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How to Increase Health-Insurance Coverage by Reducing ACA Crowd-Out

Executive Summary

Public health-care entitlements in the U.S. have traditionally been designed to 
supplement rather than to supplant privately purchased health insurance. About 
40% of the entitlement funds disbursed under the Affordable Care Act (ACA), 

however, have gone to individuals who already had private coverage. This displacement of 
private-sector spending by public-sector activity is called “crowd-out.”  While the ACA has 
reduced the share of the American population without health insurance, its spending has 
been poorly-targeted to fill gaps in care, and 28 million remain uninsured.

This paper reviews estimates of ACA crowd-out and examines the potential for block grants to allow states 
to target assistance at individuals otherwise lacking coverage.  Under such a reform, the same level of federal 
funding could do more to expand access to care and to provide protection from catastrophic medical costs for 
those who need help the most.
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HOW TO INCREASE HEALTH- 
INSURANCE COVERAGE BY  
REDUCING ACA CROWD-OUT

The Challenge of Crowd-Out
Policymakers often talk as if the U.S. has a relatively “small government” approach to health-care 
policy. This is not the case. U.S. public spending on health care (8.3% of GDP in 2014) is already 
among the highest in the world—toward the upper end of a group of large developed countries 
that ranges from Spain (6.4%) to France (9.0%) (Figure 1).

Most developed countries provide a universal entitlement to publicly subsidized health care. The 
U.S., however, has traditionally limited public health-care assistance to those who could not be 
expected to fund their own insurance—specifically, the elderly, the disabled, and certain low-in-
come families.1 If assistance is not targeted, public-health spending mostly goes to displace cov-
erage that otherwise would be purchased by able-bodied middle-class workers, rather than filling 
in gaps in coverage. The result has been that while public health-care spending in other OECD 
countries has mostly served to supplant private spending on health care, government spending 
on health care in the U.S. has largely supplemented it. 

Despite popular perceptions, this approach has let the U.S. provide more generous health-
care benefits to its neediest citizens than are available to the middle class in countries with 
single-payer systems.2  In the U.K. and Canada, similar public health-care budgets must bear 
the costs of treating all citizens—restricting access to essential care, specialty physicians, 
and cutting-edge treatments across the board. By contrast, the limits on eligibility for Med-
icaid and the Children’s Health Insurance Program (CHIP) have ensured that 74 million3 

FIGURE 1. 

Percentage of GDP Spent on Health Care in Developed Countries, 2014
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Source: World Bank Open Data, “GDP per Capita” and “Health Expenditure per Capita” (2014)

20%

18%

16%

14%

12%

10%

8%

6%

4%

2%

0%
Spain Australia Italy U.K. Canada Japan U.S. Norway Germany France

  Private
  Government

https://data.worldbank.org/indicator/NY.GDP.PCAP.CD
https://data.worldbank.org/indicator/SH.XPD.PCAP


How to Increase Health-Insurance Coverage by Reducing ACA Crowd-Out

6

low-income Americans can receive pathbreaking 
drugs, hospital care from the finest facilities, and treat-
ment from an array of specialists—without more than 
nominal out-of-pocket expenses or such lengthy waiting 
lists.4 But the absence of public assistance for able-bod-
ied working-age adults had left many, such as those with 
preexisting conditions, unable to purchase insurance 
coverage.

The ACA sought to fill these coverage gaps with a com-
bination of expanded entitlement spending and regula-
tions on insurance pricing. While increased insurance 
coverage is credited for improving medical outcomes,5 

much of the spending under the law did not provide in-
surance to those who lacked it, instead assuming costs 
associated with existing private health-care utiliza-
tion—a phenomenon known as “crowd-out.”6

Thanks to the ACA, the number of people who have en-
rolled in Medicaid or purchased individual health-in-
surance policies has increased. But some people who 
had already been purchasing insurance on the individu-
al market stopped doing so as premiums soared. Some 
people abandoned their previous health plans for Med-
icaid, or shifted to subsidized plans on the exchange 
to enjoy lower cost-sharing. Some employers stopped 
providing health insurance to part-time workers; 
other employers reduced their projected hiring, while 
some individuals who had taken jobs to qualify for em-
ployer-sponsored coverage no longer needed to do so.7 

Trevor Gallen of Purdue and Casey Mulligan of the Uni-
versity of Chicago predicted that enrollment in employ-
er-sponsored insurance would eventually decline by 20 
million as a consequence of the ACA.8

Health-insurance crowd-out is not a new or an unstudied 
phenomenon. In 1995, David Cutler of Harvard and Jona-
than Gruber of MIT sought to quantify the crowd-out effect 
brought about by the expansions of Medicaid between 1987 
and 1992 to low-income children and pregnant women.9 

