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Summary 

Following the Supreme Court’s recent decision about the Patient Protection and Affordable Care Act 
(ACA), states are deciding whether to implement the ACA’s expansion of Medicaid to adults with incomes 
up to 138 percent of the Federal Poverty Level (FPL). That expansion would increase state Medicaid costs 
for two groups: 

 Newly-eligible adults, for whom states must begin paying a small percentage of health care 
expenses starting in 2017. 

 Currently eligible adults, for whom states must pay their standard share of Medicaid costs. Whether 
or not a state implements the Medicaid expansion, some currently eligible adults will sign-up 
because of the ACA’s individual mandate and new enrollment mechanisms and subsidies in health 
insurance exchanges (HIX). But this “welcome mat” or “woodwork” effect will probably be more 
pronounced in a state that also expands Medicaid eligibility. 

 

On the other hand, state budgets would experience several gains from expanding Medicaid: 

 The federal government would pay a much higher percentage of health care costs for certain 
currently eligible adults. This is especially true if the adults now receive less than full-scope 
Medicaid and if the state designs the expansion so that all adults receive the same benefits. 

 The state could cut its non-Medicaid spending on health care for poor and near-poor uninsured 
adults, who would receive federally-funded Medicaid under the expansion. Examples include 
mental health services and payments to hospitals for uncompensated care. 

 State income and sales tax revenue would increase, since the state would receive more federal 
Medicaid dollars, which would increase total economic activity. A state with insurance premium 
taxes might gain additional revenue. 

 

The balance of costs and gains will depend on each state’s situation. 
 
 
 

Introduction 

In its ruling on the ACA,1 the U.S. Supreme Court held that, if a state does not expand Medicaid to all 
residents with incomes up to 138 percent of FPL,2 the U.S. Department of Health and Human Services 
(HHS) may not terminate federal funding for the state’s entire Medicaid program. As a result, state officials 
in much of the country are now deciding whether to implement the expansion. 
 

For many states, fiscal issues are critically important to this decision. Years of rising Medicaid costs have 
left state officials understandably nervous about the financial risks of any increase to Medicaid eligibility. 
But this particular expansion has unusual features. Some factors would raise state costs, others would 
lessen state budget deficits, and still others could cut either way. 
 

Prior work has used national survey data to estimate the ACA’s fiscal effects on all states.3 Such analyses 
provide an important starting point, but a state seeking to develop a comprehensive fiscal analysis must go 
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beyond the factors that can be evaluated using 50-state data. Further, the most reliable sources of 
information often require an intimate acquaintance with the details of state budgets. Put simply, developing 
a definitive fiscal analysis for a particular state requires analyzing unique, state-specific information 
sources. The goal of this brief paper is aid those efforts by flagging issues for consideration by state-level 
analysts. And unlike earlier work that considered the full range of ACA fiscal effects, this analysis is limited 
to the implications of the Medicaid expansion.4  

 

The paper explores potential effects in four areas: state costs, state savings, state administration, and state 
revenue. Items are presented in logical rather than priority order. In most states, certain items are likely to 
have particularly large fiscal effects,5 but major interstate differences require each state to make its own 
assessment. 
 

Two preliminary comments are important. First, some observers question whether the federal government 
might respond to its own budget problems by reducing federal payments below the levels promised under 
the ACA. Historically, while policymakers in both parties have often proposed cuts to federal matching 
payments for health coverage, the policies that were actually implemented have generally increased 
rather than lowered such levels.6 If federal policymakers depart from this pattern and reduce federal 
funding levels for the ACA’s Medicaid expansion, a state could respond by revoking that expansion. Such 
revocation is easier said than done, of course. But it is far from impossible, especially if the state’s leaders 

lay the appropriate groundwork as expansion is being debated. 
 

Second, this paper identifies potential state fiscal implications, but non-financial considerations are also 
important to policymakers. Nonetheless, money matters—hence this analysis. 
 
