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[P]layers line up in a long line and hold hands. The player at
the front of the line is the ‘head’ and the player at the end of the
line is the ‘tail’...The game begins when the head begins to run
wildly in any direction, making sharp turns and quick double-
backs....The force created by the twists and turns will often send
the tail of the whip flying... It may be best for the tail to hold on
with both hands to keep from flying off the end. Sometimes, how-
ever, the tatl will go flying no matter how hard they hold on...Be
prepared to get dirty if you play this game!

—“Crack the Whip,” Party Game Central*

and its accidental forms) is compared to the children’s game of

Crack the Whip,? then there is no question that the Medicaid pro-
gram is the tail of the line. When those at the head of the line (e.g.,
employer-based insurance, Medicare, managed care plans, and phar-
maceutical companies) start to move, Medicaid receives whatever
shocks and unintended consequences result, and when the line “be-
gins to run wildly in any direction,” it receives them faster and harder
than the players at the center.

Shocks also come from other sources. When the economy slumps,
an epidemic arises, or a path in another part of the system becomes
a cul-de-sac, new twists and turns occur, with Medicaid absorbing
much of the change.

Given all this activity and change, Medicaid has filled its various
roles well. Medicaid works - not only for its original beneficiaries but
also for almost every group, purpose, and problem with which it has
been charged over the years. Despite some creaks and considerable
stress, it has proven surprisingly resilient and even supple as the line
has gone flying.

But as we discuss and plan the next round of health reform (be it tax-
based, employer-based, or public; be it incremental or systemic), we
should do so with Medicaid in mind. Medicaid deserves more atten-
tion and intention. Rather than leaving it as an afterthought at the tail,
we should plan affirmatively for Medicaid improvements so that Med-
icaid is stronger and more able to absorb the shocks and do its job. To
the extent possible, we should work to ensure that Medicaid fits the sys-
tem and the system fits Medicaid. Doing so will improve the strength
of the whole line and make it less likely that any part will fly off the end.

This paper is organized into three parts. The first is a discussion
of the current role of Medicaid. The second is a brief description and
history of the evolution of the program. Finally, the paper concludes
with a discussion of Medicaid’s likely role in a reformed system, and
with proposals that address some of the tensions in the present sys-
tem as well as the need to expand and simplify Medicaid in order to
cover more of the uninsured. Each of these sections is necessarily
brief, building upon more extensive writings by others.? Together,
they underscore the extent to which Medicaid is intertwined with
other parts of the health care system and how important it will be -
not just for Medicaid, but for the entire system - to give Medicaid due
consideration as system-wide reform moves forward.

The Current Role of Medicaid:
Where Are We Now?

Medicaid is now the largest single insurer in the United States in
terms of the number of beneficiaries enrolled and dollars spent. It

If the evolution of American health policy (in both its purposeful
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covers more than fifty million people (while Medicare covers forty-

one million),* and total (state and federal) expenditures are pro-

jected to reach $305 billion in 2004 (in contrast to $278 billion for

Medicare).” Medicaid accounts for seventeen percent of all U.S.

health expenditures.6

Medicaid is also the most heterogeneous insurance program in the
country.

« Its beneficiaries are extraordinarily diverse: It is the largest
insurer of children? and of people with disabilities,® and
also includes a large number of elderly people.?

« Its services are also varied (reflecting the needs of its beneficiaries):
It is the largest single provider of maternity care,!” the largest
single purchaser of prescription drugs,!! and the largest financer
of nursing home care.!?

« Its institutional dependents are wide-ranging: By all reckonings,
public hospitals'® children’s hospitals'* community health centers,'®
and public clinics'® depend on Medicaid to stay afloat.

Moreover, Medicaid has served as a stopgap for other public pro-
grams, picking up beneficiaries here, providing wrap-around bene-
fits there, and filling in holes in other places. For example, the more
prominent Medicare program has eligibility limitations (such as the
twenty-nine month waiting period for people with disabilities and the
minimum number of quarters of work requirement) that keep many
disabled and elderly people from qualifying. In addition, those who
are enrolled in Medicare have significant gaps in coverage (most no-
tably long-term care and - at least until 2006 and perhaps beyond -
prescription drugs). Similar observations might also be made about
the limited availability and usefulness of other sources of coverage and
health-related services (such as veterans’ health benefits, the Ryan
White program, the Maternal and Child Health Block Grant, and
COBRA continuation benefits). In one way or another, Medicaid fills
in some of the gaps in each of these programs.

