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Medicaid, IDEA, and Unfunded Mandates 

P R E S I D E N T 

Sally Katzen asked me to forward to attached note to you, to inform you about 
the status of a particular issue involving Medicaid's relationship to payment 
for services provided to disabled children under the Individuals with 
Disabilities in Education Act (IDEA). Please let me know if you have any 
questions. The issue is not likely to come up in the Medicaid/Mandates hearing 
that has been rescheduled for Jan. 18, but given the potential tie-in we thought 
this was important for you to know. 
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05-Jan-1996 05:43pm 

TO: (See Below) 

FROM: Daniel J. Chenok 
Office of Mgmt and Budget, OIRA 

SUBJECT: Medicaid and ED/IDEA mandates issue 

The complications on this issue have grown with further 
coversations and research. After you read this note, let me know 
if you want us to do anything more than follow the issue and keep 
you updated as appropriate. 

This issue may be especially important in light of the upcoming 
Shays hearing on Medicaid and unfunded mandates, at which Vladeck 



will testify. (Note: we just received the testimony and will 
comment to LR. We will let you know of any big issues; if you want 
info on it whether or not there are "big issues" just say the word 
-- on a quick scan he does not raise the ED/IDEA tie-in at all, and 
the testimony appears generally sound.) 

The bottom line from today's research: due to the arcanities of 
the UM law, a proposal like "Eliminate Medicaid funds for ED/IDEA 
payments" may not be subject to the law, even if the real-world 
effect reduces the amount of Federal money to provide the same 
level of services. 

1. The Administration is not committed to, or in explicit favor 
of, eliminating the EPSDT provision in Medicaid, which provides 
Federal reimbursement for health care services to poor disabled 
children under IDEA in many (though by no means all) schools and 
school districts (it is a local decision as to whether the Medicaid 
funds should be used to fund the IDEA services). 

2. Even if EPSDT elimination were part of the Administration 
proposal, and this were to reduce total Federal funds available for 
the State share of ED's IDEA program, that action may not trigger 
the UM law's coverage threshold. This is not because of the amount 
of funds involved -- some $550 million annually would be lost to 
States -- but because of the way the law defines an unfunded 
mandate: 



-- Grant programs like IDEA are covered only if their annual 
appropriation exceeds $500 million, which is true for IDEA, and if 
the funds are provided "under entitlement authority". The IDEA law 
does indicate that States are "entitled" to their payment, but OMB 
has always scored this as a discretionary grant program and OMB's 
GC has pushed removing the ?e-word? when IDEA is reauthorized. 

The UM law speaks of effects "under the program". The law does 
not mention indirect effects that would occur if funds from a 
second program were used to pay for the "mandate" program. 

3. On the other hand, Jim Martin thinks that all such programs are 
included (he has said as much in the past), and if the 
Administration tried to argue the definitional issue to avoid the 
UM law's requirements, Martin may get the NGA riled up to charge 
that real costs are being obfuscated by technicalities. 

4. The Medicaid per-capita cap itself, which is the cornerstone of 
the Admin's Medicaid proposal, is a much bigger issue (among other 
bigger issues) and has been criticized as a mandate. The Governors 
will oppose this if it is associated with too many requirements 
that they would have to fund as a result of the cap on Federal 
payments. Vladeck's testimony refutes this charge. 

5. If Medicaid is block-granted, it does not appear to be subject 
to UM -- block granting does not appear to be covered by the UM 
Act. 
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Intrcduc;ion 

Medicaid pro~1dea health cov•r~g~ for 3,.l million Amerie~n8 

children, pra;nant ~om•", ••nior c1tiaens, ind!viduela with 

dimabil!ti•a and oth•r• -- through a ~Artner•hip b•tweeu the 

Fad1n·-. l gov•rn.mant and the State• t.hat provides 5 l;.otee w.1 th 

aub•tantial flexibility in dea1gn1n9 the1L ~•d1ca1d pro;raMs. 