 

Factors that could raise state costs 

Two separate factors could increase Medicaid health coverage costs. 
 

1. If we implement the Medicaid expansion, how much will our state spend on newly-eligible adults 

starting in 2017? 

Beginning in 2017, states must pay a small share of such adults’ costs. Officials could estimate the number 
of newly-eligible adults who would receive coverage under the expansion, project their total costs, then 
calculate the state’s share of such costs starting in 2017 as federal funding gradually falls to 90 percent in 
2020 and beyond. 
 

In making this calculation, states need to consider the likely proportion of newly-eligible adults who will 
enroll. Some prior cost estimates have suffered from the unrealistic assumption that every eligible person 
will sign up. A starting point for more realistic estimates may be the state’s current proportion of eligible 
adults who participate. One recent study found that, during 2005-2010, Medicaid enrolled 62.6 percent of 
eligible adults ages 19-64 who lacked private insurance. Participation varied considerably by state, ranging 
from 43.0 percent in Arkansas and Louisiana to 82.8 percent in Massachusetts.7 As explained later, several 
aspects of the ACA should increase overall Medicaid enrollment above previous levels; but childless 
adults, who represent the majority of newly-eligible people, have typically been less likely than other 
beneficiaries to join.8 

 

States also need to consider the average health care costs of newly-eligible adults. Prior research shows 
that newly-eligible adults as a whole are healthier and less costly than current Medicaid beneficiaries. 
Although the least healthy members of this group are the most likely to enroll immediately, federal funds 
will cover all costs during the initial “post-launch” period, when such adverse selection and any effects of 
“pent-up demand” will probably be experienced.9 Moreover, average costs will be high for the newly eligible 
only if healthy adults do not enroll in large numbers, in which case participation levels and total costs will be 
low. 
 

Another factor affecting coverage costs is the generosity of benefits that newly-eligible adults receive. The 
ACA provides that newly-eligible adults qualify for “benchmark benefits.” Guidance from the Centers for 
Medicare and Medicaid Services (CMS) specifies that such benefits can either be the same as what other 
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Medicaid adults receive or include fewer benefits (although the benchmark package must meet certain 
minimum requirements, including coverage of all essential benefits).10

  Of course, the primary consideration 
in selecting covered benefits involves the needs of affected beneficiaries. That said, fiscal consequences 
also matter, and a state would lower projected coverage costs by providing fewer benefits to newly-eligible 
adults than to previously eligible adults.11 On the other hand, differentiating adult benefits would: 

 Increase administrative costs. A state offering differential benefits must: (a) distinguish between 
newly-eligible and other adults; and (b) assess whether adults found to be “newly eligible” have 
health care needs that, under federal law, forbid states from limiting them to benchmark benefits. 
For example, someone who is “medically frail or otherwise an individual with special medical 
needs”12

 must receive standard benefits. Unlike coverage costs for newly-eligible adults, most of 
which will be federally funded, states are generally responsible for paying 50 percent of Medicaid 
administrative expenses. 

 Limit a state’s ability to claim enhanced federal funding. As explained below, a broader benefits 
package could increase the number of current, high-cost beneficiaries for whom the state can 
receive enhanced federal funding as “newly-eligible adults.”13 

 

States would save nothing by limiting benefits for newly-eligible adults from 2014 through 2016, 
when the federal government will pay all their costs. States would thus realize net savings, during 
these first three years, if the newly eligible receive the same benefits as other Medicaid adults. This 
early experience could then inform a state’s assessment of the longer-term costs and benefits of limiting 
newly-eligible adult coverage starting in 2017. 
 

2. If we implement the Medicaid expansion, how much will our state spend on currently eligible 

people who did not previously enroll? 