Medicaid is also the health policy tool that has proven most im-
mediately responsive to social change and to newly recognized health
and health-systems-delivery problems.!” It responds in the event of
both mass recessions and individual job losses, providing assistance
for whole regions in economic downturn as well as to discrete fami-
lies in transition.!® It has proven to be the health-finance first-re-
sponder to public health problems and even disaster situations.’¥

Medicaid’s strength for the populations it serves and the providers
who serve them is its entitlement to affordable coverage for a broad
range of services. The entitlement is a legal requirement that directs
states, as a condition of receiving federal Medicaid funds, to enroll all
eligible people who apply.2° There are many facets of the entitlement
- consequences that flow from the simple directive that all eligible
people must be enrolled. Most notable, perhaps, is Medicaid’s open-
ended financing structure, which is tied closely to the entitlement.
The longstanding arrangement under Medicaid is that in exchange
for taking on the obligation to serve all eligible people, states are guar-
anteed funding for the federal share of all costs that flow from that
obligation. If enrollment rises, so does federal financial participation.
Itis difficult to imagine how an entitlement program the size of Med-
icaid could be maintained by the states without the open-ended fed-
eral commitment of federal funds and, at the same time, it is difficult
to imagine that the federal government would continue to provide
open-ended financing to states if states were not obligated to serve
all eligible people.

The entitlement also has the effect of keeping the program honest
- it ensures coverage to all those who qualify by giving its intended
beneficiaries the ability to enforce that promise and to guard against
arbitrary (intentional or unintentional) delays or denials of coverage
or services. In addition, the entitlement undergirds Medicaid’s
counter-cyclical role: Medicaid is the only source of health coverage
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Figure |
Changes in Health Insurance Coverage Rates, Children vs.
Adults,2001-2002 (Percentage Point Differences)
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Source:"Health Insurance Coverage in America: 2002 Data Update.”
Kaiser Commission on Medicaid and the Uninsured, December 2003.

that expands when the economy contracts. In its 2003 annual release
of insurance data, the U.S. Census Bureau identified Medicaid as the
major reason why many more people did not become uninsured dur-
ing the 2001-2002 economic downturn.?! In that year, Medicaid en-
rollment growth more than offset the sharp decline in employer-
based coverage for children and partially offset those declines for
adults. It was the entitlement nature of the program - the legal re-
quirement for states to enroll all those who are eligible and who
apply - that allowed (indeed required) the program to expand in re-
sponse to greater need.

Uninsured people are not the only beneficiaries of the entitlement.
Health care providers, particularly those who depend on Medicaid for
alarge share of their revenues, would suffer serious consequences if
Medicaid payments for services could be turned on and off depend-
ing on how many people had enrolled that year or the cost of the ser-
vices provided to those enrollees. No major health insurer - whether
it operates in the public sector (like Medicaid and Medicare) or in the
private sector — could function for long without providing a legal
guarantee of coverage and payment for services.??

The Evolution of Medicaid:

How Did We Get Here?

Altogether, Medicaid is now large, varied, vital, and remarkably adapt-
able. But this central role of Medicaid in the midst of health financing
is largely a policy accident, and would probably be quite a surprise to
its original authors. No one ever sat down to design a big, heteroge-
neous, responsive, “last-ditch” insurance program. Rather, the major
health debates and changes have primarily focused on such high-pro-
file programs and policies as Medicare, commercial insurance regu-
lation, competition, and managed care, leaving Medicaid - some-
times by design and often by default - to take up the slack.

