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Note: This work is substantially abridged. For a

complete version, seMontth Labor ReviewMarch Table I. Selected Characteristics by Insurance Status, 1993 CE Data
1995, pp. 34-54. The views expressed herein are those _
of the authors and do not reflect the policies of the Partially -~ Not
f Labor Statistics (BLS) or the views of other rem Covered  Covered Medicaid Covered
Bureau o Sample size 13394 2399 1,793  3.201
BLS staff members. Number of CUs (in 000's) ~ 63,280 11,260 9,057 16,184
. Age of reference person 51.4 45.0 45.0 37.0
_Ir_1 1993, the nation’s health cagests rose to $884.2 apnual incomé $33.603 $34770 $13,041 $21,294
billion, up 7.8 percent from 1992. As a shar&So6ss  Average number in CU:
Domestic Product (GDP)this accounted for 13.9  Persons 22 3.5 3.2 25
percent(HHS 1994, p.1) compared to 5.9 percent of E?Lerfn o1 10?; 21-% 01-5; 10-‘;
. . . I u . . . .
GDP in 1965 (NCHS993, p..1.6_1), thgear in which Persons over 64 o4 0.2 0.3 0.0
the federal government initiated Medicare andpercent distribution:
Medicaid. Age of reference person
As health carecostsand usage rose, much of the Under25 4 7 14 19
burden of funding health care shifted iosiness and gg:zz ig ég i;’ Ef
government. Theusinesshare of healtiservices and  g5.74 16 8 10 1
supplies grew from 16 percent in 1965 to 28 percent in7s and above 14 4 9 1
1981, and remained fairly stable thereafter (Cowan anticome distribution
McDonnell 1993, p. 229). The federal government’s st quintie 14 10 55 sl
hare, however, continued to grow (12.2 percent 2"° duinile 18 19 26 25
S ! ! g " P 3rd quintile 21 23 11 20
average yearlyncrease for 1989-1993gnd in 1993 4th quintile 23 27 5 13
comprised 31.7 percent of the natiohahlth careill 5th quintile 24 23 3 11
(HHS 1994, table 1). Ethnicity-reference person
Consumer expenditures forhealth insurance E:zgzmc 1 112 216; 1133
premiums also have increased recerpiypbably due,  \ypite and other 90 78 57 74
in part, to the shifting of premiuosts from employer  Eeduc. of reference person
to employee. The Consumer Expendituriaterview Less than H. S. diploma 18 22 50 24
Survey (CE) shows that the percentage of families g-ﬁgfad/szmetco“ege 25; 16; ‘;6 1588
reporting health insurance expenditures has riseeoﬁqsggt%;a;gs
steadily from 55 percent in ;988 to 61.percent in 1993. yshandiwife only 28 10 6 10
The CE alsshowsthatpremiums have increased from  Husband/Wwife/Children 26 36 18 28
39 percent of the average familyisalth care spending  Single parent 4 7 26 9
in 1988 to 45 percent in 1993. In actual dollars, S9'eperson 33 0 20 87
X di 69 peraamr this Other 8 47 30 16
average premium spending rose p Region of residence
period. Northeast 22 17 21 15
Jacobsand Shipp(1993) showthat as a share of Midwest 26 25 23 23
current consumptioh, out-of-pocket health care 3\7“”‘ fé Sg ;i’ gg
expenditures peaked at 6.7 percent in 1960-61, est
K X ccup.-reference person
decllned_ to 5.4 percent in 1972-"?:hnd rose t0 5.7 \age and salary 63 77 37 76
percent in 1988-89. In 1993, it was 6.9 percent. Prof., mgr., supervisor 27 25 4 18
Rising health care prices, increased usage, changingTech., sales, clerical 15 19 8 15
demographics, and perennial concerns about ~ Service 5 8 8 15
t fiscal austerity continually spat&bates Blue collar and other 16 25 L 28
governmen . Yy y sp ) Self employed 7 6 3 8
over health care funding. Households, which have Retired 24 10 14 3
avoidedmuch of the burden of the increase in health Out of labor force 5 7 47 13

