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The Medicaid program, signed into law by President Lyndon B. Johnson on July 30, 1965, will reach its 

50th anniversary this year, a historic milestone. At the Kaiser Commission on Medicaid and the 

Uninsured, where we have closely studied and analyzed Medicaid for nearly 25 years, we are 

recognizing this important occasion by documenting Medicaid’s evolution and its role in our health care 

system today. This report reflects on Medicaid’s accomplishments and challenges and considers the 

issues on the horizon that will influence the course of this major health coverage and financing program 

moving forward. 

Established along with Medicare by the Social Security Amendments of 1965, and authorized as Title 

XIX of the Social Security Act, Medicaid was initially designed as a federal-state program to cover 

medical expenses for aged, blind, and disabled individuals and parents and dependent children 

receiving public assistance. Medicaid’s hybrid structure, which involves a mix of federal and state 

financing and control, is, in many respects, the defining feature of the Medicaid program, and the 

contrast to Medicare, a national program governed by federal standards and rules and financed entirely 

by the federal government, is striking. The federal-state Medicaid partnership has served to advance a 

variety of both federal and state goals. However, it is also the root source of continual tensions over the 

balance between federal standards and state flexibility and over Medicaid costs and financing. 

Medicaid’s federal-state structure has also led to substantial state variation in nearly every domain of 

Medicaid program design and operation, with large implications for access to coverage and care for low-

income Americans. 

Medicaid is a voluntary program for states and not all states took it up initially. However, access to 

federal matching funds to provide health coverage for the uninsured proved to be a strong incentive for 

states, and, by 1982, all 50 states and the District of Columbia had Medicaid programs in place. Over 

the last five decades, both Congress and the states have expanded and reformed Medicaid significantly 

to more effectively cover the nation’s uninsured and underinsured citizens. The Medicaid program now 

provides health and long-term care coverage to nearly 70 million low-income Americans, including 

pregnant women, children and parents, people with a wide range of disabilities, poor seniors who are 

also covered by Medicare, and, in states implementing the Medicaid expansion established by the 

Affordable Care Act (ACA), low-income adults who were previously excluded from the program. Prior to 

the implementation of the ACA, Medicaid covered roughly half of nonelderly Americans living in 

poverty. However, because of restrictive eligibility for nonelderly adults and gaps in participation, about 

half of poor people went without Medicaid coverage.   

Medicaid beneficiaries include many of the most disadvantaged individuals in the U.S. in terms of 

poverty, poor physical and mental health, disability, and lack of social supports. Between its large 

enrollment and the complex and costly needs of many of its beneficiaries, Medicaid represents a major 

commitment of federal and state spending. The Medicaid program is the second-largest item in state 

budgets, after elementary and secondary education, and the third-largest federal domestic program, 

after Social Security and Medicare. In FY 2013, combined state and federal Medicaid spending totaled 

$438 billion.  
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While Medicaid’s coverage role is its most visible aspect, Medicaid’s impact ramifies throughout our 

health care system. By filling gaps in coverage among people of color, the program plays a key role in 

advancing health equity. Its comprehensive benefits for prenatal and pediatric care provide a healthy 

start for millions of American children as well as access to services and supports that are essential to the 

well-being of children with special needs but not typically covered by commercial insurance. The 

Medicaid program fills holes left by the private health insurance market, covering people who are priced 

out of it or do not have access to job-based coverage, and providing broader coverage to many severely 

disabled and chronically ill individuals. Medicaid also supports poor Medicare beneficiaries and the 

Medicare program by bearing the high costs of long-term care. And Medicaid revenues provide core 

funding for our health and long-term care institutions and providers, including safety-net hospitals, 

emergency departments, health centers, the mental health system, and nursing homes. 

Finally, the Medicaid program is a locus of innovation in the health care system. Many states are 

designing and implementing new models of coordinated and integrated care for people with complex 

needs that may provide a model for health care delivery beyond the Medicaid context. Medicaid is also 

the fulcrum of ongoing expansion in access to community-based long-term services and supports that 

enable individuals with disabilities and older adults who would otherwise require institutional care to 

live independently in the community.   

In the pages that follow, we trace Medicaid’s evolution, discussing major legislative changes and other 

inflection points in the program’s history, both for the record and for perspective on Medicaid’s 

different roles in our health care system and how they developed. In doing so, we also show how 

Medicaid threads through our health care system today and take the measure of its impact. We begin by 

discussing Medicaid coverage for the main populations served by the program. We then discuss delivery 

systems and innovation in Medicaid and Medicaid spending and financing. We conclude by looking 

forward to consider the main issues that will concern the Medicaid program in the decades ahead and 

to assess how Medicaid is poised to meet the future needs of our nation.  
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Medicaid’s most well-recognized role in 

our health care system is as a health 

coverage program for low-income 

pregnant women, children, and families. 

Currently, more than half the states 

provide Medicaid eligibility for pregnant 

women with incomes up to at least 200% 

of the federal poverty level (FPL) (about 

$40,000 for a family of three in 2015), 

and the Medicaid program finances 

almost half of all births. Roughly 33 

million children, or more than 1 in 3, are 

covered by Medicaid (Figure 1).1 

Medicaid plays an especially large 

coverage role for children of color, whose families are more likely to have low income compared to 

whites, and, as such, the program has reduced racial and ethnic disparities in children’s coverage. 

Medicaid also serves a large share of children with special health care needs.  

Medicaid plays a major but much more limited coverage role for low-income nonelderly adults. In 2013, 

Medicaid covered over 75% of all children living below the poverty level but just 35% of adults in this 

income band. The reason for this disparity is two-fold. First, states have historically provided more 

restrictive eligibility for parents than for children. Second, until the ACA was enacted, nondisabled 

childless adults under age 65 were categorically excluded from Medicaid by federal law, no matter how 

poor they were. Prior to the ACA, some states pursued special federal waivers to cover some low-income 

childless adults under limited expansions of Medicaid. Demonstration waiver authority in section 1115 

of the Social Security Act enables HHS to permit states to try approaches that are outside the statutory 

framework for Medicaid and still receive federal matching funds if the demonstration furthers the 

objectives of the Medicaid program.  

Medicaid’s role in providing health coverage for low-income pregnant women, children and families, 

and childless adults developed incrementally over time as both federal and state lawmakers expanded 

the program to cover broader segments of the uninsured population. Under the original 1965 Medicaid 

law, states were required to provide Medicaid eligibility to poor single parents and children receiving 

welfare through the Aid to Families with Dependent Children (AFDC) program, for which states set the 

income eligibility thresholds – frequently, well below 50% FPL. States were also granted broad 

flexibility to provide Medicaid to “medically needy” parents and children with income above the state’s 

AFDC threshold but high medical expenses relative to their income. Some states used this flexibility to 

extend coverage to more low-income families. The law also gave states an option to cover children in 

Figure 1
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two-parent families with income up to the state’s AFDC threshold, regardless of whether the family was 

receiving welfare – so-called “Ribicoff children” for the Senator who authored the provision. This option 

was used widely by states to expand children’s coverage, and it can be seen as the kernel of later federal 

reforms that formally decoupled Medicaid eligibility from welfare status and recast Medicaid (for 

children, families, and, finally, childless adults) as an income-based health coverage program.  

Over time, Congress, through stronger 

federal minimum requirements, and 

states, through their requests for and 

often vigorous take-up of new program 

options, built on the narrow early 

Medicaid platform to further expand and 

improve coverage for children and 

pregnant women (Figure 2). The Social 

Security Amendments of 1967 

established the Early and Periodic 

Screening, Diagnosis, and Treatment 

(EPSDT) program, Medicaid’s uniquely 

comprehensive benefit package for 

children up to age 21, which emphasizes 

early access to care and regular screenings to assess growth and development. The law required all 

states to cover EPSDT, overriding previous state-set limits on the amount, duration, and scope of 

services for children.2 In 1984, Congress moved to require rather than permit states to cover Ribicoff 

children under age 6 and, responding to concerns about rising infant mortality rates, required coverage 

of first-time pregnant women up to states’ AFDC thresholds as well.3 Subsequent legislation raised the 

federal minimum eligibility thresholds for both pregnant women and children, and many states chose 

to expand Medicaid eligibility beyond the federal minimum levels. In the late 1980s and early 1990s, in 

response to the still very low eligibility thresholds in place for pregnant women and children in some 

states, Congress required all states to cover pregnant women and children under age 6 with family 

income up to at least 133% FPL. Also, in 1989, EPSDT was significantly strengthened.4 In 1990, states 

were required to phase in Medicaid coverage for school-age children (age 6-18) with family income up 

to 100% FPL, an expansion that was completed in 2002, establishing Medicaid eligibility for all children 

in poverty nationwide.  