Under th• ~urrent pro~ram atructure, States and the Federal 

qovernm•nt havtit beeri working to 1mp.Lem1nt more flexibility in the 

Med.lceic.1 pro~ram. Kct·A has used. current demonstration a.uthor!t\' 

to enable s~ate1 ~c pursue a numl>ar of innovative approaches to 

provide health coveraqe to populations and to redealgn p~cvidA~ 

delivery 1y1tem1. 

Furthermcre, the President h11 propo~-rl im~ortant new roforma 

that will maintain eovera9e of vulner~ble populatio~e, 1nere~ae 

control of Med1c81d co•t•, ~ontr1bute ••vinge to the Fed•=al 

hudget, and prov~d• 8t•te1 "1th adcUtional prg9ranunatic 

flexibility. 

ln taot, Modic~1d pro~rDm spending haa ~r~wn lees rap1~ly ~han 

apanding in ~he privet.e 1ectoc IJu e per pe:raon X>ae1a, except tor 

the period betwe•n 1989 and 1992 (Onart. 1) 1
• comllinea. ettorta by 

iTh• hi9he~ Qrowth rot•• d~r1n; t~il t1rn• were ca~••d by 
1everal factox•, !nclu~inq a nat1onal race111on, States' use of 
ate~~tory loopholes tu increaee rederal F•yrnenta W1tho~t 

l 
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the Executive Branch, Congr••• and th• States hcve kept vrogram 

eost1 u~dar cnntr.ol ~hlle maintain1n; the M•~iceid p•o9ram as an 

1~por~~nt aourca -- often th• only •cucce uf coverage for low-

incomo Americana. Thi• Administration'~ new propo11l1 to control 

ap•ndinq continue thi• commitment to quar1ntee1n9 these 

individucl~ ccceas to a maan1n~tul benet1ta pec~aqe. The 
' 

~~••ident'• p&oposal doe• not 1hitt Federal respon1lbilitiee to 

the Stat11, 1~ 1e not an unfunded mandate, and it provide1 

aisn1t1cant increases 1n States' flexibility to manage their 

Mea1ca14 proqrama. 

~•dicaid !1 a CrJ.t1eal SafM.tY . ...lie.t 

Medicaid 11 the primary eourr.R of covera9• for Amaricane with 

diverse health care nReds. It cover• preventivo cGre for low··ond 

moderata-tncome pregnant wo~•n and children and long--te~m CA•• 

for low-ineorna ••nior c1t1aone ond por1ons with d~eab111t1es. lt 

al•o provide• e variety of r•habilitative •~rvicas an~ aaa~t1ve 

technologi&• for per1ona with d1BaD111t1es, =hron1c care tor 
I 

i"dlvidYal• with epeciel nev~•, and 1upplementel coverage for 

low-inco~• ~8dicate b~net1c1ar111. 

!ncr~a••• in roea1cal eerv1c11, an~ 1nc~eaaed prov1der payment&. 
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O•n•r&lly, Modicaid acute-care covwraqe m1rror1 the amployer­

basod covorog• avsiloble to moat Americana, ~ut tor 1anior 

oit1&•n• and inqlviduala w1~h ~18eb1l1t1ae Medicaid elso provides 

lcng-texm carw b•ne!1tl tnat era rarely ava1labl• or affordable 

thro~gn uther 1ource1. Becau1e Medicaid covers these 11rvice1, 

the program ultimately help1 a larqe number of working AmA~1can 

tam111e1 care for their chronically ill tamily m•~hers. Indeed, 

68 percent of all nursinq home r111dant1 rP.ly on Medicaid to help 

pay tor some of their care. 

