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Executive Summary 
Medicaid provided health coverage for over 70 million individuals during the 2013 fiscal year.  A number of 
studies have demonstrated that Medicaid coverage helps to improve receipt of preventive health care, access to 
care, and out-of-pocket spending burdens and other financial outcomes.  However, given ongoing concerns 
about federal and state budgets, the costs of the Medicaid program are likely to be again at the forefront of state 
and federal policy discussions.  As federal policy makers consider proposals to reform Medicaid financing, this 
issue brief examines evidence from over 40 methodologically rigorous studies related to Medicaid program 
spending. Key findings show:   

Per capita spending in the Medicaid program is lower compared to private insurers after 
adjusting for the greater health needs of Medicaid enrollees. One study showed if a low-income adult 
Medicaid enrollee were instead covered by private health insurance, spending would be over 25 percent 
higher.1 An early study2 found 18 percent higher spending and attributed the difference to differences in 
provider payment rates.  

Medicaid spending growth primarily has been driven by rising Medicaid enrollment, and 
spending growth per enrollee in Medicaid has been low compared to other payers. One study 
showed that from 2007 to 2013, growth in per enrollee Medicaid spending on medical services was the same as 
GDP per capita growth and lower than growth in national health expenditures per capita, the consumer price 
index for medical care, and private health insurance per enrollee spending.3  

Lower payment levels in Medicaid have contributed to its relatively low costs. For example, a 
survey of Medicaid physician fees showed that Medicaid fees were 66 percent of the Medicare fees in 2014,4 
and another study showed that Medicaid’s per unit pharmacy costs were less than half of Medicare’s per unit 
pharmacy costs in 2012.5  

Recent federal budget proposals include provisions to reform Medicaid financing in an effort to reduce federal 
spending. Some savings may be found from more efficient care delivery (i.e. reductions in emergency room 
visits or hospital readmissions). However, given Medicaid’s already lower payment rates that contribute to 
lower per capita spending, such proposals could result in reductions in utilization and/or enrollment as well as 
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additional pressure on states to lower provider payment further. These changes could have adverse effects on 
beneficiaries’ access to care.   

Introduction 
Medicaid provided health coverage for over 70 million individuals during the 2013 fiscal year, with a total cost 
(including spending by both the federal government and states) of about $460 billion.6 In that year, total 
spending for Medicaid was 2.8 percent of gross domestic product (GDP). Federal spending for Medicaid was 
1.6 percent of GDP, compared to 3.5 percent for mandatory Medicare outlays.7 And in 2014, due to a rapid 
increase in spending associated mainly with the expansion of Medicaid coverage under the ACA, Medicaid 
expenditures totaled $494 billion, accounting for 2.9 percent of GDP, with the federal government paying 
about 60 percent of the total.8  

A number of methodologically rigorous studies have demonstrated that Medicaid coverage 
helps to improve receipt of preventive health care, access to care, and out-of-pocket spending 
burdens and other financial outcomes.9,10,11, 12,13 Fewer studies have assessed the impacts of Medicaid on 
health, but studies have found positive impacts on infant mortality,14 child mortality,15 HIV mortality,16 adult 
mortality,17 disease-related mortality,18 and reported mental health status/rates of depression).19,20 

In addition, recent evidence suggests that Medicaid coverage has long-term positive effects. Expansions of 
Medicaid eligibility for pregnant women increased economic opportunity of their children when they reached 
adulthood through increased rates of high school and college completion and higher incomes.21,22,23 In addition, 
children who gained eligibility for Medicaid paid more in cumulative taxes by age 28 compared to similar 
children who did not gain Medicaid coverage, such that the government is estimated to recoup 56 cents of each 
dollar spent on Medicaid during childhood by the time the children reach age 60.24  

Despite Medicaid’s positive effects, Medicaid is a significant expenditure item and 
consequently, a major target for cost-cutting in federal and state budget debates. Medicaid, like 
other payers, has room to improve the efficiency of the services that are provided.25,26,27 While this brief does 
not examine efficiency or quality of care, we recognize the potential for savings likely exists in Medicaid as well 
as other payers due to inefficient patterns of care (such as overreliance on emergency department care, 
unnecessary tests, over-prescribing of drugs), medical mistakes and other inefficient spending. At the same 
time, the relatively low provider payment levels in Medicaid may affect access to providers and have other 
negative impacts for Medicaid beneficiaries. 

