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While there is much talk about Rep. Paul Ryan’s current proposal to make Medicare into a voucher 

program, little-noticed movements have been growing in certain states to make a similar move with 

respect to Medicaid. From Texas to Mississippi to Minnesota, some legislators and governors have 

expressed interest in transforming their Medicaid programs from publicly-provided health coverage 

which is guaranteed to qualifying beneficiaries, to a voucher program that provides funds, possibly 

limited in nature, which certain impoverished people could use to help purchase private coverage. 

What impact would such a transformation have on states, and on the children who comprise nearly 

half of Medicaid’s beneficiaries? 

 

We do have relevant data to help answer these questions. The state of Indiana, in a waiver it 

received in 2007, sought to promote personal responsibility among beneficiaries and provide a 

private market solution to the problem of affording coverage for low-income Indianans.1 

Unfortunately, the evidence from Indiana suggests that, rather than offering expanded access to 

necessary benefits, the strategy of using Medicaid funds to help impoverished Americans purchase 

private coverage will likely result only in reduced benefits and higher costs for both states and 

beneficiaries. Healthy Indiana Plan (HIP) enrollees are, and continue to be, both sicker and poorer 

than regular, privately insured Indianans. None of the available evidence suggests that providing 

HIP enrollees with state-subsidized, high-deductible private plans, as opposed to Medicaid coverage, 

has resulted in better or cheaper outcomes for either the state or HIP enrollees than they would 

have had under Medicaid.2 

 

MEDICAID AND THE ISSUE OF PROVIDER REIMBURSEMENT 

 

Medicaid – the federal/state health insurance program for certain low-income Americans – is a 

crucial source of coverage for children. It provides a crucial and indispensible public safety net for 

low-income Americans. Medicaid allows beneficiaries to see providers more readily than if they were 

uninsured.3 It provides prenatal care and coverage for nearly half of all births in the United States, 

                                                 
i
 Portions of this paper are derived from Laura D. Hermer, Medicaid, Low Income Pools, and the Goals of 
Privatization, 17 GEO. J. ON POVERTY L. & POL’Y 405 (2010). 
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and provides financial access to a comprehensive spectrum of both preventive and acute care for 

over one-third of all children nationwide.4 It is designed not only to help ensure that low-income 

children get the medical screening and preventive care they need to have a healthy start in life, but 

also so that eligible children and adults whose families lose employer-sponsored coverage – a 

particularly relevant consideration in today’s economy – can obtain ready, reliable, and retroactive 

coverage in the event of medical need. Because of Medicaid’s comparatively expansive baseline 

eligibility for children – the fruit, in large part, of Reagan-era federal expansions – children’s health 

coverage increased during the 2007-2009 recession, even while adult coverage plummeted.5  

 

Yet some claim that exchanging the certainty, stability, and benefits of Medicaid coverage for 

vouchers for private coverage would be a good thing. Increasingly, they claim, physicians don’t want 

to accept new Medicaid patients. Additionally, they add, when Medicaid patients do manage to 

obtain care, they experience worse outcomes than privately insured patients, or even than uninsured 

patients.6 Consequently, they conclude, it would be better to provide Medicaid beneficiaries with 

vouchers to help them purchase private coverage, rather than providing them with Medicaid 

coverage.7  

 

These claims assume that the relevant variable is private coverage. Studies suggest, however, that the 

relative generosity with which plans reimburse providers accounts for many of the findings in 

question, rather than the nature of the coverage in question. If this is true, then it suggests that, all 

else being equal, similar results could be obtained in traditional Medicaid programs by raising 

reimbursement rates. 

 

This is borne out in the history of the program. When Medicaid was first enacted in 1965, the 

Johnson Administration sought to ensure that the poor could access health care “with equal dignity 

and through similar channels as the medical care of other members of the population.”8 It therefore 

sought robust health care provider participation through encouraging states to adopt generous 

reimbursement structures. States that complied saw substantial provider participation in Medicaid. 