For example, the limitations of the coverage of nursing home ser-
vices under Medicare (which generally pays for such care only after
hospitalization and, then, only for a short time) led - not by design but
largely by default — to Medicaid picking up much of this large and
growing responsibility. Similarly, the narrowness and cost of COBRA
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continuation benefits, when combined
with the lengthy waiting period for
Medicare, have resulted in Medicaid be-

Medicaid is now large, varied, vital,
and remarkably adaptable.

eral dollars spent with a recognition that
states need flexibility to design their pro-
grams in light of local conditions and to

coming a primary payer for workers (and
their families) who become disabled.?? In these instances federal law
was not affirmatively amended to have Medicaid take on these roles;
Medicaid was a programmatic “Good Samaritan,” providing assis-
tance just because it was there. The list of programs and services that
Medicaid has come to prop up is long and varied.

Even when Medicaid has been affirmatively addressed with legis-
lation, its expansion has been geological, growing by accretion as
layers of beneficiaries, benefits and providers dealt with poorly by
other parts of the system have been added or assisted. Sometimes this
has occurred through the adoption of new federal mandates but more
often (and particularly recently) growth has occurred when states
have taken advantage of new or longstanding program options.

From its inception in 1965, the program has been jointly funded
and administered by the federal government and the states. The
statute has balanced the federal interest in having some minimum na-
tional standards and accountability for the substantial amount of fed-

Figure 2
Total Medicaid Expenditures per Beneficiary, FY 2001
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dren, their “caretaker relatives”, and the

“aged, blind, and disabled” - all persons

deemed too vulnerable to provide insur-

ance for themselves.26 Beginning in 1984,

the general requirement of a link between

federal cash assistance and Medicaid began

to wither away, although Medicaid still fo-

cused on people too poor to insure them-

selves.?” Required coverage was extended

to children and some pregnant women

who met the welfare eligibility standards

(but who might not actually be receiving

it). In 1986, an option was created for states

to enlarge voluntarily their coverage to in-

clude all pregnant women and infants

below the poverty level (regardless of their

receipt of welfare)?® and, by 1988, such

coverage was required.?? Likewise, in 1986,

states were allowed to include some low-in-

come people on Medicare (the so-called
“Qualified Medicare Beneficiaries,” or

QMBs) to pay for the out-of-pocket costs

imposed by Medicare,?° and in 1988 such

coverage was required.?! The next year,

minimum eligibility was expanded to in-

clude pregnant women and young children

up to 133 percent of poverty.32 In 1990, the

gradual phase-in of coverage for poor chil-

dren up to age eighteen was begun (com-

pleted recently in 2002), and another

group of low-income people on Medicare

(the “Specified Low-Income Medicare Ben-

| | eficiaries,” or SLMBs) was added and given
some help with Medicare cost-sharing.3?

By 1996, with the repeal of the federal
welfare program for children and their
families, Aid to Families With Dependent
Children (AFDC), the link between cash
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assistance for poor families and Medicaid was broken entirely (al-
though the old AFDC income thresholds were retained as the federal
floor on eligibility). Family coverage must now be provided regard-
less of eligibility for welfare, although the minimum income eligibil-
ity standards for parents remain quite low.3*

In all cases where coverage is required under Medicaid (i.e., for in-
fants, pregnant women, older children, parents, the elderly, and peo-
ple with disabilities), states have the option to expand their program
to cover people in these groups at higher income levels. Most have
done so to some degree for some groups of beneficiaries.

In 1997, the State Child Health Insurance Program (SCHIP) was cre-
ated, giving states even more options with respect to children’s cover-
age. SCHIP encourages states (through higher federal matching pay-
ments) to provide insurance for children whose family income is higher
than pre-SCHIP state Medicaid levels.?> At state option, SCHIP funds
can be used to finance a stand-alone,

medically appropriate than any other insurance package.*> Cost-
sharing generally has been held to alevel that does not impede access
by low-income people. And, most important, study after study has
shown that people covered by Medicaid have better access to care and
better health outcomes than people without insurance.*6 Observing
it at a distance, far enough from the daily cracks of the whip, shows
that, even as the perennial tail of the health policy process, Medicaid
has held on and made remarkable contributions.

This is not to say that Medicaid’s growth and development has al-
ways been easy. While Medicaid’s unique brand of federalism has
helped keep the program in balance and lend it the flexibility to
evolve, it has also been a breeding ground for tensions. These tensions
have sometimes compromised Medicaid’s ability to do its job and
have, on occasion, pushed the program into crisis. The tugs and pulls
play out on two different levels: between and among states, local

government, providers and beneficia-

non-Medicaid program or to expand
Medicaid.

