policy brief

FAMILIES AT RISK:
IMPLICATIONS OF A GLOBAL CAP ON
CONNECTICUT’S FEDERAL MEDICAID FUNDING

SUMMARY OF FINDINGS

 The state of Connecticut has indicated a willingness to accept a global cap
on federal funding for its Medicaid program. A global cap would establish
a pre-determined limit on federal funding for a five-year period and funda-
mentally alter the financing structure of the Medicaid program.

« Under a global cap, the state would be at 100 percent risk for any increas-
es in enrolliment or unanticipated increases in health care costs.
Connecticut’s per capita Medicaid costs are among the highest in the
nation. The state also would have to pay 100 percent of the costs of
program improvements such as restoring parents who lost coverage or
increasing provider reimbursement.

¢ Connecticut’s average annual Medicaid expenditure growth is one of the
lowest in the nation. This makes it more likely that the formula devised to
establish a global cap will provide inadequate federal funding for the
growing health care needs of Connecticut’s residents over time.

* To date, no state has accepted a global cap on its entire Medicaid program.
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OVERVIEW

Last year’s budget implementer authorized the state to
seek a federal Medicaid waiver with premiums,
co- payments and benefit reductions that would have
significant effects on Connecticut’s children and
families.' The budget implementer did not address the
question of how Medicaid’s financing structure might
change under a federal waiver. Recently, the
Department of Social Services (DSS) submitted a
concept paper outlining its plans for the Medicaid
waiver to the agency of the federal government
(Centers for Medicare and Medicaid Services or CMS)
that negotiates and approves Medicaid waivers. The
plan suggests that the state may consider a global cap
on Connecticut’s federal Medicaid funding. This brief
examines what such a cap would mean for

Connecticut.>

HOW IS MEDICAID FINANCED TODAY?

Connecticut’s Medicaid program is an open-ended
federal-state matching program. Like Medicare,
Medicaid is an entitlement program that guarantees
health coverage to all eligible enrollees. In exchange
for following federal rules governing the program.,
the federal government guarantees that it will provide
matching dollars for all state expenditures.
Connecticut’s regular matching rate is 50 percent —
meaning that the federal and state governments share
equally in the cost of providing services. Under
Medicaid’s current financing structure, federal reim-
bursement rises and falls in accord with the state’s

own Medicaid expenditures.



HOW WOULD THIS CHANGE UNDER A WAIVER?

States entering into a Section 1115 Medicaid waiver agreement with the

federal government must always negotiate a budget neutrality agreement.

Ty

Budget neutrality is an administrative requirement that the federal

government typically requires to ensure that it spends no more under a waiver than

the federal government would have spent without a waiver.

Budget neutrality can be calculated in different ways. In
the past, budget neutrality has typically been determined
by establishing a per capita cap. Per capita caps estab-
lish a per-person limit on federal spending — thus there is
no overall limit on federal spending as spending remains
linked to changes in enrollment.” Recently several states

WHAT IS A GLOBAL CAP?

have agreed to impose a global cap on elements of their
Medicaid programs.* To date, however, no state has
agreed to a global cap on its entire Medicaid program,
yet this appears to be currently under discussion with
Connecticut and a few other states.

HOW WOULD A GLOBAL CAP IMPACT CONNECTICUT?

A global cap sets a pre-determined
ceiling on the amount of federal

funds that the state will receive for as

part reflects high health care costs in

long as five years. The program
would no longer operate under the
matching fund structure that exists
today, which guarantees federal
matching funds for all state expendi-

tures. While the base amount estab-

Connecticut’s per-person Medicaid
costs are among the highest in the
nation. This high level of spending in

Connecticut, but most especially
reflects high per capita costs for the

elderly. As Figure 1 illustrates,
the
nation for per capita spending for

Connecticut ranks second in

Medicaid beneficiaries and first in

the nation for spending on elderly
beneficiaries.
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Connecticut’s Medicaid Expenditures Per Beneficiary, by Category, 2001
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As a result, Connecticut’s overall Medicaid expenditures are characterized by a relatively high proportion of spending on
the elderly as compared to other beneficiary groups.

Should a cap be imposed on federal spending, these high health care costs would no longer be shared with the federal
government once the cap is reached. In addition, a cap that does not accommodate Connecticut’s growing health care
needs will force the state to make very hard choices among the competing health care needs of the various Medicaid ben-
eficiary groups.

Figure 2

Connecticut vs US Medicaid Expenditures (2001)
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UNDER A GLOBAL CAP FORMULA, CONNECTICUT’S GROWTH

FACTOR IS LIKELY TO BE LOW

US Medicaid Expenditures

Negotiations with CMS will focus on
two components of a global cap — a
base amount and an inflationary
increase or growth factor. Typically a
state’s growth factor is based on his-
torical levels of expenditure growth
in a state’s Medicaid program. State
Medicaid expenditure growth usual-
ly fluctuates very widely, but in
Connecticut these expenditures have
consistently grown at very low levels.
1998 and 2002,

Connecticut’s Medicaid expenditures

Between

grew at the lowest rate in the nation.
As Figure 3 shows., Connecticut’s
Medicaid expenditure growth over a
recent ten-year period also was
extremely low.

It is notoriously difficult to predict

increases in health care costs.
Connecticut’s historically low growth

rate makes it extremely likely that

the formula negotiated to establish a
global cap will have a relatively
small percentage increase to account
for growth in program costs — mak-
ing it more likely that unanticipated
health care costs, increases in enroll-
ment or new technologies will not be
adequately reflected in the formula.

Figure 3
Average Annual Medicaid
Expenditure Growth CT vs US (1992-2002)
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UNDER A GLOBAL CAP THERE
ARE NO INCENTIVES TO MAKE
PROGRAM IMPROVEMENTS

Under a global cap, the state would
not receive any additional funding
from the federal government, as it
does today, if it decides to make
improvements to its Medicaid pro-
gram. For example, should the state
decide to restore coverage for
parents or increase provider reim-
bursement and/or capitation rates
the state would not receive any
additional federal dollars.

Any Medicaid program
improvements would
have to be funded entirely

with state dollars.



CONCLUSION

A global cap would fundamentally alter the financ-
ing structure of Connecticut’s Medicaid program.

Connecticut’s high per capita costs and historically

low growth rates are likely to combine to provide the
state with inadequate federal funds to meet the health care

needs of its residents.
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