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Families living at/near poverty spend about 75% of income on food,
transportation, rent, utilities, cellphone service

Econofact.org
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The demand for subsidized health insurance—

Finkelstein, Hendren, and Shepard, 2019



Health insurance provision in the United States

Relative to other industrialized countries, U.S. has unique institutional arrangements for
providing healthcare and health insurance

1. Spends a far larger share of Gross Domestic Product on healthcare than any other country

2. Health insurance for working-age adults is primarily provided through employers as a ‘fringe
benefit’ rather than through either a public insurance system or a direct-to-household system

3. A substantial fraction of U.S. adults lacks health insurance
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Annual health care expenditure as a share of GDP across OECD countries
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Consistent with high U.S. per capita healthcare expenditures, health
insurance is quite expensive
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Estimated number of U.S. nonelderly adults without health insurance
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Uninsured rates in the nonelderly U.S. population
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Who are the non-elderly U.S. uninsured?
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Stated reasons for being uninsured among U.S. nonelderly adults, 2022
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Massachusetts CommCare:

Generous health insurance subsidy for low-income households



The subsidy schedule for Massachusetts Commonwealth Care
The government’s cost for Mass Comm Care is $400/month per enrollee
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Enrollees paid premiums equal to their insurer’s base price minus an 
 income-varying subsidy paid by the state.9 Subsidies were set so that enrollee pre-
miums for the  lowest-price plan equaled a target “affordable amount.” This target 
amount was set separately for several bins of income, with discrete changes at 
150 percent, 200 percent, and 250 percent of FPL. Panel A of Figure 2 shows the 
result: enrollee premiums for the cheapest plan vary discretely at these thresholds. 
For the years  2009–2012 (shown in black), the cheapest plan is free for individuals 
below 150 percent of FPL and increases to $39 per month above 150 percent FPL, 
$77 per month above 200 percent FPL, and $116 per month above 250 percent of 
FPL. In 2013 (shown in gray), these amounts increase slightly to $0/$40/$78/$118. 
Consistent with the goal of affordability, these premiums were a small share of 
income. For instance, for a single individual in 2011 (whose FPL equaled $908 per 
month), these premiums ranged from  0–5 percent of income (speci!cally, 2.9 per-
cent of income just above 150 percent FPL, 4.2 percent just above 200 percent FPL, 
and 5.1 percent just above 250 percent FPL).

2011 Plan Options.—We analyze the market in  2009–2013 but focus especially 
on !scal year 2011 when the market had a useful vertical structure with plans fall-
ing into two groups. In 2011 CommCare imposed a binding cap on insurer prices 
of $426 per month. Four insurers (BMC HealthNet, Fallon, Neighborhood Health 
Plan, and Network Health) all set prices within $3 of this cap. The exception was 
CeltiCare, which set a price of $405 per month. Panel B of Figure 2 shows these 

9 We will use “price” to refer to the  pre-subsidy price set by insurers and “premium” to refer to the  post-subsidy 
amount owed by enrollees.

Figure 2. Insurer Prices and Enrollee Premiums in CommCare Market

Notes: Panel A plots enrollee premiums for the cheapest plan by income as a percent of FPL, noting the thresholds (150 percent, 200 percent, and 250 percent of FPL) where the amount increases discretely. The black lines show 
the values that applied in  2009–2012; the gray lines show the (slightly higher) values for 2013. Panel B shows 
insurer prices (dotted lines) and enrollee premiums (solid lines) for the !ve plans in 2011. In this year, four insurers 
set prices within $3 of a $426/month price cap, while CeltiCare set a lower price ($405) and therefore had lower 
enrollee premiums.
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Subsidizing health insurance premiums: Questions for discussion

1. Why should (or why do) governments subsidize health insurance premiums?

2. Is this an in-kind transfer (like food stamps, AKA snap)?

3. Would ‘cashing out’ the subsidy be a better policy?

4. What information would aid your thinking/policy about (q3)?
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Back to Massachusetts CommCare



Why is the jumpy subsidy schedule useful for learning about WTP for
healthcare?

Finkelstein, Hendren, Shepard 2019
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Sharp drops in health insurance enrollment at subsidy discontinuities
1544 THE AMERICAN ECONOMIC REVIEW APRIL 2019

B. Evidence from Pooled Years,  2009–2013

Insurance Demand.—Figure 2 showed that premiums increase discontinuously 
at 150, 200, and 250 percent of FPL. Panel A of Figure 5 shows that enrollment 
drops signi!cantly at each of these income thresholds. Speci!cally, the !gure plots 
average monthly enrollment in the CommCare market over the  2009–2013 period 
by income bin. It also superimposes estimates from the linear RD model in equa-
tion (1), using average monthly enrollment as the dependent variable. At each of the 
three discontinuities, enrollment falls by 30 percent to 40 percent. All three changes 
are statistically distinguishable from zero (  p < 0.01 ).

Cost of Insurance and Adverse Selection.—Panel B plots average insurer costs by 
income bin, again superimposing estimates from the linear RD model in equation 
(1). Average insurer costs are de!ned as the average claims paid by the insurer for 
the set of people who are enrolled in that month.

