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Understanding Medicaid
Complex, Compassionate, Cost Effective

by Jan Hudson
Senior Policy Analyst

The Medicaid programisdoing itsjob—providing hedth
care benefitsand servicesto those who qualify, and doing
it efficiently. Yet the programisunder attack at the federal
level and struggles (asdo other key public services) to secure
needed investment at the statelevel. Whilethe programis

considered “out of control” by some, itsmisunderstood growth

stemsfrom thelack of affordable health care coverage and
medical servicesfor low-income childrenand families, elderly
and personswith disabilities, NOT out-of-control spending. It
iscritical that policymakers, at the state and federal
levels, under stand the importance and impact of this
program to both current enrollees and those promised
coveragein 2014 through the Affordable CareAct, as
federal deficit reduction policies are debated. Dramatic
cutsor changesto the Medicaid program would be devastating
not only to the peopleit serves, but also the providerswho
serveMedicaid recipients, and therefore, to Michigan's
€conomy.

A Telling Headline: Why Medicaid is Growing

Inareport released by the Economic Policy Institutein
November 2010, Michigan ranked No. 1 inthe number of
people, nearly 1 million, who lost employer cover age over
the period 2000-01 to 2008-09.

During thisperiod, Michigan'sMedicaid casel oad grew
from 1.1 million personsto nearly 1.7 million persons. Itis
important to note that during thisperiod of dramaticjobloss
accompanied by theloss of employer-sponsored coverage,
Michigandid notincreaseitsMedicaid digibility standards, and

HISTORY: In 1965, the Federal government
added Title XIX to the Social Security Act,
creating a program to provide medical care
to certain individuals and families with low
incomes and limited resources. Initially,
Medicaid only covered federally subsidized
cash benefit recipients (the former Aid to
Families with Dependent Children and
Supplemental Security Income). During the
last 30 years, the program has evolved into
the health care program for low-income
families, with the addition of federally
mandated groups. Currently, less than one-
fourth of Medicaid enrollees are also
receiving cash assistance, the remaining
three-fourths are eligible only for Medicaid.
Since the 1980s, increasing coverage for
pregnant women and children has been a
federal priority. Under the Medicaid program,
states are required to provide coverage to
certain populations/groups, and have the
option to expand to other groups. In addition,
states must provide certain services, called
mandatory services, and may provide
additional services that are called optional
services. The optional services are certainly
mandatory for good health outcomes.
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continuesto have one of lowest incomelevelsof our
neighboring statesto qualify. For asingle parent,
Michigan'séeligibility limit, at just under 50 percent of
the Federa Poverty Leve ($5,418 annually for an
individual), ismorethan two timeslower than the next
Great Lakesstate, Ohio, which hasanincomelimit of
100 percent of the Federal Poverty Level ($10,836
annualy for anindividual). Indianacoversadultswith
incomes up to 200 percent Federal Poverty Level. For
adultswithout children, theincomeleve tobedigible
for the outpatient-only programis 35 percent of the
Federal Poverty Levd, or just under $3,800 annually.

Thechart abovedisplaystheincomelimitsfor the
Medicaid program by major category.

Ascan bereadily seen, incomedligibility for
children, theelderly and thosewith disabilitiesis
considerably higher than for parentsor adultswithout
children. Inadditiontothe extremely low incomelimit
for adultswithout children, enrollment in that program
islimited to 62,000 individuas, andisgenerally closed.

Medicaid Serves - Children, the Elderly, and
Those with Disabilities

Theimportance of the Medicaid programinthelivesof
the 1.9 million residentswho qualify cannot be
overstated. The Michigan Medicaid program covers
primarily children, theelderly and thosewith disabilities.
Of themorethan 1.9 million Medicaid eigible persons
inJune 2011, nearly 1,050,000 wereunder age 21, while
nearly 413,600 areelderly and thosewith disabilities.

