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The federal–state Medicaid program is facing 
the possibility of the largest and most con
sequential changes to its funding since its 

 inception in 1965. The American Health Care Act 

(AHCA), H.R. 1628, as adopted 
by the House of Representatives 
on May 4, would replace the cur
rent federal matching program for 
Medicaid with a per capita cap on 
federal funds. This cap would 
limit the growth of these funds 
to the growth rate of the medical 
care component of the Consumer 
Price Index, with an additional 1% 
growth allowed for older adult 
and disabled Medicaid enrollees. 
The Congressional Budget Office 
has projected that this policy 
would result in federal funding 
reductions of more than $800 
billion over the next 10 years, 
equivalent to a 26% reduction in 
federal support by 2026.1 These 
large reductions represent an un
precedented shift of financial risk 
to the states. Missing from the 

debate has been consideration of 
policies that could improve the 
value of the Medicaid program, 
controlling Medicaid spending 
without diminishing coverage or 
quality.

We believe that any Medicaid
reform proposals should be 
grounded in the realities of this 
complex and frequently misunder
stood program. Despite a great 
deal of focus on potential chang
es affecting “ablebodied” adults, 
such people represent a minority 
of Medicaid enrollees and account 
for a relatively small percentage 
of total Medicaid spending (see 
graph). Furthermore, Medicaid has 
generally been a lowcost means of 
providing coverage: riskadjusted 
expenditures for adult Medicaid 
beneficiaries are approximately 

22% lower than expenditures for 
adults covered by private insur
ance,2 and per capita spending 
has grown more slowly in Med
icaid than in either Medicare or 
commercial insurance for the 
past 15 years.3

One opportunity for bipartisan 
compromise in Congress may be 
in the area of flexibility for states 
with regard to Medicaid. Tradi
tionally, states have used Social 
Security Act Section 1115 waivers 
to experiment with approaches 
that do not adhere to federal 
Medicaid rules. In an effort to 
improve the transparency of the 
decisionmaking process regard
ing such waivers, the Affordable 
Care Act (ACA) increased proce
dural requirements for requests 
and renewals, potentially increas
ing the administrative and regu
latory burden for states. Republi
cans have signaled an intent to 
pass reforms that give states 
more flexibility, with less federal 
oversight.
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Although Democrats are un
likely to support f lexibility that 
would, for instance, allow states 
to implement work requirements 
for Medicaid eligibility, many states 
have expressed interest in greater 
leeway on other fronts, such as 
alternative payment models that 
would move Medicaid programs 
away from feeforservice approach
es. Relaxing some federal require
ments could accelerate such efforts 
and make them more effective. 
For example, federal regulations 
impose strict “actuarial sound
ness” requirements for Medicaid 
managedcare plans, requiring 
payment to be closely tied to 
medical utilization data.4 Though 
well intentioned, this focus on 
the volume of services as a basis 
for reimbursement limits states’ 
opportunities to pursue alterna
tive payment models. Flexibility 
that facilitates payment approach
es designed to slow overall spend
ing and improve outcomes may 
be an opportunity for bipartisan 
efforts that could benefit patients 
and taxpayers.

In addition, recent discussions 
about Medicaid have generally 

overlooked the role of longterm 
services and supports, yet almost 
half of Medicaid spending (47% 
in fiscal year 2013) has been de
voted to this area. Historically, 
the incentives created by the pay
ment system for longterm ser
vices have been misaligned with 
care and spending goals, tending 
to favor nursing facilities and in
stitutionalbased care over home 
and communitybased services. 
Conflicting incentives have been 
particularly problematic for the 
11 million dualeligible benefi
ciaries covered through Medicare 
and Medicaid, a group that uses a 
disproportionate amount of long
term services and supports and 
must contend with the fragmen
tation of care that results from 
coverage provided by two separate 
programs.

