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By Ann Hwang, Sara Rosenbaum, and Benjamin D. Sommers

Creation Of State Basic Health
Programs Would Lead To
4 Percent Fewer People Churning
Between Medicaid And Exchanges

ABSTRACT The Affordable Care Act gives states the option of creating a
so-called Basic Health Program to provide health insurance coverage for
individuals and families whose incomes are low but who do not qualify
for Medicaid. The Basic Health Program is intended, in part, to decrease
churning, or frequent movement between Medicaid and state-run health
insurance exchanges, by increasing the income-based eligibility transition
point between the two programs to 200 percent of the federal poverty
level. We analyzed data from the 2008 panel of the Survey of Income and
Program Participation and found that among adults likely to participate
in Medicaid and exchanges, only somewhat fewer experienced a change
in eligibility with a 200 percent federal poverty level eligibility threshold
compared with the previous threshold of 138 percent. As a result, we
found that a Basic Health Program would prevent churning for
1.8 million adults nationally each year—reducing by about 4 percent the
expected churning of low-income Americans between Medicaid and
exchanges within a year. Such programs would also decrease the risk that
lower-income families would be subject to recouping of premium tax
credits. But churning rates would remain very high, and additional policy
steps would be required to minimize the effect of coverage disruptions.

T
he Affordable Care Act of 2010
advances several strategies to ex-
pand health care coverage to the
uninsured population. Under the
law, effective January 1, 2014,

Medicaid eligibilitywill be expanded to all adults
with incomes up to 138 percent of the federal
poverty level, or roughly $15,000 for an individ-
ual and $32,000 for a family of four. To make
insurancemore affordable, the law also provides
income-related premium tax credits in advance
to those with incomes up to 400 percent of the
federal poverty level who are ineligible for
Medicaid. Guidelines released in 2012 defined
the federal poverty level as annual income of
$11,170 for an individual and$23,050 for a family
of four.

Previous research showed that a high propor-
tion of people with low incomes will experience
frequent shifts in eligibility between Medicaid
and state insurance exchanges.1 This can be
thought of as an update to the classic problem
of “churning,” or frequent changes into and out
ofMedicaid as a result of changing income-based
eligibility. Churning between programs can
cause disruptions in insurance coverage that
can affect health care access and can contribute
to high administrative costs.2–4

In the context of the Affordable Care Act, this
churning can produce two adverse results. The
first, a disrupted source of financial subsidy,may
lead to breaks in coverage despite provisions in
the law that aim to ease coverage transitions. The
second, recouping tax credit overpayments,
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mightoccur if people receiving coverage through
an exchange experience a rise in income during
the course of the year, because they will then be
required to repay any excess tax credits that they
received.
Under the Affordable Care Act, people will re-

ceive advancepayments of the premium tax cred-
its, based on their expected income, to subsidize
thepurchase ofhealth insuranceduring the year.
At the end of the year, the Internal Revenue Ser-
vice will reconcile the amount of advance pay-
ments received with each person’s full-year in-
come. People who received advanced payments
in excess of the actual credit amount to which
they were entitled, as calculated at the end of the
year, will need to repay the excess—up to a cer-
tain cap.
For families with incomes less than 200 per-

cent of the federal poverty level, or $46,100, re-
couped payments can be as high as $600, rising
to $1,500 for families with incomes of 200–
300 percent of the federal poverty level, and
$2,500 for those with incomes of 300–400 per-
cent.5 These caps have been increased by legis-
lation amending the Affordable Care Act, and
current legislative proposals threaten to remove
them altogether.
The reconciliation process is meant to ensure

that premium tax credits are correctly pegged to
family income. But it raises the specter that some
low-income families may face large end-of-year
adjustments. If their income has increased over
the courseof the year, theywill be required topay
back large portions of the tax credit at the end of
the year.
For example, if a family of four receives ad-

vance payments consistent with an expected in-
come of 200 percent of the federal poverty level
but ends the year at 250 percent, the difference
between the actual credit and the advance credit
is approximately $1,735. The recoupment is
capped at various points by income, so the family
would owe the maximum allowable amount
for its income bracket, or $1,500. To put this
in context, $1,500 represents roughly one-third
of the monthly income, $4,800, for a family of
four at 250 percent of the federal poverty level.
This study examined the potential of a Basic