The !gure shows that average costs of the insured rise as the enrollee premium 
increases. For example, we estimate a discontinuous increase in costs of $47.3 (stan-
dard error $7.7) per enrollee per month at 150 percent FPL and of $32.4 (standard 
error $8.7) at 200 percent of FPL. We !nd a smaller but noisier increase of $6.2 
(standard error $11.9) at 250 percent FPL; this imprecision may re#ect the smaller 
size of the eligible and enrolled populations at 250 percent of FPL (see Figure 4).

These patterns indicate the presence of adverse selection: increases in average 
costs indicate that the marginal enrollees (who exit in response to the premium 
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Figure 5. CommCare Enrollment and Average Insurer Costs,  2009–2013

Notes: The !gure shows discontinuities in enrollment and average insurer costs at the income thresholds (150 per-
cent, 200 percent, and 250 percent of FPL) at which enrollee premiums increase (see Figure 2). Panel A shows aver-
age enrollment in CommCare (total  member-months, divided by number of months) by income over the  2009–2013 
period our data span. Panel B shows average insurer medical costs per month across all CommCare plans over the 
same period. In each !gure, the dots represent raw values for a 5 percent of FPL bin, and the lines are predicted 
lines from our linear RD speci!cation in equation (1). RD estimates and robust standard errors (in parentheses) are 
labeled just to the right of each discontinuity; percent changes relative to the value just below the discontinuity are 
labeled as  %∆ = .
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Enrollment in MA Commonwealth Care among the eligible population
1543FINKELSTEIN ET AL.: SUBSIDIZING HEALTH INSURANCEVOL. 109 NO. 4

where   Y b    is an outcome measure in that income bin  b ,  In c b    is income (as a  percent of 
FPL) at the midpoint of the bin, and  s (b)   is the income segment on which bin  b  lies 
(either  135–150 percent,  150–200 percent,  200–250 percent, or  250–300  percent 
FPL). Notice that the unit of observation is the income bin, while the slope and 
intercept coef!cients vary "exibly at the segment level. Our outcomes are either 
measures of plan enrollment shares, or enrollee costs or characteristics. We run all 
regressions using  bin-level data and report robust standard errors.

The key assumption is that the eligible population size is smooth through the 
income thresholds at which subsidies change (150 percent, 200 percent, and 
250 percent FPL). This would be violated if people strategically adjust (or misre-
port)16 their income to get just below the thresholds and qualify for a larger sub-
sidy.17 While in principle such manipulation would be possible, in our setting the 
process by which individuals’ reported incomes were translated into the  percent of 
FPL formula for determining subsidies were largely shrouded from the individuals 
during the application process. Perhaps as a result, we !nd minimal evidence of any 
such manipulation (see Section IIID). Moreover, because of the relatively linear pat-
terns we !nd away from the discontinuity, alternative methods (such as constructing 
a  donut-hole around the discontinuity) would lead to very similar estimates.

16 Enrollees were required to show proof of income (e.g., via recent pay stubs) when applying but in theory 
could adjust hours or misreport  self-employment income to get below subsidy thresholds. 

17 In addition, there are minor changes in eligibility just above 200 percent FPL (pregnant women and 
 HIV-positive people lose Medicaid eligibility and become eligible for CommCare) that also technically violate the 
smoothness assumption. This will bias our RD estimate of demand responsiveness to price slightly toward zero, 
since the eligible population grows just above 200 percent FPL. In sensitivity analysis, we show that our main 
results are robust to excluding this discontinuity.
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Estimated H.I. demand curve: Commcare-eligible adults1552 THE AMERICAN ECONOMIC REVIEW APRIL 2019

To allow us to combine demand information across income groups, we assume that 
income functions as a horizontal shifter of the willingness to pay curves:

  w (α; s, y)  = w (α; s +  λ y  ) . 
This assumption implies, for example, that   W  L  150%  (s)  =  W  L  200%  (s +  λ 200%   −  λ 150%  )  .

Panels C and D of Figure 10 illustrate the implications of this assumption graphi-
cally. Speci!cally, we horizontally shift the panel A and B willingness to pay curves 
estimated at the discontinuities at 200 percent FPL and 250 percent FPL so that 
willingness to pay (i.e., demand) lines up with the curve estimated at 150 percent 
FPL. We chose to line up the curves at 150 percent of FPL since that is the thresh-
old with the greatest share of the eligible population (see Figure 4); results would 
be qualitatively similar if we instead created a demand curve at the 200 percent or 
250 percent FPL threshold. In practice, since demand is relatively "at with respect 
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Figure 10. Willingness to Pay Curves: Empirical

Notes: Figures show our construction of the willingness to pay curves (  W L    and  ∆  W HL   ) based on the demand points 
in our RD estimates in Figure 7 and the premium variation at each discontinuity from Figure 3. Panel A shows the   
W L    points, each of which represents an observation of   (1 −  D U  ,  p L  )   drawn from either side of our income discon-
tinuities at 150 percent, 200 percent, and 250 percent FPL. Panel B shows the  ∆  W HL    points, each of which is an 
observation of   ( D H  ,  p H   −  p L  )   from either side of the discontinuities. Panel C and panel D show how we adjust the   
W L    and  ∆  W HL    curves horizontally to line up with the 150 percent FPL line segment.
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in our RD estimates in Figure 7 and the premium variation at each discontinuity from Figure 3. Panel A shows the   
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Figure 10. Willingness to Pay Curves: Empirical

