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The Limits of the Robert Wood Johnson Foundation Public/Private Partnerships 
for Long-Term Care: Where Do We Go From Here? 

The current American system of financing and delivering long-term care for the elderly 

and the younger disabled population is badly broken. At present, the United States does not 

have, either in the private or the public sectors, satisfactory mechanisms for helping people 

anticipate and pay for long-term care. In particular, the disabled elderly and their families find, 

often to their astonishment, that the costs of nurs ing home and home care are not covered to any 

significant extent either by Medicare or their private insurance policies. lnstead, the disabled 

elderly must rely on their own resources or, when those have been exhausted, tum to welfare in 

the form of Medicaid. Moreover, although the vast majority of disabled elderly live in the 

community, nearly two-thirds of public expenditures for long-term care for the elderly are for 

nursing home care (Wiener, Illston and Hanley, 1994 ). 

To address these problems, a small, but growing private long-term care insurance market 

has developed over the last ten years. Although in 1995 over 95 percent of the elderly have 

Medicare coverage and about 70 percent have supplemental private insurance policies, insurance 

against the potentially devastating costs of long-term care is relatively rare (Committee on Ways 

and Means, 1998). As of the end of 1996, nearly 5 million long-term care policies had been sold 

(although far fewer were in force), mostly to the elderly on an individual rather than group basis 

(Coronel, 1998). Employer contributions toward the cost of long-term care insurance are rare. 

By far the greatest impediment to the expansion of private long-term care insurance is the 

high cost of good quality policies. Despite the marked improvement in the financial position of 

the elderly over the past twenty years, long-term care insurance remains unaffordable for most 
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elderly. In 1996, the average annual premium for policies covering four years of nursing home 

and home care with inflation protection and non forfeiture benefits was $2,432 a year if purchased 

at age 65 and $7,440 a year if purchased at age 79 (Coronel, 1998). 

The policies are expensive for two reasons: 9 out of IO are sold individually and, 

therefore, carry high administrative costs and most policies are bought by older people whose 

risk of needing long-term care is substantial. Consequently, using a variety of theoretical 

purchase criteria and cost of insurance, most studies estimate that only IO to 20 percent of the 

elderly can afford good-quality private long-term care insurance (Wiener, Illston and Hanley, 

1994; Crown, Capitman and Leutz, 1992; Rivlin and Wiener, 1988). Other research has found 

the percentage of the elderly who can afford private insurance to be higher, but these studies have 

done so by assuming purchase of policies with limited coverage, by assuming the elderly would 

use their assets as well as income to pay premiums, or by excluding a large proportion of the 

elderly from the pool of people considered interested in purchasing insurance (Cohen, Kumar, 

McGuire, and Wallack, 1992; Cohen, Tell, Greenberg, and Wallack, 1987). Although the 

financial status of the elderly is likely to improve over time, affordability probably will not 

increase dramatically over the next twenty years (Wiener, Illston and Hanley, 1994). 

Given the limitations of current demand for private long-term care insurance, public 

subsidies to jump start the market are frequently proposed. One approach is to allow employers 

with a tax subsidy for the purchase of long-term care insurance policies for their employees by 

allowing them to deduct insurance contributions as a business expense. A second strategy is to 

provide a tax deduction or credit to individuals for purchase of private long-term care insurance. 
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Tax incentives for employers and individuals were part of the Health Insurance Portability and 

Accountability Act of 1996 (HIP AA). 

While changing the tax code is the most commonly proposed way of publicly subsidizing 

private long-term care insurance, the initiatives by Connecticut, Indiana, Californ ia, and New 

York take a substantially different approach. These states provide easier access to Medicaid for 

persons who purchase a state-approved private long-term care insurance policy. In essence, these 

states allow nursing home patients with private long-term care insurance to be Medicaid eligible 

with substantially higher levels of assets than is normally allowed.3 At present, Medicaid only 

allows unmarried nursing home patients to retain $2,000 in assets (excluding the home). Under 

these programs, Medicaid acts as a kind of reinsurance policy for persons with limited private 

long-term care insurance. 

The key observation supporting the public-private approaches is that long-term care 

insurance that covers shorter periods of nursing home and home care are cheaper and more 

affordable than policies that cover longer periods of care. At age 67, a prototype individual 

private insurance policy costs $2,337 a year for a policy that covers four years of nursing home 

and home care, but $ 1,617 a year for a policy that covers only two years of nurs ing home and 

home care (Wiener, Harris and Hanley, 1990). The problem with the current system is that if an 

3 Medicaid law allows states great flexibility in determining countable income and assets of 
medically-needy patients--patients with high medical bills in relation to their income. In essence, 
states using this strategy exclude insurance-related assets from their definition of resources that 
must be counted in determining Medicaid eligibility. However, the Omnibus Budget 
Reconciliation Act of 1993 (OBRA 1993) severely restricts the ability of additional states to 
pursue this option by including the insurance-related protected assets in an individual's estate. 
OBRA 1993 requires states to attempt to recover the cost of institutional care from the estates of 
Medicaid patients. Thus, patients may not be able to pass on these additional funds to their heirs, 
substantially lessening the appeal of this approach. 
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individual buys a policy that covers, for example, two years of nursing home care and ends up 

staying in a nursing home for four years, then the insured's assets can still be lost. Thus, under 

these Medicaid initiatives, it is possible to obtain lifetime asset protection without having to buy 

an insurance policy that pays lifetime benefits. While employer-paid plans and tax incentives 

seek to reduce the net cost of insurance, the public-private partnership attempts to lower costs by 

reducing the amount of insurance that is needed and by increasing the amount of benefits 

received per dollar spent by the consumer. 

POLITICS AND POLICY IN PUBLIC/PRIVATE PARTNERSHIPS 

From the beginning, the public/private partnerships were controversial. Although 

supporters sought to cast the initiative as an option that stood between policies that would expand 

and those who would reduce the public role in long-term care, the partnerships largely were 

promoted by the private insurance industry as a way of warding off universal coverage programs. 

In addition, proponents often seemed to claim that the partnerships could be a major component 

of reform, rather than just a small element in a much larger initiative. Moreover, advocates for 

the partnership mostly extolled the virtues of private insurance rather than of the benefits of 

expanded public programs. And the partnership was often portrayed as an alternative to 

liberalizing Medicaid or social insurance. As a result, supporters of universal coverage 

programs, such as the American Association of Retired Persons and Representative Henry 

Waxman (D-CA), strongly opposed the partnerships as an unrealistic diversion from major 

reform. The arguments around the partnerships during the late 1980s and early 1990s was 

intense and heated, to say the least. 



Aside from the politics, the partnerships approach never completely resolved three 

important substantive problems. First, the major selling point to the states is the assertion that 

under the partnership Medicaid long-term care expenditures might be reduced or, at least, will 

not increase more than they would otherwise. This argument is probably stronger for the 

approach used by Connecticut, Indiana, Iowa, and California, where there is a "dollar-for-dollar" 

correspondence between the amount the insurance pays and the level of Medicaid protected 

assets. In New York, the ability to protect potentially very large amounts of assets makes this 

argument weaker. To the extent that these systems are budget-neutral, the partnerships are a 

move toward what economists call "Pareto optimality," that is, making some people better off 

without making anybody worse off. Insurance dollars are simply substituted for private asset 

dollars. 
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Whether the public-private partnership will truly be budget-neutral is open to question 

and a case can be made that expenditures will increase, at least marginally. After all, significant 

Medicaid benefits are being offered to people who would not otherwise be eligible and insurance 

coverage is likely to induce some utilization that would not have occurred otherwise. If 

additional public expenditures should prove to be required, then one may well ask whether 

providing asset protection to relatively well-to-do elderly is the best way to spend our next 

long-term care dollar. Because most policies are sold to healthy young elderly who are at 

least 10 to 20 years away from needing nursing home care, even fragmentary evidence as to the 

effect of the partnership on the public purse will not be available for a long time. An 

indispensable element for assessing the effect of the partnerships on the Medicaid budget is 

establishing a comparison level of expenditures. In a world with no private long-term care 



insurance at all, the partnerships may be roughly budget-neutral. However, there is likely to be 

continuing modest growth in the number of private long-term care insurance policies sold. 

Compared to this scenario, if the partnership does not induce substantial numbers of additional 

insurance purchasers, then the partnership will require larger Medicaid expenditures than would 

otherwise be needed. This is because under current Medicaid rules purchasers of insurance who 

would have bought policies without the public-private partnership would have to spend-down 

their assets after their insurance benefits have been exhausted before qualifying for Medicaid, 

something that they are not required to do under the partnership. 
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Supporters of the partnership also argue that by giving the elderly the alternative of 

protecting their assets by purchasing insurance, legal and illegal transfers of assets for the 

purpose of obtaining Medicaid eligibility would be reduced. Current rules prohibit the transfer of 

assets at less than fair market value for 36 months prior to application for Medicaid eligibility 

(Burwell and Crown, 1996). While the subject of many anecdotes, systematic evidence of the 

prevalence of this activity is lacking, but limited data suggests that it is far less common than 

often assumed (Wiener, 1996). The problem is that once the partnerships encourage the elderly 

to look to Medicaid as a way to protect their assets, some insurance purchasers may only buy the 

36 months worth of coverage required to comply with Medicaid rules and then legally transfer 

the remainder of their financial wealth upon entry to a nursing home. Others may calculate that 

they can transfer or shelter their assets and obtain Medicaid benefits without purchase of any 

long-term care insurance policy. Thus, the partnerships might actually increase rather than 

reduce the level of asset transfer. 



Second, although the avowed goal of supporters of the partnership is to reduce the price 

of insurance, policies remain expensive enough to provide a formidable financial barrier to the 

number of purchasers and arguably to limit buyers largely to upper-middle and upper-income 

elderly. Wiener, Illston and Hanley ( 1994) estimate that 39 percent of private insurance 

expenditures under the partnerships would be for older people with annual incomes less than 

$40,000 (in 1993 dollars) in 20 18, only modestly better than the 30 percent for the regular 

insurance market. Importantly, the partnerships offer no benefits to lower- or lower-middle 

income elderly who could not afford the insurance policies, as would incremental changes in 

Medicaid, such as raising the level of Medicaid protected assets or increasing the personal needs 

allowance, or more comprehensive social insurance. 
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Third, the partnership initiative is primarily a mechanism for asset protection, an issue 

about which Americans are highly ambivalent. Many people consider it extremely unfair that 

nursing home residents should have to lose their entire life savings simply because they were 

unlucky enough to develop Alzheimer's Disease and, through no fault of their own, require 

nursing home care. While granting problems with the current system, others question whether 

protecting financial estates to be passed on to adult children is an appropriate public policy goal 

because such transfers further inequality and are not based on the merits of their errors. What are 

personal savings for, they ask, if not for needed care toward the end of life? As such, some, such 

as Representative Henry Waxman have argued that it is improper to use a means-tested welfare 

program--Medicaid-- as a mechanism to protect the assets of upper-middle and upper-income 

elderly. 
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FAILING THE MARKET TEST 

Although the partnerships have been the subject of extensive public policy debate, most 

of that debate has been rendered moot by the reality that the partnerships have failed the market 

test, at least so far. A startlingly small number of long-partnership insurance policies have been 

sold, making them insignificant as a mechanism of financing care in all of the states in which it 

has been tried. At the end of 1997, only about 30,000 policies were in force in the four states, 

even though they had a combined elderly population of 7 .2 million (Laguna Research Associates, 

1998; U.S. Bureau of the Census, 1998). Connecticut, which implemented its program in 1992 

and is the home of the insurance industry, has only x,xxx policies in force. Not only have the 

number of purchasers been small, but nearly 70 percent reported that they "definitely" or 

"probably" would have purchased a long-term care insurance policy even if the partnership 

program did not exist (McCall , Driver, Bauer, and Knickman, 1997). Participating insurers 

overwhelmingly have been disappointed in the number of policies sold (Korb, Turner and 

McCall, 1998). Based on the existing extensive experience, the current partnerships are unlikely 

to be a significant source of financing for more than a tiny number of people. Because so few 

people have bought policies, it is unclear whether research on the experiences so far (including 

the characteristics of purchasers) gives us much insight on what would happen if market 

penetration was greater. 

Why have so few people chosen to participate in the partnership program? It is hard to 

know for sure, but at least five reasons are plausible, if somewhat speculative. First, as noted 

above, although the premise of the partnership was to reduce the cost of insurance, policies 

remain expensive. The median price of a partnership policy purchased at age 65 was $ 1,663 as 



of July 1996 (McCall and Korb, 1997). Thus, participation requires a substantial financial 

investment, especially by married couples if both are to be covered. Evidence to date, although 

highly flawed, suggests that partnership purchasers have somewhat higher income and 

significantly more assets than a randomly chosen comparison group aged 55-75, but that the 

differences are not as stark as some have feared would be the case (McCall, Driver, Bauer, and 

Knickman, 1996).b In California, a comparison between purchasers of partnership and 

nonpartnership policies suggests that partnership purchasers have lower levels of income and 

assets (McCall, 1997a). In both studies, however, a high proportions of respondents failed to 

report their income and assets, making it difficult to draw conclusions. 
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Second, the asset protection feature that is the hallmark of the partnership plans do not 

appear to be a major attraction for people who do participate in the program. Indeed, while most 

partnership purchasers reported that it was important "to leave an inheritance" to their heirs, only 

7 percent of buyers indicated that it was the single most important reason for purchasing a long­

term care insurance policy (McCall, Driver, Bauer, and Knickman, 1997). This is consistent with 

other studies that showed that asset protection, while important, is not the main reason people 

buy long-term care insurance (LifePlans, 1995). Asset protection may have a narrow appeal 

because most elderly have relatively modest levels of financial wealth, something that is 

especially true for 80-year old disabled widows which form the bulk of nursing home admissions 

(Radner, 1993; Wiener, Hanley, and Harris, 1994). 

b A major problem in the analysis is that the comparison group is much younger and has much 
high labor force participation than do partnership purchasers. In addition, Medicaid eligibles and 
non-English speaking individuals are excluded. The net effect of these design choices is a 
sample that is much higher in income and probably assets than a truly comparable population 
would be. 
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Third, many elderly do not want easier access to Medicaid. Indeed, one of the major 

reasons people buy long-term care insurance is to avoid having to apply for welfare. One survey 

of overall insurance purchasers found that 9 1 percent of respondents reported that avoiding 

Medicaid was an "important" or "very important" reason for buying a policy (LifePlans, 1995). 

Medicaid's relatively low reimbursement rates have led to potential problem of access and quality 

of care in nursing homes heavily dependent on Medicaid (Nyman, l 988; Institute of Medicine, 

1986; Scanlon, 1980; Wiener and Stevenson, 1998). 

Fourth, although the insurance industry advocated the partnership and saw it as a way of 

increasing the size of the private long-term care insurance market, the initiative seems to be 

inconsistent with the marketing incentives of the industry. Although figures are not available, 

partnership products appear to be only a small percentage of the private long-term care insurance 

products that are sold in the four states that have implemented programs. Substantial numbers of 

long-term care insurance policies were sold that did not meet the quality standards of the 

partnership program. In part, this reflects the higher standards (including inflation protection and 

nonforfeiture benefits) and the relatively higher costs of partnership policies (McCall and Korb, 

1997; McCall 1997b). Especially since some of the product improvements (such as inflation 

protection and nonforfeiture benefits) are not well understood by purchasers, non-partnership 

policies are likely to be cheaper, may seem to be a better buy and may be easier to sell. 

Moreover, the premise of the partnership--making it easier for people to obtain Medicaid 

benefits--is inconsistent with the primary message that insurance agents use to sell long-term care 

insurance. Long-term care insurance is sold primarily by stressing that Medicaid is a "terrible" 

program, with inferior access to poorer quality facilities. The sales pitch is essentially: buy this 



product and you will avoiding depending on on that "horrible" program, Medicaid. The 

partnerships essentially require that agents make virtually the opposite argument: Medicaid is a 

pretty good program, except for the level of protected assets; buy this product and you will be 

able to get on Medicaid faster than you would otherwise. It would seem that few agents were 

willing to make that fundamental switch in their "sales pitch." 

LESSONS FROM THE PARTNERSHIPS 

The public/private partnerships for long-term care insurance are a sustained, reasonably 

well-funded and extensively researched effort to reform long-term care by merging private 

insurance with Medicaid benefits. They are not succeeding in changing how long-term care is 

financed in the states where they are operating. What lessons can be drawn from this 

"experiment"? 

I I 

One lesson is that private insurance is unlikely to reform the financing of long-term care. 

Neither the partnerships nor the tax incentives enacted as part of HIPAA are succeeding in 

making private long-term care insurance into more than a niche product. While the number of 

people with insurance is likely to grow, policies cost too much for large numbers of people to 

purchase without very substantial public subsidies. And if large public subsidies are to be made, 

then the high administrative, profit, and overhead costs of private insurance make it a highly 

inefficient way to finance care. From a policy perspective, the questions is what should be done 

for the large majority of people who will never have private long-term care insurance. 

Closely related to the first lesson is that voluntary approaches that depend on individuals 

making financial plans for an distant event--such as becoming seriously disabled when they are 
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85 years old--that they would rather not think about and do not believe will ever happen to them 

are not likely draw many participants. Even for retirement security issues that everyone 

personally expects to have to address--income support and health care--society has recognized 

the need for compulsory systems of financing. 

Especially in a world where comprehensive health reform seems politically unrealistic 

and where expanding the public role seems unlikely, the notion of a public/private partnership is 

appealing but is hard to make more than a slogan. The hard reality is that the financing of long­

term care is overwhelmingly the responsibility of the public sector. For example, in 1997 only 

23 percent of nursing home residents were private pay, a proportion that has been declining 

slightly in recent years, mostly because of the increase in Medicare utilization (American Health 

Care Association, 1998). Moreover, a substantial portion of the private payments are publicly­

financed Social Security benefits. Only about 22 percent of home care expenditures for the 

elderly are out-of-pocket or private insurance payments; public programs, especially Medicare, 

dominate financing (Committee on Ways and Means, U.S. House of Representatives, 1998). 

Given the limjtations in private sector initiatives, public policy should focus on making the 

public programs work better rather than seeking to shift the burden from the public to private 

sectors. 

Americans are obsessed with reducing the size of the public sector, but from the 

perspective of the burden on society, it scarcely matters whether long-term care is financed 

through the public or private sectors because the level of expenditures are likely to be 

comparable (especially if there is widespread private long-term care insurance). The real 

question is whether long-term care will be financed to a significant extent by catastrophic out-of-
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pocket costs imposed on those individuals unlucky enough to need nursing home or home care or 

whether it will be spread more broadly over society as a whole. 

It should be noted that the line between public and private institutions, and between taxes 

and premiums is not as bright in some other countries as it is in the United States. Germany, for 

example, has enacted a compulsory social insurance program for long-term care that depends on 

heavily regulated nongovernmental "sickness funds" and private insurance companies (Wiener 

and Evans, forthcoming 1999). Moreover, despite the fact that premium payments are 

mandatory, they are not viewed by the public as taxes. Germany is the only country in the world 

where private insurance plays a nontrivial role in financing long-term care because upper-middle 

class and upper income citizens have the option of receiving their coverage from private insurers 

rather than "sickness funds." Although it is astounding to Americans, Germany's expansion of 

mandatory social insurance actuaJly reduced public spending by shifting funding from the 

Laender (the equivalent of states) to these nongovernmental agencies. The fuzziness of the line 

between the public and private sector allows Germany to use private organizations to achieve 

many social goals. In general, the United States lacks these intermediate kinds of organizations, 

although Blue Cross in earlier years had certain similarities to the "sickness funds." President 

Clinton's efforts to establish "health alliances," which also had certain similarities to the German 

"sickness funds," ended in failure. 

WHERE DO WE GO FROM HERE? 

The best solution to the problems of long-term care financing would be to increase public 

financing on a nonmeans-tested basis (Wiener, Illston, and Hanley; 1994; Rivlin and Wiener, 
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1988). Doing so would recognize long-term care as a normal risk of growing older, provide 

universal coverage for all Americans, prevent catastrophic out-of-pocket expenditures which are 

now routine, establish a strong base of public support, create a more balanced delivery system, 

and improve access and quality. However, doing so would mean a substantial tax increase, 

which is unlikely in the current political environment, especially given the long-run financial 

status of the Medicare and Social Security programs. In the wake of the collapse of health 

reform in 1994, comprehensive reform proposals are unlikely to be enacted in the near term. 

Given that political reality, there are still a number of more modest options that should be 

considered positively and others that should not. First, the national regulatory standards for 

private long-term care insurance established by HIP AA should be substantially strengthened. 

Especially lacking are adequate protections for inflation, which can have devastating impact on a 

policy's purchasing power, and nonforfeiture benefits, the lack of which artificially reduce 

premiums and create products dependent on high rates of lapse to maintain profitability. While 

not too many people purchased partnership policies, they are of a much higher quality than 

nonpartnership policies (McCall and Korb, 1997, McCall, 1997). Since only "approved" policies 

are eligible for the enhanced asset protection, state regulators sought to use the partnerships as a 

"carrot" to induce insurance companies to upgrade the quality of their policies, but, as noted 

above, they did not prohibit the sale of lesser policies. From the perspective of the initiative, 

allowing insurance companies to sell noncomplying policies was a fai lure of political will that 

dramatically undercut the initiative and casts doubt on the commitment of the insurance industry 

to the partnership concept. 
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Relatedly, although private long-term care insurance obtained valuable tax benefits as 

part of HIP AA, the insurance industry has proposed additional tax incentives, such as allowing 

individuals to take a tax credit rather than a deduction for purchase of insurance and not to 

require that deductions be limited to expenditures in excess of 7 .5 percent of adjusted gross 

income. Such additional tax benefits should not be enacted. To begin with, most of the tax 

expenditures will be for people who would have purchased policies anyway. As a result tax 

subsidies are very costly ways of promoting private insurance. For example, estimating the effect 

of an income-related tax credit for the purchase of private long-term care insurance, Wiener, 

Ulston and Hanley (1994) calculated the cost per additional policy induced by the tax benefit at 

between $1,700 and $1,900 per year. In addition, these inefficient tax incentives are likely to 

result in substantial tax losses to the federal government. Insurance advocates argue that 

reductions in Medicaid nursing home and home care expenditures will offset the tax loss, but this 

is unlikely because of the financial status of people likely to purchase private long-term care 

insurance. Wiener, Illston and Hanley (1994) estimate that the tax loss through 2018 from an 

income-related tax credit would be at least four times the Medicaid savings. Finally, unless the 

benefit is a refundable tax credit (of which the Earned Income Tax Credit is the only example), 

tax incentives are ineffective for people who have little or no tax liability, who tend to be lower 

income. This is especially a problem for the elderly since only about half have any income tax 

liability (Committee on Ways and Means, 1998). 

For the major public programs--Medicaid and Medicare--at least four incremental 

strategies should be considered. First, without costing an outlandish amount, the financial 

eligibility standards for Medicaid could be made more lenient. By liberalizing Medicaid 



eligibility criteria, the safety net can be cast more widely so that fewer people face complete 

impoverishment before receiving benefits, while at the same time continuing to target public 

expenditures to those people with the greatest financial need. This option would accomplish 

much of the financial protections sought the partnership initiatives, albeit at additional public 

cost. Wiener, Illston, and Hanley ( 1994) estimated the cost of raising the level of protected 

assets to $30,000 for individuals and $60,000 for married couples, increasing the level of 

protected income for community-based spouses to 200 percent of the federal poverty level for 

couples, and augmenting the personal needs allowance to $ 100 per month would be about $5 

billion a year. Obviously, less generous eligibility standards would cost less. 
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Beyond eligibility criteria, ways should be found to create a more balanced delivery 

system in Medicaid. Despite all of the policy rhetoric favoring expanding home and community­

based services, only IO percent of Medicaid long-term care expenditures for the elderly are for 

noninstitutional services (Wiener and Stevenson, 1998b ). Eliminating the requirement that states 

obtain approval from the Health Care Financing Administration in order to implement Medicaid 

home and community-based services waivers would probably help marginally, but few states 

have found that requirement to seriously impede their implementing what they want to do. 

Although federal/state conflict over approval of waivers was substantial and bitter during the 

Reagan and Bush administrations, regulatory changes implemented by the Clinton administration 

have made obtaining home and community-based services waivers fairly routine (Holahan, 

Wiener, and Liska, 1997). More effective in altering the balance of care would probably be 

eliminating the home and community-based services waiver requirement that states limit 

eligibility to people at high risk of institutionalization and allow states to provide eligibility to 
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people higher up the income and asset distribution than is now permissible. There are many 

older people who are in need of long-term care services but are not so disabled as to qualify for 

nursing home care or who have more income and assets than allowed to qualify for Medicaid but 

not enough to pay for their own home care services. 

Finally, the Medicare home health benefit needs to be rethought and the funds perhaps 

channeled into a new program. Medicare home health expenditures have skyrocketed from $2.6 

billion in 1989 to approximately $20 billion in 1998, mostly as a result of the liberalization of 

Medicare coverage criteria in 1989. Yet if starting from scratch in 1989, few long-term care 

experts would have chosen to expand home and community-based services through the Medicare 

home health benefit. The Medicare home care benefit lacks independent assessment of need and 

case management, is restricted to a narrow range of expensive benefits and providers, and has 

virtually no incentives for utilization control. Many observers believe that there are more 

efficient and effective ways to provide home and community-based services. 

One alternative might be to revamp the Medicare home health benefit to be more like 

state home care systems, but it would be difficult to merge the fairly rigid open-ended entitlement 

character of Medicare with the flexibility that is needed in long-term care. Another alternative 

might be to separate out the incremental funds spent as a result of the coverage liberalization and 

use it to fund a smaller version of the long-term care component of the Clinton health plan of 

1993 (Wiener and Illston, 1994). That plan would have provided federal funds to the states on an 

extremely favorable matching basis to finance a very wide range of home and community-based 

services for persons with problems with three out of five activities of daily living or severe 

cognitive impairment of all ages and all income groups. Home health provider groups would 
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likely resist the change, however, as would some elderly advocacy groups who would perceive it 

as a Medicare cut. 