In a different vein of policy develop-
ment, recent moves have been made to
use Medicaid for coverage of people
with disabilities who are not, by any rou-
tine standard, low-income but who are,
nonetheless, effectively priced out of the
private market because of its targeted
risk underwriting for all but the largest
group insurance plans. In 1997, states
were allowed to include working people
with disabilities with income up to
250% of poverty®6 and, in 1999, even

In hindsight, one could have
predicted that Medicaid would
become central in health financing.
Other public and private programs
are intended for “average people,” i.e.,
people with “average income”
generally sufficient to pay for health
insurance and people with “average
health care needs.”

ries (“To serve or not to serve”); and be-
tween states and the federal govern-
ment (“Your money, my rules”).

To Serve or Not to Serve

States are responsible for twenty-three
to fifty percent of Medicaid benefit
costs.*” Any new person covered, any
new outbreak of disease, and any new
medical advance achieved will affect a
state’s bottom line. As Medicaid has
grown, so has its influence on state bud-
gets. Nationwide, Medicaid accounts for
about sixteen percent of state general-

that limit was removed.?7 Most recently,
legislation has come near passage to
make a similar provision for children with disabilities who are part of
non-poor families.?®

Parallel to these incremental expansions of eligibility were grad-
ual legislative extensions of assistance to certain providers of services
to low-income people. In 1981, states were required to make special
payments to Disproportionate Share Hospitals (DSH).?? In 1989
guarantees of Medicaid coverage and payment floors for community
health centers and other poverty clinics, the Federally Qualified
Health Centers (FQHCs), were enacted.*®

Beyond this gradual broadening, Medicaid has also been enlarged
through legislation to ensure that children received the scope of cov-
erage they needed. In 1989, the Early and Periodic Screening Diag-
nostic and Treatment (EPSDT) benefit (which was originally estab-
lished in 1967) was strengthened. Medicaid law now guarantees
children coverage for regular health visits and dental, hearing, and vi-
sion screenings, as well as for any treatment found to be medically
necessary.

Congress and the states have also regularly turned to Medicaid as
an ad hoc response to certain health problems. In 1993, after tuber-
culosis outbreaks occurred in the late 1980s, states were allowed to
extend eligibility for Medicaid to people who test positive for TB.*!
Also, in an effort to increase pediatric immunization rates, Medicaid
was expanded to pay for vaccine for uninsured and underinsured chil-
dren who are not themselves Medicaid beneficiaries.#2 In 2000,
states were allowed to open eligibility to uninsured women who are
diagnosed with breast or cervical cancer in a screening program sup-
ported by the Centers for Disease Control and Prevention.*3

Progress and Tension

And Medicaid has worked. All states have implemented the pro-
gram, many have taken advantage of program options, and enroll-
ment has increased dramatically for all groups of people.** The
breadth of benefits available for children with disabilities is far more
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fund spending, second only to educa-
tion.*® Whatever its benefits may be to
states, Medicaid represents a significant financial undertaking for them.

The tensions created by state budget pressures play out in a num-
ber of ways. Over the years, the lack of outreach, as well as compli-
cated and sometimes stigmatizing application and renewal proce-
dures, have dampened participation (and damaged the reputation of
the program).%® These practices have their roots in the program’s his-
toric ties to welfare, but states have long had the flexibility under fed-
eral law to simplify the process. Many chose not to do so, largely due
to the costs associated with more robust participation. And, of course,
states were right about the relationship between barriers, participa-
tion rates, and costs. When states simplified enrollment procedures
for children in Medicaid after the enactment of SCHIP made cover-
ing children a valued goal, enrollment - and costs - rose.’® In the
wake of state budget shortfalls, several states have rolled back their
simplification measures.”!

Low provider payment rates have also been used to keep Medic-
aid costs down. Lower-than-market rates generally contribute to
Medicaid’s ability to deliver services at a lower cost than private in-
surance.’? While, in most cases, people still have access to care at lev-
els comparable to private insurance,’® in some places at some times,
low rates have compromised Medicaid’s ability to assure access to
care.”® This is a problem: The entitlement is little more than a hol-
low promise if providers are not willing to serve.