Whether or not a state implements the Medicaid expansion, states will see increased enrollment among 
currently eligible people, most of whom were previously uninsured. States will be required to pay their 
standard share of Medicaid costs to cover this group. Among other factors, the ACA’s individual coverage 
requirement and the “welcome mat” or “woodwork” effect of creating new subsidies and enrollment 
mechanisms in HIXes will cause a spike in participation.14

 Nevertheless, a state without the Medicaid 
expansion is likely to experience a smaller spike, as noted by the Congressional Budget Office.15

 In 
calculating the resulting cost effects, officials should consider that currently eligible people who have not 
yet signed up have less need for health care, on average, than those who have already done the work 
needed to enroll.16

 

 
 

Factors that could reduce state costs 

A state that expands Medicaid may be able to achieve several types of cost savings. 
 

3. If we implement the Medicaid expansion, how much money can we save by increasing the federal 

matching percentage for beneficiaries who otherwise would receive standard match?  

A. What do we spend, in state dollars, on beneficiaries who: (i) now receive Medicaid that covers 
less than full or benchmark benefits; and (ii) are citizens or qualified immigrants under age 65 
with income at or below 138 percent of FPL? These adults could qualify as  “newly-eligible” if 

we implement the Medicaid expansion. Such beneficiaries may include— 

i. Adults covered under an 1115 waiver that provides less than full-scope Medicaid; 

ii. People who are covered through a Medicaid eligibility category limited to treatment of 

certain diseases (such as breast or cervical cancer); 

iii. People who are covered through a Medicaid eligibility category that is limited to specific 

services (such as through a family planning waiver); 

iv. So-called “medically needy” beneficiaries, who now qualify for Medicaid only after 
incurring medical costs that “spend down” their income to certain levels, but who could 

receive ongoing coverage as newly-eligible adults if we implemented the expansion; 

v. Anyone else?17 
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The ACA lets states cover as “newly-eligible adults” people who qualify for a type of Medicaid under current 
law that provides less than full or benchmark Medicaid benefits.18

  Today, the federal government pays a 
standard share of their costs. But if they were instead covered as newly-eligible adults under an ACA 
Medicaid expansion, they would qualify for very generous federal matching percentages—100 percent in 
2014-2016, gradually declining to 90 percent in 2020 and thereafter. 
 

For example, some women below 138 percent FPL receive Medicaid coverage limited to the treatment of 
breast cancer. The state pays its standard share of Medicaid costs. If the state implements the Medicaid 
expansion, these women would receive full Medicaid coverage as newly-eligible adults, with 100 percent 
federal funding through 2016. The state would not need to eliminate the special eligibility category for 
women with breast cancer; it would achieve savings simply because women under 138 percent FPL would 
receive general Medicaid for adults, without any need to access this special, limited coverage category. 
 

Along similar lines, a state could reduce its spending on medically needy adults without changing the rules 
for medically needy coverage. Adults with incomes at or below 138 percent FPL who, without the 
expansion, would have “spent down” to qualify will instead receive full Medicaid coverage, without any 
need to incur health care charges. The state can claim highly enhanced federal matching funds, since they 
will be classified as newly-eligible adults, receiving full coverage for the first time. 
 

B.  What do we spend on people with disabilities under age 65 who might instead receive     

coverage as newly-eligible adults if we implement the Medicaid expansion? 

CMS has specified that, in a state implementing the Medicaid expansion, disabled, non-elderly beneficiaries with 
incomes at or below 138 percent FPL have the right to choose whether they receive coverage as newly-eligible 

adults or based on disability.
19 All else equal, many beneficiaries would choose the former category to avoid 

the red-tape and inconvenience of demonstrating disability. If a state gives newly-eligible adults the same 
benefits that other adults receive, fewer newly-eligible adults will shift to eligibility categories based on 
disability. As a result, the state could receive enhanced match for more adults with serious health 
problems. A generous benefit package raises costs for all newly-eligible adults, but the vast majority of 
those costs will be federally funded. Moreover, many services that will be important to people with 
disabilities will probably be needed by and covered for other beneficiaries only sparingly. Once all these 
factors are evaluated, many states are likely to conclude that net state savings will result from a benefit 
package that makes coverage as newly-eligible adults appealing to non-elderly people with disabilities.20

 

 

Two final comments are important. First, this analysis could be affected by future CMS decisions about 
how states can claim enhanced federal matching funds for newly eligible adults. Second, recipients of 
Supplemental Security Income (SSI) cannot be covered as newly eligible. In most states, SSI based on 
disabilities automatically confers disability-linked Medicaid eligibility.  
 