Fourth, ways need to be found to integrate acute and long-term care services and 

financing, most likely through managed care, but in ways that protect long-term care. Older 

persons who need long-term care services currently encounter a fragmented financing and 

delivery system. Financing acute care is largely the province of Medicare and the federal 

government, whereas long-term care is dominated by Medicaid and state governments. Because 

of the separation of financial responsibilities, there exists a strong incentive for the federal 

government to shift costs to the states and vice versa. 

The best know demonstrations of these types of strategies are the Social Health 

Maintenance Organizations (Social HM Os) and Program of All-inclusive Care of the Elderly 

(PACE). State officials are generally supportive of these demonstrations, but are looking for 

large-scale purchasing strategies that can enroll thousands of Medicare and Medicaid dually 

eligible individuals, and the Social HMO and PACE demonstrations do not provide that 

mechanism. Although states have been very interested in acute and long-term care integration, 

progress has been slow, in part because it is inherently difficult and in part because federal 

waivers of Medicaid and sometimes Medicare rules are required. 

Of great concern to long-term care advocates is the potentially negative effect that these 

models might have on long-term care. Many HMOs have little experience or skill with the 

elderly in general and almost none with long-term care, raising questions about whether they 

know how to care for this population. Fiscal pressures within an integrated system could short­

change long-term care services if managed care entities do not view long-term care as a priority 
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or if acute care overruns its budget. In addition, long-term care could become overmedicalized 

and services less consumer directed if the balance of power shifts from the individual client and 

his or her chosen provider to HM Os. 

Finally, President Clinton has proposed a $1,000 nonrefundable tax credit for severely 

disabled taxpayers or their caregivers. The President is to be commended for raising the long­

term care issue, which has been ignored in the debate on Social Security and Medicare but is the 

part of retirement security for which Americans are least well prepared. However, as noted 

above, half of the elderly pay no federal income taxes at all and the proportion of disabled elderly 

with no tax liability is almost certain to be higher. Moreover, younger people with severe 

disabilities have very low labor force participation rates and few are likely to pay taxes, making 

them ineligible for the benefit (Wiener and Sullivan, 1995). Thus, while most beneficiaries of 

the credit are likely to be relatively middle class, the proposal provides nothing for most 

moderate and lower-income older and younger people with disabilities. And the $ 1,000 credit, 

while not a trivial amount of money with which to buy services, is not sufficient to meet the 

needs of people with severe disabilities. Moreover, there is no guarantee that the money will be 

spent on long-term care services. With a $ 1 billion a year price tag, direct spending through the 

Social Services Block Grant or Older Americans Act programs would probably do a better job of 

targeting services to people needing long-term care services. 
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CONCLUSION 

No other part of the health care system generates as much passionate dissatisfaction as the 

organization and financing of long-term care services. Given strong resistance to increasing 

public spending, there has been increasing interest in private long-term care insurance, in part 

driven by the hope that Medicaid expenditures could be reduced. The high costs of private 

insurance and the modest incomes of most elderly have stymied large scale growth in the number 

of policies sold. As a result, a number of proposals have been put forward to promote private 

insurance of which the public/private partnership for long-term care is one of the best known in 

policy circles. 

While there has been extensive debate (at least within long-term care experts) on the pros 

and cons of the partnership plans, with skeptics arguing that budget neutrality is not assured, 

policies are too expensive and only likely to benefit the well-to-do, and that asset protection is an 

improper role for Medicaid. This policy debate, however, has been made moot by the very few 

number of people who have been willing to purchase qualified policies. The market seems to be 

much smaJler than anyone had anticipated. 

Reasons for the small number of policies being sold probably include the still high cost of 

policies, the limited appeal of asset protection, the unwillingness of people to use Medicaid, and 

the lack of real commitment by insurance agents. The modest results of the partnership provide 

several sobering messages for policymakers on the limitations of private insurance, voluntary 

approaches, and options that attempt to meld public and private approaches. Efforts in other 

countries to create public/private partnerships seem to be easier because of the more widescale 

use of nongovernmental organizations to administer mandatory programs. 
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If the public/private partnerships for long-term care seem unlikely to advance long-term 

care reform very far and comprehensive social insurance approaches seem unl ikely to be enacted, 

there are still a number of incremental options that would be worthwhile. These include 

strengthening regulation of private long-term care insurance, liberalizing Medicaid eligibil ity 

rules and expanding its funding of home and community-based services, reforming the Medicare 

home health benefit, integrating acute and long-term care, and providing tax credits for family 

caregivers. These are all incremental steps that ought to be within the reach of policymakers. 

For long-term care policymakers and advocates, the current situation is extremely 

frustrating. On the one hand, private sector initiatives and incremental changes are unlikely to 

provide the comprehensive solutions that are needed. On the other hand, there is little political 

appetite for more expansive public programs. Indeed, getting public attention to the issue of 

long-term care at all has been difficult, despite an aging population. 

Changing demographics will, of course, eventually put long-term care on center stage. 

This will certainly happen when the baby boom generations needs long-term care, but may occur 

well before then. In the near future, virtually all of the parents of the baby boom generation will 

be elderly and start to need long-term care. These older persons will tum to their adult children 

for care and, in some cases, financial assistance. At that point, long-term care will no longer be 

merely an academic issue, but an intensely personal one. The question of "How are we going to 

take care of Mom?" will become a major concern for a substantial portion of the population. At 

that time, the combination of the elderly and their adult children may make it into an issue that 

nobody will be able to ignore. 
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State Policy On 
Long .... Term Care For 
The Elderly 
States approach their long-term care policies differently, but 
all agree that curbing spending is the top priority. 

by Joshua M. Wiener and David G. Stevenson 

ABSTRACT: In the thirteen Assessing the New Federalism states, strategies to 
control the rate of increase in long-term care spending are extremely varied, 

especially in comparison with acute care·s single-minded focus on managed 
care. States use three broad strategies: offsetting state spending with in­
creased private and federal contributions, making the delivery system more 

efficient, and using traditional cost-control mechanisms, including controlling 
the nursing home bed supply and cutting Medicaid reimbursement rates. 

L
ONG - TER M CARE S ERV ICES forolderadultsrepresentamajor NEW 

share of total health care spending in the United States and an FEDERALISM 

area of growing concern for state policymakers. Nursing home 
and home health care accounted for almost 12 percent of personal 
health expenditures in 1995 and approximately 14 percent of all state 
and local health care spending.1 Importantly, neither private insur-
ance nor Medicare covers long-term care to any significant extent, 
and few older adults have private long-term care insurance. The 
disabled elderly must rely on their own resources or, when these are 
depleted, turn to Medicaid or state-funded programs to pay for their 
long-term care. Medicaid long-term care expenditures for the elderly 
are projected to more than double in inflation-adjusted dollars be-
tween 1993 and 2018 because of the aging of the population and 
price increases in excess of general inflation. 2 

Because of the high cost of long-term care (a year in a nursing 
home cost an average of $46,000 in 1995), Medicaid coverage for 
long-term care provides a safety net for the middle class as well as 
for the poor.1 Approximately one-third of discharged nursing home 
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residents pay out of private funds when admitted and eventually 
spend down to Medicaid eligibility.4 In 1997, 68 percent of nursing 
home residents were dependent on Medicaid to finance at least 
some of their care.~ 

Although states are motivated by a variety of goals, the vast ma­
jority of long-term care initiatives are aimed at controlling the rate of 
increase in state spending, especially since Medicaid is the primary 
source of fi nanci ng for long-term care. As in the rest of the Medicaid 
program, states have cons iderable flexibiHty in providing long-term 
care services. In fact, states' strategies to limit long-term care spend­
ing are fa r more varied than for acute care, where there is a s ingle­
minded focus on increasing managed care enrollment. 

Methodology And Background 
This analysis is part of the Urban lnstitute's Assessing the New 
Federalism (ANF) project .6 In brief, the project analyzes state health, 
income support, and social service programs for the low- income 
population, primarily in thirteen states that account for 54 percent 
of total Medicaid spending for long-term care for the elderly.7 The 
information included in this paper was collected largely from inter­
views and documents collected at site visits performed in t he second 
half of 1996 and the first half of 1997, with updates obtained from 
various tracking services and publications. Qualitative data col­
lected from representatives of state health and social service agen­
cies, state legislators, long-term care provider associations, and ad­
vocates for the elderly and disabled provide the basis for the 
state-specific information we present. Persons interviewed were 
assured that they would not be quoted by name. 

Exhibits l and 2 present indicators of potential demand for and 
supply of long-term care services in the ANF states and nationally. 
Almost $54 billion was spent on long-term care for persons of all 
ages by the Medicaid program in 1995 (34 percent of total Medicaid 
expenditures) . Long-term care spending on older beneficiaries ac­
counted for the majority ($30 billion) of this spending. Three­
fourths of Medicaid expenditures for the elderly were for long-term 
care services. 

There was considerable diversit y among the ANF states in the 
level and distribution of long-term care spending for the elderly in 
1995 (Exhibit 3). The growth in Medicaid long-term care spend­
ing nationwide w as 10.7 percent an nually from 1990 to 1995 (com­
pared with 16.7 percent for t otal Medicaid spending); nursing 
facili ty spending outpaced home care spending over this same 
period ( Exhibit 4). 
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EXHIBIT 1 
Demographic Characteristics And Potential Demand For Long-Term Care Services In 
Thirteen States, 1995 and 1996 

Total elderly Elderly as Elderly Medicaid Elderly beneficiaries 
population percent of total beneficiaries as percent of total 
(thousands)' population• (thousands)b beneflclarfesb 

United States 34,100 12.8% 3,889 11.1% 

Alabama 566 13.1 71 13.3 
California 3.486 10.6 486 9.8 
Colorado 382 10.1 37 12.5 
Florida 2,743 19.0 211 12.2 

Massachusetts 841 14.1 101 14.0 
Michigan 1,193 12.4 86 7.4 
Minnesota 583 12.5 57 12.3 
Mississippi 338 12.6 67 12.8 

New Jersey 1,100 13.8 90 11.6 
New York 2.419 13.3 371 12.3 
Texas 1,927 10.2 308 12.2 
Washington 646 11.5 53 8 .3 
Wisconsin 698 13.4 64 14.0 

SOURCES: See below. 
a U.S. Department of Commerce, Bureau of the Census, Current Population Sun,ey projections for 1996. 

b Urban Institute calculations based on Health care Financing Administration (HCFA) Form 64 data for 1995. 

Strategies To Control Long-Term Care Spending 

Overall, states might use three broad strategies to control spendjng: 
(I) offset state spending for long, term care with increased private 
and Merucare contributions; (2) reform the delivery system so that 
care can be provided more efficiently; and (3) use trarutional cost, 
control mechanisms such as controlling nursing home bed supply 
and cutting Medicaid reimbursement rates. The thirteen ANF states 
vary in the extent to which they focus on each of these strategies and 
in how far they have progressed in implementing substantial reform. 
■ Increase private and federal resources. States are bringing 

additional private and federal resources into the long, term care fi , 
nancing system in several ways. 

Encourage private long,term care insurance. For middle, class nursing 
home residents, private long, term care insurance could prevent 
both their impoveris hment and subsequent Medicaid spending. 
However, only about 5 percent of the elderly have any type of long, 
term care insurance, primarily because of its high cost.8 While 
Joshua Wiener and his colleagues found that long,term care insur, 
ance policies are unlikely to have much impact on Medicaid long, 
term care expenditures, Marc Cohen and his colleagues had more 
optimistic projections.9 

Although some ANF states (such as California, Minnesota, 
Washington, and Wisconsin) offer private long, term care insurance 
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EXHIBIT 2 
Characteristics Of The Long-Term Care Systems In Thirteen States, 1995 

Licensed home 
Licensed nursing facilities Licensed residential care health care 

Beds per Beds per Agencies per 
thousand thousand thousand 

Total Total persons age Total Total persons age Total persons age 
facllltles beds 75 andolder facll ltles beds 75 and older agencies 75 and older 

United States 14,264 1 ,781.912 133.1 44,564 707,024 52.8 13,140 0.98 

Alabama 238 24,318 90.0 208 4.892 18.1 1ao• 0.67 
California 1,397 130.125 90.7 9,572 152.419 106.2 807 0.56 
Colorado 226 20,251 207.5 372 7,444 76.3 1833 1.88 
Florida 678 77,145 76.7 2.341 63.877 63.5 1,912 1.90 

Massachusetts 591 56,912 168. 7 167 5.500 16.3 118• 0.53 
Michigan 453 51,203 83.9 4,760 44,793 73.4 1903 0.31 
M innesota 440 44,792 200.9 2,688 11.304 50.7 659 2.96 
M ississippi 176 16,604 140.9 140 2,710 23.0 74 0.63 

New Jersey 363 49,818 121.3 493 17,840 43.4 75 0.18 
New York 663 114,601 111. 7 1,341 38,926 37.9 913 0.89 
Texas 1,346 129,677 185.2 508 14,548 20.8 2.399 3.43 
Washington 304 28,869 122.5 2.188 22.912 97.2 166 0.70 
Wisconsin 424 48,332 211.8 1.605 20.157 88.3 202 0.89 

SOURCE: B. Bedney et al., 1995 Stare Data Book on Long-Term care Program and Market Chan1cteristics (San Francisco: 
University of california, San Francisco. November 1996). 
• Certified home health agencies 

to state employees, few states have organized efforts to promote the 
purchase of policies. Nonetheless, many Medicaid officials and 
providers voice great anxiety over whether the current financing 
system is sustainable and hope for a long-run shift of financing from 
Medicaid to private insurance. 

Of the ANF states, California and New York are the most active in 
promoting private long-term care insurance and have established 
public/private partnerships to encourage its purchase.io Under these 
partnerships states allow persons who buy a st ate-approved long­
term care policy to keep more assets than normally allowed to qual­
ify for Medicaid. California consumers can buy a level of private 
coverage equal to the amount of assets that they wish to protect.11 

New York consumers can protect an unlimited amount of assets 
from spend-down by purchasing three years of coverage. 

Other states have considered similar approaches. In Massachu­
setts a planned partnership program similar to California's was dis­
continued by Gov. William Weld's administration in 1990 out of 
concern that it contributed to the perception that Medicaid was a 
middle-class entitlement rather than a program limited to the poor. 
Colorado and Michigan have sought to establish partnerships but 
have not implemented them because federal rules established in the 
Omnibus Budget Reconciliation Act (OBRA) of 1993 make the pro­
tected assets subject to mandatory estate recovery. 
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EXHIBIT 3 
Medicaid Long-Term Care Expenditures For Elderly Beneficiaries In Thirteen States, 
By State And Type Of Service, 1995 

Total long- Proportion of long-term 

term care Long-term care Long-term care ,pending care ,pending 

, pending a, percent of Per elderly Per elderly Nursing Mental Home 
(tho11Nnd1) total Medicaid beneficiary rnldent faclltty ICF-MR1 health care 

United States $30,413,715 19.5% $ 7.821 $ 967 84.1% 2.0% 3.6% 10.3% 

Alabama 371.497 19.0 5,210 632 92.0 0.4 3.1 4.5 
California 2,100,690 11.1 4,319 620 79.8 3.4 8.4 8.4 
Colorado 266,248 17.5 7,290 862 89.9 0.1 0.8 9.1 
Florida 1,117.491 18.2 5,293 475 94.2 0.6 1.2 4.0 

Massachusetts 1,302,359 23.3 12.872 1,763 92.7 2.3 1.1 4.0 
Michigan 934,999 18.3 10.859 793 89.9 1.4 4.7 4.0 
M innesota 871,810 31.7 15.403 1,817 93.2 1.4 1.8 3.6 
M ississippi 239.414 15.7 3,593 752 98.6 1.2 0.0 0 .2 

New Jersey 1,011,315 18.8 11,184 1.008 83.7 3.5 2.3 10.5 
New York 5,702,398 24.2 15,354 2.444 66.4 3.2 7.4 23.1 
Texas 1.400.461 16.1 4,547 785 76.3 2.5 0.0 21.2 
Washington 483,899 17.1 9,111 876 92.7 1.4 0.2 5.7 
Wisconsin 747,715 31.0 11,676 1,418 92.4 2.5 0.7 4.4 

SOURCE: Urban Institute calculations based on Health Care Financing Administration (HCFA) Form 64 data. Prepared for the 
Kaiser Commission on the Future of Medicaid. 
NOTES: Does not Include disproportionate-share hospital (DSH) payments, administrative costs, accounting adjustments, or 
spending In the U.S. Territories. Totals may not add because of rounding. "Nursing facility' refers to skilled nursing facilities/other 
intermediate care facilities. 
• Intermediate care facility for the mentally retarded. 

So far, the partnerships have failed the market test . The California 
and New York partnerships have spurred the purchase of fewer than 
17,000 policies in both states combined, despite the presence of more 
than six mi]Jjon elderly persons in the two states.12 Yet both states 
remain committed to expanding private coverage for long, term care. 
California intends to make its insurance product more affordable. 
New York Governor George Pataki has made increasing private 

EXHIBIT 4 
Medicaid Long-Term Care Expenditures For Elderly Beneficiaries Natlonally, By Type Of 
Service, 1990-1995 

Long-term care expenditures (mllllons) Average annual growth 

1990 1995 1990-1995 
Total 18,307 30,414 10.7% 

SN F / ICF-other3 15,072 25,572 11.2 
ICF-MRb 384 616 9.9 

Mental health 959 1,107 2.9 
Home care 1,892 3,119 10.5 

SOURCE: Urban Institute calculations based on Health Care Financing Administration (HCFA) Forms 2082 and 64 data. 
NOTES: Does not include disproportionate-share hospital (DSH) payments, administrative costs, accounting adjustments, or 
spending in the U.S. Territories. Totals may not add because of rounding. 
• Skilled nursing facilities/other intermediate care facilities. 
b Intermediate care facility for the mentally retarded. 
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financing the centerpiece of "Securing New York's Future," the 
state's plan for long-term care. and the legislature has provided 
permanent statutory authorization for the partnership. Both states 
hope that improved marketing strategies will boost enrollment. 

Reduce Medicaid estate planning. Over the past several years policy­
makers and the media have focused attention on middle-class and 
wealthy elderly persons who transfer. shelter. and underreport as­
sets-so-called Medicaid estate planning-to appear poor enough 
to quaHfy for Medicaid-financed nursing home care.11 Congress has 
legislated against these practices on numerous occasions (most re­
cently in the Balanced Budget Act [BBA l of 1997), but some argue 
that the legislative prohibitions are easy to circumvent. 

Although the rhetoric surrounding the issue is passionate and all 
states acknowledge it as somewhat of a problem. Massachusetts, 
New Jersey. and New York were the only ANF states in which asset 
transfer was thought co be a major public policy issue. It is of par­
ticular concern in New York. where there are approximately 1,200 
elder-law attorneys and where newspaper and magazine advertise­
ments relating to asset transfer are said to be ubiquitous. The liti­
gious culture and the hostility of the state courts to rules requiring 
middle-class citizens to impoverish themselves make cracking 
clown on asset transfer difficult. Nonetheless, state officials believe 
that reducing asset transfer is a critical prerequisite to motivating 
citizens to purchase long-term care insurance policies and. more 
generally. to viewing Jong-term care as a private responsibility. 

Maximize Medicare financing. States have long sought to shift Medic­
aid Jong-term care expenditures to Medicare but have been f rus­
trated by the narrow range of Medicare coverage for nursing home 
and home health care. That situation has changed dramatically since 
the late 1980s, when Medicare postacute coverage rules were liber­
alized. making the benefits more oriented toward long-term care. 
Medicare home health spending totaled $17.2 billion in 1995, dwarf­
ing the $3.1 billion spent by Medicaid on home and community­
based services for the elderly. •◄ 

In response, some states have initiated "Medicare maximization" 
efforts to ensure that Medicare pays for home heaJch and nursing 
facility care whenever possible. These efforts take the form of edu­
cating providers and consumers about Medicare benefits, improving 
the data system to identify dual eligibles (persons eligible for both 
Medicare and Medicaid) and instances of inappropriate billing, and 
requiring that all long-term care providers be certified by both pro­
grams and that they bill Medicare whenever there is the slightest 
chance of reimbursement. Partly reflecting these initiatives. one re­
cent study of home health expenditures suggested an inverse rela-
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tionship between Medicare and Medicaid home health spending.'5 

Among the ANF states, Massachusetts and New York have 
linked Medicaid nursing home payment rates to the industry's suc­
cess in Medicare maximization. Nursing home and home care 
providers in New York were required to increase Medicare revenues 
by I percent (in aggregate) over base expenditures in 1995 and 1996 or 
face cuts in Medicaid payment. Medicaid nursing home rates in Mas­
sachusetts are actively negotiated annually with adjustments contin­
gent upon Medicare utilization rates. The industry seems to have 
responded: The Medicare occupancy rate in Massachusetts nursing 
homes increased from 2 percent in 1990 to 11 percent in 1996; and home 
health providers billed almost $12 million retrospectively to Medicare. 

These strategies are not without their problems, however. Agen­
cies in Wisconsin struggle to respond to extensive audits and direc­
tives to bill Medicare first. Home health agencies there contend that 
this mandate subjects agencies to Medicare penalties, which are 
levied if too many inappropriate claims are submitted. Retrospec­
tive home health payment audits also are difficult for providers, 
sometimes coming after Medicare's window for billing has closed. 

f inaUy, incentives to maximize Medicare reimbursement also 
depend on the comparability of Medicare and Medicaid payment NEW 

rares. For example, home health agencies in Alabama and Minnesota FEDERALISM 

beljeve that Medicaid rates are low enough that economic incen-
tives, not policy, drive providers to seek Medicare payments when-
ever possible. Conversely, Medicare payments seem to be less 
sought by home health agencies in New York because Medicaid 
reimbursement is perceived to be adequate. 
■ System reform. A second general strategy for saving money is 

to reorganize the health care delivery system in ways that make care 
more efficient and effective. This can be accomplished through ex­
tending managed care to include long-term care and by expanding 
home care and nonmedical, residential long-term care services. 

In tegrate acute and long-term care services through managed care. States 
have four goals in integrating acute and long-term care services, 
primarily through expanding managed care. First, they hope to 
achieve better-quality care, with providers no longer hamstrung by 
arbitrary divisions between acute and long-term care. Second, states 
seek to lower costs, as providers substitute lower-cost ambulatory 
and home-based care for more expensive inpatient care. Addition­
ally, states hope to save money by shifting costs to Medicare for dual 
eligibles and by claiming most of the potential savings for Medicaid. 
For example, in its demonstration in the Houston area, Texas hopes 
to use "zero-premium" health maintenance organizations (HMOs) 
(that is, HMOs that charge no additional premiums to Medicare 
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beneficiaries) . which provide more generous benefits than tradi­
tional Medicare does. Since Texas Medicaid now pays for some of 
these benefits (such as prescription drugs), the state can save money 
simply by enrolling dual eligibles in these HMOs. Third, some 
states, such as Massachusetts, Minnesota, and Wisconsin, are delib­
erately reducing the number of providers so that officials can focus 
on setting contract standards and monitoring performance. FinaUy, 
capitation payments shift much of the financial risk from govern­
ment to providers and make state spending more predictable. 

Although several ANF states (including California, Colorado. 
Massachusetts, New York, Texas, W ashington, and Wisconsin) 
have Program of All-inclusive Care of the Elderly (PACE) or social 
HMO demonstration sites, st ate officials are more interested in 
strategies to enroll thousands of dual eligibles.'6 AU of the AN F 
states (except Alabama and Mississippi. which have little managed 
care on which to build) are planning or implementing initiatives to 
enroll persons in managed care programs that integrate acute and 
long-term care. Especially notable are Minnesota's Senior Health 
Options demonstration, Colorado's Integrated Long-Term Care Fi­
nancing Project, Florida's Long-Term Care Community Diversion 
Pilot Project , Texas's STAR+ Plus Integrated Care Project, and Mas­
sachusetts's Senior Care Organizations. However, many of these 
efforts are small in scale and preliminary in their implementation. 

Although there are exceptions. most of these efforts emulate the 
PACE model's focus on dual eligibles (although not PACE's focus on 
persons at risk of institutionalization) and the social HMO model's 
use of convencional HMOs. New York, Michigan, and Wiscons in 
are beginning the process by integrating long-term care alone, with­
out adding acute care services. 

Progress for these integration efforts is often slow because almost 
all require Medicaid and sometimes Medicare research and demon­
stration , freedom-of-choice, or home and community-based services 
waivers. States generaUy have found negotiations with the Health 
Care Financing Administration (HCFA) and the Office of Manage· 
ment and Budget (0MB) to be frustrating on two major points. 
First, several states would like to receive Medicare payments di­
rectly and combine them with Medicaid funds into a single capi­
tated payment, but HCFA has maintained that it will not "block 
grant" the Medicare program to the states. Second, several states 
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fear that participation in t hese integrated systems will be modest 
unless enrollment is mandatory. HCFA, however, has insisted that 
dual eligibles are Medicare beneficiaries first and foremost and are 
entitled to freedom of choice.17 

The integration of acute and long-term care services could realign 
service delivery and financing in ways that not all agree are desir­
able. In May 1997 the Wisconsin Department of Health and Family 
Services proposed to "redes ign" the public long-term care system 
across the age spectrum by relying on managed care and a single 
capitated payment to integrate acute and long-term care. The nurs­
ing home industry was generally supportive of the plan, believing 
that it would benefit financially from the substitution of nursing 
home care for hospital care. The state's proposal, however, was 
withdrawn in June 1997 in response to heavy criticism from elderly 
and disability advocacy groups and county officials. 

Opponents of the redesign were critical of the state's reliance on 
managed care organizations that they believed had little experience 
or skill with the elderly or with long-term care. Critics in Wisconsin 
also worried that fiscal pressures within an integrated system could 
short-change long-term care if providers do not view long-term care 
as a priority or if acute care overruns its budget. In addition, long- NEW 

term care could become overmedicalized and services less consumer FEDERALISM 

directed if the balance of power shifts from the individual client and 
his or her chosen provider to HM Os. Home care providers also were 
concerned about their relative negotiating strength and the poten-
tial bias of managed care toward institutional care. Finally, counties 
were concerned that the redesign would diminish their traditional 
role in long-term care service delivery. 

