
Overview

New York has a tradition of funding a
comprehensive health care system for its
low-income population. By almost any
measure—eligibility, provider payment,
services covered—the state operates one of
the most comprehensive Medicaid pro-
grams in the country, as well as a generous
State Children’s Health Insurance Program
(SCHIP). In addition, New York has in
place some of the most far-reaching small
group and individual insurance reforms.
Further, it has a number of well-funded
subsidy programs to help support safety
net providers.

With a special focus on the low-income
population, this report examines the major
health issues New York has dealt with in
the period between 1997 and 2001. During
this period, states were given new oppor-
tunities in health policy for low-income
people. Many developments increased
state flexibility, including welfare reform,
new funding for children’s health insur-
ance coverage under SCHIP, and repeal of
federal minimum standards for nursing
home and hospital reimbursement that had
constrained states’ control over Medicaid
payments. Fiscal capacity also rose—from
booming revenues during the long eco-
nomic expansion of the 1990s and from
new tobacco settlement funds. 

At the same time, states were put
under new policy formulation and revenue
pressures. These arose from recent federal
economizing under Medicaid and
Medicare, notably including cuts in safety

net support, which was believed to have
been abused by some states; political pres-
sures for state tax cuts; and, starting in
2001, an economic slowdown and fears of
recession. Although New York’s fiscal pic-
ture was optimistic in early 2001, the out-
look is now not so bright, especially in the
wake of the September 11 terrorist attacks
on the World Trade Center in New York
City.

To examine how New York has
responded to federal constraints and state
flexibility during the last half decade, this
case study examines state priority setting
and program operations in health policy
affecting the low-income population. The
study reveals that during the late 1990s,
New York’s policy attention on health care
issues has been principally aimed at
addressing the state’s large and growing
uninsured population. The centerpiece of
New York’s recent health policy is the
Health Care Reform Act (HCRA) of 2000, a
sweeping piece of legislation that address-
es virtually all dimensions of the state’s
health care system—from indigent care to
graduate medical education to poison con-
trol. In addition to reauthorizing a number
of established programs, HCRA 2000 con-
tained funding for several new programs.
Perhaps most important were the provi-
sions to expand health insurance coverage
to uninsured adults through two new ini-
tiatives—Family Health Plus and Healthy
New York. Family Health Plus, when
implemented, will expand coverage
through Medicaid whereas Healthy New
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York provides state-subsidized health coverage for small employers and for individual
workers. Together, these initiatives are designed to extend coverage to about one million
New Yorkers at a cost to the state of nearly $500 million over three and one-half years.
Both Family Health Plus and Healthy New York were seen as building upon Child Health
Plus—New York’s Title XXI SCHIP initiative—one of the most politically popular health
programs in the state. Another important HCRA 2000 provision was the expansion of
state-sponsored prescription drug coverage for low-income seniors, the Elderly
Pharmaceutical Insurance Coverage (EPIC) program. It is expected that the expansion will
boost enrollment from roughly 120,000 to 200,000 seniors.

In addition to the force of political will, New York was able to undertake these pro-
gressive HCRA reforms because of its booming economy, which, as of early 2001, was in
strong shape. Further, New York began receiving its tobacco settlement money in 2000,
part of which went to fund HCRA 2000 initiatives. Monies from a cigarette tax increase
also helped finance some of the HCRA programs.

In addition to HCRA 2000, this study found that the state’s rollout of its Partnership
Plan Section 1115 Medicaid waiver program is also high on the agenda of policymakers
and advocates. New York’s Partnership Plan, which calls for the enrollment of more than 2
million Medicaid recipients into managed care, has been implemented more slowly than
initially anticipated. As of this writing, only about 700,000 of the expected 2 million indi-
viduals are enrolled in the waiver program.

Given the recent passage of the HCRA 2000, only a few health policy matters are on
the table in 2001. However, health care is clearly on the minds of New York policymakers.
Among other issues are how to deal with the labor shortage that is affecting hospitals,
nursing homes, home health agencies, and other home care providers statewide. There is
also concern about how to handle the enrollment “churn” in the Medicaid and Child
Health Plus populations and improve retention. Another issue is the implementation of
the HCRA 2000 health insurance programs—Healthy New York and Family Health Plus.
After considerable back and forth between the state and federal officials, New York was
granted a federal waiver on May 30, 2001, to implement Family Health Plus—nearly a
year after submitting the waiver application. The program was expected to become opera-
tional in October 2001. Although Healthy New York was implemented in January 2001,
program enrollment has been very limited.

Besides program implementation delays and relatively slow enrollment into Healthy
New York and the Partnership Plan, New York, like many other states, is facing projected
increases in Medicaid spending: In 2001, Medicaid expenditures are expected to increase 6
percent, about three times the annual growth rate over the period from 1995 to 2000.
Owing to the strength of New York’s fiscal situation, policymakers are not generally con-
cerned about the spending jump. However, given the economic downturn and financial
impact of the September 11 attacks, this sentiment may quickly change. A continued rise in
Medicaid spending coupled with the economic downturn is likely to put considerable
pressure on the state’s budget, as Medicaid is by far the single largest budget item,
accounting for 32 percent of New York’s total spending in 2000.

This report suggests that New York has continued its longstanding practice of pushing
the envelope of its health care system to improve care for its low-income residents.
However, considerable work is needed to translate the many new initiatives into success-
ful programs. In particular, the state will be faced with the important challenge of
enrolling and retaining eligible populations in the new insurance coverage programs. If
these programs do not meet their enrollment goals, New York and its providers will con-
tinue to confront the pressures of a sizeable uninsured population (estimated at more than
2 million nonelderly individuals in 1999). At the same time, given the September 11, 2001,
terrorist attacks, which dealt a severe blow to state finances, and the general slowing of the
nation’s economy, budget pressures from rising Medicaid spending could raise some very
tough issues for New York policymakers.
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Background
DDeemmooggrraapphhiicc//IInnssuurraannccee  CCoovveerraaggee

New York is a densely populated state, making up roughly 7 percent of the United States’
population (see table 1). The state is racially and ethnically diverse, with a larger percent-
age of Hispanic and black populations than the national average. New York also has a
larger share of the population in poverty than the national average. Moreover, compared
with the nation, New York experienced a smaller drop in the percent of people in poverty
between 1996 and 1998.

Among low-income families, the rate of employer-sponsored health insurance cover-
age in New York is lower than the national average (see table 2). In contrast, the rate of
public insurance coverage in the form of Medicaid and SCHIP is notably higher—reflect-
ing the state’s comparatively generous program eligibility standards (see table 1). Overall,
in 1999, New York had a lower rate of uninsured children and uninsured adults than the
national average.

PPoolliittiiccaall  DDeevveellooppmmeennttss

Since the mid-1990s there has been little change in the state’s political environment:
George Pataki, a Republican, started his second four-year term as governor in January
1999, and Democrats still maintain the majority of seats in the state assembly (99 D:51 R),
while the Republicans maintain the majority of seats in the senate (36 R:25 D). With this
political leadership, New York has continued to address challenging issues facing the

Population Characteristics
Population (1999) (in thousands)a

Percent under age 18 (1998)a

Percent Hispanic (1999)b

Percent black (1999)b

Percent nonmetropolitan (1996)c

State Economic Characteristics
Per capita income (1999)d

Percent change per capita income (1995–1999)d

Unemployment rate (1999)e

Family Profile
Percent children in poverty (1998)f

Percent change children in poverty (1996–1998)f

Percent adults in poverty (1998)f

Percent change adults in poverty (1996–1998)f

Political
Governor’s affiliation (1999)g

Party composition of senate (1999)h

Party composition of house (1999)h

Percent of Poor Children Covered by Welfare
1996 (AFDC)i

1998 (TANF)i

Income Cutoff for Children’s Eligibility for
Medicaid/State Children’s Health Insurance
Program (Percent of Federal Poverty Level)
1996j,k

1998j,l

2000j,m

New York United States

TABLE 1. Selected New York Characteristics

Table 1 notes begin on page 23.

18,976
24.7%
16.1%
15.3%
5.6%
9.6%

$34,547 
11.8%
4.3%

21.6%
–11.8%
12.8%
–9.9%

Republican
25D-36R
99D-51R

70.1%
64.1%

101%
185%
230%

281,422
25.7%
12.5%
12.8%
4.1%

20.3%

$29,676 
10.8%
4.5%

17.5%
–15.0%
11.2%

–10.4%

NA
NA
NA

59.3%
49.9%

124%
178%
205%
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health care market through a variety of ambitious reforms, most recently and notably the
Health Care Reform Act of 2000.