Many 1enior citi'-An~ have eemplox health problama or need long­

tA~m care. In lPPJ, •P•~dlnq on all aerviee1 for elderly ond 

di••bled individual• aonetituted approximately 70 p~rc•n~ ot Dll 

Medicaid 1pendin;, aKcludini paymente to d1•~~opcrt1onate •hare 

hoepitalo (DSH). Approx1~ataly halt uf these dollar& was ep•nt 

on long te~m care in nu~•ing hcmsa. Wlthout Feaeral Medicaid 

fund1n~, the costs cf carin; tor many of theta individual! -- the 

elderly, chronically 111, di~ablld and m•ntally 111 -- would fall 

entirely on states, local commun1t1ee and familiea. The 

rama1n1nq tnirty percent of Medicaid 1pendinq ~ave for care 

primarily hc&pital and phyaician aervice1 -- of low-income adults 

and Children (Chart 2). 

It le important to note that 6t1t1R are free to covar Additional 

populat1on1 and services beyond those ra;u!red und~r ~edoral 

3 
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qu1~e11nes. A !&w optional ~•nefit•, such 11 preacriptJon druge 

¥nd e11n1c aervica1, are covered by almost all cf th• St•taa, 

stat•• can cho~ee to of fer a wide var1ety of other medical 

services, and they can and do chanoa thAf.r benefit pao>cagee. 

State• use tlexibility in eligibility and aover~ge of ae~vice1 tg 

cuatomlte th•fr Mad!eaid program• to meet their apeci!ic need1. 

In 1gg3, only 38 percent of Mcd1eaid service payment• was spent 

on ~andatory services provided to mandat9r1ly el!g1~le 

individuale. States apent nearly ~o percent o! ~ha1r Me~1caid 

tund1 on cptionol 1ervi~e1 1n~ popuia~ions thay have chosen to 

covar, while another 13 percent wae aevoted to disproportionate 

share huapital pDymente. 

Am•r1cl!nl who quaiu·v for MeCS1ca1d a:r" quaranteed financing fr>r 

the1r es1ential health 1arvicas. National 1tandarda for eovara9e 

of v~lnerable populations apply in all Stataa. StAt9a provide a 

full ranqe ot aarvic~a to bene!iciar1oa, fr~m chlldhocd 

lmmunizatlone to nursinq home care. Within theae paramat•~e, 

Medicaid has had aub&tftntial aucces1 aervln; divar10 low-1ncom• 

populatinn11. 

[tnnocial Partn1r1hip 

4 
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Medicoid is a vnluntary p~ogra~ deeiqned by Conqrees tc ba 

adm!n f Rt.ered hr states with matohing Fedo1-Al r1.mdia9 at rates 

that rangQ fr~m 50 to 80 ~ercent ~ep•ndtny on Sta~• per capita 

1neom•. Today, oll so States, th~ Terr1tcr1e1, and the Oi1trict 

of Columbia h•ve choBen t~ partlc1pate in tne Medicaid proqt&m 

and to enter in~Y a !1nanc1al pnrtnarah!p with the Federal 

government. 

s~ates ~ave used the broad flex1bilitv inherent in the rArleral­

St&ta relaticn1h1p to create many optional eligih1lity, eovarag•, 

ana f 1nancing policies that ~eet th& d1var•A n~ed1 of thoir 

peopla and the State'• own financial c1r~um•tance1. 

More importantly, thi~ rP-lation•h1p providea Stoto Medicaid 

proqrarnfll with th• financial ba~king of the Federal c;oveJ:n.ment. 

The flow Of Federal funds undor the curr•nt MecU.ci11J.;;t Emt1 'tlement 

program protects Stat111 4nd b•n•fic1aJ:ies dui·ing ec~mom1c 

downturns and nctural disaster•, ~uch a1.•Arthquakes or 

hurricQnee. When stat•• !ncrea•• •nrollment, the federal 

government eu1..onu1.tit;•lly aharas the raaponsH>il1 ty Of addi t1onal 

cu•tM. The cornl)1nat1on ot Y1der11 financial participation and en 

1nc11v1duel entit:lam1n~ 9uar1nt••• that the Federal go\'ernment 

w1ll cone1aten~ly 1hare tne coat of providing ne~1cal care to 

low·1ncome children, e!a&rly, pre;nant wom•n, and individuals 

w1th c1sab111t1e1. Feaeral financial aa11etance is provided 

·;. . 