In 1996, in a major federal overhaul of the welfare program, which is now known as Temporary 

Assistance for Needy Families (TANF), Congress de-linked Medicaid eligibility from welfare eligibility 

and gave states flexibility to expand income eligibility for Medicaid broadly to cover more working 

families. Severing Medicaid from its welfare roots fundamentally altered Medicaid, transforming it 

from a welfare program to a health coverage program for low-income children and families. In 1997, 

Congress built on Medicaid yet again, establishing the State Children’s Health Insurance Program 

(CHIP), which provides enhanced federal matching funds to states to cover low-income children above 

the cut-off for Medicaid through either an expansion of Medicaid or a separate CHIP program. 

Figure 2
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Responding to the high federal match rate and interest in expanding coverage for children, states 

embraced CHIP and, for the first time, conducted vigorous outreach and enrollment campaigns. In 

many states, efforts to promote participation in CHIP carried over to Medicaid, marking a sea change in 

the program’s orientation, from gate-keeping to gate-opening, as far as children were concerned.  

While the progression of Medicaid expansions resulted in broad coverage of low-income children, 

Medicaid coverage of their parents lagged far behind, and the categorical exclusion of most childless 

adults from Medicaid left even the poorest of these individuals without access to coverage. It was 

against this backdrop that the ACA ushered in the most recent era of Medicaid expansion. The health 

reform law expanded Medicaid eligibility to nonelderly adults with income up to a uniform federal 

threshold of 138% FPL (about $16,250 for an individual in 2015) and provided nearly full federal 

financing for the cost. This expansion established Medicaid as the health coverage program for nearly 

all low-income Americans under age 65 within the broader system the ACA created to cover the 

uninsured.  

The ACA also raised the minimum Medicaid eligibility threshold for school-age children to the same 

level that applies for younger children, eliminating previous age-based differences in minimum 

eligibility standards, and extended Medicaid coverage for foster care children up to age 26 (paralleling 

the requirement that private insurers offering dependent coverage for children allow those up to age 26 

to remain on their parent’s plan). In addition, the ACA required states to take far-reaching measures to 

modernize and streamline the Medicaid application, enrollment, and renewal processes to be 

coordinated with the new Marketplaces.  

Unexpectedly, the Medicaid expansion to low-income adults hit a major hurdle in the Supreme Court’s 

landmark decision on the ACA in National Federation of Independent Business v. Sebelius.5 The Court 

ruled that the Medicaid expansion was unconstitutionally coercive and the decision limited the HHS 

Secretary’s enforcement authority, effectively making the expansion optional for states. As of this 

writing, 29 states and the District of Columbia have adopted the Medicaid expansion, including several 

recently, and other states are debating the issue, evidence that the picture may continue to evolve.       

The federal and state expansions of Medicaid over the last five decades have had a dramatic impact on 

coverage of low-income children and adults in the U.S. In 2011, almost 33 million children and more 

than 18 million pregnant women, parents, and other nonelderly, nondisabled adults were enrolled in 

the program. The greatest impact of Medicaid and CHIP has been on children’s coverage. Between 1997 

and 2012, the uninsured rate among children fell by half, from 14% to an historic low of 7%.6 Currently, 

more than half the states cover children with family incomes up to at least 250% FPL (about $50,000 

for a family of three.)7 The ACA Medicaid expansion has brought coverage to millions of additional 

uninsured, nonelderly parents and childless adults in the states that have implemented it. Federal data 

show that, in September 2014, at least 4.6 million low-income adults were covered through the new 

adult expansion group in the 23 states for which data were available (of 27 states that had adopted the 

expansion by then).8 This figure does not include an estimated 1.2 million newly eligible adults in 

California or enrollment in three additional states that have adopted the expansion in the meantime.9   
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While Medicaid has been instrumental in 

reducing the number and share of low-

income nonelderly Americans without 

health insurance, the ACA vision of 

Medicaid as a universal program for this 

population has yet to be fully realized. In 

2013, over 7 million children remained 

uninsured, of whom an estimated 5.2 

million would qualify for Medicaid or 

CHIP, pointing to needs for targeted 

outreach and enrollment efforts.10 A 

more substantial share of adults who 

would be eligible for Medicaid are not 

enrolled in the program, again a signal 

that more intensive and targeted efforts are needed to engage this hard-to-reach population.11 Also,  

Medicaid and CHIP income eligibility thresholds for children and nonelderly adults in the states not 

expanding Medicaid lag behind those in the states moving forward (Figure 3). Further, nearly 4 million 

poor adults in the non-expansion states fall into the “coverage gap” because their income is too high for 

Medicaid but too low to qualify for premium subsidies to purchase Marketplace coverage.12 Notably, 

Blacks, who reside in high numbers in many of the non-expansion states, disproportionately fall into 

the coverage gap.13    

The goal of Medicaid coverage is to facilitate access to care for low-income people and to provide 

financial protection against high out-of-pocket costs for health care. A large body of research shows that 

the program largely succeeds in this purpose. Still, there remain challenges for Medicaid in facilitating 

access to care. Many factors bear on access to care, including the scope of Medicaid benefits covered by 

states, limits on Medicaid premiums and cost-sharing, provider payment and participation in Medicaid, 

transportation and language barriers, and features of the larger health care ecosystem of which 

Medicaid is part.  

Medicaid’s EPSDT benefits for children up to age 21 are considered a model of pediatric coverage. 

EPSDT is unusually comprehensive and emphasizes early intervention, before preventable health 

problems become permanent. Its benefits include immunizations and other preventive and primary 

care services, prescription drugs, hospital care, vision, dental, and hearing services, diagnostic and 

treatment services, and all other services permitted under federal Medicaid law. Further, the medical 

necessity standard that governs EPSDT requires states to cover services to correct or ameliorate the 

effects of physical and mental illnesses and conditions for children. This expansive definition is 

designed to ensure robust access to care for low-income children, including access to services and 

supports such as medical equipment, speech, physical, and occupational therapy, and assistive 

technology for children with special needs.14 To ensure that financial barriers do not impede their 

Figure 3
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access, premiums are prohibited in Medicaid for children below 150% FPL and cost-sharing is tightly 

restricted for all children. Although children make up nearly half of all Medicaid beneficiaries, they 

account for about 20% of Medicaid spending, a reflection of their relatively routine and low-cost health 

care needs and costs compared to others covered by the program, especially beneficiaries with 

disabilities and those over age 65.     

Strong access to primary care among 

children covered by Medicaid is well-

documented (Figure 4).15 16 Nearly all 

children with Medicaid have a usual 

source of care, which research shows 

enhances access to and appropriate use 

of health care services.17 Compared to 

uninsured children, children with 

Medicaid are far more likely to have a 

usual source of care, visit physicians and 

dentists, and get recommended 

preventive care, and they are less likely 

to have unmet needs for medical, dental, 

and specialty care and prescription 

drugs. Furthermore, rates of access to preventive and primary care for children with Medicaid or CHIP 

are fairly comparable to those for children with employer-sponsored insurance (ESI) despite sharp 

differences between the health status and demographic and socioeconomic profiles of the two groups. 

When these differences are controlled, rates of access to specialist care are also similar between publicly 

insured children and those with ESI.18 Notably, children across the board, including those covered by 

Medicaid or other types of insurance, get preventive care at rates below recommended levels.  

Children’s access to oral health services is a key concern in Medicaid. Since severe problems obtaining 

dental care for children enrolled in Medicaid came to light in the mid-2000s, CMS and the states have 

made targeted efforts and investments in this area. Although substantial improvements have resulted, 

in 2013, the share of Medicaid-enrolled children who received at least one preventive dental service a 

year exceeded 50% in only half the states.19 Children with private dental coverage are generally more 

likely to get preventive dental care, but, as with other preventive care, rates of preventive dental care are 

well below recommended levels for all children.20  

While population-level findings on access to care in Medicaid indicate high performance overall, direct 

studies of access at a local level, using “secret shopper” techniques, show that children with Medicaid or 

CHIP are much more likely than privately insured children to be denied appointments with specialists 

and that they face longer waits when they do get appointments.21 These findings, which are consistent 

with lower rates of provider participation in Medicaid compared to private insurance, are informative 

about beneficiaries’ care-seeking experience and their more limited choice of providers, but it is 

Figure 4
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important to consider them in the context of consistent evidence of high rates of realized access to care 

in the Medicaid program overall.22   

A growing body of research provides evidence that Medicaid and CHIP coverage confer benefits on 

children beyond improved access to care. Studies show gains in children’s health and health behaviors, 

improved performance in school, fewer days of missed school due to illness or injury, and higher long-

run educational attainment, including high-school completion, college attendance, and college 

graduation, among children covered by Medicaid in their childhood and youth.23 24 25     

Medicaid law authorizes comprehensive benefits for adults, including physician and hospital care, lab 

and x-ray services, prescription drugs, and non-emergency medical transportation. Medicaid benefits 

for reproductive care, including both maternity care and family planning services, and breast and 

cervical cancer screening and treatment, are extremely important for low-income women, who make up 

two-thirds of nonelderly adult enrollees, and Medicaid expansions to pregnant women are credited with 

reductions in infant mortality and low birth weights as well as improved health outcomes for children.26 

Whereas federal EPSDT requirements establish a uniformly comprehensive Medicaid benefit package 

for children nationwide, states have substantial flexibility in defining Medicaid benefits for adults, and 

the range and scope of adult benefits vary widely by state as a result. Benefits for adults in the new 

Medicaid expansion group must include the 10 categories of “essential health benefits” defined by the 

ACA, but states retain considerable flexibility to design them. Similar to children, nonelderly adults 

without disabilities are a low-cost Medicaid population. In 2011, nonelderly, nondisabled adults made 

up about one-quarter of Medicaid beneficiaries but accounted for a fairly small share of Medicaid 

spending (15%), reflecting both low Medicaid spending per enrollee and limited Medicaid eligibility for 

this population.   