Several programs have attempt
ed to correct these incentives. For 
example, the Money Follows the 
Person demonstration program 
provides enhanced federal funds 
to help transition Medicaid bene
ficiaries from institutional settings 
to home or communitybased ser
vices. The Program of AllInclu

sive Care for the Elderly (PACE) 
pools Medicare and Medicaid 
funding into a single capitated 
payment, allowing beneficiaries 
to receive a high level of care but 
remain in their communities. 
Other efforts — including waivers 
for home and communitybased 
services, managed longterm ser
vices and supports, and the ACA’s 
dual demonstration projects, which 
aim to integrate care, financing, 
and administration for dualeligi
ble beneficiaries — offer various 
mechanisms for improving pay
ment and coordination among 
these services. Many of these ef
forts are too new to have been 
rigorously evaluated, and the evi
dence of substantial cost savings 
is not robust, in part because the 
programs have not been widely 
implemented. Nonetheless, ad
dressing patients’ needs for long
term services will probably require 
a variety of strategies to support 
patient choice and meet the com
plex needs of populations in vari
ous settings, so continued inno
vation is crucial.

Unfortunately, proposed Med
icaid cuts have the potential to 
exacerbate existing inefficiencies 
in the longterm services market.5 
In particular, since home and 
communitybased services are 
generally classified as “optional” 
benefits, states may opt to cut 
these services when faced with 
reductions in federal support. 
Given the significance of long
term services to Medicaid spend
ing and the vulnerable popula
tions that rely on them, we believe 
that both political parties should 
support policies that focus on in
centives as a mechanism for im
proving and sustaining their value.

Democrats and Republicans 
may also find common ground in 
continued efforts to improve the 

Medicaid Enrollment and Expenditures, by Eligibility Group, Fiscal Year 2013.

Data are from MACStats: Medicaid and CHIP Data Book (December 2016) (  www 
. macpac . gov/  publication/  macstats-medicaid-and-chip-data-book-2).
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integration of physical and be
havioral health care. Integrated 
care models, which allow patients 
to receive primary care and treat
ment for behavioral health con
ditions in the same setting, have 
been associated with improved pa
tient outcomes and, according to 
some studies, lower health care 
spending. These programs are 
particularly salient for the Medic
aid population, which has a high
er prevalence of mental health 
and substance abuse conditions 
than the general population. Bi
partisan support is needed to 
clarify and simplify licensing and 
scopeofpractice requirements for 
various health care professionals 
that currently impede the spread 
of integrated care models.

Both parties should be able to 
support policies that address the 
high cost of prescription drugs. 
Drugs have been an important 
driver of health care costs in re
cent years, with Medicaid spend
ing on prescription drugs increas
ing by 24% in 2014, for example.5 
The Medicaid Drug Rebate Pro
gram, designed to guarantee 
Medicaid a “best price” for pre
scription drugs, has left states 
vulnerable to the high costs of 
brandname drugs with little com
petition. In particular, the rebate 
program limits states’ flexibility 
to exclude lowvalue drugs from 
formularies (potentially restricting 
opportunities for favoring high

value therapies) and provides no 
mechanism for states to negotiate 
lower prices.

Bipartisan efforts to modify the 
rebate program may open up new 
avenues for addressing drug spend
ing. For example, the implemen
tation of valuebased purchasing 
for highcost specialty drugs has 
been hampered by requirements 
imposed by the rebate program 
as well as by a lack of clarity 
about the criteria that could jus
tify targeted coverage policies for 
certain drugs. With bipartisan 
support for implementing value
based purchasing, states could be 
given greater flexibility in deter
mining coverage guidelines or be 
granted waivers that address as
pects of the rebate program that 
impede valuebased purchasing. In 
addition, the federal government 
could consider providing greater 
support for volume purchasing by 
multiple states or revising the drug 
rebate program to create a federal–
state negotiating pool, which 
might provide pricing and rebate 
options that are beyond the cur
rent reach of most singlestate or 
multistate approaches.

A dynamic policy environment 
and the increased role of the 
Medicaid program may stimulate 
a variety of policy proposals in 
the near future. The greatest 
benefits to public health and the 
largest returns on the taxpayer 
dollar will come from an honest 

acknowledgment of the program’s 
successes and weaknesses and the 
pursuit of policies tailored to the 
realities of Medicaid and the pop
ulations it covers.
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to Overtreatment?
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There is wide variation in the 
intensity of treatment for low

risk cancers, and many patients 

are at risk for overtreatment. De
spite 5year survival rates that ap
proach 100% among patients with 

lowrisk differentiated thyroid 
cancer, prostate cancer, and duc
tal carcinoma in situ (DCIS) of 
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