Of theelderly, itisworth noting that nearly 60,000 are
over theageof 75. For low-income elderly and disabled
persons, in particular, Medicaid may represent the only
financing option when nursing homeor ingtitutional care
isrequired. Thiscritical aspect of Medicaidis
demonstrated by thefact that nearly 70 percent of
nursing homedaysare paid by Medicaid. The
remaining Medicaid enrolleesincludevery low-income
parents, pregnant women, and childlessadults. The
distribution of Medicaid recipientsisdisplayedinthe
following graph.
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Michigan Medicaid Eligibles Served
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Itisstriking to notethat it isnot Michigan’s poorest
countiesthat have experienced the highest rates of
growth. Livingston County has experienced thelargest
rate of increasein Medicaid eigibility over theperiod
June 2002-June 2010, with arate of 191 percent. In
other words, the M edicaid casel oad in that county has
nearly tripled. During that same period, Livingston
County’sunemployment rateincreased from 3.1
percent to 11.8 percent. Macomb County, the county
with the next highest rate of Medicaid casel oad
increase at 146 percent, experienced an increasein
their unemployment ratefrom 7.3 percent to 14.4
percent. Other countieswhere M edicaid casel oads
have morethan doubled during this period include:
Ottawa, L apeer, Grand Traverse and Oakland.

Why These Facts Matter

e Individualswho havelost their jobsand employer
health care coverage canrarely afford COBRA
coveragewhen their incomesare significantly
reduced or arelimited to unemployment benefits.

 Privateinsurance may betoo costly, evenfor
those who are healthy, when they havelost their
jobsand aretrying to manage on reduced in-
COmes.

« Private coverage may not be affordablefor
someonewith apre-existing condition.

» Medicaid, the payer of last resort, may bethe
only health care coverage option for afamily, if
they can qualify based on the extremely low
incomelevels.

» Losing health care coverage does not reduce or
eliminate health care needs, it often exacerbates
them when needed careisdelayed and conditions
escalate and patients must betreated inamore
expensive setting, for example, inthe hospital
emergency room rather than adoctor’s office.

o TheAffordable CareAct requiresthat states
maintaintheir Medicaid digibility at theleve in
placeon March 23, 2010. All Republican gover-
nors, except Michigan Gov. Rick Snyder, have
written to Congressrequesting relief from that
requirement. It islaudablethat Governor Snyder
ismaintaining hispriority that “ every citizen has
accessto affordable, quality health care” evenin
tough economictimes.

Medicaid enables nearly 40 per cent of Michigan's
children to receive their recommended well-child
doctor visitsand immunizationsaswell asgotothe
doctor whenthey areill. It allowschildrenwith asthma
to obtain the drugsthey need to keep it under control
and keep the child out of the hospital. Medicaid
providesdental coverage and thosechildrenwholivein
one of the 65 countieswith aHealthy Kids Dental
program (expanded to Mason, Muskegon, Newaygo
and Oceanacountiesin October 2011) will beableto
find adentist to treat them (extremely difficult inthe
remaining 18 counties) and maintaintheir oral health.
Dental disease continuesto be the most common
childhood disease, far more common even than asthma.

Asindicated above, the Medicaid program paysfor
nearly 70 per cent of the nursing homesdaysusedin
Michigan. Whilethisisacritical financing mechanism
for thosewho are elderly or have adisability and need
nursing home care, of equa importanceisthefact that
Medicaid coversservicesin thecommunity for these
populations. For those M edicaid recipientswho prefer
toremainintheir own homesor their communities, the
Medicaid program provides supportive services, under
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theAdult Home Help program, aswell ascomprehen-
siveservices under the Home and Community Based
Waiver. Becausethiswaiver isalso capped, thereisa
significant waiting list (6,700 asof December 2010
according to theAreaAgencieson Aging Association)
at any pointintime.

InFY 2010, the Medicaid program paid for 51
per cent of thebirthsin Michigan, up from 35 percent
inFY2003. Duringthisperiod, Michigan’sMedicaid
incomedigibility for pregnant women hasremained
constant at 185 percent FPL ($33,900 for afamily of
3). Thisincreaselikely reflectsthe declinein em-
ployer-sponsored coverage dueto:

o layoffs;

» employersrestricting coverageor increasing
employee participation to the point employeesare
forced to opt out;

» employerscovering only theemployeeor provid-
ing asubsidy only to theemployee, pricing many
families out of dependent coverage; or

» workersonly securing part-time positionsthat do
not include health care benefits.

In addition, maternity coverageisnot includedin many
individua privatepolicies. Accordingtoa

, nationally, only 13 percent of
individua private planscurrently include maternity
benefits.