The empirical findings on adults’ access to care in Medicaid are largely positive. Because of its rigorous 

design, the recent Oregon Health Insurance Experiment provides particularly strong evidence of 

Medicaid’s impact. Taking advantage of a 2008 lottery that randomly allocated a limited number of new 

Medicaid “slots” for low-income uninsured adults, investigators compared access to care and selected 

health outcomes between the adults who won Medicaid coverage and the adults who did not. Study 

findings one and two years out from the lottery showed higher use of preventive services and other care, 

improved self-reported health, and reduced clinical depression among the adults who gained Medicaid 

coverage compared to the others.27 28 The risk of medical debt also declined significantly in the Medicaid 

group and catastrophic medical costs were virtually eliminated for them. On the other hand, the 

observed reductions in blood pressure, cholesterol levels, and blood glucose levels were not statistically 

significant. On this point, the researchers noted limitations in the study’s statistical power. A separate 

team of investigators, using cost-effectiveness analysis, found that the Oregon Medicaid expansion was 

a good public investment, providing a net financial return to society.29  

The evidence from studies comparing Medicaid and privately insured adults’ access to care closely 

mirrors the evidence for children. The vast majority of adults in both insurance groups have a usual 
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source of care. When health, demographic, and socioeconomic differences between the two groups are 

controlled, Medicaid adults are as likely as the privately insured to have received recommended 

preventive care, a general doctor visit, and a specialist visit in the past 12 months.30 Research shows 

that, compared to adults with similar characteristics who have ESI, adults covered by Medicaid have 

similar rates of delayed and unmet needs for medical care.31 32 Medicaid also affords greater financial 

protection from medical expenses; it has been projected that adult Medicaid beneficiaries’ out-of-pocket 

spending would increase more than three-fold if they were covered by ESI instead, even though their 

expected health care use would not be much different. Again mirroring the findings for children, direct 

studies of access to care for adults show that physicians are more willing to serve those with private 

insurance than those with Medicaid coverage.33 34 This pattern has led to concerns about provider 

availability in Medicaid as more adults gain coverage. Anticipating increased demand for services due to 

expanded coverage, the ACA temporarily raised Medicaid fees for many primary care services, which 

are typically very low, to Medicare fee levels to garner greater primary care physician participation in 

Medicaid. Findings that physician participation rates are higher in states with higher Medicaid payment 

rates relative to other payers suggest that provider payment rates may be an effective tool for leveraging 

increased access to care.35    

Because major chronic illnesses are prevalent among Medicaid adults and securing access to care is 

arguably most challenging for those with the greatest needs, the experience of beneficiaries with chronic 

conditions is an important gauge of access in Medicaid. In this regard, a suite of studies has shown 

significant and clinically meaningful differences in access and care between nonelderly adults with 

Medicaid and those who are uninsured. One of the studies, which focused on diabetes, found that adults 

enrolled in Medicaid were less likely than their uninsured counterparts to report being unable to get 

needed care, had more office visits and filled more prescriptions, and were more likely to get key 

elements of recommended diabetes care. The companion analyses looking at cardiovascular disease, 

respiratory disease, and mental illness reached similar findings.36 37 38 39 40 

The vast majority of adults who have ever received Medicaid benefits say that their overall experiences 

have been positive.41 At the same time, there are some areas of serious concern for adult access to care 

in Medicaid. In particular, while needs for behavioral health care are great among adult Medicaid 

beneficiaries and demand for these services is likely to grow with the Medicaid expansion, psychiatrist 

participation in the program is very low and there is a growing workforce crisis in the field of addiction 

treatment.42 43 Lack of access to dental care is also a major problem. Poor oral health is associated with 

chronic conditions including diabetes and heart disease and can also interfere with nutrition; poor or 

missing teeth adversely affect employability as well. Nonetheless, adult dental benefits are optional 

under federal Medicaid law and they are not included among the ACA’s essential health benefits for 

newly eligible adults. Most states cover limited or emergency-only dental services for adults, but dental 

care is very expensive and few Medicaid beneficiaries can afford to pay for it out-of-pocket. Many other 

benefits, such as eyeglasses and physical therapy, are also optional for adults, and states often drop or 

cut back on these benefits when they are facing tight budgets. 
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While the public is familiar with Medicaid as a health coverage program for low-income children and 

families, less well recognized is its coverage role for Americans with disabilities. The more than 10 

million children and adults who qualify for Medicaid based on disability include individuals with 

physical impairments and conditions such as cerebral palsy, epilepsy, HIV/AIDS, and multiple 

sclerosis; spinal cord and traumatic brain injuries; severe mental health conditions, such as depression 

and schizophrenia; intellectual and developmental disabilities, including Down Syndrome and autism; 

and other functional limitations. Medicaid’s role for people with disabilities is large because poverty 

and disability are correlated. In addition, individuals with disabilities have limited access to commercial 

insurance, which, in any case, typically does not cover the full scope of services that many need. State 

Medicaid programs cover a wide range of long-term services and supports for people with disabilities in 

addition to comprehensive acute health care services. 

Medicaid’s broad coverage of individuals with disabilities today is the result of federal legislative action 

going back to the early 1970s, state pursuit and wide use of waiver authority to implement limited 

expansions, and the convergence of developments in Medicaid, disability rights, and community 

integration efforts. Under the original Medicaid law, people with disabilities were covered by Medicaid 

only if they received cash assistance under the state-based welfare system then in place for extremely 

poor aged, blind, and disabled (ABD) individuals. Some states also used the optional authority to offer 

Medicaid to medically needy individuals in these groups. The Social Security Amendments of 1972 

established the federal Supplemental Security Income (SSI) program, replacing state standards for cash 

assistance for the ABD population with national eligibility criteria and income standards equivalent to 

roughly 74% FPL, and the law required states to provide Medicaid for either all federally qualified SSI 

beneficiaries or all individuals who would qualify for SSI under the state’s eligibility standards in effect 

in 1972. (Most states elected to provide Medicaid for the entire federally qualified SSI population.) The 

national standards substantially raised eligibility levels in many states. 

The 1972 Amendments also extended Medicare coverage to nonelderly individuals with disabilities but 

imposed a 29-month waiting period before Medicare benefits begin. Medicaid covers low-income 

individuals during this waiting period and, after their Medicare benefits begin, it continues as a 

Medicare supplement, assisting these “dually eligible” enrollees with their Medicare premiums and 

cost-sharing. For the majority of dual eligible beneficiaries, Medicaid also covers services that Medicare 

does not cover – most notably, long-term services and supports and, in some states, dental care, 

eyeglasses and vision care, and hearing aids and services. About 40% of all Medicaid beneficiaries with 

disabilities are dual eligible enrollees.44 These roughly 4 million individuals, who have involved needs 

for both acute and long-term care, are among the most vulnerable beneficiaries in both Medicare and 

