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Expanded Medicaid Crowded Out Private Insurance

Qe popular option for health

care reform in the United States is
to make particular groups, such as
children, eligible for public health
insurance coverage. But will such
public eligibility crowd out the pri-
vate insurance coverage of these
groups?

According to a new NBER study
by David Cutler and Jonathan
Gruber, the dramatic expansions
of the Medicaid program during
1987-92 did exactly that. Over that
period, Medicaid eligibility for chil-
dren increased by 50 percent and
eligibility for pregnant women
doubled. Cutler and Gruber find
that 50 to 75 percent of the associ-
ated increase in Medicaid coverage
was accompanied by a reduction
in private insurance coverage. This
occurred mainly because employ-
ees less frequently took up insur-
ance offered by their employers,
although the employers themselves
may have encouraged this by con-
tributing less toward premiums.
There is also some evidence that,
since children would be covered
by Medicaid, workers dropped
coverage for their family and
switched into individual policies.

In Does Public Insurance
Crowd Out Private Insurance?
(NBER Working Paper No. 5082),
Cutler and Gruber explain that
Medicaid eligibility for women and
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children used to be tied to receipt
of AFDC (Aid to Families with De-
pendent Children). However, this
connection was gradually severed
and by 1992, almost one-third of
American children were eligible for
full public health insurance cover-
age, and over 40 percent of wom-
en of childbearing age could re-
ceive public coverage for pregnan-
cy-related expenses.

To examine the crowding out of
private coverage, the authors relate
the increase in Medicaid eligibility
for each family to coverage under
Medicaid and under private insur-
ance. They conclude that the
expansions increased Medicaid
coverage of children by 1.5 million

vate insurance) for this group was
100 percent. Finally, coverage of
other adults fell by an estimated
0.2 million. Direct coverage there-
fore increased by 2.3 million peo-
ple, but was offset by a 1.7 million
person decline in private coverage
for a crowding out of 74 percent.

In addition to direct Medicaid
coverage, some currently unin-
sured women and children would
be eligible for Medicaid if they
need care, but do not sign up until
they have an acute medical need.
The authors estimate that 1.3 mil-
lion persons were “conditionally
covered” in this fashion. Adding
these people to the 2.3 million
who are directly covered leads to

“50 to 75 percent of the associated increase in Medicaid
coverage was accompanied by a reduction in private

insurance coverage.”

persons but led to a decline in the
private coverage of this group of
about 0.7 million.

For women of childbearing age,
there was a Medicaid increase of
0.8 million, but a reduction in pri-
vate coverage of the same amount:
the “crowdout” (of public by pri-

an effective increase in coverage of
3.6 million people. At this level,
the reduction in private coverage is
47 percent of the increase in
Medicaid coverage. Therefore,
Cutler and Gruber estimate that the
net crowdout of Medicaid is
between 47 and 74 percent of the
increase in coverage.



Does the Presence of Women on Faculty

Affect Female Students’ Majors?

Emale college undergraduates

are much less likely to major in sci-
ence, mathematics, and engineer-
ing than their male colleagues. It is
asserted frequently that the enroll-
ment of female undergraduates in
these fields can be increased by
raising female representation on
their faculties. The female teachers,
it is assumed, will be “role models”
for female students. Despite the

per No. 4874), Brandice Canes
and Harvey Rosen track the num-
bers of female faculty and students
across departments and over time
in three different academic institu-
tions. In general, they find no evi-
dence that an increase in the num-
ber of females on a department’s
faculty leads to an increase in that
department’s share of female un-
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“lAJdding more female role models to the faculty has no
statistically discernible effect on the gender composition

of its undergraduate majors.”

widespread acceptance of this
view, there appears to have been
no statistical research applied to
test the assertion that the gender
composition of an academic de-
partment affects the gender com-
position of its majors. Any evi-
dence for the importance of role
models in the psychological and
sociological literature on education
and career development comes
from surveys that ask young wom-
en what factors determine their
choice of careers.

In Following in Her Foot-
steps? Women’s Choices of Col-
lege Majors and Faculty Gender
Composition (NBER Working Pa-

Government Underestimated Behavioral
Responses to Tax Changes in the Eighties

Qle of the continuing contro-

versies about tax policy is whether
and to what extent people change
their behavior as a result of chan-
ges in the tax code. Some research-
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dergraduate majors.