care expenditures, are likely to pay a larger share in theComplete income reporters only

future. It is therefore important to examine household



Several recent studies have used d2fa to analyze andabout $16,00tigher thanthose in theMedicaid
different aspects ohealth care. Miller (1990) and group. Among thefour groups,the fully insured
Reise (1993) examine therobability of purchasing allocate the smallest expenditure sh@about one-
health insurance.Rubin and Koelln (1993) test for tenth of total expenditures) timod at home, while
moral hazard anddverse selection. Rasell, Bernstein,Medicaid families allocate twicthat shargabout one-
and Tang(1993) combine CEdata with National fifth of total expenditures). This example of an Engel
Medical ExpendituréSurveydata and findegressivity relationship holds for a number of expenditure
in the distribution of health care expenditures bycategories when a comparisbatweenthe higher and
income level. Inthis study, CEdata are examined to lower income groups is made.

.ascert_am the relationship of detailed ex_pendltureSTable Il. Selected AverageAnnual Expenditures and Budget
including out-of-pocket health care expenditures, to Shares

demographic characteristics of families with distinctly Fully  Partially Not
Expenditure Covered Covered Medicaid Covered

different health insurance status. _ Total Expenditures $30,372 $31,008 $14,967 $22,492
The Data. The data aréor all families interviewed Share of total 100% 100%  100%  100%

between January and December 1998e samplesize
is 20,877 observations which, when weighted,

Food at Home ($'s) 3,192 3,908 3,080 2,904

- i Share of total 10.5% 12.6%  20.6%  12.9%
represent about 100 million families.

Definitions of Health Insurance StatusFollowing  Housing ($'s) 9,120 9,276 5,532 7,264
Miller and Reise, the fully insured include families ~ Shareof total 30.0% 20.9% 36.9%  32.3%
wh_osi: sum of memberscovered byeach insura_nce Apparel/Services ($'s) 1,396 1,460 728 1,048
policy” is equal to or greaté¢han thenumber offamily Share of total 46%  47% 4.9% 4.7%
members. Theartially insuredincl th famili

ﬁ bers b eaf aly bsu ed Clcjld.e IOSeh a heS Transportation ($'s) 5,480 6,220 2,456 4,160
whosenumber of membersovered Is lesshan the  gpaeoftoral ~ 18.0%  201%  16.4%  18.5%
total number of members Medicaid recipientsare
those families with at least one member receivingiealth Care (§'s) 2,064 1,628 544 664

- . hare of total 8% 3% 6%  2.9%
Medicaid, regardless of what other polictagy may ~ —nareoftoa 68%  53%  36% 9%

have. Familieghat report nopolicies, policiesthat  Recreation ($'s) 3,908 3,308 1,104 2,624

covered only someone outsittee consumeunit (such Share of total 12.9% 10.7%  74%  11.7%
as a child at school), or limitetbverage polici€sare For fully insured families housing comprises the
uninsured largest expenditure, accounting for three-tenths of total

Demographic Characteristics The CE also gathers expenditures. Expenditure shares floe next largest
information on demographic characteristi¢8LS ~ major expenditures--transportation (18 percent), other
1995). Table | presents selected characteristics hyxpenditures (15 percenfind recreationalgoods and
health insurance status. Characteristics either refer tervices (13 percent)--account for substantially smaller
the family as a wholeg.g., incomebeforetaxes’ or to  portions of total expenditures. Apparehd services

the reference persdre.g., age. accounts for about 5 percenttbé budget, a shatbat
Expenditure sharesOneway toexamine the data is is similar regardless of insurance status.
to search for relationships described Bynst Engel. The partially insured group allocates ktsdget in a