Given ongoing concerns about federal and state budgets, the costs of the Medicaid program are likely to be 
again at the forefront of state and federal policy discussions.  To inform these discussions, this brief 
summarizes findings from studies on Medicaid program spending from both peer-reviewed journals and “grey 
literature” such as working papers and reports from academic and other research centers. We first examine 
literature that compares spending for Medicaid enrollees to spending for those with private insurance, focusing 
on broad, national populations and studies that were published in the last 15 years, using multiple regression 
methods to control for differences between the two groups in the health status and health risks of enrollees. We 
then examine literature that assesses the rate of growth of spending and per capita spending in Medicaid 
compared with other payers and other benchmarks. For this examination, due to the timely nature of the topic, 
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we reviewed studies that were released in the last three years and included estimates of per capita Medicaid 
spending and growth trends, as well as selected studies of provider payment. Several other studies not included 
in this examination have similar findings and draw on the same data sources.  

Findings from a Literature Review on Spending in the 
Medicaid Program 
HOW DO HEALTH CARE NEEDS FOR MEDICAID ENROLLEES COMPARE TO THE LOW-
INCOME PRIVATELY INSURED POPULATION?  
When comparing historical per capita spending between Medicaid and private coverage, it is critical to account 
for the fact that Medicaid enrollees have had far greater health care needs and a greater prevalence of disability 
compared to low-income privately insured population, at least prior to 2014. (These differences are likely 
linked to Medicaid eligibility pathways, several of which are targeted to adults with health needs. Differences 
could attenuate somewhat with the ACA expansion population in 2014.)  A 2013 study using data from 2003 to 
2009 showed that, among low-income adults (with family income below 138 percent of the federal poverty 
level [FPL]), Medicaid enrollees reported poorer physical and mental health, more limitations, and more 
comorbidities than did privately insured adults in the same income group.28 In particular: 

• Over half (53.3 percent) of adults enrolled in Medicaid reported a health limitation, compared to just one-
fifth (21.0 percent) of the low-income privately insured adults.  

• Medicaid enrollees had greater health care needs than low-income privately insured population on a host of 
other measures as well, such as a higher prevalence of multiple chronic conditions (48.3 percent versus 31.6 
percent), a higher prevalence of non-chronic conditions (69.6 percent versus 59.8 percent), a higher 
prevalence of mental illness or substance abuse (37.8 percent versus 18.6 percent), and a higher prevalence 
of other conditions such as asthma, diabetes, heart disease,  hypertension, back conditions, 
bronchitis/respiratory conditions, and digestive/gastrointestinal conditions.  

HOW DOES SPENDING PER ENROLLEE IN MEDICAID COMPARE TO PRIVATE 

INSURANCE? 
Spending per enrollee is lower for Medicaid compared to private insurance after controlling for differences in 
socio-demographic and health characteristics between the two groups. Given the significant health and 
disability differences between Medicaid enrollees and those who are privately insured, the most rigorous 
research examining differences in per enrollee spending has focused primarily on regression-adjusted 
comparisons that control for these underlying differences in the need for health care. 

An early study29 used data from 1996 to 1999 and found that after adjusting for health and socio-demographic 
factors, total spending would be 18 percent higher for adults if a typical low-income adult with Medicaid were 
instead covered by private health insurance. The underlying driver of the difference in total expenditures was 
differences in provider payment rates.  

• The study found no evidence that spending differences between Medicaid and private coverage for low-
income enrollees were due to lower service use of Medicaid enrollees.  
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• If adults with Medicaid coverage were given private coverage, medical spending was predicted to increase 
from $3,250 to $3,848, an increase of over 18 percent, while spending for children would be virtually 
unchanged.  

Updating and expanding on the previous research, another study30 used MEPS data from 2005 and found that 
after adjusting for health and socio-demographic factors, total health care spending for a typical low-income 
Medicaid adult or child would have been far higher if covered by private health insurance. In particular, if a 
typical low-income Medicaid adult or child were instead covered by private health insurance, total spending 
would be 26 percent higher for adults and 37 percent higher for children. 

• The study estimated that total health care spending would increase nearly 26 percent, from $5,671 per 
person per year to $7,126, if a typical low-income Medicaid adult were covered by private health insurance 
for a full year. In addition, total health care spending would increase 37 percent, from $909 per child per 
year to $1,247, if a low-income Medicaid or CHIP-enrolled child were covered instead by private health 
insurance for a full year.  

• The study also showed that out-of-pocket spending was estimated to be six to seven fold higher under private 
insurance than under public insurance.  

Subsequent research with the 2005 MEPS31 examined use and expenditures for different types of services (e.g. 
inpatient hospital, outpatient hospital, emergency department, office-based physician, prescription drugs, and 
other)32 and found that after adjusting for health status and other factors, if adults enrolled in private coverage 
were instead enrolled in Medicaid, physician expenditures would be 34%. 