.... 
•r '·•• .. ' . 
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reqardlea1 of changes in program enrol~mAnt or in a &tatc'• 

ecenom1c situation. The Federal/St.ste partnership i~harent in 

the MacUcaid proore.m ·qu1reT1teea the commitment of l"ederal funclw. 

Block Groot 

The conference Aqreemont would curtail Federal r1nanc1a1 

re1pcnaibility by converting M•dicald into • capped block grant 

fcrmulG, thror.11ng the Fts~hu·al/State partner1hip out of J)alanca. 

The new M~diOxant program wo~l~ end tha Federal/State conunltment 

to p1:ovi~in9 a be111c ?utal'th care 111.fety net for low-and middle­

inco~e ind1v1dual1 ana families. It would also be 1erioualy 

un~artundea. 

The Med1Grant proposal would CQnatra1n tncrAlt~• in Fed•r•l 

Medicaid spendin; far below the ratA of intlaticn and th• rate o! 

~rowth in the number cf elderly, diaeblo~ and low-income people 

~ho will need help fr.om th• program. Pederal Mediosid payment• 

~ould ba an aqgreqat~, fixed aMo~nt in law, totally di•conn~c~•d 

from Stat• fundin9 noeae. ~hio would underfund th• ·Fea~r•l-5t5~a 

partnerahip an~· leave Statas with no protection frQm enrollment 

change1. Atatee w1th growinq pcpul~t1on• woul~ be at ;reater 

tJnanoial riek. The arbi~~ory limits particularly threaten 

statee with rapidly aqtnq populntlcns, •inc• th• ~lock ;rant 

6 
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amount• would noL cl~nge to retlect the ~ncreasing number of 

high-coal uwnef1c1ar!ae in a State. 

Exacerbat1n9 the underfunding problem, the Republican block 9rant 

formula craates an ove:whalming incentive for AtAUn to reduce 

their contributions to Medicaid. The formula would low•~ the 

amount of State expenditurea raqulred to receiv• Federal metching 

funds. State apanc:Hno beyond the block 9rant amount wculd net be 

matched ~t Rll. The Urban ln•tituto hoaeetimat•~ tot~l ~vd1c~1d 

spending reduction• ~ Fado~al and Gt~t• - could e~c~•d $400 

billion over 1even yeo~•· 

While both Feder.al and St•Le ~~ppurt :or low-1ncome 1nd1v1duel1 

end f amili•e would be drarna~1cally reducea under the Conference 

egr~•ment, the m~dical n••d• 01 th1a population would not ~o 

away. The coat cf carin~ for the unin1u~ed and low-income 

Americana would fall to local-level publi'c healt.h care 11y1tem1 

and, through cc1t-1hift1ng, ~o th• ~rivately 1n1ur1d and th~ir 

employer&. Woree, millions of neady people would havA to forgo 

~are altcqether. 

The Rapublican plan would alao ~1Jm1nAt• th• individual 

entitlemont to health earl\ uncier M!!dic:aid. Veetic;•• cf at.atutory 

languao• ouarant&eing ~nvar~9• for aom' pao~l• ar• undcrmin~d by 

a lock ot definitjnnA. for •l19ihllity ~riteria and a epe~ifLed 

' 
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~ot of meaningful heal~h benet1t•. The aat·a•1dea in the 

Rep~blican plan ut!ur l1~tle protection for vulneraola 

pupulat1on1. They r1ai1y main that the 

popu1at1on1 would teceive only con1tant 

~udget totals. 

fcur d11iqnat1d sub- ~"\ 

proportions of ahrln~ing\J 

~n addition, tha Republican blQck grant dn~a not provide any 

aseurenca that Federal and Stat• ~sx dollar• will be 

appropriately spent. ~h~ Conferanee AgreQment contains no 

F•deral enforr.ement proviaion1 to 9uard a9a1nat waat• or ab~8e o! 