Health Program to reduce the number of people
who shift from Medicaid to health insurance
exchanges based on changes in their incomes.
Under theAffordableCareAct, statesmay choose
to replace the Medicaid and exchange model
with one in which a state-run Basic Health Pro-
gramoffers coverage to thosewith incomes up to
the threshold of 200 percent of the federal pov-
erty level, above which point enrolled individ-
uals and families move into the insurance ex-
changes. This approach could effectively create

a single source of coverage for people with in-
comes up to 200 percent of poverty, with a tran-
sition into exchanges occurring above that level.
In addition, there is no provision to recoup pre-
mium support from people enrolled in a Basic
Health Program; instead, states will receive per
capita payments from the federal government
that are adjusted to account for the estimated
recoupment impact.
In this analysis we assessed whether a Basic

Health Program strategy reduced two potential
consequences flowing from the Medicaid and
exchange approach: the change in coverage that
occurs when people cross the eligibility thresh-
old at 138 percent of the federal poverty level;
and the exposure to recoupment among people
who experience upward changes in income.We
also assessed variations in churning across se-
lected states.

Study Data And Methods
Analysis Our basic approach followed a prior
analysis of income mobility under health re-
form.1 However, in this study we examined a
broader income range of adults than previously,
compared alternative eligibility transition
points, and focused on those adults most likely
to enter exchanges based on their insurance sta-
tus at the beginning of the study period. Data
came from the Survey of Income and Program
Participation, a longitudinal, nationally repre-
sentative survey conductedby theCensusBureau
that contains information on monthly income,
insurance, and key demographic variables. We
used the 2008 panel, which contains data
through 2010.
We identified all civilian, non-Medicare adults

ages 19–62 with family incomes at or below
400 percent of the federal poverty level during
their first month in the survey. We excluded
those with employer-sponsored insurance
(55 percent), limiting our analysis to the subset
of adults who were uninsured (28.5 percent),
had Medicaid (11.5 percent), or had nongroup
insurance (7.1 percent) during the firstmonth of
the survey. We focused on this subset because
the people in it are most likely to take up cover-
age in Medicaid, the Basic Health Program, or
exchanges under the Affordable Care Act.
We followed family incomes for each sub-

sequent month in the survey and measured the
number of transitions in income-related eligibil-
ity across a particular income cutoff. We mea-
sured the number of transitions at six, twelve,
and twenty-four months.
We tested two cutoffs: 138 percent of the

federal poverty level (the Medicaid-exchange
threshold, with no Basic Health Program in
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place), and 200 percent of the federal poverty
level (the potential dividing point between a Ba-
sic Health Program and an exchange).We used
survey-weighted Wald tests to detect any signifi-
cant differences in the total number of eligibility
transitions and likelihood of any transitions,
comparing the two different thresholds.
We also estimated income volatility across dif-

ferent states.We selected five states—California,
Florida, Illinois,NewYork, andTexas—for analy-
sis and repeated the above analysis stratified for
each state. These states were selected because of
their geographic diversity and because they have
large populations and therefore large sample
sizes. We did not adjust for demographic co-
variates in this analysis, because our goal was
to identify any state-level differences—whatever
their root cause, including underlying popula-
tiondifferences in income, race, or other factors.
To characterize the risk of recoupment in the

baseline and Basic Health Program models, we
calculated the percentage of adults in our sample
who initially qualified for an exchange (rather
than Medicaid or the Basic Health Program)
based on their income and then experienced
an increase in family incomeofmore than25per-
cent, 50 percent, or 100 percent of the federal
poverty level over the course of a year. The com-
parison for recoupment purposes was based on
initial monthly income versus overall annual
income at the end of the first year, because the
latter most closely corresponds to the tax year
data that the Internal Revenue Service will use
for reconciliation.
We assumed that people enrolled in Medicaid

or theBasicHealthProgramwouldnotbe subject
to recoupment. Although in theory recoupment
mayoccur for any increase in income,we focused
on large income increases because these would
be more likely to lead to recoupment large
enough to create substantial financial burdens
on families. Examples of approximate recoup-
ment amounts foreachof these income increases
can be found in the online Appendix.6