• Regression adjusted estimates showed lower spending for adults under Medicaid compared to privately 
insured adults for all service types, including emergency department care (8 percent), and significantly lower 
expenditures for inpatient hospital care (33 percent) and outpatient hospital care (40 percent).  

• Regression adjusted estimates for a typical privately insured child showed lower spending under Medicaid 
than under private coverage for all service types except for inpatient hospital care, which the authors 
attributed to the possibility of either expenditure misclassification or substitution of outpatient for inpatient 
hospital services for children. 

A 2013 study33 used pooled MEPS data from 2003 to 2009 to compare health care access, use, and spending for 
low-income adults enrolled in Medicaid to their counterparts with private employer-sponsored insurance.34 
The authors found that regression-adjusted comparisons generally showed that enrollees are less costly to 
insure in Medicaid. In fact, adjusting for health and socio-demographic factors using multiple regression 
techniques, the study found that if a low-income adult enrolled in Medicaid was instead covered by private 
health insurance, insurer payments (not including out-of-pocket costs) would be over 25 percent higher. 

• The study also found that Medicaid provides access to health care services comparable to that of the privately 
insured sample but at significantly lower costs.  In addition, the study found that the likelihood of using most 
health care services (e.g., primary care doctors, prescription drugs and inpatient care) would not differ 
significantly if Medicaid enrollees were instead covered by private insurance, with the exception of lower 
emergency department use and more specialist visits in private coverage.  
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• Additionally, given the differences in benefit design between the private plans and Medicaid, out-of-pocket 
spending for health care services was estimated to be over three times as high if Medicaid enrollees were 
instead covered by private insurance. 

Lastly, after the 2012 Supreme Court Decision that rendered the Medicaid expansion optional for states under 
the ACA, the Congressional Budget Office (CBO) estimated per capita spending levels if individuals were 
covered under the new ACA exchanges as opposed to Medicaid. CBO projected that that federal spending 
would increase by roughly $3,000 by 2022 for each such person on average. The CBO estimated that, on 
average, exchange subsidies would cost the federal government about $9,000 while the Medicaid costs would 
have been roughly $6,000.35  

Table 1. Data, methods and findings for selected studies of the differences in risk-adjusted spending 
between Medicaid and private health insurance 

Study Data 
years 

Sample 
Data 

Source 
Study Design Comparison Findings 

(Hadley 
and 
Holahan 
2003) 

1996, 
1997, 
1998, 
and 
1999 

Low-
income 
(income ≤ 
200% FPL) 
nonelderly 
adults (19-
64 years 
old) and  
children (0-
18)  

Medical 
Expendi
ture 
Panel 
Survey 
(MEPS) 

Multiple 
regression 
techniques to 
compare 
insurance status, 
including a two-
part model of 
expenditures 

Comparison of 
annual per capita 
medical 
expenditures for 
low-income 
nonelderly 
individuals with 
Medicaid coverage 
and private 
insurance 

If a typical low-income 
Medicaid adult were instead 
covered by private health 
insurance, total spending 
would be 18 percent higher 
for adults. The authors 
concluded that the underlying 
driver of the difference in 
total expenditures were 
differences in provider 
payment rates.  

The models for adults controlled for gender, age, race and ethnicity, education, family income relative to poverty, marital 
status, self-reported health, functional status and limitations, and acute and chronic medical conditions. The models for 
children controlled for gender, age, race and ethnicity, family income relative to poverty, parents' education and marital 
status, self-reported health, functional status and limitations, and acute and chronic medical conditions. All models also 
include controls for census region. 
(Ku and 
Broaddus 
2008) 

2005 Low-
income 
(income ≤ 
200% FPL), 
nonelderly 
adults (19-
64 years 
old) and 
children (0-
18)  

Medical 
Expendi
ture 
Panel 
Survey 
(MEPS) 

Multiple 
regression 
techniques to 
compare 
insurance status, 
including a two-
part model of 
expenditures 

Comparison of 
annual per person 
total and out-of-
pocket medical 
spending for 
Medicaid and 
privately insured 
groups. 

If a typical low-income 
Medicaid adult or child were 
instead covered by private 
health insurance, total 
spending would be 26 
percent higher for adults or 
37 percent higher for 
children. The authors noted 
large differences in out-of-
pocket spending, where out-
of-pocket spending burdens 
were far lower in Medicaid 
than in private coverage. 