American F•d•~•l tax dollara. Tho tnxpayet1 deeerv• approp~iate 

Federal atandards and ovareiqht in the Medicaid program. 

Thfbproaident'• Propo1ol 

The Admini~trat1on opposes the Ktpubl1can Mad1ca1d proposal as 

exc~aa1ve, harmful and unntceasary. Th• Freeldent hae propo1ed an 

11~1rnat1ve approach that would protect health care acc111 and 

nigh quality ot car~ while providing State1 with additional 

flexibility in th•ir pro;ram1 and controlling co1t1 and yi~ldinq 

aavinqa for deficit r•ductlon. 

The Pre1ident 1 1 Medicaid par capita cap p~np~tal would cor.tinuo 

the 1h1red raaerel·State f i~ancial pa~tnership and maintain th• 

entitlamant to a meanin~ful !at of haalth ban•fitl for low-income 

8 
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di11ab111~1••· 
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State1 would rece1VQ taderal matching funds up to par p9raon 

apendinq 11mita for any current or new 1nroll••1. Thi• plan 

would maintain the P'eel1r1l finanr.:Jftl ccmmitmont even if states 

-have to expand enrol1m8nt. Under a period cf ooonomic recea11on, 

increased anrollment in a State would automatically re1ult in 

add t t. tr.inal F•deral fund• for St.a toe. Under a per t:epl L.a 

approach, Federal dollars would be specif1colly llnkM~ to the 

numb•r and caaemix of •nroll•e•. Th• cenLec un !u~gat and ~ol1cy 

Pr1or1tiee eatimotea that a rec&liion, depending o~ 1ts 1aver1ty, 

could lncro~se Medlcaitl .coats du1 to 1ncrea11a enrollment by 

between '8 ~illion an~ S29 blll1on. un~er the per capita 

app~oach, raaeral fund• would automatically be available to mateh 

state spend1nq tor each new enrollee. 

Comt Shift -- Opponent• of the. Pres!dent' a plan charge t..)o\"t th• 

per capita oap would result in 1 coat-1hift from thA F~deral 

government to the States. That 1ccu1ation i• wrong. Th• 

Pre1id1nt 1 1 propoaal provides new AtAt.e flGxibility under the 

curr•nt partnarah1p, not new ~andate1. ~h• Pre•ident's p~opo•ol 

maintain• th• FArlAr.al/Stat• financial partnor•hip and the Feder4l 

qovernmant'• fin6'nt:'!if'l eomm1tmtnt to th• Stat•• and to 

benef!ciari•R -- which i• the h8art ot the Nediea1d program. 

···-···. ····-·· ·····• . ·~. 
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Undar the per capita cap, AtAt9~ would con~inue to receive 

Federal matching fund~ tor individuals State• need to enroll in 

the Medicaid p~ngram. Federal matching fund• wo~ld inc~ea1• di 

thA State•' population expandB end enrollment gro~s. Federal 

matehin9 funds undor th• per capita cap propuaal would ba dyr.amic 

and r~apcnsive to State• nee~•· 

It ia the block 9ra:lt that would sn1tt cosLB and leave State• at 

rieA -- particularly 1n the event of e:onom1c downturns. Under a 

block grant, Federal matchin~ !unds do not change -~ r•gardleas 

ct chanqes in the &ize of the Statea• Medic1id pop~lations. 

unfunded Mandate -- Opponents char;e that the ~er ca~f~~ ~ap 

proposal 11 an "unfunded mandate" en the ~~A~eg. Thia accu•ation 

i! also wrong. In fact, und~~ A per capita cap methodology, 

Federal funding would A~rand •• the Gtata1 1 need• expand and 

enrollmant g~ow~. Th• per capita cap wo~ld reduce rea•~al 

epanding without putting the Statee at undue financial risk. 

