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Over the past 25 years, various Congressional leaders have called for Medicaid financing to be
reformed with either block grants or per capita caps. Block grants would give states a fixed allotment
based on aggregate, historical spending levels multiplied by a predetermined growth rate. Per capita
caps are similar: they would set the allotments for specified enrollment groups based on historical
spending per enrollee multiplied by a predetermined growth rate. Supporters of either approach would
set growth rates lower than would be expected under current law in order to reduce federal spending.
These proposals have been seen as problematic because of their potential to limit enrollment, reduce
benefits, and shift spending to states, providers, and individuals. But the issue we address in this brief is
that setting state allocations based on their historical spending levels would lock in the current huge
variation in federal dollars sent to each state. We estimate that spending per low-income person varies
by a factor of about 5 to 1 across the states, and spending per enrollee varies by a factor of at least 2 to
1. Thus, some states would get far higher block grant allotments relative to the size of their high-need
populations or much higher spending per enrollee than other states. Despite federal matching grants
that vary inversely with state per capita income, higher-income states spend more and would in general
receive the larger allotments or caps. These differences reflect current spending variations, which are
the result of state policy decisions. But block grants and per capita caps would lock them in place in
perpetuity as federal policy decisions. In particular, block grants would largely prevent states from
expanding coverage and benefits in the future. Any federal attempt to reduce current differences in
Medicaid funding to states would require substantial disruptions to health systems in some states or
additional federal spending.



Background

Block grants for Medicaid have been proposed this year by several Republican presidential candidates.
They have also been proposed off and on over the past 25 years by Republican legislators (Holahan and
Liska 1995; Holahan and Weil 2003). A block grant proposal was passed by a Republican Congress in
1995 but vetoed by President Bill Clinton.! A new variant of block grants, known as per capita caps, has
been proposed by House Republicans and the American Enterprise Institute (Antos, Capretta, and
Wilensky 2015; Rudowitz, Garfield, and Young 2016). The recent proposal announced by House
Republicans, which would repeal the Affordable Care Act (ACA) and institute an array of policy changes,
would give states a choice between block grants and per capita caps.2

In this brief we show how much variation there would be across states in federal dollars available
under block grant and per capita approaches. Our key point is that establishing block grants or per
capita caps, whatever their merits, would be difficult because of the large disparities across states that
have built up over time in the federal share of Medicaid expenditures. These disparities reflect not only
state policies toward coverage, benefits, and payment rates, but also federal matching rates. The
problem is that either a block grant or a per capita cap would be based on current federal expenditure
levels for each state and then multiplied by a uniform growth rate. This practice would produce huge
differences in the distribution of federal dollars among states and would generally favor high-income
states because they have historically spent more on Medicaid.

These differences have developed because of state decisions on Medicaid eligibility, benefits, and
efforts to encourage high levels of participation (Kenney et al. 2016). With a block grant or per capita
caps, these differences would be locked in through federal law. Federal expenditures would reflect
federal decisions, not state decisions, on the allocation of tax dollars. In fact, states would lose the
flexibility they now have to expand coverage, improve benefits, or increase participation. These policies
can create other problems that have been well documented, such as forcing states to make undesirable
cuts in spending (reducing benefits or enrollment) and placing greater financing burdens on states,
households, and providers (Holahan et al. 2011; Holahan et al. 2012).

What Are Block Grants and Per Capita Caps?