The models for adults and children controlled for gender, age, race/ethnicity, family income as a percent of poverty, 
region of residence, self-reported health status (e.g., fair or poor), self-reported mental health status, presence of chronic 
diseases (including arthritis, asthma, diabetes, emphysema, heart disease, or hypertension), pregnancy (as indicated by 
having a child in the last year) and presence of activity limitations (including Activities of Daily Living, Instrumental 
Activities of Daily Living, functional and sensory limitations). The models for adults also controlled for educational 
attainment, employment and marital status. The models for children also controlled for the presence of siblings. 
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Table 1 (continued). Data, methods and findings for selected studies of the differences in risk-adjusted 
spending between Medicaid and private health insurance 

 
Study 

Data 
years 

Sample 
Data 

Source 
Study Design Comparison Findings 

(Ku 2009) 2005 Low-
income 
(income ≤ 
200% FPL), 
nonelderly 
adults (19-
64 years 
old) and 
children (0-
18)  

Medical 
Expendi
ture 
Panel 
Survey 
(MEPS) 

Multiple 
regression 
techniques to 
compare 
insurance status, 
including a two-
part model of 
expenditures 

Comparison of 
utilization and 
expenditures under 
Medicaid and private 
health insurance for 
low-income adults 
and children, by type 
of service (inpatient 
hospital, outpatient 
hospital, emergency 
department, office-
based providers, 
dental, prescription 
drugs, and other). 

For adults, this study found 
significantly lower 
expenditures under Medicaid 
for all services except 
prescription drugs. If adults 
enrolled in private coverage 
were instead enrolled in 
Medicaid, inpatient hospital, 
outpatient hospital, and 
office-based provider 
expenditures would be 33 to 
40 percent lower. For 
children, expenditures were 
lower for outpatient hospital, 
emergency, and office-based 
expenditures under Medicaid 
but higher for inpatient 
hospital expenditures. 

The models adjust for age, gender, race/ethnicity, income (below poverty versus 100% to 200% of the FPL), self-reported 
health status (fair/poor versus excellent, good/very good vs. excellent), self-reported mental health status (fair/poor 
versus other), diagnosis of chronic disease (arthritis, asthma, diabetes, emphysema, heart disease, hypertension), 
pregnancy (having had a child in the last year), activity limitation (any vs. none, including Activities Of Daily Living, activity, 
functional or sensory limitations), and region of country (south, Midwest, or northeast versus west). For adults, the models 
also controlled for employed, marital status, and educational attainment (no high school vs. college or more; high school 
or GED vs. college or more). For children, the models also controlled for the presence of siblings. 
 
(Coughlin
, et al. 
2013) 

2003 to 
2009  

Low-
income 
(income ≤ 
138% FPL), 
nonelderly 
adults (19-
64 years 
old)  

Medical 
Expendi
ture 
Panel 
Survey 
(MEPS) 

Multiple 
regression 
techniques to 
compare 
insurance status, 
including a two-
part model of 
expenditures 

Comparison of 
utilization and 
expenditures under 
Medicaid and 
private employer-
sponsored 
insurance for low-
income adults; by 
type of service 
(inpatient hospital, 
emergency 
department, 
outpatient 
separately for 
general doctor and 
specialist, 
prescription drugs, 
and out-of-pocket). 

If a low-income adult enrolled 
in Medicaid was instead 
covered by private health 
insurance, total spending 
would be over 25 percent 
higher (not including 
estimated out-of-pocket 
costs). Out-of-pocket (OOP) 
spending for health care 
services would be three times 
higher if Medicaid 
beneficiaries were instead 
covered by employer-
sponsored coverage. 

The models controlled for sex, age, race/ethnicity, marital status, smoking status, any dependents in the family, 
educational status (high school graduate or higher), family income (below 50%, 50 to 100%, or 100 to 138% of the FPL), 
self-reported health status, physical and mental health as measured by the Physical Component Summary (PCS) and the 
Mental Component Summary (MCS) from the Short-Form 12 (SF-12®); presence of more than one chronic condition 
(asthma, diabetes, heart disease, hypertension, back conditions, bronchitis/respiratory conditions, mental 
illness/substance use disorder, and digestive/gastrointestinal conditions), presence of any limitation (cognitive, social, 
physical limitations, where physical limitations includes limitations in the ability to perform Activities Of Daily Living or 
Instrumental Activities Of Daily Living); SSI status; and household employment status. All models also controlled for 
characteristics of the local community including: geographic region indicators; Medicare managed care adjusted average 
per capita cost (AAPCC) reimbursement rates by county; presence of Federally Qualified Health Centers (FQHCs) by county; 
number of general doctors and specialists per person by county; number of short-term general hospital beds per person 
by county; and unemployment rate by county. 
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HOW DOES SPENDING GROWTH IN MEDICAID COMPARE TO PRIVATE PAYERS AND 

MEDICARE? 
 