Expand home and community-based services. Policymakers in every 
ANF st ate endorse expanding home care and creating a more bal ­
anced delivery system as goals. However, only 10 percent of Medic­

f";id long-term care expenditures for the elderly were for home care in 
~ 995, and spending was uneven across the states.18 California, Mas­

sachusetts, New York, and Texas accounted for 60 percent of na-
tional Medicaid home care expenditures for the elderly in 1995 (33 
percent of aU elderly Medicaid beneficiaries reside in these states)_l9 

( 

In addition, California, Florida, Massachusetts, and Wisconsin 
have sizable state-funded home and community-based care pro­
grams. Forgoing federal Medicaid matching funds aliows states 
maximum flexibility in determining eligibility, providing services, 

I WI ENER .CHP 

and setting budgets. All states together spent only $1.2 billion on 
state-funded home care programs for the elderly, mostly for persons 
who could not qualify for Medicaid.20 

States can fund Medicaid home and community-based services 
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either through coverage of home health (a mandatory benefit) and 
personal care (an opt ional benefit) or by applying for home and 
community-based services waivers th rough Section 1915(c) of the 
Social Security Act . Ali of the ANF states deliver long-term care 
services for the elderly through home and community-based waiv­
ers, but the extent to which Medicaid home care in each state is 
defined by these waivers varies greatly? 

California, Massachusetts, New York, and Texas have accom­
plished most of their expansion of home and community-based serv­
ices through coverage of personal care and home health through the 
regular Medicaid program. If states choose t his approach, then serv­
ices must be offered as an open-ended entitlement. 

~ 
Because of a fear of runaway spending, many states have chosen 

o use Medicaid home and community-based waivers, which give 
states greater control over utilization and eligibility.22 After a rela­
tively slow start in the early 1980s, home and community-based 
waiver expenditures (for the elderly and nonelderly) have risen from 
$0.7 billion in 1988 to $4.6 billion in 1995, although the vast majority 
of spendjng is for youngerpersons with mental retardation or devel­
opmental disabilities. 2i 

LONG-TERM Although federal/st ate conllict over approval of waivers was sub-
CARE stantial and bitter during the Reagan and Bush administrations, 

regulatory changes implemented by the Clinton administration 
have made obtaining home and community-based services waivers 
fairly routine. Indeed, some states-including Alabama, Florida, and 
Texas-have not used all of the "slots" approved by HCFA, primarily 
because state matching funds are not available. ANF states uniformly 
described their relationship with HCFA regarding home and com­
munity-based waivers as good. 

Cost containment strategics. In almost every state, home and commu­
nity-based services are "sold" primarily on their ability to achieve 
cost savings, although meeting unmet needs in the community and 
responding to consumers' preferences also are important. Most re­
search, however, suggests that total long-term care costs are likely 
to rise as large increases in the use of home care more than offset 
small reductions in nursing home use.24 On the other hand, a 1996 
study of Washington, Oregon, and Colorado concluded that home 
and community-based services were cost-effective alternatives to 
institutional care in these states. 25 

As the poucy commitment to community care has increased, some 
in the nursing home indust ry have questioned the cost-effectiveness 
of these services. Proponents of community care in Wisconsin be­
lieve that the significant decline in Medicaid nursing home utiliza­
tion rates in the state is a sign of success, but others caution against 
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reading too much into these declines because of the potentially 
confounding effects of the nursing home moratorium, tightened eli­
gibility standards for Medicaid nursi ng home coverage, and in ­
creased Medicare funding for skilled nursing care.26 

To generate savings through the use of home and community­
based services, states must limit per person spending and overall use 
for these services. Many states have established per person spending 
limits- generally, the average Medicaid nursing home care cost. 
According to some researchers, expenditures at this level are prob­
ably too high to achieve budgetary savings because of the difficulty 
in limiting use to those who otherwise would be institutionalized.27 

In Colorado the average per recipient cost of in-home and alterna­
tive care facilities is 16 percent and 14 percent, respectively, of the 
average per recipient Medicaid expenditure for nursing home care. 

To mitigate the "woodwork effect," states also must limit use of 
home and community-based care to those who otherwise would be 
institutionalized without services. Colorado is one of the few ANF 
states to impose two screens: first to determine whether a person 
needs nursing home care, and second to determine risk of institu­
tionalization. This process is criticized by some as making it more 
difficult to obtain home and community-based services than to ob- NEW 

t ain nursing home care, which reinforces the institutional bias of the FEDERALISM 

delivery system. Similarly, Texas sought to use "unmet need" as a 
criterion for obtaining waiver services but did not make the change 
because of resistance from providers and consumer groups, who 
said it posed an unfair burden on informal caregivers. 

ALI of the ANF states are exploring the potential role of residen­
tial alternatives to nursing home care. Florida, New Jersey, and New 
York finance the "care" part of some residential facilities through 
their Medicaid home and community-based waivers (Washington 
and Massachusetts provide residential care through a combination 
of state and Supplemental Security Income [SSI) funds), and Cali­
fornia and Alabama are debating the provision of such benefits. The 
states hope to provide services that are more homel ike, provide 
greater personal autonomy, and cost less than nursing homes do. In 
general, the nursing home industry contends that its residents are 
too disabled to be served adequately in these alternative settings, 
although in some states, such as Wisconsin, the nursing home in­
dustry is expandfog into nonmedical residential facilities. 

As states consider these alternatives, they face a number of diffi­
cult issues. States are struggling over how to superimpose new con­
cepts of consumer-oriented, homelike care on a surprisingly large 
existing stock of nonmedical resident ial facilities (see Exhibit 2). 
For example, although California has 130,000 nursing home beds, it 
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also has more than 152,000 residential facility beds. Moreover, resi­
dential care settings are expanding rapidly in many states and are 
often not subject to certificate-of-need (CON) restrictions. 

Another major issue is how to regulate these facilities in a way 
that allows persons to "age in place" while ensuring high-quality 
care. The problem is that federal and state regulatory structures are 
built on the concept of a continuum of care in which persons move 
from one level to another as they become more disabled. However, 
the whole notion of aUowing persons to age in place means bringing 
services to them in their "homes," wherever they may be, as they 
become more disabled. The result is sometimes a regulatory struc­
ture that is puzzling. Wisconsin, for example, has adopted detailed, 
institutionaUy oriented regulations for "community-based residen­
tial facilities," which are limited to persons without severe disabili­
ties. Yet the state has adopted very little regulation for assisted-living 
facili ties, even though it allows these fac ilities to serve disabled 
persons needing up ta twenty-eight hours of care a week. 

FinaUy, states are concerned about how to make t hese new resi­
dential options available to the moderate- and lower-income elderly 
population. Outside of Oregon, most assisted-living facilities are 
geared to upper-income elderly persons. In Alabama, Minnesota, and 
Wisconsin some critics contend that middle-class persons exhaust 
their private resources paying for care in residential facilities and, 
once impoverished, apply to nursing homes as Medicaid recipients. 
■ Tradltlonal strategies to control spending. Existing federal 

law gives states considerable flexibility in conventional cost-saving 
mechanisms such as controlling the supply of long-term care 
providers and limiting reimbursemen t rates. 

Control the supply of providers. Many states have responded to rising 
Medicaid long-term care spending by limiting the number of provid­
ers. These efforts have focused largely on nursing homes, where the 
general premise is that beds are likely to be filled with Medicaid 
residents. Although most ANF states limit nursing home beds 
through either CON requirements or moratoria for new construc­
tion, fewer states control the supply of home health agencies.28 

Although CON programs can limit nursing home supply, they are 
usuaUy required to judge only "need" and to ignore state budgetary 
concerns. 29 A blunter strategy used by many states is to pass a law 
prohibiting construction of new nursing home beds, often through a 
moratorium on certifying additional beds for Medicaid participa­
tion. Nationally, seventeen states had a moratorium on new con­
struction of nursing homes in 1995.10 Six ANF states (Colorado, 
Massachusetts, Minnesota, Mississippi, Texas, Wisconsin, and, un­
til 1996, Alabama) had moratoria on nursing home construction in 
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1997. In Alabama, Texas, and Mississippi exceptions have meant 
that the moratorium on new construction is not total. 

In Florida and Mississippi the nursing home industry is particu­
larly concerned about a saturated hospital market and has sought to 
limit the conversion of hospital beds to skiUed nursing units. This 
"back-door" expansion of hospital-based skiUed beds in Missis­
sippi, especiaUy in rural areas, has drawn a heated response from the 
nursing home industry, whkh has sought remedies through the 
state legislature. The New Jersey legislature required hospitals to 
meet long-term care licensure and certification requirements and 
prohibited them from serving subacute patients for more than eight 
days. HCFA is holding up implementation out of a concern that 
imposing an eight-day maximum might violate Medicare rules. 

Although limiting nursing home provider supply is likely to con­
trol spending over the short-to-medium term, the care needs of the 
elderly do not disappear just because provider supply is limited. 
Medicaid savings may be reduced to the extent that substitute serv­
ices are provided. Moreover, in several ANF states in which the 
nursing home supply has been limited (Alabama, Florida, Michigan, 
and Mississippi), some observers contend that access to nursing 
home care can be difficult, especiaUy in rural areas. NEW 

Cut reimbursement rates. Medicaid payment rates for nursing facility FEDERALISM 

care are a logical target for states trying to reduce the rate of growth 
in long-term care spending for the elderly. The impact of nursing 
home rate reductions on state budgets is predictable, immediate, and 
potentiaUy large. Thus, it is not surprising that reimbursement rates 
were targeted for savings in almost all of the ANF st ates during 1996 
and 1997. Proposals to achieve these savings rely on a wide variety of 
mechanisms, including reducing the ceilings on payment levels, 
curbing administrative costs, and changing from facility-specific, 
cost-based reimbursement to case-mix-adjusted, flat-rate systems. 
In an interesting innovation, Minnesota established a demonstra-
tion project in which 120 nursing facilities have agreed to a freeze in 
rates in exchange for waiver of certain state regulations (for exam-
ple, that half of the beds must be Medicare certified). 

Between .1980 and 1997 the Boren amendment governed how 
states reimbursed nursing homes under Medicaid. The amendment 
required that rates be "reasonable and adequate to meet the costs 
which must be incurred by efficiently and economicaUy operated 
facilities in order to provide care and services in conformity with 
applicable state and federal laws, regulations, and quality and safety 
standards" (Section 1902(a)(l3) of the Social Security Act). 

Although the Boren standard might appear to be minimal, states 
contended that it was nearly impossible to operationalize and that 
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the courts were unreasonable in its interpretation. As of 1993 thirty­
eight nursing home reimbursement lawsuits had been filed against 
states for violation of the Boren amendment's procedural or sub­
stantive standards. 11 Of the thirteen ANF states, nine have been the 
subject of a nursing home lawsuit. Despite the willingness to go to 
court in many states, the nursing home industry in Florida, Massa­
chusetts, New Jersey, and Wisconsin had decided in recent years 
not to file Boren amendment suits because of the legal costs, the 
length of time it takes lawsuits to be resolved, the possibility that 
federal rules would be repealed, and the fear that a court case would 
sour relations with state officials. 

State Medicaid officials universally opposed the Boren amend­
ment, although they differed as to how much they thought payment 
policies would change if it were eliminated. States felt that they 
were forced to spend too much on nursing homes and to go far 
beyond the minimalist language of the statute. In some states, such 
as Wisconsin, consumer advocacy groups supported the repeal of 
the Boren amendment and saw it as an opportunity to shift money 
from nursing homes to home care. 

With the repeal of the Boren amendment as part of the 1997 BBA, 
states will now have almost complete freedom in setting nursing 
home payment rates (although they must hold pubHc hearings).12 In 
a few states, including Texas, the nursing home industry believes 
that existing state laws can be used to force adequate payments. 

The problem with repealing the reimbursement standard is that 
Medicaid nursing home payment rates are already fairly low, and 
access to nursing home care could be compromised for Medicaid 
beneficiaries as the payment differential between private-pay and 
Medicaid patients widens. (Few nursing homes can survive without 
Medicaid residents, however, which limits the extent to which fa­
cilities can reduce access.) Recognizing the payment gap as a poten­
tial problem, Minnesota requires nursing homes to charge private­
pay residents the same amount that Medicaid pays. 

In addition, although there is little evidence of a simple relation ­
ship between cost and quality, there is probably some threshold 
level of reimbursement below which it is impossible to provide 
adequate quality of care. Quality of care in nursing homes has im­
proved over the past twenty years, but advocates for nursing home 
residents remain extremely concerned about the quality of care pro­
vided in many facilities. A recent Time magazine report on poor 
quality of care in CaHfornia nursing homes, which aUegedly has 
resulted in a large number of deaths, triggered a state and U.S. 
General Accounting Office investigation.11 In Texas, where quality 
has been a persistent issue, the nursing home industry contends that 
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the level of care is a direct result of low payment rates; the state 
argues that nursing homes have not always used the money pro­
vided to improve care. In many states the nursi ng home industry is 
fearful that it will be required to meet federal and state quality 
standards but wiU not be reimbursed enough to do so. 

The future impact of the Boren amendment's repeal on payment 
rates in AN F states is unclear. The nursing home industry is politi ­
cally powerful in every state and may succeed in maintaining the 
current level of reimbursement or close to it. To many observers, the 
Boren amendment was a "fig leaf." providing a convenient excuse to 
give the nursing home industry what it wanted. Nonetheless, nurs­
ing homes in every state are concerned that Boren's repeal will leave 
them vulnerable to significant Medicaid rate curs. 

Alabama is a case in point. Despite the political power of the 
nursing home association, Gov. Fob James Jr. moved to cut nursing 
home rates by as much as 30 percent after nursing home spending 
was identified as a primary reason for an $80 million (federal and 
state) Medicaid deficit in March 1997. The governor bitterly at-
tacked the nursing home industry for its "greed," reasoning that 
Alabama's rates had grown much more quickly than national or 
regional averages had. The nursing home industry responded by NEW 

warning about reduced quality of care and the possibility of pa- FEDERALISM 

tients' being turned out of their residences. In fall 1997 t he legisla-
ture adopted a compromise establishing a commission to invest igate 
nursing home reimbursement , making modest rate reductions, and 
raising the provider tax. Since the provider tax is an allowable 
Medicaid expense, the net effect is that the federal government will 
finance most of the Medicaid shortfall chat generated the crisis. 

Resource Allocation And Polltlcs 
Efforts to reform long-term care are strongly influenced by state 
politics. In the ANF states the political landscape is dominated by 
the nursing home indust ry, and the strength of home care groups 
and consumer groups for the elderly and young persons with dis­
abilities varies by state. 

The for-profit nursing home industry is viewed as the strongest 
health lobby on Medicaid issues in all of the ANF states. Thfa influ­
ence derives from several sources. First, nursing homes are far more 
focused on Medicaid and state policy than other provider groups 
are. Comparat ively, nursing homes are much more dependent on 
Medicaid revenue than hospitals or physicians are. Second, because 
nursing homes are so focused on state policy, they meet frequently 
with state officials, which increases the level of personal acquain ­
tance and friendship. 14 Third, the industry is large and well financed 
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enough to afford highly paid lobbyists and can commission studks 
to support its positions. Finally, nursing homes are frequent and 
large contributors to the political campaigns of governors and state 
legislators. 1~ Moreover, almost every legislative district contains 
some nursing homes, which means that nursing homes are constitu­
ents as well as lobbyists. In many states the nursing home industry 
is aligned with Republicans, who share the antiregulation views of 
the providers, even though they are often more fiscally conservative 
and less willing to support Medicaid than Democrats are. 

The industry may be strong, but it does not always get its way. 
Much of what nursing homes want is higher rates, which states are 
not always willing or able to fund. In addition, a history of quality 
concerns and of fraud and abuse has damaged the industry's public 
image, and policymakers and the public may be unconvinced that 
more money will improve patient care. Moreover, the for-profit 
status of most nursing homes leaves them vulnerable to charges that 
they are maximizing profits at the expense of residents. 

Finally, there are other players on the long-term care stage, in­
cluding various home care associations and advocacy groups for the 
elderly and young persons with disabilities. In general, except in 
New York, the home health care associations are not very influential 
in state Medicaid policy, in part because they often focus on Medi ­
care rather than Medicaid policies. In all of the ANF states the 
elderly are believed to be a powerful group, but that power often 
does not derive from identifiable organizations. While in some 
states, such as New York and Wisconsin, elderly advocacy groups 
are well organized and well financed, they are largely lacking in 
other states, such as Alabama and Mississippi.16 

There seems to be little "generational warfare" over Medicaid 
funding in the ANF states, contrary to popular belief. Few observers 
see explicit trade-offs between Medicaid services for low-income 
children and younger adults and services for the elderly. Instead, 
spending decisions within Medicaid, especially within low-benefit 
states, are made largely in response to federal mandates and require­
ments. Almost everyone, however, believes that situation would 
have changed radically if the Medicaid block grant had been en­
acted, as Medicaid would have become a zero-sum game. It is widely 
believed that the elderly would do well in such a world, in part 
because of the nursing home industry's influence and in part be­
cause the elderly are a politically favored group. 

With t he long-term care population, there is a significant amount 
of cooperation and strategic unity between advocacy groups for the 
elderly and younger persons with disabiUties. In some states, how­
ever, there is tension over perceived inequity in resource allocation. 
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In California there is a perception among some that younger persons 
with disabilities have been more successful than the elderly have 
been in their lobbying efforts. In Florida some feel that the elderly 
dominate social services because they represent such a large per­
centage of the population. Elderly and disabled groups in Wisconsin 
recently have worked together successfully to increase funding for 
home and community-based services, but in the past there has been 
tension over a decline in the share of home and community-based 
care funds spent on the elderly. This led to the establishment in law 
of minimum percentages for each target group. 

In general, there is not much conflict for resources between nurs­
ing homes and home care providers, but the potential for competi­
tion for resources is greater in states with more-developed home 
care systems. This is particularly true in Massachusetts, Texas, and 
Wisconsin, where home care advocates have sought to reduce nurs­
ing home expenditures and shjft the money to noninstitutional serv­
ices. Nursing home providers in these states have been vocal in 
questioning the cost-effectiveness of community-based services. 

Conclusions 

There is enormous variation in states' policies on long-term care for NEW 97 

the elderly. Private long-term care insurance has been heralded by FEDERALISM 

some as a potential fix for rising Medicaid long-term care spending; 
however, only two ANF states seem seriously committed to this 
strategy. And while most states believe that "Medicaid estate plan-
ning" is a problem, it is a major policy concern in only a few ANF 
states. Finally, some states are increasing federal contributions 
through effective Medicare maximization, but this strategy simply 
shifts costs to the federal government. 

In a more ambitious approach, almost all of the ANF states are 
looking to managed care and the integration of aute and long-term 
care services as a way to reduce spending. However, progress on 
these initiatives has been slow, in part because Medicaid and, often, 
Mediare waivers are needed for their implementation. 

AU of the ANF states express a policy commitment to expanding 
home and community-based care for the elderly; however, the recent 
growth in Medicaid home care has been mostly for younger persons 
with disabilities. In fact, all but a few ANF states spend the vast 
majority of Medicaid long-term care dollars for the elderly on insti­
tutional care. To achieve cost savings, states wiJJ have to keep per 
person costs down and limit the woodwork effect. Finally, several 
states are debating what role the sizable stock of nonmedical resi­
dential care facilities should have. 

In the short run, states are likely to rely on traditional strategies 
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to reduce long-term care spending. However, this does not address 
the underlying demographics of an aging population. With the re­
peal of the Boren amendment in the 1997 BBA, states will have much 
greater legal freedom to impose rate cuts on nursing homes. Yet 
doing so may still be very difficult, since the for-profit nursing home 
industry is powerful at t he state level. Moreover, to t he exten t that 
these cuts are believed to affect nursing home residents adversely, 
elderly advocacy groups will oppose them as well. 

Almost all states complain about the high costs of long-term care 
for the elderly, but the hard reality is that the current method of 
Medicaid long-term care financing is actually quite economical. 
Payment rates are usually much lower than Medicare and the pri­
vate sector. Persons receive government help only after depleting 
most of their assets. Finally, the institutional bias of the delivery 
system limits services largely to persons with the most severe dis­
abilities who do not have family supports. Within this system, it is 
difficult to obtain large savings. 
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Younger People with 
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ervices to younger persons with disabili­
ties (children and adults under 65 years 

of age) form a substantial share of over­
all state health spending and are an imponant 
part of the Medicaid program. This population 
accounted for 16 percent of all Medicaid benefi­
ciaries in 1995 (about 5.7 million persons), 
but 32 percent of Medicaid expendi-

the definition used.2 In addition, about 500,000 
younger people with disabi li ties were in institu­
tions: 135,000 in intermediate care facilities for 
the mentally retarded (ICF/MRs), 220,000 inpa­
tients in psychiatric institutions, and 150,000 in 
nursing homes.3 There is an ongoing trend away 

from institutional use. 
As noted above, the Medicaid pro­

tures (almost $50 billion). Younger 
persons with disabili ties also 
accounted for nearly one-third of 
the extraordinary growth in 
Medicaid spending over the 
1988- 1995 period.1 Thus, this 
population is cri tical to state 
efforts to control Medicaid 
expenditures and to reform health 
care generally. 

gram served about 5.7 million Younger 
persons with 

disabilities accounted 
for nearly one-third of 

the extraordinary growth 
in Medicaid spending 
over the 1988-1995 

younger persons with disabilities 
in 1995. Spending on blind and 
disabled Medicaid beneficiaries 
averaged $8,685 per person in 
1995, compared to $1,728 for 
younger beneficiaries who are 

not disabled.• For the very 
severely disabled, the cost can be 

much higher. For example, the aver­
age cost of a year 's institutional care in 

period. 
This brief discusses a variety of 

delivery and financing issues that sta tes are 
facing as they rethink Medicaid and other health 
programs. A brief overview of the population 
and the costs associated with health services 
provided to this group helps set the s tage for the 
discussion. 

The Population and Its 
Service Costs 

Younger people with disabilities are a very 
heterogeneous group, consisting of individuals 
with physical disabilities, mental illnesses, and 
mental re tardation/developmental disabilities. 
The number of younger people with substantial 
disabilities living in the community ranged from 
1.0 to 14.1 million people in 1995, depending on 

an ICF/MR was almost $7 1,000 in 1995.s 
These institutional costs are particularly high 
because of extensive quality standards, use of 
(relatively expensive) unionized state employ­
ees in public facilities, and low occupancy rates 
resulting from the deinstitutionalization move­
ment. The average Medicaid cost of serving 
younger people with mental retardation/devel­
opmental disabilities in home and community­
based settings under Medicaid waivers was just 
over $24,000 in 1996. 

Medicaid expenditures for younger persons 
with disabilities historically have been about 
evenly split between acute and long-term care 
services, but in recent years the balance has 
shifted toward acute care expenditures. In 1994, 
57 percent of Medicaid expenditures for blind 
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and disabled benefi ciaries were for 
acute care, while 43 percent were for 
long-term care (figure I). 

Service Delivery 
States play a much larger role in 

the direct provision of services for 
younger people with disabilities than 
they do for the elderly. They are 
especially important pro-

difficult and expensive than past shifts. 
Although the institutionalized popula­
tion has declined, funds and services 
have not always followed individuals 
from the institution to the community. 

Home and community-based 
services are expanding rapidly and 
embrace an increasingly wide range of 
services, including home health, 
personal care, homemaker services, 

Figure l 

broad array of services. In the most far­
reaching formulation of this argument, 
some advocates have proposed "cash­
ing out" services and giving individual 
consumers total freedom to spend the 
money as they see fit. Although sup­
porting increased flexibility, federal and 
state officials worry that, with an ever­
widening array of services on the list of 
offerings, more and more persons with 

disabilities will come 
viders of institut ional 
services for younger per­
sons with mental retar­
dation/developmental dis-

Medicaid Expenditures for Younger Beneficiaries Ages O to 64 
with Disabilities, by Type of Service, 1994 

forward to claim ser­
vices. In an open-ended 
program like Medicaid, 
according to this view, 
people cannot be enti­
tled to "everything" 

Home Health 
t1.3% 

Acute Care • 
56.7% 

abilities and with chronic 
mental illnesses. Two 

Mental Health 
1.9% 

■ long-Tenn Care • 
43.3% 

major issues concern 
states as they review 
their delivery of services 
to younger people with 
disabilities: the balance 
between institutional and 

ICF/MR 
19 .2% 

home and community- 10.9% Other Acute Medicare• 
. 8.2% 2.6% 

based care and the mte- Total Expenditures = $45.3 billion 

Physician 
SeNices 

5.0% 

OutpatienV 
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9.2% 

without expenditures 
increasing greatly. 

Advocates reject 
this argument, con­
tending that flexibil ity 
would lead clients to 
choose lower-cost, less 
intensive services than 

gration of acute and Soum:: Urban lns(itulC 1!197. boscd on IICFA 2082 and 64 data fo, noncldcrly blind ond dis,blcd tcncficiarics. 
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are now forced upon 
them by the narrower 
set of services tradi­
tionally available. 

long-term care services due 10 rounding. ""Other Acute·· care services ir-.:ludc case monagcmcnl. ram,ly pl•nning. denial. EPSDT (health screen• 
. h, ed ing for thi1dn:n). vision, other practitioners· care, etc. ··1CF/MR .. rcfors to m1crmcd1:11c cue facilitit.s for lhc mt.ntally 
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SYS em. 0 are lmpor- 2 ~~ figure is the shar, (or the blind and disabled. 

tant features of ongoing 
debates about cost and appropriate­
ness of care with respect to this 
population. 