Interview respondents noted that on most issues the assembly is oriented toward the
left, with the senate somewhat politically centered and the governor leaning politically
toward the right. This arrangement usually leads to a balance between Democrat and
Republican platforms, with the scale sometimes tipping left of center—particularly on
health care reform issues. While the state has become more fiscally conservative, with tax
cuts enacted in each year of Pataki’s leadership and a slowdown in year-to-year budget
growth, New York’s reputation for generous health care spending (particularly Medicaid)
and for implementing progressive health policy has not changed much in recent years.

Also unchanged in recent years is the important role county governments play in the
administration of health and welfare programs. New York counties contribute 25 percent
of the cost of the Temporary Assistance for Needy Families (TANF) program and Medicaid
services.1 In contrast, most other states require little to no county share in the funding of
their Medicaid programs. This financing arrangement sometimes leads to tension between
the counties and state government when program expansions affect local budgets. For
example, with Family Health Plus, the soon-to-be-implemented expansion of Medicaid
coverage to low-income adults, passed as part of HCRA 2000, New York counties are con-
cerned about the fiscal impact on their local budgets because the program will require the
same local share as regular Medicaid expenditures.

There also continues to be long-standing political tensions between New York City
and the rest of the state. In general its policymakers believe that the city contributes more
to the state treasury than it receives in return through resource allocation, particularly for

TABLE 2. Health Insurance Coverage, by Family Income and Type of Insurance, New 
York and the United States, 1999

a. Kenney, Genevieve, Lisa Dubay, and Jennifer Haley.  2000.  “Health Insurance, Access, and Health Status of Children.” In Snapshots of
America's Families II: A View of the Nation and 13 States from the National Survey of America’s Families. Washington, D.C.: The Urban
Institute.
b. Zuckerman, Stephen, Jennifer Haley, and John Holahan.  2000. “Health Insurance, Access, and Health Status of Adults.” In Snapshots of
America's Families II: A View of the Nation and 13 States from the National Survey of America’s Families. Washington, D.C.: The Urban
Institute

Notes: Figures in bold represent values that are statistically significantly different from the national average at the 0.10 confidence level or
better.
FPL = federal poverty level
SCHIP = State Children’s Health Insurance Program

Children (Ages 0–18)a Adults (Ages 19–64)b

(%) (%)

New York United States New York United States

Below 200% FPL
Employer-sponsored 34.6 38.7 35.6 41.7
Medicaid/SCHIP/state 45.9 35.2 26.1 14.7
Other coverage 3.5 3.8 6.2 8.8
Uninsured 16.1 22.4 32.1 34.9

Above 200% FPL
Employer-sponsored 86.5 85.3 84.6 83.7
Medicaid/SCHIP/state 5.4 3.8 1.5 1.1
Other coverage 3.3 4.9 4.8 5.8
Uninsured 4.8 6.0 9.1 9.4

All Incomes
Employer-sponsored 64.0 66.7 70.9 72.3
Medicaid/SCHIP/state 23.0 16.4 8.4 4.8
Other coverage 3.4 4.5 5.2 6.6
Uninsured 9.7 12.5 15.5 16.3
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education and public health. In contrast, policymakers in the rest of the state believe that
New York City is a major beneficiary of the distribution of state resources because of the
services received by its large low-income population.

A new dimension to New York’s health care policy arena is the increasing power
wielded by the health care unions. In particular, 1199 National Health and Human Service
Employees Union (SEIU) was identified as being very active in health care matters. SEIU is
the largest health care union in New York, representing over 200,000 workers in the hospi-
tal, nursing home, and home care industry. Most recently, SEIU was a key player in the
development of HCRA 2000. Forming an alliance with the hospital industry, the union lob-
bied for specific issues that included health insurance expansions, preservation of charity
care and medical education funding, and the use of tobacco settlement funds for health
care programs. The union was also actively involved in the development of the $1.25 bil-
lion federally-funded Community Health Care Conversion Demonstration Project, which
is part of New York’s Section 1115 Partnership Plan waiver (see below). Monies secured
under this project are used to help hospitals restructure their delivery systems for the new,
competitive managed care marketplace. Major initiatives funded under the project include
hospital worker retraining.

MMaarrkkeett  DDeevveellooppmmeennttss

As in many other states, an important development affecting New York’s health care mar-
kets has been the steady increase in the number of the uninsured over the 1990s.
According to the Current Population Survey, in 1998, nearly 20 percent of New Yorkers
were without insurance, up from 18 percent in 1994.2 In New York City the rate of uninsur-
ance was nearly 30 percent in 1998, the third highest rate among large urban areas in the
United States.3 The lack of coverage is especially high among New York’s low-income pop-
ulation. In 1998, nearly 32 percent of persons with incomes below the federal poverty level
(FPL) had no health insurance, up from 26 percent in 1994.4

One explanation for the state’s high proportion of uninsured is its low rate of
employer-sponsored health insurance coverage. As mentioned above, the rate of employer-
sponsored coverage among the low-income population is considerably lower in New York
than in the rest of the nation. The impact of welfare reform is another explanation for the
growing number of uninsured.

Overlaying the rise in uninsured, New York has continued to struggle with problems
in its individual insurance market. The individual market has experienced dramatic rate
increases making it unattractive to healthy uninsured individuals. Consequently, the indi-
vidual market has a much higher incidence of persons with serious disease and those who
need ongoing health treatments.5 In short, while access to insurance has long been guaran-
teed in New York, affordability has become a major issue.

On several occasions New York policymakers have sought to address the issue of the
working uninsured and the individual market.6 For example, in 1998, in an effort to avoid
major rate increases in the individual insurance market, the New York State Department of
Insurance provided subsidies totaling $110 million to insurers that serve individuals.
Funding for the subsidies came from surpluses in two state reinsurance pools that were
established as part of the state’s landmark 1992 community rating law for both individual
and small groups. All insurers that serve these markets contribute to the pools, and those
that draw a disproportionate number of sick enrollees receive disbursements from the
pools to make up for the adverse selection.

The state’s most recent effort to address the individual markets was the enactment of
the Healthy New York program (see section below for program details) as part of HCRA
2000. State officials view this initiative as a formal recognition of the significant number of
working uninsured individuals in the state.

Beyond these measures, New York did not enact other major insurance reforms in the
late 1990s. While many states needed to implement a number of reforms to comply with
the federal 1997 Health Insurance Portability and Accountability Act (HIPAA), New York
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was already largely compliant and needed to make only minor changes to its existing
statute.7

Another important market change in the late 1990s has been in the hospital sector. In
1997, hospital payment in New York underwent a dramatic shift with the enactment of the
New York Health Care Reform Act, which deregulated hospital reimbursement rates.8

Under deregulation, hospitals began in January 1997 to negotiate their own rates with all
payers except Medicaid fee-for-service, automobile no-fault insurance, workers’ compen-
sation, and Medicare. Policymakers hoped that deregulation would reduce the cost of hos-
pital care and hospital capacity, with financially strong hospitals reducing bed capacity
and lengths of stay, and financially weaker hospitals downsizing or closing. Deregulation
was generally supported by legislators, the governor, insurers, and providers, but not by
the unions that believed deregulation would result in worker layoffs.

Thus far, it appears that hospital deregulation has not resulted in many hospital clo-
sures. Only two hospitals closed in New York between 1997 and 1999, a relatively small
number compared with other states.9 For example, 22 hospitals in California and 15 hospi-
tals in Texas closed from 1997 to 1999. During our site visit we learned of one additional
closure in 2000 (Genesee Hospital, Rochester) and of another hospital that filed for bank-
ruptcy in 2001 (Crouse-Irving Hospital, Syracuse). Although few closures have resulted,
there have been a number of hospital mergers and acquisitions—8 mergers and acquisi-
tions in 2000, 6 in 1999, and 20 in 1998.10 Concerns regarding worker layoffs have not mate-
rialized—conversely, hospitals have been trying to cope with workforce shortages (see
below).