Canes and Rosen collect data
from three schools of different
size and character: Princeton Uni-
versity, the University of Michigan
at Ann Arbor, and Whittier College.
These three institutions provided
data on the gender of students and
faculty between 1974 and 1988.
Canes and Rosen note that female
faculty and female undergraduates
do tend to end up in the same de-
partments. At Princeton, for in-
stance, the proportion of female
faculty in the chemistry department
is tiny compared to that in ro-
mance languages and literature,
and the same is true for female stu-

ers have argued that the disincen-
tive effects of increases in marginal
tax rates in the United States in the
1980s and early 1990s caused rev-
enues to rise less than had been

dents. However, this correlation
tells nothing about whether under-
graduates’ choices of majors are in-
fluenced by the gender composi-
tion of the faculty.

The authors thus look at varia-
tions in the proportion of female
faculty over time in the various de-
partments to see if this has brought
any change in the proportion of fe-
male students. They find no statisti-
cally significant correlation in any
of the three schools. They then ex-
amine whether this finding contin-
ues to hold under several alterna-
tive statistical approaches. Does the
presence of just one female faculty
member in a department destroy
the perception that only men can
succeed in the field? Must the pro-
portion of female faculty exceed
some critical threshold in order to
induce more female undergraduate
enrollment? Does the department
size, or a change in the number (as
opposed to the proportion) of fe-
male faculty over time, have an ef-
fect? Finally, Canes and Rosen pool
the data from all three schools.
However, regardless of how the
data are analyzed, the conclusion
is the same: adding more female
role models to the faculty has no
statistically discernible effect on the
gender composition of its under-
graduate majors. DRF

anticipated by policymakers. This
question has continuing policy im-
portance, given the persistence O
large budget deficits and the likeli-
hood that further changes will be
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made in tax rates. Now a new
NBER study by Alan Auerbach
finds that taxpayers’ behavioral re-
sponses may have contributed to
errors in revenue forecasting.

In Tax Projections and the Bud-
get: Lessons from the 1980s
(NBER Working Paper No. 5009),
Auerbach examines data from the
Office of Management and Budget
(OMB), including annual budget
forecasts and estimates of policy
changes for each fiscal year from
1982-93. The data also show the
errors in revenue forecasts that
resulted.

These forecast errors are divided
into three mutually exclusive com-
ponents: 1) policy errors, caused
by inaccurate predictions of the
policies that would be followed; 2)
economic errors, resulting from in-
accurate forecasts of macroeco-
nomic variables such as GDP, in-
terest rates, and inflation; and 3)
“technical errors”-—the residual
forecast errors that OMB attributes
neither to policy changes nor to

Taxes and Antismoking Measures Reduce

macroeconomic performance.

Auerbach’s analysis focuses on
these technical errors, since they
might arise, in part, as a result of
unexpected behavioral responses.

the period as a whole, as were in-
dividual income tax revenues,
However, both corporate income
taxes and excise taxes were sub-
stantially overpredicted. Behavioral
responses to taxation, these results

“[Rlevenue forecast errors are statistically related to the
estimated revenues from recent tax increases, suggesting
that the initial revenue estimates themselves were
overstated. In the case of corporate taxes, behavioral
responses account for one-third of the very large

average overprediction,”

His study compares the estimated
revenue effects of legislation to the
actual revenues. The three types of
taxes that he studies—corporate in-
come taxes, individual income
taxes, and excise taxes—together
account for some 60 percent of all
revenues.

Auerbach finds that total rev-
enues were slightly overforecast for

Smoking Among College Students

_.I he Clinton administration’s

Health Security Act of 1993 called
for a 75 cent per pack increase in
the federal tax on cigarettes. If the

by approximately 30 percent, and
overall cigarette consumption by
college students would have fallen
by almost two-thirds, according to

“[A] 10 percent increase in price would reduce smoking
rates by these college students by 6 percent to 7 per-
cent, and reduce cigarette consumption among smokers

by 7 to 8 percent.”