Balance Between Institutional and 
NoninstiJutional Services 

There is an extremely widespread, 
although not unchallenged, policy con­
sensus among state policymakers and 
disability advocates that institutions 
should play a far smaller role in pro­
viding services to younger persons 
with disabilities than has traditionally 
been the case. Many advocates go fur­
ther than policymakers and are unwill­
ing to grant even a residual role for 
institutional care (which sharply dis­
tinguishes the disability movement 
from advocates for the elderly). There 
have been numerous lawsuits forc ing 
deinstitutionalization at many state 
mental hospitals and ICF/MRs. As a 
result of transferring less disabled indi­
viduals to other settings, the remaining 
residents of state institutions are very 
severely disabled; moving them to less 
structured environments may be more 

assisted living, adult foster care, day 
habilitation, prevocational services, 
supported employment, supported liv­
ing, chore service, homemaker ser­
vices, meals-on-wheels, respite care, 
family training, modifications to the 
home, and personal emergency 
response systems. Many of these 
services are beyond the traditional 
defin ition of "medical care," but are 
important supports for people with 
disabilities. As a sign of the shifting 
balance of care, in 1994 for the first 
time the number of Medicaid benefi­
c iaries with mental retardation or 
developmental disabilities receiving 
home and community-based services 
exceeded the number of persons 
receiving care in ICF/MRs.• 

For home and community-based 
services, two key issues arc the flexibil­
ity and scope of services and the use of 
"personal assistance services." Advo­
cates argue that because each person is 
different, people with disabilities 
should be able to tailor services to their 
own needs by choosing from a very 

Closely related to 
this issue of service flexibility is how 
much control the client should have 
over the service provider. This choice is 
crystallized in the debate over personal 
assistance services and agency-directed 
services. Under the traditional agency­
directed service approach, an organiza­
tion hires and directs the personnel who 
deliver the services. In contrast, in the 
personal assistance service model, the 
individual client hires, fi res, and directs 
the service provider. Some states, such 
as California, have been drawn to per­
sonal assistance services because of the 
potential to lower costs while at the 
same time giving persons with disabili­
ties greater control over their lives. 
Other states, however, have been wary 
of this approach because of potent ial 
problems of quality assurance and the 
administrative complexities. Can per­
sons with severe disabilities enforce 
acceptable service standards? And can 
they be counted on to handle income 
tax, unemployment, Social Security 
taxes, and workers' compensation con­
tributions for their employees? 



Integration of Acute and Long-Term J Finally, managed care organiza- population with disabil ities, in total 
Care Services through Managed Care tions are typically dominated by "the Medicaid expendi tures for this 

Managed care is increasingly medical profession," i.e., physicians popula tion, in the proportions o f 
being seen as a way for states 10 con- and hospitals. This carries two dan- I Medicaid program funds spent on this 
trol their Medicaid costs. For younger gers. Long-term care may become population, and in per-beneficiary 
people with disabilities, as with the I overmedicalized and less consumer expenditures on this group (table I). 
e lderly population, there is increasing directed. And managed care organiza- New York spends considerably more 
state policy interest in integrating . lions may end up shi fting Medicaid Medicaid dollars on this group than 
acute and long-term care services I resources from long-term care to any other sta te ($7.6 billion in 1994), 
through the use of health maintenance acute care services. with California second ($4.3 billion) 
organizations (HMOs) and other man- I and Wyoming at the low end ($61 
aged care organizations. Initiatives are Financing million). Idaho spends the largest 
either under way or being developed share of its Medicaid dollars on 
in several sta tes (including Wisconsin, I States arc involved in financing a younger persons with disabilities 
Ohio, and Massachusetts). Because substantial portion of health care for (45.6 percent) and Arizona the small-
costs arc so high for persons with dis- I younger people with disabilities. est ( 16.6 percent). In terms of expen-
abilities, the potential savings of more Medicaid accounts for the lion's share I ditures per younger disabled benefi­

efficient service management .--------- - ------- ------, ciary, Connecticut spends the 
are large. But debate rages over • • • • • most ($1 6,262 in 1994) and 
whether managed care is appro- There is increasing StaJe policy intereSt Tennessee the least ($3, 136). 

priate for this group. in integrating acute and long-term Changing Medicaid into a 

People with ~isabili~ies care services through managed care block grant (as _was proposed 
currently receive their care m a . • by Congress in 1995) or 
fragmented and uncoordinated organizations. But debate rages over imposing per-beneficiary caps 

system. Proponents argue that whether managed care is appropria,te on spending (as proposed by 
applying the principles of man- • • • • • President Clinton in 1995 and 
aged care can greatly improve for people with disabilities. 1997) could lock into place 
the quality of and access to care .. ____________________ ..... existing intersta te differences 

at the same time that it controls in spending if allocations or 
spending. Opponents, including advo- I of state health care spending on this I caps are based on historical spending 
cates for younger people with dis- population, but a varie ty of sta te-only patterns. Without adjustments to 
abilities, point out that managed care 

I 
programs provide significant addi- loosen the grip of historical spending 

organizations have very lit1le experi- tional funds. As policymakers at the patterns on federal allocations, there 
ence in serving younger people with federal and s tate levels continue to would be no way for low-spending 
disabilities and may not be sensitive to I debate ways to restructure the states to come up lo the national aver-
their needs or capable of meeting Medicaid program, four fin ancing age, let alone to the levels of high-
them. The medical necessity criteria issues stand out among the many that spending states-and still obtain a 
often used by HMOs for home care, J confront them with respect to younger federal match. Conversely, high-
rehabilitation, durable medical equip- people with disabilities: the great spending s tates will be allowed to 
ment, and therapies are typically much J variation among states in Medicaid retain their more generous programs 
narrower than commonly exist under spending for this population; the link I (with the federal match) if they like. 
Medicaid, raising questions of between Medicaid eligibility and the 
whether these Medicaid-covered ser- defin ition of disability used 10 qualify 
vices will be provided as required. for Supplemental Security Income 

In addition, most managed care (SSI); the use of Medicaid home and 
organizations depend on primary care community-based waivers; and the 
physicians to reduce use of specialist incentives currently facing sta tes to 
care. But persons with disabilities put as many service programs for 
often prefer to rely, even for routine I younger people with disabilities (as 
care, on specialists who are know!- well as for other eligible groups) 
edgeable about their conditions. This J under the Medicaid umbrella as possi-
factor is potentia lly aggravated by ble in order to partially shift state-
managed care's restric tions on only costs to the federal government. 
provider choice, which may mean 
losing access to the providers best 
qualified to deal with the problems 
connected with a specific disability. 

Medicaid Variation among States 
State Medicaid programs vary 

widely in the s ize of their younger 

The SSI-Medicaid Eligibility Link 
To a large extent, Medicaid eligi­

bility policy drives Medicaid spending. 
Medicaid eligibility for younger per­
sons with disabilities is tightly linked to 
the defi nition of disability used by the 
SSI program. The SSI rolls have been 
increasing for both children and 
nonelderly adults. Between 1988 and 
1995, the number of blind and disabled 
Medicaid beneficiaries increased by 
over two-thirds (68 percent), partly 
reflecting the 1990 Supreme Court 
decision in Sullivan v. "Zebley, which 
greatly broadened SSI e ligibility for 



State 

Alabama 
Alaska 
Arizona 
Arkansas 
California 
Colorado 
Connecticut 
Delaware 
District of Columbia 
Florida 
Georgia 
Hawaii 
Idaho 
Illinois 
Indiana 
Iowa 
Kansas 
Kentucky 
Louisiana 
Maine 
Maryland 
Massachusens 
Michigan 
Minnesota 
Mississippi 
Missouri 
Moniana 
Nebraska 
Nevada 
New Hampshire 
New Jersey 
New Mexico 
New York 
Nonh Carolina 
Nonh Dakota 
Ohio 
Oklahoma 
Oregon 
Pennsylvania 
Rhode Island 
Sou1h Carolina 
Sou1h Dako1a 
Tennessee 
Texas 
U1ah 
Vermont 
Virginia 
Washing1on 
West Virginia 
Wisconsin 
Wyoming 
U.S. Total 

Table 1 
Medicaid Beneficiary Totals and Expenditures for Younger Persons 

Ages O to 64 with Disabilities, 1994, by State 

Expenditures on Younger Persons with Disabilities 

Younger Beneficiaries Share of Toial Spending per 
with Disabilities Total Medicaid Expenditures Beneficiary 

(thousands) (millions of dollars) (percent) (dollars) -
125 S 541.3 30.6% $4,322 

6 76.5 26.6 12,708 
56 260.2 16.6 4,626 
83 482.8 44.9 5,783 

704 4,339.8 30.9 6.168 
39 376.7 33.7 9,771 
50 809.6 33.4 16,262 
II 125.0 44.5 11.342 
22 311.2 39.4 14,354 

251 1,605.2 30.0 6.394 
177 1.105.3 33.8 6,229 

18 137.7 30.1 7,776 
17 142.3 45.6 8.477 

260 2,352.3 44.5 9.055 
67 817.9 29.1 12.189 
47 443.3 40.7 9.358 
36 340.2 34.7 9.486 

145 790.5 42.3 5.446 
136 1,174.3 28.9 8.62 1 
33 292.0 31.3 8.720 
81 846.6 37.7 10,432 

137 1,636.3 34.8 11 .947 
213 1,767.9 35.9 8,293 
65 910.9 36.9 14.067 

117 475.7 35.8 4,055 
92 630.0 24.9 6,848 
15 151.3 43.9 10,1 15 
22 213.7 34.7 9,867 
14 139.0 33.3 9,697 
13 159.2 19.2 11 ,998 

137 1,64 1.6 34.3 12,010 
34 261.3 39.3 7.626 

47 1 7,646.6 36.0 16.224 
113 896.3 28.2 7,906 

8 108.9 39.0 12,957 
220 1,839.1 33.4 8,352 
52 350.7 33.7 6.686 
44 392.4 35.5 8,869 

264 1,930.6 30.0 7.324 
25 304.7 38.7 12.244 
88 588.2 30.9 6.7 10 
12 128.5 44.2 I0.320 

203 635.5 23.6 3.136 
251 1,940.4 23.8 7.730 

17 177.6 34.6 10.375 
14 110.0 38.7 8, 11 2 
97 624.2 33.4 6,444 

101 898.4 35.3 8.895 
67 444.2 35.4 6.635 

104 882.9 39. 1 8.482 
5 61.0 38.5 11 .156 

5,38 1 45,317.9 33.1 8.42 1 

Source: Urban lnsii1u1e 1997, based on HCFA 2082 and 64 da1a for nonelderly blind and disabled beneficiaries. 
Nole: Expendi1urcs do nOI include adminis1ra1ive cost.s or accoun1ing adjustmcn1s. or the U.S. terri1ories. Medicaid payments 10 Medicare arc allocated 
proponionalcly among aged. blind. and disabled beneficiaries. This table includes the share for the blind and disabled. 

• 



children.' The Personal Responsibility Medicaid Home and Community- President Clinton has proposed to 
and Work Opponunity Reconciliation I Based Waivers allow states to implement Medicaid 
Act of 1996 tightened SSI eligibility for All states have Medicaid home home and community-based service 
children. Under current law, however, and community-based waiver pro- programs on a cost-neutral basis with-
most children would continue to quali- grams for younger persons with out having to obtain a federal waiver. 
fy for Medicaid as low-income children disabilities, most commonly for Advocates of increased state flexibility 
even if they lose eligibility for SSJ.I people with mental retardation or argue that many of the waiver require-

For adults, the SSI definition of developmental disabilities. (Arizona ments are needlessly bureaucratic and 
disability is based on an inability to operates a similar program through an do not address quality of care. 
work. Many people on SSI have little 1115 research and demonstration Moreover, states have substantial expe-
work experience, reflecting in part a waiver.) Under these programs, states rience with long-term care services for 
greater likelihood of congenital prob- offer a wide range of home and people with disabilities and, according 
lems (such as mental retardation). community-based services to a popu- to this view, can be trusted with more 
Only about a quarter of disabled lation that is at high risk of institu- latitude. Although conflict between the 
Medicaid beneficiaries have enough tionalization without these services. federal government and the states over 
quaners of work and earnings to be eli- In order to obtain federal approval for approval of waivers was substantial 
gible for Medicare before age 65. As a its waiver, a state must demonstrate and biuer during the Reagan and Bush 
result of the lack of work experience that its program will be "cost effec- Administrations, regulatory changes 
and their disabilities, transition from tive," that is, that the state's average implemented by the Clinton Admin-
public assistance to work is difficult per capita Medicaid costs with the istration have made obtaining waivers 
and relatively rare. In fact, the linkage waiver will not exceed its average per fairly routine. Thus, according to this 
of Medicaid eligibili ty to an inability capita costs without the waiver. line of argument, liule is to be gained 
to work creates a Catch-22 for younger Unlike the rest of the Medicaid by requiring states to go through the 
persons with disabi lities who .------------------------, federal waiver process. 
might want to work (and the Advocates of increased state flexibility Opponents of greater state 
social service agency personnel th t t t h b t ti. l flexibi lity argue that the current 

h Ii d h . b ) If aruue a s a es ave su s an a f b . . . . w o want to in t em JO s . e, ease o o taming waivers 1s pre-
Medicaid-funded services help experience with long-term care ser- cisely the problem. In this view, 

an individual to find and keep a vices for people with disabilities and the Health Care Financing 
job, then the person is deemed • • • ' Administration has not been 
to be no longer disabled, and the according to this view, can be trusted tough enough in requiring that 

very services that enabled him with more latitude. services be cost effective. And 
or her to function in the labor ._ ___________________ _...... because of lax standards, ser-

market (such as personal assis- I vices are often provided to peo-
tance services or prescription drugs) program, states may explicitly limit pie-especially the elderly- who are 
are withdrawn after a transitional peri- participation in these programs to a not at a high risk of institutionalization. 
od because the person will no longer predetermined number of people. To The net result is an inappropriate 
be covered by Medicaid. Without help make this possible, the Health I increase in federal Medicaid spending. 
those services, the person may no Care Financing Administration 
longer be able to work and will again waives requirements for "comparabil-
qualif y for SSI and therefore ity" (i.e., the requirement that ser-
Medicaid. Both the employment and vices be provided to all groups equal-
associated Medicaid savings will have ly) and "statewideness" (i.e., the 
been temporary. requirement that all benefits be cov-

Even if younger persons with dis- ered in all parts of the state). 
abilities are able to find jobs that pro- After a reasonably slow start in 
vide comprehensive private health the early 1980s, home and communi-
insurance, this problem is not likely to ty-based waiver programs (for both 
disappear. Such insurance is unlikely the elderly and disabled) have grown 
to include the long-term care services extremely rapidly in recent years, 
covered by Medicaid and may well increasing from $735 mill ion in state 
exclude coverage for preexisting and federal spending in 1988 to 
conditions, which this population has $4,631 million in 1995. Most of the 
by definition. Existing Medicaid pro- expenditure growth in recent years has 
visions that attempt to alleviate these been due to the increase in the number 
problems have not succeeded in mov- of people participating in programs 
ing many persons with disabilities into for people with mental retar-
the labor force. dation/developmental disabilities. 

Cost Shifting and Medicaid 
Maximization 

Because states have a substantial 
commitment to the financing and direct 
provision of services for younger per­
sons with disabilities, they have a 
strong incentive to shift the cost of such 
services to the Medicaid program 
(where a federal match is available). 
For example, in 1993, states spent 
almost as much for non-Medicaid long­
term care services for nonelderly peo­
ple with physical disabilities and 
nonelderly people with mental retarda­
tion/developmental disabilities as they 
did for Medicaid-financed services.• 
Particularly for services for persons 
with mental retardation/developmental 
disabilities, the increased expenditures 



for Medicaid home and community­
based waivers in recent years repre­
sented, in part, refinancing of existing 
state programs.10 The line between 
health care and social services, voca­
tional training, and education is fuzzy, 
especially for long-term care services 
for the mentally retarded/develop­
mentally disabled and the chronically 
mentally ill. Thus, vocational training, 
education, and social services are typi­
cally state funded, but if categorized as 
a Medicaid service will be eligible for a 
federal match. 

Another example of Medicaid 
maximization is the use of the Medi­
caid disproportionate share hospital 
(DSH) program. By federal law 
Medicaid does not provide cover­
age for persons between the ages of 

possible to control Medicaid expendi­
tures over the long run without 
addressing services and costs for this 
population. As states consider their 
health programs for younger persons 
with disabilities, there are at least five 
points to keep in mind: 

■ Given the high Medicaid costs of 
persons with disabilities, it is likely 
that states wi II enroll greater 
numbers of persons with disabil­
ities into managed care. To date, 
however, managed care organiza­
tions have not had much experi­
ence with low-income persons with 
mental retardation, mental illness, 
or serious physical impairments. 

It is probably not possible to 
control Medicaid expenditures 
over the long run without 
addressing services and costs 
for younger persons with 
disabilities. 

broad menu of services, persons 
with disabilities will use cheaper 
and fewer services than profess ion­
als would choose, budget officials 
worry that a broader range of ser­
vices will lead to higher utilization 
and substantially greater expendi­
tures. The Medicaid home and 
community-based waivers put fi s­
cal constraints on an otherwise 
very large potential demand by 
limiting the number of people who 
can receive services. At its 
extreme, a Medicaid block grant 
without an individual entitlement 
to coverage would give states max­
imum flexibility to provide fl exible 
benefits without having to worry 
about entitlement-driven increases 
in demand driving up expenditures. 
The danger in this scenario is that 
funding will be inadequate to pro­
vide services to all the persons with 
disabilities who meet current eligi­
bility criteria. 

22 and 64 who are in " institutions 
for mental disease" (that is, mental 
hospitals). Under the DSH provi­
sions of the statute, however, state 
Medicaid agencies can make extra 
payments to hospitals that serve a 
disproportionate share of people 
who are Medicaid-eligible or unin­
sured. Some states have made 
extremely large payments under this provision to their state mental .. _________________ r-' 

■ Efforts to move SSI beneficia­
ries into the workforce face special 
difficulties. Persons with disabili­
ties are particularly dependent on 
Medicaid and other services that 
come with being "unable to work." 
Movement into jobs can mean the 
loss of the very benefits they need. 

hospitals, using federal Medicaid 
dollars for the very purpose that is 
disallowed at the individual benefici­
ary level under federal law. 

How much further states can shift 
additional expenses for younger per­
sons with disabilities to Medicaid is 
unclear. The potential may be limited, 
at least in the case of services for the 
mentally retarded/developmentally dis­
abled. Some observers believe that 
Medicaid home and community-based 
waiver expenditures will grow more 
slowly in the future because "further 
increases arc more and more dependent 
on hard-to-obtain new state matching 
dollars."" In addition, the Omnibus 
Budget Reconciliation Acts of 1990 
and 1993 effectively capped increases 
in spending on DSH payments. 

Conclusion 
Younger persons with disabilities 

account for a substantial portion of 
state health spending. It is probably not 

Efforts to quickly enroll large num­
bers of people with disabilities into 
managed care run the risk of either 
not producing the expected savings 
or reducing the quality of care that 
enrollees receive. 

■ As with the rest of the Medicaid pro­
gram, spending on younger persons 
with disabilities varies tremendously 
across states, both in terms of total 
dollars and spending per beneficia­
ry.12 Without substantial adjust­
ments, Medicaid block grants or 
caps on the rate of growth in per­
beneficiary spending will lock into 
place existing variations, making it 
impossible for low-expenditure 
states to reach the levels of states 
that currently spend more. 

■ There is a tension between cover­
ing a broader range of services and 
the open-ended entitlement struc­
ture of Medicaid. While disability 
advocates argue that, with a very 

■ Because the costs of serving per­
sons with disabilities are so high, 
there is a strong incentive on the 
part of the states to shift costs to the 
federal government. Many states 
have refinanced their state-funded 
programs for younger people with 
disabilities by moving them into the 
Medicaid program, thus gaining a 
federal match for those state (and 
sometimes local) expenditures. 
Some states have used the federal 
match to expand services; others 
have taken the opportunity to cut 
back on their own spending. How 
much more state and local spending 
on younger persons with disabili­
ties can be shifted to the federal 
government could have a strong 
influence on the rate of increase in 
Medicaid spending in the years 
ahead. 
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Long-Term Care 
for the Elderly and State 

Health Policy 
Joshua M. Wiener and David G. Stevenson 

ong-term care services for older 
adults represent a substantial share 
of total health care spending and 

an area of increasing concern for state policy­
makers. Nursing home and home health care 
accounted for almost 12 percent of personal 
health expenditures in 1995, and they 
were approximately 14 percent of 

down to Medicaid. In order to be eligible for 
Medicaid in nursing homes, single individuals 
must have less than $2,000 in nonhousing 
assets and must contribute all of their income 
toward the cost of their care. except for a 
small personal needs allowance (generally 

$30 a month). When the institutional­
ized person is married, the com­

all state and local health care 
spending. I Importantly, nei­
ther private insurance nor 
Medicare cover long-term 
care to any significant 
extent, and less than 5 
percent of older adults 
have private long-term 
care insurance. The dis­
abled elderly must rely on 

Medicaid munity-based spouse may 
keep significantly more in 

their own resources or, when 

income and assets. In 
1997, 68 percent of nurs­
ing home residents were 
dependent on Medicaid 
to finance their carc.4 

is the dominant 
source of public financ­
ing for long-term care 

for the elderly, and 
expenditures are projected 

to more than double in 
infla,tion-adjusted 

dollars between 1993 

This policy brief 
discusses three broad 

strategies that states could 
use to control spending for 

Medicaid long-tenn care ser­
vices for the elderly. An 

overview of utilization and expendi­
tures associated with long-term care for the 

elderly provides context for the discussion. 

these are depleted, turn to 
Medicaid to pay for long-term 
care. Medicaid is the dominant source 

and 2018. 

of public financing for long-term care for the 
elderly, and expenditures are projected to 
more than double in inflation-adjusted dollars 
between 1993 and 2018 due to the aging of the 
population and to price increases in excess of 
general inllation.2 

Because of the high cost of long-term care 
(a year in a nursing home cost an average of 
$41 ,000 in 19953), Medicaid coverage for long­
term care provides a safety net for the middle 
class as well as the poor. Approximately one­
third of discharged nursing home residents pay 
privately when admitted and eventually spend 

Utilization and 
Expenditures 

Most older adul ts arc free of disability and 
do not need long-term care. In 1994, 21 percent 
of the 33 million individuals over age 65 were 
disabled. Of the 7.1 million elderly who were 
disabled, almost three-fourths lived at home, 
usually receiving unpaid care from relatives 
and friends. In recent years, a growing number 
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of these individuals have received 
home care services through Medicaid 
and Medicare. Approximately one­
fourth of older persons with disabili­
ties lived in institutional seuings.5 

However, a much greater number­
over two-fifths of people who live to 
age 65-will spend some time in a 
nursing home before they die. The 
number of disabled elderly, along with 
the absolute number of older persons, 
will increase substantially over the 
next several decades as the population 
ages. 

Medicaid and out-of-pocket 
spending are the primary sources of 
financing of long-term care for the 
elderly in the United States. In 1993, 
Medicaid paid for 35 percent of long­
term care for the elderly while older 
adults and their families paid for 42 
percent, whereas Medicare and pri­
vate insurance paid for 19 percent and 
less than I percent, respectively.6 
Other federal and state spending 
accounted for almost 4 percent of 
long-term care spending. These fig­
ures understate the importance of 
Medicaid because contributions of 
income by Medicaid beneficiaries 
toward the cost of care are counted as 
an out-of-pocket rather than a 
Medicaid payment. 

Almost $54 billion was spent on 
long-term care for people of all ages 
by the Medicaid program in 1995, 34 
percent of total Medicaid expendi­
tures, and long-term care spending on 
older beneficiaries accounted for the 
majority ($30 billion) of this spend­
ing. In that same year, older persons 
were 11 .1 percent of all Medicaid 
beneficiaries but accounted for 26.3 
percent of total Medicaid expendi­
tures. As shown in figure I, three­
fourths of Medicaid expenditures for 
the elderly were for long-term care 
services. Almost 85 percent of these 
long-term care expenditures were for 
institutional care, while around I 0 
percent were for home care services. 

Table I shows Medicaid long­
term care spending on the elderly for 
each state, spending per elderly bene­
ficiary and resident, and the propor­
tion of expenditures by type of ser­
vice. There is considerable variation 
across states. Per elderly beneficiary 
spending for long-term care ranges 
from a low of $3,593 in Mississippi to 

Figure 1 
Medicaid Expenditures for Elderly Beneficiaries 

by Type of Service, 1995 

Nursing Facility 63.8% 

Mental Health 2.8% 

Home Care 7.8% 

■ Long-Term Care = 75.9% 

D Acute Care= 24.1% 

~::.::.:,·- · · --i Other Acute 2.8% 
"~0-. .. ._ , I 

\\~··-....,./ Medicare and HMOs 6.4% 
\\ , 
\\ / Drugs 6.1% 
\ .. v' OutpatienVClinic 1.9% 

- · ··· Physician Services 1. 7% 
Inpatient 5.2% 

Total Expenditures = $40.1 billion 

Source: Urban lns1i1u1c calcula1ions based on HCFA 2082 and HCFA 64 dam. 
Does no1 include disproponion:11c share hospi1al paymcn1s. adminis1m1ivc cos1s. accoun1ing adjus11nen1s. 
or 1he U.S. Terri1orics. To1als may not :add due 10 rounding. "O1her Acu1e" care services include case 
management. family planning. dental. EPSDT. vision. other prac1i1ioners· care, etc. "ICF/MR" refers 10 
intermediate care facilities for 1he menially retarded. "Nursing Facility" refers to skilled nursing focili-
1ies/other in1ermedia1e care facili1ies. 

a high of $19,406 in the District of 
Columbia. The proportion of long­
term care spending for the elderly for 
nursing facilities ranges from 58. 7 
percent in Oregon to 98.6 percent in 
Mississippi. These same states were 
also the extremes in the proportion of 
spending for Medicaid home care. 
The share spent on home care varied 
from 0.2 percent in Mississippi lo 
38.8 percent in Oregon. 

Table 2 presents more detailed 
data for Medicaid long-term care 
expenditures for the elderly between 
1990 and 1995. Medicaid long-term 
care spending for the elderly 
increased an average of 10.7 percent 
annually from I 990 to 1995 (com­
pared to 16. 7 percent for total 
Medicaid expenditures over the same 
time period) and has grown more 
slowly in recent years. More than 40 
s tates reported lower rates of growth 
for these expenditures for 1993-95 
than for 1990-93 (not shown). There 
is considerable variation among 
states: Medicaid long-term care 
expenditures for the elderly grew less 
than 5 percent annually from 1993 to 
1995 in 12 states, while they grew 
over IO percent annually in 15 states. 
The emphasis on institutional care for 
the elderly mentioned above has not 

changed in recent years. Recent rates 
of growth for Medicaid home care 
spending for the elderly have usually 
been below rates of growth for nurs­
ing facility spending. 