Medicaid. Although Medicare is the primary payer for dual eligible beneficiaries, Medicaid finances all 

their long-term care and about 40% of combined Medicare and Medicaid spending for all the services 

they receive, not including Medicaid payments for Medicare premiums.45   
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In 1982, Congress expanded access to Medicaid coverage for children with significant disabilities, 

establishing the so-called “Katie Beckett” option, which makes it possible for children with disabilities 

who would otherwise be eligible for Medicaid only if they were receiving care in an institution to remain 

at home with their families. In states with Katie Beckett programs, and under waivers in other states 

that permit enrollment caps, parents’ income and assets are disregarded in determining Medicaid 

eligibility for disabled children living at home, exactly as they are for disabled children in institutional 

care. Because of this Medicaid coverage pathway, many disabled children in middle-income families are 

also able to access comprehensive services under EPSDT, which supplement any private health 

insurance they may have. All but a few states have opted to implement a Katie Beckett program or a 

waiver to accomplish a similar result.46  

In 1986, Congress took action to provide employment support for adults with disabilities, passing 

legislation that required states to continue Medicaid coverage for working disabled individuals who lose 

their eligibility for SSI due to earnings. In the late 1990s, Congress established new options permitting 

states to provide Medicaid eligibility for working individuals with disabilities with higher earnings and 

resources up to state-defined limits and to charge income-related premiums and cost-sharing.47 48 These 

new Medicaid “buy-in” options were a response to the limitations of job-based health insurance, which 

is designed for a generally healthy workforce, and also to the fact that employers have disincentives to 

add high-cost workers to their risk pools. The vast majority of states have adopted “buy-in” options or 

accomplished a similar purpose under broader section 1115 waivers.49 

Over time, expansion in the scope of Medicaid benefits for people with disabilities has also increased 

the importance of the program for this population. While Medicaid benefits always included skilled 

nursing facility and home health services, in 1971, Congress established a new state option to cover the 

services of intermediate care facilities (ICFs) and intermediate care facilities for the intellectually and 

developmentally disabled (ICFs/IDD). This change enabled states to obtain federal matching funds to 

help finance services they previously funded with state-only dollars and, in the same stroke, moved the 

Medicaid program into financing nursing home care for people with disabilities.50 

A decade later, in 1981, Medicaid’s role in long-term care entered a new phase when Congress created a 

new waiver authority in Medicaid (section 1915(c)) that allowed states to cover a wide range of long-

term services and supports at home and in community settings for beneficiaries who would otherwise 

require care in an institution. Using this waiver authority, states can offer services that Medicaid does 

not cover in general and that may not be medical in nature, and they can target services to 

subpopulations, such as people with mental illness, cognitive disabilities, or physical disabilities. States 

can also cap enrollment in section 1915(c) waiver programs. (Under regular Medicaid rules, states 

generally cannot limit benefits to certain groups or cap participation.) Among the kinds of services that 

states provide under section 1915(c) waivers are case management, homemaker services, personal care, 

home modifications, transportation, respite care, and services to transition people from institutions to 

their homes and communities.51 All states now offer home and community-based services under section 

1915(c) waivers or, in a limited number of cases, section 1115 waivers.  
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Another watershed in the evolution of Medicaid’s role for people with disabilities was the Supreme 

Court’s landmark decision in Olmstead v. L.C. in 1999. The Court ruled that unjustified 

institutionalization of individuals with disabilities is illegal discrimination under the Americans with 

Disabilities Act, a decision leading states to expand access to community-based services. Although 

Olmstead did not require any change in Medicaid law, the Medicaid program became a key vehicle for 

Olmstead’s implementation because of its large role in financing long-term services and states’ broad 

authority to define and design benefits. Indeed, it is fair to say that Medicaid has been the principal 

engine of expanded access to home and community-based services that make independent living and 

community integration possible for people with disabilities as well as elderly Americans.52   

Medicaid’s broad eligibility and benefits 

for people with disabilities explain the 

program’s large impact on access to care 

for this population. Medicaid benefits 

span preventive services, primary and 

specialist care, and prescription drugs, as 

well as medical equipment, assistive 

technology, and long-term care services 

essential to the well-being of people with 

diverse disabilities and needs. Neither 

private insurance nor Medicare covers a 

similar range of services or provides 

comparable financial protection. 

Although Medicaid beneficiaries with 

disabilities make up only 15% of all enrollees, they account for more than 40% of total Medicaid 

spending (Figure 5). High Medicaid spending on their behalf reflects their intensive use of both acute 

and long-term services and the high cost of these services. On a per-enrollee basis, Medicaid spending 

for people with disabilities is more than five times the level for nonelderly, nondisabled adults and 

nearly seven times the level for children. Notably, long-term services and supports account for close to 

40% of Medicaid spending for beneficiaries with disabilities.53    

National data show that people with disabilities who are covered by Medicaid are as likely as their 

counterparts with Medicare or private insurance to have a regular doctor and that they are less likely to 

have unmet needs overall and unmet needs due to cost.54 Not surprisingly, however, rates of unmet 

need are higher among Medicaid enrollees with disabilities than among other Medicaid enrollees, and 

greater disability is associated with greater access difficulties.55 Obstacles like physical inaccessibility of 

facilities and equipment and lack of transportation are key impediments to access to care for people 

with disabilities.56  

The impact of Medicaid on access to long-term care for low-income people with disabilities is hard to 

overestimate, as it is essentially the only public or private program that covers this care. Responding to 

Figure 5
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Medicaid At 50 13 

Olmstead, beneficiary preferences, and a growing menu of state options and federal incentives, state 

Medicaid programs have significantly expanded access to community-based long-term services and 

have steadily shifted more of their long-term care spending to home and community-based settings, 

especially in the last 20 years. Nationally, roughly 80% of nonelderly Medicaid beneficiaries with 

disabilities who use long-term services and supports now receive services in the community rather than 

in institutions.57 At the same time, also as a consequence of states’ choices, not everyone who qualifies 

for Medicaid and needs home and community-based services can gain access to this care. The ACA 

sought to increase access to home and community-based care by expanding an existing state option to 

provide these services as a regular Medicaid benefit, rather than under waivers. The state option 

approach requires states to provide the services statewide for all income-eligible beneficiaries, subject 

to medical necessity, and it prohibits enrollment caps and waiting lists. Notably, relatively few states 

have taken up the state plan option, indicating that states may find the flexibility that waivers give them 

to control spending by using restrictive financial and functional eligibility standards, limiting 

enrollment, and capping services worth the process of obtaining and renewing their waivers. In 2013, 

more than half a million people were on waiting lists for section 1915(c) waiver programs and the 

average waiting time exceeded two years.58 59 

Beyond providing access to care and out-of-pocket protection for people with disabilities, Medicaid 

eligibility and benefits for this population have also advanced major societal purposes. Due to the Katie 

Beckett option, many children with significant disabilities can remain with their families and receive 

services at home or in community settings. Working adults with disabilities with modest earnings can 

retain their Medicaid coverage or buy it at low cost, an outcome that promotes independent living and 

more integrated workplaces and communities. More generally, the availability of home and community-

based services in Medicaid prevents unnecessary and unwanted institutionalization of people with 

physical impairments, severe mental illnesses, developmental and intellectual disabilities, and other 

disabling conditions, and fosters community integration as required by law and desired by many 

Medicaid beneficiaries and the American public broadly.  

The Medicaid program covers over 6 million low-income elderly Americans, nearly all of whom also 

have Medicare. This figure translates to more than 1 in every 7 elderly Medicare beneficiaries. Medicaid 

supplements Medicare for these dually eligible seniors just as it does for dual eligible beneficiaries with 

disabilities, covering their Medicare premiums and cost-sharing, and, for those with very low income, 

providing long-term care and, in some states, other benefits, such as hearing aids and eyeglasses.   

Before the mid-1980s, elderly Medicare beneficiaries could qualify for Medicaid only if they were 

receiving SSI benefits or met their state’s medically needy standard, but federal legislative action in the 

late 1980s and early 1990s extended Medicaid protection to more low-income seniors. Congress first 

gave states an option to provide Medicaid to Medicare beneficiaries with income exceeding SSI levels 

but below 100% FPL. A couple of years later, in the 1988 Medicare Catastrophic Coverage Act, Congress 
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used the Medicaid program to cushion the impact of rising Medicare premiums and cost-sharing for 

low-income Medicare beneficiaries, requiring all state Medicaid programs to cover these costs for 

Medicare beneficiaries with income below the poverty level. Although this law was famously repealed a 

year later, the expansion of Medicaid assistance to provide financial relief for poor Medicare 

beneficiaries was preserved. Subsequent legislation provided for partial Medicaid coverage, including 

assistance with Medicare premiums and cost-sharing but not Medicaid benefits, for Medicare 

beneficiaries at somewhat higher income levels, who are known as “partial dual eligibles.”60 Three-

quarters of elderly dual eligible beneficiaries are entitled to both full Medicaid benefits and financial 

assistance. Many states also provide Medicaid eligibility for medically needy individuals, and they can 

use another Medicaid option to cover institutional care for elderly individuals up to a state-set income 

limit up to 300% of the SSI standard and an asset test.   

