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and spending decisions they made during the mid-to-late 1990s.  Over the past year, each 
of the five states has experienced a dramatic reversal in its fiscal fortunes and most of 
them will need to increase taxes and/or impose spending cuts in order to balance their 
budgets in the short-term.  Even when the economy rebounds, it appears likely that the 
legacy of the tax and spending decisions made in the mid-to-late 1990s will continue to 
generate major fiscal challenges for the five states.  The resurgence in Medicaid spending 
attributable in part to rapidly rising prescription drug costs and the cost of providing other 
services to beneficiaries with extensive health care needs puts Medicaid at the center of 
budget debates.  These and other common themes from the five papers are explored in 
more detail below. 
 
Although they enjoyed a strong fiscal situation in the mid-to-late 1990s, each of the 
five states has experienced a dramatic reversal of its economic fortunes in more recent 
times. 
 

• In state fiscal year 2000, Idaho, which has a $2 billion annual budget, enjoyed 
a budget surplus of $179 million.  At the beginning of state fiscal year 2001, 
the state anticipated a $300 million surplus, the largest in the state’s history.  
By the end of state fiscal year 2001, however, the state’s anticipated surplus 
had turned into a budget shortfall due to higher than expected spending and 
lower than expected economic growth, as well as to a $100 million annual tax 
cut adopted in the 2001 legislative session. 

 
• As recently as state fiscal year 1999, Indiana had a $2 billion surplus – one of 

the largest in the nation.  The state opted to use close to half of its surplus for 
one-time, targeted purposes.  The budget for the state fiscal year 2000 through 
2001 biennium, which contained significant tax cuts, produced an imbalance 
of expenses over revenues of $400 million per year.  Then, in 2001, the 
economy in Indiana weakened, the state entered a recession, and it 
experienced an actual decline in revenues for the first time in 20 years.  The 
state is now experiencing a “severe fiscal crisis.” 

 
• During the 1990’s, Missouri experienced a period of unprecedented revenue 

growth.   In some years, the state saw revenues jump by as much as 10 
percent.  In light of this prosperity and a special state constitutional 
requirement that limits annual revenue growth, the Missouri government 
adopted a series of significant tax cuts in the late 1990’s.  It, however, did not 
reduce planned expenditures in a commensurate fashion.  Now, the state’s 
revenue growth is beginning to lag.  The state recently reduced its estimates of 
revenue growth for fiscal years 2001 and 2002 to 3 percent and another 
reduction is likely as a result of the economic fallout associated with the 
September 11, 2001 terrorist attacks.  The state now faces a “severe structural 
deficit” and an “impending budget crisis.”   

 
• In the past four years, North Carolina has gone from adopting a series of tax 

cuts and having major budget surpluses (the surplus reached $1.4 billion in 
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state fiscal year 1998) to facing a serious budget crisis.  The crisis became 
apparent when the state’s new Governor, Mike Easley, was sworn into office 
in January of 2001 and found that revenues were $820 million below 
projections.  Easley took a number of immediate cost cutting actions, such as 
freezing vacant positions and cutting the budgets for travel and supplies, but 
they could not resolve the fiscal crisis.  By the end of the 2001 legislative 
session, North Carolina had adopted a controversial package of tax increases 
designed to raise roughly $1 billion in revenues.  Despite this step, the state 
continues to face significant fiscal challenges. 

 
• Over the past five years the Texas economy grew even faster than the national 

average, with job growth exceeding the nation’s rate in each year.  This 
economic growth allowed the state to enjoy strong revenue growth even as it 
adopted major tax cuts in each of its past three legislative sessions (1997, 
1999, and 2001).  However, the long-term fiscal outlook for the state is not as 
healthy.  Texas was one of the states identified in a 1998 report by the 
National Education Association as having a general structural deficit over the 
long term.  The tax cuts adopted in the late 1990s have only exacerbated the 
long-term challenges facing the state.  Moreover, the recent weakening of the 
economy have lead many observers to conclude that state is likely to face 
fiscal difficulties in the short-term as revenues fall and spending pressures 
increase.  In response to the seemingly inevitable revenue shortfall facing the 
state, the legislature has mandated that a study be completed before the state’s 
next legislative session to evaluate Texas' current tax system.  The state also 
already has begun to consider cuts in Medicaid and its SCHIP program. 

  
In the mid-to-late 1990s, each of the five states adopted significant improvements to 
their Medicaid programs. 
 

In the mid-to-late 1990s, each of the five states took advantage of a lull in 
Medicaid spending growth and a strong fiscal environment to adopt one or more 
significant improvements in their Medicaid programs.  All five states also took 
advantage of the SCHIP program to expand coverage for children.   