Strategies to Reduce 
Long-Term Care 
Expenditures for the 
Elderly 

If states are to control Medicaid 
expenditures, they will have to 
address long-term care for the elderly. 
Overall, there are three broad strate­
gics that states might use to control 
spending: bring more outside 
resources (e.g., private resources and 
Medicare) into the Medicaid long­
term care system to offset state expen­
ditures; reform the delivery system so 
that care can be provided more cheap­
ly ; and reduce Medicaid eligibility, 
reimbursement, and service coverage. 

Strategies to Control 
Spending: Increase Outside 
Resources 

Bringing additional outside 
resources into the Medicaid long-term 
care system could be done in four 
ways: encouraging private long-term 



Table 1: Medicaid Long-Term Care Expenditures by State, 1995 
Elderly Beneficiaries, by Type of Service 

Proportion of Long-Term Care Expenditures 
by Type or Service 

Total Long-Term Care Per Elderly Per Elderly Nursing Mental Home 
State ($ in thousands) Beneliciarv Resident Facilitv ICF-MR Health Care 
Alabama $371.497 $5,2 10 S632 92.0% 0.4% 3. 1% 4.5% 

Alaska 39.175 8,776 1.641 94.3 0.0 0.0 5.6 
Arizona• 20 1.839 8,188 383 84.6 2.3 3.2 9.8 
Arkansas 268.337 5.100 839 83.2 0.1 0.0 16.7 

California 2.100.690 4,3 19 620 79.8 3.4 8.4 8.4 
Colorado 266.248 7,290 862 89.9 0.1 0.8 9. 1 
Connecticut 835.759 15,785 1.792 88.0 0.6 1.2 10.2 

Delaware 66.787 10.945 836 79.2 2.6 7.7 10.5 

District of Columbia 15 1.695 19,406 2.356 78.6 1.8 16.2 3.3 
Florida 1.117.49 1 5,293 475 94.2 0.6 1.2 4.0 

Georgia 417.923 4,023 552 88.4 0.4 2.8 8.4 
Hawaii• 117.972 6,793 816 94.5 0.2 0.0 5.2 

Idaho 73.224 7,842 566 90. 1 0.2 0.0 9.8 

Illinois 803.594 6.344 58 1 96.9 0.4 0.2 2.5 

Indiana 604.075 9. 157 828 94.8 2.8 1.3 I. I 
Iowa 230.354 6. 141 590 95.8 0. 1 0.2 3.9 
Kansas 2 12.452 8.254 697 92.1 1.5 1.0 5.4 
Kentucky 346.672 5.484 70 1 93.3 0.1 0.3 6.3 
Louisiana 484.577 4,995 1,080 96.3 1.9 0.2 1.5 
Maine 233.822 10,413 1.424 94.1 2.0 0.2 3.7 
Maryland 435.324 9.33 1 721 87.7 0.0 0.3 12. 1 

Massnchuseus 1.302.359 12.872 1.763 92.7 2.3 I .I 4.0 

Michigan 934.999 10.859 793 89.9 1.4 4.7 4.0 

Minnesota 871 ,8 10 15,403 1.817 93.2 1.4 1.8 3.6 
Mississippi 239,4 14 3.593 752 98.6 1.2 0.0 0.2 
Missouri 574.465 6, 180 808 77.7 1.0 0.6 20.7 
Montana 111 ,270 12.456 917 82.0 0.0 6.0 11.9 
Nebraska 184.337 8,881 983 9 1.6 1.0 0.5 6.9 
Nevada 58.505 5, 172 314 93. 1 0.0 0.4 6.5 
New Hampshire 200.747 11 ,853 1.434 89.5 0.2 4.4 5.9 
New Jersey 1.011.3 15 11 . 184 1.008 83.7 3.5 2.3 10.5 

New Mexico 98.5 19 5.667 525 91.0 0.2 0.0 8.7 
New York 5,702.398 15.354 2.444 66.4 3.2 7.4 23.1 
Nonh Carolina 766.499 5.036 854 83.5 1.4 2.0 13. 1 

Nonh Dakota 106.757 9.893 1.296 86.9 2.7 5.4 5.0 
Ohio 1.712.214 10. 124 1,232 90.0 2.3 3.1 4.6 
Oklahoma 250.866 4.892 605 92.3 1.2 0.5 6.0 
Oregon• 237.439 6.284 656 58.7 1.0 1.6 38.8 
Pennsylvania 2.086.621 12.459 1.202 91. 1 2.2 6.2 0.5 
Rhode Island 213.086 10.875 1.386 94.2 0.5 0.0 5.3 

South Carolina 280.83 1 3.669 700 78.3 4.5 6.7 10.4 

South Dakota 90.268 10.052 987 91.3 I. I 6.2 1.3 
Tennessee• 509,983 4.463 928 96.5 1.4 0.2 1.8 
Texas 1,400.461 4,547 785 76.3 2.5 0 .0 21.2 
Utah 70.4 12 7.716 374 95. 1 2.5 0.6 1.8 
Ven11on1 7 1,662 7, 107 1.114 9 1.5 0.9 0.0 7.6 
Vi rginia 452.584 5.302 659 72.4 1.6 11.6 14.4 

Wash ington 483.899 9. 111 876 92.7 1.4 0.2 5.7 
West Virginia 219.04 1 6.301 762 95.8 0.3 0.0 3.9 
Wisconsin 747,715 11 ,676 1.418 92.4 2.5 0.7 4.4 
Wyoming 43,734 7,382 1,032 903 3.2 0.1 6.3 

United States $30,4)3,7)5 $7,82) $967 84.1% 2.0% 3.6% 10.3% 

Source: Urban Institute calculations based on HCFA 64 data. 
Docs not include disproponionate share hospital payments. administrative costs. accounting adjustments. or the U.S. Territories. Totals may not add due 
to rounding. " !CF/MR" refers 10 intennediate care facili ties for the mentally retarded. "Nursing Facil ity" refers 10 skilled nursi ng facilities/other inter­
mediate care facilities. 
a. For cenain states with active 111 5 waivers (Ariz .. Hawaii . Oreg .. and Tenn.). expenditure and beneficiary data were supplemented with data 
received directly from the state: adjustments were made to categorize these numbers in the same manner as other states repon to HCFA. 
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Table 2 
Medicaid Long-Term Care Expenditures by Type of Service, 1990-1995 

Elderly Beneficiaries 

Long-Term Care Expenditures ($ in millions) Average Annual Growth 

1990 1991 1992 1993 1994 1995 1990--95 1990--93 1993--95 1994-95 

Service 

Nursing Facility $15.072 $17,449 $20,512 $21,965 $23,723 $25,572 11.2% 13.4% 7.9% 7.8% 

ICF-MR 384 471 535 622 662 616 9.9 17.4 -0.5 -7.0 

Mental Health 959 1,103 1,326 1.015 960 1,107 2.9 1.9 4.5 15.3 

Home Care 1,892 2,193 2,500 2,649 2,933 3,11 9 10.5 11.9 8.5 6.4 

Total $18,307 $21,216 $24,873 $26,251 $28,278 $30,414 10.7% 12.8% 7.6% 7.6% 

Source: Urban Institute calculations based on HCFA 2082 and HCFA 64 data. 

Docs not include administrative costs, accounting adjustments. or the U.S. Tcnitories. Totals may not add due to rounding. "ICF-MR" refers to 
intcnncdiate care facilities for the mental ly retarded. "Nursing Faci lity" refers to skilled nursing facilities/other intemlediate care facili ties. 

care insurance; more strictly enforc­
ing prohibitions against transfer of 
assets; more aggressively recovering 
money from the estates of deceased 
recipients of Medicaid long-term 
care; and maximizing Medicare pay­
ments for long-tenn care services. 

Encourage Purchase of Long-Term 
Care Insurance 

For the middle class Medicaid 
nursing home population, private 
long-term care insurance could possi­
bly prevent both their own impover­
ishment and subsequent Medicaid 
expenditures. Currently, however, 
only about 5 percent of the elderly 
have any type of long-term care insur­
ance, some of which is deficient in 
terms of coverage. In order to encour­
age more purchasing of private long­
term care insurance, some states offer 
small tax incentives and others are 
experimenting with so-called pub­
lic/private partnerships. Under these 
partnerships, states apply more gener­
ous Medicaid asset standards to indi­
viduals who purchase an approved pri­
ate long-term care insurance policy. 

The high price of long-term care 
insurance explains much of why so 
few people have policies and why the 
expansion of this coverage has limit­
ed potential for saving Medicaid dol­
lars. A good-quality policy can cost 
$2, 186 a year if purchased at age 65 
and ;;;ch more if purchased at older 
ages.7 Most studies have found that 
only 10 to 20 percent of the elderly 
can afford private long-term care 
insurance. Thus, long-term care poli-

cies are affordable mostly by people 
who would not spend down to 
Medicaid without the insurance. 
Policies are much more affordable if 
purchased at younger ages, but very 
few middle-aged workers are interest­
ed in buying policies because they 
have more pressing expenses. 

Prevent Transfer of Assets 

Asset transfer is a process by 
which individuals purposefully divest 
their assets in order to become eligi-

/

ble for Medicaid benefits. The goal of 
this transfer-often called Medicaid 
estate planning-is to appear poor on 
paper and yet preserve private wealth 
in the face of long-term care expenses. 
Congress has legislated against these 
practices on numerous occasions 
(most recently in the Balanced Budget 
Act of 1997). But some argue that the 
legislative prohibitions are easy to cir­
cumvent and that the prevalence of 
Medicaid estate planning has 
increased dramatically in recent years. 

Whjle it seems likely that an 
increasing number of persons are 
transferring their assets, the limited 
evidence suggests that the numbers 
are much smaller than commonly 
thought. A 1993 General Accounting 
Office (GAO) study in Massachu­
se11s, for example, found that 
although some Medicaid nursing 
home applicants did transfer assets, 
existing rules kept most off the 
Medicaid rolls.8 Moreover, older per­
sons cannot transfer large amounts of 
assets they do not have. Older persons 
with disabilities, and especially the 

very old who account for a large 
majority of nursing home patients, 
have quite low income and asset 
levels. In 1989, for example, about 
three-quarters of nursing home 
patients had less than $50,000 in non­
housing assets at the time of their 
admission to the nursing home, and 
almost half had less than $ 10,000.9 

Expand Estate Recovery 

Since the Omnibus Budget 
Reconciliation Act of 1993, states 
have been required to recover the cost 
of Medicaid long-term care from the 
estates of benefi ciaries who have 
died. Data from earlier estate recov­
ery programs suggest that they are 
likely to recoup only a small propor­
tion of long-term care expenditures. 
According to the Office of the 
Inspector General of the U.S. 
Department of Health and Human 
Services, the amount of money col­
lected by the top IO estate recovery 
programs averaged only about I per­
cent of Medicaid nursing home 
expenditures in 1993. Total estate 
recovery in all states was $ 124.8 mil­
lion in 1995, less than half of I per­
cent of Medicaid nursing home 
expenditures for the elderly.10 

Medicare Maximization 

Medicare expenditures for home 
health and skilled nursing facility 
(SNF) care have increased dramati­
cally in recent years and now account 
for almost 15 percent of Medicare 
expenditures. While Medicare pri­
marily provides short-term, post-



acute care for nursing facil ity care, its 
home health benefit has become more 
long term in recent years. 

Some s tates, including New 
York, Wisconsin, and Massachusetts, 
have initiated aggressive "Medicare 
maximization" efforts in an attempt to 
reduce Medicaid expenditures for 
benefi ciaries who are eligible for both 
Medicare and Medicaid. Medicare 
maximization initiatives attempt to 
ensure that Medicare rather than 
Medicaid pays for home health and 
nursing facili ty care whenever possi­
ble. Medicare maximization pro­
grams take the form of provider and 
consumer education about Medicare 
benefits, data system improvements 
to identify dual e ligibles and 
instances of inappropriate billing, and 
requirements that all home health 
providers be Medicare as well as 
Medicaid certified and that they bill 
Medicare when there is the slightest 
chance of receiving reimbursement. 
One recent study of Medicare and 
Medicaid home care expenditures 
suggests an inverse relationship 
between Medicare and Medicaid 
home care spending." 

Strategies to Control 
Spending: System Reform 

A second general strategy for 
saving money is to reorganize the 
health care delivery system in ways 
that make care more efficient. This 
can be accomplished through extend­
ing managed care to include long-term 
as well as acute care and by expanding 
home care and nonmedicalized, resi­
dential long-term care services. 

Integrating Acute and Long-Term 
Care Services through Managed 
Care 

Older persons who need long­
term care services currently encounter 
a fragmented financing and delivery 
system. 

Financing acute care is largely 
the province of Medicare and the fed­
eral government, whereas long-term 
care is dominated by Medicaid and 
state governments. Because of the 
separation of financial responsibili­
ties, there exists a strong incentive for 
the federal government to shift costs 
to the states and vice versa. 

There is also lack of coordination 
in the delivery of services. For exam­
ple, some elderly patients may remain 
unnecessari ly in expensive acute care 
hospitals because appropriate long­
term care services are not immediate­
ly obtainable, appropriate follow-up 
physician care cannot be arranged, or 
financing for long-term care is not 
available. A major consequence of 
this fragmentation may be that total 
costs are higher than they would be in 
an integrated system. Another argu­
ment in favor of integrated systems is 
that quality of care and consumer sat­
isfaction could be improved because 
artific ial barriers between care 
providers would be eliminated. 

There is increasing interes t 
among policymakers in finding ways 
to integrate the acute and long-term 
care sectors, primarily through 
expanding the role of managed care 
and capitated payments to include 
long-term care services. Several 
demonstration projects are under way 
to test various approaches to integrat­
ing acute and long-term care services. 
These include Social Health 
Maintenance Organizations (SHMOs), 
On Lok and its Program for All­
Inclusive Care for the Elderly (PACE) 
replications, and the Arizona Long­
Term Care System (ALTCS). Several 
states, including Colorado, Maine, 
Massachusetts, Minnesota, Texas, 
and Wisconsin, are also undertaking 
demonstration efforts to coordinate 
acute and long-term care through use 
of managed care. However, in 
response to waiver requests from var­
ious states, the Health Care Financing 
Administration has ins is ted that 
enrollment in managed care for indi­
viduals dually eligible for Medicaid 
and Medicare must be voluntary and 
has not been willing to allow 
Medicare and Medicaid monies to be 
combined into a single state-adminis­
tered capitated payment to managed 
care organizations. 

Although the integration of acute 
and long-term care services offers the 
opportunity for improved quality of 
care, long-term care advocates are 
concerned with this model for a vari­
ety of reasons. First, most managed 
care providers have little experience 
with the e lderly and the disabled and 
none with lo ng-te rm care. Thus, 

they may not be skilled in providing 
services to this population. Second, 
fiscal pressures within an integrated 
system could shortchange long-term 
care by shifting funds from long-term 
care to acute care if providers do not 
view long-term care as a priority or if 
acute care overruns its budget. Third, 
long-term care may become overmed­
icalized and services less consumer­
directed because the balance of power 
will shift from the individual client 
and her chosen provider to HMOs, 
insurance companies, or other admin­
istrative entities. 

Expand Home and Community­
Based Services 

Although the expansion of 
Medicaid home and community­
based long-term care services has 
focused largely on the younger popu­
lation with disabilities, expanding 
home and community-based services 
for older adul ts is a cost-savi ng strat­
egy advocated by many. Many s tates, 
including Oregon, New York, and 
Texas, are attempting to create a more 
balanced delivery system by provid­
ing a wide range of home and com-

nity-based services. In addition to 
edicaid home care expenditures for 

the elderly (over $3 billion in 1995), 
$1.2 billion was spent on home and 
community-based services for older 
persons through programs funded 
only with state funds in 1997, most 

f~~tably in lllinois, Massachusetts, 
lcatifornia, and Pennsylvania. 12 

Most states have obtame 
dicaid home and community­

sed service waivers in an attempt to 
xpand noninstitutional services. 
egulatory changes implemented by 

he Clinton administration have made 
btaining waivers fairly routine in 
ecent years. Using these waivers, 

ltates can cover a wide range of non­
medical long-term care services, 
including personal care services, 
adult day care, rehabi litation, and 
respite care. States must target people 
at high risk of institutionalization and 
assure HCFA that, on average, the 
cost of providing services with the 
waiver will not exceed the cost with­
out the waiver. States may provide 
these services only to a preapproved 
number of people, limiting the poten­
tial financial liability that would 



accompany an entitlement benefit. 
After a re latively slow start in the 
early 1980s, home and community­
based waiver expenditures (for the 
e lderly and young people with dis­
abil ities) have increased rapidly, from 
$0.7 billion in 1988 to $4.6 billion in 
1995. 

Although states hope to save 
money by subst ituting lower-cost 
home and community-based care for 
more expensive nursing home care, 
most research suggests that expand­
ing home care is more likely to 
increase rather than decrease total 
long-term care costs. The primary 
reason for this result is what many 
call the "woodwork effect." While 
many older persons would forgo paid 
long-term care services if given only 
the option of nursing home care, 
many of these same individuals 
would use home care services if given 
the choice. Thus, the costs associated 
with large increases in home care use 
could more than offset the relatively 
small reductions in nursing home use. 

Some recent research is more 
encouraging about the potential cost­
effectiveness of home and communi­
ty-based care. For instance, a 1996 
study of Washington, Oregon, and 
Colorado concluded that the expan­
sion of home and community-based 
services was a cost-effective alterna­
tive to institutional care in these 
states. 13 A 1994 study drew simi lar 
conclusions about the expansion of 
home and community-based services 
in Washington, Oregon, and 
Wisconsin.14 

Strategies to Control 
Spending: Cuts in Eligibility, 
Reimbursement, Services, and 
Quality 

If states do not succeed in sub­
stantially reducing the rate of increase 
in long-term care expenditures 
through increasing outside resources 
or through delivery system reform, 
states can still use a number of more 
conventional mechanisms such as 
cuts in eligibility, reimbursement, and 
covered services. Existing federal law 
gives states considerable flexibility in 
these areas, including setting reim­
bursement rates and controlling the 
supply of nursing home beds. 

Table 3 
Average Medicaid Rates 

for Nursing Facility Reimbursement by State, 1995 

I Per Diem I Per Diem 
State Rates State I -- -- + Rates 
Alabama I $71.91 Nebraska $62.03 
Alaska 315.20 Nevada I 67.21 
Arizona NA New Hampshire 98.74 
Arkansas 58.02 New Jersey 114.64 
California I 88.99 New Mexico 79. 10 
Colorado I 78.08 New York 157.25 
Connecticut 125.00 North Carolina 79.91 
Delaware 87.35 North Dakota 76.27 
Florida 83.54 Ohio 86.55 
Georgia 71.11 Oklahoma 52.50 
Hawaii 134.82 

I 

Oregon 76.00 
Idaho 73.24 Pennsylvania 76.09 
Illinois 70.41 Rhode Island I 94.00 
Indiana 64.93 South Carolina 

I 
68.78 

Iowa 60.12 South Dakota 68.46 
Kansas 60.08 Tennessee 49.97 
Kentucky 69.24 Texas 56.17 
Louisiana 71.24 Utah 74.24 
Maine 96.30 Vermont 92.24 
Maryland 78.10 Virginia 63.57 
Massachusetts 94.25 Washington 92.35 
Michigan 67.54 Washington, D.C. 125.46 
Minnesota 88.21 West Virginia 76.97 
Mississippi 59.01 Wisconsin 

I 

85.73 
Missouri 58.57 Wyoming 73.31 
Montana 79.57 U.S. Average $85.05 

Source: HCFA Office of Long-Temt Care. Medicaid Bureau. Ra1es as of 3/31/95. 

Cut Reimbursement Rates 

Since the Omnibus Reconciliation 
Act of 1980, the "Boren Amendment" 
governed how states have reimbursed 
nursing homes until its recent repeal. 
This amendment required that rates be 
"reasonable and adequate to meet the 
costs which must be incurred by effi­
ciently and economically operated 
facilities in order to provide care and 
services in conformity with applicable 
State and Federal laws, regulations, 
and quality and safety standards." As 
can be seen in table 3, there is consid­
erable variation in how much states pay 
for nursing home reimbursement. (An 
important caveat in comparing state 
rates is whether or not they include 
ancillary services, such as physical 
therapy.) While some of this variation 
reflects different levels of service pro­
vision, it might also indicate real differ­
ences in how generous (or frugal) states 
are in nursing home reimbursement. 

With repeal of the Boren 
Amendment as part of the Balanced 
Budget Act of I 997, states will have 
almost complete freedom in setting 
nursing home payment rates. 
Opponents of the Boren Amendment 
argued that courts forced the states to 
spend too much on nursing home care 
and to go far beyond the minimal 
standard embodied in the statute. 
However, even with the repeal of the 
Boren Amendment, the political 
power of the nursing home lobby at 
the state level may prevent rates from 
being reduced very much. 

The problem with repealing the 
reimbursement standards is that 
Medicaid nursing home payment 
rates are already fairly low in most 
states, especially in comparison to 
Medicare and private pay rates. Not 
surprisingly, nursing homes often pre­
fer higher-paying private pay to 
Medicaid residents, which can result 
in problems of access for Medicaid 



beneficiaries. To the extent that states 
cut Medicaid reimbursement rates 
and the payment differential between 
private pay and Medicaid patients 
widens, access problems could wors­
en for Medicaid beneficiaries. How­
ever, there is a limit to how much 
nursing homes can avoid Medicaid 
residents, since Medicaid represents 
such a large portion of most nursing 
home budgets. In addition, while 
there is little evidence of a simple 
relationship between cost and quality, 
some are concerned that repeal of the 
Boren Amendment could result in 
payment rates below the level neces­
sary to maintain adequate quality of 
care in nursing homes. 

Stop New Construction of Nursing 
Home Beds 

Another strategy for controlling 
Medicaid costs is to prohibit new con­
struction of nursing home beds on the 
assumption that they would likely be 
filled with Medicaid residents. As of 
1995, 17 s tates had such a moratori­
um on new construction of nursing 
homes. However, there arc three 
problems with this strategy. First, the 
care needs of the elderly do not d isap­
pear just because there arc no nursing 
home beds available. To the extent 
that these needs are met by home care 
and other services, Medicaid savings 
will be reduced. Second, nursing 
home bed/population ratios have 
already fallen substantially. The num­
ber of nursing home beds per 1,000 
elderly 85 and over fell by 18 percent 
between 1978 and I 994, although the 
situation varies across the states. 15 It 
is unclear how far supply levels can 
fall without causing hospital backlogs 
and other problems. Third, the strate­
gy of freezing bed supply does not 
address the underlying demographic 
reality that the United States is an 
aging society. Limiting the supply of 
nursing home beds might have value 
in the short term but could cause other 
problems as a long-term strategy. 

Conclusions 
Although the rate of growth for 

Medicaid long-term care expenditures 
for the elderly has s lowed since 1993, 
spending on these services still repre­
sents a substantial proportion of total 

Medicaid expenditures. And the 
aging of the population guarantees 
greater future need for long-term 
care. For both these reasons, state pol­
icymakers have sought to reduce the 
rate of growth in these expenditures 
through reform in the organization 
and delivery of long-term care ser­
vices as well as through coverage and 
benefit decisions. 

In the short run, states are likely 
to turn to more traditional strategies 
to reduce spending such as reducing 
reimbursement rates to nursing 
homes, especially with repeal of the 
Boren Amendment. Although states 
have considerable flexibility to 
reduce long- term care spending 
through rate cuts, eligibility determi­
nations, and benefit decisions, these 
cuts could potentially have a negative 
impact on quality of care and access 
to long-term care services for the 
elderly. If states maintain current lev­
els of access and quality, they eventu­
ally will need to utilize other cost­
saving strategies, such as increasing 
the amount of outside resources used 
to finance Medicaid long-term care, 
coordinating acute and long-term care 
through use of managed care, and 
expanding home and community­
based care. It is uncertain how much 
reforms could reduce spending in the 
short or long term, but there arc some 
encouraging developments in the 
integration of acute and long-term 
care and in creative home and com­
munity-based programs. States will 
seek to build on the promise of these 
findings as they attempt to reform 
Medicaid long-term care and to con­
tain spending. 
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Repeal of the 
''Boren Amendment'': 

Implications for Quality of 
Care in Nursing Homes 

Joshua M. Wiener and David G. Stevenson 

rom 1980 to 1997, federal law directly 
linked Medicaid nursing home rates with 

minimum federal and state quality of care 
standards. As part of the Omnibus Reconcilia­
tion Act of 1980, the "Boren amendment" 
required that Medicaid nursing home rates be 
"reasonable and adequate to meet the 
costs which must be incurred by 

glaring quality of care deficiencies in Cali for­
nia nursing homes, the U.S. Senate Special 
Committee on Aging held critical hearings on 
nurs ing homes and their regulators, and Presi­
dent Clinton unveiled tougher enforcement 
standards. 1 

Despite nursing home industry claims 

As states gain 
freedom to cut nursing 
home reimbursement, it 

becomes more important to 

e ffic iently and economically 
operated faci lities in order to 

that low payment rates inhibit 
quality of care, Medicaid rates 

for nursing facility care are 
provide care and services in 
conformity with applicable 
state and federal laws, regu­
lations, and quality and 

a logical target for states 
trying to reduce the 
growth rate of long-term 
care expenditures. Nurs­
ing home care account­
ed for 20 percent of 
Medicaid expe nditures 

safety standards" (Section 
1902(a)( l3) of the Social 
Security Act). State Medi­
caid officials overwhelm­ in 1996. Whereas the 

financial effect of reforms 

understand whether and 
how these changes might 
aflect quality of care in 

nursing homes. ingly came to oppose the 
amendment as impossible to 
operationalize, believing that they 
were forced by the courts to spend too 

such as expanding home and 
community-based services and 

much on nursing homes at the expense of 
other services. 