State health officials believe that hospital deregulation has had several positive effects.
For instance, they believe that the high volume of merger and acquisitions has made the
hospital market more efficient than it had been under rate setting. They believe that this
will lower hospital costs in the long run. State officials did acknowledge that, in retrospect,
they “put hospitals out there too fast” and deregulation should have been implemented
more slowly. Hospital representatives agree with this sentiment. According to the industry,
some hospitals moved too hastily after deregulation went into effect. For example, some
hospitals’ initial response to the new policy was to attempt to become competitive by mak-
ing capital investments with money they did not really have. At the same time, in their
first-ever negotiations with insurers, hospitals often signed contracts with low rates, caus-
ing them to lose more money. Meanwhile, Medicare and Medicaid managed care rates
were being cut back. Together, according to one recent hospital report, these trends have
caused substantial financial instability among New York hospitals.11 According to the hos-
pital industry, operating margins among New York hospitals have steadily declined since
1997. Further, operating and total margins of New York hospitals are reported to be the
second worst in the nation. HCRA 2000 contained some provisions to address the financial
condition of hospitals. Among these was the designation of $82 million per year as a spe-
cial fund for rural and urban safety net hospitals, for the three and one-half years of
HCRA authority. This new fund is in addition to several long-standing hospital subsidy
programs that New York funds.

State officials expressed some concern about the hospital closures. Although they do
not believe that hospital closures are necessarily bad, they are concerned about maintain-
ing access, especially for the low-income population. Although state officials believe that
there is a definite role for the state in the hospital market, policymakers are also under
pressure from insurers and the business community to make the New York health care sys-
tem—at the heart of which are the hospitals—more efficient and less costly. Balancing
these competing demands is often challenging, according to officials.

Although hospitals have had to adjust to deregulation, they have not experienced any
substantial Medicaid rate cuts with the 1997 repeal of the Boren Amendment, as some
feared. While there have been proposals to cut rates (which were not enacted), industry
representatives felt it was difficult to directly attribute the proposals to the elimination of
Boren. What representatives are concerned about is the future: If there is a downturn in the
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economy, Medicaid costs will rise. Given the size of Medicaid in New York’s budget, the
potential for cutbacks would be likely to increase in the absence of Boren.

Another recent major market development is the labor shortage in the health care mar-
ket, which New York, like many other states, is experiencing in several markets—hospital,
nursing homes, and home health. Interview respondents attributed the labor shortage to
low wages, poor working conditions, negative publicity regarding the nursing home
industry, and a good economy able to absorb these workers into higher paying jobs.
Several measures have been proposed to address the labor shortage problem. The state
assembly’s 2001–2002 budget, for example, proposed additional funding for providers to
help enhance staffing levels. The senate proposed a nursing scholarship program and cre-
ated a committee to study workforce issues. Moreover, in February 2001, providers orga-
nized to create the Workforce Investment Now (WIN) initiative. The WIN coalition has
urged the state legislature to allocate $500 million this year for hospitals, nursing homes,
and home health care agencies to boost wages and to enhance recruitment and retention.
The coalition has also pushed to increase the state’s Medicaid reimbursement rates to hos-
pitals, nursing homes, home health care agencies, and other providers to allocate more
funds to raise staff wages and benefits. In addition, the health care industry could use
funding to subsidize health care training and education and to establish tax credits and
loan forgiveness programs for those entering the health care workforce.

Fiscal Circumstances of the State
GGeenneerraall  FFiissccaall  CCoonnddiittiioonn  aanndd  BBuuddggeett  PPrriioorriittiieess

Prior to the September 11, 2001, terrorist attacks, New York’s financial situation was better
than it had been for quite a while. Since 1995, when Governor Pataki began his first term,
the state has enjoyed strong revenue collections and enacted tax cuts in each of the last
five years. In 2001, a sixth scheduled tax cut totaling $1.8 billion is to go into effect. While
cutting taxes, New York has managed to build its “rainy day” reserve fund and produce
budget surpluses. In 2001, the surplus is estimated by the governor at $1.4 billion; by the
assembly at $2.2 billion.

Table 3 details New York spending by major budget item in 1995 and by what is esti-
mated for 2000. The first panel shows general fund spending while the second shows total
spending which includes federal funds. The budget provides some insight into overall
state policy and program priorities. Education, a top policy and budget agenda item of the
governor’s, commands the highest spending priority in the state, accounting for 34 percent
of the general fund budget for K–12 education and 7 percent for higher education. Among
the major budget categories, education spending was the only item that increased between
1995 and 2000. Spending on all other major budget items declined, with general fund
spending on AFDC/TANF dropping the most—an average of 10 percent each year over
the five-year period.

Medicaid expenditures made up 16 percent of estimated state spending in 2000, mak-
ing Medicaid the second largest spending item in New York’s general fund budget and the
largest in its overall budget (second panel). While still a large budget item, general fund
spending on Medicaid declined by 1 percent on average each year between 1995 and 2000.
However, total (federal and state) Medicaid spending increased 2 percent each year. State
officials attributed this increase to various Medicaid maximization strategies including the
establishment of a nursing home upper payment limit program (see below for more
details.) This increase also reflects the $1.25 billion in federal dollars in hospital transition
monies obtained as part of the Partnership Plan waiver mentioned earlier.12

Spending growth across all the major categories (i.e., Medicaid, education, public
assistance, AFDC/TANF,13 corrections, and transportation) has been consistently less than
the United States average. Controlling state spending growth has been a central policy
goal of the Pataki administration.

Prior to the September 11, 2001, terrorist attack on New York City’s World Trade
Center, New York’s fiscal outlook was strong based on a large surplus and a healthy rainy
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day fund. According to a National Conference of State Legislatures survey, New York con-
tinued to experience strong revenue growth in early 2001, pushing up revenue estimates
by $450 million.14 At the time of our site visit, general fund expenditures were on target for
2001, making budget cuts unnecessary.

For 2002, revenue growth was projected to slow. In summer 2001, state budget office
estimates placed 2002 revenue growth at 2.2 percent. However, when tax cuts were taken
into account, the budget office estimated that 2002 will show no revenue growth.
Legislature estimates are more optimistic and project a 5.3 percent increase in 2002.
Governor Pataki has proposed $500 million in tax cuts in his 2002 budget proposal. In
keeping with prior years’ patterns, the governor proposed an overall general fund spend-
ing growth of 3.6 percent. A the time of our visit, both the assembly and senate had put
forth their budget resolutions but a final budget was still in development. In light of the
September terrorist attacks, however, New York is likely to face a more dismal economic
outlook, with budget officials estimating the state will lose about $9 billion in revenue over
the next 18 months in addition to billions of dollars in property damage because of the
attacks.15

TToobbaaccccoo  SSeettttlleemmeenntt  RReevveennuuee  aanndd  PPrriioorriittiieess

Under the terms of the multi-state tobacco settlement agreement, New York received $306
million in 1998. Beginning in 2000 and each year thereafter, New York is slated to receive
payments ranging from about $820 million to $1.1 billion. New York’s agreement also stip-
ulates that 51.2 percent of the tobacco funds go to the state, 26.6 percent to New York City
and 22.2 percent are for distribution to the state’s other 57 counties.

For the 2000 payment to the state, no special fund for tobacco settlement dollars was
established; instead the funds were added to general fund accounts. Thus it is difficult to
precisely track how the money is being spent. However, it is widely acknowledged that
some—estimated at about half—of the money is going to help fund initiatives included in
HCRA 2000, such as Family Health Plus and Healthy New York as well as some tobacco
prevention and control programs. The balance of the state’s share is going to debt reduc-
tion and Medicaid general fund relief. As of early 2001, most of the counties had not
decided what to do with their share of the settlement.

Medicaid Spending and Enrollment Trends
EEnnrroollllmmeenntt

New York is one of 15 states nationwide in which Medicaid enrollment increased—though
less than 1 percent—between 1995 and 1998 from approximately 2.7 to 2.8 million benefi-
ciaries (see table 4). The primary reason for the increase was the implementation of the
state’s Medicaid Section 1115 waiver—the Partnership Plan—in 1997. Under the waiver,
New York began receiving Medicaid matching dollars for roughly 300,000 adults enrolled
in Home Relief, which is the state’s general assistance program. This shift of the Home
Relief population into Medicaid is noted by the 51 percent increase in the “Adults, Other
Enrollees” category.

If the Home Relief enrollment is netted out, New York’s Medicaid enrollment declined
over the 1995–1998 period by about 200,000 individuals. This represents an average annual
decrease in enrollment of approximately 0.7 percent, slightly less than the national 1.0 per-
cent average decrease. In keeping with the national trends, New York’s decline in enroll-
ment was largely confined to the cash-assisted adults and children groups.