Hcwcver, the Republ1can1' bloc~ iront p~opuMal woulQ unaerrund 

tho Federal/State pa•tn•••h1p, l-avillg the 5tltll ~1th no 

protee~ion from enrollment ch4n9a•, Stetaa with ;row1n9 

pop~latioh1 would be at qreaLer financial r11k. The block grant 

methodology dco• not re1lect the n~m.ber qt hlgn-coet 

10 
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ben~t1c1ar1es 1~ a Stat•. Con&Qquently, the arbitrary limit• 

par~1cu1ar1y threaten States with rapidly aqlnq populations . 
. ~ 

Flexibility -· Opponents aleo charge that the per e&pita cap 

propo1al doe• not provide enouqh St•te fl•~ibility. The 

Pr1aident 1 1 propoeal anhan~es s~at• flexibility -- but ftot to th• 

point of jeopardli1t1ng bl!lnefieiaz:y acee11 to servic•• or their 

quel~ty of ear~. The Pr••ident'• proposal ia deaigned to provJd~ 

Stetel in~r•a•ad fleKibility to mana9e their M•dics!d p•ograms. 

At the same tirne 1t 1:etoina the bene!lcl..u:·y entltleme~t to 

bene.fite. 

Tha rreHident·~ propoaal 1ncorpor~~ee many tlex1~ility chano•• 

Stacee ~ave been advocat1n9 through the National Governore 

Aaaoe1at1on, the State Madlca1d Directors Alaociaticn, the 

American Public Welfare A11ociat1on and other qroups. Tr.ea• 

chen9e1 wo~ld provide Statea ;reater flexibility to ~a1iqn 8nd 

operate their proqrame, thereby permitting them to !mpr~vo 

pro;ram manaqement to help meet the F&daral per eapita payment 

limit1. These flexibility ~roviBiena could al•o producQ aavingft 

i~d•p•nda~~ of the Federal payment limit• 1n caee• where State 

~pending 11 projected to be un~•r the p•r person growth limite. 

The Prea ident. 'e propo•al prc~11d•• a 

11 
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Cre&ter State cont~ol over pro~ram 1tf1c11ncy and co1t•1 

• tligibil1ty 11mplificat1on and expan11on would provide 

states the option ot cover1n; indlviduels with 1ncom11 up tn 

150 percant of povertyfo\e!)expnrdlng av•r•ll :GG?A~•;• by JO 

per~~bjact to a budget neutrality 1djt1•tn•Anh-

• 5tat~a would ba able to requ1r1 enrollment in manaQed care 

without waivera. 

• State• would be able to ~~ntinue 1nnovation1 in provider 

payment method• without V•deral require~•nt~ reg~rdin9 

h~~pital and nur1in9 home pazmente. 

• State• wo\lld no lcn9er hove to reimbu,·aw Federally Qua11t1ed 

Hoalth Center• (FQHC1) ond Rural Health cent1r1 (NHCB) on a 

coet j:,alie. 

• Statee would have gr••~•r control over long-term care coat1 

because th•Y would be able to implement home and co~unity­

baaed servic&a program1 without Fec:ie'ral waivers. 

• States would have more latitude to terqet disproportionate 

1har• payments to certain ho1pitals and other providers. 

, '-



IO: JRN 15'96 

OP.AFT 1/5/95 

lnhance flexibility for State• to eatabli-h managed care 

netwo.rk11 

23:20 No.003 P.15 

• At~tes would be abl• to ••tabli1h provider n1twcrk1 

(ifteludinq primary care cD•• management (PCCM) pro;re~B) 

without n••dina woivere. 

• State• wo~ld be aulM tg contract w1~h cap1tated health plane 

without re9ar~ to Federal enro!lment requirement& (i.e., the 

cu~r~nt rule requ1r1ng Mod1ca1d capitatad plans to have 25 

percent comm1rc1a~ enrollment ~ould be repealed). 

• States would be able to restrict Medicaid benef1ciariP.~ In a 

rural area to a aingle Jow.O lf only one HMO wsra Available. 

