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ANCOR MEDICAID ISSUE BRIEF #2-2005
Financing

Responding to Arguments about State Financing Arrangements in Medicaid

States are already struggling with the cost of health care.  Medicaid spending is rising due to increases in health care costs, which affect private and public insurers alike; increases in enrollment due to the erosion of employer-sponsored coverage; and the increasing cost of services, such as long-term care, for dual eligibles (beneficiaries eligible for both Medicare and Medicaid). Harmful federal policies have driven up state Medicaid costs still further.  More than half of all states will see their federal matching rates decline in FY 2006.  States will also soon start making “clawback” payments to the federal government to finance Medicare drug coverage for dual eligibles at the same time that they are incurring approximately $1 billion in costs as they implement the new Medicare drug law.  

Now, on top of this existing burden, the Senate budget resolution will cut federal support to states for Medicaid by $14 billion, and the House resolution would cut it by as much as $20 billion.  Some supporters of these proposals argue that much of this savings can be achieved through the Administration’s proposals to curtail inappropriate state financing arrangements. 

But the Administration has yet to show how its proposed cuts in federal Medicaid funding could be made—in a fair an even handed way—without increasing burdens on states and potentially increasing the ranks of the uninsured. The Administration has not yet publicly provided key specifics about some of its proposals, despite repeated requests from Congress.  We still do not know, for example, which state financing practices would be banned or which states would be affected.  The Congressional Budget Office could not even develop cost estimates for some of the proposals because it did not have enough information about them.

State financing arrangements are not contributing significantly to Medicaid cost growth.  If states were abusing the program’s financing to a significant degree, its costs would be increasing rapidly.  But the costs are not.  In fact, the Congressional Budget Office just lowered its projections of what the program would spend over the next 10 years, and  per-person Medicaid costs have been growing significantly more slowly than the costs of private health insurance.

Congress has already restricted many areas of state Medicaid financing.  As a result of these tighter rules, federal spending through some of these arrangements are projected to decline substantially in the years ahead.  Moreover, over the past several years CMS has significantly increased its enforcement of rules governing intergovernmental transfers and provider taxes.  If problems persist with inappropriate state financing arrangements despite the above measures, additional action should be taken.  What is needed in Medicaid is targeted reforms that help states maintain coverage.  

What the Administration and Congress are proposing is broad cuts that are designed to hit a specific budget target.  These cuts will shift additional federal costs to states that they will not be able to absorb, making it likely that the state will cut back on coverage, eligibility, and/or provider rates.  The governors have expressed strong concern about such proposals on a bipartisan basis.  

It is necessary to make sure that these new proposals would not harm health coverage.  Intergovernmental transfers are a legitimate mechanism for funding the state share of the program, and rules for allowable provider taxes were developed as part of a bipartisan agreement in the 1990s.   It is not yet clear how the Administration’s proposals would affect these types of arrangements.  For example, Texas employs intergovernmental transfers from tax revenues from its counties and hospital districts to fund the state share of its disproportionate share hospital payments for the poor and uninsured.   Last year, Oregon used a new provider tax to maintain Medicaid coverage for 24,000 people.  Eliminating or curtailing arrangements like these could potentially be extremely harmful to health care for low-income people.   

It is important to work toward improving accountability in Medicaid and all programs.  But let’s not throw the baby out with the bathwater.  This is not the time for sweeping cuts in federal funding that simply shift costs to states whose budgets are already precarious, prompting likely reductions in health coverage.  This is the time for careful consideration of reforms that both ensure that taxpayer funds are well spent and that the Medicaid program remains available to poor children, people with disabilities, and elderly people.
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