The federal Balanced Budget Act of 1997 
repealed the Boren amendment, giving states far 
greater freedom in setting nursing home pay­
ment rates. The nursing home industry warned 
that Medicaid reimbursement levels already are 
too low, and that further reductions would 
adversely affect quality of care. Indeed, poor­
qual ity nursing home care is gaining increa~ing 
attention. For example, in response to a recent 
General Accounting Office report identify ing 

integrating acute and long-term care 
is uncertain, with savings likely to occur some 
time in the future, the impact of nursing home 
rate reductions on sta te budgets is predictable, 
immediate, and potentially large. Similarly, 
with nearly 70 percent of nursing home resi­
dents dependent on Medicaid to pay for their 
care, it is hard to overstate the importance of 
Medicaid to the nursing home industry.2 

As states gain freedom to cut nursing home 
reimbursement, it becomes more important to 
understand whether and how these changes 
might affect quality of care in nursing homes. 
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The question for state policymakers is 
whether and to what extent goals of 
quality assurance and cost control are 
compatible. In particular, can states 
reduce Medicaid nursing home pay­
ment rates without jeopardizing quali­
ty? To aid policymakers faced with this 
decision, this policy brief reviews the 
research literature (most of which is 
very old) pertaining to the relationship 
between financing and the quality of 
long-tenn care. 

Reimbursement and 
Quality 

Research on reimbursement and its 
potential impact on quality of care gen­
erally focuses on two broad areas of 
concern. First, what is the relationship 
between the costs of long-term care and 
quality of care? This policy question is 
motivated largely by the arguably low 
rates paid by Medicaid. Like most other 
areas of Medicaid policy, nursing home 
reimbursement levels and methods vary 
dramatically by state (table I). Average 
Medicaid nursing home reimbursement 
rates for 1998 vary from a low of 
$62.58 per day in Nebraska to a high of 
$329.62 per day in Alaska. Second, 
docs the method of payment (e.g., flat 
rate, prospective payment, casemix 
adjustment), independent of its level, 
affect quality of care? This question is 
potential ly very important because gov­
ernment policymakers have consider­
able control over these policy levers. 

Level of Cost, Payment, and 
Quality 

Although measuring cost and pay­
ment levels is comparatively straight­
forward , measuring quality of care is 
not, and how it is assessed can signifi­
cantly affect the results of studies exam­
ining the relationship between the two. 
Most studies have analyzed the rela­
tionship between cost (or payment) and 
quality by using some form of input 
(e.g., staffing levels) or process indica­
tor as the measure of quality. Using 
1995-96 On-Line Survey Certification 
and Reporting (OSCAR) system data, 
Harrington et al. found a small but pos­
itive relationship between the amount 
of Medicaid reimbursement and nurse 
staffing levels (except for nurse assis­
tants). Facil ities with higher staffing 

levels also had fewer certification 
deficiencies.3 However, using structur­
al measures of quality can be problem­
atic because increased inputs imply, 
almost by definition, higher costs. That 
is, a positive relationship between 
inputs and costs is likely, regardless of 
whether there is a relationship between 
costs and "quality." Several studies 
have found that higher reimbursement 
was associated with higher staffing 
but failed to find a significant rela­
tionship for other measures of quali­
ty.4 For instance, Zinn found that 
higher reimbursement was associated 
not only with higher registered nurse 
staffing, but, surprisingly, also with 
more use of restraints and a greater 
proportion of residents who were not 
toileted. 

Only a few studies have examined 
the relationship between facility costs 
and quality using outcomes-based qual­
ity measures, and these have been quite 
limited. Using 1983 data from Iowa, 
Nyman found that costs were not sig­
nificantly greater in nursing homes with 
higher quality as measured by various 
outcomes (including residents wearing 
clean clothing, being fully dressed, and 
having clean hair).5 At the same time, 
these outcome measures of quality were 
found to be associated with nursing 
time per patient. Similarly, using 1987 
National Medical Expenditure Survey 
data, Cohen and Spector did not find a 
statistically significant relationship 
between reimbursement level and 
outcomes-based quality measures 
(including mortality, change in func­
tional status, and presence of decubi­
tus ulcers), but did find a positive 
relationship between reimbursement 
level and staffing intensity.6 Many 
aspects of quality care (e.g., staff atti­
tude and administrative philosophy) 
apparently do not require large expen­
ditures and are not significantly related 
to facility costs.7 Thus, improved quali­
ty might not necessarily imply higher 
costs, and poor quality might not simply 
be a result of inadequate resources. 

These results illustrate the com­
plexity of the relationship among costs, 
inputs, and outcomes and the dilemma 
for states in trying to establish payment 
rates adequate to produce quality care. 
Both analyses found a relationship 
between cost/reimbursement level and 
staffing intensity, and both analyses 

found that professional staffing had a 
positive and significant relationship to 
quality of care in terms of outcomes.& 
However, the effects of higher cost/ 
reimbursement on staffing and of 
staffing on outcomes were not large 
enough for cost/reimbursement to have 
a statistically significant impact on 
quality as measured by outcomes. 

Method of Reimbursement and 
Quality 

Setting Medicaid reimbursement 
rates for long-tenn care is one way 
states control expenditures and shape 
the long-term care market. To achieve 
savings, states focus not only on the 
overall level of reimbursement but also 
on the payment methodology used to 
pay long-tenn care providers. These 
policies differ most fundamentally on 
two levels: whether they base payment 
on facility-specific costs or on a set of 
flat rates (set independently of an indi­
vidual facility's costs) and whether rates 
are set retrospectively or prospectively. 

Facility-specific rates (set either 
prospectively or retrospectively) arc 
based on an individual facility's costs, 
usually up to some ceiling. Under this 
type of payment, higher-cost facilities 
receive higher payments than lower­
cost facilities. Under flat rates, nursing 
homes are paid a rate that is not based 
on the individual facility's costs. Typi­
cally, flat rates are based on the cost 
experience of all facilities in an area 
(sometimes adjusted for facility or 
patient characteristics such as the 
casernix of a nursing home). 

Under retrospective payment, nurs­
ing homes receive a facility-specific 
interim payment rate based on costs for 
some base year, with adjustment for 
inflation. If the actual costs (usually up 
to some ceiling) are different from the 
interim rate, either the state pays the 
facility or the facility pays the state 
the difference. This methodology 
encourages facilities to spend more 
(perhaps improving quality) because 
they can be reimbursed for their 
expenses, although ceilings on allow­
able costs and lags in altering rates 
apply a brake on the incentive for 
facilities to increase spending. 

Almost all states use prospective 
payment systems to pay nursing homes. 
Under prospective payment, providers 
receive a rate set in advance for a bundle 



Table 1 
Nursing Home Reimbursement across 50 States and 

the District of Columbia, 1998 

Per Diem Ratea Method of Reimbursement!> Casemlx Adiustedb Ancillaries lncludedb,c 

nn Alabama $98 96 prospective tacmty~specific no 
nn Alaslsa 329,62 prospective facility-specific no 

Arizona 97.39 prospective tacility-specilic_ 
Arlsansas 63.99 prospective patient-specilic_ 
California 83.04 prospective flat-rate 
Colorado 98 oo prospective facility-specific 
Connecticut 130.00 prospective tacility-specjfjc 

cti e atient-spec~f~c prospe _ 
97.00 prospect Delaware mbia = j2~1~0~3i!5i..._ ___ _.,._~_ District of Colu 

Florida 94.38 prospective flat-rate 

yes 
yes 
nQ 
no 
[lQ_ 

¥85. 
[lQ_ 

llQ 
G.e.orgia 75.26 prospective facility-specific n no_ 

aii 1 so.00 prospective facility-specific 
Idaho 94.20 . . . Illinois prctspechve taci11ty-sJ 

77·63 prospective facility-sp· -·•· 

basic 

1. 2 
1. 2 

basic 
1. 2 

lo.diana 86.43 prospective facility-specific no 1 
rospective facility-specific no 

Kansas 78.11 prospective facility·s®cific ye"-______ ......, ___ _ 
Kentucky 83.42 prospective facility-specific yes 1 
Louisiana 65.24 pwspective flat-rate 2. 
Maine 105,85b pros121tc.tiY.e-1a.cility:.spe..cific y, 
Maryland 106.62 pros~patient/facmty-specific ye 
Massachusetts 109.52 prosp~specific yes basic 
Michigan 95.Q0 llli>Spective facililY.:specific no 2 
Minnesota l 01 .11 prospec)ive patient/facility-specific yes 2 
Mississippi 79 65 prospective facility-specific yes 2 
Missouri 66 oo prospective facility-specific 
Montana 67 54 prospective facility-specific yes basic 
Nebraslsa 62,58 retrospective facility-specific yes basic 
Nevada 110.s1 prospective facility-specific yes basic 
New Hampshire 111,94 prospective facility-specific no 1, 2 
New Jersey l 04.93 prospective facility-specific yes 1. 2 
New Mexico 92.1 o prospective facility-specific no 1 
New York 165 00 prospective facility-specific yes 1. 2, 3 
North Carolina 95.12 combination facility-specific no 1. 2 
North Dakota 94.00 prospective facility-specific yes 
Ohio l 01.00 prospective facility-specific yes 
Oklahoma 64.20 prospective flat-rate 
Oregon 89.05 prospective facility-specific 
Pennsylvania 114.12 retrospw 
Rhode Island 125.86 PJ9spective facility-specific 
South Carolina 84.04 prospective facjlity-s 
South Dakota 79.93 prospective tacility-s~ 
:Tuno_Etss_e_e 77 91b combination facility-specific 
fuas 75 40 prospective patient-specific_ 
Utah 80.60 prospective facility-specific 
Vermont 94 241> prospective facility-specific 

no. 
no. 
~ 
[lQ_ 

~ 
y~ 

[lQ_ 

y~ 
OQ. 

¥85. 

1...2. 
1...2. 
u. 

~ 
1 

u. 
1...2. 

1 
~ ginia 78.12 combination facility-specific yes 1 
Wasb.iogton 114.31 prospective facility-specific noe 1 
West Virginia 97.00 prospective facility-specific yes l 
Wisconsin 91 oo prospective facility-specific yes 2 
Wyoming 93.84 prospective facility-specific no 1_._ 2 

Sources: 
a. American Health Care Association. Nursing Facility Sourcebaok: Facts and Trends. 1998. 
b. C. Harrington et al. 1996 State Data Book on Long-Term Care Program and Market Characteristics. 
c. Most states include ancillary services such as nonprescription drugs and medical supplies in their rates. 

States vary more widely in their inclusion of the following ancillary services in the calculation of rates: 
1 = physical. occupational, speech. or respiratory therapy 
2 = durable medical equipment 
3 = prescription drugs 
"basic" does not include 1, 2, or 3 

d. In Delaware. these ancillary services are only included in the rate for public facilities (3 of the 35 facilities in the state). 
e. Washington recently adopted a patient-specific casemix reimbursement system. 



of services, without adjustment for 
actual costs. As with a capitated pay­
ment for managed care, providers arc at 
financial risk if facility costs exceed 
payments; alternately, providers can keep 
the surplus as profits should payments 
exceed their costs. Facility-specific 
prospective and nat-rate systems pro­
vide greater incentives for facilities to 
be efficient than retrospective systems 
do, because nursing home profits are 
the difference between their payment 
and their expenses. To the extent that 
facilities make money by curtailing ser­
vices, quality may be adversely affect­
ed, which theoretically should be more 
of a problem for nat-rate systems be­
cause there is no relationship between 
an individual facility's costs and its 
reimbursement. In contrast, facility­
specific prospective payment systems 
periodically recalculate a facility's 
costs. Thus, if a facility dramatically 
reduced its costs, its future rate would 
also be reduced, limiting the extent to 
which reducing costs is in the nursing 
home's interest. 

Empirical studies tend to support 
these theoretical expectations. Using 
cost report data from eight states from 
1978 to 1980, Holahan and Cohen 
found strong evidence that the cost­
containment incentives in state reim­
bursement systems appeared to have a 
real impact on cost increases: Prospec­
tive and nat-rate systems generally 
reduced cost growth more than retro­
spective payment.9 Aggressive cost­
control strategies were also found to 
have a constraining effect on spending 
for patient-related services (and there­
fore might adversely affect patient 
care).10 Patient-related costs were con­
strained more than nonpatient-rclated 
costs in reimbursement systems with 
stronger cost-controlling incentives. At 
least in the short term, cost-containment 
measures did not negatively affect 
access for Medicaid patients. In light of 
their findings, Holahan and Cohen 
recommended that states separate costs 
into three components-patient-care­
related, noncare-related, and capital-to 
identify and more readily eliminate 
"unnecessary" cost growth. 

Using 1981 Medicare and Medi­
caid Automated Certification Survey 
files and Medicare cost reports, Cohen 
and Dubay found that as cost­
containment incenkves (e.g., the use of 

flat-rate payments) became stronger, 
nursing homes responded by decreasing 
the severity of their casemix (e.g., by 
limiting access for heavy care patients) 
and decreasing staffing levels. 11 Nurs­
ing homes in states that paid flat rates 
had fewer nurses per bed than similar 
homes in cost-based reimbursement 
states. In addition, access for Medicaid 
patients was worse in states with flat­
rate reimbursement and better in states 
with prospective reimbursement. Final­
ly, prospectively paid nursing facilities 
did not have costs significantly different 
from retrospectively paid facilities. 
However, facilities that were paid flat 
rates under Medicaid did have signifi­
cantly lower costs. 

Prospective payment also can 
affect patient care services differently, 
depending on the bundle of services 
included in the unit of payment. For 
example, prospective payment may or 
may not include ancillary services such 
as prescription drugs and therapy ser­
vices. In a study of five states that used 
the 1996 nursing home minimum data 
set, Moore and White compared New 
York- which includes prescription 
drugs in its prospective payments for 
nursing homes-with four states that 
reimburse prescription drugs on a fee­
for-service basis (i.e., separate from the 
prospective rate).12 The study found 
that prescription drug uti lization for the 
treatment of selected medical condi­
tions was significantly lower in New 
York than in the comparison states, sug­
gesting that nursing homes responded 
to financial incentives of the fixed 
payment. 

Casemix Reimbursement. One 
variation of flat-rate reimbursement that 
many states have adopted is casemix 
reimbursement.. An undesirable incen­
tive of pure flat-rate payments (and to a 
lesser extent, of facility-specific method­
ologies) is for nursing homes to avoid 
patients who are severely disabled, as 
reimbursement is no greater for patients 
with heavy care needs than for patients 
with light care needs. Casemix reim­
bursement systems are designed to 
mitigate the effects of these perverse 
incentives by matching the payment 
level to an individual 's care needs. 
Under casemix reimbursement, nurs­
ing homes receive higher reimburse­
ment when individuals require more 
services. The major theoretical strength 

of casemix reimbursement is that it 
should make nursing homes indifferent 
to the relative care needs of the individ­
uals they admit. 

Despite these advantages, casemix 
reimbursement also creates disincen­
tives for nursing homes to rehabilitate 
patients (because they are paid more for 
more disabled residents) or to provide 
services that diminish their profits 
(because profits are the difference 
between reimbursement and expendi­
tures). These systems also have incen­
tives to misreport resident conditions or 
services received. In their analysis of 
1987 data from six states, Butler and 
Schlenker found some evidence that 
these problems did in fact occur and 
concluded that casemix reimbursement 
systems must include explicit ways to 
measure and ensure quality of care.13 In 
their review of the casemix reimburse­
ment literature, Weissert and Musliner 
concluded that casemix payment by 
itself generally did little to improve 
quality of care.14 Disappointingly, 
higher casemix payments were not 
necessarily used to increase nursing 
home staffing levels. In contrast, the 
research is more positive on the use of 
casemix systems to improve access to 
care, although improving access for 
heavy care patients can create access 
difficulties for light care residents 
(who arguably should be served out­
side nursing homes). 

Reimbursement Incentives to Im­
prove Qualily of Care. Some researchers 
have proposed that reimbursement be 
linked directly to quality of care. 
Because nursing homes respond to 
cost-containment mechanisms of dif­
fering reimbursement systems, Zinn 
reasoned they would respond similar­
ly if quality indicators were linked 10 

payment. 15 Pointing out that reim­
bursement and quality assurance are 
typically defined by independent sys­
tems with separate objectives, 
Shaughnessy and Kurowski explored 
the theoretical dimensions of linking 
reimbursement and quality assurance 
and detailed several areas of research 
that need to be addressed before this 
linkage is possible, including the devel­
opment of better process and outcome 
measures, identification of quality 
norms, and development of incentives 
to change provider behavior.16 Al­
though this article was wriuen 16 years 



ago, most of the same limitations in 
the research base still remain today. 

There have been some experi­
ments with outcomes-based incentives. 
A demonstration in San Diego in the 
early 1980s tested the effectiveness of 
monetary incentives on improving the 
health of nursing home residents and 
reducing Medicaid expenditures. These 
incentives for improved outcomes had 
beneficial effects on quality, access, and 
number of hospital transfers.17 Other 
initiatives in Illinois, Connecticut, and 
Michigan have not been evaluated. 

Limited Nursing Home 
Bed Supply and Quality 
of Care 

Several studies done in the 1970s 
and early 1980s found a strong relation­
ship between poor quality and a high 
percentage of Medicaid residents in 
nursing homes.18 These resul ts are often 
interpreted as evidence that Medicaid 
nursing home reimbursement rates 
were too low to provide good-quality 
care. If that were the case, the quality of 
care problem could be alleviated simply 
by raising Medicaid reimbursement 
rates. 

An alternative explanation is that 
the relationship between low quality 
and homes that are heavily dependent 
on Medicaid is attributable to an insuf­
ficient supply of nursing home beds 
available for Medicaid residents (i.e., 
excess demand), which means that 
facilities need not compete by provid­
ing high-quality care.19 Excess demand 
exists when not enough beds are avail­
able for patients demanding care at a 
given market price, a condition that 
may be optimal for both the state and 
the nursing homes, if not for residents. 
Nursing homes typically charge two 
different rates-one for Medicaid resi­
dents and a higher one for private-pay 
residents (Minnesota and North Dakota 
require that nursing homes charge the 
same rate to private and Medicaid 
patients). Because private-pay rates 
arc almost always higher than Medi­
caid reimbursement levels, profit­
maximizing nursing homes would 
rather admit a private-paying individ­
ual over an individual supported by 
Medicaid. In an analysis of data from 
43 states for 1969-73, Scanlon found 

that excess demand resulted in a seg­
mented nursing home market, with 
private-paying residents obtaining all 
desired care and public-paying resi­
dents filling any remaining bcds.20 If 
excess demand exis ts for nursing 
home beds, it is excess Medicaid 
demand. Studies done of Wisconsin 
and the IO national long-term care 
channeling demonstration si tes in the 
early 1980s also found evidence of 
excess demand.21 

Under excess demand, nursing 
homes can attract as many Medicaid 
patients as they want, regardless of 
quality. Although Medicaid residents 
prefer higher quality of care, they can­
not exercise these preferences under 
excess demand and must instead choose 
among the limited number of available 
beds. Hence, high-quality care is neces­
sary only to attract more private-paying 
nursing home residents. In a market 
with a surplus of nursing home beds, 
however, nursing homes cannot act on 
their preference to admit private-paying 
patients over Medicaid-subsidized 
patients-they will accept either type of 
patient in order to fill their beds. In this 
environment, both private- and Medi­
caid-paying residents would be able 
to exercise their preference for high­
quality care. Consequently, nursing 
homes should increase quality to 
attract patients. 

Using 1978-79 and 1983 data 
from Wisconsin, Nyman found evi­
dence to support his theory that excess 
demand was responsible for lower­
quality nursing home care.22 He found 
that the low-quality-high-Medicaid 
relationship was stronger under condi­
tions of excess demand. In addition, 
Nyman found that nursing homes in 
counties with a surplus bed supply 
spent more on patient care per empty 
bed than counties with a tight bed 
supply. Nyman posited that this evi­
dence cast doubt on the assumption 
that the high-Medicaid- low-quality 
relationship resulted s imply from 
lower Medicaid payments. On the 
basis of a 1987 nursing home survey 
and certification data, Zinn reached 
similar conclusions.23 

In addition to quality, the presence 
of excess demand in the nursing home 
market creates concern about access to 
nursing home care, especially for Medi­
caid patients. Private demand should 

not be affected by Medicaid demand or 
bed supply because private-pay patients 
will always have admission preference. 
Using 1982-84 data from the National 
Long-Term Care Survey and Area 
Resource data, Ellner found that Medi­
caid patients had worse access to 
nursing homes on average, and that 
this situation seemed to exist mainly 
in areas in which bed supply was low 
or private competition for beds was 
greater.24 In addi tion, some nursing 
homes (e.g., Vencor, Inc.) have begun 
to focus on the private-pay and 
Medicare market to the exclusion of the 
Medicaid market.25 Few facilities, how­
ever, can afford to exclude Medicaid 
residents completely because Medicaid 
pays for the majority of nursing home 
residents. 

There is some evidence that excess 
demand has declined in recent years. In 
an evaluation of 1988 data from Wis­
consin, Minnesota, and Oregon, Nyman 
found no evidence of excess demand 
(this finding for Wisconsin contrasted 
with his previous analysis of 1983 
data).26 In addition, national nursing 
home occupancy rates declined from 92 
percent in 1985 to 88 percent in 1995.27 
This decline is particularly remarkable 
because the ratio of nursing home beds 
per 1,000 elderly persons aged 85 and 
over declined by 2 1 percent between 
1978 and 1996.28 Nonetheless, there 
remains an extremely strong relation­
ship between nursing home bed supply 
and utilization, leading most states to 
fear that a higher number of nursing 
home beds will result in higher Medi­
caid expenditures.29 As a result, most 
states control the supply of nursing 
homes through certi ficate-of-need pro­
grams or moratoriums on new construc­
tion or certification for Medicaid. 

State efforts to shift the balance of 
the long-term care system from institu­
tional-based to home and community­
based care by expanding home care 
services and using case management 
and preadmission screening efforts to 
encourage placement in settings other 
than nursing homes may also reduce 
excess demand. In all but a few states, 
however, home and community-based 
services are only a small proportion of 
Medicaid long-term care expenditures 
for the elderly. In addition, Medicare 
home health expendi tures have sky­
rocketed since 1989, and the benefit 



has become more long-term-care­
oriented. As the availabil ity of home 
and community-based services in­
creases, nursing homes will have to 
compete more actively with other 
types of long-term care providers, 
such as assisted living facilities and 
home health agencies, as well as with 
other nursing homes. 

Conclusion 
The repeal of federal nummum 

standards for Medicaid nursing home 
reimbursement gives states additional 
flexibility in detennining how to set 
payment rates but, by itself, does not 
alter state policy. Instead, the impact of 
the repeal will depend on how much 
states choose to alter nursing home pay­
ment in the changed statutory environ­
ment. So far, a booming economy and a 
low rate of increase in Medicaid expen­
ditures have meant that few states have 
needed to find large Medicaid savings. 
Although the nursing home industry is 
politically powerful in most states and 
may succeed in blocking substantial 
rate reductions in the future, nursing 
homes and some resident advocates 
across the country are still concerned 
that the Boren amendment's repeal will 
ultimately result in reimbursement rate 
cuts that adversely affect quality of 
care. Moreover, any Medicaid payment 
reductions will be in addition to the 
Medicare skilled nursing facility cuts 
and reimbursement changes enacted as 
part of the Balanced Budget Act of 
1997.30 Reimbursement reductions are 
of considerable concern because there 
is already evidence of significant quali­
ty of care problems in nursing homes. 

The impact of potential financing 
changes on the quality of long-term 
care is difficult to assess. Almost all 
the research literature on the relation­
ship between financing and quality of 
nursing homes is based on very old 
data and does not reflect the regulato­
ry changes required by the Omnibus 
Budget Reconciliation Act of 1987. 
Most studies on the topic were pub­
lished in the mid- to late 1980s and 
re lied on data from the late 1970s and 
early 1980s. Moreover, several stud­
ies discussed in this brief focused on 
data from one or a few states, making 
it hard to generalize to the nation as a 
whole. In addi tion, the measures of 

quality in most of these studies were 
quite rudimentary, especially in terms 
of outcomes. 

For states seeking Medicaid sav­
ings by lowering nursing home rates, 
the available research does not offer 
conclusive evidence about the level of 
reimbursement needed to provide ade­
quate quality of care. Logic dictates 
that there is some minimal level of 
reimbursement below which it is 
impossible-or at least unacceptably 
difficult-to provide good-quality 
care. That assumption was the 
premise of the Boren amendment; the 
problem was that nobody could ever 
specify in any scientific way what 
that level of reimbursement was. 

Nursing homes often complain 
that current Medicaid rates are too 
low to provide high-quality care and 
that reduced payments will adversely 
affect qual ity. A dilemma for policy­
makers is that a dollar's worth of 
increased Medicaid reimbursement 
will generate less than a dollar's 
worth of quality improvement. High­
er rates might be di luted in ways­
including administrative expenses, 
profi ts, and inefficiency-that do not 
improve resident outcomes. And 
while it seems intuitive that it should 
cost more to provide higher quality of 
care, this is not necessarily the case. 
Higher-cost facilities generally have 
higher levels of inputs, but many ele­
ments of "quality" are costless. 
Instead of hoping to achieve quality 
indirectly through more generous 
reimbursement, a more effective way 
to improve quality of care may be 
through a regulatory approach that 
requires increased care inputs (e.g., 
staffing). Fairness, however, requires 
that states be willing to pay for the 
cost of new regulatory requirements. 

Beyond the level of reimburse­
ment, state choices in method of reim­
bursement are likely to affect quality of 
care. Patient care is particularly vulner­
able to reimbursement-focused cost­
containment efforts such as flat rates, 
suggesting that states should separate 
out those elements for more generous 
treatment. Casemix reimbursement is 
becoming increasingly popular among 
states and may improve access for 
heavy care patients, but it seems to have 
little positive impact on quality of care. 
Although casemix systems better match 

payment with resident needs, they pro­
vide little incentive for improved out­
comes: Nursing homes receive higher 
reimbursement for more severely dis­
abled residents, but they are not 
required to spend additional funds to 
provide care. Finally, although linking 
payment and quality of care would 
seem conceptually desirable, the tech­
nology to implement such systems at 
the state level is not currently available. 

State policymakers also need to be 
cognizant of the effects that the long­
term care market can have on quality of 
care and its relation to Medicaid reim­
bursement. Diminished competition as 
a result of excess demand seems to have 
a negative impact on quality of care, but 
the extent to which excess demand still 
exists in the long-term care market is 
unclear. States can lower excess 
demand by increasing the supply of 
nursing homes and by expanding the 
supply of home and community-based 
services, but these changes also would 
increase the total cost of the long-term 
care system, implying a cost/quality 
tradeoff. Moreover, the expansion of 
nursing home alternatives raises a host 
of other issues related to quality of care 
in these settings. 