Block Grants

Block grants would end Medicaid’s open-ended matching structure whereby states receive federal
matching payments based on their expenditures. Federal matching rates vary inversely with state per
capitaincome, thus favoring lower-income states. Currently, federal matching rates range from 75
percent in Mississippi to 50 percent in 12 states, including California and New York. But the amount of
federal dollars, as well as total spending, depends on the amount states choose to spend on their
programs. Although there are minimum eligibility and benefit standards, states are given a considerable
amount of discretion over which optional populations to cover and what additional benefits to offer.
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Some states cover more of their low-income populations than others, have broader benefit packages,
and pay providers more; some have more extensive long-term care payments. Block grants would
allocate federal dollars for each state based on some measure of current expenditures, and the size of
the grant would be allowed to grow over time by a predetermined growth rate, such as the consumer
price index. In all public proposals in which a growth rate has been specified, the block grant approach
has been designed to reduce federal expenditures below that projected by the Congressional Budget
Office or the Centers for Medicare & Medicaid Services, or CMS (Holahan and Weil 2003). In this way,
this type of policy would provide savings to the federal government. Such policies could also provide
some fiscal relief to states, depending on whether states are required to maintain a certain level of
effort. As noted, however, these proposed policies could also increase costs to states, depending on
their decisions on coverage and benefits. States could be given one overall block grant or separate block
grants for specific groups of eligibles or for categories of services provided (e.g., aged and disabled and
adults and children or acute care and long-term care).

The intent is to provide states with a fixed budget, forcing them to become more efficient. At the
same time, states would be given flexibility that they either currently lack or must work hard to obtain
through the Section 1115 waiver process. Some states appear to desire flexibility in using premiums,
imposing cost sharing, introducing health savings account-type arrangements, and imposing work
requirements (Wishner et al. 2015). Some states also object to the requirement that benefits offered to
one group of eligibles must be offered to all, and many would prefer more benefits flexibility. Although
some states argue for more flexibility, a great deal of money is spent on Medicaid that is currently
optional for states, including optional eligibility groups and optional benefits. For example, prescription
drugs and adult dental care are optional benefits, and many long-term care services are optional.
Because states already constrain spending relatively aggressively, staying beneath this lower rate of
growth in federal dollars would often be difficult (Clemans-Cope, Holahan, and Garfield 2016). Indeed,
Medicaid spending per enrollee and rates of growth over time have been lower than what has been
experienced in private health insurance.

The fear is that with block grants in place, states would have to reduce enrollment or increase state
expenditures to maintain their current programs (Holahan et al. 2011; Holahan et al. 2012). Such a
financial squeeze would be exacerbated in economic downturns. When incomes fall, more people
become eligible for Medicaid, but federal payments would remain fixed. Medicaid spending can also
increase unexpectedly with the need to address public health emergencies and related problems (e.g.,
Hurricane Katrina, 9/11, and HIV).

Per Capita Caps

Per capita caps would constrain Medicaid spending on a per enrollee basis instead of in aggregate, as
would be the case with block grants. The starting point for the caps would begin with each state’s
current federal expenditures per enrollee, either overall or, more likely, separately for particular groups
of eligibles (e.g., the aged, disabled, adults, and children). Like block grants, the per capita caps would
grow by a predetermined growth rate, one presumably lower than projected by the Congressional
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Budget Office or CMS. Unlike block grants, however, per capita caps are intended to protect against
unexpected enrollment increases, such as in a period of recession when people lose jobs and Medicaid
eligibility and enrollment increase. Although per capita allotments would stay fixed in bad economic
times, the total federal allotment to a state would increase with greater enrollment and thus states
would not be penalized for such downturns. However, if the predetermined cap is insufficient to provide
services at current levels, states would have to choose among increasing state revenue, limiting
enrollment, reducing covered benefits, and lowering provider payments (or some combination of these
actions).

Data and Methods

Because current spending is the starting point for establishing either block grants or per capita caps, our
analysis provides estimates of variation in current federal Medicaid spending across states. To assess
potential ramifications of a block grant, we provide estimates of variations in aggregate spending,
spending per low-income resident (to control for differences in the size of state populations) overall,
and spending for subgroups. For our analysis of per capita caps, we provide estimates of overall
spending per enrollee as well as for four subgroups. Our estimates are projected for 2017 and assume
that Medicaid is structured as it was without the Medicaid expansion. We draw on data from multiple
sources to estimate Medicaid enrollment and federal spending levels.

