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Threats to Medicaid:  Federal Caps on Spending

Protecting Medicaid in Federal Deficit Reduction Efforts


 Capped Funding Limits Federal Responsibility for Medicaid
The fight to protect the Medicaid program’s guaranteed coverage and financing structure is now more likely to be addressed in negotiations over raising the national debt ceiling, rather than individual separate legislation.  The task of protecting Medicaid is made even more complicated with several “workgroups” convening to address short-term federal spending and long-term deficit reduction and ongoing negotiations with the White House. Details are elusive. Federal, global, health caps, budget mechanisms, and a constitutional amendment have surfaced as leading approaches to address federal spending. While lawmakers may view spending caps as less risky and politically expedient, the spending caps and budget mechanisms merely hide the real and cumulative effect of cuts over the years. The ultimate result of the deep cuts caused by these mechanisms may be a permanent block grant.

All of the above factors make it more difficult for ANCOR and its membership to advocate on behalf of Medicaid beneficiaries and providers.  Most of us won’t know what we’re fighting against until a “deal” is already reached.  We must be proactive in rejecting federal caps that adversely affect Medicaid and urge lawmakers to protect Medicaid to the fullest extent possible.

The Dangerous Appeal of Capping Medicaid Funding
Recent proposals would block grant, or otherwise cap, federal funding for Medicaid and give states additional flexibility over how they run their programs.  (See ANCOR’s Medicaid Block Grant Issue Brief for more information on details of a block grant approach and projected size of cuts to states.)  However, some state and federal policymakers prefer capping Medicaid funding.  Regardless of whether a federal cap is placed on entitlements, total federal spending (e.g. percentage of GDP), total health spending, or through a constitutional amendment, all of these approaches would cut Medicaid funding to states. All would shift costs to states, beneficiaries, and providers.

The Real Price of Federal Caps

Capped Funding Limits Federal Expenditures. The primary appeal of capping Medicaid funding is to limit federal spending to a defined amount. Limiting federal exposure to changing state economic circumstances and/or state policy choices means that federal responsibility for Medicaid expenditures is stable and predictable, even if the price of such stability results in diminished access to needed health and long-term cares services by our nation’s most vulnerable citizens—individuals with disabilities, the elderly, and children who have extremely low incomes.  

A Couple of “Federal Capping” Examples

One such bipartisan approach would place a cap on federal spending when spending hits 20.6% of GDP—imposing automatic, across-the-board cuts (a “sequester”) based on reaching closing the bap between projected spending and the proposed cap if the cap would otherwise be breached.  In this case, the estimated cut would be $547 billion in Medicaid over the first nine years that the cap was in effect.  Cuts of that depth would force radical restructuring of Medicaid—including a permanent Medicaid block grant.

The balanced-budget amendment to the U.S. Constitution proposed by Republican Senators in March would cap federal spending in any year at 18% of what GDP was in the prior calendar year, which is equivalent to a cap on spending of about 16.7% of the current year’s GDP.  That would necessitate even deeper cuts.

Capped Funding Holds the Promise of Limiting the Role of the Federal Government in State Affairs and Encourages Program Efficiency, Leading to Savings. This view holds that states, rather than the federal government, should control health policy decisions (e.g., eligibility and basic benefits) with respect to their own citizens. Without federal restrictions, states would be free to manage their Medicaid programs in ways that reflect the unique needs and preferences of their residents. The trade-off for capped funding would be less federal involvement in how states run their Medicaid programs.  
Capped Funding Shifts Financial Risk to States.  It would limit the federal government’s contribution to Medicaid, transferring more and more financial burden to states over time—whether or not they are prepared to shoulder that burden. In response, states would be forced to raise taxes to meet the need (which often proves politically untenable) or employ measures to reduce program spending that could harm individuals with disabilities and providers. 

Capping Funding Hurts People Who Rely on Medicaid Long Term Services. In return for limiting its financial exposure, the federal government could give states the flexibility to restructure Medicaid, which could include diminishing and/or freezing enrollment, establishing waiting lists for eligible people, limiting access or cut long-term services, limiting provider rates to a point that compromises quality, access, or increasing beneficiary cost sharing. 

Capped Funding Hurts Medicare Beneficiaries.  Dual eligibles represent 15% of Medicaid enrollment and 39% of federal Medicaid spending. The Medicaid program helps them pay their Medicare cost sharing and services not covered by Medicare, such as long-term services and support.  They could be an obvious target for cuts if states’ capped allotments are exhausted, leaving the most vulnerable Medicare beneficiaries without access to needed long-term services and supports.

Capped Funding Can Discourage Innovation. The federal government provides financial support for states to implement new approaches designed to improve long-term supports and services (e.g., Money Follows the Person and state transformation grants). The new health care reform law includes a range of options for states and the federal government to implement innovation into the program and realize savings. These include demonstration programs to test new, more efficient ways to deliver coordinated care; opportunities to expand home and community-based services; requirements that will rein in costs associated with program fraud; and programs aimed at addressing the needs of high-cost users of services.
Congress must take a balanced approach to deficit reduction and protect Medicaid to the fullest extent possible.

The most recent deadline for raising the national debt ceiling above $14.3 trillion is now August 2nd.  Due to major public and political backlash, it is likely that major reforms to Social Security and Medicare will be removed from the table in negotiations to address raising the debt ceiling.  That places greater focus on Medicaid—increasing the chances for cuts to this joint federal-state program. 
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