According to New York state administrative data, Medicaid enrollment continued to
decline between 1998 and 1999 (from roughly 2.8 million beneficiaries in 1998 to 2.7 mil-
lion beneficiaries in 1999), before leveling off between 1999 and 2000.16 Although Medicaid
enrollment overall was fairly constant between 1999 and 2000, there was an approximately
12 percent decrease among cash-assisted adults and a 14 percent decrease among cash-
assisted children. This decline in the cash-assisted populations, however, was offset by an
increase in the TANF Medicaid-only groups (an 8.5 percent increase for adults and 19 per-
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cent for children), suggesting that as the cash-assisted groups reached their TANF time
limits many of them maintained their Medicaid coverage. The marked increase in the
TANF Medicaid-only for children may also reflect New York’s SCHIP Medicaid expansion
for children ages 15 to 18 years old, up to 100 percent of FPL (see “Health Insurance sec-
tion” below).

EExxppeennddiittuurreess

Between 1995 and 1998, New York’s Medicaid expenditures grew by an average of 4.7 per-
cent each year—a higher growth rate than the national average of 3.9 percent (see table 4).
However, as shown in table 4, growth in Medicaid expenditures per beneficiary lagged
slightly behind the national average with New York experiencing 5.9 percent growth
between 1995 and 1998, in contrast with the national average of 6.1 percent. Although the
state’s Medicaid expenditure growth hovers around the national average, the amount New
York spends per beneficiary is significantly higher compared with the nation as a whole.
New York’s $8,825 average spending per enrollee in 1998 was roughly double that of the
national average.17 Although New York spending is higher for all populations, spending is
especially high for the elderly, blind, and disabled.

TABLE 3. New York Spending by Category, 1995 and 2000 ($ in Millions)
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Medicaidc,d

% of Total

K–12 Education
% of Total

Higher Education
% of Total

Public Assistance
% of Total

AFDC/TANF
% of Total

Corrections
% of Total

Transportation
% of Total

All Othere

% of Total

Program

State General-Fund Expendituresa

Actual
1995

Estimated
2000

Annual Growth (%)
NY     U.S.

Actual
1995

Estimated
2000

Annual Growth (%)
NY     U.S.

Total Expendituresb

Source: National Association of State Budget Officers, 1996 State Expenditure Report (April 1997) and 1999 State Expenditure Report (June
2000).
a. State general-fund expenditures exclude other state funds and bond expenditures.
b. Total spending for each category includes the general fund, other state funds, bonds, and federal aid.
c. States are requested by the National Association of State Budget Officers (NASBO) to exclude provider taxes, donations, fees, and assess-
ments from state spending. NASBO asks states to report these separately as “other state funds.” In some cases, however, a portion of these
taxes, fees, etc., do get included in state spending because states cannot separate them.
d. Total Medicaid spending will differ from data reported on the CMS-64 for three reasons: first, NASBO reports on the state fiscal year and
the CMS-64 on the federal fiscal year; second, states often report some expenditures (e.g., mental health and/or mental retardation) as other
health rather than Medicaid; third, local contributions to Medicaid are not included but would be part of Medicaid spending on the CMS-64.
e. This category could include spending for the State Children’s Health Insurance Program, institutional and community care for mentally ill
and developmentally disabled persons, public health programs, employer contributions to pensions and health benefits, economic development,
environmental projects, state police, parks and recreation, housing, and general aid to local government.
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Total Expenditures

Medical Services
By Eligible Group

Elderly
Blind and disabled
Adults

Cash assistance
Other enrollees

Children
Cash assistance
Other enrollees

By Type of Service
Acute care
Long-term care

DSH
Administration

TABLE 4. Medicaid Enrollment and Expenditures in New York, 1998

$27.5

$25.1
$8.1

$11.8
$2.3
$0.9
$1.4
$2.9
$1.3
$1.7

$25.1
$12.8
$12.3

$1.9
$0.5

Total Annual
Expenditures

(in billions)

Avg. Monthly
Enrollment

(in thousands)

–

2,848
327
581
687
300
386

1,253
716
536

–
–
–

–
–

Avg. Annual
Expenditures
per Enrollee

–

$8,825  
$24,644  
$20,324  
$3,410  
$2,973  
$3,750  
$2,325  
$1,759  
$3,080  

–
–
–

–
–

New York, 1998

Total Annual Expenditures
New York   United States

Avg. Monthly Enrollment
New York   United States

Expenditures per Enrollee
New York   United States

4.7

6.8
4.9

11.6
6.9

–12.5  
35.1  
–3.1

–14.3  
11.4

6.8
6.9  
6.7  

–13.9
2.8

3.9

5.1
4.3
8.5

–1.4
–10.4  

7.8  
2.7

–8.8  
12.4

5.1
4.0  
6.5  

–7.3
8.5

–

0.9
–0.4
4.2
9.6

-9.8  
51.3  
–3.8
–9.3  
6.2  

–
–
–

–
–

–

–1.0
0.1
3.6

–4.4
–14.9  

9.3  
–1.5

–12.2  
9.8  

–
–
–

–
–

–

5.9
5.3
7.1

–2.5
–3.0  

–10.7  
0.8

–5.6  
4.9  

–
–
–

–
–

–

6.1
4.2
4.7
3.1
5.3  

–1.4  
4.3
3.9  
2.4  

–
–
–

–
–

Average Annual Growth (%), 1995–1998

Source: Urban Institute estimates based on data from CMS-2082 and CMS-64 reports.

Notes: Does not include the U.S. Territories. Enrollment data shown are estimates of the average number of people enrolled in Medicaid in any month during the fiscal year. Expenditures per enrollee shown reflect total annual expenditures on
medical services for each group, divided by the average monthly enrollment within that group. “Cash assistance” refers to enrollees who receive AFDC/TANF or SSI, or who are eligible under Section 1931 provisions. “Other enrollees” include
the medically needy, poverty-related expansion groups, and people eligible under Medicaid Section 1115 waivers. “Acute care” services include inpatient, physician, lab, X-ray, outpatient, clinic, prescription drugs, EPSDT, family planning,
dental, vision, other practitioners’ care, payments to managed care organizations (MCOs), and payments to Medicare. “Long-term care” services include nursing facilities, intermediate care facilities for the mentally retarded, inpatient mental
health services, home health services, and personal care support services. “DSH” stands for disproportionate share hospital payments.

Figures may not add to totals due to rounding.
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EExxppeeccttaattiioonnss  ffoorr  tthhee  FFuuttuurree

As mentioned earlier, limitation of state spending growth has been a major priority for
Governor Pataki. While committed to providing health care coverage for low- and middle-
income New Yorkers and their families, the governor also supports control of Medicaid
spending. Thus, the 2001–02 Executive Budget recommends several actions to restrain
costs which will produce state savings of $300 million. Of this amount, approximately $140
million affects reimbursement to nursing home providers, while roughly $160 million is
attributable to maximizing other sources of revenue to lower state costs. However, both
the assembly and senate budget resolutions rejected the proposed nursing home cutbacks
because of concerns about quality of care as well as labor force shortage issues.

With pharmaceuticals accounting for one of the fastest growing costs in Medicaid, the
governor has also proposed establishing an independent Pharmacy and Therapeutics
Committee to make recommendations regarding drug formularies, utilization policies, and
options to achieve price discounts on drugs. In another proposal, recipients in managed
care plans will be expected to pay the same copayments for pharmaceuticals as other
Medicaid recipients.

Medicaid state spending in 2001 is expected to increase by roughly 6.6 percent, up
from nearly flat state spending in 2000. The projected state Medicaid spending increase is
attributed to rising prescription drug costs (expected to increase by $90 million or roughly
16 percent over 2000–01), dental spending (expected to increase by $30 million or 90 per-
cent over 2000–01), and nursing home and home care (expected to increase by $180 million
or 6 percent over 2000–01).

Health Insurance Coverage

New York policymakers have long been interested in expanding health coverage to low-
income, uninsured state residents. Expansions in the late 1990s focused on extending cov-
erage to children through the Child Health Plus program and Medicaid expansions, and
more recently to adults with the passage of HCRA 2000.18

CChhiilldd  HHeeaalltthh  PPlluuss

Since 1997, when Congress authorized SCHIP under Title XXI of the Social Security Act, all
50 states and the District of Columbia have implemented programs to expand access to
low-income, uninsured children who do not qualify for Medicaid. While most of these
programs were newly developed as a result of the SCHIP legislation, New York has been
providing health coverage to children since 1991 through the state-sponsored Child Health
Plus (CHPlus) program. When first implemented in the early 1990s, CHPlus provided only
basic ambulatory care to children under the age of 13 in families earning up to 222 percent
of FPL. In 1996, while still a state-only program, New York expanded the program’s eligi-
bility to children up to 19 years of age and expanded the benefit package to include inpa-
tient care.

