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States adopted budgets for state fiscal year (FY) 2018 as Congress debated legislative proposals that created a
lot of uncertainty about the future of the Affordable Care Act (ACA), financing for the Medicaid expansion as
well as overall financing for the Medicaid program. The federal debate was playing out as states grappled with
other Medicaid budget issues related to the economy, health care costs, implementation of delivery system
reforms, and addressing emerging public health issues like the opioid epidemic. This brief discusses Medicaid
enrollment and spending trends for FY 2017 and FY 2018 based on interviews and data provided by state
Medicaid directors as part of the 17t annual survey of Medicaid directors in all 50 states and the District of
Columbia. The survey was conducted by the Kaiser Family Foundation (KFF) and Health Management
Associates (HMA) from June 2017 to August 2017, during the same timeframe that Congress was debating
legislative proposals with significant implications for Medicaid. Key findings are described below and in a
companion report. The methodology used to calculate enroliment and spending growth as well as additional
information about Medicaid financing can be found at the end of the brief.
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FY 2018: For FY 2018, states on average project Medicaid enrollment growth to dip to 1.5 percent and total
spending to increase by 5.2 percent. States attributed slower enroliment growth projections to tapering ACA
related enrollment, a stable economy, and the processing of delayed redeterminations. States pointed to high
cost prescription drugs and policy decisions to increase payment rates for specific provider groups as factors



contributing to higher projected spending growth. Growth in the state share of Medicaid spending is expected
to be slightly higher on average than for total spending due to formula-driven FMAP changes (that occur based
on lagged personal income data) and, in 32 expansion states, the full-year effect of the state share for
expansion enrollees, which increases from 5 percent to 6 percent in January 2018.

Future Outlook: States indicated that they could face budget challenges as reductions to disproportionate
share hospital payments go into effect in October 2017, if Congress fails to reauthorize the Children’s Health
Insurance Program (CHIP) and if legislative proposals under consideration to restructure Medicaid financing
were to be enacted into law. As states started FY 2018 and looking ahead, many were concerned about volatility
in state revenues that affects states ability to finance the state share of Medicaid.

Context

Medicaid provided coverage to about one in five Americans, or about 74 million as of June 2017.' Total
Medicaid spending was $553 billion in FY 2016 with 63 percent paid by the federal government and 37 percent
by states.? Medicaid accounts for one in six dollars spent in the health care system, but more than 50 percent of
long-term care spending and 10 percent of prescription drug spending.’ The key factors affecting total
Medicaid spending and enrollment changes over the last decade have been the lingering effects of The Great
Recession followed by the implementation of the Affordable Care Act (ACA). As of September 2016, 32 states
including DC have adopted the ACA Medicaid expansion, with Louisiana implementing at the beginning of FY
2017. Under the law, the federal government provided 100 percent of the cost of expansion for calendar years
2014-2016, gradually phasing down to 95 percent in CY 2017, 94 percent in CY 2018, 93 percent in CY 2019,
and 90 percent in CY 2020 and beyond.

Medicaid enrollment and spending growth are counter-cyclical, influenced by broader changes in the economy.
For example, during and after the “Great Recession,” which began in 2008, states experienced high
unemployment and major declines in revenue along with significant increases in Medicaid enrollment and
spending. The U.S. unemployment rate peaked at 10 percent in October 2009. With economic recovery, the
unemployment rate has gradually declined to 4.4
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Underneath the national trends is a lot of state variation. Unemployment rates range from below three percent
in North Dakota, Colorado, Hawaii, New Hampshire, Nebraska, and Idaho to higher than six percent in New
Mexico, the District of Columbia, and Alaska. The Rockefeller Institute estimates total state tax revenue growth
of 2 percent for FY 2017 based on three quarters of data. Thirty-eight states reported growth in the first three
guarters of FY 2017, while twelve states reported declines, with the greatest declines in North Dakota and
Wyoming. Declines in oil prices have resulted in declines in state tax revenue in oil dependent states. Recent
hurricanes in Texas and Florida are expected to result in fiscal issues for those states in the months to come.®

