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Solving the National Medicaid Crisis

Brian Blase

On April 15, the House of Rep-
resentatives passed a budget that
addresses the Medicaid crisis. Intro-
duced by Budget Committee chair-
man Paul Ryan (R-WI), it repeals
Obamacare and its costly Medicaid

State Medicaid Spending Has Grown Faster Than
Other Major Categories

expansion and puts Medicaid on a
more fiscally sustainable path. Ryan’s
Medicaid reform ends the open-ended
federal reimbursement of state Medic-
aid spending and allows states greater
flexibility to manage their programs
without interference from the federal
bureaucracy. In contrast, the White
House fails to appreciate the Medicaid
crisis and instead relies on Medicaid
to cover upwards of 20 million more
people beginning in 2014.

Census Bureau.

State Spending per Capita
1989 2009 Growth

(in 2009 Dollars) Rate
Total Spending $3218 $5,038 57%
Medicaid Spending $364 $1,065 192%
Elementary and Secondary $754 $1,092 45%

Education Spending

Higher Education Spending $385 $526 37%
Corrections Spending $102 $170 66%
Transportation Spending $324 $391 21%

Note: Categories shown constitute roughly 60 percent of state spending.

Source: Author’s calculations based on the 1990 and 2009 state expenditure reports from
The National Association of State Budget Officers and population estimates from the U.S.
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Medicaid in Crisis. Unsustainable
spending growth, enormous crowd-out of private
coverage, perverse incentives that discourage work
and financial planning, and cost control mecha-
nisms like low provider payment rates that limit
access for enrollees and contribute to a low quality
of care have left Medicaid in crisis.

Unsustainable Medicaid Spending. Between
1990 and 2010, national Medicaid spending
increased from $72 billion to over $400 billion.!
Federal spending alone has increased from $40 bil-
lion in 1990 to an estimated $271 billion in 2010.
At the state level, Medicaid spending has increased
four times faster than elementary and secondary
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spending, five times faster than higher education
spending, and nine times faster than transportation
spending over the past two decades.

Low Provider Participation in Medicaid. Several
states reimburse Medicaid providers at extremely
low rates, some lower than one-third of commer-
cial rates.? Medicaid also requires an enormous
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amount of paperwork with lag times for payment
twice as long as those for Medicare or commercial
insurance. Moreover, the denial rate for Medicaid
claims is three times that of Medicare and commer-
cial insurance.?

As a result, only about half of all physicians
accept new Medicaid patients. Small physician
practices are increasingly deciding not to see Medic-
aid enrollees, so enrollees are increasingly served by
a subset of providers.* In Texas, less than one-third
of that state’ doctors participate in Medicaid,” and a
widespread access problem in Louisiana is frustrat-
ing both physicians and enrollees.®

Evidence of Poor Quality of Care. Physicians
treat Medicaid patients in ways that can negatively
impact their health and use fewer guideline-recom-
mended therapies on Medicaid recipients.” Medic-
aid recipients also tend to lack a regular place of care
and thus receive a greater proportion of their care
in the emergency room, which has been shown to
have high rates of medical errors.® On a larger scale,
Tennessee’s massive Medicaid expansion in the mid-
1990s more likely reduced population health than
improved it.”

Enormous Medicaid Crowd-Out of Private Cov-
erage. Since Medicaid is heavily subsidized, eligi-
bility expansions encourage individuals to switch
from private coverage to government coverage,
passing private costs to taxpayers. Jonathan Gru-
ber and Kosali Simon estimated Medicaid crowd-
out at 60 percent for expansions between 1996 and
2002.1° This means that for every 10 people gaining
Medicaid coverage, six of them simply replaced pri-
vate coverage. Crowd-out is more likely to occur as
Medicaid eligibility expands.

Perverse Incentives. For acute care services,
Medicaid is in large part conditional upon low
income and lack of assets. The loss of a Medicaid
benefit can therefore penalize households that work
hard and earn income or save an amount beyond
the eligibility cutoff.

The impact of Medicaid on behavior is more pro-
nounced on the long-term care (LTC) side. Although
there are technically income and asset requirements
for Medicaid LTC eligibility, they are irrelevant for
most people. Most states have “medically needy”
income criteria, which means health expenses can
be deducted from gross income before the income
test is applied. Since LTC services are quite expen-
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sive, an individual would have to have a very high
income to fail this test.