With the passage of Title XXI in 1997, New York applied for SCHIP funding for
CHPlus and received approval from the Health Care Financing Administration—now
Centers for Medicare and Medicaid Services (CMS)—in April 1998. Then in 1999, CMS
approved an amendment to New York’s SCHIP waiver as well as an expansion of
Medicaid coverage for children. For the Medicaid expansion, the program now covers chil-
dren between the ages of 15 and 18 with incomes up to 100 percent of FPL. Under CHPlus,
SCHIP funding covers children up to age 19 living in households with incomes up to 250
percent of FPL. So between Medicaid and CHPlus, New York now covers all children up
to 250 percent of FPL—a fairly generous eligibility threshold relative to other states’
SCHIP programs. Unlike some other states, however, New York has not sought coverage
of parents through SCHIP. The state has enacted the Family Health Plus and Healthy New
York programs (mentioned earlier and discussed in more detail below), as ways to extend
coverage to uninsured adults.

Under SCHIP, CHPlus now provides a comprehensive benefit package including inpa-
tient, outpatient and preventive care as well as vision and dental services. These benefits
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are delivered to children through a network of managed care plans under contract to the
state. To ensure a link between CHPlus and the New York Medicaid managed care pro-
gram, most CHPlus providers are also Medicaid managed care providers, and any new
CHPlus provider must also be a Medicaid managed care provider. To participate, families
with income levels between 160 and 222 percent of FPL contribute $9 per child per month
with a maximum of $27 per month. Families with income levels between 222 and 250 per-
cent of FPL contribute $15 per child per month with a maximum of $45 per month. These
cost-sharing levels are fairly consistent with other states’ SCHIP programs with premiums.

New York’s pre-SCHIP Child Health Plus program provided a strong foundation for a
rapid implementation and quick increase in enrollment after enactment of Title XXI. In
June of 1998, Child Health Plus enrollment totaled 270,683, accounting for more than 30
percent of SCHIP enrollment nationwide. By June 2000, enrollment totaled 522,058,
accounting for nearly a quarter of SCHIP enrollment nationwide.19 New York’s relatively
large enrollment is reflected in its program expenditures: Although on average states spent
approximately 24 percent of the federal SCHIP dollars available to them between FY
1998–2000, New York spent 93 percent of its allotment.20

While Child Health Plus has a relatively large enrollment, there remain many unin-
sured, potentially eligible children in New York. The state estimates that there are more
than 500,000 uninsured children in the state that are eligible for the program.21 In addition
to interest in reaching these children, there is growing concern about the retention of
enrolled children in CHPlus and Medicaid. Although experiences vary, some health plans
have estimated that as many as 25 to 50 percent of children are disenrolled because they
fail to recertify.22 In New York City, as many as 50 percent of New York’s Medicaid and
CHPlus beneficiaries scheduled to recertify each month fail to complete the recertification
process and are involuntarily disenrolled.23 Another study found that 35 percent of CHPlus
enrollees were denied coverage during the first quarter of 2000; of those denials, 68 per-
cent were due to failure to comply with procedures and 30 percent were due to failure to
recertify.24

The state has undertaken efforts to improve the application, enrollment, and recertifi-
cation processes. Efforts have included establishing a facilitated enrollment process (dis-
cussed further below), allowing SCHIP applicants to mail in their applications, eliminating
the asset test, and making presumptive eligibility available to applicants. In addition, the
2001 legislature is currently working on more measures to correct problems in the SCHIP
enrollment processes.

Another issue with which the state has had to contend in implementing its SCHIP pro-
gram is getting enrollees into the right program. In a 1998 state audit of SCHIP, it was
found that 41 percent of CHPlus kids were Medicaid-eligible.25 CHPlus, since its inception,
has allowed the health plans to conduct enrollment and eligibility determination as a
means of fostering a public/private partnership.26 Health plans presumptively enrolled
potentially Medicaid eligible children in CHPlus, and while these children were then
referred to Medicaid, few followed up and thus remained in CHPlus. In addition, local
social services departments had no incentive to aggressively follow up and screen these
potentially Medicaid-eligible children because adding to the Medicaid rolls increases a
county’s Medicaid spending whereas keeping the child on CHPlus does not: In New York,
counties are required to contribute to the state Medicaid share but make no contribution
toward CHPlus. In order to improve the “screen and enroll” process and ensure that eligi-
ble children were enrolled in the appropriate programs, New York established a facilitated
enrollment initiative in spring 2000, whereby community-based organizations provide a
“user-friendly” method of applying for Medicaid or CHPlus. Under facilitated enrollment,
families are assisted with the joint application and enrollers determine which program the
child appears eligible for and helps the family collect the required documentation. If the
child appears Medicaid eligible, the enroller performs a face-to-face interview required for
Medicaid so the family does not have to go to their local social services department. The
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enroller also educates them about managed care and assists them in selecting a health
plan.

HHeeaalltthh  CCaarree  RReeffoorrmm  AAcctt  IInnssuurraannccee  CCoovveerraaggee  PPrroovviissiioonnss

With the passage of HCRA 2000, New York policymakers took major steps to expand
health care coverage for low-income individuals. When fully implemented, the expan-
sions, largely through the Family Health Plus and Healthy New York initiatives, will
extend coverage to as many as one million uninsured New Yorkers. In an effort to comple-
ment its coverage of children under the CHPlus program, HCRA insurance provisions
focus on providing coverage to low-income, uninsured adults. State funding for the expan-
sions comes primarily from a 55-cent per pack cigarette tax increase and a share of  New
York’s tobacco settlement.

Family Health Plus. When implemented, Family Health Plus (FHPlus)—by way of a
Medicaid expansion—will provide health care coverage to uninsured adults, including a
share of parents of children enrolled in CHPlus as well as childless couples and single
adults. Specifically, at no cost to the individual, parents with incomes up to 150 percent of
the FPL and single adults and childless couples with incomes up to 100 percent of the FPL
are eligible.27 Estimates suggest that about 600,000 individuals will qualify for the program
at a cost of $1.1 billion over three and one-half years.

The impetus for the FHPlus program came from a range of health stakeholders includ-
ing the hospital industry and health care unions as well as community groups. In FHPlus,
which is designed to build on Child Health Plus, participants will receive comprehensive
acute care health benefits and care will be delivered through managed care plans, just like
the state’s CHPlus and Medicaid programs. The eventual goal is to create an integrated
health care system across all three programs—CHPlus, FHPlus, and Medicaid—for low-
income New Yorkers.

FHPlus has been the subject of some controversy. A major issue has been securing an
amendment to New York’s existing Medicaid Section 1115 waiver program, the
Partnership Plan, from CMS. After considerable back and forth between the state and fed-
eral officials and nearly a year after submitting a waiver application, New York was grant-
ed a federal waiver on May 30, 2001, to implement FHPlus. Key issues to securing the
amendment include budget neutrality terms, and discussions about FHPlus’s benefit pack-
age, which is not as inclusive as that of New York’s Medicaid program.28

According to respondents and other observers, there was also a political dimension to
the FHPlus waiver.29 Some respondents suggested that the Pataki administration would
not have been unhappy if the waiver had not been approved as the administration was
not a strong proponent of FHPlus. Over time, the administration drew increasing criticism
about not being active enough in pursuing the waiver. Indeed, one state legislator charged
that the administration was stalling with the waiver because they were fearful of a reces-
sion and wanted to use the state funds that had been put aside for FHPlus for other pur-
poses. Some critics called for the implementation of a state-operated FHPlus until federal
approval was secured.30

State officials blamed the delay on the Clinton administration, which was slow in
responding to New York’s request. However, when President Bush assumed office in
January 2001, New York began to lobby the new administration for the FHPlus waiver. As
of this writing, the state plans to begin accepting applications by September 1, 2001, and to
have the program fully operational by October 1, 2001. A full set of services, similar to
CHPlus, will be provided through managed care plans. Also similar to CHPlus, applicants
will be able to enroll through local social service departments as well as through managed
care plans and facilitated enrollers.