Their study provoked an extensive research literature, 
employing a host of statistical methods, identification 
strategies, and data sources. This research has yielded 
a broad range of crowd-out estimates for various policy 
changes and different sections of the population.10

For example, summarizing the estimates of crowd-out 
resulting from the creation of CHIP, the Congressional 
Budget Office (CBO) in 2007 concluded that “the reduc-
tion in private coverage among children is most probably 
between a quarter and a half of the increase in public cov-
erage.”11 Overall, research has consistently found greater 
crowd-out for higher-income individuals, as they were 
more likely to have had private insurance coverage.12

Assessing Crowd-Out 
from the ACA
Several provisions of the ACA likely increase subsidized 
insurance at the expense of unsubsidized insurance: 
the expansion of Medicaid to cover low-income but 
able-bodied adults; subsidies to individuals who buy 
insurance plans on the exchanges; and various taxes on 
private insurance plans. The effects of these provisions 
may be masked or offset by others, which may increase 
overall enrollment in unsubsidized insurance, such as 
penalties for firms that fail to cover their employees 
and the mandate that individuals acquire insurance.13 

The net extent of crowd-out resulting from the ACA is 
therefore not clear a priori and needs to be assessed 
empirically.

Aggregate enrollment shifts

We can make a simple initial estimate of crowd-out by 
comparing the growth of publicly subsidized insurance 
with the decline in the proportion of the population 
uninsured. To do so, it is crucial to note that the ACA 
was enacted in March 2010—when the unemployment 
rate was 9%—and has been implemented gradually 
during years when the unemployment rate declined. 
This makes it necessary to disentangle the effects of the 
ACA on insurance coverage from those of the business 
cycle. A prima facie estimate of crowd-out can therefore 
be obtained by comparing enrollment in subsidized and 
unsubsidized insurance in 2007 with 2017—two years 
with unemployment rates of 4.5% (Figure 2).14

According to data from the Kaiser Family Foundation 
(KFF) and the CBO, the proportion of the non-elder-
ly U.S. population with publicly subsidized insurance 
increased from 14% to 31%, while the proportion of 
uninsured fell from 17% to 10%—implying that 57% of 
the increase in publicly subsidized insurance between 
2007 and 2017 was offset by a decline in unsubsidized 
private insurance. If the CBO enrollment projections 
are correct, this 57% metric of crowd-out can be ex-
pected to increase to 66% by 2027, as the ACA is more 
fully implemented.15

Yet between 2007 and 2017, many other confounding 
factors occurred (both potentially inflating and deflating 
the estimate), including slowing wage growth, the shift 
by employers toward high-deductible health plans, the 
aging of the population, immigration, and other public 
policy changes. While 57% may serve as a rough high-lev-
el estimate of the crowd-out associated with the ACA, a 
more precise and detailed assessment is required.
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To avoid the uncertainties associated with a broad, 
10-year window, the Urban Institute compared 2013 
and 2014. Its paper, “Employer-Sponsored Insurance 
Stays Strong with No Signs of Decay Under the ACA,” 
concluded that the share of workers earning below 
250% of the federal poverty level (FPL) receiving em-
ployer-sponsored insurance rose from 70.1% in 2013 
to 70.3% in 2014.16 But this comparison fails to control 
for the confounding effect of the economic recovery.17

KFF found that the share of workers earning below 
250% of the FPL receiving employer-sponsored insur-
ance fell from 40% in 2013 to 39% in 2014 in states 
that expanded Medicaid under the ACA, while it rose 
from 41% to 45% in non-expansion states. Medicaid 
enrollment grew as a share of this population by 8 per-
centage points in expansion states and 1 percentage 
point in non-expansion states, while the uninsured fell 
by the same 9 percentage points in both. This suggests 
that much of the Medicaid expansion offset much of an 
increase in employer-sponsored insurance (ESI),which 
otherwise would have occurred. Yet the statistics gen-
erated by KFF as well as the Urban Institute fail to 
account for the business cycle altering the proportion 
of the overall population earning below 250% of FPL, 
which further skews both comparisons.18

Nonetheless, comparing expansion with non-
expansion states is potentially useful for the sake of 
disentangling causal factors. Indeed, it is necessary 
to distinguish the direct effect of changes in the law 
from the “welcome-mat” effect—by which the publicity 
surrounding the expansion of Medicaid, the ability of 
medical providers to presumptively enroll eligible low-
income patients in Medicaid, the automatic diversion 
of Medicaid-eligible individuals shopping for exchange 
plans, and the simplification of Medicaid eligibility 
criteria encouraged increased enrollment among 

previously eligible groups such as low-income disabled 
individuals or pregnant women.19

