MEDICAID 101: The Federal-State Health Care Partnership
What is Medicaid?
Medicaid is the largest source of health care funding for the poor in the U.S., serving one in six
Americans or close to 53 million people.1 Medicaid guarantees eligible individuals coverage for
primary, acute and long-term care services. The program is run jointly by the federal and state
governments, with each state administering its own Medicaid program under federal guidelines, and
the federal government contributing more than half of the program’s costs.2
Medicaid is an entitlement program, which means that anyone who meets the stringent eligibility
requirements can enroll in the program and there is no limit on the number of people allowed into the
program.
There are five main categories of eligible people: (1) Children, (2) Parents, (3) Pregnant Women, (4)
People with Disabilities, and (5) the Elderly. Beyond these categories, eligibility is determined based
on financial considerations, with a federally defined income threshold for each group and a limit on
assets.3 States may seek approval through an application to the federal government called a “waiver”
if they want to alter their program in any way that would not meet federal Medicaid requirements.
What is Covered by Medicaid?
Since its early years, the Medicaid program has guaranteed its beneficiaries access to key health
services, including physician services, laboratory and x-ray services, inpatient and outpatient hospital
care, nursing home care and family planning supplies and services.4 Many states have opted to go
beyond federal requirements and provide coverage of “optional” services, such as coverage for
prescription drugs.5 Unfortunately, the recently passed budget law called the Deficit Reduction Act
(DRA) allows states to replace even the traditional Medicaid package with reduced benefit packages
for certain groups.6
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Who Pays for Medicaid?
Medicaid was created in 1965 to serve as the primary health care program for the poor. A partnership
was created between the state and federal governments to allow both to share the financial burden of
the program and to provide health care to the most vulnerable Americans. Because the federal
government commits to paying at least half the cost of Medicaid, the program has a fiscal incentive
for states to extend health care coverage to their low-income residents.
Costs for the program are divided between the federal and state governments based on a matching rate,
called the federal medical assistance percentage or “FMAP.” The FMAP is calculated based on a
formula that uses each state’s per capita income to account for varying degrees of poverty among the
states.7 Wealthier states, which have higher per capita incomes, receive less federal support than
poorer states. Currently, FMAPs range from a minimum of 50% in states like California and New York
to a maximum of 76% in Mississippi.8
States generally may charge a co-payment or insurance premium, known as cost-sharing, to
beneficiaries for the care they receive, including prescription medication. However, traditionally, some
groups and services were exempt from cost-sharing in order to ensure their use of needed health care.9
Unfortunately, the DRA now allows states to impose new or higher cost sharing on most Medicaid
beneficiaries. States may not require cost-sharing for services for mandatory children and pregnant
women. Very significantly, the DRA grants providers the right to deny services or drugs if a
beneficiary cannot pay the cost-sharing amount at the point of service. This individual then not only
faces a loss of care for a particular health need, but also faces the loss of his/her health insurance all
together.
Medicaid Covers More People (and Costs More) When the Economy Is Weak
Medicaid is counter-cyclical, meaning that it expands to cover more people when weak economic
times lead more individuals to become eligible for the program.10 Therefore, as the need grows and
more enter the program, federal financial support also grows. The fact that Medicaid is an entitlement
program has ensured the program’s ability to cover more uninsured, low-income people when the
economy suffers a downturn.11 If the federal government were to provide funding for Medicaid only
through limited amounts of money rather than providing matching funds for all state expenditures
as it does through the FMAP, states would come up short during hard times, and they would not be
able to meet the growing demands during an economic slump.12
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Ways to Expand Medicaid Coverage
States can expand Medicaid coverage in various ways. One way is to raise the income at which people
are eligible.13 States must cover eligible populations (known as mandatory populations) up to a certain
percentage of the federal poverty level. But states can go beyond this level and cover individuals at
higher incomes. Currently, all states go above some federal minimums to cover portions of these socalled “optional” populations. Another way to expand coverage is to streamline the enrollment process
by eliminating the asset test. Even when their income meets eligibility criteria, many individuals do
not enroll because they encounter barriers to enrollment. One such barrier is the asset test, which
counts parents’ ownership of certain assets when determining the family’s eligibility for Medicaid.
Removing this test eases the application process, streamlines and reduces administrative costs and
increases the pool of eligible individuals. In 2004, 21 states had eliminated the asset test for parents.
States may also allow working individuals with disabilities the option of buying into Medicaid.
Under this option, working individuals with disabilities, who because of their earnings cannot qualify
for Medicaid, can pay a monthly premium in an amount equal to the difference between their income
and the maximum income eligibility level set by their state.14 In total, 31 states allow certain
populations to utilize the buy-in option to receive benefits.15
States also may seek permission through a waiver to use federal Medicaid funds to cover more
categories of people then those required by federal law.16 Waivers were designed to let states try
“research and demonstration” to institute projects that “further the objectives of the [Medicaid]
program.”17 Unfortunately, in an attempt to contain costs, many states are now using these waivers to
limit Medicaid enrollment and benefits while increasing the cost to recipients rather than using the
waivers to expand coverage.
Cutting Medicaid Severs the Federal-State Partnership and Hurts Beneficiaries
Recent efforts to cut federal funding to Medicaid could have dire consequences for the program’s
beneficiaries, the majority of whom are women. An inadequate federal commitment exposes these
women and their families to inevitable cuts in coverage or a reduction in benefits at the state level. As
health care costs continue to rise and access to employer-sponsored insurance decreases, the federal
government must continue to carry its fair share of the Medicaid financing burden and stay true to its
historical commitment to this health insurance safety net.
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