MEDICAID ENROLLMENT

To match Medicaid administrative data as closely as possible, we reweighted the basic data underlying
the Health Insurance Policy Simulation Model to replicate the 2013 enrollment estimates prepared by
the Kaiser Family Foundation and Health Management Associates (Snyder et al. 2014). We then used
the model’s growth factors to project Medicaid enrollment in 2014 and 2017. These projections were
consistent with the increases in Medicaid enrollment from 2013 to 2016 that were reported by CMS for
each state. Enrollment for 2017 was created from enrollment data from the beginning of 2016 aged by
one year.

MEDICAID SPENDING

We began with the latest available data for Medicaid spending by eligibility type (aged, disabled,
nondisabled adults, and nondisabled children) from the 2012 Medicaid Statistical Information System.
For a few states, 2011 was the latest year for which data were available. We then incorporated this
spending data by state and eligibility type into the Health Insurance Policy Simulation Model by aging
the costs to 2014 by using the projected per capita increases from the National Health Expenditure
Accounts. We also adjusted costs to account for differences in the health risk of the simulated Medicaid
population under the ACA versus Medicaid enrollees in 2012, as well as differences in the federal share
of the total costs of enrollees under the ACA in 2014. We then adjusted our estimates to be compatible
with the 2014 CMS-64 at the state level. This data set is the definitive measure of total federal Medicaid
spending in each state, but it has no information about enrollees. We divided the CMS-64 totals by our
simulated enrollment to compute the federal spending per enrollee in 2014. We were not able to
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compute per capita spending for each eligibility type in each state from the CMS-64 data, so we
adjusted the Medicaid Statistical Information System-based per capita spending for each eligibility type
so that the overall per capita spending matched the CMS-64-based estimate. In most states, this
adjustment was very small. National per capita spending estimates for 2014 based on the Medicaid
Statistical Information System and CMS-64 differed only by about 2 percent. Finally, expenditures were
aged from 2014 to 2017 based on National Health Expenditure Accounts projections and differences in
the federal share of the total costs of enrollees in 2017.

Results

Table 1 provides data for analyzing the implications of state variations under a block grant proposal, and
table 2 provides data for analyzing the effect of the variations under a per capita cap approach.

Table 1 shows differences in federal Medicaid spending by state, both in aggregate and per low-
income state resident. Income below 150 percent of the federal poverty level is used to control for
differences in the size of state populations. Estimates are provided for all enrollees combined and, in
case distinct block grants for different eligibility groups are contemplated, separately for the aged plus
disabled and for nonelderly adults plus children. We provide results assuming that the ACA Medicaid
expansion would be repealed and that spending on the expansion populations would not be included in
a block grant or a per capita cap. However, the amount of spending variation across states that we show
would be unchanged, if not exacerbated, if recent additional federal spending was included. We assume
block grants would be based on historical spending because that is how they have usually been designed
(Rudowitz, Garfield, and Young 2016).

Federal Medicaid spending per low-income state resident varies by a factor of 11.3to 1, or by 5.4 to
1 not counting the District of Columbia, resulting from a host of state Medicaid spending and other
policy decisions, health care costs, program participation rates, and other factors. This variation means
that high-spending states, such as the District of Columbia ($11,917 per low-income resident), Vermont
($5,438), New York ($5,646), and Connecticut ($4,432), would get a rich allotment of federal dollars per
low-income person and could sustain most of the comprehensive coverage and benefits they provide, at
least in the near term, until the predetermined slower federal spending growth began to bite. (The
District of Columbia’s spending is so high because it offers a comprehensive program but also benefits
from a 70 percent federal matching rate.’) California would receive about half as much per low-income
resident ($2,979) as New York. States such as Virginia ($1,778 per low-income resident), Utah ($1,696),
New Hampshire ($1,599), and Nevada ($1,051) would be allotted substantially less per low-income
state resident and would not have the option to expand coverage or benefits without financing the
expansion themselves. Eight states are used to illustrate this wide variation alongside the national
average in figure 1. In general, higher-income states would receive larger block grants (per low-income
person) than lower-income states.
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FIGURE 1