Healthy New York. In contrast with FHPlus, the Healthy New York initiative was
spearheaded by Governor Pataki and is designed to address the significant and growing
number of working uninsured individuals in New York. A subsidy program, Healthy New
York became operational January 2001; as of April 2001, 150 individuals were enrolled.
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Two populations are targeted under the Healthy New York initiative—small business
owners and direct pay individuals. For the small business component, which receives the
bulk of the subsidy (see below), participating firms must meet the following criteria: 

● they must have 50 or fewer eligible employees;
● they must have offered no employer-based insurance for the past 12 months;
● one-third of employees make less than $30,000 per year (for sole proprietor 

household income cannot exceed $35,000 per year); and
● the employer must pay at least 50 percent of employee premiums.

Further, employees of participating firms must pay up to half of the premium as well
as any service copayments.

For the direct pay component of Healthy New York, uninsured workers and their fam-
ilies who work for firms that do not provide coverage and whose incomes are below 250
percent of FPL are able to purchase direct coverage under Healthy New York. However,
individual enrollees must pay the full premium as well as any copayments.

An important innovation to the Healthy New York initiative is that its subsidy feature
is provided in the form of stop-loss protection to participating health plans. Other publicly
subsidized programs, such as Washington’s Basic Health Plan and Minnesota’s
MinnesotaCare program, generally subsidize the participant’s premium. The intent behind
the stop-loss protection was to lower premium costs, which in turn, would make the
Healthy New York product more affordable and attractive to prospective enrollees. Health
plans are reimbursed for 90 percent of claims paid for enrollees who incur between $30,000
and $100,000 in medical expenditures during a single year. Below $30,000 and above
$100,000, health plans are fully responsible for medical costs. The program mandates the
participation of all HMOs in the state; other insurers are given the option to participate.
The HCRA authorized subsidies of $163 million for small businesses and $56 million for
individual components over the three and one-half year lifespan of the HCRA legislation.

Healthy New York legislation also required that a new benefits package be designed,
one that was more limited than generally available in the small group and direct pay mar-
ket. The intent was to create a product that would cover basic health services at affordable
premiums that small business owners and uninsured individuals would find attractive.
According to state officials, developing such a product was a major challenge. Ultimately,
they settled on a benefit package that provides core services but that eliminated some
mandated benefits (e.g., coverage of inpatient mental health and substance abuse). The
Healthy New York package also imposes higher copayments than typically required under
small group policies.

Another challenge New York faced in implementing the program was developing a
sound premium level. Among other things, the state needed to determine how much the
subsidy was worth. Further, like the rest of New York’s insurance products, the Healthy
New York premium is community-rated with adjustments only for family size and loca-
tion. Thus, for rating purposes, individual and group enrollees are pooled together. HMOs
were very concerned about rate adequacy, especially with the blending of individuals and
groups. In the end, HMOs were “conservative” in submitting rates, according to state offi-
cials. However, some interviewees maintained that certain plans set their rates so high that
they effectively priced themselves out of the Healthy New York market.

As of mid-2001, the program had 900 enrollees. A number of interviewees expressed
concern about the long-term viability of the program. However, state officials hope that
with a planned advertising campaign, scheduled to begin in summer 2001, enrollment will
pick up. Meanwhile, several changes to the program are being considered. There is discus-
sion about changing the stop-loss corridors to make it more attractive to plans. There is
also discussion of altering the risk pools so that there would be separate pools for individ-
uals and groups. Another possible change is eliminating the so-called “crowd out” provi-
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sion that prevents employers that offered insurance in the previous year from participating
in the program.

Clearly, it is too early to judge the success of Healthy New York. State officials readily
acknowledge that the initiative is a work in progress and that they are going through a
learning process as they proceed.

Direct Pay Market Subsidies. Beyond establishing new health insurance programs,
HCRA 2000 also funded subsidies for insurers in the general direct pay market. As men-
tioned earlier, the direct pay market has been highly unstable in recent years and enrollee
premiums have increased greatly over the past several years (see the “Market
Developments” section above). The new fund—financed in part with tobacco settlement
dollars at a level of $40 million per year for three years—was an effort to help stabilize
premiums in the direct market. Specifically, the new program creates a stop-loss program
for direct-market insurers so that plans are eligible to receive reimbursement for 90 percent
of paid claims between $20,000 and $100,000 for a given individual in a year.

Acute Care Issues
MMeeddiiccaaiidd  MMaannaaggeedd  CCaarree

With the CMS approval of the Partnership Plan Section 1115 waiver program in July 1997,
mandatory managed care was set to become a centerpiece of New York’s Medicaid pro-
gram. Designed to both reduce Medicaid costs and improve access to care, the Partnership
Plan—an effort led by Governor Pataki—calls for the phased-in enrollment of more than
two million Medicaid recipients into managed care on a mandatory basis. When fully
implemented, the waiver program will include the TANF, TANF-related, and
Supplemental Security Income (SSI) populations, as well as special programs—called spe-
cial needs plans or SNPs—for selected high need/high cost recipients. The waiver also
includes an expansion of Medicaid to New York’s general assistance program—the Safety
Net program—which allows the state to receive federal Medicaid matching dollars for pro-
gram recipients.31

As of May 2001, about 700,000 adults and children statewide were enrolled in man-
aged care, approximately 34 percent of all Medicaid recipients eligible for managed care
under the waiver program.32 This level of managed care enrollment has been fairly con-
stant since 1997, despite implementation of the Partnership Plan.

Mandatory enrollment had been implemented in 14 counties and in selected areas of
New York City as of May 2001. Beginning July 2001, New York will initiate mandatory
enrollment in two more counties as well as in additional areas in the city. All mandatory
enrollment as of April 2001 has been limited to the TANF, TANF-related, and safety net
populations.33 No mandatory enrollment of SSI beneficiaries has taken place34 and the
SNPs have not been implemented.35

Although New York has clearly made progress in implementing its waiver, the state
had hoped to be much further along by this point. Implementation has moved more slow-
ly than planned for several reasons.36 An important reason has been the problems inherent
in, and expected with, any public process that involves the significant changes called for
under the Partnership Plan. Another important reason is the strong economy that New
York has enjoyed for the past several years. This, along with a decline in Medicaid enroll-
ment in the late 1990s, was cited as removing some of the fiscal imperative for managed
care.

Another factor cited as delaying implementation, particularly in New York City, has
centered around the relationship between the New York State Department of Health and
CMS. CMS officials have reported that the past marketing abuses in the city, and the size
and composition of the city’s Medicaid population being shifted into mandatory managed
care, warrant CMS’s careful scrutiny of New York’s waiver. State officials attribute part of
the delay to CMS’s high level of sensitivity toward New York’s advocacy community.

New York City hospitals have also been identified as a factor in slowing the waiver’s
implementation. While the hospital industry—described as a key power center in the city’s
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health care market—has not actively sought to stall the waiver, its support has waned
largely because Medicaid capitation rates were viewed as being low.

The level of capitation rates has also played a role in several commercial health plans
exiting New York’s Medicaid managed care program. For example, in New York City, four
commercial plans left the market between 1997 and 1999 and no new commercial plan
entered within that period.37 As of December 2000, health plans sponsored by hospitals
and community health centers—which tend to be primarily Medicaid-dominated plans—
enrolled nearly 70 percent of all Medicaid managed care recipients in New York City and
more than half of all recipients statewide.38

Commercial plan representatives cited several reasons for leaving the New York City
Medicaid market.39 In addition to capitation rates being perceived as low, health plan rep-
resentatives also believed that program administrative burdens imposed by the state were
high. Further, some plans had difficulty developing provider networks given the market
power of the city’s hospitals. Another factor contributing to commercial plan exits has
been plans’ need to concentrate resources on the keenly competitive private market. While
some plans have left the upstate market area, this market has generally been more stable
than in the city.

For the future, New York hopes to continue implementing mandatory managed care.
The state has just received approval to expand the Partnership Plan—again for the TANF-
related populations only—into several more areas, both upstate and in the city. So enroll-
ment in the mandatory program will likely increase. Further, the state hopes to begin
voluntarily enrollment in the HIV SNPs sometime in 2001. In June 2001, the state began
the CMS’s approval process to mandatorily enroll the SSI population in two upstate coun-
ties under the waiver.40

MMeeddiiccaaiidd  DDiisspprrooppoorrttiioonnaattee  SShhaarree  HHoossppiittaall  ((DDSSHH))  aanndd  RReellaatteedd  PPaayymmeenntt  PPrrooggrraammss

Medicaid DSH. New York operates a comparatively large Medicaid DSH program with
spending that totaled $1.8 billion in 1998. Overall the program’s structure has not altered
in recent years: State funding comes from several sources, with the intergovernmental
transfers the biggest.41 Provider taxes and state general funds are also used to support the
program. Unlike many other states, New York does not “retain” federal DSH funds to be
used for other purposes. Instead, the bulk of federal DSH dollars are paid to private or
local hospitals.