In this section, we examine literature assessing the rate of growth of spending and per capita spending in 
Medicaid compared with other payers, as well as other benchmarks such as per capita growth in GDP and the 
rate of general medical cost inflation. We find that the evidence suggests that Medicaid has constrained costs as 
well as, or better than, Medicare and private insurance. The relevant studies are summarized in Table 2. 

Medicaid spending growth between 2007 and 2013 was heavily driven by rising enrollment over and above 
inflation, as demonstrated in a series of annual studies.36,37,38  

• The most recent study found that total spending on medical services in Medicaid increased by an average 
annual rate of 5.7 percent from 2007 to 2013, with higher spending growth of 6.9 percent during the 
recessionary period (2007 to 2010) and slower spending growth of 4.4 percent after the recession (2010 to 
2013).39  

• During the recessionary period (2007 to 2010), enrollment among families grew at 7.2 percent per year on 
average compared to 3.3 percent per year on average among the disabled and elderly. After the recession 
(2010 to 2013), enrollment growth among families slowed to 3.1 percent per year while remaining fairly 
steady at 2.9 percent per year among the disabled and elderly. In 2013, over two-thirds of Medicaid enrollees 
(39.8 million) were non-disabled adults and children, and of the disabled and elderly enrollees, most were 
dually eligible for Medicaid and Medicare. 

• After adjusting for the changing composition of Medicaid enrollees (i.e. by age and disability status), annual 
per capita Medicaid spending growth on a per enrollee basis was just 1.7 percent from 2007 to 2013, with 
higher per capita spending growth of 2.2 percent during the recessionary period (2007 to 2010) and slower 
per capita spending growth of 1.3 percent after the recession (2010 to 2013).  

This research also showed that growth in Medicaid spending per enrollee was relatively low compared to 
several health spending benchmarks from 2007 to 2013.40  

• Average annual per enrollee Medicaid spending on medical services increased by 1.7 percent per year from 
2007 to 2013, compared to GDP per capita growth of 1.7 percent, average annual per capita growth of 3.1 
percent for national health expenditures and average annual growth of 3.2 percent for the consumer price 
index (CPI) for medical care.  

• At 3.1 percent, average annual spending growth per enrollee for Medicaid acute care (i.e. excluding long term 
care and including managed care expenses as acute care) was about 33 percent lower than the 4.6 percent 
average annual spending growth per enrollee for private health insurance, which provides primarily acute 
care benefits. 

CBO analysis of historical cost growth up to 2014 showed that Medicaid spending increased as a share of GDP 
primarily due to rising Medicaid enrollment; it also found that excess cost growth (defined below) in Medicaid 
was lower than for other payers.41  
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• CBO analysis shows that that Medicaid spending growth was mainly driven by rising enrollment and that the 
Medicaid program has controlled costs per enrollee more than other programs.  

• The CBO’s estimate of excess cost growth, which measures the extent to which growth in adjusted health care 
spending exceeds growth in potential output per person,42 shows that Medicaid’s excess cost growth on a per 
enrollee basis has been lower than other payers. Between 1990 and 2013, Medicaid spending growth was just 
0.3 percentage points higher than spending growth for the overall economy, whereas overall health spending 
growth outpaced growth of the overall economy by 1.1 percentage points. 

• In addition, the CBO analysis shows that excess cost growth in Medicaid was lower than in that Medicare and 
other sources since 1975.43 The weighted average rate of excess cost growth in Medicaid was 1.5 percent 
between 1975 and 2013, compared to 1.9 percent in Medicare and 1.8 percent for other health care 
spending.44  

Consistent with the CBO findings, a paper by Iglehart and Sommers published in 2015 examined Medicaid 
spending over an even longer time frame—since 1966—also finding that Medicaid spending growth has been 
driven primarily by increased enrollment.45 Additionally, the paper finds that inflation-adjusted per capita 
Medicaid spending was flat or declining between 1998 and 2014.  

In a recent report, the CMS Office of the Actuary analyzed historical growth rates in per enrollee Medicaid 
expenditures during the 10-year period 2004 and 2013, finding that the effect of enrollment mix—or the 
difference between the increase in Medicaid benefit expenditures per enrollee and the increase in Medicaid 
benefit expenditures per enrollee if enrollment were held constant each year— on Medicaid expenditures varies 
widely across years.46  

• After adjusting for the changing composition of Medicaid enrollees on expenditures, Medicaid benefit 
expenditures per enrollee grew at an average annual rate of 1.7 percent from 2004 to 2013. Over that 10-year 
period, adjustments for the effect of enrollee composition on spending varied widely, from −2.4 percent to 
1.4 percent.  