Estimated Federal Block Grant Spending per Low-Income Person, 2017

Dollars
11,917
5,646 5,438
4,432
2,798
1,778 1,696 1,599
. . ’ 1,051
District of New York Vermont  Connecticut United States  Virginia Utah New Nevada
Columbia Hampshire
TABLE 1
Federal Spending: Aggregate and per Low-Income Resident by State, 2017
Aggregate Aged and disabled Adults and children
Per low- Federal Federal Federal
income spending (in spending (in Per spending (in
State resident millions) Per capita millions) capita millions)
District of Columbia 11,917 2,480 40,757 1,661 4,894 819
New York 5,646 37,978 23,100 25,614 2,201 12,364
Vermont 5,438 1,002 14,723 582 2,902 420
Connecticut 4,432 4,206 15,100 2,786 1,858 1,421
Massachusetts 4,432 8,217 13,288 5,525 1,872 2,692
Delaware 4,410 1,298 13,167 716 2,425 582
Rhode Island 4,201 1,448 12,691 895 2,016 553
Minnesota 4,005 5,921 14,126 4,087 1,542 1,833
Maine 3,870 1,740 11,615 1,239 1,460 501
Maryland 3,705 5,801 12,180 3,437 1,842 2,364
Louisiana 3,659 6,646 14,629 4,408 1,477 2,238
West Virginia 3,461 2,448 11,046 1,728 1,307 720
Ohio 3,381 13,379 13,035 9,441 1,218 3,938
Arkansas 3,255 4,074 13,810 2,911 1,117 1,163
Pennsylvania 3,237 12,958 11,031 9,653 1,056 3,305
Mississippi 3,211 4,320 11,576 2,591 1,542 1,729
Kentucky 3,167 5,423 9,622 3,134 1,650 2,288
Tennessee 3,098 7,852 9,222 4,041 1,818 3,811
California 2,979 44,556 15,617 31,167 1,033 13,389
lowa 2,978 2,687 11,424 1,969 984 718
Wisconsin 2,888 5,009 11,266 3,614 987 1,396
New Mexico 2,791 2,622 NA NA NA NA
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Aggregate Aged and disabled Adults and children
Per low- Federal Federal Federal
income spending (in spending (in Per spending (in

State resident millions) Per capita millions) capita millions)
Oregon 2,703 3,802 9,695 2,352 1,246 1,451
Alaska 2,679 657 11,753 327 1,516 329
Michigan 2,652 9,230 9,515 6,491 979 2,739
Missouri 2,606 5,544 9,442 3,757 1,033 1,787
Hawaii 2,597 1,311 9,361 741 1,339 570
Oklahoma 2,574 3,853 9,049 2,346 1,218 1,507
Washington 2,571 5,565 9,245 3,488 1,162 2,077
North Dakota 2,563 438 9,922 320 849 118
Indiana 2,402 5,523 10,549 4,020 783 1,503
South Carolina 2,394 4,555 8,556 2,811 1,108 1,744
Idaho 2,347 1,404 9,716 875 1,041 529
North Carolina 2,297 8,889 8,784 5,550 1,031 3,339
Wyoming 2,228 336 8,660 231 848 105
Arizona 2,224 6,081 7,442 3,048 1,305 3,034
Alabama 2,213 4,317 7,620 2,561 1,087 1,756
Montana 2,174 787 7,914 516 914 271
Illinois 2,170 9,176 7,725 5,357 1,080 3,819
Kansas 2,144 1,891 8,348 1,232 897 659
Florida 2,054 15,915 7,240 9,762 961 6,153
New Jersey 1,970 4,852 6,811 3,041 898 1,811
Nebraska 1,963 1,128 7,698 724 840 404
Texas 1,817 18,713 7,417 9,452 1,026 9,261
Georgia 1,807 7,447 7,533 4,221 906 3,226
Colorado 1,786 2,864 7,198 1,730 832 1,134
Virginia 1,778 4,366 6,519 2,668 830 1,698
South Dakota 1,765 483 6,255 294 832 188
Utah 1,696 1,525 8,423 979 698 546
New Hampshire 1,599 522 4,696 344 703 178
Nevada 1,051 1,179 4,520 693 502 486
United States 2,798 314,417 10,986 201,127 1,188 110,668

Source: Urban Institute estimates for per capita spending are based on the Health Insurance Policy Simulation Model.