State relief from administrativ• r•quir•m•nts regardin~ pro~ider 

;ualificatiana end long-term ~are ••rvice11 

• Federal min.1.mum q1al1f.1catioJ'l• for prcvic:lere wJ'lQ •er\'e 

preinant womon and children would be removed. 

• Gtatea wo~l~ no lonq•r be euvjvct to •nnual report1nq 

~•quirement~ for obeL~~•ic en~ ped1a~r1c care. 
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• State& wnnld no lcn9er havo to conduct du~licat!VI annual 

~~~!d•nt ••••••manta tor mentally ill ond mentally retarded 

• Federal reetrictlon• an train1ng s1te1 tor nur1e a1dea would 

be r•l•~ed. 

Thea~ tl•x1b1l1ty prov1s1on1 would au;ment current Stat• 

authority within Med!caid 1 1 Fed&ral-State partnership. Thi• 

enhanced State tl•xibil1ty, combined with a p•r eapita c•p 

funding mechar.tsm, would pre1erve tha •-fa!y net M•dicaid 

providea whila containing coRt~. 

CgncluaJ..Qn 

Can saving• he eeh1eved in Medicaid' Of co~ree, ae lung as ~hey 

sra at a modo~•t• lev~l that protects th• vulnwrable popula~1cna 

who depend on Medicaid. The Adrn1nie~rat1on·1 per capita cap 

pzopeeal wo~ld de juBt that within tha context Of continuing th• 

entitlement to moAning!ul benet1tB and prov1~1~9 aub1tantlal new 

!l•~ibility to the St•~•~. 
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Mr. Chairman, members of the Committee, it is a pleasure to appear before you to discuss 
proposed changes to the Medicaid program--our nation's critical health and long-term care safety 
net for poor families, people with disabilities and the elderly. Based on better than twenty years 
of health policy research, my views, in summary, are as follows: 

• Legislative change to reduce requirements on states regarding service delivery and 
provider payment can enhance Medicaid's efficiency and generate savings in pursuing the 
program's fundamental purpose: health insurance protection for vulnerable populations. 
This is the approach taken in the Administration's Medicaid proposal. 

• In contrast, the Conference Agreement and subsequent Republican proposals that would 
eliminate the entitlement and dramatically reduce federal funds would not provide 
flexibility in pursuit of a goal; rather, they would abandon the insurance guarantee that 
defines the Medicaid program. 

• Block grants vvith limited funds put states v.illing to sustain coverage at greatest risk. 
Under these proposals, coverage can be sustained only if st.ates increase spending to 
offset federal reductions. If, instead, states spend the minimum needed to draw down 
their allocation of federal funds, insurance is even more severely undermined. 

Medicaid is a voluntary federal/state partnership. The Medicaid program is a federal 
state partnership. Under the program, the federal government makes matching funds available to 
states to operate medical assistance programs consistent vvith federal guidelines. State 
participation is voluntary; guidelines aim to assure the intended use of federal funds. 

Most important, these guidelines define Medicaid as an insurance program--that is, they 
define the population that must or may be insured and specify the health and long-tenn care 
benefits that must or may be covered. People who satisfy Medicaid eligibility criteria have a 
legally enforceable right to coverage for a defined set of benefits. That means that Medicaid 
beneficiaries, like people with private insurance, know what services will be paid for when they 
get sick. 

States can decide whether or not they wish to participate in the Medicaid program. But if 
they choose to participate, they are choosing to provide meaningful insurance protection to a 
defined population. 

Legislation to reduce Medicaid spending must preserve Medicaid as an insurance 
program. The Administration's Medicaid proposal preserves Medicaid's insurance protections, 
while promoting greater efficiency in their pursuit. The proposal would provide states flexibility 
in service delivery, specifically vvith respect to managed care and negotiation of provider 
payment. On managed care, the proposal would eliminate the requirement that states seek 
federal waivers iri. order to contract for managed care for their beneficiaries. This change would 
make it easier for states to expand the use of managed care, just as private employers are doing. 
On provider payment, the proposal would eliminate the so·called Boren amendment 
requirements which impede states' ability to limit payments to hospitals and nursing homes. 

2'd 
d~JHI W~00:60 S6, 22 J3Q 



.{ 