Key Findings

Medicaid enrollment growth continued to slow in FY 2017 and spending growth was stable.
Historically, Medicaid enrollment drives growth in in Medicaid spending, and enrollment increases during
economic downturns or major policy changes (Figure 3). High growth in FY 2015 was due to the
implementation of the ACA and recent trends in FY 2016 and FY 2017 reflect the tapering of ACA related
enrollment and the delayed effects of improvements in the economy. A number of states noted that the

resolution of eligibility redetermination as new
systems came online also contributed to slowing

Figure 3

Medicaid spending and enroliment growth slowed in FY

enrollment growth. 2016 and 2017 after the implementation of the ACA in 2014.
Annual Percentage Changes, FY 1998 — FY 2017
-B-Total Medicaid Spending Medicaid Enrollment

Slower enrollment growth trends along with
efforts to control costs due to budget pressures
contributed to lower total spending growth.
Slower state revenue growth in FY 2017 added \ 8%
pressure on states to control Medicaid costs. . ' 1% N4
Medicaid officials identified the high costs for " V
prescription drugs, especially for specialty drugs, o La.o%
1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
as well as policy decisions to increase payment
rates to specific provider groups as factors , :
2014-2017 are based on KFF analysis of CMS, Me &CH\PMonth\v , Eligibility D , and Reports,
. - - sed Sey pl ember 2017. Historic Medicaid s| o\ ved from KCMU Analysis of CMS Fol rmMData FY 2017 data are
putt”’]g upward pressures on total Med|ca|d Sevived fromm the KCMU surves y of Medic: o offcials i o0 states and DG conducte ed by Heal \thMayag ement Associates, October 2017.
spending.

13.2%

12.7%

10.5%

es are from June to June of each year. FY 2014-2017 reflects growth in average monthly
fiscal year.

ted in Medicaid Enrollment June 2013 Da t Snapshot, KCMU, January 2014. FY

State spending growth experienced an uptick in FY 2017 as expansion states were required to
start paying for a share of new adults. Historically, total spending and the state share of Medicaid
spending grow in tandem except when there have been changes in federal match rate. Following the
implementation of the ACA, state spending growth was lower than total spending growth because the federal
government was paying 100 percent of the costs of the expansion group. Mid-way through FY 2017, expansion
states began to pay 5 percent of the costs of the new group that resulted in slightly higher state spending
growth compared to FY 2016; however the rate of growth for state Medicaid spending (3.5 percent) was still
below growth for total Medicaid spending (3.9 percent). State spending growth for Medicaid was lower than
overall state general fund growth in FY 2017 of 4.8 percent (Figure 4).
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Figure 4
Growth in total and state share of Medicaid spending is
generally parallel, except when statutory changes impact FMAP.
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NOTE: FY 2017 projections based on enacted budgets. State spending for FY 20002015 includes all non-federal spending. State Medicaid
spending for FYs 2016 - 2017 refers to state spending, largely general fund.

SOURCE: Historic Medicaid spending growth rates derived from KCMU analysis of CMS Form 64 Data. FY 2017 data reflect changes in spending
derived from the KCMU survey of Medicaid officials in 50 states and DC conducted by Health Management Associates, October 2017.

States project low enrollment growth and higher spending growth in FY 2018. For FY 2018, states
project that enrollment growth will slow, while total spending growth will increase. While this trend is not
typical, this has occurred in the past, particularly a few years after an economic downturn as enrollment
continues to trend downward and spending trends up as states restore rate or benefit cuts. For FY 2018 several
factors account for the differential in enrollment

and spending growth. A sluggish but stable Figure 3
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State spending growth in FY 2018 is expected to slightly exceed total spending growth in FY
2018 due to traditional FMAP changes and phase-in of the state share of Medicaid for the

expansion. Twelve states had reductions in the formula driven FMAP for Medicaid which would increase
state spending relative to total spending. Kansas, Indiana, and Oklahoma saw reductions in their FMAP of
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more than 1 percent. The federal match rate (or FMAP) is calculated annually for each state using a formula set
in the statute that relies on lagged personal income data. Even small changes in a state’s FMAP can mean large
changes in the amount of state funds needed to maintain current programs. In addition, starting in January
2017, expansion states paid five percent of the costs of the new adult group. Since this was implemented part-
way into FY 2017, the full effects of the increase will be experienced in FY 2018. The state share for the
expansion group will increase from 5 percent to 6 percent for calendar 2018 (Figure 4).