Finally, National Health Expenditure (NHE) estimates show that Medicaid spending growth in 2014 is likely 
faster than recent historical trends due to enrollment47 —and that Medicaid has generally constrained per 
capita spending growth more than any other payer.48 

• National Health Expenditure Projections from the Center for Medicare and Medicaid Services (CMS) Office 
of the Actuary show that in 2012 and 2013, historical data indicate that Medicaid health spending grew 5.4 
percent and 6.1 percent, respectively, whereas Medicaid spending was estimated to have grown 12.0 percent 
in 2014, largely as a result of the expansion of Medicaid eligibility under the ACA.  

• In fact, while annual spending growth rates in Medicaid were similar or higher than in Medicare or private 
coverage between 2007 and 2014, the NHE analysis showed that per capita Medicaid spending growth was 
below that of Medicare and private coverage over most of that period.  For example, in 2012, the annual 
growth in per enrollee expenditure was 0.5 percent in Medicaid, compared to 2.7 percent in Medicare and 
4.8 percent in private insurance.  
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Table 2:  Selected Studies Comparing Medicaid Total and Per Capita Spending Growth to Private Payers 
and Medicare 

Study Data years Main Data Source Selected Findings 
(Garfield, et al. 
2015) 

2007 to 2013 The Medicaid Financial 
Management Reports 
(CMS Form 64) from 
CMS for federal fiscal 
years 2007 to 2013; 
Medicaid Statistical 
Information System 
(MSIS) data from 2010; 
Kaiser/HMA enrollment 
data 

On a per enrollee basis, Medicaid annual spending 
growth was 1.7 percent from 2007 to 2013, with 
higher per capita spending growth of 2.2 percent 
during the recessionary period and slower spending 
growth of 1.3 percent after the recession. 
Average annual per enrollee Medicaid spending on 
medical services increased by 1.7 percent per year 
from 2007 to 2013, compared to GDP per capita 
growth of 1.7 percent, average annual per capita 
growth of 3.1 percent for national health 
expenditures and average annual growth of 3.2 
percent for the consumer price index (CPI) for 
medical care. 
 

(Congressional 
Budget Office 
2015) 

1975 to 2014; 
1990 to 2013 

The CMS Form 64; 
Other data include the 
2015 Medicare Trustees 
Report. 

CBO analysis of cost growth between 1990 and 2014 
showed that Medicaid spending increased as a share 
of GDP primarily due to rising Medicaid enrollment. 
Between 1990 and 2013, Medicaid spending growth 
was just 0.3 percentage points higher than spending 
growth for the overall economy, whereas overall 
health spending growth outpaced growth of the 
overall economy by 1.1 percentage points. In 
addition, historically, excess cost growth in Medicaid 
was lower than for other payers. 
 

(Iglehart and 
Sommers 2015) 

1966 to 2014 Data provided by the 
Medicaid and CHIP 
Payment and Access 
Commission (MACPAC). 

Medicaid spending growth has been driven primarily 
by increased enrollment and per capita Medicaid 
spending has been flat or declining since 1998 up 
through 2014. 
 

(CMS Office of 
the Actuary 
2014) 

2004 to 2013 CMS Form 64 and MSIS During the 10-year period 2004 and 2013, the 
disproportionately high enrollment of children and 
non-aged/non-disabled adults over the period 
reduced spending on a per enrollee basis. After 
adjusting to exclude the effect of changes in the 
enrollee mix (i.e. the costliness of enrollees) on 
expenditures, Medicaid benefit expenditures per 
enrollee grew at an average annual rate of 1.7 
percent from 2004 to 2013. 
 

(Keehan, et al. 
2015) 

2007 to 2014 National Health 
Expenditure (NHE) 
Accounts and 
Projections 

Medicaid spending growth in 2014 is likely faster 
than recent historical trends due to enrollment. In 
2012 and 2013, Medicaid health spending was 
estimated to have grown 5.4 percent and 6.1 percent, 
respectively. This analysis shows that Medicaid 
spending grew 12.0 percent in 2014, largely as a 
result of the expansion of Medicaid eligibility under 
the ACA. In addition, per capita Medicaid spending 
growth has historically been below that of Medicare 
and private coverage in most years.  For example in 
2012, the annual growth in per enrollee expenditure 
was 0.5 percent in Medicaid, compared to 2.7 percent 
in Medicare and 4.8 percent in private insurance. 
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HOW DOES PROVIDER PAYMENT AND PRESCRIPTION DRUG PAYMENT IN MEDICAID 

COMPARE TO OTHER PAYERS?   
The research reviewed above, which shows that Medicaid spending per capita and Medicaid spending growth 
have historically been relatively low despite a disproportionately sick enrollee population with more health 
problems, raises questions about how the cost savings has been achieved. Cost-containment efforts, such as 
expanded enrollee copayments and pharmacy management tools (e.g. preferred drug lists [PDLs]), as well as 
constrained access, have almost certainly played a role in constraining costs in the Medicaid program. 
However, a critical factor driving savings appears to be low payment rates.49  

A handful of studies have assessed how provider payments for particular services under Medicaid fee-for 
service (FFS) or Medicaid managed care compare with provider payments under Medicare or private 
insurance. In these studies, Medicaid is generally demonstrated to have lower payment rates.  The studies are 
summarized in Table 3. 