With respect to the asset test, there are gener-
ous federal exemptions that result in most people
being able to qualify for Medicaid without spend-
ing down. As a result—and as attested to by several
recent economics studies—Medicaid both crowds
out the purchase of LTC insurance and reduces sav-
ings.!! Furthermore, a growing legal industry assists
individuals in becoming cash poor and qualifying
for Medicaid, corrupting the basic legislative intent
of the program and exacerbating budget problems.!?

Obamacare Worsens Medicaid. In 2014, states
must enroll every individual who resides in a
household below 138 percent of the federal pov-
erty level into Medicaid. This expansion will mas-
sively expand the welfare state by up to 25 million
able-bodied adults.’> Nonpartisan analysts at both
the Congressional Budget Office and the Centers for
Medicare and Medicaid Services estimate that this
will increase annual spending on the program by
around $100 billion.'* Moreover, only 10 percent
of primary care physicians (PCPs) believe that new
Medicaid enrollees in their area will find a suitable
PCP after the expansion.’” Adding millions more

individuals to Medicaid will likely cause a further
deterioration in the quality of care Medicaid enroll-
ees receive.

A recent study estimates that Obamacare’s Med-
icaid expansion will result in an 82 percent crowd-
out rate for working adults.'® The combination of
crowd-out and “woodwork” effects—where cur-
rently eligible but not yet enrolled individuals join
Medicaid—will impose a new burden on states.!’
However, states will have very little incentive to
control the cost of the expansion population as the
federal government will finance 100 percent of the
costs of the expansion population for the first three
years and at least 90 percent of the costs thereafter.

The Ryan Medicaid Budget Plan. Currently,
the federal government provides an open-ended
reimbursement of at least 50 percent of every state’s
Medicaid spending.!® The Ryan plan replaces the
open-ended federal reimbursement with a fixed
allotment to each state. Combined with additional
flexibility, this provision would encourage states to
form more cost-effective programs.

e It reins in inefficient state expansions. The
open-ended reimbursement encourages states to
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overspend on Medicaid as most of a state’s spend-
ing is paid by federal taxpayers. A fixed federal
allotment would cause states to form more effi-
cient Medicaid programs as states would have a
greater incentive to ensure that taxpayer dollars
go to individuals who genuinely deserve public
assistance. The greater discipline imposed by the
fixed allotments would therefore make future
state budget crises less likely and decrease fed-
eral budget deficits. The CBO scored a similar
version to the Ryan plan as saving about $680
billion between 2012 and 2020.°

e It provides budget certainty at the federal and
state levels. A fixed budget would provide bud-
getary certainty for states and the federal gov-
ernment. Currently, the federal government has
only a rough idea of its Medicaid liability. Hav-
ing more transparency of Medicaid’s costs would
better inform policymakers of the trade-offs of
their decisions at the federal and state levels.

e It encourages innovation to better serve the
most vulnerable. Ryan’s proposal allows states
greater flexibility from federal mandates so they

can better manage their programs. Allowing
states to have the freedom to experiment is con-
sistent with federalism, and it also enables states
to be laboratories where they can adopt a variety
of policies and learn from each other.

Reform, Not Expansion. Washington can no
longer afford to kick the can down the road on seri-
ous Medicaid reform. Its unsustainable spending,
inferior access to quality care, massive crowd-out
of private coverage, and perverse incentives that
discourage work and financial planning all under-
score the need for fundamental Medicaid reform.
Obamacare’s massive expansion of Medicaid is sim-
ply not feasible given that the nation cannot afford
the current program. Congressman Ryan’s Medicaid
budget proposal, on the other hand, is an important
step toward improving the program for enrollees
and taxpayers.

—Brian Blase is a Policy Analyst in the Center for
Health Policy Studies at The Heritage Foundation and
a Doctoral Candidate in Economics at George Mason
University.
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http://www.cbo.gov/ftpdocs/119xx/doc11966/11-17-Rivlin-Ryan_Preliminary_Analysis.pdf (April 11, 2011).
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