Budget constraints also deter some eligibility and benefit im-
provements. Another remnant of Medicaid’s historic ties with welfare
is that there is no eligibility category for childless adults.? This group
of people cannot be covered under Medicaid (without a waiver), no
matter how poor they may be. In large part, this problem has not been
fixed because of the reluctance on the part of states and the federal
government to assume the cost of extending coverage.

Similarly, the lack of community-based long-term care services
funded by Medicaid is a consequence of funding pressures and pri-
orities. Medicaid law requires states to offer nursing home services
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Figure 3

Texas Child Medicaid Enrollment Before and After Simplification Monthly average, January 2000 to September 2002
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to eligible beneficiaries, but home- and community-based long-term
care services are not required. This imbalance between institutional
and community-based services is not an oversight. It is a reflection
that states believe they cannot afford the costs if these services were

opened up to all who qualify.5

My Rules,Your Money
Some of the tensions in the program play out mainly between the
states and the federal government. As noted above, both levels of gov-
ernment share responsibility for program costs and program rules.

Even though about two-thirds of all spending under the Medicaid
program is optional (either for optional services for mandatory ben-
eficiaries or for all services provided to optional beneficiaries),’” not
surprisingly — and, from their perspective, understandably - states
would like more authority over program rules. During the past de-
cade, the program has moved in this direction,?® although the prin-
ciple that Medicaid should operate according to minimum federal
standards in the areas of eligibility, benefits and beneficiary costs has
remained intact, at least as a matter of federal law. The Bush Ad-
ministration’s aggressive promotion of waivers, however, has put
many of these basic statutory standards in question through the sec-
tion 1115 waiver process.>®

The tugs and pulls between the states and the federal government
over financing have been even more intense. Medicaid’s financing
structure is designed to assure that federal funds increase when costs
rise and to encourage states to take advantage of options to improve
coverage. States (understandably) work the system, looking for ways
within the rules to maximize their federal payments. At times, states
have taken these measures to extremes and, in effect, distorted the
statutorily established matching rate.f° Some have found ways to use
federal Medicaid dollars to fund other state priorities or reduce state
taxes. When this happens, the federal government typically takes
steps to close down the practice, although not always completely or
in an even-handed or transparent way.®! During the early 1990s and
again in 1999 and 2000, the struggle between states and the federal
government over whether and to what extent certain financing mech-
anisms would be permitted dominated Medicaid debates.

These tensions become all the more acute when Medicaid costs are
rising relative to available state revenues. This is one of those times.
As aresult of state budget pressures, states are cutting optional cov-
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erage and benefits, eliminating many of the simplification measures
that had been adopted to promote participation, and freezing or re-
ducing provider payment rates in ways that could jeopardize access
to care.52 Some states have also secured a “waiver” of federal mini-
mum standards, permitting them to cap enrollment (i.e., end the en-
titlement), increase beneficiary costs, and eliminate coverage for
mandatory services (such as hospital care).63

The Bush administration has generally welcomed a shift in the par-
adigm towards fewer federal programmatic standards,’* but it has
taken the opposite approach on fiscal matters. In 2003, the Admin-
istration proposed legislative changes that would cap federal Medic-
aid payments to states and, in 2004, it proposed to close down fi-
nancing mechanisms it believes are abusive (including some that it
re-opened the door to in the past).5° Even without new legislation,
HHS is engaging in new levels of fiscal review,%¢ adding to state fis-
cal woes and the acrimony between state and federal administrators.

So far, the Congress has largely stayed out of the recent skirmishes,
although it did recently take action having a significant fiscal impact.
Legislation adopted in 2003 temporarily shifted some state Medic-
aid costs to the federal government through an 18-month increase in
the federal Medicaid matching rate.57 The matching rate change
helped states avert eligibility rollbacks and other reductions in cov-
erage and benefits.58 Fiscal relief has not been sufficient, however, to
forestall significant retrenchments.%9 Continuing budget pressures
have prompted many states to take action or to consider taking ac-
tion that will have large, negative long-term consequences on the pro-
gram’s ability to fulfill its mission.”®

Medicaid is always under some stress. But some have identified this
period in the life of the program - a time of weak state revenue growth,
rising health costs, and demographic shifts - as “the perfect storm.”