“

measure had succeeded and the
tax been passed on fully to smok-
ers, smoking rates among college
students would have been reduced

a recent NBER study by Frank
Chaloupka and Henry Wechsler.
If cigarette prices had risen even
more than the tax increase, as was

suggest, in part explain these sys-
tematic errors. That is, revenue
forecast errors are statistically relat-
ed to the estimated revenues from
recent tax increases, suggesting
that the initial revenue estimates
themselves were overstated. In the
case of corporate taxes, behavioral
responses account for one-third of
the very large average overprediction.
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the case following past cigarette
tax hikes, the impact on consump-
tion by college students might have
been even greater.

Further, this tax measure would
have resulted in substantial long-
run improvements in health, they
report in Price, Tobacco Control
Policies, and Smoking Among
Young Adults (NBER Working Pa-
per No. 5012). The number of
smokers aged 18 through 24 would
have declined by more than 1.8
million. “Using the relatively con-
servative estimate that one in four
smokers will die prematurely as
the result of smoking-related ill-
nesses, the 75-cent increase would
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have reduced the number of pre-
mature deaths in this age cohort by
over 450,000,” Chaloupka and
Wechsler write. Similar reductions
in smoking and premature deaths
related to smoking likely would oc-
cur among those under 18 years of
age. But somewhat smaller reduc-
tions would occur among older
smokers who are less sensitive to
price changes.

For this analysis, the authors use
data from a nationally representa-
tive sample of 17,592 students at-
tending 140 U.S. four-year colleges
and universities, conducted by Har-
vard College in 1993. The survey
focused on binge drinking, but
also collected information on ciga-
rette smoking. The data suggest
that a 10 percent increase in price
would reduce smoking rates by
these college students by 6 percent
to 7 percent, and reduce cigarette
consumption among smokers by 7
to 8 percent.

Thus Chaloupka and Wechsler
conclude that increases in cigarette
excise taxes “are a very effective
means of reducing cigarette smok-
ing among youths and young
adults. Given that almost no smok-
ers begin smoking after 20 years of
age, discouraging smoking in this
age group is likely to lead to per-
manent reductions in cigarette
smoking among all age groups,”
they note. Evidence from three oth-
er studies indicates that the price
responsiveness in the noncollege
student group could be even great-
er than among college students.

These findings imply that a sus-
tained increase in cigarette taxes
initially will lead to large increases
in revenues, since the smoking
population is dominated by rela-
tively older smokers. Eventually,
though, the population will be
comprised mostly of people whose
initial smoking decisions were
more sensitive to price, leading to

Competition from Private Schools
Is Good for Public Schools

Arguments in favor of school

choice depend on the idea that
competition between schools im-
proves the quality of education.
However, there has been almost
no empirical evidence on this sub-
ject. Now a new NBER study by
Caroline Minter Hoxby confirms
that greater private school competi-
tiveness significantly raises the
quality of public schools, as mea-
sured by the educational attain-
ment, wages, and high school
graduation rates of public school
students. In addition, she finds
some evidence that public schools
react to greater competitiveness of
private schools by paying higher
teacher salaries.

In Do Private Schools Provide
Competition for Public Schools?
(NBER Working Paper No. 4978),
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Hoxby points out that there are
two components to the choice of
private schooling: quality of the
public schools, and availability of
private schools. Because poor

relatively larger reductions in the
number of smokers. Consequently,
the revenues eventually would
decline. “Nevertheless,” the authors
note, “the long-run revenue maxi-
mizing level of the tax is well
above its current level.”

This study also indicates that
other antismoking measures have
an impact, although a smaller one.
For example, relatively strict re-
strictions on smoking in public
places discourage college students
from smoking. In particular, state
or local laws limiting smoking in
restaurants significantly lower smok-
ing rates among college students.

Some restrictions on public
smoking also lower average ciga-
rette consumption among smokers.
But restrictions on smoking in re-
tail stores or schools have litile im-
pact. And, limits on the availability
of tobacco products to youths have
little effect on the smoking habits
of college students. DRF

ty with the increased demand for
private schools in areas where
public schools perform poorly.