The maximum length of follow-up in our data
set was twenty-four months. As with any longi-
tudinal survey, our survey data suffer from attri-
tion.We included people in our sample as long
as they had complete data to that point; after
a month or more of missed income data, people
were excluded from subsequent analyses. The
sample size for these analyses was 15,198 at zero
months, 13,568 at six months, 11,950 at twelve
months, and 8,954 at twenty-four months.
All data analyses were conducted using the

statistical software Stata, version 12.0, to ac-
count for the survey’s complex sampling design.
Limitations Our study had several important

limitations. First, we relied on self-reported in-

come data, which may not match precisely how
income will be determined for Medicaid, the Ba-
sic Health Program, or exchange tax credits.
The Survey of Income and Program Participa-

tion sample also had attrition over the study
period, with only 59 percent remaining at the
end of the two-year period. If anything,wewould
expect this to lead to anunderestimate of income
volatility in this population, because people who
remain in the sample for two years are more
likely to have stable circumstances over time.
Our study examined monthly, rather than

annual or semiannual, changes in income. We
chose this approach because although the Af-
fordable Care Act requires states to conduct
eligibility redeterminations once a year, people
are required to report interim changes in in-
come. The act specifies no minimum enrollment
period, which means that eligibility can cease in
anymonth, and eligibility and subsidy levels will
change as incomes rise and fall.
Our study focused exclusively on adults with

nongroup insurance,Medicaid, or no insurance.
We did not include adults who had employer-
sponsored insurance. The projected impact of
health reformon employer-sponsored insurance
is controversial and complex.7,8 An employee
with an offer of employer-sponsored insurance
may qualify for tax subsidies through the ex-
change only if the employer-sponsored insur-
ance is determined to be unaffordable (costing
the employee more than 9.5 percent of income)
or if the insurance plan does not provide ad-
equate coverage (covering less than 60 percent
of expected medical costs).
Our survey data did not allow us to determine

the affordability of employer-sponsored insur-
ance, andwewere therefore unable to determine
howmanyadultswith anoffer of employer cover-

Any advantage in
reducing churning is
predicated on the
assumption that the
Basic Health Program
would be well
integrated with
Medicaid.

Basic Health Program
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age would become eligible for the Basic Health
Program or exchanges in 2014. Understanding
the behavior of people with employer-sponsored
insurance is an important area for further re-
search.

Study Results
Exhibit 1 shows the percentage of adults experi-
encing zero, one, or at least two income-related
eligibility transitions over two years, using eli-
gibility cutoffs of 138 percent and 200 percent of
the federal poverty level. Throughout two years
of follow-up, the eligibility cutoff of 200 percent
of the federal poverty level was associated with
significantly fewer income-related changes in
eligibility (all p < 0:0001).
Exhibit 2 presents similar results for each of

the five states we examined.We found the same
general pattern for all states, with fewer eligibil-
ity transitions under a Basic Health Program.
However, given the smaller sample sizes, the
results for Illinois were not statistically signifi-
cant, and forNewYork theywere significant only
at p < 0:10.
We also estimated the risk of tax credit recoup-

ment resulting from income increases among
our study sample (Exhibit 3). We found that in
the baseline model (without a Basic Health Pro-
gram), 11.6 percent of the population would be
eligible for exchanges and later subject to re-
coupment on the basis of an income increase
of at least 25 percent of the federal poverty level.
In comparison, with a Basic Health Program,
6.7 percent of the study population would be
subject to a similar-size recoupment. We also
examined income increases of at least 50 percent
and at least 100 percent of poverty. For each
income increase examined, a Basic Health Pro-
gram would significantly reduce the risk of re-
coupment (p < 0:0001).