New York’s Medicaid DSH expenditures dropped substantially in the late 1990s, from
$2.9 billion in 1995 to $1.8 billion in 1998. Some of this decline is tied to the “budget neu-
trality” provisions of New York’s 1115 Partnership Plan waiver. In brief, under a Section
1115 waiver, a state must show CMS that the federal government will spend no more
under the demonstration program than it would have spent otherwise. In other words, the
waiver program has to be budget neutral for the federal government. As part of its
Partnership Plan waiver negotiations, New York in essence traded some of its DSH spend-
ing to be allowed to do other things under the waiver, such as getting federal match for
the Safety Net population. Another factor accounting for the drop in DSH spending was
the DSH provisions included in the 1997 Balanced Budget Act which cut New York’s fed-
eral DSH allotment nearly $239 million over the 1998 to 2002 time period.

Respondents indicated that neither the decline in DSH funding nor the BBA cutbacks
has been a major policy issue—for state policymakers or hospitals. One explanation
offered was that with the 1997 approval of the Partnership Plan, the state’s Section 1115
waiver program, New York hospitals received a substantial amount of federal funds
through the Community Health Care Conversion Demonstration Project (CHCCDP). An
adjunct to the state’s waiver, CHCCDP provides $1.25 billion in federal funds (no state
match is required) over the five-year waiver demonstration period. CHCCDP funds are
targeted to safety net hospitals and are intended to help these facilities restructure their
delivery systems and retrain their workers to compete in the new managed care
environment.
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Upper Payment Limit Programs. While New York has a small hospital upper pay-
ment limit (UPL) program, its nursing home UPL program, which began in 1995, has been
the state’s primary activity in this area. Spending nearly $1 billion in Medicaid funds (fed-
eral and state) in 2000, New York’s UPL program is structured much like other states’ pro-
grams: State funding is provided through intergovernmental transfers from nursing homes
operated by counties or the Health and Hospital Corporation in New York City.42 Federal
Medicaid matching funds, amounting to about $500 million, are then secured. Through the
program, the overall net gain to nursing homes is about $100 million while the state gains
about $400 million.

According to respondents, as much as $950 million of the $1 billion program is poten-
tially in jeopardy with the passage of the federal Beneficiary Information and Protection
Act (BIPA) of 2000. Under BIPA, Medicaid provisions call for the phasing out of programs
such as the New York nursing home UPL program. However, as of this writing, the final
regulations on the BIPA UPL measures have been developed, but it is unclear what the fis-
cal implications might be for New York.

Also unclear at this point is how the state will respond if it loses the UPL funds.
According to industry officials, the assembly budget resolution contained a provision to
get additional Medicaid nursing funds as a way to help backfill the potential loss in UPL
dollars. However, neither the senate resolution nor the governor’s budget contained a sim-
ilar provision. Indeed, as discussed below, the governor has proposed cutting Medicaid
nursing home funding.

PPhhaarrmmaacceeuuttiiccaall  AAssssiissttaannccee  ttoo  tthhee  AAggeedd::  TThhee  EEPPIICC  PPrrooggrraamm

New York established the Elderly Pharmaceutical Insurance Coverage (EPIC) program in
1987 to subsidize the cost of prescription drugs for seniors, based on annual income. EPIC
is a cost-sharing program for senior citizens over age 65 who are not enrolled in Medicaid.
Initially program eligibility was limited to individuals with annual incomes up to $18,500
or married couples with annual incomes under $24,400. However, as part of HCRA 2000,
EPIC was expanded to include singles with annual incomes up to $35,000 and couples
with combined incomes of up to $50,000. It is expected that the expansion will boost
enrollment from roughly 120,000 to 200,000 seniors.

EPIC provides subsidized prescription coverage through two different plans, based on
the enrollees’ income: (1) the Fee Plan, for individuals with incomes no higher than
$20,000 per year or for couples with incomes no higher than $26,000 per year, provides
financial assistance for an annual fee based on income; and (2) the Deductible Plan, for
individuals earning between $20,000 and $35,000 or couples earning between $26,000 and
$50,000 per year, subsidizes the cost of prescription drugs after seniors meet an annual
deductible. Under the deductible plan, enrollees save approximately 50 percent of pre-
scription drug costs over the course of a year.

Issues in Long-Term Care for Older People and Younger Persons with
Disabilities

New York’s commitment to a strong health care system extends to the provision of long-
term care (LTC). In 1998, the state spent more than $12 billion on Medicaid LTC—account-
ing for nearly 45 percent of New York’s total Medicaid spending (table 4). On a per
enrollee basis, New York’s spending for elderly, blind, and disabled beneficiaries is double
the national average.43 New York’s high LTC costs are related to the state’s comprehensive
benefits, to innovative programs, to the many Medicaid estate planning attorneys who
guide the elderly in divesting their assets, and to a system that is fragmented and difficult
to regulate.44 The high spending level is also related to the high proportion of poor elderly
living in New York. In 1998, the state had 14.5 percent of seniors aged 65 and older living
in poverty, compared with 9.8 percent nationally. As will be discussed in this section, the
state is actively trying multiple strategies to help control LTC spending to address these
fiscal problems. Such strategies include reducing Medicaid reimbursement, maximizing
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Medicare, limiting services, promoting managed care programs, and encouraging resi-
dents to purchase long-term care insurance.

NNuurrssiinngg  HHoommee  CCaarree

New York operates a sizeable nursing home industry, with 659 facilities and a total of
about 120,000 beds.45 The system has grown in recent years with a 10 percent increase in
total beds between 1995 and 1999, a significant increase compared with the national aver-
age of 3.2 percent.46 While the number of beds has increased, mirroring national trends,
occupancy rates in New York have fallen in recent years: In the mid-1990s, occupancy was
about 98 percent; in 2001, it has dropped to about 95 percent.47 This decline was attributed
to two main factors: more alternatives and a better economy.

As noted earlier, New York spends a considerable amount on long-term care, particu-
larly nursing home care. In 1998, nearly 50 percent of the state’s LTC Medicaid spending
went to nursing facilities, totaling nearly $6 billion.48 Further, nursing home spending has
increased on average 8 percent per year between 1995 and 1998, almost twice the national
rate. As a result of these high and growing costs, Governor Pataki has sought to curtail
Medicaid nursing home spending, on several occasions in recent years.

Among other possible solutions, the governor has proposed not reimbursing for capi-
tal expenditures for additional nursing homes being built—so-called “pipeline” nursing
homes. According to state officials, the reason for targeting these facilities is that there are
already enough nursing homes to meet demand. In his 2001 state of the state address, the
governor proposed several provisions—totaling approximately $330 million (federal, state,
and local)—to cut state Medicaid funding for nursing homes. These included eliminating
automatic “inflationary” payments to nursing homes and supplemental payments to
homes with more than 300 beds. However, both the assembly and senate budget resolu-
tions rejected these proposed cuts, because of concerns about the impact on quality of care
as well as labor force shortage issues in the nursing home sector. The shortage of health
care workers, especially in the nursing home market, is almost universally acknowledged
among key stakeholders as being one of the biggest health care issues that New York cur-
rently faces.

According to respondents, another factor contributing to the governor’s desire to cut
nursing home spending stems from the belief that nursing homes are making too much
profit from Medicaid. Soon after Governor Pataki released his 2001 budget, he was quoted
as saying that “nursing homes have been ‘banking’ profits instead of using them for capi-
tal improvements and increasing staff sizes.”49

The nursing home industry counters that the market is a “tale of two cities.” That is, a
small number of predominantly down-state, for-profit homes are making substantial prof-
its but the bulk of homes are just making ends meet. According to industry representa-
tives, the nursing home market has had considerable financial difficulties in recent years.
A number of factors were cited. A key factor has been rising labor costs because of the
shortage of workers: To attract new employees, homes have had to increase salaries and
benefits, driving up costs. The perceived inadequacy of Medicaid reimbursement was
cited as another factor. Given that Medicaid accounts for the bulk of nursing homes’ rev-
enues, the program’s professed low rates were viewed by the industry as a significant rea-
son for the current financial state of nursing homes.

While nursing home representatives maintain that rates are insufficient, the state has
not enacted—though the administration has proposed—any new rate cuts since the Boren
Amendment was repealed in 1997. As mentioned earlier, the industry is particularly con-
cerned about rates in the future: If the economy begins to slow, Medicaid spending gener-
ally begins to increase, often becoming a major budget target. Industry representatives
worry that without the Boren Amendment on the books, the state may successfully impose
rate cuts.

