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KEY TAKEAWAYS
Medicaid is in need of reform.
Policymakers should make sure that the
program is able to adapt to the demographic, structural, and fiscal challenges
ahead.
Trends indicate that competing enrollee
priorities, an outdated benefit structure,
and a flawed financing model are putting
the safety net at risk.

Congress should preserve the program for
those who are most in need, allow benefits to match the needs of enrollees, and
better target resources and dollars.

C

reated in 1965, Medicaid is joint federal–state
program that aims to provide health care services
to certain low-income individuals. The federal
government sets broad rules for the program, but states
are generally responsible for its administration and implementation. Eligibility, benefits, and financing vary by state,
and states make use of existing flexibilities, like those
offered through waivers, to tailor their own Medicaid
programs. As a result, no two Medicaid programs are alike.
Looking ahead, the number of people on the program is growing; the diversity of those enrolled is
expanding; the services provided to those who are
enrolled are changing; and spending continues to
trend upward, driving up costs at the state and federal
levels. Competing beneficiary priorities, an outdated
administrative structure, and a flawed financing
model put the program’s future at risk.
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Instead of undermining this federal–state partnership with a one-size-fitsall federal approach, as proposed under various Medicare for All proposals,1
Congress should ensure that states have the necessary flexibility to meet new
and changing demands.2 In addition, Congress should take necessary steps to
address the larger, more fundamental challenges that jeopardize the future
of the program. Specifically, Congress should improve eligibility standards
to protect the program for those who are in need, allow benefits to match the
diverse makeup of enrollees more precisely, and restructure the program’s
financing to target resources and dollars more effectively.

The Basics
Congress created the Medicaid program in 1965.3 The program provides
federal grants to the states to provide health care services to certain low-income individuals.
The costs for providing these services are shared between the federal
government and each state. States must agree to meet certain federal
requirements for eligibility, benefits, and financing and have latitude within
those requirements to administer their own programs. State participation
in the Medicaid program is voluntary, and all states participate.4
Eligibility. Federal rules outline the groups and income thresholds
that states are required to adopt in order to receive federal funds for the
program. These mandatory eligibility groups generally fall into one of four
categories: children, pregnant women, people with disabilities, and people
over the age of 65. Federal rules also outline additional groups that states
can make eligible on a voluntary basis. These optional populations typically are an extension of the federal minimum mandatory standards or for
disease-specific groups. (See Text Box, “Mandatory and Optional Medicaid
Eligibility Groups.”)
An analysis of enrollment based on fiscal year (FY) 2013 data found that
71.1 percent of beneficiaries enrolled in Medicaid were mandatory populations and 28.9 percent were optional populations. Children made up the
largest share of mandatory enrollees (39.6 percent), and adults accounted
for the largest share of optional enrollees (16.1 percent).5
Benefits. The federal government also outlines a set of benefits that
states are required to adopt in order to participate in the program. States are
required to offer these mandatory benefits to both mandatory and optional
populations. Mandatory benefits include services such as physician services,
inpatient and outpatient hospital care, and laboratory services. As with the
eligibility rules, the states may also offer additional benefits and services
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TEXT BOX 1

Mandatory and Optional Medicaid Eligibility Groups
Mandatory Eligibility Groups
l

l

l

l

Poverty-related infants, children, and pregnant
women and deemed newborns
Low-income families (with income below the
state’s 1996 AFDC limit)
Families receiving transitional medical assistance

l

l

l

Elderly and disabled individuals receiving SSI
and aged, blind, and disabled individuals in
209(b) states
Certain working individuals with disabilities
Certain low-income Medicare enrollees (e.g.,
QMBs, SLMBs, QIs)

Children with Title IV-E adoption assistance,
foster care, or guardianship care and children
aging out of foster care

