has contributed to the increase in the number of low-income
people without health insurance. In 1997, an estimated 675_',000 low-income
people became uninsured as a result of welfare reform.

Welfare reform has contributed to declining Medicaid earollment. Approximately
1.25 million people with incomes under 200 percent of the federal poverty
level lost their Medicaid coverage from 1995 to 1997 as a result of welfare
reform.

Children under age 19 made up the majority of people who became uninsured as
a result of welfare reform. Of the 675,000 low-income people becoming
uninsured in 1997 as a result of welfare reform, more than three out of five
(62 percent) were children. Of the 1.25 million people who lost Medicaid
between 1995 and 1997 as a resuit of welfare reform, almost two-thirds (65
percent) were children.

More than half of both children and adults became uninsured when they lost
Medicaid. Fifty-four percent of all people losing Medicaid as a result of
welfare reform became uninsured. '

Most of the children who lost Medicaid in 1997 as a result of welfare reform
probably were still eligible for Medicaid and should not have lost that coverage.
Considerably more than half of the children who lost Medicaid between
1995 and 1997 as a result of welfare reform were eligible under federal
requirements.

Poor people are more likely than those just above the poverty line to become
uninsured when they lose Medicaid. For people with income below the federal
poverty, nearly two out of three aduits (62 percent) and over half children
(57 percent) became uninsured when they lost Medicaid. The impact on
those with incomes just over poverty was significant as well: for people
with incomes between the federal poverty level and 200 percent of poverty,
45 percent of adults and 42 percent of children became uninsured when
they lost Medicaid.

Minority children are more likely to go uninsured than white children when they
lose Medicaid. When minority children lost Medicaid, about 58 percent
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UNINTENDED CONSEQUENC

became uninsured, while 41 percent of white children became uninsured
when they lost Medicald.

B The number of people becoming uninsured as a result of welfare reform is likely to
increase considerably in the years following 1997. These data show only the
early-warning signs of welfare reform’s impact on health insurance
coverage for people with low incomes. As welfare reform is fully
implemented over time, there will be large increases in £he anumber of low-
income uninsured people.

The 1946 welfux

- fundumentally altered ipur system of providing public assistance to poor families. Welfare reform eliminated the

‘ Breawing THE Link Bevween Wetrare ano Mepicain
|
i
|

entitlement fo cash asslstance and ended the 60-year-old Aid 1o Families with Dependent Children (AFDC) program. -
Congress rcpluced the [AFDC program with the Temporary Assistance to Needy Fumilies (TANF) block grant program.

_+TANF carries new requlrements that recipients must meet in order to reccive benefits and emphasizes moving welfare "

_ ¥ r.:e'cipicms. off of the willfare rolls os quickly as possible.

While the welfa l- faw |established restrictions and limitations for the receipt of cash welfare benefits, Congress
included provisions intdnded |to insulate Medicaid participation from those resirictions and limitations. Prior to welfare
-reform, most low-inconje families qualified for Medicaid by first qualifying for welfare. The welfare reform law :

" maintains the Medicuid entitlement and requires Medicaid cligibility to be determined independently from weltare,
Despite the effort fo effsure fhat low-income people confinve fo receive Medicuid benelits, hundreds of thousands of

people, as of :1997, were steipped of health insurance as en unintended consequence of welfare reform.

refotm low(P.1.104-193, the Personal Responsibility undl Work Opportunity Reconciliation Adt)

.-/
" 'How People Lose Health Coverage Because of Welfare Reform
There are three ways that low-income people lose health care coverage as a
result of welfare reform. First, people lose health coverage when they or a family
member successfully move from welfare to work. The vast majority of people
moving from welfare to work wind up in jobs that provide no health care

coverage and, after they leave welfare for a job, they often remain eligible for
Medicaid only during a limited transition period. Second, termination from welfare
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HEALTH INSURANCE:

SJor any reason often results in wrongful losses of Medicald coverage. Many people

dropped from the welfare rolls remain eligible for Medicaid but, because Welfare
5 administrators fail to inform people of their continuing eligibility, many people

inappropriately lose their Medicaid coverage. Third, state efforts to deter people

from applying for welfare often resuit in people being denied the opportunity to apply
Jor Medicaid.