In sum, because quality of care in 
nursing homes is already problematic, 
states looking to cut nursing home rates 
need to be cautious in their quest for 
Medicaid savings. Though it does seem 
true that higher rates are not necessarily 
used to improve patient care and that 
many elements of quality care do not 
require higher costs, direct patient care 
expenditures are particularly vulnerable 
to rate-reduction initiatives. Lowering 
Medicaid nursing home reimbursement 
rates may be especially problematic in 
states with high levels of excess 
demand, as nursing homes in those 
states do not have to compete for 
patients on the basis of quality. Reduc­
ing excess demand would lower the 
quality risks of reducing reimbursement 
rates but probably would result in high­
er Medicaid expenditures as well. 
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PUBLIC POLICIES ON 

MEDICAID ASSET TRANSFER 

AND ESTATE RECOVERY: 

HOW MUCH MONEY TO BE SAVED? 

I n 1995 Congress passed legisla­
tion that would have converted 
Medicaid from an open-ended 
entitlement program with a 

number of federal requirements to a 
block grant with few national stan­
danis. Moreover, federal cxpcndirurcs 
for Medicaid would have been capped 
and indexed at far below the expected 
rate of growth under current law. For 
his part, President Clinton has pro­
posed establishing per b~neficiary 
limits on the growth of federal cxpcn· 
diturcs, while giving states somewhat 
greater Acxibility in contracting with 
managed care organizations, setting 
reimbursement rates, and organizing 
long-term-care services. Savings, 
while significant, would be much I~ 
than under the congressional plan. 

If states arc to control Medicaid ex• 
penditurcs, they will have to confront 
the issue of services for the elderly and 
people with disabilities. Although 
about thr«•quartcrs of Medicaid ben­
eficiaries arc children and nonelderly, 
nondisablcd adults, they account for 
only about a third of expenditures 
(Holahan and Liska, 1995). Older 
people and people with disabilities ac• 
count for two-thirds of Medicaid ex­
penditures. Moreover, in 1995, 33 per· 
cent of Medicaid expenditures were 
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BY JOSH UA M. WIENER 

The issues go beyond 

whether substantial 

Medicaid savings 

can be achieved 

by being 'tougher.' 

for long-term-care services-nursing 
facilities, personal care, home health, 
intermediate care facilities for the 
mentally retarded, and home and 
community-based services (Burwell, 
1996). Approximately three-fifths of 
Medicaid long-term-care expendi­
tures arc for the elderly (Kaiser Com· 
mission on the Future of Medicaid, 
1995) . Medicaid is the dominant 
source of public funding for long· 
term care for the elderly, accounting 
for 61 percent of government spend­
ing for nursing home and home care 
in 1993 (Wiener, Illston, and Hanley, 
1994). Most Medicaid long-term-care 
spending for the elderly goes for ours• 
ing home care, where 68 percent of 
residents in 1991 had their care at least 

partly financed by the program (Liu 
and Moon, 1995). 

Advocates of block grants and large 
reductions in the rate of growth of 
Medicaid spending argue that sub­
stantial program savings can be 
achieved by (1) allowing states 10 be 
tougher on nursing home residents 
who qualify for Medicaid by transfer­
ring assets in order to appear poor and 
(1) more aggressively recovering Med­
icaid expenditures from the estates of 
dccca.scd Medicaid nursing home resi­
dents. While some savings arc surely 
p0$.Sible through these practices, the 
amounts arc not likdy to be large, and 
such strategics raise a number of pub­
lic policy issues. 

BACKGROUND 

Medicaid is a means-tested wel­
fare program. In general , unmar­
ried people may not re tain more 
than n,ooo in assets, generally not 
counting the value of the home. 
The asset limits fo r married cou­
ples, one of wh om still lives at 
home, were subsrancially liberal­
ized by the Medicare Catastrophic 
Coverage Act of 1988. Meeting the 
asset limits by transferring assets to 
other parties at less than marke t 
value is prohibited for thirty-six 
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months prior to applying for Med­
icaid. Under provisions of chc 
Omnibus Budget Reconciliation 
Ace of 1993, states arc required to 
recover the cosr of institutional 
care from chc estates of deceased 
Medicaid beneficiaries. 

Nursing home residents who meet 
the asset test must contribute all of 
their income toward the cost of care, 
after deducting a small allowance 
(usually s30 a month) to pay for per­
sonal items. Again, community-based 
spouses may retain substantially 
higher amounts of the couple's in­
come_ Only if the contribution toward 
the cost of care is inadequate to meet 
the expense of nursing home care will 
Medicaid then pay the residual eost. 

PREVENTING TRANSFER OF ~ETS 

Over the last several years, policy 
makers and the media have focused 
attention on middle- and upper-class 
elderly people who transfer, shelter, 
and undcrrcport assets in order to 
meet Medicaid asset eligibility re­
quirements so that they can qualify 
for aid in paying for nursing home 
ca.re (Burwell and Crown, 1995; Gray, 
1992.; Bates, 1992.). Congress legislated 
aga.inst these activities, often refurcd 
to as "Medicaid estate planning," in 
the Tax Equity and Fiscal Responsi­
bility kt of 1982., the Medicare Car.­
strophic Coverage Act of 1988, and 
the Omnibus Budget Reconciliation 
Act of 1993. While the practice of 
cransfcrring assets to qualify for Med­
icaid has been going on for many 
years, some observers argue that the 
legislative prohibitions arc easy to cir­
cumvent and that its prevalence has 
increased dramatically in recent years 
(Serafini, 1995; Moses, 1994; Moses, 
1995a; Moses, 1995b). (Sec the paper 
by Brian Burwell and WJliam Crown 
in this issue for a description of some 
of the techniques that can be used.) 
Speaker Newt Gingrich alleged that 
transfer of assets by "millionaires" to 
gain Medicaid eligibility is a "very 
common problem" (Schmidt and 
Rich, 1995). Moreover, according to 
some estimates, as much as s5 billion 
a year-roughly 10 percent of Medi-
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caid nursing home expenditures­
could be saved by reducing Medicaid 
estate planning (Canrwell, 1995). 

No other lon g-term-care policy 
issue is argued with greater passion. 
Opponents of transfers contend that 
Medicaid is meant only for those who 
really need it and that manipulating 
loopholes to gain eligibility is a per­
version of the program's intent (Mos­
es, 1990). Moreover, they argue that 
money that goes to support artificially 
eligible nursing home residents is 
money that cannot be spent on Med­
icaid services for low-income children 
and noneldcrly adults. Some ob­
servers also worry that the publicity 
about asset tra.nsfers will negatively af­
fect the "moral color" of the debate 
about long-term-care reform. After 
all, if long-term-care reform is only 
about protecting the assets of the wcll­
to-do, then there is not likely to be 
much of a consrirucncy for change. 

Defenders of the practice insist that 
transferring or sheltering assets to 
qualify for Medicaid is morally indis­
tinguishable from using the cax code 
to avoid paying estate taxes. Both a.re 
legal and both cost the government 
money. Moreover, it is politically 
naive and mistaken to think that 
lower Medicaid long-term-care ex­
penditures will automatically mean 
higher amounts spent on the non­
elderly poor. Finally, few alternatives 
exist for the disabled elderly who do 
not want their.life savings totally de­
stroyed by the costs of long-term care 
and who want to leave some inheri­
t.nee to their spouse and children. 

While it seems likely that an in• 
creasing number of people arc trans­
ferring their assets, the very limited 
available evidence suggests that the 
numbers arc much smaller than is 
commonly thought. The only direct 
evidence is from a U.S. General Ac­
counting Office (1993) study of appli­
cants for Medicaid nursing home care 
in Massachusetts, a state chosen in 
part because asset transfer was be­
lieved to be common there. Of the 
403 Massachusetts Medicaid appli­
cants reviewed, forty-nine applicants 
had transferred assets, and thrcc-quar-

tcrs of these shifted less than s50,ooo 
in resources. Twenty-six of the forty­
nine applicants were either denied eli­
gibility or withdrew their application. 
Six of the seven applicants who trans­
ferred more than s100,ooo were de­
nied eligibility. Thus, although some 
clients did transfer assccs, existing 
rules kept most off the Medicaid rolls. 

Beyond this direct evidence, more 
indirect dac. also suggest that the inci­
dence of asset transfer is low. First, log­
ically, older people cannot transfer 
large amounts of assets if they do not 
have large amounts of assets. Existing 
data suggest that very elderly disabled 
widows, who account for the vast bulk 
of nursing home patients, have quite 
low income and assets. As shown on 
Table 1, Wiener, Hanley, and Harris 
(1994) found that about rwo-thirds of 
disabled elderly who were admitted to 
nursing homes bctwccn 1982. and 1984 
had incomes below 150 percent of the 
federal poverty line in 1982.; about a 
third had incomes below the poverty 
line. Furthermore, based on a syn· 
thcric estimate using data on the non­
institutionalized elderly population 
from the Survey oflncomc and Pro­
gram Participation, they calculated 
that about three-quarters of nursing 
home patients had less than s50,ooo in 
nonhousing assets (in 1989 dollars) at 
the rime of their admission to the nurs­
ing home; almost half had less than 
s10,ooo in nonhousing assets (Table 
1). In contrast, only about II percent 
had the level of assets (s100,ooo or 
more) considered typical of estate 
planners' clients. Of this more wealthy 
population, about half have enough 
annual income to pay for nursing 
home ca.re without recourse co any as· 
sets. Thus, this group has no incentive 
to engage in Medicaid esc.te planning 
because they can pay for nursing home 
care out of current income. 

Second, if a large and rapidly in­
creasing number of the elderly arc 
transferring their assets, then the 
number of Medicaid nursing home 
beneficiaries should be rising rapidly. 
In fact, as shown on Table 3, the num­
ber of Medicaid nursing home benefi­
ciaries is increasing slowly and only 
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GENERATIONS 

slighrly faster than the number of 
nursing home beds. Between 1990 
and 1993, the average annual com-

pound rate of increase in Medicaid 
nursing home beneficiaries was 3.3 
percent a year, while the increase in 

'Jizbk I 

Distribution of Income of Disabled Elderly Admitted 
to a Nuning Home, 19b-1984 

INCOME IN 1982 AS A PUCEHtACI! OF ftoUAL POVUTY l..Evf.l. 

Less than 100% 
100%-149% 
150%-199% 
200%-299% 
300%+ 

35.3% 
31.4% 
15.0% 
11.0% 
6.7% 

100.0% 

SoullCI: Brooking, lnstin11ion. AMlysis of 1981-14 National Long-Term Cate Survey. 
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brim•ttd 1ncome and Paaonal Net Wonb 
ofNu.ning Home Population, 1989 

PllsoNAL Nn V(.bUH (NONHOUSINC AssETS) 

SJ0,000- sso,ooo-
Tow. 0-$9,999 49,999 99,999 uoo,ooo+ 

INCOME PUC&NrACEOFJ'oPUlATION 

$7,499 or less 44 34 8 2 0 
$7,500-14,999 36 12 14 8 2 
S 15,000-29 ,999 15 2 4 .( 6 
$30,000+ 5 0 1 0 3 
Total 100 48 27 14 11 

SouaCE: Brooking, lnstirution. Estimates based on Survey of Income and Program 
Participation. 
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Number of Medicaid Nursing Home Beneficiaries and 
Nuning Home Beda, 1990-1993 (in thouaands) 

MU>ICAID 

YEAR RI.CPl!HJ'S Btos 

1990 1,461 1,660 
1991 1,490 1,685 
1992 1,573 1.734 
1993 1,610 1,768 
Annual Compound 

Rate of Growth 3.3% 1.5% 

SouaCE: "Statistical Supplement, 199s, • H,4ilh Cut Fi111mcing &vi=. and Harrington, 
C., University of California at San Francisco, personal communicalion, October 11 , 199s. 
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the number of nursing home beds 
was 1.5 percent a year. All of the rate of 
increase in Medicaid beneficiaries in 
excess of the rate of increase in beds is 
due to a relatively large rise in the 
number of Medicaid nursing home 
residents in one year-1991. 

Third, in an exercise that com­
bined an estimate of the available as­
sets of the nursing home population 
and the growth in the number of 
Medicaid beneficiaries, Liu and 
Moon (1995) estimated the maximum 
potential loss due to the increase in 
asset transfer between 1988 and 1991. 
They began by noting that the pro­
portion of nursing home rcsidcncs 
covered by Medicaid increased from 
66 percent in 1988 to 68 percent in 
199:z.. This :z. pcrccnagc point increase 
translates into 30,000 people a year 
and represents a maximum estimate 
of the potential increase in the num­
ber of people who might have trans­

ferred assets to become eligible for 
Medicaid. A$ Liu and Moon note, 
this estimate is almost certainly too 
high because it assumes that all of the 
increase is due to asset transfer, but 
the spowal impoverishment provi­
sions of the Medicaid Catastrophic 
Coverage Act of 1988 dramatically 
cased Medicaid nursing home digibil­
ity requirements for married couples. 
They then multiplied 30,000 people 
by the average nonhousing assccs 
(s36,ooo) for people over age So who 
lived alone and had incomes of less 
than $40,000, a group they defined as 
likely to have an incentive to transfer 
assets. People with incomes above 
140,000 have little incentive to divest 
assets because their incomes arc so 
high that they can pay for nursing 
home care out of current income 
without recourse to any assets at all. 
fu a result, Liu and Moon calculate 
that if every penny of assets that the 
elderly had was transferred , the 
amount equals SI.I billion, represent­
ing only about 4 percent of Medicaid 
nursing home c:xpcndirures. 

EXPANDING EsTATE RECOVERY 

In general, while single individuals 
generally arc limited to s1.ooo in fi-
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nancial assets, a home of unlimited 
value is an excluded asset in determin­
ing financial eligibility for Medicaid. 
However, for a long time states had 
the option of recovering Medicaid ex­
penditures for nursing home care 
from the estates of deceased Medicaid 
beneficiaries. principally from the sale 
of the house. As of 1993, cwenty-four 
states operated estate recovery pro­
grams (Office of the Inspector Gen­
eral, 199-4). Although the Omnibus 
Budget Reconciliation Act of 1993 
mandates states to operate such pro­
grams, some States have refused to do 
so because these initiatives arc politi­
cally unpopular. 

Advocates of aggressive estate re­
covery argue that when determining 
how much an individual may retain 
and still be eligible for Medicaid, it 
makes little scn.sc to maintain the cur­
rent distinction between financial and 
housing assets. An asset is an asset and 
should be counted accordingly. Given 
that Medicaid is supposed to be for 
people with little or no assets, it 
makes pcrkct sense to recover the cost 

of caring for residents from their es­
tate after they die (with proper protec­
tions for the spouse and minor and 
di.sabled children). 

Opponents of estate recovery con­
tend that a person's home has a very 
different ethical and moral meaning 
than do stocks and bonds, for cwn­
ple. The home has an almost mythic 
quality in American society and is 
deeply intertwined with the meaning 
of people's lives. Thus, Medicaid 
nursing home residents should be able 
to pass on their home to their funily 
just like people who arc not Medicaid 
beneficiaries. Moreover, the oppo• 
nents argue that estate recovery puts 
the government in the unsavory posi­
tion of a vulture circling dying pa­
tients, just waiting for the opportu­
nity to get its money back. 

It is likdy that a significant propor­
tion of elderly people discharged from 
nursing homes own their homes. In 
an analysis of the 1981-8-4 National 
Long-Term Care Survey, Wiener, 
Hanley, and Harris (199-4) found that 
55 percent of disabled elderly people 
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entering nursing homes owned a 
home, a percentage that is well below 
the 75 percent of all elderly who are 
homeowners, but still substantial. 
Sheiner and Weil (1992) found that 
only 41 percent of all elderly house­
holds will leave behind a house when 
the last member dies. However, the 
proportion of deceased Medicaid 
nursing home residents who leave be­
hind houses is probably much smalkr 
because an unknown proportion sell 
their homes in order to help pay for 
their nursing home care or for other 
reasons. In an analysis in eight states 
in 19851 the U.S. General Accounting 
Office found that only 1-4 percent of 
Medicaid nursing home residents 
owned a home at the time of applia­
tion for Medicaid (General Account• 
ing Office. 1989). 

In an effort to calculate the maxi­
mum that states could recover from 
estates, Liu and Moon (1995) csti• 
mated the housing wealth available 
for estate recovery from deceased 
Medicaid-eligible nursing home pa• 
ticnts. They calculated that about 
56,000 Medicaid nursing home resi­
dcn ts died annually, were not mar­
ried, and owned a home when they 
died. With $37,000 the average hous­
ing equity eligible for recovery, the 
total amount is about S2 billion, 
about 8 percent of Medicaid nuning 
home expenditures. 

Experience with currently opcrat• 
ing estate recovery programs suggests 
that they arc likely to recoup only a 
small proportion of this amount. As a 
percentage of Medicaid nursing home 
expenditures, the amount recovered 
from the cstarcs of deceased Medicaid 
beneficiaries averaged 1.03 percent in 
1993 for the top ten states, falling 
rapidly from a high of 1. 51 percent in 
Oregon to 0.53 percent in Wuconsin 
(fable -4). Because of the already sig­
nificant effort underway in many 
sta.tes, additional savings arc likdy to 
be limited to those states not currently 
operating estate recovery programs. 
Thus, to achieve the maximum esti• 
mated savings, all states would have to 

achieve recovery rates seven times as 
high as the current average for the ten 

best states and nearly three times as 
high as the most successful state (Liu 

Tabk4 

Top Ten Medicaid Estate 
Reco¥ery Program,, 1993 

MONEY R1COVUI.O AS 

PuctHWaOf 

NuastNC How1 
STAn ExnNomrus 

Oregon 2.51 
New Hampshire 1.36 
California 1.16 
Mamchwens 1.00 
Minnesota 0.91 
North Dalcoc:a 0.87 
Idaho 0.85 
Illinois 0.57 
Utah 0.57 
W11COnsin 0.53 

Sou.a: Ofu of lnspeaor Gena-al, 
1994, 

and Moon, 1995). Although this 
might be poaiblc, it seems unlikely. 

CONO.IJSIONS 

Perhaps more than ever before, 
state initiatives in long-term care arc 
fuc:uaing on ways to save money. Pre­
venting met transfer and aggrmively 
pursuing estate recovery arc two 
strategies that arc under consideration 
to achieve savings without directly 
hurting low- and moderate-income 
older people with severe disabilities. 
Although limited, the available evi­
dence suggesa that savinp would noc 
be high. In addition, thuc savings 
would be at least somewhat offset by 
substantial administrarivc COits. 

Beyond the issue of cost savings, 
asset trarufcr and estate recovery raise 
at least three broad public policy con­
cerns. The fust is whether the financ­
ing of long-term care is primarily a 
public or private responsibility. Some 
people believe that the primary re­
sponsibility for the financing and care 
of people with disabilities belongs 
with individuals and their families 
with government acting only as a 
payer of last resort for those unable to 
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provide for themselves. Under this ap­
proach, the fact that some middle­
class nursing home residents transfer 
assets in order to obtain Medicaid 
benefits and that Medicaid beneficia­
ries can pass on to their heirs a house 
worth tens of thousands of dollars is a 
moral affront that violates the notion 
that Medicaid should be limited to 
the truly needy. 

Others believe that the government 
should take the lead in ensuring care 
fur all disabled people, regardless of fi. 
nancial starus. In this view, the need 
for long-term care is a normal risk of 
living and of growing old that the vast 
majority of people cannot protect 
themselves against. Good quality pri­
vate long-term-care insurance, fur ex­
ample, is simply too c:xpcnsivc fur the 
vast majority of elderly (Wiener, IJI. 
ston, and Hanley, 1994}. In contrast 
to Medicaid, they note, nobody cares 
whether terminally ill Medicare bene­
ficiaries give gifts to their children and 
grandchildren, and no one has pro­
posed recovering the costs of health­
care from the estates of deceased 
Medicare beneficiaries. The reliance 
on a means-rested program to finance 
what is a normal risk of life and of 
growing old c.rcates a perverse ince.n­
tive for good people to manipulate 
the system in order to appear poor. 

Closely related to this policy issue 
is the fact that the amount of income 
and assets that Medicaid nursing 
home residents arc allowed to rcwn is 
very low and rcqums an extreme lcvd 
of impoverishment. Thus, it would be 
possible to make the amount of in­
come and assets that residents arc al­
lowed to retain less penurious without 
abandoning the principle of means­
tested long-term-care financing. This 
would also make asset transfer less 
likely because residents would be able 
to retain larger sums of money, rather 
than losing everything. For example, 
raising the personal needs allowance 
to s100 a month and permitting resi­
dents to retain s30,ooo in nonhous­
ing assets would have increased the 
number of Medicaid nursing home 
beneficiaries by only 7 percent in 1993 
but would have made their lives more 
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comfortable (Wiener, lllston, and 
Hanley, 1994). To do so , however, 
would have increased Medicaid ex­
penditures by s4.o billion (Wiener, 
lllston, and Hanley, 1994). 

Finally, Americans arc deeply am• 
bivalent about the inccrgcncrational 
transfer of wealth. Many people con­
sider it extremely unfair that nursing 
home residents should have to lose 
their entire life savings simply because 
they were unlucky enough to dcvdop 
Alzheimer's disease and, through no 
fault of their own, require institution­
alization. While granting problems 
with the current system, others ques­
tion whether protecting financial cs­
cues to be passed on to adult children 
is an appropriate public policy goal 
because such transfers further inequal­
ity and arc not based on the merits of 
the heirs. People who want to protea 
their assets, it is argued, should pur­
chase private long-term-care insur­
ance. Furthermore, what arc personal 
savinp fur, they ask. if not for needed 
care toward the end oflifc? 

In sum, the issues of transfer of as­
sets and estate recovery go beyond the 
question of whether they can con­
tribute materially to efforts to reduce 
the rate of increase in Medicaid ex­
penditures. They crystallize many of 
the questions about the nature of the 
public and private responsibilities for 
long-term care .. ~ 

Joshull M Wimn; Ph.D .• is princi­
pai mtarrh associlztt, tht Urban lnsti­
tuU, Washmtton, D. C 
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CHAPTER 6 

Jump Starting the Market 
Public Subsidies for Private 
Long-Term Care Insurance 

JOSHUA M. WIENER 

This chapttr pruvuks an analysis of poluy rrsponsts to tht 
long-term can financing programs that rrJy on public subsidy 
modtls. Each of thrtt major progrllmS is asstsstd in ttrmS of 
its capacity to addrrss affordability barrim to long-ttrm can 
insurance. 

This chapter briefty describes the current limitations of the long-term 
care insurance market. The following three approaches to public subsidies 
for private long-term care insurance are presented, with advantllges and 
impediments identified for each: (1) employer tax subsidies, (2) tax de­
ductions or credits, and (3) waiver of some or all of the Medicaid asset 
depletion requirements for purchasers of qualified insurance policies. The 
chapter concludes with observations about the potential contributions of 
these strategies in making long-term care insurance more affordable. 

Background 

T he current U.S. system of financing and delivering long-term care for the 
elderly and the younger disabled population is badly broken. At present, 
the United States does not have, in either the private or the public sectors, 
satisfactory mechanisms for helping people anticipate and pay for long-
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term care. In particular, the disabled elderly and their families find, often to 
their astonishment, that the costs of nursing home and home care are not 
covered to any significant extent by either Medicare or their private insur­
ance policies. Instead, the disabled elderly must rely on their own resources 
or, when those have been exhausted, turn to welfare in the form of Medic­
aid. Moreover, although the vast majority of disabled elderly live in the 
community, nearly two-thirds of public expenditures for long-term care 
for the elderly are for nursing home care (Wiener, Illston, & Hanley, 1994 ). 

To address these problems, a small but growing private long-term care 
insunnce market has developed over the past ten years. Although over 
95 percent of the elderly have Medicare coverage and about 70 percent 
have supplemental private insurance policies, insurance against the poten­
tially devastating costs of long-term ca.re is relatively rare (Committee on 
Ways and Means, 1996). As of the end of 1993, approximately 3.8 million 
long-term care policies had been sold (although fewer were in force), over­
whelmingly marketed to the elderly on an individual rather than group 
basis (Coronel & Fulton, 1995). Employer contributions toward the cost 
of long-term care insurance are uncommon. 

By far, the greatest impediment is the high cost of good-quality policies. 
Despite the marked improvement in the financial position of the elderly 
over the past twenty years, long-term care insurance remains unafford­
able for most. The average annual premium for policies covering three 
years of nursing home and home care with inftation protection in 1995 was 
over $2,000 a year if purchased at age sixty-eight and over $4,000 a year 
if purchased at age seventy-five (Lewin-VHI & The Brookings Institu­
tion, 1996). 

The policies are expensive for two reasons: (1) nine out of ten are sold 
individually and, therefore, carry high administrative costs; and (2) most 
policies are bought by older people whose risk of needing long-term care 
is substantial. Consequently, most studies estimate that only 10 percent to 
20 percent of the elderly can afford good-quality private long-term care 
insurance (Wiener, Illston, & Hanley, 1994; Crown, Capitman, & Leutz, 
1992; Rivlin & W iener, 1988). Other research has found the percentage of 
the elderly who can afford private insurance to be higher, but these studies 
have done so by assuming purchase of policies with limited coverage, by 
assuming the elderly would use their assets as well as income to pay pre­
miums, or by excluding a large proportion of the elderly from the pool of 
people considered interested in purchasing insurance (Cohen et al. , 1992; 
Cohen et al., 1987). Affordability is not likely to dramatically improve in 
the future (Wiener, Illston, & Hanley, 1994). 
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(;iven the limitations o f the current market for private long-term care 
in~urance, public subsidies to promote its purchase are frequently pro­
po~ed. One approach is to provide employers with a tax subsidy for the 
purchase of long-term care insurance policies for their employees by allow­
ing them to deduct insurance contributions as a business expense. A second 
strategy is to provide a tax deduction or credit to individuals for purchase 
of private long-term care insurance. Tax incentives for employers and indi­
viduals were part of the Health Insurance Portability and Accountability 
Act of 1996 (the Kassebaum-Kennedy bill). A final strategy is to waive 
some or all of the Medicaid asset depletion requirements for purchasers 
of qualified private long-term care insurance policies, an approach being 
rried in several states. The intent of these strategies is to induce more 
people to purchase policies by lowering premium costs through tax brealcs 
or guaranteeing publicly funded coverage once priwtely purchased cover­
age is exhausted. Proponents argue that a key consequence of any of these 
actions is public endorsement of the importance and desirability of priwte 
long-term care insurance. 