The most significant way that Medicaid helps the elderly is by paying for long-term care. The program 

covers close to 2 million elderly beneficiaries who use long-term care services – about 1 million who 

mostly use institutional care and another 1 million who mostly use home and community-based services 

and supports.61 On average, nursing home care costs more than $90,000 a year, assisted living facility 

care costs over $42,000, and typical use of home health aide services and adult day care each cost in the 

neighborhood of $20,000 a year.62 63 Such large and unpredictable expenses are difficult to save for and, 

in the absence of other assistance, virtually impossible to shoulder for elderly Americans living on 

Social Security and barely able to make ends meet. 

A persistent myth about Medicaid is that large numbers of Americans with substantial means transfer 

their assets to get Medicaid to pay for their long-term care. Actually, people seeking Medicaid for 

nursing home or community-based long-term care are subject to a review of asset transfers going back 

five years, and Medicaid eligibility for long-term services and supports is limited to people who are 

impoverished, often by having spent down their own income and resources to pay for such care. In 

addition, Medicaid beneficiaries must contribute to the cost of care from their monthly income. The fact 

that long-term care remains unaffordable for most Americans and that there exists almost no assistance 

for long-term care other than Medicaid is a current and growing concern.  

Medicaid provides crucial services and financial protection for millions of poor elderly Americans. As 

vital as Medicare is to the elderly, it is not comprehensive coverage and its large benefit gaps and 

premium and cost-sharing requirements can result in heavy financial burdens and deter Medicare 

beneficiaries from seeking needed care. For seniors with low or moderate income and limited resources, 

Medicaid lowers these barriers and provides benefits for nursing home care and community-based 

long-term services. Still, the goal of enrolling all elderly individuals who qualify for Medicaid has not 

been fully realized. Lack of awareness and understanding of the assistance Medicaid provides, complex 

enrollment processes, asset tests, limited federal and state outreach efforts, and beneficiary reluctance 

to apply for help from a program associated with welfare all contribute to low levels of participation. 

Navigating and coordinating coverage between Medicare and Medicaid is also a confusing and 

challenging task for many. Finally, it should be noted that, largely because of the restrictive asset test, 
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Medicaid premium and cost-sharing assistance does not reach all elderly Medicare beneficiaries with 

very low income; under current eligibility rules, one-quarter of the elderly with income below $10,000 

cannot qualify for this help.64  

Major chronic conditions, including hypertension, heart disease, and diabetes, are prevalent among 

elderly dual eligible beneficiaries; nearly one-quarter have Alzheimer’s disease or another kind of 

dementia and 1 in 5 have depression.65 These conditions entail high and ongoing costs for care. 

Medicare finances the vast majority of acute care received by elderly dual eligible enrollees, but 

Medicaid finances 100% of their long-term care. In 2010, Medicaid financed 40% of combined 

Medicaid and Medicare spending for all services for elderly dual eligible enrollees, not including 

Medicaid payments for Medicare premiums.66  

Largely because of their high use of long-term services and supports and the high cost of this care, the 

elderly, who make up just under 10% of all Medicaid beneficiaries, drive roughly 20% of Medicaid 

spending. Long-term care accounts for close to three-quarters of total Medicaid spending for the 

elderly. Half of all elderly Medicaid beneficiaries who use long-term care are receiving care in nursing 

homes or other institutions, but half are now receiving services and supports at home or in the 

community, evidence that Medicaid’s beneficial impact on independent living and community 

integration extends to older Americans as well as individuals with disabilities.67  

Medicaid enrollees obtain care in an array of settings and systems. Most get their acute medical care 

from private office-based physicians, but 1 in 7 Medicaid beneficiaries obtain care in community health 

centers and clinics.68 Most health centers, in addition to providing preventive and primary care, offer a 

more complete array of services than office-based providers, including behavioral health care and 

dental services, as well as enabling services needed by many in the low-income population, such as 

translation, transportation, and referral to community-based social services. Health centers have been 

shown to perform as well as or better than private physician practices on ambulatory care quality 

measures.69 Public and other safety-net hospitals, including academic medical centers, are the backbone 

of emergency and tertiary care for Medicaid beneficiaries; at the same time, these institutions are also 

the hub of access to trauma, burn, and other highly specialized care for the wider community. Nursing 

homes and providers of home and community-based services and supports serve Medicaid beneficiaries 

with long-term care needs.  

Also important to Medicaid because of the complex needs of many of its beneficiaries are providers of 

highly specialized services and supplies, including rehabilitation services, durable medical equipment, 

assistive technology, and other care. The Medicaid program is a major source of support for these 

specialized providers because Medicaid beneficiaries make up a large share of the populations they 

serve and because private insurance does not typically cover their services and supplies to the same 

extent, if at all. 
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Because of the high needs of the beneficiary population and the large public investment in Medicaid, 

the federal government and states have a major stake in the access, quality, and cost of the delivery 

systems that serve Medicaid enrollees. As large purchasers of services, Medicaid programs also have 

considerable leverage to shape these systems. Over time, states have used flexibility built into Medicaid 

as well as waivers to develop innovative approaches to organizing and delivering health and long-term 

care. Increasing sophistication in states’ and health care systems’ use of data analytics to manage risk 

and clinical care has aided their efforts. In addition, the ACA has fostered delivery system reform 

activity in Medicaid through the creation of the Innovation Center in CMS and new federal funding 

opportunities, demonstrations, and state options in Medicaid. CMS’ State Innovation Model (SIM) 

initiative to promote multi-payer reform strategies specifically leverages Medicaid, harnessing the 

program’s experience and innovation in serving high-risk populations and its clout as a large payer. 

CMS has also established the Medicaid Innovation Accelerator Program, which is providing technical 

assistance resources to states to further support innovation. States are adopting a multitude of models 

and targeting different populations in their initiatives, but there are common threads – expansion of 

managed care; a central role for primary care and medical homes, emphasizing care coordination for 

enrollees with complex needs; greater integration of services; expanded access to community-based 

long-term services; and a sharpening focus on quality measurement and high performance. 

The most prominent dynamic in the evolution of health care delivery and payment systems in Medicaid 

has been the expansion of risk-based managed care in place of the traditional fee-for-service system. 

States have pursued risk-based contracting with managed care plans for different purposes, seeking to 

constrain Medicaid spending, increase budget predictability, improve access to care, and meet other 

objectives. Medicaid managed care got off to a troubled start in the early 1970s with an initiative in 

California that demonstrated the perils of a poorly regulated program – capitation rates too low to 

attract mainstream plans, fraudulent marketing, inadequate access to care, and poor quality.70 71 The 

scandal gave rise to federal legislative changes and a regulatory framework for Medicaid managed care 

that requires comprehensive beneficiary protections and avenues for recourse, sound payment rates, 

adequate provider networks and access to care, and data reporting by plans and states. 

The late 1980s and early 1990s saw substantial growth in Medicaid managed care enrollment as states 

sought to accommodate growing Medicaid enrollment during a time of fiscal pressures. In this period, 

states were more concerned with managing costs than managing care. Over time, managed care has 

grown as states have expanded their programs to include wider geographic areas and additional 

beneficiary groups and shifted from voluntary to mandatory enrollment models.72 73 74 As of 2015, 38 

states and DC have risk-contracting programs, and more than half of all Medicaid beneficiaries 

nationally are enrolled in comprehensive managed care plans, many on a mandatory basis.  

Historically, states largely limited managed care to pregnant women, children, and parents, but they are 

increasingly including Medicaid beneficiaries with complex needs, including persons with disabilities 

and elderly enrollees. People who use the most services can experience the most fragmentation, gaps, 

and redundancies in care and can potentially benefit most from managed care. However, they are also 
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the most exposed to the risk of underservice inherent in capitated systems and may have difficulty 

navigating managed care and gaining access to needed providers and services. State experience 

covering higher-need populations through managed care is generally limited and most managed care 

plans have not typically served them. Thus, the adequacy of provider networks and plan capabilities to 

handle more complex care needs, and rigorous state and federal oversight of access and quality, are 

crucial issues as Medicaid programs move in this direction. Medicaid managed care programs and 

oversight vary widely from state to state, and evidence about the impact of managed care on access to 

care and costs is both limited and mixed.75 76 77 78 The continued expansion of managed care in Medicaid 

despite the absence of systematic evidence that it improves access or lowers costs is a serious concern, 

deepened by the lack of managed care data, analysis, and oversight at the federal level.79 80 After more 

than a decade, CMS is developing new Medicaid managed care regulations.81 The new rules could 

strengthen current requirements on states and plans, but ultimately their traction will hinge on effective 

state and federal enforcement.    