In 1857, Engel made hisamous proposathat as similar fashion tothose that have full insurance
income increases, the share of income spenfood  coverage. Food dtomeand transportation shares for
decreasegGraham et al., 1972). The principle still this group arehowever, slightlylarger thanthose of
holds true when shares of total expenditumesgher the fully insured group. This igrobably the case
than income, are examined. Ifable II, total pecause familieshat arepartially insured have, on
expenditures areised as a proxy for incomeecause average, more family membeend income earners
expenditures depend nohly on current income, but than dofamilies that arefully insured. Also,all sub-
also on past as well as expected future incombis  component shares in the recreaticategory, which
relates to the “permanent incoméwypothesis” account for about one-tenth of total expenditures for
(Friedman 1957). Furthermorbecauseall families  the partially insured, are slightlpwer than those of
report total expenditures, but rait reportincome, we  the fully insured.
do not need to restrict the sample to incluaidy An analysis of the Medicaid group’s expenditure
complete income reporters. sharesshows a definiteengel relationshidor several
Table Il showsthat in 1993 total expenditures of categories.This groupdevoteslarger shareshan any
both the partiallyand thefully insured groups are other group to housing (37 perceatydfood athomé
about $8,00Migher tharthose of the uninsured group,



(21 percent). As noted earlietheir food at home
share isabout twicethat of fully insured families.
Expenditure shares for recreati@amd for all other
expenditures are substantiallpwer for Medicaid
recipients.

have slightly (though not statistically significantly)
more income. This appareniolation of Engel's
proposition may be due tthe larger averagéamily
size of those with partial insurance.

Regressions allow comparisons of expenditures

The expenditure shares of the uninsured group haveaxross insurance groups givdmat characteristics are

similar pattern tothose familiesthat arefully and
partially insured. The shaffer housing islarger for
the uninsuredthan it is for the fully and partially

insured, but smallethan it isfor the Medicaid group.

They allocatelarger sharedor tobaccoand alcohol,
food awayfrom home, entertainmengnd education
thanmost orall of the other groups. Thiway reflect

the greater proportion of singésmdyounger persons in

the uninsured group.

Table Ill: _Average Annual Health Care Expendituresand Budget

Shares
Fully Partially Not
Expenditure Covered Covered Medicaid Covered
Total Health Care $2,064 $1,628 $544 $664

Share of health care  100% 100% 100% 100%

Health Insurance ($'s) 1,044 700 280 168
Share of total 50.6% 43.0% 51.5% 25.4%

Medical Services ($'s) 676 668 152 360
Share of total 32.7% 41.1% 27.8% 54.6%

Prescription Drugs ($'s) 344 260 112 132
Share of total 16.7% 15.9% 20.7%  20.0%

held constant. Thisway differences observed in
expenditure patterns are morkkely related to
insurance statusthan to differences in other
characteristics. Furthermorhey provideinsight into
the potential change in expenditure patterns if health
care costs are increasingly borne by the consumer.
Dependent variables The dependent variables are
food at home, housing (less other lodging), apparel and
services, transportation (leBfps), andrecreation and
related expenditures. Health care expenditures are
omitted because ofthe difficulty in adequately
modeling health care expenditures using CE data.
Model Specification. Each model is specified as
follows:
Y = & + gDj + bifXjf + bijDjXijj + §
where
Y is the expenditure to be predicted;
3 is a parameter estimafer insurance group kully
insured, partially insured, Medicaid, uninsured);
Dj is a dummy variable describing insurance group j;
bjk is a vector of parameter estimates;

Health care spending. Health care expenditures Xik IS @ vector of demographic characteristics.

(table 111) are composed ohealth insurancemedical

servicesand prescription drugend medical supplies.

Regressionsare runusing Weighted Least Squares
(WLS) to correct for heteroskedasticity.

Fully insured families allocate the largest share to !ncome and Expenditures Including an income
health care (7 percent), with insurance accounting foyariable is extremelymportantfor two reasons. First,

about one-half ofhealth care expendituref®r this
group. The health care expenditure shéme the
partially insured idower than that of thdully insured

levels of detailed expenditures general areexpected
to increase as incomes increase. Secortkafth care
costsare shiftedonto the consumer in the future, as is

group due mainly to a smaller share of tota/POSsiblethen each dollar of totaixpenditureshat the
expenditures allocated to health insurance. Health caf@nsumer spends on health care diminishes the amount

consumes a relatively small portion thfe Medicaid

of total expenditures available to spend on other items,

group’s budget, due to government subsidization. Th¥ all else is equal. Including an income variable

uninsured group allocates the smallest slardealth
care (3 percent).
this groupmay, on average, be in betteealth than
members of other groups. Alsbecause ofheir age,
they may be lesgsk averseand may hold entrylevel
jobs that limit access to employer sponsorkdalth
insurance.