Notes: NA = not available. Spending per capita calculations includes only federal payments to Medicaid. Table is ranked by
spending per low-income resident. The “adults and children” category excludes the aged and disabled. Table assumes repeal of the
ACA.

If separate block grants were used instead of a single aggregate one, the same result would occur.
Spending on the aged and disabled per low-income person varies by a factor of almost 10to 1,or 5to 1
not counting the District of Columbia, from $40,757 in the District of Columbia and $23,100 in New
York to $4,696 in New Hampshire and $4,520 in Nevada. Spending per low-income person on adults
and children also varies by a factor of more than 10 to 1 (4 to 1, not including the District of Columbia),
from $4,894 in the District of Columbia and $2,902 in Vermont to $703 in New Hampshire and $502 in
Nevada. California ($1,033) would receive about half as much as New York ($2,251) per low-income
person.
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Freezing these aggregate payments in place and having them all grow by the same rate would
therefore lock in place current differences in federal spending per low-income individual. Although
these differences exist today, states have the flexibility to modify their policy decisions (e.g., they can
choose to expand coverage and benefits or increase provider payment rates). In the future this
flexibility would no longer exist.

Designing a block grant to reduce differences in current federal spending levels by state is difficult.
Some analysts argue that setting the aggregate amount of each state’s block grant to a single national
amount per low-income state resident times the number of such residents would be fairer. The
Healthcare Accessibility, Empowerment, and Liberty Act of 2016 bill, for example, incorporates the
principle of moving to a more equitable distribution of federal funds.* But such changes, although
arguably more equitable, would be hugely disruptive. Although a simple benchmark average amount
would eliminate differences, roughly half the states would receive less in federal dollars than they do
today under such an alternative. The approach would create huge problems for high-spending states,
requiring substantial increases in state taxes to sustain their current programs or creating enormous
disruptions for individuals’ coverage and for health systems. Pegging aggregate block grants in each
state to national average spending per low-income resident instead of state-specific spending would
mean, for example, that New York would receive $18.8 billion instead of $38.0 billion in 2017;
Massachusetts would receive $5.2 billion rather than $8.2 billion that year. Moreover, states that have
spent less historically would get far more than they are currently spending or may want to spend. Under
the same approach, Texas, for example, would receive $28.8 billion rather than the $18.7 billion it would
receive if payments were based on state-specific spending; Florida would receive $21.7 billion rather
than $15.9 billion. These latter states would be better positioned to absorb the slower increases in
federal spending in subsequent years, but they could instead use these additional federal dollars for
other nonhealth state financing priorities or tax relief.

Aless radical approach to dealing with differences in funding levels across states is to apply slower
growth rates to allotments for high-spending states and faster growth rates to allotments for low-
spending states. This approach would also create the same number of state winners and losers, but it
would take a significant period of time for the full impact to be felt.

Per capita caps face similar problems. Table 2 shows estimated 2017 federal Medicaid spending per
enrollee by state for all eligibility groups combined and by eligibility category; these data are the basis
for computing state-specific per capita caps. As table 2 shows, spending per enrollee overall and for
each eligibility group varies considerably. The differences in allotments based on this varied spending
would therefore be substantial. The base for a single aggregate per capita cap would be as high as
$10,459 per enrollee in the District of Columbia, $6,540 in New York, and $6,300 in Connecticut and as
low as $3,312 per enrollee in Nevada, $3,262 in lllinois, and $3,084 in New Hampshire (figure 2). Per
capita caps specifically for aged Medicaid enrollees would vary from $12,789 in the District of Columbia
and $12,267 in Connecticut to $3,772 in Utah and $2,608 in lllinois. Per capita caps specific to persons
with disabilities would range from $32,871 in the District of Columbia and $20,374 in New York to
$8,597 in Alabama and $8,312 in New Hampshire. Per capita caps for adults would vary from $5,947 in