The Future of Medicaid:

Where Should We Go From Here?

In hindsight, one could have predicted that Medicaid would become
central in health financing. Other public and private programs are in-
tended for “average people,” i.e., people with “average income” gen-
erally sufficient to pay for health insurance and people with “average
health care needs.” Private sector insurance is not designed for peo-
ple who cannot afford to pay premiums or for people with a pre-
dictable need for chronic care. If there was to be coverage for these peo-
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ple and payment to their providers, then some other mechanism for
providing coverage and financing had to be invented. Without Med-
icaid, some people would not receive the care they need and, to the ex-
tent that they did receive care, then states, localities, providers, and
(through cost-shifting) other payers would be stuck with the bill.

Recognizing the need for a program like Medicaid, most health
care reform proposals contemplate some combination of public pro-
grams and private coverage.”! As long as the nation continues to rely
primarily on private insurance, it is difficult

should be made with Medicaid’s unique mission in mind and, more-
over, in concert with a number of changes to Medicaid itself. While
the “crack the whip” approach does not do justice to Medicaid or its
mission, neither does an approach to reform that focuses exclusively
on the current tensions in the program and that ignores Medicaid’s
relationship with other parts of the system and the need for broader
system-wide reform, and, most fundamentally, the need to reach
many more of the currently uninsured. With this caveat in mind, four

areas for potential Medicaid reforms are dis-

to imagine how the system could function ef-
fectively without Medicaid.

A reformed system will continue to need
Medicaid to occupy a central role for four
main reasons. First, Medicaid will be needed
to provide coverage to those priced out of pri-
vate insurance. The breadth of this group will
depend on the extent and nature of other re-
forms and whether reform is intended to en-
sure universal coverage. Currently, a high por-
tion of low-wage workers are uninsured either
because they are not offered work-place cov-
erage or their employer’s contribution toward
the cost of the premium is too low to make the
product affordable.”? Some reform proposals
would require employers to offer coverage or
to contribute toward the cost of coverage.
Others would offer tax credits to help low-in-
come people purchase private insurance. The

cussed below.

We can continue to
shortchange Medicaid and its
beneficiaries, react to the
crisis of the moment, and let
the key elements of the
program unravel under
multiple points of pressure;
or we can take advantage of
the interest in system-wide
reform and take the steps
necessary to help Medicaid
achieve its objectives well.

Financing

First and foremost, Medicaid needs a financ-
ing method that provides a reliable and ade-
quate source of funds that can adapt to chang-
ing needs or rising costs without sending the
program (and its beneficiaries and providers)
into crisis.”” Maintenance of open-ended fed-
eral financing is, therefore, critical. Moreover,
the mismatch between health care costs and
state financing capacity, the important na-
tional interests underlying the program, and
the aging population point to the need for
even greater federal financial responsibility.
This could be accomplished by shifting a
greater share of the cost of the program onto
the federal government, for example, through
a higher across-the-board matching rate. Al-

level of financial support available, either

through an employer or a public subsidy, and the structure of that sub-
sidy will affect the scope of Medicaid’s role insuring low-wage work-
ers and their families. It seems unlikely (in part for the reasons dis-
cussed below) that any new approach could be sufficient to reach all
low-income people at its outset.

Second, by taking responsibility for many of the people eschewed
by private insurance no matter what their ability to pay, Medicaid es-
sentially functions as a high-risk pool. Without significant insurance
reforms, Medicaid will still be needed to provide coverage to people
with chronic illnesses and disabilities.

A third reason for continuing Medicaid under a reformed system
is that Medicaid generally serves the people left out of private insur-
ance — whether due to price or medical condition - better than pri-
vate insurance. A publicly-funded coverage program is uniquely
suited to provide full financial support (i.e., with no or very limited
premiums, no deductibles, and only nominal cost-sharing) for a
broad array of benefits to people with little or no means to purchase
those benefits on their own; to respond promptly to changes in fam-
ilies’ financial needs and circumstances; and to help those who fall be-
tween the cracks due to frequent job transitions, immigration status,
and other factors.”® And it does all this at a relatively low cost.7*

Finally, Medicaid’s role as a major financer of the system cannot be
ignored. In 2004, Medicaid pumped over $300 billion into the health
care system. Nearly half (43 percent) of that amount comes from
states and would be hard to capture and redirect in a reformed sys-
tem.” The absence of these funds would leave a gaping financing hole
not just for so-called safety-net institutions but also for many
providers with a mixed-payer base.