Quality of care in New York’s nursing homes has become a key issue in recent years
following reports of serious quality of care violations in 1998.50 In response to these reports,



An Urban Institute Program to Assess Changing Social Policies ASSESSING THE NEW FEDERALISM

19

the state has stepped up efforts to monitor quality of care in LTC facilities. In 2000, addi-
tional funding was set aside to hire at least 80 additional nursing home inspectors, and
lawmakers enacted legislation that requires an applicant for nursing home administrator
licensure to pass an examination before receiving a license. In 2001, Governor Pataki pro-
posed further nursing home quality improvement measures including criminal back-
ground checks for all nursing home employees and increased fines for providers found to
be noncompliant. The governor also proposed establishing a centralized nursing home
complaint hotline, which now exists in the Department of Health.

HHoommee--  aanndd  CCoommmmuunniittyy--BBaasseedd  CCaarree

Historically, New York has been considered a model in its provision of home- and commu-
nity-based services in light of its extensive provider network, generous benefits, and inno-
vative programs.51 In 1999, New York led the states in Medicaid spending for home- and
community-based services per person for older persons. It also led the nation in having
the highest percentage of Medicaid beneficiaries receiving home care services.52

Among other programs, New York operates the most extensive personal care program
in the country, accounting for nearly half of the national Medicaid spending for personal
care. In addition, New York operates a comprehensive home- and community-based waiv-
er program, called the Long-Term Home Health Care Program, which provides nursing
home level home care for chronically ill individuals regardless of age. In 1999, New York
spent $1.6 billion on its waiver programs, accounting for about 13 percent of the state’s
total LTC expenditures. Another important community-based program is New York’s
Medicaid home health care program. In addition to Medicaid, New York also sponsors
some state-funded, community-based programs including Supplemental Nutrition
Assistant Program and Expanded In-Home Services for Elderly Program.53

Unlike some other states, New York, with its already strong community-based care
(CBC) system, has not substantially expanded community-based services in recent years.
Instead, policymakers have been working on strategies designed to control LTC spending.
Managed LTC is one such cost-containment strategy, and it was a major component of the
Long-Term Care Integration and Financing Act passed in 1997. Another cost-containment
strategy is promoting the purchase of long-term care insurance. However, it should be
noted that both these initiatives are still very much works in progress. For example, with
roughly 2.4 million elderly individuals in the state, there were only 21,000 active long-term
care insurance policies in 1998.54 Yet another long-term care strategy is the home-care tar-
get initiative, which was designed to encourage better management of the local district’s
long-term care system by bringing certain districts’ spending down to levels in keeping
with their regional counterparts.

At the same time, the home care industry has felt the impact of the 1997 Balanced
Budget Act Medicare home health provisions, which include the introduction of an interim
prospective payment system and new reporting requirements. As a result of these trends,
there have been a number of consolidations in the New York home health market in the
late 1990s.

Overlaying programmatic changes, industry representatives and other observers
believe that there has been a gradual erosion of support for home care among New York
officials.55 One important change cited was the dismantling of the Office of Continuing
Care, within the Department of Health, which had been the lead group for home care poli-
cy within the state. Programmatic responsibility for home care within the department now
resides in the Office of Medicaid Management, the Office of Health Systems Management,
and the Office of Managed Care, making home care much less visible, according to several
observers. However, state officials believe that spreading home- and community-based
program responsibilities across these offices will give greater visibility and attention to
long-term care issues.

In 1999, the U.S. Supreme court ruled in Olmstead vs. L.C. that inappropriate institu-
tionalization as a result of state-run public long-term care programs is discrimination
against people with disabilities. New York has not made any major changes to its
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community-based care system in response to the Olmstead decision. Although New York
officials were “aware of the decision” and are looking at their system to see what needs to
be done to comply with it, they are not actively undertaking new initiatives.56 State offi-
cials view New York as being a national leader in offering a wide range of home- and com-
munity-based services to their residents.

However, some observers cautioned that there are some “Olmstead-like” cases work-
ing their way through the New York courts. At issue is the geographic variation in several
of New York’s community-based programs including the personal care and the long-term
home health care waiver programs. For example, an institutionalized, chronically disabled
person living in a rural upstate county could claim that if he or she had access to 24-hour
personal care as some New York Medicaid beneficiaries have, they could live in the com-
munity. At this point it is not known how these cases will be decided, but they could have
important financial implications for New York and other states.

Conclusion

New York has a tradition of funding an extensive health care system for its low-income
population. By almost any measure—eligibility, provider payment, services covered—the
state operates one of the most comprehensive Medicaid programs in the country. New
York also has one of the most generous SCHIP programs. Between Medicaid and CHPlus,
the state now covers all children up to age 19 with incomes up to 250 percent of FPL,
among the highest levels in the nation. In addition, New York has in place some of the
most far-reaching small group and individual insurance reforms. Further, it has a number
of well-funded subsidy programs to help support safety net providers.

Despite a conservative shift in the governorship in the mid-1990s, New York has main-
tained its reputation as being a national leader in health policy. In 1997, in an effort to con-
trol cost and improve quality, New York began a statewide initiative to shift more than
two million of its Medicaid recipients into managed care, one of the largest such shifts in
the country.

Then in 1999, New York policymakers focused their attention on addressing the state’s
growing number of uninsured, which totaled more than 2 million nonelderly individuals
in 1999.57 With the Health Care Reform Act of 2000, the state took major steps to expand
health insurance to the uninsured. With pressure from several stakeholder groups (most
prominently hospitals and labor unions) as well as community groups, New York enacted
Family Health Plus, a Medicaid expansion, which is directed at low-income uninsured
individuals. In an effort to shore up the small business and individual health insurance
markets, the state also adopted the Healthy New York program as part of HCRA. Together,
these initiatives are designed to extend coverage to about one million New Yorkers at a
cost to the state of nearly $500 million over three and one-half years. Beyond these cover-
age expansions, the HCRA legislation also contained funding for a range of other new
health programs including funding for rural hospitals, an expansion of a state-funded
drug program for seniors, and medical education.

New York was able to undertake these efforts in large part because of its booming
economy that, as of early 2001, continues to be in strong shape. In addition, New York
began receiving its tobacco settlement money in 2000, part of which went to fund HCRA
2000 initiatives. Monies from a cigarette tax increase also helped finance some of the
HCRA programs.

Although the state adopted many major changes to its health care systems in the later
part of the 1990s, implementation has been limited. Its Medicaid managed care initiative
has not moved as quickly as expected: Only about one-third of the planned managed care
population had been mandatorily enrolled in the waiver program as of mid-2001. Further,
the Healthy New York program had only 900 enrollees at that time. In addition, the Family
Health Plus initiative had not been implemented due to delays in obtaining a waiver from
the federal government. Since our visit, New York has been granted a waiver and Family
Health Plus is currently scheduled to become operational in October 2001.
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Besides program implementation delays, New York, like many other states, is facing
projected increases in Medicaid spending: In 2001, state Medicaid expenditures are expect-
ed to increase 6.6 percent—a sharp increase from relatively flat Medicaid growth in 2000.
Owing to the strength of New York’s fiscal situation, policymakers were not much con-
cerned about the spending jump at the time of our site visit. However, given the current
economic downturn and the September 11 attack on the World Trade Center, this senti-
ment could quickly change. A continued rise in Medicaid spending coupled with the eco-
nomic downturn may put considerable pressure on the state’s budget as Medicaid is by far
the single largest budget item, accounting for 32 percent of New York’s total spending in
2000.

Such a situation could also raise important and difficult questions for the state policy-
makers: Medicaid would be in direct competition with other budget items, including edu-
cation, which has been a policy priority of Governor Pataki’s. A rise in Medicaid spending
could also limit the ability to enact tax cuts, another top agenda item for the Pataki admin-
istration.

In sum, during the late 1990s, New York continued its long-standing practice of push-
ing the envelope of its health care system to improve care for its low-income residents.
However, considerable work is needed to translate the many new initiatives into success-
ful programs. An important challenge is getting people to enroll in the new programs and
then keeping them enrolled. If the new programs do not meet their goals, New York and
its health care providers will continue to confront the pressures of a growing uninsured
population. At the same time, given the economic downturn, the state may also face very
real budget pressures from rising Medicaid spending, which could raise some very tough
issues for New York policymakers.
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