Between 1993 to 2014, researchers at the Urban Institute produced multiple studies that have shown that part 
of the reason that Medicaid is successful in constraining costs is that the program has consistently had lower 
fees for physician services compared with the fees paid by private payers or Medicare.50,51  

• Most recently, a 2014 Urban Institute study collected data on Medicaid physician fees for 27 procedure codes 
for three types of services: primary care, obstetric care, and other services.52 The researchers computed a 
state-specific Medicare-to-Medicaid fee index, or the ratio of the Medicaid fee for each service in each state 
to the Medicare fee for the same service. The study showed that, on average, Medicaid fees in the survey were 
66 percent of the Medicare fees.  

A recent study of payments per inpatient hospital stay between 1996 and 2012 compared inflation-adjusted 
payment rates that were also standardized across patient and stay characteristics; it found that private 
insurance had the highest rates, followed by Medicare and then Medicaid—with Medicaid payment rates 
averaging approximately 90 percent of Medicare rates across the period.53 However, the study did not include 
supplemental Medicaid payments to hospitals. 

A 2015 analysis by the Office of Inspector General (OIG) demonstrated that Medicaid’s per unit pharmacy costs 
were less than half of Medicare’s per unit pharmacy costs—with much of the savings due to Medicaid’s rebate 
policies.54   

• The study evaluated the costs of 200 selected brand-name drugs and found that pharmacy average unit costs 
were similar under Medicare Part D and Medicaid. For example, the average unit reimbursement amounts in 
Medicare Part D and Medicaid differed by less than 2 percent for 135 of the 200 selected drugs. 

• However, Medicaid’s average net unit pharmacy costs (the average unit pharmacy reimbursement amounts 
minus the average unit rebate) were far lower than net unit costs under Medicare’s Part D in 2012.   

• For the selected brand-name drugs in the study, median Medicaid unit rebate amounts were three times 
higher than median Medicare Part D unit rebate amounts, and for 37 of the selected drugs, median Medicaid 
unit rebate amounts were over 10 times higher than those for Medicare Part D. Medicare Part D unit rebate 
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amounts exceeded Medicaid for just two of the selected drugs in the study. (Median unit rebate amounts in 
dollars were not published in the study.)    

• After accounting for rebates in both programs for the selected brand-name drugs in the study, Medicaid net 
unit costs were less than half of Medicare Part D net unit costs for 110 of the selected brand-name drugs. 
Medicaid net unit costs were lower than Medicare Part D net unit costs for all but five of the brand-name 
drugs. Overall, while Medicaid drug expenditures in 2012 were lower than Medicare Part D expenditures at 
$35.7 billion compared to of $66.5 billion, Medicaid drug rebates were higher than Medicare, at $16.7 billion 
compared to $10.3 billion. Thus, rebates totaled 46.8 percent of Medicaid drug spending, compared to just 
15.5 percent of Medicare Part D spending. 

A 2014 GAO study demonstrated that provider payments for selected services under Medicaid FFS and 
Medicaid managed care were generally substantially lower—about 30 to 65 percent lower—than private 
insurance.55 

• The report examined how payments for 26 evaluation and management (E/M) services (including E/M for 
office visits, hospital care, and emergency care) in selected states compare under Medicaid FFS and Medicaid 
managed care and private health insurance.  

• The study found that Medicaid rates were generally lower than private insurance in 2009 and 2010, prior to 
the temporary payment increases mandated by the Health Care and Education Reconciliation Act of 2010 
(HCERA).  

• In the 40 states where data were available, Medicaid FFS payments were 27 to 65 percent lower than private 
insurance in 31 of the 40 states. In the 23 states where data was available to compare Medicaid managed care 
payments to private insurance, GAO found that Medicaid managed care payments to providers were 31 to 65 
percent lower than private insurance in 18 of the 23 states. The GAO found that Medicaid payments 
generally were lower than private insurance for all three types of E/M assessed, and that the magnitude of 
the payment differences was generally largest for emergency care and smallest for office visits. 