While risk-based managed care dominates the Medicaid delivery system reform landscape, not all states 

contract with plans, and other innovative and complementary strategies designed to improve care are 

prevalent in the program. At least half the states have implemented primary care medical homes and 

pay fee-for-service providers an extra monthly amount to coordinate and monitor primary care services 

(and sometimes provide additional services for their Medicaid patients). Primary care medical homes 

may also be implemented in the context of managed care plans.82 Other state approaches build on the 

medical home model but involve coordination across a broader spectrum of services. Medicaid “health 

homes” operating in more than a dozen states coordinate physical, behavioral, and long-term care, as 

well as family supports and social services, for beneficiaries with multiple chronic conditions or a 

serious mental illness.83 Improving the coordination and quality of care for these high-need, high-cost 

beneficiaries is a major focus of federal and state delivery system innovation efforts in Medicaid (as well 

as other public programs). These efforts aim to address the fragmentation of care as well as reduce 

Medicaid costs through lower rates of preventable hospital and nursing home care. 

Many Medicaid beneficiaries have comorbid physical and behavioral health conditions and improving 

the management of their care has been a focal area of delivery system reform activity. In recent years, a 

majority of states have undertaken initiatives to integrate physical and behavioral health services.84 One 

innovative approach that several states have implemented is to designate community mental health 

centers and other mental health entities as Medicaid health homes for beneficiaries with mental illness, 

based on an assessment that these providers have the appropriate expertise and are in the best position 

to coordinate services and supports for this population. In the managed care environment, many states 

are now integrating behavioral health services previously “carved out” from plans into their 

comprehensive risk-based contracts, to promote more holistic care and consolidate accountability.     
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Medicaid’s contribution to delivery 

system transformation is nowhere more 

significant than in the long-term care 

arena. As the principal source of 

coverage and payment for long-term 

services for Americans, the Medicaid 

program has essentially shaped the 

delivery system. Medicaid financing is 

essential to the nation’s nursing homes. 

At the same time, the program has 

facilitated the dramatic expansion of 

access to home and community-based 

long-term services and supports as states have invested and shifted more long-term care spending to 

non-institutional settings.85 By 2013, 46% of all Medicaid long-term care spending was for home and 

community-based services, compared to 32% in 2002 (Figure 6). These services underpin independent 

living and community integration of individuals with disabilities and the elderly. 

A developing branch of innovation is the delivery of long-term care benefits through managed care 

arrangements. Under CMS-approved waivers, about 20 states are now operating managed long-term 

services and supports programs, generally statewide, and nearly all of these states require nonelderly 

adults with physical disabilities and seniors to enroll in managed care to receive services.86 Most of the 

programs provide for comprehensive Medicaid benefits, including acute care and behavioral health 

services as well as nursing facility and home and community-based care, breaking new ground in efforts 

to more fully integrate care for individuals with long-term needs. But the extensive needs and special 

vulnerabilities of the beneficiaries involved, and the unfamiliar terrain of managed care for most, raise 

new concerns and call for strong beneficiary supports and protections, such as assistance choosing 

plans and measures to maximize continuity of care during the transition to managed care. Managed 

care plans new to providing long-term services and supports, and long-term providers new to managed 

care, have a challenging learning curve to climb.   

Probably the most challenging and ambitious innovation projects in Medicaid are the state 

demonstrations proceeding under the ACA initiative to align Medicare and Medicaid financing and 

coordinate service delivery for dual eligible enrollees. All but two of the 11 states currently slated to 

move ahead with financial alignment demonstrations rely on capitated managed care plans to 

coordinate the full complement of Medicare and Medicaid services.87 These demonstrations hold 

potential to enhance the quality and cost-effectiveness of the care that dual eligible beneficiaries 

receive. However, uneven levels of state experience serving dual eligible enrollees through managed 

care, uneven levels of plan experience in the Medicaid and Medicare markets, especially with long-term 

services and supports, and variable plan quality highlight significant issues surrounding the 

implementation of these reforms for this very poor and uniquely frail population.88  

Figure 6

Over time, the share of Medicaid long-term care spending 
going to home and community-based settings has increased.
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NOTE: LTSS means long-term services and supports. Home and community-based LTSS includes state plan home health, state plan 
personal care services and section 1915(c) HCBS waivers. Institutional LTSS includes intermediate care facilities for individuals with 
intellectual/developmental disabilities, nursing facilities, and mental health facilities.
SOURCE: KCMU and Urban Institute analysis of Centers for Medicare & Medicaid Services (CMS)-64 data.
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Since its early years, Medicaid has evolved in many states from a passive claims payment program to a 

more active purchaser that uses its leverage to drive improvements in the quality of care provided to 

beneficiaries and to foster more accountable systems of care. This evolution has proceeded via diverse 

mechanisms, including managed care, the development and state use of quality metrics in Medicaid, 

and integrated delivery systems and innovative payment approaches that reward providers for high 

quality performance.89 Quality improvement in the nation’s public health coverage programs is also a 

major federal priority and focus of increased investment. However, the Medicaid quality enterprise is 

very much a work in progress. Not all states are engaged. State-level technical, analytic, and financial 

capacity and resources to pursue quality initiatives are limited and there are many competing priorities 

both within and outside Medicaid. It bears noting that the development of metrics to assess the quality 

of care received by people with disabilities is in its infancy. Measures to assess and monitor access and 

outcomes across settings in managed long-term care programs are needed as well.90   

As the health coverage program for more than 1 in 5 nonelderly Americans and the main payer for long-

term care, Medicaid is a core source of financing in our health care system. It plays an especially large 

financing role in certain domains. The program provides substantial financing for the health care 

safety-net – Medicaid payments account for 35% of safety-net hospitals’ revenues and 40% of health 

center revenues.91 92 Medicaid also finances one-quarter of all behavioral health care spending 

nationally.93 The program pays for nearly half of all births in the U.S. and plays a singular role in 

financing health care for women and children. Medicaid also pays half the national bill for long-term 

services and supports needed by people with disabilities and the elderly. Overall, Medicaid finances $1 

of every $6 of personal health spending nationally.  

The lion’s share of Medicaid spending – nearly two-thirds – is attributable to people with disabilities 

(42%) and elderly beneficiaries (21%), although they make up just one-quarter of all Medicaid enrollees. 

Dual eligible enrollees make up 14% of all beneficiaries, but these nearly 10 million seniors and people 

with disabilities drive 40% of all Medicaid spending. As these figures help to illustrate, Medicaid is an 

expensive program because it finances the high per-enrollee costs of care for many Americans with the 

most extensive needs for health care and long-term care services. For other populations, such as 

children and nondisabled adults, Medicaid provides coverage at a low per-enrollee cost relative to other 

payers.94 Growth in aggregate Medicaid spending over time is driven primarily by increasing enrollment 

in the program due to coverage expansions, demographic trends, and economic conditions. On a per-

enrollee basis, however, Medicaid spending has been growing more slowly than private insurance 

premiums and national health spending per capita.95   
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Under the federal-state Medicaid partnership, the federal government matches state Medicaid 

spending. Thus, Medicaid is a source of both spending and revenue for states (Figure 7). Indeed, the 

program is the largest source of federal funds flowing to states. The federal match rate for state 

Medicaid spending associated with 

enrollees who are eligible under pre-

ACA rules ranges from a floor of 50% to 

74% in the poorest state, and the federal 

share of Medicaid spending overall is 

57%.96 However, the federal government 

pays almost the full cost of the ACA 

Medicaid expansion to low-income 

nonelderly adults (100% through 2016 

and phasing down to 90% thereafter). 

This and other enhanced matching rates 

for certain other populations under the 

ACA will increase the average federal 

share for Medicaid in the next 10 years 

to between 62% and 64%, depending on 

the year.97  

By federal law, the federal government also matches state spending for “DSH” payments, supplemental 

payments to hospitals known as disproportionate share hospitals because they serve large numbers of 

Medicaid and uninsured patients. Federal matching payments for DSH are capped and each state 

receives an allotment. Beyond minimum federal standards, states have considerable discretion to define 

hospitals that qualify for DSH payments and to allocate DSH dollars among them. For many safety-net 

hospitals, Medicaid DSH payments are a critical stream of operating revenues that help subsidize the 

substantial uncompensated care these institutions provide to uninsured and underinsured people. The 

ACA called for reduced federal DSH allotments beginning in 2014 corresponding with anticipated 

increases in coverage and reductions in uncompensated care costs under the new law, and the ACA also 

called for targeting of the reductions to better achieve the purposes of DSH payments. Due to concerns 

about potential funding issues for safety-net hospitals that have relied heavily on DSH funds, Congress 

has delayed implementation of the DSH cuts until FY 2018.    