C.  If we are a state that, before the ACA, provided Medicaid to all poor parents and all poor  
childless adults, how much do we now spend on childless adults? How much would we              
save by implementing the ACA’s Medicaid expansion, which would gradually raise the      
applicable federal matching percentage for childless adults to 93 percent in 2019 and 90 percent 

in 2020 and later years? 

As a general rule, enhanced match under the ACA is unavailable for adults who would have qualified under 
a state’s 2010 Medicaid program. Applying that rule to states with unusually generous pre-ACA Medicaid 
coverage, however, would deny them federal funding comparable to what less generous states receive. To 
prevent states from being heavily penalized for their generosity, Congress extended enhanced match to 
childless adults, regardless of their status under prior state law, in states that covered all poor adults before 
the ACA. Matching payments for childless adults in these states rise gradually above current levels until, in 
2019 and beyond, they reach the same percentage that applies to newly-eligible adults in other states. 
 

D.  Without the expansion, how much will we spend on former foster care children, whose 
coverage   the ACA requires through age 25? How many of these young adults could instead 

qualify for enhanced federal match if we implement the Medicaid expansion?  

CMS has made clear its view that, aside from the Medicaid expansion to all poor and near-poor adults, the 
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Supreme Court decision left undisturbed the remainder of the ACA as enacted by Congress.21 This 
presumably includes the expansion of Medicaid to all former foster care recipients until their 26th birthdays, 
regardless of income, starting in 2014.22 States will receive their usual Medicaid match for these young 
people, who must be given standard rather than benchmark benefits. If a state implements the Medicaid 
expansion, many if not most of them could instead qualify as newly eligible adults, since they typically earn 
low incomes. Like people with disabilities, former foster care children can choose the category of Medicaid 
coverage they receive; and they are more likely to remain in the low-income adult category, with the state 
obtaining enhanced federal match, if they receive the same benefits, regardless of which category they 
choose.  
 

States’ per capita savings on this group could be considerable. Compared to their peers, former foster care 
children are more likely to have health problems, to be unemployed, to experience homelessness, to work 
in low-wage jobs, and to contract sexually-transmitted disease; many also report mental health problems 
and substance abuse.23 

 

4. How much would the Medicaid expansion reduce the number of uninsured, compared to 
implementing the ACA without the Medicaid expansion? Would that let us cut back current state 
health spending on poor people whom the expansion would shift from uninsurance to Medicaid?  
In effect, can we substitute federal Medicaid dollars for current state or local spending in the 

following areas? 

A. Direct state payments to hospitals and other safety-net providers to fund uncompensated care 

for the uninsured 

The level of state savings will depend on officials’ goals for the overall financial support that hospitals 
receive from all payors. Most states are likely to reduce their payments for uncompensated care by less 
than the hospitals’ net increase in reimbursement from the Medicaid expansion. If states take such an 
approach, hospitals would receive more total funding than without the Medicaid expansion, and the state 
would still save money on its own uncompensated care costs. A state-specific cost estimate would need to 
assume a particular balance between gains realized by hospitals and costs saved by the state. 
 