Nearly all states are counting on Congressional action to reauthorize CHIP to avoid budget
shortfalls that could have implications for Medicaid. Nearly all (48 of 50) responding states (including
DC) assumed continuation of federal CHIP funding in their FY 2018 state budgets. In addition, 34 of 42
responding states assumed that this funding would continue with the 23 percentage point enhanced federal
match that was included in the ACA. Nearly two-thirds of states did not budget for scheduled reductions in
Medicaid disproportionate share (DSH) payments. While DSH reductions were originally scheduled to go into
effect in FY 2014, legislation delayed the reductions to federal FY 2018 (October 1, 2017). CMS released a
proposed rule to allocate the $2 billion DSH reduction in July 2017.”

Conclusion and Looking Ahead

As states began the 2018 state fiscal year much was in flux and much uncertainty remains. Revenues were
volatile and states were facing major uncertainty about the outcome of federal legislation that would repeal and
replace the ACA and fundamentally change the financing structure of Medicaid; both would reduce federal
funding for states to operate their Medicaid programs. However, the recent legislative debate highlighted how
difficult it is to gain consensus on major changes to Medicaid and the ACA, that these changes have significant
implications for individuals as well as states and providers, and that Medicaid has broad general support and
intense support from special populations served by the program. The debate also highlighted how current
flexibility in the design and structure of the Medicaid program has resulted in variation across states, made
greater by state decisions about whether to implement the ACA Medicaid expansion. In addition, health status,
demographic and state fiscal circumstance further complicate proposals to impose per enrollee caps or uniform
growth rates across all states.

Looking ahead, the federal budget for FY 2018, legislation to improve ACA market stability and other efforts to
reform the tax code may open the door to additional debate around Medicaid and its role. Other changes
without legislation are likely to occur through administrative actions that change Medicaid through approval
new waivers and regulations. Other administrative changes to the Marketplace could also have potential
implications for Medicaid. Finally, emergency assistance to provide relief to states and territories hit hardest
by recent hurricanes as well as for efforts to address the opioid epidemic could bring additional resources to
some states. All of these legislative and administrative actions could have implications for state budgets and the
Medicaid program in FY 2018 and beyond.
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Methodology

Definition of Medicaid Spending. Total Medicaid spending includes all payments to Medicaid providers for Medicaid
covered services provided to enrolled Medicaid beneficiaries. Medicaid spending also includes special disproportionate share
hospital (DSH) payments that subsidize uncompensated hospital care for persons who are uninsured and unreimbursed costs
care for persons on Medicaid. Not included in total Medicaid spending are Medicaid administrative costs and federally mandated
state “Clawback” payments to Medicare (to help finance the Medicare Part D prescription drug benefit for Medicaid beneficiaries
who are also enrolled in Medicare.) States are also asked to exclude costs for the Children’s Health Insurance Program (CHIP)
though a few states provided percentage changes for spending that reflected Medicaid and CHIP combined. Total Medicaid
spending includes payments financed from all sources, including state funds, local contributions, and federal matching funds.
Historical state Medicaid spending refers to all non-federal spending, which may include local funds and provider taxes and fees
as well as state general fund dollars. State spending for FYs 2016-2017 collected as part of this survey reflect state spending,
largely state general fund dollars.

Methodology. The Kaiser Family Foundation (KFF) commissioned Health Management Associates (HMA) to survey Medicaid
directors in all 50 states and the District of Columbia to identify and track trends in Medicaid spending, enrollment, and policy
making. Given differences in the financing structure of their programs, the U.S. territories were not included in this analysis.
This is the seventeenth annual survey, conducted at the beginning of each state fiscal year from FY 2002 through FY 2018.

The KFF/HMA Medicaid survey for this report was sent to each Medicaid director in June 2017. Medicaid directors and staff
responded to the written survey and participated in follow-up telephone interviews from June through August 2017. The
telephone discussions are an integral part of the survey to ensure complete and accurate responses and to record the
complexities of state actions. All 50 states and DC completed surveys and participated in telephone discussions.