However, they also saw a correspondingly rapid escalation in costs.9 

 

Medicaid physician reimbursements rose fivefold between 1965 and 1969.10  Both states and the 

federal government were alarmed by these rising costs, and sought to bring them in check. For 

Medicaid’s first two decades, a number of states tried to control costs by changing their 

reimbursement structures.11  Some states, like California, obtained waivers that allowed increased 

cost sharing with beneficiaries.12  Others turned to fee schedules.13  Eventually, many states started 

employing managed care programs.14 And as reimbursement for Medicaid patients fell relative to 

that of patients with other third party sources of payment, doctors and hospitals increasingly sought 

to avoid caring for Medicaid beneficiaries.15
 

This continues to be the case today. Numerous studies document that one of physicians’ primary 

complaints about Medicaid is the comparatively low reimbursement that most states offer, but 

additionally include other factors such as physician practice type, inordinate payment delays and 
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denials, higher prevalence of capitated managed care, and excessive paperwork.16 Consequently, 

many physicians are more likely to accept new privately insured patients than Medicaid patients.17 

 

Yet none of these problems is inherent to Medicaid. As discussed above, Medicaid once did, and 

could again, pay providers a rate comparable to what they would receive either from Medicare or 

from private insurers. States could require the entities that administer their Medicaid programs to 

follow prompt payment laws and give providers either a private right of action or impartial review 

process for failure to follow the law.18 They could simplify and reduce paperwork. All of these steps 

are well within state competence, and none would require shifting Medicaid coverage to the private 

sector. Paying providers at a higher rate would, however, require spending more money on Medicaid 

– a step that would, as we will see below, almost certainly be required as well if states wanted instead 

to turn to private health insurance plans to cover Medicaid beneficiaries. 

 

ATTEMPTING TO DO IT ALL: CAN A STATE PRIVATIZE COVERAGE, CONTROL COSTS, AND 

EXPAND OR RETAIN COVERAGE AND ACCESS, ALL AT THE SAME TIME? 

 

If Medicaid provided vouchers for private coverage, would it be able to offer less costly but 

otherwise comparable benefits, more generous provider reimbursement, and either expanded 

coverage or fewer tax dollars expended, as suggested by some proponents? If so, then it would seem 

desirable to shift to a voucher system.  

 

All else being equal, plans that reimburse providers more generously than Medicaid necessarily cost 

more, unless they restrain costs through other means. People have theorized that private health 

insurance plans, if given the right opportunity, would work more efficiently and effectively than our 

present system. A number of states have put this to the test in the case of Medicaid. One of these 

states, Indiana, in fact offers private subsidies for purchasing private coverage to certain low-income 

uninsured adults, rather than offering them traditional Medicaid. Through the Healthy Indiana Plan 

(HIP), beneficiaries who otherwise would not be able to afford coverage get it, health care providers 

get reimbursed at Medicare rates rather than at the generally lower Medicaid rates, and the state – at 

least according to its original plan – is supposed to pay less than it would if it offered the 

beneficiaries traditional Medicaid coverage.19   

 

One problem, however, is that while HIP uses a large amount of the funds that would otherwise be 

allocated to uncompensated care, it covers only a tiny minority of the state’s uninsured population. 

Indiana originally contemplated covering approximately 127,000 of the state’s estimated qualifying 

560,000 uninsured individuals with its program.20  Yet, in actual practice, HIP covers far fewer 

people: at the end of 2009, only 45,460 people, or 5% of the state’s uninsured population at that 

time, had coverage through HIP.21  

 

Many Indianans who have no coverage or insufficient coverage will of course still need health care, 

and many will turn to traditional safety net providers for it. Yet now there is less money available to 
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help public hospitals and other safety net providers to offset those costs.  Indiana’s disproportionate 

share hospitals agreed to forego $50 million in DSH payments to help fund HIP, a sum amounting 

to 40% of the supplemental payments the hospitals would have received.22 But HIP covers only 

about 5% of Indiana’s uninsured population, as just mentioned. The trade-off the public hospitals 

made is only reasonable if the 5% who are able to take up HIP coverage would have incurred more 

than $50 million in uncompensated health care costs at the safety net hospitals, or if any remaining 

difference is made up through providing compensated care to HIP enrollees who obtain their care at 

a safety net hospital. The actual impact of HIP on safety net hospital revenues does not appear to 

have been studied, although one study of the health care safety net system in metropolitan 

Indianapolis suggests that the diminution of DSH funds by HIP, among other issues, is increasing 

the financial strain on these providers.23 

 

Additionally, rather than directly funding care, the money subsidizes a premium payment to a third 

party, which comes with its own administrative and marketing costs and profit margin to consider.  