Optional Eligibility Groups
l

l

l

Low-income children, pregnant women, and
parents above federal minimum standards
Elderly and disabled individuals with incomes
above federal minimum standards or who
receive long-term services and support supports
in the community

l

Adults without dependent children

l

HCBS and Section 1115 waiver enrollees

l

Enrollees covered only for speciﬁc diseases or
services, such as breast and cervical cancer or
family planning services

Medically needy

Source: Table 1-1, “Mandatory and Optional Medicaid Eligibility Groups,” in Medicaid and CHIP Payment and Access Commission, Report to Congress
on Medicaid and CHIP, June 2017, p. 5, https://www.macpac.gov/wp-content/uploads/2017/06/June-2017-Report-to-Congress-on-Medicaid-andCHIP.pdf (accessed March 8, 2021).

beyond the federal minimum requirements. These optional benefits include
benefits and services such as prescription drugs, dental services, and physical and occupational services. (See Text Box, “Mandatory and Optional
Medicaid Benefits.”)
An analysis of spending based on FY 2013 data found that:
l

l

47.4 percent of Medicaid spending was on mandatory benefits for
mandatory enrollees,
21.1 percent was on optional benefits for mandatory enrollees,
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TEXT BOX 2

Mandatory and Optional Medicaid Beneﬁts
Mandatory Beneﬁts
l

Inpatient hospital

l

Physician services

l

Outpatient hospital

l

Nurse-midwife services

l

Rural health clinic

l

l

Federally qualiﬁed health center (FQHC)

l

Laboratory and X-ray

l

Nursing facility services (age 21 and older)

l

Family planning services and supplies

l

Freestanding birth centers

l

Home health

l

Medical transportation

l
l

Certiﬁed pediatric and family nurse practitioner services

Tobacco cessation counseling and prescription
drugs for pregnant women

Early and periodic screening, diagnostic, and
treatment (EPSDT) services

Optional Beneﬁts
l

Prescription drugs

l

Eyeglasses

l

Dental services

l

Dentures

l

Intermediate care facilities for individuals with
intellectual disabilities (ICF/ID)

l

l

Services in an institution for mental disease (IMD)

l

l

Clinic services

l

l

Occupational therapy

l

Physical therapy

l

Speech, hearing, and language disorder services

l

Targeted case management

l

Prosthetic devices

l

Hospice services

Other diagnostic, screening, preventive, and
rehabilitative services
Respiratory care services
Home- and community-based services
(HCBS, § 1915(i))

l

Community supported living arrangements

l

Personal care services

l

Private duty nursing services

l

Primary care case management

l

Health homes for enrollees with
chronic conditions

BACKGROUNDER | No. 3604
heritage.org

l

l

l
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l

l

Program for All-Inclusive Care for the Elderly
(PACE) services
Services furnished in a religious, non-medical
healthcare institution

Chiropractic services

Source: Table 1-2, “Mandatory and Optional Medicaid Benefits,” in Medicaid and CHIP Payment and Access Commission, Report to Congress on Medicaid
and CHIP, June 2017, p. 8, https://www.macpac.gov/wp-content/uploads/2017/06/June-2017-Report-to-Congress-on-Medicaid-and-CHIP.pdf (accessed
March 8, 2021).

l

16 percent was for mandatory benefits for optional enrollees, and

l

15.5 percent was for optional benefits for optional enrollees.6

Financing. Federal and state governments share the cost of the Medicaid program. The Federal Medical Assistance Percentages (FMAP) formula
calculates the federal allocation each year for the states based on each state’s
income levels.7 The federal contribution levels range from a minimum of
50 percent to a maximum of 83 percent.8 For FY 2022, 12 states received
the minimum federal match rate of 50 percent, and one state—Mississippi—
received a 78.3 percent rate, the highest federal match rate for FY 2022.9
(See Table 1.)
Beyond the traditional match rate, there are instances in which the federal government assumes a higher share of the costs.10 For example, states
receive an “enhanced” federal contribution for enrollees in the Children’s
Health Insurance Program (CHIP), for able-bodied enrollees made eligible
under the Affordable Care Act, and for other stand-alone services such as
breast and cervical cancer screening and family planning services. States
also receive federal supplemental payments to offset other provider costs.11