B. Indirect state payments for uncompensated care 

In some states, General Fund dollars pay for health care received by very poor, uninsured, childless adults. 
Such coverage could be replaced by Medicaid, funded almost entirely with federal dollars, in a state 
implementing the ACA’s Medicaid expansion. Even before 2014, with the federal government paying no 
more than its standard share of Medicaid costs, Minnesota saved General Fund dollars while improving 
access to care by converting its indigent care program into partially-federally-funded Medicaid.24

 

 

In other states, localities fund uncompensated care by operating public hospitals or “general relief”-type 
health programs. States typically help localities absorb these costs by providing local aid, granting localities 
revenue authority, or other mechanisms. If localities need fewer resources to fund indigent care, state 
support for localities could be reduced proportionately, so the state and its localities shared in the reduced 
cost of uncompensated care. A similar result could be accomplished through state legislation requiring 
each locality to pay the state a portion of its increased federal Medicaid revenue resulting from the 
expansion. Such legislation could be structured so that both the state and localities benefit, compared to a 
policy with neither the Medicaid expansion nor the local payments. A state-specific cost estimate would 
thus need to assume a particular balance between state and local gains. 
 

C. Spending on behavioral health services for low-income residents 

States typically devote significant resources providing mental health and substance abuse treatment to 
needy residents, including many uninsured, poor adults. On average, General Fund dollars pay for more 
than 40 percent of mental health spending controlled by state mental health agencies, according to the 
most recent available estimates.25

 If uninsured, poor adults received Medicaid coverage, many of their 
behavioral health care costs could be shifted from states to the federal government. 
 

In calculating the resulting state savings, officials need to understand that some behavioral health services 
fall outside Medicaid’s permitted scope. For example, Medicaid typically does not cover care furnished in 
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mental hospitals for adults, and some substance abuse treatment may fall outside Medicaid’s purview. A 
state budget analysis could thus benefit from a conversation between state Medicaid officials and leaders 
within the state’s mental health agencies. That said, states in the past have shifted significant behavioral 
health costs to Medicaid;26

 such shifts could be substantially larger if a state implements the ACA’s 
Medicaid expansion. 
 

As with uncompensated care payments, the level of savings will depend on whether policymakers want 
their state’s mental health and substance abuse treatment system to receive additional resources. State 
officials must decide whether (a) to cut state spending, dollar for dollar, based on the amount of new 
federal Medicaid funds received for behavioral health services; or (b) to use some of the new federal 
dollars to strengthen behavioral health systems. Many such systems have experienced severe budget cuts 
in recent years;27

 some policymakers may want to use at least a portion of the new federal Medicaid dollars 
to restore the most harmful of those cutbacks. 
 

D. Public health services 

Some state- and locally-funded public health programs provide uninsured residents with preventive health 
care (including immunizations and screenings) that could instead be covered by Medicaid. A state 
implementing the Medicaid expansion would thus lessen the need for public health services, allowing the 
state to cut its funding without reducing the public’s receipt of preventive care. 
 

Alternatively, a state could cut its funding of public health by less than the amount of increased Medicaid 
payment for preventive care services, preserving some of the state’s cost savings while allowing public 
health programs to share the gains that result from a new infusion of federal funds. 

 

E. Social services and mental health care for low-income parents 

States spend significant sums providing low-income parents with social services. These services include 
efforts to prevent or remedy child abuse and neglect. If Medicaid expanded to cover all poor and near-poor 
parents, some of these state-funded costs could be paid by federal Medicaid dollars. In quantifying 
potential state savings, however, officials need to identify current General Fund spending that occurs in the 
context of other federal programs; some such spending constitutes required “state match” for federal social 
welfare programs, which cannot be replaced by federal Medicaid dollars. 
 

F.  Anything else?28 

 
 

 

Cost effects that could cut either way 

5. How will our administrative costs be affected by implementing the Medicaid expansion?29
 

A. How many additional applications would we receive? How much would it cost to process those 

applications? 

As noted earlier, the ACA is likely to increase the number of applications that must be processed by 
Medicaid, whether or not the state implements the Medicaid expansion. But implementing the expansion 
should further raise that number. 
 