Regressions. Although shares analysiprovides
someinsight into spending patterns, hgelf it is not

conclusive; it makes somattempt to control for
income, but doesot controlfor other characteristics.

For example, table Il showthat partially insured
families spend a larger share ioicome onfood at
home than fully insured families,even though they

Theypically younger members of

allows the researcher to estimate botharginal
propesity to consume(i.e., the portion of each
additional dollar of incomehat the consumer will
allocate to a selected expenditurapd the percent
change in each expenditure given a one percent change
in income (i.e., income elasticity). It is important to
note that adollar-for-dollar shift of health careosts
onto the consumedoes not necessarily implythat
consumers will automatically increageir healthcare
expenditures by the sanmvel. For example, a family
may have golicy with a $200 deductible fadoctor’s
visits, which it reaches aexceeds everyear. |If the
deductible is raised to $300, the family may sfilbose
to pay only$200 inout-of-pocket expenditures by not
visiting thedoctor forminor ailments. Nevertheless, if



for any reason the family now does use ntben$200

in services, its members have l@ssney to allocate to
food, housing, and otheexpenditures. Since changes
in health carecosts are expected to affect total
expenditures for families with differentevels of
insurance in differenivays, it isimportant to analyze

consume housing: about 32 cents. Partially insured
renters are more similar tdlomeowners, with a
predicted expenditure of 27 cents per dollar. Medicaid
renters have the largestarginal propensity to
consume housing--42 cents. Uninsuredters are not
significantly different from fully insured renters.

the relationship of expenditures to income by insurance Apparel and services The marginalpropensity to

group? For the reasongescribed earlier, total
expenditures arased inthe regressions aspaioxy for
permanent incom¥.

Results. Table IV showsthe income parameter
estimates from each regression.
“raw” parameter estimates are summdakfore
presenting in the table.

Table IV: Parameter Estimates: Total Expenditures by Insurance
Status

Fully Partially Not

Regression Covered Covered Medicaid Covered
Food at Home 0.061*  0.074** 0.123** 0.084**
Housing (Owners) 0.285*  0.278 0.287 0.315**

Renters 0.320*  0.268** 0.429** 0.301

No Mortgage 0.236*  0.184** 0.242 0.247
Apparel/Services  0.049*  0.056** 0.056** 0.050
Transportation 0.185*  0.228** 0.166** 0.168**
Recreation 0.145*  0.123** 0.089** 0.142

* Parameter estimate is significantly different from zero.
** Parameter estimate is significantly different from fully covered
group’s.

Food at home Each insurance group hapasitive,
statistically significant coefficient for permanent
income in thefood athome regression. This means
thatgiven an extra dollamll families are predicted to
increase theifood athome expenditures, bthatfully
insured familieswould increasethem the least (six
cents),followed bythe partially insuredseven cents),
the uninsured (eight centapd Medicaid families (12

cents). The income elasticities implied by these figure§

are discussed later.

Housing (less other lodging) The relationship
betweenhousing expenditureand permanenincome
differs little acrossinsurance groups, at least for
homeowners with mortgages. Adire predicted to
spend about 28 cents outeeferyadditional dollar on
housing, except fanninsured families. These families
are predicted to spend three cents more (ocedits)
out of every additional dollar on housing.

When the mortgage is paioff, the marginal
propensity to consume housing declines. therfully
insured, thedecrease is nearlfive cents. For the
partially insured thelecrease is nearly double--9 cents,
while for uninsured families it appears tiecrease by
about 2 centsthough the parameter estimdta the
interaction of owning without a mortgagend total
expenditures is not statistically significant for them.