Hoxby notes that religious
schools account for nearly 9 out of

“[Glreater private school competition improves the way
that public schools operate, mostly by means that do not

require higher spending.”
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quality in the public schools raises
the demand for private schools,
one cannot simply compare how
public school students do in areas
with and without substantial pri-
vate school enrollment. Such sim-
ple comparisons confuse the effect
of greater private school availabili-

10 private school students in the
United States. Since the religious
composition of an area is largely a
matter of historical accident, it is
not likely to have an independent
effect on the quality of the public
schools. Thus the religious compo-
sition of an area is a good measure




of potential competition for public
schools: it is strongly correlated
with the costs of private schools,
but not with other sources of de-
mand for private schools (for ex-
ample, poor underlying public
school quality). Using only the
variations in private school enroll-
ment caused by differences in the
religious composition of the local
population, Hoxby distinguishes
the pure effect of greater private
school competition.

In 1994, religious private schools
accounted for 85 percent of U.S.
private school enrollment, with
Catholic schools alone accounting
for 68 percent of private school en-
rollment. Hoxby finds that a
change in the Catholic population
of a county—or in the combined
Catholic, Lutheran, Jewish, and
Episcopalian populations of a
county—that translates into a 10

percentage point increase in the
share of enrollment in private
schools produces an extra 0.33
years of education on average for
public high school students, 2 per-
cent higher wages later in life, and
a 2 percentile increase in standard-
ized test scores. The same im-
provements would result from a
$500 decrease in Catholic school
tuition, she estimates.

Increased availability of private
schools increases public school
teachers’ salaries and decreases
public school spending (and the
number of public school students).
But exclusive of these effects, the
same 10 percentage point increase
in the private school share of en-
rollment generates an additional
0.9 years of educational attainment,
6 percent higher wages, and a 7
percentile increase in standardized
test scores for public school students.

Foreign Taxes Influence Local R and D

Many governments encour-

age businesses to develop and use
new technologies within their bor-
ders, because they believe that
using these new technologies will

eign locations, they are required to
pay royalties from their foreign af-
filiates to their domestic parent
companies. These royalty pay-
ments are subject to taxation; high

“[Rloyalty tax rates have important effects on the R and D
operations of foreign affiliates of U.S. multinationals.”

enhance their national productivi-
ties. And in fact, evidence indicates
that the economic benefits of re-
search and development (R and D)
do extend to local firms in addition
to those undertaking the R and D.

If multinational firms develop
new technologies in their home
countries and then use them in for-

royalty tax rates make it expensive
for multinational corporations to
transfer technology from parent
companies to foreign affiliates.

In Taxes, Technology Trans-
fer, and the R and D Activities of
Multinational Firms (NBER Work-
ing Paper No. 4932), James Hines
investigates the impact of royalty

,

Hoxby tests and eliminates a
number of potential explanations
for her findings, including the pos-
sibility that simply having a more
religious or homogeneous popula-
tion accounts for the improvement
in public school students’ out-
comes. She also tests, but finds no
evidence for, the explanation that
private schools select less able stu-
dents, so that public schools are
left with better students in areas
where private school enrollment is
higher. The one remaining hypoth-
esis consistent with all the results is
that greater private school competi-
tion improves the way that public
schools operate, mostly by means
that do not require higher spend-
ing. Hoxby concludes that policies
that increase the ability of private
schools to compete with public
schools will help all students—both
public school and private school.

taxes on the proclivity of multina-
tional firms to undertake R and D
in foreign locations. He confirms
that foreign affiliates pay fewer
royalties to parent companies
when those royalties are taxed
more heavily. By raising the cost of
providing foreign affiliates with
technology developed by parent
companies, royalty taxes may influ-
ence R and D spending by foreign
affiliates. But whether spending
rises or falls—that is, whether affili-
ates perform more or less R and
D—depends on how they react to
the increased cost of parent-com-
pany technology. It is possible that
foreign affiliates will react to higher
royalty taxes by performing addi-
tional R and D to substitute for ex-
pensive technology imports from
their parent firms.
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Hines concludes that royalty tax
rates do significantly influence
spending on R and D. Correcting
for national differences in techno-
logical development, he estimates
that the R and D intensity of the
operations of foreign affiliates of
U.S. multinationals increases by 11

percent to 16 percent as royalty
taxes double. This suggests that
royalty tax rates have important ef-
fects on the R and D operations of
foreign affiliates of U.S. multina-
tionals, and that local R and D is a
substitute for imported technology.
Hines observes similar patterns in

the behavior of foreign firms in-
vesting in the United States.

These findings are based on an
analysis of survey data for 1987
and 1989 collected by the U.S. De-
partment of Commerce.
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