For FY 2017 and FY 2018, annual rates of growth for Medicaid spending were calculated as weighted averages across all states.
Weights for spending were derived from the most recent state Medicaid expenditure data for FY 2016, based on estimates
prepared for KFF by the Urban Institute using CMS Form 64 reports, adjusted for state fiscal years. These data were also used
for historic Medicaid spending. In FY 2013, there was wide inexplicable variation between states, which inflated the overall
growth rate. To adjust for this anomaly, spending growth from FYs 2012, FY 2013, and FY 2014 was averaged to estimate growth
in FY 2013. The resulting estimate is similar to trends reported by the National Association of State Budget Officers (NASBO).

Medicaid average annual growth rates for enrollment were calculated using weights based on Medicaid and CHIP monthly
enrollment data for June 2017 published by CMS.® Historical enrollment trend data for FY 1998 to FY 2013 reflects the annual
percentage change from June to June of monthly enrollment data for Medicaid beneficiaries collected from states.® Enroliment
trend data for FY 2014 to FY 2017 reflects growth in average monthly enrollment based on Medicaid & CHIP Monthly
Applications, Eligibility Determinations, and Enrollment Reports from CMS. The baseline for FY 2013 was the monthly average
of July 2013 through September 2013 as of August 2015. FY 2014 was estimated by averaging the monthly average of July 2013
through September 2013 with the monthly average of January 2014 through June 2014.

The data reported for FYs 2017 and FY 2018 for Medicaid spending and FY 2018 for Medicaid enrollment are weighted averages,
and therefore, data reported for states with larger enrollment and spending have a greater effect on the national average.

Additional information collected in the survey on policy actions taken during FY 2016 and FY 2017 can be found in the
companion report at: www.kff.org
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Appendix: Background on Medicaid Financing

Medicaid Financing Structure. The Medicaid program is jointly funded by states and the federal
government. The federal government guarantees match funds to states for qualifying Medicaid expenditures.
The federal match rate (Federal Medical Assistance Percentage, or FMAP) is calculated annually for each state
using a formula set in the Social Security Act which is based on a state’s average personal income relative to the
national average; poorer states have higher FMAPs. The FMAP in FFY 2017 varies across states from a floor of
50 percent to a high of 75.7 percent.'® Personal income data are lagged, so data used for FFY 2018 FMAPs are
from the three years of 2013 to 2015. Decreases in the FMAP could increase pressure on state budgets.

Figure 6
Medicaid is a budget item and a revenue item in state
budgets.

As a result of the federal matching structure,
Medicaid has a unique role in state budgets as
both an expenditure item and a source of federal
revenue for states. In FY 2015, Medicaid
accounted for 28.2 percent of total state
spending for all items in the state budget, but
15.6 percent of state funds (general fund plus
other state funds), a far second to spending on
K-12 education (24.8 percent of state funds).
Medicaid is the largest single source of federal
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) $1.85 Trillion $1.24 Trillion $578.6 Billion
percent) of all federal funds for states in FY
2 015 (F i g ure 6) . 1 SOURCE: Kaiser Family Foundation estimates based on the NASBO's November 2016 State Expenditure Report (data for Actual FY 2015.)

Medicaid and the Economy. Medicaid is a countercyclical program. During economic downturns more
people qualify and enroll in Medicaid, which increases program spending at the same time that state tax
revenues level or fall. To help mitigate these budget pressures, Congress has twice passed temporary increases
to the FMAP to help support states during economic downturns, most recently in 2009 as part of the American
Recovery and Reinvestment Act (ARRA). The ARRA-enhanced match rates were the primary vehicle for federal
fiscal relief to states during the “Great Recession,” providing states over $100 billion in additional federal funds
over 11 quarters, ending in June 2011."*

Medicaid and the ACA. Effective January 1, 2014, the ACA expanded Medicaid eligibility to millions of non-
elderly adults with income at or below 138 percent of the federal poverty level (FPL) — about $16,643 for an
individual in 2017. The law also provided for 100 percent federal funding of the expansion through 2016,
declining gradually to 90 percent in 2020 and future years. The Supreme Court ruling on the ACA in June 2012
effectively made the Medicaid expansion optional for states. As of September 2016, 32 states (including the
District of Columbia) have implemented the ACA Medicaid expansion. The ACA also required all states to
implement new streamlined and coordinated application, enrollment, and renewal processes, including
transitioning to a new income standard (Modified Adjusted Gross Income or MAGI) to determine Medicaid
financial eligibility for non-elderly, non-disabled populations.
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