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Abstract
In this Press-Enterprise (Riverside, California) commentary,
John Holahan explains that Medicaid has done a good job of
keeping costs under control and that its increase in spending
is caused by the swelling number of enrollees, particularly in
a weak economy. The 7 million people eligible for both
Medicaid and Medicare are not dealt with in a cost-effective way, though, and transferring responsibility for
them to the federal government would pave the way for health reform.
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In October, the Centers for Medicare and Medicaid Services projected that Medicaid spending would increase
7.9 percent annually over the next decade, jumping from $339 billion this year to $674 billion in 2017.
Medicaid, the federal-state partnership supporting health care for the poor, would consume ever-larger
shares of the federal budget and increase faster than the gross domestic product.

Such increases suggest that Medicaid—along with Medicare, the even more expensive federal health insurance
program for seniors and the disabled—needs to be front and center in any health reform discussion.

The growth estimates are in the ballpark but are likely a bit too high. What's more worrisome is that many of
the reasons given for the upward spiral are at odds with recent history—still our best guide to how fast
Medicaid will grow. The Centers for Medicare and Medicaid Services actuaries project that Medicaid enrollment
will increase by 1.2 percent annually through 2017. Yet, recent evidence from Medicaid data suggests that
enrollment growth will probably be twice that rate. On the other hand, the estimated spending increase per
enrollee of 6.6 percent is way above recent cost hikes for both acute and long-term care.

With enrollment growing faster and per-person spending growing slower than predicted, overall Medicaid
spending will likely grow at a rate closer to 7 percent per year. This lower figure still saddles federal and state
governments with a serious problem. But the policy implications are different if Medicaid spending is largely
driven by hikes in enrollment and underlying inflation rather than excessive increases in the use of services.

In the past six years, the number of senior and disabled individuals has risen on average by about 2.5 percent
per year. There are several reasons for this upsurge. First, millions of baby boomers are now in their 50s, the
age at which disability rates begin to increase. Second, new technologies and new drugs are generally
life-saving but can leave individuals disabled and in need of more health care. Meanwhile, strides in
diagnosing and treating chronic illness, particularly mental illness, have been tremendous. None of these
underlying forces is likely to peter out soon.

Enrollment to spike

Largely driven by weakness in the economy, annual increases in Medicaid enrollment among families have
averaged 6 percent over the past decade. The last recession led to large jumps—as high as 11 percent in
2001 and 2002—in enrollment among parents and children. These increases have slowed in the past few
years but are likely to spike again in the current economy.

Amid these ups and downs, growth in spending per enrollee (a combination of rate increases and jumps in
service use) has been relatively modest. States' Medicaid programs have paid doctors and other providers low
rates, have expanded the use of managed care, and have developed less costly alternatives to
institutionalization. States have also worked aggressively to contain prescription drug costs. As a result,
Medicaid's spending per enrollee on acute care hasn't grown as fast as health care spending among those with
private coverage or monthly premiums for employer-sponsored insurance.

In fact, the numbers make Medicaid look pretty good. Its spending per enrollee for all services has averaged
4.8 percent per year since 2000. Compare that to 4.3 percent for the medical care consumer price index and
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4.8 percent per year since 2000. Compare that to 4.3 percent for the medical care consumer price index and
5.0 percent for the gross national product. True, overall Medicaid spending has grown 7.7 percent annually,
but that is due to the tougher nut of enrollment growth.

Daunting challenge

Had Medicaid expenditures been pushed upward mainly by increases in spending per enrollee, the logical
response would be to make the system more efficient and make cost control the goal. But since other medical
care costs are increasing faster than Medicaid's, the challenge ahead is even more daunting—especially in
California with its 10.6 million enrollees, 6.6 million uninsured, burgeoning state deficit, and pummeled
economy.

Limiting or reducing enrollment—one way to solve the problem—would increase the number of uninsured,
already topping 45 million nationally. This approach would also force localities to contend with bills for
uncompensated care, especially hard without the federal matching payments that Medicaid now provides.

Medicaid programs have been very aggressive at controlling health care costs. They have tried a broad array
of strategies over the years and have generally kept cost growth modest. The one exception is in dealing
cost-effectively with those who are eligible for both Medicaid and Medicare—7 million individuals, many of
whom have chronic conditions. Medicaid and Medicare together spend more than $200 billion on this
population.

Because they have only partial responsibility for these 7 million, it is difficult for states to design programs to
more efficiently address their needs. And since the responsibilities are split between two programs,
coordination is difficult. One solution may be to shift the costs of managing this population to the federal
government, which would then be charged with developing the best ways of caring for them. In exchange,
states might take on greater responsibilities for serving others.

John Holahan is the director of the Urban Institute’s Health Policy Center in Washington, D.C.
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