Discussion
We found that adopting a Basic Health Program
would reduce the rates of churning and tax-
credit recoupment among low-income adults
likely to participate in Medicaid and exchanges
after 2014. Specifically, we found less churning
in eligibility at an incomecutoff of 200percent of
the federal poverty level compared with 138 per-
cent of the federal poverty level, among adults
who were uninsured, had nongroup insurance,
or hadMedicaid coverage at the beginning of the
survey.
We found similar results in five geographically

diverse states. Although our data did not allow
for state-level analyses of all fifty states, these
initial findings suggest that the observed income

patterns are not highly variable across states.
Overall, the effect of switching to a Basic

Exhibit 1

Changes In Income Eligibility Among Adults Expected To Participate In Medicaid And
Subsidized Exchange Coverage

Income cutoff 0 changes (%) 1 change (%) 2+ changes (%)

138 percent of poverty

Month 0 100.0 100.0 100.0
Month 6 70.8 22.3 6.9
Month 12 58.2 22.0 19.8
Month 24 43.3 17.3 39.5

200 percent of poverty

Month 0 100.0 100.0 100.0
Month 6 74.2 18.9 6.8
Month 12 62.5 19.0 18.5
Month 24 48.1 15.8 36.1

SOURCE Authors’ analysis of data from the Survey of Income and Program Participation, 2008 panel.
NOTES Sample contains adults ages 19–62 with family incomes less than 400 percent of the federal
poverty level, with Medicaid, nongroup insurance, or no insurance in their first month in the survey.
“Changes” are changes in monthly income over time, moving across the indicated threshold
percentage of poverty. Only people with monthly income reported for the full survey to that
point in each timeframe are included; people who dropped out of the survey at any prior point
are excluded.

Exhibit 2

Percentage Of Beneficiaries With Continuous Eligibility At The Federal Poverty Level,
Selected States

Poverty-level
threshold (%) Month 0 (%) Month 6 (%) Month 12 (%) Month 24 (%)
California

138 100.0 69.4 56.0 41.9
200 100.0 72.8a 59.4b 46.2b

Florida

138 100.0 73.2 63.0 47.4
200 100.0 75.9 65.9 53.0a

Illinois

138 100.0 72.3 60.3 44.1
200 100.0 74.5 61.8 46.2

New York

138 100.0 75.6 65.1 48.7
200 100.0 77.8 66.7 54.8b

Texas

138 100.0 73.4 61.8 43.3
200 100.0 75.8 65.4b 49.0a

SOURCE Authors’ analysis of data from the Survey of Income and Program Participation, 2008 panel.
NOTES State sample sizes are as follows. California: 1,559; Florida: 873; Illinois: 506; New York: 732;
and Texas, 1,051. Sample contains adults ages 19–62 with family incomes less than 400 percent of
the federal poverty level, with Medicaid, nongroup insurance, or no insurance in their first month in
the survey. “Changes” are changes in monthly income over time, moving across the indicated
threshold percentage of poverty. Only people with monthly income reported for the full survey
to that point in each timeframe are included; people who dropped out of the survey at any prior
point are excluded. ap < 0:05 for comparison of likelihood of continuous eligibility under the
138 percent versus 200 percent federal poverty level cutoffs within a given state, using
adjusted Wald tests. bp < 0:10 for comparison of likelihood of continuous eligibility under the
138 percent versus 200 percent federal poverty level cutoffs within a given state, using
adjusted Wald tests.
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HealthProgramproduceda reduction in the like-
lihood of churning of approximately four per-
centage points per year, or 62.5 percent versus
58.2 percent with stable coverage for twelve
months (Exhibit 1). This reduction translates
into roughly 1.8 million fewer adults changing
coverage during the year, based on our national
sample, which represented 43 million US adults
in 2008.
A Basic Health Program not only reduced the

frequency of churning somewhat, but it also
changed which people experienced churning.
Churning is always concentrated among people
whose income is closest to the eligibility thresh-
old. Thus, because creating a Basic Health Pro-
gram can push the effective eligibility threshold
to 200 percent of the federal poverty level, the
population affected would have incomes around
that level rather than around 138 percent of the
federal poverty level. These relatively higher-
income families may be better able to cope with
brief gaps in coverage, changes in providers, and
changes in cost sharing associated with churn-
ing, which provides an additional argument in
favor of the Basic Health Program.
In addition to reducing changes in coverage,

our findings indicated that the Basic Health Pro-
gram would also protect many lower-income
families against the tax credit recoupment proc-
ess, which occurs when income rises during the
year and people become eligible for smaller sub-
sidies than originally anticipated. Recoupment
is a reality for all people covered through ex-
changes who depend on tax credits to make cov-
erage affordable, but the Basic Health Program
would reduce the number of people potentially

affected.
Our findings were consistent with prior re-

search demonstrating high rates of income tran-
sitions in low-income populations, particularly
among adults whose incomes initially are
138–200 percent of the federal poverty level.1,9