8 BLOCK GRANTS AND PER CAPITA CAPS



Kentucky and $5,908 in the District of Columbiato $1,725 in Arkansas and $1,999 in New Hampshire.
Per capita caps for children would range from $3,510 in Vermont and $3,428 in the District of Columbia
to $1,320 in Wisconsin and $1,359 in New Hampshire. Per capita caps would freeze these state-level
differences in place, eliminating states’ current flexibility to make changes in their spending per enrollee
by either modifying benefits or changing provider payment rates. The advantage of the per capita caps
relative to block grants, however, is that the approach does not penalize states financially for

enrollment growth.

FIGURE 2

Estimated Per Capita Caps for Selected States, 2017

Dollars

10,459
6,540 6,300
4,954
3,312 3,262 3,084
District of New York Connecticut United States Nevada Illinois New Hampshire
Columbia
TABLE 2
Medicaid Federal Expenditures per Enrollee by Eligibility Group, 2017
Aged Disabled Adults Children
State Total Aged ranking Disabled ranking Adults ranking Children ranking

District of
Columbia 10,459 12,789 (1) 32,871 (1) 5,908 (2) 3,428 (2)
New York 6,540 10,499 (7) 20,374 (2) 3,652 (21) 1,866 (29)
West Virginia 6,443 9,920 (8) 11,097 (38) 4,597 (9) 2,596 (12)
Rhode Island 6,403 4,995 (44) 14,004 (13) 4,715 (8) 3,384 (3)
Connecticut 6,300 12,267 (2) 19,719 (3) 3,177 (32) 2,543 (15)
Oregon 6,094 10,630 (6) 13,432 (18) 5,056 (7) 2,009 (26)
Vermont 6,067 8,409 (15) 16,264 (6) 3,532 (24) 3,510 (1)
Missouri 6,048 6,318 (30) 14,530 (12) 3,644 (22) 2,921 (7)
Mississippi 5,953 9774 (10) 11,172 (35) 5,136 (5) 2,854 (8)
Delaware 5,940 11,332 (5) 13,687 (16) 4,180 (11) 2,501 (16)
Kentucky 5,911 5,897 (32) 10,089 (45) 5,947 (1) 3,150 (4)
Minnesota 5,886 7,635 (19) 17,953 (4) 2,993 (35) 2,223 (19)
Arkansas 5,646 12,215 (3) 12,832 (22) 1,725 (50) 2,583 (14)
Tennessee 5,614 5,450 (38) 10,708 (39) 5,825 (3) 2,737 (10)
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Aged Disabled Adults Children