Notes: Figures show our construction of the willingness to pay curves (  W L    and  ∆  W HL   ) based on the demand points 
in our RD estimates in Figure 7 and the premium variation at each discontinuity from Figure 3. Panel A shows the   
W L    points, each of which represents an observation of   (1 −  D U  ,  p L  )   drawn from either side of our income discon-
tinuities at 150 percent, 200 percent, and 250 percent FPL. Panel B shows the  ∆  W HL    points, each of which is an 
observation of   ( D H  ,  p H   −  p L  )   from either side of the discontinuities. Panel C and panel D show how we adjust the   
W L    and  ∆  W HL    curves horizontally to line up with the 150 percent FPL line segment.

Finkelstein, Hendren, Shepard 2019
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Takeaways

1. How much do potential CommCare beneficiaries value subsidized insurance?

2. Why don’t beneficiaries value it more?

3. Would beneficiaries be better off instead with a cash transfer equal to cost of CommCare
instead?

4. Why do governments (and voters) insist on giving in-kind transfers rather than cash
transfers?
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Why do governments—and voters—appear
to favor in-kind over cash transfers?





Liscow and Pershing survey sample

Liscow & Pershing,2022
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Preference question: Cash versus in-kind transfers?

Liscow & Pershing,2022
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FIGURES 
 

Figure 1. Preference Between Cash and In-Kind Programs – General Population 
 

 
Notes: The figure shows the percent of respondents preferring each of the cash and in-kind programs, when 
respondents are asked to choose between them. The thin bars mark 95 percent confidence intervals. Data are from 
control survey. 
 
  

Electronic copy available at: https://ssrn.com/abstract=3672415
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Subjective beliefs question: How do the poor spend their money?

Liscow & Pershing,2022
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Recall: Families living at/near poverty spend about 75% of income on
food, transportation, rent, utilities, cellphone service

Econofact.org
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Figure 2. Relationship Between Program Preference and Perception of the Poor’s Spending 
Habits – General Population 

 

 
 
Notes: This graph shows the preference for the cash program, by respondents’ perception of how much out of a cash 
transfer the poor would spend on necessities. Marker size is proportional to the number of observations in each 
decile of perceived spending on necessities. The coefficient from the regression of preferring cash on perceived 
spending is 0.42 (SE = 0.05). Data are from control survey. 
 
  

Electronic copy available at: https://ssrn.com/abstract=3672415
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Figure 3.a. Reasons Given for Preferring In-Kind – General Population 

 
Notes: This figure shows the percentage of respondents who selected each reason for preferring in-kind, by order of 
popularity. “Other (please specify)” was also displayed as an option; it was chosen by 3 percent of respondents. The 
thin bars mark 95 percent confidence intervals. Observations are respondents preferring in-kind in the control 
survey. 
 
  

Electronic copy available at: https://ssrn.com/abstract=3672415

Liscow & Pershing,2022
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Figure 5. Preference Between Cash and In-Kind Programs – Below-Poverty Survey 

 
Notes: The figure shows the percent preferring each of the cash program and the in-kind program, when respondents 
in the below-poverty survey are asked to choose between them. The thin bars mark 95 percent confidence intervals. 
  

Electronic copy available at: https://ssrn.com/abstract=3672415
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Figure 6.b. Reasons Given for Preferring Cash as Recipient – Below-Poverty Survey 
 

 
 
Notes: The figure shows the support for each of the reasonings offered in the below-poverty survey for preferring 
cash, in order of popularity. “Other (please specify)” was also displayed as an option; it was selected by 4 percent of 
respondents. The thin bars mark 95 percent confidence intervals. 
  

Electronic copy available at: https://ssrn.com/abstract=3672415
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Solving for the political equilibrium

 49 

 
Figure 7. Willingness to Provide or Accept In-Kind vs. Cash Transfers 

  

 
Note: This figure shows, for the control sample, the average ratio between the dollar amounts of respondents’ 
willingness to provide in-kind versus cash, by participant household income bin. These are shown with light blue 
circles. It shows the same measure for the Yale Law School sample with a dark blue triangle. The average premium 
participants in the below-poverty sample need to accept in-kind instead of cash is shown with a green X; exact 
calculations are shown in footnote 53. Placement on the x-axis is at the midpoint of the control group’s income bins 
and at the average household income for the Yale and below-poverty samples. Respondents’ willingness to provide 
or accept for each of in-kind and cash are winsorized at the 90th percentile.  

 
  

Electronic copy available at: https://ssrn.com/abstract=3672415

− Poor value in-kind transfers at approx $0.80 per dollar
→ Takes about $1.25 of in-kind transfer to psychically equal $1.00 in cash
− Affluent households willing to provide $1.20 – $1.80 in in-kind transfers per dollar of cash

Liscow & Pershing, 2022
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