Our results differed fromanother studyof churn-
ing, which found slightly more churning with
a model of a Basic Health Program operating
within Medicaid, compared to the baseline ex-
change model.10 One key methodological differ-
ence was that we included people with Medicaid
coverage in our model, while the other study did
not. Furthermore, our research used the most
recent census survey data available, while the
prior study used data from 2001.10

Our findings add to the literature in this area
by exploring state-based differences in churning
and by providing an estimate of the potential
impact of the Basic Health Program on re-
coupment.
Other Considerations Although our results

provide support for states considering adopting
a Basic Health Program, other factors beyond
simply churning need to be considered. Onema-
jor concern about the Basic Health Program is
that states would be at financial risk if the
amount of tax credits and cost-sharing subsidies
were inadequate to sustain theprogram.Because
the amounts of credits and subsidies are pegged
to the level of premiums in the exchange, states
with low exchange premiums may find it harder
to make a Basic Health Program financially via-
ble. Stateswould alsoneedadequate resources to
implement and administer the Basic Health Pro-
gram in addition to theirMedicaid and exchange
programs.
A second consideration is the affordability of

coverage to enrollees. In the exchanges, the per-
centage of income that a person is expected to
contribute topremiums is set by federal law.With
a Basic Health Program, states would have more
flexibility in determining the level of enrollee
contribution.
In addition, the decision to pursue a Basic

Health Program would reduce the size of the
exchange. Particularly in states with smaller
populations, this decrease in the number of po-
tential enrollees in an exchange could threaten
the viability of the exchange, if the exchange is to
be supported by per enrollee assessments.
Finally, any advantage in reducing churning is

predicated on the assumption that the Basic
Health Program would be well integrated with
Medicaid, thus creating a single eligibility
threshold at 200 percent of the federal poverty
level. If states designed Basic Health Programs
that were not compatible withMedicaid in terms
of benefits and providers, they would simply be

Exhibit 3

Percentage Of Adults Subject To Tax Credit Recoupment In Baseline Affordable Care Act
Model Compared To Basic Health Program Model

Adults subject to recoupment

Income
increase

Baseline
Affordable
Care Act
model (%)

Basic
Health
Program
model (%)

Reduction
in number
facing
recoupment
under Basic
Health
Program (%)

≥ 25% FPL 11.6 6.7 4.9***
≥ 50% FPL 7.6 4.5 3.1***
≥ 100% FPL 3.9 2.3 1.6***

SOURCE Authors’ analysis of data from the Survey of Income and Program Participation, 2008 panel.
NOTES Sample contains adults ages 19–62 with family incomes less than 400 percent of the federal
poverty level (FPL), with Medicaid, nongroup insurance, or no insurance in their first month in the
survey. Recoupment was based on an increase in family income as a percentage of between the
initial month in the survey and the annual income in the first full year. We assumed that
beneficiaries in Medicaid or the Basic Health Program were not subject to recoupment. ***p < 0:01
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adding another layer of churning at both 138per-
cent and 200 percent of the federal poverty
level.10

Conclusion In conclusion, we found that a
BasicHealth Programhas the potential to reduce
churning somewhat by increasing the exchange
eligibility threshold. The program also would
reduce some lower-income families’ exposure
to recoupments. However, we found high rates
of churning at all income thresholds tested and
in all states examined. Thus, even with a Basic
Health Program, churning rates would in all
probability remain high and would require addi-

tional policy attention to minimize the effect of
disruptions in coverage.
With this in mind, states will need to carefully

consider the impact on churning in the context
of the otherpotential risks andbenefits of aBasic
Health Program. Regardless of whether they de-
cide to pursue such a program, states should
explore ways to minimize the adverse effects
of churning. Possible approaches include offer-
ing the same health plans in Medicaid and
through the exchanges, and facilitating smooth
transitions between programs. ▪
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