In estimating the cost to process each additional application, officials need to consider several ACA 
policies. First, the ACA’s more automated approach to eligibility determination would replace some 
caseworker time with computerized data exchange.30 Second, future eligibility determination that involves 
automated systems developed with the aid of 90 percent federal funding can later receive 75 percent 
federal match for operational expenses, rather than the standard 50 percent match for Medicaid 
administration.31

 Third, some of the work required to process Medicaid applications may be done by the 
HIX or by an eligibility service that Medicaid and the HIX share, which could reduce the work required of 
the state Medicaid program. Fourth, if the state decides that a federally facilitated HIX will determine 
Medicaid eligibility, the HIX pays all administrative costs of such determinations32

 (although obviously this 
decision has implications that go far beyond administrative costs). 
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B. If we implement the Medicaid expansion, how many fewer fair hearings would we conduct? How 

much would that save in state administrative costs? 

Without the Medicaid expansion, many consumers with incomes below 100 percent FPL will seek coverage 
at the HIX and ultimately be found ineligible for both HIX subsidies and Medicaid. The Medicaid program 
will need to send them notices of adverse action, including an explanation of their right to a fair hearing 
challenging the eligibility denial. Any resulting fair hearings will generate administrative costs, 50 percent of 
which will be paid by the state. 

 
 

Revenue effects 

6. If we implement the Medicaid expansion, would the state’s receipt of more federal Medicaid 

dollars generate economic activity that increased state revenue? 

Primarily using new federal dollars, the Medicaid expansion would increase the volume of health care 
goods and services bought within the state. With more revenue, companies and individuals working in the 
health care sector would buy other goods and services, much of it within the state’s borders. 
 
This economic activity would increase employment and boost state revenue, either through state income 
taxes, sales taxes, or other general revenue mechanisms. For example, Arkansas officials estimate that, 
with the Medicaid expansion, Arkansas’s receipt of new federal health care dollars under the ACA would 
increase state revenue by $254 million from 2014 through 2021.33

 

 
At the national level, the economic benefits of increased spending on health coverage are offset by the 
economic disadvantages of the mechanisms used to fund such spending. Just as new Medicaid spending 
and subsidies in the HIX increase demand for health care, so aggregate demand is reduced by ACA 
policies that slow Medicare spending growth, tax health care industries (such as insurers and device 
manufacturers), increase Medicare payroll taxes for families earning more than $250,000 a year, etc. 
 
At the state level, the calculus is quite different. With or without a Medicaid expansion, a state’s residents 
and businesses will experience the economic drag that results from funding coverage in other states. With 
a Medicaid expansion, however, the state’s residents also receive the full economic and fiscal benefits of 
coverage expansions, financed by taxpayers elsewhere. 

 
7. Do we have an insurance premium tax, a health care claims tax, or another industry-specific tax 

that would produce more revenue if additional residents received Medicaid coverage? 

For example, some states apply insurance premium taxes to payments that certain health plans receive 
from Medicaid. If the Medicaid expansion boosts enrollment in such plans, premium tax revenues increase. 
Georgia’s Department of Community Health estimates that, due to higher Medicaid and CHIP enrollment, 
full ACA implementation would raise the state’s premium tax revenues by more than $70 million a year, 
once the law’s effects are fully felt.34 
 
From one vantage point, such premium taxes simply increase the amount that Medicaid must pay the 
affected health plans, some of which is taken from the state General Fund. But with the ACA’s Medicaid 
expansion, the vast majority of such increased payments—hence the vast majority of new premium tax 
revenue—will come from the federal government. 

 
 

Conclusion 

To fully analyze the fiscal consequences of implementing the ACA’s Medicaid expansion in a particular 
state requires careful investigation. Not all cost and revenue factors are capable of decisive estimation, but 
comprehensive research and analysis can go a long way towards defining a range of likely costs, savings, 
and revenue effects. A thorough fiscal analysis that takes into account the factors listed here could help 
state officials make well-informed decisions about whether or not to implement the expansion. 
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