Broad Array of Services Covered by
Medicaid

Because Medicaid serves such alarge portion of
Michigan’spopulation, about 1in 5, and covers
individualsfrom birth to deeth, it iscritical that the
program include acomprehensive set of benefits,
particularly given thelow-income population that it
serves. Numerous studi es have documented the poorer
health status and higher, more complex needs of low-

income popul ations. The comprehensive set of ser-
vicescovered by theMedicaid program aredivided
into two groups: those mandated by thefederal
government and thosethat the federal government has
defined as optional . States can cover optional services
and receivefederal matching funds. Michigan covers
nearly al of thefederally defined optional services
because of their importancein health outcomes. When
the servicesto be covered by the Medicaid program
wereinitially definedin 1965, medical careand
practicewerevery different fromtoday. Thisisbest
demonstrated by thefact that prescription drugsare
included asafederaly defined optional service.
Clearly, prescription drugsare not optional for good
health outcomesand are akey method of treatment
today.

Ingenerd, all servicesaremandatory for children
asspecified inthe Early and Periodic Screening,
Diagnogtic, and Treatment provision. If acondition
requiring treatment i sdiscovered during ascreening,
treatment of the condition must be provided to comply
with EPSDT requirements.

Following (pageb) isalist of thefederally man-
dated services, aswell asthosethat are defined as
optional servicesthat statesmay elect to cover.
Michigan coversall of theoptiona serviceslisted
except asnoted.
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Mandatory Services

Optional Services

Inpatient hospital services
Outpatient hospital services

Early and Periodic Screening, Diagnostic,
and Treatment (EPSDT) services

Nursing facility services

Home health services

Physician services

Rural health clinic services

Federally qualified health center services
Laboratory and X-ray services

Family planning services

Nurse Midwife services

Certified Pediatric and Family Nurse
Practitioner services

Freestanding Birth Center services (when
licensed or otherwise recognized by the
State)

Transportation to medical care

Smoking cessation for pregnant women

Prescription drugs

Clinic services

Most mental health services
Physical therapy
Occupational therapy

Speech, hearing and language disorder
services

Respiratory care services

Other diagnostic, screening, preventive
and rehabilitative services

Podiatry services

Optometry services (limited for adults)
Dental services

Dentures

Prosthetics and Orthotics

Eyeglasses (limited for adults)

Chiropractic services (not available for
adults)

Hospice

Durable medical equipment and medical
supplies

Other practitioner services (as medically
necessary)

Private duty nursing services

Home and community-based long term
care supports and services

Source: U.S. Department of Health and Human Service website, www.hhs.gov and Michigan Department of Community Health.

Produced by the Michigan League for Human Services
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Why These Facts Matter

« Eliminating somefederally defined optiona
services(dental, vision, podiatric and chiroprac-
tic) for adults, ashasbeen legidlated twiceinthe
last few years, has been neither compassionate
nor cost effective. At Medicaid budget hearings,
cardiologiststestified about theimpact of dental
servicedimination for Medicaid recipientswho
ended up in cardiacintensive caredueto un-
treated dental diseasethat caused serious heart
conditionswhich could have been avoided
through appropriate dental treatment inadentist’s
office.

« Pregnant women need dental servicestoimprove
birth outcomes as untreated gum disease has
been linked to premature and low-birth weight
babies.

 Diabeticsrely ondenta, vision, and podiatric
examsto successfully managetheir disease.
Eliminating “ optional” servicesfor diabeticscan
be devastating.

e Inoneof thefirst ever )
released by the National Bureau of Economic
Research, researchersfrom Harvard, M assachu-
settsInstitute of Technology, the National Bureau
of Economic Research, and Providence Health
and Servicesfound that “ expanding low income
adults’ accessto Medicaid substantialy increases
health care use, reducesfinancial strainon
coveredindividuds, and improvestheir self-
reported healthand well-being.” In addition,
researchersfound that “ Medicaid substantially
expands accessto and use of care for low-
income adultsrelativeto being uninsured.”

Medicaid’s Low Reimbursement Rates Limit
Access

The size and cost of the Medicaid program are
determined by the enrollment and eligibility
policies, the services provided, and the rates paid
to providers. Asmentioned above, restricting or
reducing digibility iscurrently prohibited under the
provisionsof theAffordable CareAct. Past effortsto
reduce costs haveincluded the elimination of “ optional

services,” which were subsequently restored, aswell
asprovider rate reductions, which for the most part
have not been restored.