Comparing expansion states with  
non-expansion states

Between 2013 and 2014, 21 states expanded Medic-
aid (five states and D.C. had done so between 2011 and 
2013), while 24 states did not. According to the Census 
Bureau’s Current Population Survey (CPS), the propor-
tion of the population enrolled in Medicaid increased by 
2.9 percentage points in 2014-expansion states and by 1.3 
percentage points in states that had not expanded Med-
icaid in 2014. Meanwhile, the share of the population un-
insured declined by 3.4 percentage points in states that 
expanded Medicaid in 2014 and 2.4 percentage points in 
non-expansion states.

In states that did not expand Medicaid eligibility, there-
fore, Medicaid enrollment grew by 45% of the amount 
that it grew in states that did. But the proportion of the 
population uninsured declined by 38% less than the 
expansion of the Medicaid program in expansion states 
relative to non-expansion states. This may serve as an 
estimate of crowd-out but is likely skewed by the fact 
that states that expanded Medicaid already had lower 
numbers uninsured, and hence less scope to reduce 
them further. Rates of private insurance in non-expan-
sion states may also be inflated by the availability of 
exchange subsidies to individuals earning 100%–138% 
of FPL in non-expansion states.

Several analyses have attempted to disentangle the effects 
of the 2014 Medicaid expansion from other provisions of 
the ACA, and crowd-out estimates can be calculated from 
their regression tables. Figure 3 summarizes these esti-
mates, using two parallel definitions of crowd-out, pro-
vided in the 1995 paper by Cutler and Gruber:20

FIGURE 2. 

Shifts in Health-Insurance Coverage of Individuals Under Age 65, 2007 vs. 2017, in Millions
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(A):  Crowd–out =	 decline in private coverage
	 growth in public coverage

(B):  Crowd–out = 1 –	decline in uninsured
	 growth in public coverage

Crowd-out statistics calculated with method B (the 
growth of the Medicaid expansion in excess of the 
reduction in the share of the population uninsured) 
are consistently slightly higher than those calculated 
with method A (the decline of the share of the popu-
lation privately insured as a share of the Medicaid ex-
pansion)—possibly because some individuals become 
covered by Medicaid without losing employer-spon-
sored insurance.

While several of the above findings of crowd-out fall 
short of statistical significance, the findings from a 
variety of comparisons between expansion and non-ex-
pansion states cluster around a crowd-out effect of 
25%–30%.

Early expansion states

In 2014, the ACA simultaneously revolutionized in-
surance-market rules, expanded Medicaid, and estab-
lished subsidies for the purchase of insurance on the 
exchange. We can distinguish the crowd-out effects 
of Medicaid expansion from those of other ACA pro-
visions by examining states that expanded Medicaid 
before 2014.

A study of early Medicaid-expansion states in Health 
Affairs found a crowd-out rate of 40% in Connecticut’s 
2010 expansion of Medicaid, three-fourths of which 
was displacement of employer-sponsored insurance; 
one-fourth was a displacement of people who previ-
ously had insurance in the individual market. “Nearly 
all” of the Medicaid expansion among young adults 
served to displace private coverage.21

Massachusetts expanded its Medicaid program in 
2007, as part of a reform (often dubbed “Romneycare”) 

FIGURE 3.

Estimates of Crowd-Out Resulting from the Expansion of Medicaid

Study Data  
Source

Population  
Cohort
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that many saw as a prototype for the ACA—and so the 
impact of its Medicaid reforms is harder to gauge in iso-
lation. However, a Cato Institute study of Romneycare 
found a 15% drop in the proportion of children and a 
6% decline in that of adults in low-income households 
(under 150% of FPL) who were privately insured in 
Massachusetts relative to other New England states.22

Following the implementation of the ACA, Massachu-
setts took advantage of the enhanced federal match-
ing rate to further expand its Medicaid program from 
19.4% of its population in 2013 to 23.6% in 2014.23 Yet 
the proportion of its population uninsured actually 
rose from 3.6% to 4.4%, despite the state’s economy 
recovering in line with national trends. Casey Mulligan 
has argued that Obamacare imposed work disincen-
tives 14 times greater than Romneycare.24 From cover-
age and fiscal standpoints, Obamacare represents over 
100% crowd-out relative to Romneycare.

