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ANCOR MEDICAID ISSUE BRIEF #1-2005
Medicaid Cuts

What “Reducing the Rate of Growth” in Medicaid Really Means:  

Cutting Health Care Funding to Cash-Strapped States 


The budget adopted last week by the House Budget Committee assumes $15 to $20 billion in reductions to Medicaid and SCHIP funding over five years and the plan approved by the Senate Budget Committee assumes $14 billion in cuts over five years.  Some policymakers are denying that these are cuts, saying they are merely modest, one-percent decreases in the rate of growth for these programs.  But since legislation implementing these reductions would not be able to slow either the growth in the number of low-income uninsured children, senior citizens, and people with disabilities who need Medicaid coverage or the rising cost of health care, the required reductions in funding to the states would likely lead to a cut in the number of people who can be served by Medicaid, the level of services that can provided, or both.  

How large is a $14 billion funding reduction over the next five years?  $14 billion is: nearly as large as federal funding for the entire SCHIP program for the next three years; equal to federal Medicaid spending in six mid-sized states, or eighteen small states; more than Medicaid spent in 2003 on physician, lab, and x-ray services.  Even if one looks at only the cuts the Senate Budget Committee passed for the next fiscal year, the cuts are still large in terms of potential funding for health coverage. The FY 2006 cuts passed by the Senate Budget Committee are just under $1.8 billion— the cost of Medicaid coverage for nearly 1.6 million children in FY 2006. And of course, the true hit to Medicaid will be even larger, because if federal Medicaid funding is reduced $15 billion, state funding for Medicaid could decrease as well.  

What is a Medicaid “cut”?

The House and Senate Budget Committees’ resolutions require federal Medicaid spending to be cut by at least $14 billion below the amount that would be spent if current laws continue to apply between 2006 and 2010— that is, if low-income uninsured children, senior citizens, and people with disabilities who would be eligible for Medicaid under current law are not denied services and Medicaid payments to physicians, hospitals, and other providers do not fall further behind the rising cost of health care.   In federal budget terms, this is a widely accepted meaning of a “cut” when applied to federal programs, like Medicaid, Social Security, and Medicare, in which spending is determined by eligibility rules and the real cost of providing promised benefits to those who are eligible.  “Slowing the rate of growth” in such programs — particularly in Medicaid, where payments for services provided to beneficiaries is already far below and growing less rapidly than payments for the same services in the private sector — generally means reducing the number of people who would be eligible for benefits or reducing the level of benefits provided or services covered.

Arbitrarily cutting federal funding does nothing to address the overall problem of health care costs; it simply shifts these costs to the states.  Recent Medicaid spending growth reflects the problem of rising health care costs, which is affecting all health insurance, both public and private.  The growth in health care costs is largely driven by advances in medical technology.  How to control this growth is a major national policy challenge:  only system-wide approaches to containing health care costs will address it.   In the absence of those policies, arbitrarily cutting Medicaid risks doing real harm to health coverage for low-income people.

Implications for States of Cutting Medicaid Funding

Cutting Medicaid funding will shift costs to states that are already struggling with growing health care costs and cannot afford these additional burdens.  More than half of all states will see their federal matching rates decline in FY 2006.  States will also start making “clawback” payments to the federal government to finance the new Medicare drug coverage for dual eligibles (people eligible for both Medicare and Medicaid) and will incur approximately $1 billion in costs as they implement the new Medicare drug law.  The governors have expressed strong concern about such proposals on a bipartisan basis.  Proposals that would reduce the federal commitment to Medicaid and shift costs to states would intensify pressures that states are facing and likely lead to additional, larger Medicaid reductions, increasing the number of low-income people in the United States who are uninsured or underinsured 
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