This change will make it easier for states to negotiate with providers in setting rates. 

Both managed care and provider payment changes will facilitate state efforts to provide 
insurance protection at lower cost. The Administration further promotes these results with the 
additional action of establishing a limit on the rate of growth in federal payments per beneficiary 
enrolled in the program. The per capita cap, as it is called, has three fundamental characteristics: 

• First, by focusing on expenditures per beneficiary, rather than total expenditures, it 
encourages states to focus on efficiency in coverage--not eliminating coverage--in 
slowing cost growth. 

• Second, by allowing federal funds to increase as the number of beneficiaries increases, it 
sustains the health insurance safety net and protects states against increased demands for 
coverage that comes with economic recession, from which no state is immune. 

• Third, by establishing a growth rate for federal funds that recognizes inflation, it protects 
states and beneficiaries against the erosion of purchasing power as prices rise, thereby 
sust.aining the value of insurance protection. 

In sum, flexibility and the per capita cap combine to promote efficiency in achieving the well­
est.ablished and widely recognized goal of the Medicaid program--insurance protection for 
vulnerable populations. 

Block grants that eliminate entitlements do not promote efficient insurance 
protection; they eliminate insurance coverage. The Conference Agreement repealed the 
Medicaid program and replaced it with a block grant that eliminates fundamental insurance 
guarantees, provides st.ates insufficient funds to cover the population eligible under current law, 
and leaves states at risk for recession an_d price increases. This is not a proposal to promote 
flexibility or efficiency; it is an abdicati'on of federal responsibility to protect the nation's most 
vulnerable populations. 

The Conference Agreement would eliminate the fundamental elements of 1'-ledicaid as 
insurance--legally enforceable national criteria for who is covered for what benefits. At the same 
time, it would dramatically reduce (by 17 percent over seven years; over 28 percent in 2002) the 
federal funds available to provide that protection. In other words, states would have neither the 
obligation nor the ability to sustain current insurance coverage. 

Under the Conference Agreement, federal funds for the Medigrant program would 
increase an average 4.8 percent per year from 1996-2002. This growth rate is well below the 6 
percent per year needed to keep pace with estimated beneficiary growth (about 3 percent per 
year) and general inflation (about 3 percent per year). Looked at another way, if states were to 
retain coverage provided under current law, they would have to constrain expendirure growth per 
beneficiary to 1.3 percent--less than half the rate of general price inflation. 

To achieve this goal, the Agreement provides no flexibilities in service delivery beyond 
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those in the Administration proposal~ nor is it clear that any such flexibilities exist. Rather, it 
allows states the safety valve that undennines the program's fundamental purpose--the ability 
to eliminatecoverage. That means that poor families, people with disabilities and senior citizens 
would lose essential health and long-tenn care protection. 

The Conference Agreement's threat to coverage goes beyond its reduction in federal / 'fl""" 
dollars. By changing the matching formula and other current Medicaid provisions, it allows 
states to substitute the limited pool of federal funds for expenditure of state dollars. The Urban 
Institute estimates that if states reduce their spending to the minimum needed to draw down their 
allowed federal payments, total spending on medical assistance would fall an additional 8 percent 
b nd the 17 percent reduction in federal funds--a total of 25.4 percent from 1996-2002 and. 

Vo in 2002 alone. 

4 "''"J. u."'-"4 No amount of flexibility can sustain coverage in light of such expenditure reductions. 
t. .a ~" Coverage could be sustained only if states \Vere actually to increase their spending, in order to 

offset federal reductions. Rather than enhancing states' ability to manage their programs, the 
major thrust of the Conference Agreement is to leave states holding the fiscal bag for protecting 
vulnerable Americans. 
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