Key Trends
Enrollment, spending, and financing trends illustrate how the program
has changed over time.
Enrollment Trends. According to the Office of the Actuary at
the Centers for Medicare and Medicaid Services (CMS), total Medicaid enrollment has grown from 34.5 million in 2000 to an estimated
73.4 million in 2017 and a projected enrollment of over 82 million by
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TABLE 1

Federal Medicaid Match Rate by State, FY 2022
State

Rate

State

Rate

State

Rate

Alabama

72.4%

Kentucky

72.8%

North Dakota

53.6%

Alaska

50.0%

louisiana

68.0%

Ohio

64.1%

Arizona

70.0%

Maine

64.0%

Oklahoma

68.3%

Arkansas

71.3%

Maryland

50.0%

Oregon

60.2%

California

50.0%

Massachusetts

50.0%

pennsylvania

52.7%

Colorado

50.0%

Michigan

65.5%

rhode island

54.9%

Connecticut

50.0%

Minnesota

50.5%

South Carolina

70.8%

Delaware

57.7%

Mississippi

78.3%

South Dakota

58.7%

D.C.

70.0%

Missouri

66.4%

Tennessee

66.4%

Florida

61.0%

Montana

64.9%

Texas

60.8%

Georgia

66.9%

Nebraska

57.8%

Utah

66.8%

Hawaii

53.6%

Nevada

62.6%

Vermont

56.5%

idaho

70.2%

New Hampshire

50.0%

Virginia

50.0%

illinois

51.1%

New Jersey

50.0%

Washington

50.0%

indiana

66.3%

New Mexico

73.7%

West Virginia

74.7%

iowa

62.1%

New York

50.0%

Wisconsin

59.9%

Kansas

60.2%

North Carolina

67.7%

Wyoming

50.0%

SOURCES: U.S. Department of Health and Human Services, Office of the Secretary, “Federal Financial Participation
in State Assistance Expenditures; Federal Matching Shares for Medicaid, the Children’s Health Insurance Program,
and Aid to Needy Aged, Blind, or Disabled Persons for October 1, 2021 Through September 30, 2022,” Federal
Register, Vol. 85, No. 230 (November 30, 2020), pp. 76586–76589, https://www.govinfo.gov/content/pkg/FR-202011-30/pdf/2020-26387.pdf (accessed March 9, 2021).
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2027.12 In 2000, low-income children accounted for 16.1 million, adults
accounted for 6.9 million, individuals with disability accounted for 6.9
million, and elderly individuals accounted for 3.6 million enrollees. (See
Chart 1.)
Enrollment surged among able-bodied adults after passage of the Affordable Care Act (ACA)13 when states were given the option14 and additional
federal funding15 to add a new eligibility group—able-bodied childless adults
with income levels below 138 percent of the federal poverty level (FPL)—to
their programs. Enrollment for this new group grew from 4.3 million in its
initial year to an estimated 13.2 million in 2020.16 By 2027, enrollment of
adults (including the ACA expansion groups) will nearly match the enrollment of children: 29.9 million to 31 million, respectively.17
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CHART 1

Medicaid Enrollment
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SOURCE: Table 2, “Historical and Projected Medicaid Enrollment and Expenditures and Average Federal Share of
Expenditures, Selected Years,” in U.S. Department of Health and Human Services, Centers for Medicare and
Medicaid Services, Office of the Actuary, 2018 Actuarial Report on the Financial Outlook for Medicaid, p. 12,
https://www.cms.gov/files/document/2018-report.pdf (accessed March 9, 2021).
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Spending Trends. As with enrollment, spending on the Medicaid program has climbed sharply. According to the CMS Office of the Actuary, total
spending (federal and state) was $206.2 billion in 2000 ($117 billion federal and $89.2 billion state); estimated at $600 billion in 2017 ($370 billion
federal and $229.9 billion state); and projected to reach $1 trillion by 2027
($624.8 billion federal and $383 billion state).18 (See Chart 2.)
While children and adults make up the largest share of the enrollment, over
half of all Medicaid spending is for services provided for the aged and disabled.
In 2017, the aged and disabled made up 23 percent of total enrollment and
accounted for 53 percent of spending, whereas children and adults made up
78 percent of total enrollment and accounted for 46 percent of spending.19
Most Medicaid spending for services has shifted from fee-for-service
payment to Medicaid managed care plans.20
l