 
• In the mid-to-late 1990s, Missouri expanded Medicaid eligibility for children 

and their parents, as well for elderly and disabled people.  
 

• North Carolina also expanded eligibility for the elderly and disabled and 
extended the amount of time that the transitional coverage is available to 
families who otherwise would lose Medicaid when they increase their 
earnings. 
 

• Idaho became one of roughly a dozen states that verify the income 
information families provide on their Medicaid applications using data 
matches with other state computer systems, allowing families to avoid the 
often-difficult process of proving their income by providing pay stubs.  
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• In July of 1998, Indiana used its SCHIP funds to expand Medicaid coverage 

for children to 150 percent of poverty.  Then, in January of 2001, it 
established a separate child health program for children with family income 
between 150 percent and 200 percent of poverty.  Indiana operates its 
Medicaid program for children, low-income families, and pregnant women, as 
well as its separate SCHIP program as a single program known as Hoosier 
Healthwise. Hoosier Healthwise has been extremely successful in enrolling 
children in coverage.  Indeed, Indiana is one of only roughly a dozen states 
that has used all of the SCHIP funds made available to it in recent years.   
 

• In its 2001 legislative session, Texas increased Medicaid provider rates for the 
first time since 1992 and adopted improvements to its Medicaid application 
procedures for children.   
 

 
Beginning in the late 1990s, all five of the states experienced an increase in the rate 
of Medicaid spending growth. 
 

After enjoying several years of relatively modest spending growth, each of the 
five states saw an increase in its Medicaid spending growth rate in the late 1990s.  
Most commonly, the increase was attributable to a rise in the cost of providing 
prescription drugs and other services.  The spending increases were also 
attributable to enrollment growth due to eligibility expansions and, in some cases, 
due to a reversal of the Medicaid caseload decline that many states experienced 
when their welfare reform efforts unintentionally caused families to lose out on 
Medicaid coverage in the mid-1990s.   
 
• Between fiscal year 1999 and 2000, Idaho’s spending on Medicaid increased 

11 percent.  Although it was commonly assumed by many state policymakers 
that the state’s child health expansions and aggressive outreach campaign 
caused the spending increase, children accounted for less than a third of 
overall spending growth between fiscal year 1999 and fiscal year 2000.  (In 
comparison, the elderly and disabled accounted for more than half of the 
spending increase.)  Over the past five years, spending on prescription drugs 
grew more rapidly than any other service (57 percent).  Medicaid spending on 
hospital and long-term care services also increased rapidly (32 percent and 25 
percent, respectively) over the five-year period. 
 

• In 1997, Indiana saw its Medicaid expenditures actually drop, in large part 
because fewer parents and children received coverage in the face of welfare 
reform and a strong economy.  The rate of growth in Medicaid spending 
remained very low in 1998 (3 percent), but then jumped to 11 percent and 10 
percent in 1999 and 2000.  Unlike in most other states, Indiana’s success in 
enrolling more children in coverage was a major reason for the higher growth 
rates that the state has experienced in recent years.   
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• North Carolina saw Medicaid spending grow by only 2.7 percent in state 

fiscal year 1999, but the growth rate jumped to 11.2 percent in state fiscal year 
2000 and 13.9 percent in state fiscal year 2001.  In state fiscal year 2002, it is 
expected to reach 16 percent.  The return to higher growth rates reflect the 
effect of a growth in the number of aged, blind and disabled enrollees – by far 
the most expensive growth of beneficiaries to cover.  It also reflects a sharp 
increase in the per capita cost of serving beneficiaries.  The cost of providing 
physician services has jumped by 29 percent, prescription drugs by 21 
percent, hospital emergency services by 20 percent, and inpatient costs by 16 
percent.   

 
• Texas saw its Medicaid spending growth rate (excluding DSH payments) drop 

to 4 percent to 6 percent a year in the mid-to-late 1990s.  In 2000, however, 
Medicaid spending grew by 9 percent.  In 2001, it is expected to grow by an 
estimated 13 percent.  The low rates of growth that Texas experienced through 
1999 can be attributed in part to a welfare reform-related decline in the 
number of families with children enrolled in coverage.  In the past year, the 
state has experienced a reversal of this enrollment decline, although there still 
were fewer Texas families with children enrolled in Medicaid in 2001 than in 
1996.  Like other states, Texas also has faced increases in the cost of 
providing services, with prescription drugs playing a particularly significant 
role.  Between 1996 and 2001, total Medicaid spending in Texas increased by 
$1.7 billion to $9.4 billion.  Prescription drugs accounted for 27 percent of this 
$1.7 billion increase, while community care for the aged accounted for 22 
percent and nursing facilities and hospice care accounted for 18 percent. 
 