State Total Aged ranking Disabled ranking Adults ranking Children ranking
Montana 5,556 8,892 (12) 12,686 (23) 4,154 (12) 2,407 (17)
Ohio 5,479 11,753 (4) 14,719 (112) 3,329 (29) 1,528 (44)
North Dakota 5,464 8,604 (14) 17,689 (5) 3,209 (32) 1,532 (43)
Pennsylvania 5,433 7,523 (20) 11,168 (36) 2,749 (39) 2,044 (24)
Maine 5421 8,203 (17) 11,923 (27) 2,078 (48) 2,935 (6)
Massachusetts 5,406 8,841 (13) 12,418 (25) 2,685 (40) 2,640 (12)
Idaho 5,334 5,482 (37) 13,710 (15) 5,500 (4) 1,845 (30)
Louisiana 5,282 7,416 (22) 13,641 (17) 3,538 (23) 2,091 (23)
Maryland 5,056 7,968 (18) 14,912 (9) 3,509 (25) 2,155 (21)
lowa 5,026 6,769 (26) 15,156 (7) 2,206 (47) 1,774 (34)
Indiana 4,975 9,360 (11) 13,847 (14) 2,749 (38) 1,480 (46)
Alaska 4,907 5,520 (36) 13,119 (20) 4,487 (10) 2,778 (9)
North Carolina 4,812 4,834 (46) 12,435 (24) 4,100 (13) 2,129 (22)
Utah 4,789 3,772 (49) 14,762 (10) 3,059 (34) 2,040 (25)
New Mexico® 4,757 NA NA NA NA NA NA NA NA
Kansas 4,744 7,165 (24) 11,620 (32) 3,874 (16) 1,836 (312)
South Carolina 4,663 5,159 (41) 11,740 (30) 3,748 (18) 2,166 (20)
Alabama 4,637 7,497 (21) 8,597 (49) 2,535 (41) 2,955 (5)
Wisconsin 4,622 9,788 (9) 12,838 (21) 2,448 (42) 1,320 (50)
California 4,595 5,577 (35) 15,104 (8) 2,271 (45) 1,816 (32)
Wyoming 4,576 8,343 (16) 13,137 (19) 3,367 (28) 1,497 (45)
Washington 4,541 6,646 (29) 11,873 (28) 3,700 (20) 1,775 (33)
Oklahoma 4,497 4818 (47) 11,474 (33) 3,397 (27) 2,294 (18)
Texas 4,393 6,918 (25) 11,183 (34) 3,968 (14) 2,588 (13)
Michigan 4,389 5,772 (33) 10,635 (40) 2,800 (37) 1,386 (48)
New Jersey 4,368 5,387 (39) 12,257 (26) 3,844 (17) 1,594 (39)
Georgia 4,344 6,762 (27) 9,463 (47) 5,083 (6) 1,678 (37)
Florida 4,342 6,759 (28) 10,042 (46) 3,711 (29) 1,541 (42)
Virginia 4,333 5,318 (40) 10,340 (43) 3,497 (26) 2,006 (27)
Arizona 4,253 4,714 (48) 11,670 (31) 3,956 (15) 1,938 (28)
Nebraska 4,170 5,719 (34) 11,861 (29) 3,222 (30) 1,766 (35)
South Dakota 3,826 4,972 (45) 10,474 (42) 3,091 (33) 1,752 (36)
Hawaii 3,817 7,374 (23) 10,578 (41) 2,917 (36) 1,555 (41)
Colorado 3,481 6,271 (31) 11,099 (37) 2,416 (43) 1,400 (47)
Nevada 3,312 5,129 (43) 8,781 (48) 2,236 (46) 1,661 (38)
Illinois 3,262 2,608 (50) 10,294 (44) 2,311 (44) 1,561 (40)
New
Hampshire 3,084 5,153 (42) 8,312 (50) 1,999 (49) 1,359 (49)
United States 4,954 7095 13084 3352 2002

Sources: Urban Institute estimates for elderly per capita spending are based on data from MACPAC Data book
(http://www.medpac.gov/documents/data-book/january-2015-medpac-and-macpac-data-book-beneficiaries-dually-eligible-for-
medicare-and-medicaid.pdf) and FY 2011 MSIS. Aged, adults, and children estimates are based on the Urban Institute's Health
Insurance Policy Simulation Model.

Notes: NA = not available. Spending per enrollee calculations includes only federal payments to Medicaid. Table is ranked by total
per enrollee spending.