Medicaid’s role will vary and adjust depending on the extent of the
broader reforms that might be adopted, but inevitably there will be
a need for an efficient, publicly funded partner for coverage and fi-
nancing. With apologies to Voltaire,”® if Medicaid did not exist, it
would be necessary to invent it. The program, however, is under con-
siderable stress, in part because it has grown to meet myriad needs
without the benefit of system-wide planning.

Whatever the design of comprehensive system reform may be, it
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ternatively (or in addition), certain policies
could be adopted that would increase the federal government’s fiscal
responsibility in more specific ways. Two changes deserve particular
attention.

Federal Medicaid matching rates should adjust automatically so
that the federal government assumes a larger share of costs during an
economic downturn. Medicaid’s entitlement prompts the program to
do more when the economy sours, but states’ capacity to absorb
added costs in these times is limited. Because of its broader tax au-
thority and its abilities to borrow, the federal government is in a bet-
ter position to take on these costs and to ensure that Medicaid cov-
erage remains intact when it is needed most.

The federal government also should assume more responsibility for
the impact of the aging population and the burgeoning cost of serv-
ing people who are receiving both Medicare and Medicaid. Medicaid’s
responsibility for these individuals has been growing steadily over the
years.”® In 2001, their costs accounted for more than forty percent of
all Medicaid spending.” Among the many concerns regarding Med-
icaid’s responsibilities for Medicare beneficiaries, perhaps the most
significant are the growing cost of long-term care and the lack of com-
munity-based long-term care services. While Medicaid has become
the principle financer of long-term care, state revenue systems are ill-
equipped to handle this large and growing responsibility or to assume
a major role in financing the modernization of the long-term care
benefit. With the aging of the baby boomers and the contraction of
private retiree coverage, cost pressures will become more extreme.

Eligibility Rules and the Systems

Jfor Accessing Coverage

A national income eligibility floor now exists for children; however,

minimum income standards for children still vary by age, and much

lower eligibility standards for their parents leave many families with

only partial coverage.8° Eligibility “cliffs” also exist, for example when

a child becomes an adult and after a pregnant woman gives birth,

often leading to the loss of coverage. And, as discussed above, child-

less adults are not eligible at any income level (without a waiver).
Arcane and inequitable eligibility categories and income stan-
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dards ought to be replaced with a national minimum income
floor for all people based on their ability to purchase insur-
ance that addresses their medical needs. How high these in-
come standards should be and the pace of implementation
will depend in part on other reforms that might be under-
taken and the amount of resources that will be devoted to
reform.

More uniform minimum eligibility standards should be
coupled with measures that would simplify program admin-
istration and boost participation rates. Approaches could be
adopted that make signing up for coverage easier and more
automatic (as it is for employer-based coverage). People
should be able to apply by mail, by phone and online, and at
avariety of sites. (This is the practice now for some groups of
people in some states). Another promising approach is link-
ing enrollment to other programs and services. People could
sign up for coverage when they pay their taxes, enroll their
child in school, or when a member of the family applies for
Social Security, or unemployment insurance benefits. En-

% of Poverty Line

rollment could be stabilized and costly churning®! reduced 60%

through more streamlined renewal systems and measures,
such as “continuous eligibility;” that prevent minor fluctua-
tions in income from resulting in coverage gaps. In short,
mechanisms that make it difficult for eligible families to en-
roll and stay enrolled should be dropped.8?

Linkage with the Employer-Based System

As Medicaid has expanded to cover more families and indi-
viduals with ties to the workplace, systems are needed to help
smooth the transition between private and public insurance
(in both directions). A number of changes could help, but
first, the ambivalence about public programs reaching out to
cover low-wage workers and their families needs to be re-
solved. Concerns about public coverage programs “crowding
out” or replacing employer-based coverage have kept policies
muddied at best and counterproductive at worst. (For ex-
ample, one commonly-used policy to prevent crowd out re-
quires that a person remain uninsured for a period of time
before qualifying for public coverage.)