Three of the five states already have adopted or are now considering cuts to their 
Medicaid and/or SCHIP programs; the remaining two largely have protected these 
health programs from cuts. 

 
The growth in Medicaid and other health care expenditures, combined with 
increasing budget difficulties, has caused each of the five states to consider or 
adopt cuts in Medicaid and SCHIP.   

 
• In the spring of 2001, Idaho eliminated its outreach program for children, 

including TV and radio public service announcements and contracts with 
community organizations such as Head Start and the Girl Scouts of America 
to promote enrollment.  It also created a new limit on SCHIP spending, froze 
the number of beds for mental health patients, and froze Medicaid 
reimbursement rates for services and durable medical equipment at fiscal year 
2000 levels.   
 

• In recent months, Indiana has considered two separate sets of cuts to its 
Medicaid and SCHIP programs.  The first set of cuts, proposed in July of 2001 
by the Governor, included cuts in payments to providers and reimbursements 
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for prescription drugs.  (The state has been unable to implement some of these 
cuts due to lawsuits brought by providers.)  More recently, in January of 2002, 
the Governor has proposed a more extensive set of cuts that include new 
policies aimed at changing drug utilization patterns; cutting payments to 
nursing homes; imposing new restrictions on beneficiaries’ use of optional 
services, such as dental and chiropractic services; and maximizing federal 
revenues through UPL and DSH arrangements.  The state also is considering 
reversing its decision to guarantee children at least 12 months of eligibility for 
coverage once they enroll in Medicaid and SCHIP. 

 
• In January of 2001, North Carolina set up a waiting list for enrollment in its 

SCHIP program because more children had enrolled than the state had 
estimated would be eligible for the program.  The state re-opened enrollment 
for SCHIP on a limited basis effective July 1, 2001, but much of the 
momentum behind SCHIP enrollment appears to have been lost.   

 
• The Texas legislature adopted a mandate that the state reduce Medicaid 

spending out of its general revenue fund by $205 million.  The cuts the state is 
considering include requiring SSI beneficiaries to enroll in managed care, 
increasing utilization review for prescription drugs, adopting supplemental 
drug rebates, and adding co-payments to Medicaid. 

 
Two of the states, however, opted to address budget problems without cutting 
Medicaid or SCHIP.  Missouri to date has opted to protect its Medicaid 
program from cuts.  Similarly, North Carolina has not imposed significant 
cuts on Medicaid in recent years (although, as noted above, it imposed a cap 
on SCHIP enrollment for a limited period of time).  Instead, the state adopted 
a set of substantial tax increases that raised roughly $1 billion in revenue. 
 

Many of the states also have sought to use their Medicaid programs to plug holes in 
their overall state budgets. 

 
Although it is common to view Medicaid as a source of fiscal pressure on states, a 
number of the papers revealed that Medicaid is used at times to plug holes in their overall 
state budgets.  Some of the states relied on creative financing arrangements that allowed 
them to draw down federal Medicaid funds and use them for other purposes than health 
related activities.  Others established Medicaid “rainy day” that were intended to help the 
state cope with Medicaid spending increases during difficult economic times, but then 
used the money that had accumulated in these funds for purposes other than Medicaid.   

 
• In fiscal year 2001, Missouri raised some $178 million by making federal 

Medicaid payments to nursing homes that were then transferred back to the 
state.  The vast majority of these federal Medicaid funds then were used to 
plug ongoing holes in Missouri’s state budget.   
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• In January of 2002, as part of the strategies it is considering to achieve 
Medicaid program savings, the state of Indiana proposed maximizing federal 
revenue funding through the use of an upper payment limit arrangement.  
Although the amount of federal funds generated through the use of the 
arrangement is relatively modest -- $8 million – it appears that the state 
intends to use these funds to help with its overall budget situation.  

 
• When Hurricane Floyd hit North Carolina in 1999, the state used a 

significant portion of its Medicaid reserve fund to help finance recovery 
efforts.  Now the state is facing a difficult fiscal situation and is finding that it 
has not set aside enough money for its Medicaid program.  To address the 
shortfall, the state set up a special creative financing arrangement based on 
disproportionate share hospital payments to selected public hospitals.  The 
state generated $85 million in federal Medicaid matching payments from the 
arrangement that it has used to cope with its Medicaid budget shortfall, as well 
as to supplement its general revenue fund. 

 
In some of the states, budget rules and policies have shaped the role of Medicaid in the 
state budget to a surprisingly significant degree.  
 