In FY 2007, fee-for-service payments for acute care services such as
physician services accounted for 41 percent of Medicaid expenditures,
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CHART 2

Medicaid Spending
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SOURCE: Table 2, “Historical and Projected Medicaid Enrollment and Expenditures and Average Federal Share of
Expenditures, Selected Years,” in U.S. Department of Health and Human Services, Centers for Medicare and
Medicaid Services, Office of the Actuary, 2018 Actuarial Report on the Financial Outlook for Medicaid, p. 12,
https://www.cms.gov/files/document/2018-report.pdf (accessed March 9, 2021).
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fee-for-service payments for long-term care services such as nursing
homes accounted for 32 percent, capitated payments to managed care
and other health plans accounted for 21 percent, and uncompensated
care payments accounted for 5 percent.21
l

In FY 2017, capitated payments to managed care and other health
plans accounted for 52 percent of Medicaid expenditures, fee-forservice payments for acute care services accounted for 25 percent,
fee-for-service payments for long-term care services accounted
for 20 percent, and uncompensated care payments accounted for 3
percent.22

Financing Trends. With spending and enrollment trending upward,
financing of the program is changing as well. Total Medicaid spending,
federal and state, is expected to reach $1 trillion and 3.3 percent of GDP
by 2027.23
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CHART 3

Average Federal Share of Medicaid Spending
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Expenditures, Selected Years,” in U.S. Department of Health and Human Services, Centers for Medicare and
Medicaid Services, Office of the Actuary, 2018 Actuarial Report on the Financial Outlook for Medicaid, p. 12,
https://www.cms.gov/files/document/2018-report.pdf (accessed March 9, 2021).
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Historically, the average federal share of Medicaid spending has been
57 percent. (See Chart 3) Yet congressional intervention, most notably the
ACA expansion, as well as other temporary boosts such as during economic
recessions and the recent COVID response have shifted the federal share
upward.24 At the same time, Congress routinely postpones the implementation of legislation requiring federal payment reductions (for example, the
ongoing delay of uncompensated care cuts).
State dependence on federal resources is also growing.
l

l

In FY 2000, state Medicaid spending accounted for 19.5 percent of
state budgets,25 of which 56.7 percent was federal funds, 35.5 percent was state general funds, and 7.8 percent was from other state
sources.26
In FY 2020, Medicaid spending made up 28.6 percent of state spending, but of that amount, 62.7 percent was the federal share, 27.3
percent was from state general funds, and 10 percent of funding for
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CHART 4

State Medicaid Expenditures
by Source, FY 2020
SOURCE: Figure 14, “State Expenditures for
Medicaid by Fund Source, Estimated Fiscal
2020,” in National Association of State
Budget Officers, 2020 State Expenditure
Report: Fiscal Years 2018–2020,” p. 57,
https://higherlogicdownload.s3.amazonaw
s.com/NASBO/9d2d2db1-c943-4f1b-b7500fca152d64c2/UploadedImages/SER%20Ar
chive/2020_State_Expenditure_Report_S.
pdf (accessed March 9, 2021).
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Medicaid came from other state funding mechanisms, such as taxes on
Medicaid providers.27 (See Chart 4.)