Publicly funded coverage can do a better job filling this gap if cov-
erage policies are encouraged in a more considered and consistent
way. For example, states would be more likely to extend coverage to
low-wage earners if they were permitted to pool state resources with
those of employers. One way to do this is to allow states to treat em-
ployer contributions toward the cost of coverage as part of a state’s
payments that could be matched with federal funds. To the extent that
Medicaid reached up the income ladder and covered families with
somewhat higher incomes, modest premiums and cost sharing might
be permitted as well.83

In another vein, to the extent that the tax system is used to promote
coverage among more moderate-income households, it might be ap-
propriate to consider aligning the methodology to calculate any tax-
based relief with the methodology to calculate Medicaid financial el-
igibility (for example, by using adjusted gross income in both
contexts). The current system is a crazy quilt in terms of the treatment
of income and assets. Alignment would facilitate transitions between
programs for providing financial support for coverage.

Additionally, disruptions in care that arise when people move in
and out of Medicaid could be avoided if private insurance and pub-
lic programs relied on many of the same health plans and providers.
Plans and providers might be required to participate in Medicaid in
order to operate in the state or as a condition of contracting with the
state or a local unit of government. (For example, plans that sign up
to offer coverage to state employees and retirees could be required to
also open their doors to Medicaid beneficiaries).
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Figure 4
Minimum Income Eligibility Standards for Medicaid
by “Eligibility Group”

150%

120%

133%  133%

100%

90%

30%

Poverty Line

74% 74%

33%

1 1 1 1 1 |

Pregnant Parents

women

Children Children  Elderly Disabled
under 6  over 6

Note: The income level for parents varies by state; 33% is the mandatory minimum income
level for a family with no earnings in the median state, relative to the 2004 federal poverty line.
Families with earnings in some states are eligible at modestly higher income levels due to
““earnings disregards.”

Waivers

Last but far from least, there are waivers. Over the past few years, the
Administration has actively encouraged states to restructure their
programs through broad-based “section 1115” waivers.?* These
waivers allow states to use federal Medicaid and SCHIP funds in
ways that do not conform to federal law. Waivers can help states ex-
pand coverage or they can give states new ways to restrict coverage.
Either way, they have resulted in significant programmatic and fi-
nancing changes without open debate or much deliberation.

Waivers were originally intended to promote discrete “research and
demonstration” projects, but they have long since lost that charac-
terization. Little research or study is expected or conducted, and
“copy-cat” waivers are common. In addition, waivers offer states only
a limited ability to expand coverage and can push states into com-
promising financing arrangements (i.e., per-person or, in some cases,
global caps on federal payments) because of a longstanding federal
policy (not required in statute) that waivers be “budget neutral” to the
federal government.5?

Waivers should not become a substitute for rulemaking or a way
to circumvent the law.86 If the statutory or regulatory provisions that
govern the program are out of date or inappropriate, they should be
debated and changed. Far too many people and far too much money
are at stake for these decisions to be delegated to back-room negoti-
ations. On the other hand, waivers that are truly of a research and ex-
perimental nature and that promote the objectives of the program
have a value, if conducted within clear bounds and with study and
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analysis. In fact, federal funds should be available for such efforts as
a way to promote new ways to deliver services, measure quality, pro-
mote participation, and contain costs without compromising care.

Conclusion

Medicaid’s ability to operate effectively and efficiently is notable given
how much it has been asked to do. Like almost all aspects of the
American health care system, however, the program is at a crossroads
and is likely to change. There is a choice on how to proceed: we can
continue to shortchange Medicaid and its beneficiaries, react to the
crisis of the moment, and let the key elements of the program unravel
under multiple points of pressure; or we can take advantage of the in-
terest in system-wide reform and take the steps necessary to help
Medicaid achieve its objectives well. If we make the system fit Med-
icaid and Medicaid fit the system, we can transform the evolution of
American health policy from Crack the Whip to a team sport.
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