All of these options will, no doubt, promote the purchase of priwte 
long-term care insurance, but to what enent is unclear. Moreover, with 
the possible exception of easing access to Medicaid by persons who pur­
chase private long-term care insu.rance, these strategies are not free to the 
government. All of these options could result in substantial loss of federal 
revenue, which is spending just as certainly as the direct expendirures of a 
public insurance program. 

Employer-sponsored Market 
for Long-Term Care Insurance 

Advantages and disadvantages 

One approach to address the affordability problem is to encourage the 
purchase of private long-term care insurance at younger ages, especially 
through employers. 

Theoretically, employer-sponsored plans offered to the nonelderly pro­
vide several advantages over those purchased individually. First, premiums 
fo r younger policyholders can be substantially lower than those for older 
policyholders because younger policyholders pay premiums over a longer 
period of time and because earnings on premium reserves have more time 
to build. fQr example, the premiums for a forty-two-year-old will be ap­
proximately one-quarter to one-third of the premiums for a siny-scven-
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year-old (Wiener, Harris, & Hanley, 1990). Computer simulations suggest 
that purchase of long-term care insurance by the younger population could 
largely solve the affordability problem of priwte long-term care insurance, 
even without employer contributions (Wiener, Illston, & Hanley, 1994 ). 

Although lower premiums are tied to the age of the purchaser and not 
necessarily to the fact that the policy is employer-sponsored, the non­
elderly are easiest to reach through their place of employment. The work­
place is where most health, life, and disability insurance is purchased and 
most retirement savings through pensions are established. 

Lower administrative and marketing costs offer another potential source 
of savings over individual policies. Administrative and marketing costs are 
high in individual policies because sales have to be made one at a time. 
Group markets are able to achieve lower costs through economies of scale. 
Moreover, in group policies, employers bear many of the costs of admin­
istering the policy, such as collecting premium payments through payroll 
deductions. Employers may also elect to assume part of the costs of mar­
keting the plan to their employees. However, informal discussions with 
insurance actuaries suggest that most assume only a 10 percentage point 
difference in the anticipated medical loss ratio between individual and 
group plans.1 Thus, although the administrative savings of group policies 
are desirable and not trivial, they will not dramatically lower premiums. 

Enrolling people at younger ages through the workplace also reduces 
the risk of adverse selection and therefore the need for medical underwrit­
ing. Disability is relatively rare at younger ages. The less frequent under­
writing typical of employer-based policies is an improvement over the uni­
versally strict practices used for purchase of individual insurance policies. 
However, most younger persons with significant disabilities are not in the 
workforce and would not, therefore, be eligible for these policies. 

Finally, advocates of employer-sponsored insurance argue that the 
quality of policies should improve through the involvement of company 
benefit managers. Large groups have more market power than individuals 
to negotiate with insurance carriers for less restrictive policies with richer 
benefits and lower prices. In general, the quality of policies in the em­
ployer market is quite good, especially in providing home care benefits. 
On the other hand, most employer-sponsored policies have grossly inade­
quate inflation protection. Under most policies, the insured must purchase 

1. The loss ratio is the pe~ntagc of the premium that is for benefits rather than ad­
ministrative and other overhead. Many companies assume a loss ratio of 60 percent for 
individual policies and 70 percent for group policies. 
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addit ional coverage from time to time to compensate for inflation, but at 
the new older age and therefore at a substantially higher premiurn.2 

Despite the potential advantages of selling to the nonelderly population 
through employer groups, the employer-sponsored market for long-term 
care remains small and may not expand enough to play a significant role in 
financing long-term care. As of the end of 1994, a total of over 400,000 
policies had been sold through 968 employers, although the number of 
policies in force is lower (Coronel & Caplan, 1996). In a key difference 
from acute care policies, where most employers pay a large proportion of 
the cost of insurance, most employer-sponsored long-term care policies 
are offered on an employee-pay-all basis (Coronel & Caplan, 1996). 

Employers are reluctant to offer the policies, and employees are not 
rushing to purchase them. In particular, employers have been unwilling to 
contribute to the cost of policies. 

Encouraging Employer Contribution 
through Tax Incentives 

Employer sponsonhip 

Employer contributions could malce long-term care insurance more af­
fordable by reducing the amount that employees have to pay out of pocket 
and might give employees confidence in the product. Until passage of the 
Kassebaum-Kennedy bill in 1996, private long-term care insunnce was 
not specifically recognized in the federal tax code. Because of its unique 
characteristics, long-term care insurance did not fit neatly into the exist­
ing tax models of health and accident, life, or disability insunnce, pensions 
or private annuities. As a result, the tax status of employer contribu­
tions and insurance benefits was unclear, and this lack of clarity no doubt 
slowed the growth of long-term care insunnce, at least to some enent. 
The Kassebaum-Kennedy bill clarified that contributions toward the cost 
of group long-term care insurance policies is a tax-deductible expense for 
employers (like health insurance) and that benefits (within limits) are not 
considered income for the insured. 

2. For example, if a person buys a policy at age forty-two that pays $60 a day in 
m1r<;ing home benefits and if in8ation is 33 percent during the nen five years, then the 
imured can buy addition:11 coverage of $20 a day to compensate for the in8ation but 
at the price charged forty-seven-year-olds, not forty-two-year-olds. We estimate that 
to retain purchasing power, the in8ation-adjusted premium at age eighry-two would be 
approximately ten times what it was at age forty-two. This is because nursing home use 
is exponential by age. 
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A persistent problem with tax incentives is the probability that most of 
the tax expenditures will be for people who would have purchased policies 
anyway. As a result, tax subsidies can be very costly ways of promoting 
priwte insunnce. For example, Wiener, 111ston, and Hanley (1994) esti­
mate that if the federal government allowed employers to deduct the cost 
of their contribution to priwte long-term care insunnce, the lost revenue 
would be $7,900 to $11,300 per year per additional policy sold. 

These tax benefits are also not free to the federal government, produc­
ing potentially substantial tax losses. Some advocates argue that reductions 
in government expenditures for Medicaid nursing home and home care 
will offset the tax loss because some people who will buy priwte insunnce 
would otherwise be eligible for Medicaid. At least for a long time period, 
these offsets are unlikely to occur due to an imbalance in timing that guar­
antees shon-term tax losses. The tu loss happens immediately, since the 
revenue loss is linked to premium payments, while the savings (if any) will 
not occur until the benefits are used, typically many years into the future. 
Using a computer simulation model, Wiener, Illston, and Hanley (1994) 
estimate that it could take twenty-five years before the annual tax loss ap­
proximately equals the annual Medicaid savings. 

While the uncenain tax status of long-term care insunnce has no doubt 
prevented some employers from offering long-term care insunnce policies 
to their employees, these factors are likely to be overwhelmed by the finan­
cial problems facing employer-sponsored acute health insunnce. benefits 
for retired employees that supplement the Medicare program. Unlike pen­
sions, virtually all corporations offering postretirement health benefits 
have financed them on a pay-as-you-go basis rather than prefunding them. 
Prodded by accounting rules established by the Financial Accounting Stan­
dards Board that require companies to disclose their future financial lia­
bility for these benefits, corporations are now aware that, collectively, they 
have an estimated $187 billion to $400 billion in mostly unfunded liabili­
ties (U.S. General Accounting Office, 1989, 1993; Warshawsky, 1992). 

As a result, large numbers of employers, concerned about health care 
costs for both their active employees and retirees, are cutting back on re­
tiree benefits, malcing retirees pay a greater part of the cost or dropping 
that coverage altogether. For example, data from Foster Higgins' annual 
survey of mostly large employers found a drop in retiree health bene­
fits between 1988 and 1992 (Foster Higgins, 1993). In 1988, 55 percent of 
responding firms offered retiree health benefits to Medicare-eligible re­
tirees; by 1992, only 46 percent of responding firms did so. The percent­
age of foll-time workers in state and local governments with retiree health 
benefits declined between 1990 and 1992 from 58 perc~nt to 50 percent 
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( LI.S. Department of Labor, 1994, 1991). A recent study of fifty of the 
l:t rgcst companies showed that thirty-one reported increases in retiree cost 
~haring for medical benefits in 1994 (Watson Wyatt Worldwide, 1995). In 
1hi~ environment, it seems unlikely that many additional employers will 
want to contribute to a new, potentially expensive insurance plan that will 
primarily benefit retirees twenty years to thirty years after they have left 
the company. Indeed, employers are trying to distance themselves as much 
a~ possible from such benefits. 

Limited employee dmu,,ul 

To date, employee demand has been limited and therefore has not played 
a lar!?e role in the decision of companies to add long-term care insurance 
to their benefit package. The desire to maintain a company's image as a 
leader in employee benefits and a personal sensitivity by a senior officer or 
employee benefit manager to the problem have been larger factors. None­
theless, surveys of large employers suggest the possibility of a large increase 
in the number of companies offering policies, if not paying for them. 

Employees also have been reluctant to purchase insurance. The Health 
Insurance Association of America estimates that, depending on how the 
universe of eligibles is defined, only 5.3 percent to 8.8 percent of those 
offered employer-sponsored long-term care insorance have purchased poli­
cies (Coronel, 1993). 

Several factors limit employee demand. First, although premiums for 
policies without inflation adjustment arc quite low at younger ages, they 
rnst more than many people arc willing to pay voluntarily. Moreover, a 
high-quality long- term care insurance policy with a level premium, infla­
tion protection, and nonforfeiture benefits purchased at age fifty can cost 
more than $ 1,000 a year (Wiener, Harris & Hanley, 1990). In a survey of 
nonpurchasers of employer-sponsored policies offered by two major in­
surers, LifePlans, Inc. reported that 82 percent of respondents felt that 
the fact that "the policy costs too much" was either "very important" or 
"important" in their decision not to purchase a policy (LifePlans, 1992). 
F.vcn though economists contend that increased employer contributions 
fn r fringe benefits are m ostly offset by reduced wages, 90 percent of re­
spondents in this survey said that they would be more willing to purchase 
a policy if their employer contributed to the cost. 

In addition, middle-age workers usually must contend with other, more 
immediate expenses, such as child care, mortgage payments, and college 
education for their children. In the LifePlans, Inc. (1992) survey, 80 per-
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cent of nonpurchascrs stated that "more important things to spend money 
on at this time" was either "very important" or "important" in their de­
cision not to purchase a policy. The risk of needing long-term care is too 
distant to galvanize many people into buying insurance. 

Finally, selling to the nonelderly population raises difficult consider­
ations of pricing and product design. An actuary pricing a private long­
term care insurance product for a forty-five -year-old must predict what 
i~ going to happen forty years into the future, when the insured is age 
eighty-five. To say the least, this is difficult. Ironically, although one of the 
advantages commonly claimed for private insurance is its flexibility in re­
sponding to the needs and wants of consumers, policyholders who buy in­
surance at younger ages could be locked into the existing model of service 
delivery decades before they use services. Who knows what the optimal 
delivery system will be a half century from now? 

Encouraging Individual Purchase of Private Insurance 
through Tax Incentives 

Another set of options would improve the affordability of private long­
term care insurance by offering direct tax incentives to individuals who 
purchase policies. For example, the Kassebaum-Kennedy legislation allows 
individuals to count private long-term care insurance premiums as a health 
cxpense.J Health care e~cnses in excess of 7.5 percent of adjusted gross 
income are tax-deductible. As a result of the ability to deduct part of the 
cost of private long- term care insurance, the net price of insurance poli­
cies will be reduced. Some insurance advocates argue that providing a tax 
benefit will have a "sentinel" effect, promoting insurance beyond merely 
reducing the price. A tax incentive, they contend, will signal potential pur­
chasers that the government thinks private long-term care insurance is a 
worthwhile product. 

The type of tax chosen to provide the tax subsidy defines the scope 
of who can benefit. Allowing taxpayers to deduct all or part of the cost 
of a private long-term care insurance policy would provide a premium 
subsidy valued at the marginal tax rate of the household. Since upper­
income taxpayers have higher marginal tax rates than lower-income tax­
payers, deductions are regressive in nature. That is, they are worth more 

3. The level of private long-term care insurance that can be included varies by age. 
For 1997, it was limited to $200 for persons age forty and younger; for persons age 
seventy and older, it was limited to $2,500. 
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to upper-income people than to lower-income people. However, for the 
7Z percent of taxpayers in the 15 percent tax braclc.et in 1993, this type 
of tax subsidy reduces the cost of obtaining long-term care insurance by 
only about one-seventh, probably not enough to motivate very many addi-
1 ional people to purchase policies (Cruciano & Strudler, 1996). The other 
major drawback is that relatively few taxpayers itemize their deductions. 
In 1993, only 29 percent of all tax returns included itemized deductions; 
only 4 percent claimed a deduction for medical expenses (Internal Reve­
nue Service, 1996). 

The other broad approach is to provide a tax credit, which is a direct 
reduction in the amount of tax owed, for purchase of policies. In theory, 
tax credits need not be as regressive as deductions. However, as a practi­
cal matter, moderate- and low-income taxpayers may not have the cash on 
hand to pay premiums during the year so as to be able to claim a tax credit 
in the following year. The other problem is that, unless the credit is rcfund­
ahle, it is an ineffective policy for people who do not have a tax liability. 
This is especially a problem for the elderly, only about half of whom have 
any federa l income ta.x liability (Committee on Ways and Means, 1996). 

As with tax subsidies for employer contributions to private long-term 
care insurance, the key issue is whether tax incentives arc an effective and 
efficient way to promote the purchase of private long-term care insur­
ance, and thereby, the reform of nursing home and home care financing. 
For example, estimating the effect of an income-related tax credit for the 
purchase of private long-term care insurance, Wiener, Illston, and Hanley 
( I 994) calculated the cost per additional policy induced by the tax benefit 
at hctween $1 ,700 and Sl ,900 per year. Similarly, they estimate that the tax 
lo,;,; per year thro ugh 2018 will be at least four times the Medicaid savings. 

Public-Private Partnerships 

\ \'hile changing the tax code is the most commonly proposed W2Y of 
puhlicly subsidizing private long-term care insurance, the initiatives by 
Connecticut, Indiana, California, Iowa, and New York take a substantially 
different approach. Commonly referred to as the Robert Wood John­
,;on Public-Private Partnerships (for the foundation that promoted this 
<;trategy), these states provide easier access to Medicaid for persons who 
purchase a state-approved private long-term care insurance policy. (Sec 
Chapter 5 in this volume for a more detailed description and an alternative 
perspective.) In essence, these states allow nursing home patients with pri­
vate long-term care insurance to be Medicaid-eligible with substantially 
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higher levels of assets than is normally allowcd.4 At present, Medicaid only 
allows unmarried mining home patients to retain $2,000 in assets (exclud­
ing the home). While employer-paid plans and tax incentives seek to reduce 
the net cost of insurance, this public-private partnership docs the reverse 
by trying to increase the amount of benefits received per dollar spent. 

There are two models for Linking Medicaid and private insurance.' In 
both cases, Medicaid acts as reinsurance for persons with limited private 
long-term care insurance. In one model used by Connecticut, California, 
Indiana, and l0W2, the level of Medicaid-protected assets is tied to the 
amount that the private insurance policy pays out. For cumple, if a per­
son buys a policy that pays $100,000 in long-term care benefits, then that 
individual can keep $100,000 in assets and still be eligible for Medicaid. 
Consumers are able to purchase insurance equivalent to the amount of as­
sets they wish to preserve, potentially reducing the amount of insurance 
individuals need to buy. 

The other model, used by New York, provides protection of an un­
limited amount of assets if an individual purchases a policy that meets 
state standards, including coverage of at least three years of a combination 
of nuning home and home care, with a minimum $100 per day indem­
nity payment. The rationale for not requiring an asset test for Medicaid 
coverage is that nursing home costs arc so high in New York that few indi­
viduals can avoid Medicaid over an cnended period of timc.6 Thus, New 
York is targeting a higher-income population with potentially more assets 
than arc the other states. 

The key observation supporting the public-private approaches is that 
long-term care insurance that covers shorter periods of nursing home and 

4. Medicaid law allows stateS great fle:ribility in determining countable income and 
as,ets of medically needy patients- patients with high medical bills in relation to their 
income. In euence, states using th.is strategy exclude insunnce-n:bted as,ets from their 
definition of n::soun:es that must be covnted in detumining Medicaid eligibility. How­
ever, the Omnibus Budget Reconciliation Art of 1993 (OBRA 93) -rely restricts the 
ability of additional states to punue this option by including the insurance-related pro­
tected as,ets in an individual's estate. OBRA 93 require, suites to attempt to recover 
the cost of institutional can: from the esutes of Medicaid patients. Thus, patients may 
not be able to pass on these additional funds to their heirs, 5Ubstmtially les.,ening the 
appeal of this approach. 

S. In both models, nun ing home patients must still contribute all of their income 
torard the cost of can: e:rcept for a small (usually S30 per month) penonal needs allow­
ance. 

6. ln 1993, the avenge Medicaid n te wu S185 per day, compared with S88 for the 
United States as a whole (American Health Can: Association, 1996). 
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home care is cheaper and more affordable than policies that cover longer 
periods of care.7 The problem with the current system is that if an indi­
vidual buys a policy that covers, for c:umplc, two years of nursing home 
c:irc and ends up staying in a nursing home five years, then the insured's as­
~ets can still be lost. Thus, under these Medicaid initiatives, it i.s possible to 
obtain lifetime asset protection without having to buy an insurance policy 
that pays lifetime benefits. Proponents of this approach contend that the 
goal is not asset protection per se, but preservation of financial autonomy 
toward the end of life. 

Supporters assert that by encouraging purchase of insurance, Medic­
aid long-term care expenditures will possibly be reduced or, at least, will 
not increase. This argument is probably stronger for the approach used 
by Connecticut, Indiana, Iowa, and California, where there is a dollar­
for-dollar correspondence between the amount the insurance pays and the 
level of Medicaid-protected assets. In New York, the abmty to protect 
potentially large amounts of assets makes this argument weaker, although 
still possible. To the extent that these systems arc budget-neutral, these 
strategies will be a move toward what economists call Pareto optimality, 
that is, making some people better off without making anybody worse off. 
Insurance dollars arc simply substituted for private asset dollars. 

There are two other potential advantages to this approach. First, since 
only "approved" policies arc eligible for the enhanced asset protection, 
state regulators can use the initiative as a carrot to induce insurance com­
panies to upgrade the quality of their policies.• Second, by giving the 
elderly the alternative of protecting their assets by purchasing insurance, 
legal and illegal transfers of assets for the purpose of obtaining Medicaid 
eligibility may be reduced. 

Despite these arguments, there arc several concerns about the equity 
and efficiency of this option. The first concern is whether it is appropri­
ate to use a means-tested welfare program - Medicaid- as a mechanism 

7. For an individual who is age sixty-seven, a prototype individual private insunnce 
policy cMts Sl .337 a year for a policy that coven four years of nuning home and home 
c:.m.·. but SI ,617 a year for a policy that covers only two yean of nursing home and home 
care (Wiener, Harris, & Hanley, 1990). 

II. For example, Connecticut mandates compound inflation adjustment of indemnity 
t.encfits. In addition, the state is rcquirlng a type of nonforfciture benefit that mandates 
t"wnpanics to offer a policy with less extensive covengc to individuals who discontinue 
chcir premium payments and let their policy lapse. Connecticut has also mandated 
criming for insurnnce agents selling certified policies and is requiring the d istribution 
of a consumer booklet that compares insurance policies. 
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to protect the assets of upper-middle and upper-income elderly. Indeed, 
under this approach, it remains an open question how far down the income 
distribution insurance purchase wiJI go. Computer simulations by Wiener, 
lllston, and HanJey (1994) suggest that the vast bullc of private insurance 
expenditures will be for the relatively well-to-do elderly. 

The second concern is whether providing improved asset protection 
will actually induce substantial numbers of people to purchase long-term 
care insurance who would not otherwise have bought it. As of December 
1995, participation in partnership plans had been disappointing, with only 
11,399 policies in force, over half of which were in New York State (Laguna 
Research Associates, Inc., 1996). While it is djfficult to precisely measure 
people's motivations for buying insurance, one study of purchasers found 
that only 23 percent of respondents listed protection of assets as the "most 
important" reason for buying insurance (LifePlans, 1995). Asset protec­
tion may have a narrow appeal because most elderly have relatively modest 
levels of financial wealth (Radner, 1993). 

Politically, by emphasizing asset protection, advocates of this strategy 
lean heavily on a weak reed for public support for long-term care reform. 
ff long-term care reform is primarily about ensuring the intergenerational 
transfer of wealth, then many people may ask what the public interest in 
such an initiative is. 

Even more fundamentally, many elderly do not want easier access to 
Medicaid. Indeed, one of the major reasons people buy long-term care in­
surance is to avoid having to apply for welfare. One survey of insurance 
purchasers found that 91 percent of respondents reported that avoiding 
Medicaid was an "important" or "very important" reason for buying a 
policy (LifePlans, 1995). Medicaid's relatively low reimbursement rates 
have led to inadequate access and quality of care problems in nursing 
homes heavily dependent on Medicaid (Nyman, 1988; Institute of Medi­
cine, 1986; Scanlon, 1980). In addition, upper-middle and upper-income 
elderly will probably find the $30 a month personal needs aJlowance of the 
Medicaid program to be inadcqwate. Therefore, they would use up at least 
some of their newly protected assets for daily living expenses. Avoiding 
Medicaid is also the principal argument that insurance agents use to mar­
ket policies; the partnership plans require a radical revision in an agent's 
sales pitch. In sum, it is not clear that easier access to Medicaid will be 
enough of an inducement to get large numbers of additional elderly to 
purchase private long-term care insurance. 

The third concern is whether the public-private partnership wiJI be 
truly budget-neutral. After all, Medicaid benefits arc being offered to 
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people who would otherwise not be eligible. Because most policies prob­
ahly will he sold to healthy young elderly who arc at least ten years to 
1 went y years away from needing nursing home care, even fragmentary evi­
clcnce as to the effect of the partnership on the public purse will not be 
available for a decade or two. If additional public expenditures should prove 
to be required, then one may well ask whether providing asset protection 
to relatively well-to-do elderly is the best place to put the nen long-term 
care dollar. 

It is also important to realiu that an indispensable component for as­
se<;<;ing the effect on the Medicaid budget is establishing a comparison 
level of expendi tures. In a world with no private long-term care insur­
ance at all , it is likely, although not certain, that the partnership would be 
budget-neutral. However, there is likely to be continuing modest growth 
in the number of private long-term care insurance policies sold. Com­
pared to this scenario, if the partnership docs not induce substantial num­
bers of additional insurance purchasers, then the partnership will require 
larger Medicaid expenditures than would otherwise be needed. This is be­
cause under current Medicaid rules purchasers of insurance who would 
have bought policies without the public-private partnership would have to 
spencl down their assets after their insurance benefits have been exhausted 
before qualifying for Medicaid - something that they arc not required to 
do under the partnership. 

In addition, while supporters argue that the partnership offers persons a 
more appealing alternative to transferring assets as a way to avoid Mcdic­
aicl's claim on these resources, it is conceivable that it will actually incn11St 
the level of premature asset transfer. Current rules prohibit the tr2DSfer of 
a<;<;ets to other persons at less than fair market value for thirty-six months 
prior to application for Medicaid eligibility (Burwell & Crown, 1996). 
Once the partnership has encouraged the elderly to look to Medicaid as a 
way to protect their a.ssets, some insurance purchasers may only buy the 
thirty-six months' worth of coverage required to comply with Medicaid 
rules and then legally transfer the remainder of their financial wealth upon 
entry into a nursing home. Others may calculate that they can tr2DSfer or 
<;helter their assets and obtain Medicaid benefits without purchasing any 
long-term care insurance policy. 

Conclusions 

Limitations !n the affordability of private long-term care insurance for the 
elderly and the lack of employer contributions in the group market have 
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led to a range of proposals to provide public subsidies as a way to expand 
the market. This essay examined three broad options to jump start the pri­
vate long-term care insurance market. 

One strategy is to clarify the tax code in ways that encourage employers 
to contribute to the cost of private long-term care insurance for their em­
ployees. This strategy is contained in the Kassebaum-Kennedy law. How­
ever, even with tax incentives, most large corporations face a large un­
funded liability for retiree· acute care benefits and arc unlikely to want to 
contribute to yet another benefit for retirees. 

Another option would improve the affordability of private long-term 
care insurance by offering tu deductions or credits to individuals who 
purchase policies. Again, this strategy is contained in the Kassebaum­
Kennedy law. This approach is lilccly to be highly inefficient, with most of 
the benefits going to persons who would have bought the policies without 
the subsidy. Moreover, at most levels of subsidy, this strategy is not lilccly 
to be able to reduce the price enough to significantly improve affordability 
for the elderly. 

A final option would provide easier access to Medicaid for people who 
purchased approved private long-term care insurance policies. People who 
do so would be able to retain a higher level of assets than is normally 
permitted and still be Medicaid-eligible. This approach can provide a life­
time level of asset protection without requiring people to buy expensive 
policies with unlimited coverage. It is not clear, however, whether many 
people want easier access to Medicaid, which is, after all a welfare program, 
even if it allows greater asset protection. Moreover, the strong emphasis in 
this strategy on asset protection malccs the appropriateness of government 
efforts to protect inheritances open to question. 

In sum, common sense dictates that private insurance is more likely to 
be affordable with these types of public subsidies than without them. But 
such approaches arc likely to be only modestly effective in improving the 
affordability of private long-term care insurance compared to the unsubsi­
dil.Cd options; most people arc unlikely to ever have private long-term care 
insurance. Two approaches described here (employer tax subsidies and tax 
deductions or credits for individual purchasers) will result in significant tax 
losses to the federal government, and the third (waiver of Medicaid asset 
depiction requirements for purchasers of qualified policies) might increase 
Medicaid spending. Thus, policymakers must decide whether they wish to 
put additional spending into direct funding of services or whether they 
want to put it into promoting private insurance. 
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