Exchange subsidies

Though several studies have assessed crowd-out of 
private coverage by the Medicaid expansion, much 
less attention has been paid to crowd-out due to the 
premium and cost-sharing reduction subsidies avail-
able for the ACA-compliant insurance available through 
the state health exchanges. In 2007, 14 million people 
were enrolled in individual market plans, all of them 
unsubsidized.25 In 2017, 8 million people were en-
rolled in unsubsidized individual market plans, while 
9 million received subsidies through the exchanges.26 

This suggests that a large fraction of the subsidized 
policies had replaced prior unsubsidized policies—an 
implication confirmed in the 2016 study by Charles 
Courtemanche and colleagues, which found that 73% 
of the 8 million people purchasing insurance on the ex-
changes in 2014 had unsubsidized coverage in 2013.27

This much higher crowd-out estimate for exchange-sub-
sidy recipients (100%–400% of FPL) than for Medicaid 
enrollees (below 138% of FPL) aligns with the fact that 
individuals in that higher income cohort were three 
times as likely to have previously had private insurance 
coverage. (Figure 4)

Regulatory changes

In a 2014 NBER paper, Jeffrey Clemens of the Univer-
sity of California at San Diego argued that the Medic-
aid expansion could “crowd in” individuals to private 
coverage—reducing the premiums charged to individ-
uals achieved by taking higher-risk individuals out of a 
community-rated individual market’s risk pool.28 But if 
the Medicaid expansion did so increase private enroll-
ments, it was only by mitigating the effect of the ACA’s 

own individual-market regulations, which forced 
healthier insurance customers to pay above actuarilly 
fair rates in order to subsidize less healthy ones.

Furthermore, Clemens assumed that Medicaid-expan-
sion participants would resemble the disproportion-
ately disabled pre-expansion Medicaid population, 
which cost an average $8,300 per person in 2011.29 But 
the Medicaid expansion was focused on low-income 
able-bodied adults, who are disproportionately young 
and healthy. As a result, the average Medicaid spending 
per expansion beneficiary in 2016 was about $5,800.30 
Indeed, subsequent analyses of the ACA’s Medicaid ex-
pansion have tended to find the highest rates of crowd-
out among the young and healthy.31

Through crowd-out, the ACA’s Medicaid expansion 
may, if anything, have made the individual market’s 
risk pool more expensive—an effect exacerbated by 
the ACA’s “dependent care mandate,” which requires 
employer plans to cover adult children under age 26. 
A 2016 study estimated that 30%–100% of enrollment 
resulting from the dependent care mandate replaced 
preexisting coverage.32 Both these effects would have 
served to further reduce enrollment in the post-ACA 
individual market.

FIGURE 4. 

Insurance Coverage by Income, 2013

Source: U.S. Census Bureau, “Current Population Survey” 
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It has been suggested that the 40% “Cadillac Tax” 
imposed (from 2020) on employer plans exceeding 
$10,200 for individuals and $27,500 for families may 
shift an increasing number of individuals from ESI to 
the exchange.33 But this ought not to be seen as a form 
of crowd-out because rather than costing the govern-
ment money, it mitigates the fiscal effect of the ESI tax 
exemptions. 

Increasing effects over time

The above assessments of crowd-out under the ACA are 
likely to underestimate its full effects. It usually takes 
several years for high-quality data on health-insurance 
enrollments to be collected, so existing research find-
ings are currently limited. Those who were sickest and 
lacked prior coverage may likely have been the first 
to enroll in ACA plans; subsequent enrollees are thus 
more likely to have had previous insurance, and hence 
be subject to a higher rate of crowd-out. 

Furthermore, it takes time for incentives to have their 
full effect in shaping behavior. For instance, individu-
als who would otherwise move for a job to get health 
insurance, but gained Medicaid as a result of the pro-
gram’s expansion, may not have their behavior visibly 
altered until the next recession. The program’s aggre-
gate enrollment tends to ratchet up to permanently 
higher levels during economic downturns.34

Increasing coverage by reducing crowd-out

Congress should consider block-granting the ACA’s en-
titlement funding to states in proportion to the total 
number of low-income individuals with health insur-
ance in each state.35 This approach would allow most 
states to maintain the tax, subsidy, and regulatory 
arrangements currently prevailing under the ACA if 
they believed them optimal. States could continue to 
use funds to reduce cost-sharing, subsidize premiums, 
and to mandate the purchase of an expanded benefit 
package for individuals who already had health-insur-
ance coverage.

But block grants would also allow states to focus public 
funds on filling gaps, rather than forcing taxpayers to 
pick up the costs of services already paid for by em-
ployers or individuals—i.e., to minimize crowd-out. 
There are a number of ways to do this.