? Because of data anomalies, we do not report New Mexico data by subgroup. However, we do include this spending in state and
national spending per enrollee calculations. New Mexico data are excluded from US total subgroups. The adults and children
column excludes the aged and disabled.
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Discussion

There are simply no politically easy ways to implement block grant or per capita proposals in Medicaid
given the substantial variation in federal spending across states. The case for adopting them is weak on
other grounds as well. For all the rhetoric, Medicaid is not a high-spending program. As we have shown
recently in an extensive literature review, Medicaid spending is well below private spending levels when
health status is controlled for (Clemans-Cope, Holahan, and Garfield 2016). Hadley and Holahan (2003)
found that it would cost about 18 percent more to enroll Medicaid-covered individuals in private health
insurance plans. The Congressional Budget Office (2014) came to similar conclusions when assessing
Medicaid expansion provisions of the ACA. In addition, Medicaid spending growth has been lower than
that of other payers and low relative to gross domestic product or inflation (Clemans-Cope, Holahan,
and Garfield 2016). The primary problem that block grants seek to remedy is, at best, not a serious one.
Many of the same people who argue that Medicaid is wasteful and a huge fiscal drain also highlight the
program’s weaknesses by citing low rates of provider participation in response to inadequate payment
rates. States already constrain Medicaid spending, generally preferring to spend limited state resources
on K-12 and higher education, corrections, and infrastructure. States have successfully controlled costs
by limiting provider payment rates, providing alternatives to nursing home care, and controlling
prescription drug care and utilization. Neither block grant nor per capita cap proposals are likely to
improve program efficiency. Block grants and per capita caps would successfully address problems such
as the use of provider taxes to draw in new federal dollars through higher provider reimbursement
rates. But these problems can be addressed in other ways without the same potential adverse
consequences (Iritani 2014).

If anything, it could be argued that Medicaid should receive additional resources to improve
provider payment rates, a change that would be made substantially more difficult for states to make
under either a block grant or a per capita cap approach (Zuckerman, Skopec, and McCormack 2014).

Conclusion

Block grants and per capita caps attempt to reduce the level and the rate of increase of federal outlays
on Medicaid. The policies would also reduce states’ authority to make policy decisions over their own
programs. These mechanisms would threaten current coverage levels and benefits that low-income
people often need yet cannot afford. In addition to slowing federal spending growth in Medicaid to
reduce spending in real terms over time, the approaches would cement current levels of spending by
state when those levels vary tremendously across the country. There is a much higher level of federal
spending, both overall (adjusted for the size of each state’s low-income population) and on a per
enrollee basis in some states than in others. Variations in spending per low-income resident can be more
than 5 to 1, and spending per enrollee varies on the order of 2 to 1. In general, higher-income states
would get larger block grants and higher spending per enrollee caps because they spend more today and
thus receive larger allocations from the federal government despite having lower federal matching
rates. These proposals would lock in these spending differences. Forcing equity in the current
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distribution of federal dollars without increasing spending in aggregate would require deep cuts to the
health systems in currently higher-spending states in order to provide increases in funds to other states
that are well below the average today. As in the past, it is likely to prove very difficult to enact
mechanisms like block grants and per capita caps into law because of the widespread differences in the
current distribution of federal dollars that would become locked into the system. These variations now
reflect state decisionmaking; with either block grants or per capita caps, the differences in allocation of
federal dollars would reflect federal decisionmaking.

Notes

1. Alison Mitchell, “With First Veto, Clinton Rejects Budget-Cut Bill,” New York Times, June 8, 1995,
http://www.nytimes.com/1995/06/08/us/with-first-veto-clinton-rejects-budget-cut-bill.html.

2. “Health Care,” A Better Way, accessed September 6, 2016,
http://abetterway.speaker.gov/_assets/pdf/ABetterWay-HealthCare-PolicyPaper.pdf.

3. The 70 percent federal matching rate was agreed to in the Balanced Budget Act of 1997. Section 4725(b) of
the Balanced Budget Act of 1997 amended section 1905(b) such that the federal medical assistance
percentages for the District of Columbia will be 70 percent.

4. 114th Congress, Healthcare Accessibility, Empowerment, and Liberty Act of 2016 (HAELA), May 2016,
http://www.goodmaninstitute.org/wp-content/uploads/2016/05/SESSIO_007_xml.pdf.

5. Ibid.
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