The Role of Waivers
States are able to make adjustments in their Medicaid programs on an
ongoing basis. The states submit their plans through state plan amendments (SPAs) to the Centers for Medicare and Medicaid Services (CMS) at
the Department of Health and Human Services (HHS) for review to ensure
that their plans meet the federal rules and requirements to qualify for federal matching funds.
Beyond these individualized state plans, states can also request that the
Secretary of Health and Human Services waive certain Medicaid requirements. These waivers offer states additional flexibility to design and tailor
their programs.
Waivers are time limited, typically approved for five years, but can be
and often are renewed.28 Waivers must be budget neutral, which means
that federal costs can be no more than would otherwise have been expected.29 States are also required to submit periodic evaluations and reports to
CMS to ensure that their waivers are meeting the state-specific terms and
conditions set forth in the agreement.
There are several types of waivers: some broad and some targeted.30
Section 1115 waivers allow the Secretary of HHS to waive a wide range of
requirements and are typically viewed as the broadest waivers available to
the states. States use these demonstration and research waivers to experiment with new ways of administering their Medicaid programs.
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Waiver Trends. Waivers, in particular Section 1115 waivers, are used to
advance a variety of initiatives at both the federal and state levels. At the
federal level, Administrations use waivers to advance and emphasize their
own policy goals. For example:
l

l

l

The Bush Administration initiated demonstration waivers to promote
private health insurance for the uninsured and to promote greater adoption of consumer-directed care models, such as cash and counseling;
The Obama Administration used waivers to encourage eligibility and
benefit expansions as well as to test new ways to deliver services; and
The Trump Administration used waivers to encourage those who
could work to work as a condition of receiving benefits and to support
innovative financing arrangements such as block grants and consumer-based health accounts.

At the state level, waivers are being used to make a wide range of changes
in state Medicaid programs. Based on analysis and descriptions by the
Kaiser Family Foundation, as of February 25, 2021:31
l

l

Forty-five states had requested waivers related to behavioral health
services;
Thirty had requested waivers to make changes in targeted eligibility
requirements, such as implementing more frequent eligibility verification;

l

Nineteen had requested waivers for delivery system reforms;

l

Nineteen had requested waivers related to work requirements;

l

l

l

l

Sixteen had requested waivers related to eligibility and enrollment
restrictions;
Fifteen had requested waivers related to managed and long-term care;
Fifteen had requested waivers related to benefit restrictions, copayments, and healthy behaviors; and
Two had requested waivers related to financing of their programs.
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Challenges Ahead
Given its current trajectory, the Medicaid program faces significant demographic, structural, and financial challenges. Competing
beneficiary priorities, a cumbersome and outdated administrative
structure, and a flawed financing model are weakening the foundation of the program.
Competing Beneficiary Priorities. Years of incremental policy
changes have changed the face of the program, and Medicaid’s diverse
makeup creates internal tensions within the program.
Historically, low-income children have been the core of Medicaid and
make up the bulk of the program’s enrollees. Yet changes in eligibility and
funding, especially under the ACA, have resulted in a notable increase in
enrollment among able-bodied adults who can work. The enhanced federal funding to the states for able-bodied adults creates a perverse financial
incentive for the states to focus on enrolling newly eligible able-bodied
adults at the expense of other eligibility groups.
Moreover, as noted, low-income aged and disabled individuals
make up a quarter of Medicaid program enrollment but account for
over half of program spending. This imbalance sets competing priorities for the states, which must decide whether to concentrate their
attention on addressing the needs of the “low-cost” majority or the
“high-cost” minority.
Outdated Administrative Structure. The growing dependence on
waivers for administration of the Medicaid program is a clear indication
that the program’s underlying administrative framework is outdated and
lacks sufficient statutory flexibility.
The waiver process itself is also slow and uncertain. Despite the
recent acceleration of the federal government’s review and approval
process, the process for obtaining, adjusting, and maintaining a waiver
is still cumbersome and time-consuming. In addition, the Biden Administration has taken the unprecedented step of reopening previously
approved waivers to which the states and the federal government had
mutually agreed.32 This action erodes confidence in the process and
leaves states in policy limbo.
Flawed Financing Model. The Medicaid financing model is not ideal.
The program’s open-ended design incentivizes states to expand the size and
scope of their programs. Because there is no cap on total spending under
Medicaid, the more a state spends, the more the federal government is
obligated to pay the state.