A 2015 chartpack published by the American Hospital Association (AHA) examined reimbursements for 
hospital-based services for community hospitals, finding that Medicaid reimbursements are far lower than 
those for private payers.56,57  

• This analysis of aggregate hospital payment-to-cost ratios for hospital-based services financed by Medicaid, 
Medicare, and private payers from 1993 through 2013 shows that Medicaid rates have historically been far 
lower than private payers, and similar to Medicare levels. This study included Medicaid and Medicare 
Disproportionate Share Hospital (DSH) payments. In 2013, while aggregate private payment-to-cost ratios 
were near 145 percent, Medicaid ratios were about 89 percent and Medicare ratios were about 88 percent. 
The gap between Medicaid and private payer ratios is larger than a decade earlier, when private payment-to-
cost ratios were about 122 percent and Medicaid ratios were about 92 percent. 
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Table 3. Selected Studies Comparing Provider Payment and Prescription Drug Payment for Medicaid and 
Other Payers 

Study Data 
years 

Main Data Source Selected Findings 

(Zuckerman, Skopec and 
McCormack 2014) 

2012 and 
2014 

Urban Institute 50-State 
Survey of Medicaid Physician 
Fees; Medicare Physician Fee 
Schedule. 

On average, Medicaid fees for the 27 
services surveyed averaged just 66 percent 
of the Medicare fees. For primary care 
services (not including the ACA primary 
care fee bump) Medicaid fees were even 
lower relative to Medicare, at about 59 
percent of Medicare fees, and state 
variation was considerable, a trend that 
continued from previous survey findings. 
 

(Selden, et al. 2015) 1996 to 
2012 

Medical Expenditure Panel 
Survey (MEPS) 

After standardizing across patient and stay 
characteristics, inflation-adjusted payments 
per inpatient hospital stay were highest in 
private insurance, followed by Medicare and 
then Medicaid—with Medicaid payment 
rates averaging approximately 90 percent 
of Medicare rates across the period. 
However, the study did not include 
supplemental Medicaid payments to 
hospitals, and differences between 
Medicaid and Medicare in most years were 
not significantly different from zero. 
 
 

(Levinson 2015) 2012 CMS Medicare Part D and 
Health Plan Management 
System data, Medicare 
Trustees’ Report, CMS 
Medicaid Budget and 
Expenditure System (MBES), 
Medicaid State utilization 
data, Medicaid unit rebate 
amounts (URAs) 
 

This Office of Inspector General (OIG) 
report demonstrated that Medicaid’s 
pharmacy costs were less than half of 
Medicare’s pharmacy costs for 110 of the 
200 selected brand-name drugs. 

(GAO 2014) 2009 and 
2010 

Medicaid Analytic eXtract 
(MAX), selected data from 
Medicaid 
managed care organizations 
(MCO), and the Truven Health 
Analytics 
MarketScan® Commercial 
Claims and Encounters 
Database 

The study found that Medicaid rates were 
generally lower than private insurance in 
2009 and 2010. In the 40 states where data 
was available, Medicaid FFS payments were 
27 to 65 percent lower than private 
insurance in 31 of the 40 states. In the 23 
states where data was available to compare 
Medicaid managed care payments to 
private insurance, GAO found that Medicaid 
managed care payments were 31 to 65 
percent lower than private insurance in 18 
of the 23 states. 
 

(American Hospital 
Association 2015) 

1993 to 
2013 

American Hospital Association 
Annual Survey data for 
community hospitals 

This comparison of aggregate hospital 
payment-to-cost ratios for hospital-based 
services financed by Medicaid, Medicare, 
and private payers showed that Medicaid 
rates have historically been far lower than 
private payers and similar to Medicare 
levels.   
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Conclusion  
This brief reviewed literature assessing a range of evidence on Medicaid program spending. Overall, the 
literature shows that per capita spending in the Medicaid program is lower compared to private insurers after 
adjusting for the greater health needs of Medicaid enrollees; Medicaid spending growth has been primarily 
driven by rising Medicaid enrollment; spending growth per enrollee in Medicaid has been low compared to 
other payers; and lower payment levels in Medicaid have contributed to its relatively low costs.  Recent federal 
budget proposals include provisions to reform Medicaid financing in an effort to reduce federal spending. 
Some savings may be found from more efficient care delivery (i.e. reductions in emergency room visits or 
hospital readmissions).  However, given Medicaid’s already lower payment rates that contribute to lower per 
capita spending, such proposals could result in reductions in utilization and/or enrollment as well as additional 
pressure on states to lower provider payment further.  These changes could have adverse effects on 
beneficiaries’ access to care.   
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