AccordingtotheMedica ServicesAdminigtration,
there have been no across-the-board rate increases
since 2001. Since FY 2002, provider ratereductions
wereimplemented in five of the nineyears. The most
recent provider reduction of 8 percent hasbeenin
placesince FY 2009. Whilethe Snyder Administration
acknowledged the need for Medicaid provider rate
increases, nonewas proposed in the FY 2012 budget,
and the 8 percent reductionswere continued. Thelow
provider payment rate base, coupled with the
ongoing reduction policies over the last several
years, hasled to many providersdeclining to
serve M edicaid patients. This hasresulted in access
problemsin many areas of the state aswell asaccess
problemswith many specialists.

Why These Facts Matter

o Thereare17 contiguous countiesinthe Lower
Peninsulawith no obstetric care at their hospitals.
In testimony before the Department of Commu-
nity Health A ppropriations subcommittees,
hospital administrators haveidentified insufficient
Medicaid reimbursement rates asthe dominant
factor in the decisionsto close obstetrics units.
Thedecisionto close an obstetric unit impacts not
just Medicaid recipients, but the entire community.

¢ Medicaid recipientsmay not beableto receive
the servicesthey need in an appropriate setting,
or inatimely fashion dueto lack of accessto
needed providers.

e Low Medicaid payment ratesresultin more
uncompensated carewhich resultsin more
upward pressure on commercial insurance
premiums, resulting ina“hiddentax” on business
and individualswho purchase private coverage.

Education Level Impacts Medicaid Cost

Initsreport,
, (July 2011),
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The Medicaid Rate Cut ‘Death Spiral’

Fewer Michigan
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coverage; so enroll
in Medicaid
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affordable plans
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Source: Michigan Department of Community Health
Produced by the Michigan League for Human Services

the National Conference of State L egidatures noted:
“Higher incomesmean higher tax revenuefor states.
College graduates pay moreinincome and salestaxes
and depend lesson social service programssuch as
food stampsand Medicaid. States save an aver age of
$1,377 annually in Medicaid costsfor every person
with acollegedegree.”

However, inthe budget that began on Oct. 1, 2011,
needed investmentsto achieve higher educational
attainment were not among the top priorities of
policymakersasevidenced by cutsto al levelsof
educationincluding cutsto:

e theK-12 foundation grant by $470 per pupil,
e community collegesby 4 percent,
e universitiesand collegesby 15 percent.

Adult education funding—cut dramaticaly in
previousyears—remained flat at $22 million, whileno
state funding was provided for the second year ina
row for No Worker Left Behind, aprogram focused on
training adult workersfor high-demand jobs.

Why These Facts Matter

« In2010, only 29.3 percent of Michigan’slabor
force, age 18 - 64, had abachelor’sdegree or
higher, according tothe League’'s

Federal Funding Is Critical to Michigan’s
Program

Medicaid isan entitlement program. Everyonewho
meetsthedigibility requirementsisentitled to partici-
pateintheprogram without eigibility waiting listsor
being denied dueto statefiscal problems. Waiver pro-
gramsare an exception and can havewaiting lists.
Thefederal government sharesin the cost of the pro-
gram and in Michigan paysthe majority of the cost at
morethan 66 percentin FY 2012. For every dollar the
state contributes, about $3 in health care services can
be purchased, with thefederal government contributing
$2. Michigan has experienced asignificantly increasing
federal matching rate since FY 2007, with thematching
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percentage, called the Federal Medical Assistance
Percentageincreasing from 56.38 percent to 66.14
percent for FY 2012. Changesduring the prior Six years
werelessthan 1 percent. Theincreasing matching
ratesreflect in part Michigan’seconomic woesand
declining persona income, demonstrating the
countercyclica nature of the program. When the
economy declinesand state revenuesdecline, the
demand for Medicaid increases (dueto theloss of
employer-sponsored coverage) asdoesthefedera
matching rate.

Why These Facts Matter

« Increasesinthefederal matching rate during
economic downturnshel p to maintain the program
asdemand increases and state revenues decline.

¢ Asthefederal match rateincreases, areduction
in state funding requiresgreater total cutsinthe
program. InFY 2007, a$1 statefunding cut
resulted intotal program cutsof just over $2
($2.29); in FY 2012 that same $1 cut resultsin
nearly $3 of total program cuts.

e Every 1 percentincrease (reduction) inthe
federa match rate providesa$120 millionin-
crease (reduction) in federal revenueto the state.