Renters exhibivery different patterns.Fully insured
renters have a predictednarginal propensity to

consume apparehnd services is estimated to be
between 5 and 6 cents regardless of insurance status.
Transportation (less trips) Transportation is
strongly related to income regardless of insurance

For conveniencgroup. Partially insured families are predicted to spend

the largest share of an additional dollar--nearly 23
cents--on transportatiofigllowed by the fully insured
(18 cents), the uninsureaind Medicaid families (17
cents each).

Recreation and related expenditureRecreation and
related expenditures consume about one-seventh of
every additional dollar (14.5 cents) fothe fully
insured. Thecoefficients forthe fully insured and the
uninsured are not statistically significantly different.
Partially insured families are predicted dedicate a
slightly smaller fraction (12 cents) difieir additional
dollars to recreatiorand related expenditures, with
Medicaid families spending the least (9 centsgwary
additional dollar on these items.

Income Elasticities. Although the regression results
show how expenditureare predicted to changgven
an increase of ondollar to permanent income, how
are expenditures predicted to change given an increase
of onepercentin permanenincome? To answehis
question, income elasticitieare estimated using
regression and other results.

An elasticitycan bedescribed ashe percent change
n one factor given a one percent increase in another
factor. For example, table V showke income
elasticity offood athome forthe fully insured is 0.58.
This means thaigiven a one percent increase in
income, the averadelly insuredfamily is predicted to
increase its expenditures donod at home by 0.58
percent. If the incomelasticity of a good or service is
lessthanone, it is called “inelastic.” If it ixactly
one, it is called “unitary elastic.” If it is greatran
one, it is called “elastic.” Expenditures with an
income elasticitythat ispositive but lesthanone are
often called “necessities,” while those with elasticities
greater than one are often called “luxuries.”

The calculation of elasticities is straightforward.

general, the formula for an elasticity( ) is:
Ny, =0Y/0I(I7Y)
where
Y is an expenditure (such as food at home)
| is permanent income.

In



Elasticities are presented two tables. In table V tastes or other less quantifiable factthat differ by
elasticities areshown for average families in each insurance group.
insurance group.That is, valuesare computed USING  Taple vi: Income Elasticities by Insurance Status, Part Il

the income parameter estimdi@ the fully insured ‘ Fully  Partially ~ Not
multiplied by the inverse of the expenditure share foExpenditure Covered Covered Medicaid Covered
he fully i q bl h hat theelasticity | Food at Home 0.52*  0.63** 1.04** 0.71%
the fully insured. Table Véhowswhat theelasticity iIs  5ysing 0.93* 091 0.94  1.03*

predicted to be if incomand expenditures are held Apparel/Services 1.07*  1.22*  1.22**  1.09
constant across groups. That is, the parameter Transportation 1.01*  1.25%*  0.91*  0.92**

: . Recreation 119 1.01** 0.73* 117
estimates for incomareallowed to vary across groups,
but the inverse share is calculated from the ua”n:aY/aI*I/Y, Where I/Y is the Average for All Consumer Units

s | . bl h * Parameter estimate is significantly different from zero.

consymer _unlts column in ta e ”-B_ecause the Parameter estimate is significantly different from fully covered
elasticities in table Vare standardizefbr income and group’s.
expenditures, it is possible to test differences across

. _— S When all families are given averagmcome and
insurance groups for statistical significance.

expenditures, some tie results ar@oteworthy. For

Table V: Income Elasticities by Insurance Status, Part | examp|e for Medicaid familiedpod athomehas an
Fully  Partially Not . L - .
Expenditure Covered Covered Medicaid Covered income elasticity exceeding one, but for recreation and
Food at Home 0.58 0.59 0.60 0.65 related goodsthe incomeelasticity is lessthan one.
Zousmf}s _ f'(?? f-fg 5-17;3 f-gg This may be because Medicaid families have low
pparel/Services . . . . . ot . "

Transportation 103 113 1o1 091 incomes,and areused to “doing without,” even to the
Recreation 1.12 1.15 1.20 1.21 point of cuttingback asmuch aspossible orthe most

n =aY/aI*I/Y, Where I/Y = Average for Each Insurance Group basic necessities, such md. Givenextra income,
NOTE: Differences in elasticities across insurance groups are not therefore, theyare morelikely to purchase more (or
tested for statistical significance. better quality)food than tospend more for recreation.

