Reform Medicaid’s Flawed Funding Formula

Republicans have a chance to repair a federal program that is
being gamed by states and isn’t helping the neediest.
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Medicaid is broken, and Republicans in Washington and in state capitals have an
opportunity to fix it. President Trump has pledged to protect the program, in part by
cutting waste, fraud and abuse. The House budget target would reduce the growth of
federal Medicaid payments over the next decade from $2 trillion to $1.2 trillion. That is a
good start. Medicaid wastes enormous amounts of taxpayer money as states use it to
reward politically powerful healthcare providers.

Republicans in Congress must tackle a funding formula that disadvantages Medicaid’s most
vulnerable patients and encourages states to game the program. Designed as a safety net
for low-income children, pregnant women, seniors and the disabled, Medicaid has become
a political piggy bank. Many states no longer bother with serious budgeting because it is so
easy to receive federal Medicaid money.

Much of the trouble dates to 2014, when ObamaCare expanded Medicaid to able-bodied
working-age adults. Historically, Washington paid about 60% of the bill for Medicaid, with
states paying the rest. Today, Washington pays more than 70% of Medicaid’s costs. One
reason is that those brought into the program through expansion receive 90% federal
funding. That led Medicaid’s improper payment rate to quadruple. States make money
when they enroll people in the expansion and lack incentives to make sure enrollees are
eligible.

President Biden made things worse by making it harder for states to remove ineligible
recipients and implementing policies that encouraged states to seek more federal Medicaid
money. Over the past decade, the program made about $1.1 trillion in improper payments,
according to a paper | wrote with Rachel Greszler of the Economic Policy Innovation
Center. The Congressional Budget Office projects federal Medicaid spending will be $1.2
trillion higher over the next decade than when Mr. Biden entered the Oval Office.

One big problem is that federal Medicaid payment policy discriminates against the most
vulnerable—the people it is meant to serve. The federal Medicaid rate for able-bodied,
working-age adults is 30 percentage points higher than the average rate states receive for
children, pregnant women, seniors and the disabled. That hurts those who need Medicaid
the most. Research shows that the ObamaCare expansion diverted Medicaid resources from
children and the disabled. Another study found that after the expansion, Medicaid enrollees
were one-third less likely to obtain doctors’ appointments. Able-bodied working-age adults
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were taking appointment slotsthat before had gone to traditional Medicaid recipients. As a
result, traditional Medicaid recipients often headed to emergency rooms for routine
services.

Congress should pay states the same percentage for able-bodied working age adults that
they do for traditional enrollees, a reform proposed by President Obama in 2012. A reform
proposed by the Paragon Health Institute would equalize federal Medicaid payment rates
and move nearly half of Medicaid expansion enrollees to a subsidized exchange plan.

A Paragon-commissioned poll found that nearly 70% of Americans support this reform.

Congress should ensure that states appropriately contribute to Medicaid costs by
addressing their rampant gaming of the federal system. One of many such schemes: States
tax healthcare providers and then use the revenue to fund hefty Medicaid payments to the
same providers. Those payments trigger large federal Medicaid matching funds. The
providers, who lobby for the tax, win thanks to higher payments. The states win, too,
because the federal government foots the bill.

In many states, Medicaid is now paying some providers two to three times Medicare rates,
a trend that will eventually jeopardize seniors’ access to care. More than 80% of Americans
oppose Medicaid paying more than Medicare.

Medicaid abuse breeds corruption: Politically powerful healthcare providers enjoy
windfalls, while states focus on maximizing federal Medicaid dollars instead of
administering needed care. In 2023, Mr. Biden approved a California tax scheme that
brought in federal funds for the state to expand Medicaid to illegal immigrants and have
Medicaid cover long-term care for the Golden State’s wealthiest residents. Other states
have followed California’s lead.

When he was vice president, Mr. Biden called Medicaid provider taxes scams and
recommended ending them. Presidents Bush, Obama and Trump all proposed limits.
Congress should abolish Medicaid provider taxes and cap Medicaid payments at no more
than Medicare rates.

Congressional Republicans should make Republicans and Democrats in state capitols
scrutinize their spending and not treat Medicaid as a piggy bank. Responsible federal
Medicaid reform will lead to more responsible state governing.
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