Private HIP plans must limit their administrative costs and profit to 15% of funds that the state 

appropriates for the program.24 Studies evaluating the cost-effectiveness of existing public versus 

private health coverage programs have found, in each case that the public programs cost less to 

administer – approximately 3% for Medicare and 3 to 5% for Medicaid, while administrative 

expenses for private insurance run approximately two and a half times as high as those of the public 

programs.25  Lower administrative costs free up more money with which to pay for care.26  This 

translates across borders: countries with single-payer coverage, such as Canada, for example, spend 

far less than the United States to administer their coverage systems.27 

 

The extra costs of private coverage translate into fewer people covered with less generous benefit 

packages that cost more money, as compared with simply providing coverage under the state’s 

regular Medicaid plan.  Indiana’s HIP, for example, serves non Medicaid-qualifying parents and a 

limited number of childless adults earning up to 200% FPL.28  HIP offers benefits “similar to the 

State of Indiana employee benefits plan” (though it excludes maternity, vision, and dental benefits, 

among others), with a $1,100 deductible for individuals, a maximum annual benefit of $300,000, and 

a lifetime benefit of $1 million.29  To help meet the deductible, participants are required to 

contribute between 2% and 4.5 – 5% of their gross family income to a health savings account, with 

the state paying the remainder.30  According to one study, 10% of HIP beneficiaries lost their 

coverage because they failed to make their required contribution to their health savings account in 

the first month.31 

 

In its original application to CMS to start HIP, Indiana estimated that the cost to the state of 

providing HIP to a parent in the first year of the demonstration would be $336 per month, with an 

additional 2 to 5% of the parent’s gross income added to the sum (between $0 and $85.83 per 

month).32 To provide the parent with a much richer benefit plan under regular Medicaid, including 

maternity and vision care, and medical transportation costs, with only nominal out-of-pocket costs 

and no maximum annual or lifetime limits on coverage, would, according to Indiana’s own 
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estimates, cost the state only $359.33  Thus, if one includes the parent’s out-of-pocket expenses, 

Indiana anticipated that it would cost slightly less overall to provide the parent with the richer 

regular Medicaid benefit package. 

 

Yet Indiana’s actual experience has been even more extreme.  According to the most recently 

available data, an average HIP enrollee who did not have a history of cancer, HIV/AIDS, 

hemophilia, organ transplant or aplastic anemia, cost the state $412.54 per month between January 

and August 2009, as compared to adult Medicaid managed care enrollees, who each cost $350.31.34  

HIP enrollees with cancer or another of the listed medical conditions are placed in a separate 

enrollment group and cost far more: $1,007.02 per month per patient, on average.35  Yet Medicaid 

enrollees with HIV, cancer, and other conditions are included in the group who cost $350.31 per 

month. Accordingly, the state has ratcheted back on HIP participation by non-caretaker adults, who 

tend to be older and have more chronic diseases and other illnesses than HIP parents.36 As of July 

31, 2010, the number of non-caretaker adults with coverage through HIP had been reduced by 

nearly 10,000 to 18,284, with over 51,000 on a waiting list.37  

 

It is difficult to justify spending so much more for HIP coverage than it would cost to provide 

comparably more generous benefits under Medicaid, yet those were, remarkably, not the only costs 

expended under HIP:  many beneficiaries had to contribute up to 5% of their income to help fund a 

health savings account intended to cover the $1,100 deductible.38  These out-of-pocket costs may 

act as a barrier to participation for parents, who tend to have comparatively better health status than 

the HIP non-caretaker participation: as of June 2009, only 18,017 parents had taken up coverage – 

less than half of HIP’s target for the year.39  

 

This is not to say, however, that HIP parents do not need health care – their health status is worse 

than that of people with regular private coverage.40 HIP parents, like non-caretaker HIP adults, used 

comparatively more health care than the regular, privately insured population. A study by Milliman 

found that HIP parents had more than 1.6 times as many inpatient hospital visits as the regular, 

privately insured population, and 2.8 times as many emergency room visits.41 

 

Providing an entire state’s Medicaid population with coverage such as that offered under HIP would 

be far more expensive to a state, despite the limited benefits package. To remove HIP’s annual and 

lifetime limits on expenditures, and include basic benefits not included under HIP, such as maternity 

care for women and the expansive care for children offered through Medicaid’s Early Periodic 

Screening, Diagnosis and Treatment (EPSDT) program, would add substantially to those costs. 

Holding costs down would require even stricter limits on eligibility, services, and benefits than those 

already extant under HIP. The net effect of such limits would be to transfer the cost of health care 

from states to their impoverished and most vulnerable residents, including the one out of every 

three American children who currently receive their coverage through Medicaid.  

 

CONCLUSION 
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Proposals to change Medicaid into a voucher program make little sense if their goal is to subsidize 

the purchase of private coverage that will then afford recipients expanded ease of access to 

providers and adequate benefits. With relaxed standards and scarce dollars going not towards 

coverage but towards marketing, profit, and other extraneous matters, Medicaid would lose the 

characteristics that have made it the most important piece of America’s safety net. The taxpayer 

dollars that fund Medicaid should be used to provide care for beneficiaries, rather than providing 

profit to private plans. 
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