Income elasticities do natary greatly across groups Also _of interest is that thencome elasticitigs of
for most items. In fact, if good isinelastic for one housing and apparel do not change much by insurance
insurance group, it is inelastior all groups,andwhat ~ 9roup even wherveryone isgiven the samencome
is elastic for one is elastic fomll (except for ~@nd expenditure level, althougtihe elasticity for
transportationfor the uninsured). Also, housing is housing for Medicaid familiesnovesmore in line with
notably more inelastic for Medicaid recipietksn the —the other groups.
other groups, which have nearly identical elasticities, Conclusions. Many recent developments related to
But each of these differences is faiggsy toexplain.  health care have made itsabject ofmuch discussion.
Becausethe average Medicaid recipierttas less  Prices have risen subs_tantlally in receears,and thg
incomethan theaverage member of any other group, itShare of total expendituresevoted tohealth care is
is not surprising that housing sore a “necessity” for high Dby historical standards.  Rising prices have
this groupthan theothers. At anyrate, the order of evidently caused_changes imsurance ava!lab[llty, as
elasticities is the samfor each group, regardless of employers haveeither reducedtheir contribution to
insurance status. That iod athome is the least health insurance owffered programs with higher
elastic good, followed by housing, transportation, dgductibles as way tocut costs. Also, as evidence of
apparel, andecreationand related expenditures. The fising health care pricesand reduced employer
general interpretation of the results in table tiat ~ contributions teemployeeinsurance premiumgut-of-
given a certain income, most families, regardless oPocket expenditures forealth care have riseacently,
insurance group, will “settle” at the point where theln conjunction with mcreaged reporting of expenditures
average family in ondnsurance group isbout as ©On hgalth Insurance premiums.

“sensitive” to a one percent increase in income as the While other recent studies using CE datave

average family in anyther group for anyarticular ~€xamined probability oinsurancecoverage, tested for
expenditure item. moral hazard andadverse selection in insurance

More intriguing are the resultshown in table vi. Markets, an@nalyzed the distribution éamily health

Eachfamily is treated as if ihad thesame level of Care expenditures by income levethis study
expendituresand permanenincome as theaverage investigates the relationship ofhealth care
member of the population. Therefore, atifferences expenditures to other items in the consurbadget.
in elasticity must be due to differencestite marginal Four distinct groups are studied: thely insured,
propensity to consume each item.  Thereforepartially insured, Medicaid recipientsand the
differences in table VI more likely reflect differences in Uninsured. First, demographic characteristics of these



groups are compareaihd expenditure shares for each 18 Using Data from the Consumer Expenditure
of the groups are derived. Next, Engel relationships Interview Survey forl989-91.” Proceedings of the
and thecomponents ohealth care expenditures are Section on Social StatisticsAmerican Statistical
discussed. Finally, several expenditure categories areAssociation, pp. 832-837.

regressed on demographic characteristics by insuran?:?ubin Rose M. and Kenneth Koelln (1993)

exponcitireanddemographics difer across mecrance 'DECMMINaNts ofHousehold Outof-Pocket Healt
P grap Expenditures.” Social Sciences Quarterly74(4),

group. Thls_ analysis |§e_x_tended to examine December, pp. 721-735.
differences in income elasticities for expenditures by
insurance groups. The results indicttat there are U.S. Department of Healtand Human ServicegHHS
clear differences in consumer spendpajternsacross 1994),HHS NewsNovember.

insurance groupsand thatthese are not limited to

. 4 . U.S. Department of Labor, Bureau of Labor Statistics
differences in health care expenditures alone.
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