Access to federal Medicaid matching funds has helped to spur state expansions of health coverage for 

their uninsured residents. It has also provided support for state actions like raising provider payment 

rates and adding new benefits and helped states with higher Medicaid costs stemming from medical 

inflation. Federal matching funds have also enabled states to free up their own revenues by, for 

example, shifting mental health spending previously financed with state-only funds into Medicaid. In 

addition, because federal funding for Medicaid is available as needed, Medicaid can expand as a safety-

net when economic downturns, epidemics, or disasters such as 9/11 or Hurricane Katrina create new 

needs for coverage. As responsive as this structure is, though, it does not accommodate heightened state 

fiscal pressures that occur when the local or national economy contracts, leading to increased Medicaid 

Figure 7

24.5% 17.8%

47.6%

19.8% 35.4%

10.1%

55.7%
46.8% 42.3%

Total State Spending
(Including Federal Funds)

$1.69 Trillion

State General Fund Spending
 (Not Including Federal Funds)

 $680.8 Billion

Federal Funds
Spent by States
$512.5 Billion

Other Programs

Elementary & Secondary
Education

Medicaid

SOURCE: Kaiser Commission on Medicaid and the Uninsured estimates based on the NASBO’s November 2014 State Expenditure 
Report (data for Actual FY 2013).

Medicaid is both a spending item and a source of federal 
revenue in state budgets.



 

Medicaid At 50 21 

enrollment just when state revenues are declining. Struggling with recessionary budget pressures, states 

have frequently sought to constrain Medicaid spending by cutting benefits or provider payment rates. 

Many have made the case that the matching system needs an adjustment to deal with this 

countercyclical dynamic. Twice, in hard economic periods, Congress has raised the federal match rate to 

provide additional support to states. 

Regardless of the prevailing budget environment, Medicaid spending and financing issues have always 

produced pressures and tension between the federal government and the states. Although state 

spending and cost-containment pressures are most acute during economic downturns, rising Medicaid 

spending is a standing issue for states because they pay a significant share of program costs and must 

balance their budgets every year. At times, states have sought to maximize federal Medicaid funds in 

ways not intended by Congress to artificially inflate the federal share of Medicaid spending, sometimes 

using legal financing mechanisms, including DSH payments, provider taxes as a source of state 

Medicaid funds, and intergovernmental transfers. Such state practices, which erode the integrity of the 

matching structure, have fueled concerns about open-ended federal matching funds and the impact on 

federal Medicaid spending, and led Congress to pass a series of laws clamping down on inappropriate 

state uses of federal funds. 

More fundamental debate about the very structure of Medicaid financing has flared periodically, often 

within the larger frame of federal deficit reduction discussions. Some policy makers have proposed to 

convert Medicaid from an entitlement with guaranteed federal matching dollars to a block grant 

program with caps on federal funding and increased state flexibility to decide who and what to cover. 

Several analyses that have modeled the potential impact of these approaches indicate that they could 

shift substantial costs to states, beneficiaries, or providers, and/or lead to reductions in coverage or 

benefits, but the debate over federal versus state financing and how to contain costs for both the federal 

and state governments is ongoing.98 99 

Over its 50-year history, the Medicaid program has evolved to fill extensive gaps in our health care 

system, demonstrating remarkable versatility and effectiveness. But its evolution, far from smooth, has 

been punctuated by controversy and debate regarding who and what Medicaid should cover, who 

should pay, how Medicaid services should be delivered, Medicaid’s size and impact on state and federal 

budgets, and even its basic structure. Federal-state tensions are part and parcel of the Medicaid 

partnership under which states have broad flexibility to design their programs subject to federal 

minimum requirements and the federal government guarantees matching funds for their Medicaid 

spending. This compact is at the heart of the Medicaid program’s adaptability to needs and preferences 

that vary from state to state, and it has catalyzed significant state coverage expansions and flourishing 

innovation in the design of Medicaid benefits, service delivery, and payment systems. At the same time, 

also because of this compact, low-income Americans’ access to coverage and care depends on the state 

they live in and millions remain uninsured, raising major concerns about equity and exposing 

important costs of federalism.     
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As this report illustrates, notwithstanding perennial debates about Medicaid’s role, the program has 

been the principal vehicle of both federal and state efforts to cover the uninsured, transforming 

gradually from its origins as a small health care safety-net limited to those receiving welfare into a core 

provider of health coverage in the U.S. today. Because of Medicaid, low-income pregnant women have 

access to prenatal care and their babies get a healthy start. Low-income children get recommended 

immunizations and other preventive and primary care. New research shows that these early benefits 

also yield longer-run returns in the form of higher educational attainment, earnings, and tax revenues 

and lower use of other public assistance. Medicaid is also the main coverage program for a large share 

of Americans with disabilities, many of whom need long-term services and supports for which there is 

no adequate private insurance alternative. And without Medicaid, it is unclear what the fate of millions 

of seniors unable to afford Medicare premiums or the staggering costs of long-term care would be. 

Separate from these standing coverage roles, Medicaid also serves as an adaptable coverage safety net 

during recessionary periods and public health challenges like HIV/AIDS, mitigating their harmful 

human and economic consequences.   

By covering many of the poorest and frailest people in our society and providing comprehensive 

benefits, Medicaid also buttresses the other key pillars of our health insurance system. It supports and 

fills in gaps in private insurance and provides billions of dollars of premium payments to private 

insurance companies with Medicaid managed care contracts. And it shores up the Medicare program by 

covering nursing home care and other long-term care for elderly low- and middle-income Americans. 

The program also provides significant financing for providers and the health care delivery system. In 

particular, Medicaid payments provide core support for safety-net hospitals and health centers, the 

nation’s children’s hospitals, and the mental health system, and Medicaid is the major source of 

revenue for nursing homes and providers of home and community-based services. Medicaid coverage 

and financing have also been the levers of far-reaching innovation in the delivery of both health and 

long-term care, as states have used their programmatic flexibility and purchasing power to pioneer new 

models of care and payment designed to improve quality and lower costs for populations whose 

complex and expensive needs are a major driver of health care spending in Medicaid and system-wide.    

Finally, Medicaid has large impacts on state economies. Federal Medicaid matching payments 

represent a large infusion of federal revenues into states and over half of all Medicaid spending. A 

substantial body of studies shows that these Medicaid revenues can have a stimulative effect in states.100 

101 102 Namely, as states spend on Medicaid and draw down federal matching funds, the spending filters 

through state economies, providing increased revenues to providers, including hospitals, private 

physicians, health plans, nursing homes, and vendors, and, in turn, generating increased employment 

and productivity both within and outside the health care sector, higher earnings and household 

spending, and additional state and local tax revenues. Nonetheless, the high cost of the Medicaid 

program is a lightning rod in the context of competing priorities and balanced-budget requirements at 

the state level, and in the context of deficit reduction debates and deeper ideological divides at the 

federal level.   
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In considering the future of the Medicaid program, five key issues that are likely to be formative and 

that could play out in different ways stand out. How the debates surrounding these issues are settled 

will have significant implications for the Medicaid program itself and also for its impact on low-income 

Americans and on our health care system. 

Inequities and gaps in Medicaid coverage due to state flexibility are woven into the fabric of the 

Medicaid program. However, Congress' expansions of Medicaid over time to cover uninsured 

Americans nationally, beginning with children, reveal evolving views regarding the boundaries of 

acceptable variation in coverage under the program. The ACA represents the fullest expression of this 

evolution. While substantially preserving other domains of state flexibility in Medicaid, the law 

fundamentally recast Medicaid as a national program from a coverage standpoint both by establishing a 

uniform national eligibility floor for nonelderly Americans regardless of where they live and by 

providing for nearly full federal funding of the expansion. The June 2012 Supreme Court decision, 

which effectively permitted states to opt out of the Medicaid expansion, might be considered the latest 

manifestation of the federal-state push-and-pull that has always attended Medicaid. The ruling’s 

disproportionate impact on access to coverage for people of color and residents of the South vividly 

illustrates how state flexibility in Medicaid, which can be an instrument of innovation and progress, can 

also hold back efforts to eliminate health and social disparities.   

At this writing, the ACA Medicaid expansion has been adopted by more than half the states and millions 

of low-income Americans have gained coverage as a result. However, the states that have so far not 

adopted the expansion have left almost 4 million poor uninsured parents and childless adults without 

access to affordable coverage. What these states ultimately decide about the Medicaid expansion will 

determine whether the ACA’s vision of Medicaid as the universal program for people with low income is 

fully realized or, instead, the very gaps in coverage targeted by the health reform law are allowed to 

persist. Between Summer 2013, just prior to the first ACA open enrollment period, and January 2015, 

there was a net increase in Medicaid and CHIP enrollment of nearly 11.2 million individuals.103 

Numerous factors besides state Medicaid expansion decisions influence Medicaid enrollment growth, 

including demographics, economic conditions, and take-up rates. But it is notable that enrollment 

growth was over three times greater in states that implemented the Medicaid expansion than in states 

where the expansion was not in effect (26% vs. 8%).  