Proposals to Reduce Federal Medicaid
Funding

Atthefederal level, numerous proposalshavere-
cently been madeto cap or reduce Medicaid spending
inthe name of deficit reduction, but those proposals
would simply shift coststo statesor to Medicaid
recipients, with no actual reduction in health care costs.
Health care needs are not reduced or eliminated
simply by reducing funding. In hisbudget proposal,
Pathway to Prosperity, House Budget Committee
Chairman Paul Ryan, called for capping federal Medi-
caid spending and creating alimited grant to statesfor
their Medicaid programs. Limiting federal fundswould
dramatically reduce states' abilitiesto respond tothe
countercyclica nature of Medicaid (Medicaid demand
rises during economic downturnswhen peoplelose
their jobsand insurance coverage, at the sametime

state revenuesdecline) aswell asnatural disasters,
such asKatrinaor the recent devastating tornadoes
and hurricanes.

Debt Ceiling Increase Agreement Pro-
tected Medicaid, but. . .

During the recent debt ceiling increase negotiations,
resulting in spending reduction mandates, entitlement
programswere again under consideration for reduction.
Whilethey were protected in the agreement reached
onAug. 2, 2011 to increase the debt ceiling, part of the
agreement wasthe creation of abipartisan committee
to recommend policy and funding changesto save $1.5
trillion over 10 years. The committee' srecommenda-
tionsmust be completed by Nov. 23, 2011, withan up
or down vote (no amendments) in both the House and
Senate by Dec. 23, 2011. The President can veto the
legidation.

Thiscommittee has broad authority and can
consider cutsto or restructuring of entitlement pro-
grams, including Medicaid. If the committee cannot
develop an approvabl e plan by the House and Senate
that the president will sign, then automatic, pre-defined
cutswill occur. While Medicaid would again be exempt
from automatic cuts, the resulting cutswould be
devastating to theimpacted programsaswell asde-
fense. To avoid the automatic cuts, the committee will
have astrong incentiveto devel op an approvable plan.

The Obamaadministration hasalready proposed an
optionto reducefederal Medicaid funding. Thepro-
posal would “blend” thevariousfederal matching rates
currently inplacefor theMedicaid and Children’s
Health Insurance Program, and the Medicaid expan-
sion under theAffordable CareAct, whichis 100
percent federally funded in thefirst threeyears,
phasing down to 90 percent in 2020. Becausethe ACA
expansonwill not occur until 2014, it would beimpos-
sibleto accurately cal culate ablended rate, and rates
would haveto be set at significantly below theindi-
vidual ratesto savefederal funds. Theresult would be
asignificant cost shift to states.
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Why These Facts Matter

« A strong programiscritical for thosewho are
currently eligible, and thosewhowill gainMedi-
caid coveragein 2014 under theACA Medicaid
expangon.

¢ Michigan Medicaid could add between 500,000
and 800,000 new beneficiariesunder the expan-
son.

e Michigan policymakersstruggle each year tofund
thecurrent Medicaid program, and finding
additional statefundsto offset sizablefedera
reductionswould beagreat challenge. Funding
for theFY 2012 Medicaid expenditurelevels
approved in May was not completed until late
Augus.

e Shifting coststo recipientsto offset federal
reductionsthrough cost sharing or benefit reduc-
tionsare not effective meansto reduce costs.
Studieshaverepeatedly confirmed that cost
sharing both diminishesbeneficiaries’ accessto
care and negatively impacts health status, aswell
asincreasing use of emergency roomsand
increasing uncompensated care.

e Thegovernor’sstated policy isthat “ every citizen
should have accessto affordable quality health
care.”

Conclusion

TheMedicaid program will remainthekey health
careprogram for low-incomefamiliesand individuals
aswell astheelderly and those with disabilitiesfor the
foreseeablefuture. Itiscritical that beneficiariesare
abletoreceivetheright care, intheright place, at the
right timeto be both cost effective and result in good
health outcomes. Thegeneral public under stands
theimportance of the Medicaid program asis
repeatedly demonstrated in polling by Kaiser
Family Foundation “ Thegenerally positivefeding
about the program among those who have experienced
it may explainwhy the poll also findsthat 60 percent of
peoplewant to keep Medicaid asitis.”

,and EPIC/MRA (statepoall in
February 2011). Itisagood lesson for policy makers
to takefrom their constituents—support astrong
Medicaid program at both the state and federal levels.
Itiscost effectiveto be healthy.
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