Losing Health Coverage When Moving from Welfare to Work

When families move from welfare to work, they are likely to find jobs that
pay very low wages and do not offer benefits such as affordable health
insurance. Evidence from a review of state “exit studies” (surveys of people who
have left welfare) shows that, on average, only about 25 percent of people who
got jobs after leaving welfare reported having employment-based health
insurance.’ (See box on pages 12-13 for more information about state exit
studies.) A number of studies have shown that people moving from welfare to
work tend to find jobs that pay less than $8 an hour and that do not provide
benefits such as health insurance or paid sick leave.? Most welfare recipients
who find jobs work less than full-time, full-year and earn less than the poverty
level; however, even such a low-wage, part-time job will make a parent
ineligible for Medicaid in most states.

Parents are eligible for Medicaid only if they eacrn very little money. In nine
states, parents become ineligible for Medicaid when they earn more than 37
percent of the federal poverty level ($5,051 for a family of three in 1998). In half
of the states, parents become ineligible if they earn more than 59 percent of the
federal poverty level ($8,054 for a family of three in 1998). In all but nine states,
parents become ineligible if they earn more than the federal poverty level
($13,650 for a family of three in 1998).? (See Figure 1 for state Medicaid
eligibility levels for parents.) .

In many cases, children remain eligible for Medicaid even when their %
parents lose eligibility because children are eligible for Mew
income levels (see box on page 15).lﬁowever. because families are unaware of

this and states may fail to reassess the child’s eligibility when parents are
terminated, many children in working families are eligible but not enrolled in
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Figure 1
Incoma Kilgibillty Limnits for Parer:is Recelving Medicald
(Based on: a family of three with one wage earner)
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Souice: 1996 Dats Reported By Jacetyn Guyer sad Clndy Mann, Emp! aed But Not Insu: :d, Center on Budget and Polley Prioritles, March 1,1999
*tnformation froc:. 1 survey of siate officiels (n late 1938/carty 1999. These state income (imits take into account earnin dhre¥nrd| for parents
recelving Medicaia who have worked for 12 months or mare. Income (imits assume that earnings are the only source of income for the family. These
income I{mits are for singlc -parent families; limits for two-parent famiiies are Jower in 18 states.
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Medicaid.* .
When low-income families become ineligible for Medicaid, they have very
few places to turn for health insurance. The vast majority of insured pcople get

their healt!. coverage from their employers, but employer-sponsored coverage
has declined '

significantly since
1987. This decline in
employer-sponsored

health insurance has
hit low-wage workers
the hardest: by 1997,
only 42 percent of
workers in jobs payving
less thai: 57 per hour
hac >mployer-
iponsored health
insurance.> Over the
past decade, the rising
costs of health care led
many employers to cut
down on the scipe of
health insurance

ben: its t- .y offer, to
increase the
percentage of health

insurancs costs that

i .|i| 3
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employees must pay,

i
kil

and to stop providing

coverage for
employees’ spouses and chiidren.$ _

Families vho beconme ineligible for Medicaid because they have increased
income from work are entitled to rezeive extended Medicaid benefits, called

“Transitional Medicaid.” Familics receive six manths of Transitional Medicaid
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regardless of how much income they earn. They shoﬁld get a second six months
if their income (minus childcare expenses) is below 185 percent of the federal

¥ _ poverty level.” It is difficult to find data on the availability of Transitional
Medicaid: states are not required to report such data to the federal government
and most states do not track Transitional Medicaid in any systematic way.
However, two studies have found that very few families who leave welfare
actually receive Transitional Medicaid.* Those who do get transitional coverage
will only have it for a limited time, whether or not they have access to
affordable health insurance at their new jobs.