States’ open-ended access to federal Medicaid matching dollars has undergirded the Medicaid 

program’s capacity to respond as needs change due to economic vicissitudes and demographic trends, 

as new technologies emerge and health care costs rise, and as states move in new policy directions. The 

matching arrangement also gives the federal government and states common stakes in the fiscal 

management of Medicaid and high program performance. Still, the lack of an automatic adjustment to 

deal with countercyclical pressures on states remains an important challenge in Medicaid. On two 

occasions, during the recessions in 2001 and the late 2000s, Congress temporarily increased the federal 

match rate to provide fiscal relief to the states. Building a permanent mechanism that responds to 
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recessionary pressures into the funding formula to support states could strengthen the Medicaid 

program.    

Proposals to convert Medicaid from an entitlement to states and individuals to a federal block grant 

program have emerged periodically over the last 20 years and continue to be part of ongoing 

discussions about financing Medicaid in the future. At the heart of this debate is controversy about the 

appropriate level of federal financial commitment to Medicaid and whether federal funding should be 

capped, and about how much discretion states should have over program design. Advocates of a 

Medicaid restructuring that would involve capped federal funds and reduced federal requirements on 

eligibility and benefits believe that this approach would help to control federal spending while giving 

states additional levers to manage within federal funding constraints. However, others raise concerns 

that limiting federal funding for states would constrain Medicaid’s ability to respond to changing needs 

and could lock in existing differentials among states. They also argue that, if federal support were 

diminished, states might scale back Medicaid eligibility, benefits, and provider payment rates, 

jeopardizing access to coverage and care. 

As implementation of the ACA proceeds, continued analysis of the fiscal implications of states’ Medicaid 

expansion decisions will be important. In the coming years, substantial federal funds will flow into 

states that expand Medicaid, with relatively small state costs. Based on evidence from earlier studies, 

the new funds associated with the Medicaid expansion are anticipated to have a noticeable and 

sustained positive impact on state economic activity.104 The high federal match under the ACA increases 

the economic returns of Medicaid to state economies, and states that have not adopted the Medicaid 

expansion, in addition to leaving millions uninsured, are leaving billions of federal dollars on the table. 

There is also early evidence that state Medicaid expansion decisions have substantial impacts on 

providers, with a recent study showing that hospitals in Medicaid expansion states saw both greater 

increases in Medicaid patients and decreases in uninsured patients, and much larger reductions in 

charity care costs, compared to hospitals in non-expansion states.105  

The ACA has triggered new debates about state flexibility, and the large infusion of additional federal 

financing for Medicaid coverage in the states that adopt the expansion arguably changes the 

conversation. Although most states that have expanded Medicaid have done so in accordance with the 

ACA, a small number have secured section 1115 demonstration waivers to implement the expansion in 

ways that the law does not permit, and more states are pursuing such waivers as a politically viable way 

to expand coverage and capture the available federal dollars.106 CMS has set some limits on how states 

can depart from the blueprint in the ACA and exceed normal flexibility, but the agency has so far 

permitted states to use Medicaid funds to purchase Marketplace plans for newly eligible adults (the so-

called "private option") and to impose Medicaid premiums, cut certain benefits, and charge higher cost-

sharing. These approaches, which result in heavier out-of-pocket burdens for low-income beneficiaries, 

have implications for access to care. Evaluation will be important to guide sound future policy. 



 

Medicaid At 50 25 

As the federal government and states both seek to expand coverage to uninsured adults, the balance 

that is negotiated between the flexibility requested by states and federal minimum standards will have 

important implications for how the program evolves in the coming years. While new federal funding for 

the Medicaid expansion gives the federal government strong leverage in this negotiation, states have 

key leverage, too. As the federal government assesses each state’s bid, it must weigh the terms of the 

proposal against the possibility of no Medicaid expansion at all in the state. If history is a guide, the 

precedents established through section 1115 waivers could set new standards for what defines adequate 

Medicaid coverage and reshape the program’s role for many beneficiaries in the future. Also, future  

Administrations could look differently on how to move Medicaid in new directions.  

With no benefits for extended long-term care under the Medicare program and few affordable options 

in the private insurance market, Medicaid continues to be the main payer for institutional and 

community-based long-term services and supports. However, Medicaid provides assistance only for 

people who meet an income or disability test and have few assets, and individuals who obtain Medicaid 

assistance for nursing home care must contribute almost of all of their income toward the cost of their 

care. Although most middle-class Americans cannot afford the high costs of long-term care, under our 

current system, they cannot qualify for help from Medicaid until they are essentially impoverished, 

often as a result of spending all their savings to pay for their nursing home care. In addition, although 

millions of seniors and younger people with disabilities have gained access to home and community-

based services because of Medicaid, hundreds of thousands of others who need these services remain on 

waiting lists due to state Medicaid budget constraints and enrollment caps.   

The prohibitive cost of long-term care and strains on access to community-based services are 

increasingly salient national problems as the baby-boom generation ages into older adulthood. In the 

coming decades, with increased life expectancy and advances in technology and medical care, the 

demand for long-term services will burgeon and coverage and financing needs will grow. In the absence 

of broader systemic change, increased investment in Medicaid would be the best way to meet current 

long-term care needs and to prepare for future demand. However, establishing alternative sources of 

assistance and financing for those who need long-term services would help to strengthen Medicaid by 

reducing pressure on the program and enabling Medicaid resources to be targeted to those most in 

need.   

Medicaid coverage and financing have been the levers of ongoing Medicaid innovation in the delivery of 

care. On the health care front, Medicaid programs were early adopters of primary care medical homes, 

now widely seen as the cornerstone of person-centered and coordinated care. Adoption of risk-based 

managed care in Medicaid has served as a strategy for providing access to care for children and parents, 

but the impact of initiatives to expand managed care to higher-need populations and to contract with 

managed care plans for long-term services and supports remains to be seen. Many states are pioneering 

new models of more highly integrated care, especially for beneficiaries with complex needs, including 

those with long-term care needs and dual eligible enrollees. Such delivery system reform efforts are also 
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leading to new provider collaborations and team approaches to coordinating care. Increasing federal 

and state use of quality metrics in Medicaid and performance-linked payment approaches in many 

states show rising federal and state expectations for accountable care.  

Medicaid’s impact on the long-term care delivery system has been transformative. While remaining the 

anchor of coverage and financing for institutional care, the Medicaid program is also responsible for 

vastly expanding access to home and community-based services and supports over the last two decades, 

and states continue to shift more long-term care spending to community settings. As a result of the 

incremental expansion of home and community-based services over time, states now operate around 

300 separate section 1915(c) waivers, generating considerable complexity.107 Finding a mechanism to 

streamline the provision of these services could produce a more rational and navigable delivery system 

for beneficiaries and ease administrative burdens on states. 

Although there is more rebalancing work to be done, especially for elderly individuals, who may have 

less support in the community, Medicaid benefits and financing for home and community-based 

services have radically reshaped the long-term care environment, enabling children with disabilities to 

remain at home and go to school and working-age adults to live independently in the community. By 

providing community-based alternatives to institutional care, Medicaid has also enabled many older 

Americans to age in place and set a course to address the impending long-term needs of the baby-

boomers, although financing remains a pressing challenge. The profound human and social benefits 

and economic potential that flow from this reorganization of long-term care are fundamentally gains 

from the Medicaid program.   
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It is unlikely that the authors of the original Medicaid law ever imagined that the Medicaid program 

would come to occupy the integral place in our health care system that it does today. They could not 

have predicted that federal and state policymakers would look to the program again and again to cover 

the growing number of uninsured and underinsured Americans, or that it would become the nation’s de 

facto long-term care program for people with disabilities and senior citizens, or that it would be a major 

source of health care financing and innovation. Medicaid's evolution has involved significant challenges 

stemming from many causes – its roots in welfare; its federal-state structure; spending pressures 

generated by economic recessions, legislated expansions, and health care cost inflation; and deep-

running ideological conflicts. But by virtue of its federal-state design and its financing structure, 

Medicaid has been able to respond to diverse and changing societal needs over the course of 50 years. 

In its expansion to fill widening gaps in health coverage, its positive impact on access to care and 

community integration, and its role in improving care for people with complex needs, Medicaid is 

largely a story of adaptability and resiliency. While uncertainties are inevitable given ongoing Medicaid 

policy debates, demographic pressures, and factors in the health care system overall, Medicaid’s service 

and record as our nation’s health care safety net bode well for future generations of Americans as the 

Medicaid program begins its next 50 years.  
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