BACKGROUNDER | No. 3604
heritage.org



April 14, 2021 | 13

Furthermore, trends in increasing the federal share create a perverse
financial incentive for the states. The ACA enhanced federal funding for
abled-bodied adults, for example, rewards states that enroll newly eligible
able-bodied adults at the expense of other eligibility groups.
As costs grow and other state priorities such as education and public
safety put pressure on state budgets, state dependence on the federal Medicaid dollars becomes much more acute. This leads states to look for ways
to shift costs to the federal ledger, maximizing federal contributions and
minimizing state obligations wherever possible.33

Next Steps
Congress should understand the underlying trends and challenges and
make necessary changes to ensure that the states can adjust to the growing demographic, structural, and financial challenges facing the Medicaid
program. In addition, when appropriate, Congress should look to recent
waivers and government audits to draw on the lessons for reform. Specifically, Congress should consider the following actions:
l

Improve eligibility standards to protect those in need. As enrollment continues to grow, it is imperative that there are appropriate
and accurate eligibility standards to ensure that the program remains
focused on serving those in need. To this end, Congress should:
1. Hold states accountable for improper eligibility determina-

tions. The Office of the Inspector General at HHS has conducted
a series of ongoing state audits and found that some states made
Medicaid payments on behalf of individuals who were not eligible
for the program.34 Congress should conduct better oversight of
these eligibility errors and direct CMS to move more aggressively
to hold states financially accountable for improper eligibility
determinations.

2. Roll back presumptive eligibility expansions and require

more regular eligibility redeterminations. The ACA loosened
certain requirements for determining Medicaid eligibility. Since
then, some states have proactively requested and received federal
waivers to scale back those allowances and have shifted to more
frequent eligibility redeterminations in order to protect against
improper enrollment. Congress should narrow federal presumptive
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eligibility rules and require that the states conduct more regular
eligibility redeterminations to ensure that ineligible individuals are
unenrolled in a more timely fashion.
3. Narrow retroactive eligibility. Current law requires Medicaid

to pay the costs of services provided to a newly eligible individual
retroactively. Broad look-back periods are not consistent with other
welfare program rules. For example, neither food stamps nor housing subsidies operate on such a retroactive basis. While states have
received waivers to curb these look-back requirements, Congress
should tighten the retroactive eligibility requirements statutorily.

4. Strengthen asset test determinations within Medicaid. The

ACA streamlined Medicaid income determination rules. This new
standard, however, does not require an asset test. Stronger asset tests
and enforcement would protect the program for those who need it
most. Congress should add asset test requirements to its eligibility
calculation and require states to enforce such tests more vigorously.

l

Allow benefits to match the needs of beneficiaries more precisely. The changing makeup of the program means that the states
should have the flexibility to tailor their benefits accordingly. To this
end, Congress should:
1. Expand premium support options for beneficiaries. Given the

diverse needs of the Medicaid population, beneficiaries should be
allowed to apply the dollars that otherwise would have been spent
on them through the traditional Medicaid structure to a private
coverage option of choice. While states currently have some flexibility to allow premium support in Medicaid, Congress should remove
burdensome requirements that act as barriers to making it more
widely available to enrollees.