In 1997, the first year of federal welfare reform implementation in the
states, only a small percentage of people moving from welfare to work reached
the limits of their Transitional Medicaid coverage. As more.and more people
move from welfare to work, and as the six-month to one-year transition periods

expire, increasing numbers of people are likely to lose health insurance
coverage.

Losing Health Coverage Due to Termination of Welfare
' Assistance

Historically, welfare has been the primary pathway to Medicaid for poor
families. The two programs were linked so that people who qualified for welfare
automatically received Medicaid as well. Although the law now requires
Medicaid eligibility to be determined independently from Welfare. state
administrative systems often continue to treat Medicaid as an extra welfare
benefit. This means that when a family is terminated from welfare, its Medicaid
case is often closed at the same time. Becauée the two programs remain
connected in the minds of caseworkers and recipients as well as in state
computer eligibility systems, the new emphasis on closing welfare cases as
quickly as possible is causing many families to be cut off Medicaid, even when
they are still eligible. * -

A number of federal and/or state rules cause people to lose cash welfare
assistance. These rules include the following:

B  Under federal law, families may only receive cash welfare assistance for a
maximum of five years. Many states have established even shorter lifetime




caps for welfare.
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W Federal law requires non-exempt® welfare recipients to be working in jobs

after two years of receiving welfare benefits in order to continue receiving
‘cash assistance.

B States may require welfare recipients to begin job search and work or other
activities as soon as they are enrolled; failure to do so can result in

termination of
assistance.

While families
may only receive cash
welfare assistance for
a specified number of
years over their
lifetime, there is no
such time limit for
Medicaid benefits.
Similarly, none of the
penalties for violating
welfare rules can be
applied to Medicaid
participation except in
one circumstance:
states may opt to
terminate an adult
welfare recipient’s
Medicaid if the state
cuts that person'’s
welfare benefit for

“refusal to work.”" At no time, however, can a state terminate Medicaid for

pregnant women or children because a member of their family has violated a

welfare rule. Yet it appears that many people who are losing their cash welfare

assistance are automatically losing their Medicaid coverage as well—either

because of state administrative errors or because no one is informing low-
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income families about
their zontinued
eligibility for Medicaid.
By July 1, 1999,
current welfare
recipients will bive
reached t:e two-year
time limit when they
must be we: .:ing in
order to keep their
welfare benefits. Three
years later. by July 1,
2002, indi..dual
families will I~ e
reache.: the lif- ime
limit on receir- :f cash
welfare. As thes limits
are reached, it is likeiy
that many families
losing welfare will icse

t ~eir Medicaid cuverage

as well. Thus, the

number or people lesing
hexith coverage due to welfare reform is likely to becc e considerably higher
th 'n the 1997 data depicted in this report.

Losses of Health Coverage Due to State Admiiis.rators’
Diversion of Welfare Applications

Since cash welfare assistance is no {onger an entitlement for eligible
families, states are under no cbligation to provide cash assistance to needy
people. States are allowed to “divert” people from completing their wzIfare
applications—by requi.ring them to undertake job search activities or to seek

other forms of private help before applying for assistance, for example. In some
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instances, welfare administrators provide a lump-sum benefit to tide families

over temporarily while they seek other help; if families accept this inducement,
their welfare appliéations are put on hold.

As of August 1998, 31 states had implemented some form of “diversion” in
the application process for cash welfare assistance.' Although such “diversion”
processes are legal and are becoming routine in the context of cash welfare
assistance, they can improperly divert people from applying for Medicaid as
well. As a result, many families entitled to Medicaid are not receiving such
coverage, and they remain uninformed about their right to complete Medicaid
applications. Since many people cycle in and out of Medicald each year, these
diversionary practices may constitute a barrier to coverage for both new
applicants and those who have left the Medicaid rolls but need coverage again.
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