First, states could tighten eligibility criteria for 
able-bodied adults enrolled in Medicaid. Compre-
hensive insurance coverage with the total absence of 
cost-sharing or premiums may be appropriate for some 

able-bodied adults on a temporary basis, such as newly 
unemployed individuals looking for jobs. But such 
coverage need not be a permanent and open-ended 
entitlement more generous than any employer would 
provide—that is, an entitlement that could act as a de-
terrent to work. While regulatory work requirements 
may be too rigid or ineffective, criteria such as lifetime 
time limits on enrollment may ensure that the most 
generous assistance is reserved for those who suddenly 
find themselves in acute need without greatly reducing 
insurance funded through work.36

Second, states could reserve exchange subsidies for in-
dividuals who are unable to afford insurance through 
a fully competitive market.37 The ACA’s community- 
rating regulations (requiring that insurance be priced 
regardless of expected risks) make it hard to allocate 
subsidies according to unmet needs. By encouraging 
those who can buy market-rate, ACA-noncompliant 
insurance (such as short-term limited duration plans) 
to leave the subsidized exchanges, policymakers can 
better target subsidies at individuals with preexisting 
conditions who need them most. This would also help 
those without preexisting conditions (15 million on the 
individual market and most of the 28 million currently 
uninsured)38 receive coverage with cost-sharing more 
appropriate to their risk profiles, at premiums a third 
of those prevailing on the exchange.39 

Third, states could integrate funds for Medicaid with 
subsidies for the individual market. Currently, Medic-
aid funds are segmented, and states are able to receive 
federal matching funds only for individuals eligible for 
the program’s comprehensive benefits. If the federal 
government integrated Medicaid and exchange funding 
as a block grant, states would find it easier to subsidize 
private insurance for the sake of reducing premiums 
or cost-sharing for low-income able-bodied individ-
uals. Given that federal funding for the Medicaid ex-
pansion ($72 billion in 2017) well exceeds subsidies for 
the exchange ($34 billion), this would help ensure that 
public assistance serves to supplement rather than to 
entirely supplant private spending.40

Based on the extant research, we may conservatively 
estimate the potential savings from reducing crowd-
out at 25% for spending on the Medicaid expansion 
(that is, to individuals earning below 138% of FPL) and 
70% from subsidies to those on the exchange (received 
by those earning 100%–400% of FPL) and the Basic 
Health Program (an ACA option enabling states to 
provide a health plan for low-income residents outside 
the health exchanges and Medicaid). Although no es-
timates of crowd-out associated with cost-sharing re-



11

duction (CSR) payments (those earning 100%–250% 
of FPL) have specifically been made in the research lit-
erature, one can reasonably assume that the crowd-out 
rate for those receiving CSRs lies between these figures 
(because of the relative income of those eligible). For 
the purposes of demonstration, we will take it as 40%.

Over the 2018–27 CBO scoring window, full reversal of 
the ACA’s crowd-out would amount to a total of $718 
billion—or 41% of ACA spending.41 Obviously, not all 
the potential savings from crowd-out caused by the 
ACA are likely to be realized—nor would many policy-
makers want them to be. But even a small reduction 
in crowd-out could allow states to finance a major ex-
pansion of coverage—for instance, yielding an addi-
tional $10 billion per year if only 25% were realized. 

The ACA has successfully increased the proportion of 
Americans with health insurance. Coverage improves 
individuals’ access to care, use of preventive services, 
rates of medical diagnosis, and treatments, along with 
protection from catastrophic medical expenses.42 But 
a large proportion of the entitlement spending estab-
lished by the ACA has displaced privately funded in-
surance that advances these objectives just as well. 
This crowd-out effect can be minimized and ACA 
spending better targeted to fill gaps in insurance cover-
age—in other words, to build on private health-insur-
ance spending, rather than to substitute so much for it.
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Abstract
Public health-care entitlements in the U.S. have traditionally been designed 
to supplement rather than to supplant privately purchased health insurance. 
About 40% of the entitlement funds disbursed under the Affordable Care Act 
(ACA), however, have gone to individuals who already had private coverage. 
This displacement of private-sector spending by public-sector activity is 
called “crowd-out.”  While the ACA has reduced the share of the American 
population without health insurance, its spending has been poorly-targeted 
to fill gaps in care, and 28 million remain uninsured.

This paper reviews estimates of ACA crowd-out and examines the potential 
for block grants to allow states to target assistance at individuals otherwise 
lacking coverage.  Under such a reform, the same level of federal funding 
could do more to expand access to care and to provide protection from 
catastrophic medical costs for those who need help the most.