2. Broaden the application of targeted premiums and cost

sharing. Not all Medicaid enrollees are the same. In some states,
eligibility can exceed the federal poverty level. Several Administrations, both Republican and Democrat, have permitted states to
vary premium and cost-sharing responsibilities based on group and
income. Congress should make these options more readily available
without the need for administrative waivers.
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3. Clarify the ability of states to adopt work incentives for

certain eligibility groups. A number of states have requested and
received approval from CMS to put in place work and community
engagement requirements for certain able-bodied enrollees who
can work. The principle behind this effort, which is found in other
welfare programs, is that work promotes the well-being of individuals by encouraging upward mobility and self-sufficiency. Recent
actions taken by the Biden Administration block these efforts.
Congress should act to give states the option to put these types of
work incentives in place for able-bodied adults.

4. Establish a demonstration program for certain beneficiaries.

In both the Obama Administration and the Trump Administration,
HHS waived a series of requirements for certain eligibility groups.
These changes acknowledge that there are differences between
Medicaid eligibility categories. Congress should create a demonstration project that offers states a toolbox of program flexibilities
to tailor benefits more appropriately to enrollees.

l

Restructure the financing to target resources and dollars to
beneficiaries more effectively. Medicaid’s open-ended financing
structure is undermining its fiscal soundness. To keep the program
fiscally sustainable and accountable, Congress should:
1. End state financing loopholes. States are increasingly using

loopholes to maximize the funding of their Medicaid programs.
Congress should curb states’ use of loopholes related to provider
taxes, upper payment limits, and budget neutrality.35 Tamping down
these loopholes and cost shifting at the state level would bring
greater transparency and accountability to the financing of the
program.

2. Reform payments to hospitals for uncompensated care. The

current system to provide supplemental payments to hospitals for
uncompensated care is poorly targeted and insufficiently accountable. To provide greater accuracy and transparency to this funding
process, Congress should separate disproportionate share (DSH)
payments from Medicaid and require that the payments be based
on actual hospital claims rather than the current formula.36
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3. Replace the enhanced match rate with the traditional match

rate. For the newly eligible ACA expansion population, the federal
government reimburses states at no less than 90 percent. However,
for the traditional Medicaid population, which consists of the
disabled, elderly, children, and parents, the federal government
reimburses states at much lower levels that range from 50 percent
to 75 percent. Congress should repeal the ACA’s enhanced federal
funding for the Medicaid expansion, thereby ending the funding
distortion between Medicaid populations that divert limited taxpayer resources from one group to another.37

4. Restructure basic financing and put the program on a more

fiscally predictable budget. As noted, the open-ended nature of
Medicaid’s financing fuels more spending, encourages cost shifting, and perpetuates inequities among the states. Restructuring
Medicaid financing has gained bipartisan support in the past.38
Moreover, with the growing number of states administering their
Medicaid programs through Section 1115 waivers that require the
states to maintain spending under a predetermined cap, states
are accustomed to the concept. Congress should revisit efforts
to restructure the financing of Medicaid through either a per
capita cap or a block grant based on eligibility groups.39 This could
be done broadly across the entirety of the program or targeted
narrowly at the ACA Medicaid expansion.40 Under either of these
arrangements, the financing can be adapted to reflect Medicaid’s
diverse makeup and bring greater fiscal stability, accountability,
and equity to the program.

Conclusion
The Medicaid program is a health care safety net for a diverse group of
low-income individuals with very diverse needs. Eligibility expansions,
competing beneficiary priorities, an outdated administrative structure,
and a flawed financing model are weakening the foundation of the program.
Instead of undermining this federal–state partnership with a one-sizefits-all federal approach as envisioned under various Medicare for All
proposals, Congress should ensure that states have the necessary flexibility
to address the changing demands on their programs.
Congress should also focus on the more fundamental challenges facing
the program, including protecting eligibility for those whom the program
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is intended to serve, allowing benefits to match the needs of beneficiaries
more precisely, and restructuring the program’s financing so that resources
and dollars are targeted more effectively to those who are in need.
Nina Owcharenko Schaefer is Senior Research Fellow in Health Policy in Domestic
Policy Studies, of the Institute for Family, Community, and Opportunity, at The Heritage
Foundation.
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