 A number of the papers identify budget policies and procedures that would appear 
at first blush to have little import for their states’ Medicaid programs, but that on closer 
examination have had a large effect on their states’ Medicaid spending 
 

• Under budgeting rules that govern the state’s appropriations process, the 
Texas Medicaid agency can submit a Medicaid spending request to the 
legislature that reflects anticipated Medicaid enrollment growth.  It, however, 
cannot incorporate into its “base” request for Medicaid spending the 
anticipated effect on Medicaid spending of medical inflation, rate increases, or 
higher utilization.  Instead, the agency must request funds needed to cover 
these expenses in the form of "exceptional items."  As a result, the “base” 
appropriations bill filed early in the Texas legislative session has not included 
any funding for Medicaid-related "exceptional items."  This has helped to 
create the sense that appropriating funds to cover Medicaid cost-per-client 
growth is discretionary, or even expansionary, even though there is little 
dispute that the additional funds are needed.   

 
• Missouri has a budget rule, known as the “Hancock Amendment,” that is 

designed to assure that state revenues grow no faster than the personal income 
of Missouri residents.  In the mid-to-late 1990s when revenue growth was 
strong, the rule led Missouri policymakers to enact a series of tax cuts that 
have contributed substantially to the state’s structural deficit.  The state’s 
constitution also requires a majority vote of the people to increase taxes by 
more than a small amount.  (In comparison, the General Assembly of Missouri 
can adopt tax cuts of any size).  These policies have contributed to a fiscal 
environment in which policymakers are inclined to look to cuts in spending 
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programs, such as Medicaid, rather than restructuring the revenue stream as a 
mechanism for addressing fiscal problems. 

 
Conclusion 
 

Even when the recession ends, each of the five states appears likely to face 
substantial fiscal challenges in light of the spending and revenue decisions they have 
made in recent years.  It was common for the study authors to conclude that their state 
would need to adopt fundamental changes to their budgets and revenue streams in order 
to address their fiscal challenges.  Given that health care costs are rising more rapidly 
than other costs, Medicaid, and to a less extent SCHIP, are likely to be caught up in these 
fundamental changes.    
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of Five State Case Studies 

 

 
Idaho 
Indiana 
Missouri 
North Carolina 
Texas 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



10   
 

Medicaid and the Idaho State Budget 
 
Overview 
 
 When Idaho began to prepare its fiscal year 2002 budget in the spring of 2001, it was still 
enjoying relatively strong economic times and anticipating that it would end fiscal year 2001 with 
a substantial budget surplus. During the course of the debate over the fiscal year 2002 budget, 
however, the state’s fiscal situation deteriorated significantly.  The deterioration occurred due to a 
decision by the Legislature to adopt a substantial tax cut, slower-than-expected economic growth, 
and higher-than-expected spending.   
 

Even before the decline in the state’s fiscal status, however, a number of policymakers in 
Idaho had expressed concern about rapid growth in Medicaid expenditures and called for cuts in 
the program.  During debate over its fiscal year 2002 budget, the Legislature did in fact adopt 
significant cuts in Medicaid.  The cuts were aimed primarily at children’s health coverage and 
included a new cap on spending for the state’s CHIP program and a decision to discontinue all 
child health outreach efforts.  The cuts were focused on children even though children represent a 
relatively modest share of the growth in Idaho’s Medicaid expenditures, particularly relative to 
their rapid enrollment growth. 
 
Idaho’s Fiscal Situation 
 

During the 1990s, Idaho enjoyed one of the strongest state economies in the nation – its 
unemployment rate was low; it had the third highest population growth in the nation; and it 
experienced increases in its per capita income.   

 
Despite its strong economic growth during the 1990s, Idaho remains a relatively poor 

state with a per capita income than is just two-thirds of the national average.  It has the ninth 
highest percentage of uninsured children in the United States and, unlike many other states, 
continued to experience a deterioration in the number of insured residents in 1999, the latest year 
for which data are available. 

 
In large part as a result of its strong economy, Idaho enjoyed a substantial surplus of $179 

million in 2000 out of a budget of $2 billion (including federal funds). At the beginning of 
calendar year 2001, the Legislature projected the state would end fiscal year 2001 with a $330 
million surplus, the largest in the state’s history.  However, the anticipated surplus had turned into 
a budget shortfall by the end of fiscal year 2001.  The reversal of the state’s fiscal status occurred 
as a result of a major $100 million per year tax cut adopted by the Legislature during its 2001 
legislative session, higher than anticipated spending, and lower than expected economic growth.  
The decline in Idaho’s economy became apparent at the end of calendar year 2000 and in the 
beginning of calendar year 2001 as several key industries announced layoffs.  In 2001, the state’s 
Department of Commerce twice downgraded its quarterly economic forecasts.  As a result of the 
reversal in the state’s fortunes, the Governor asked government agencies to cut spending by 2 
percent in fiscal year 2002 to compensate for the disappearing surplus. 
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Idaho’s Medicaid program 
 

Idaho spent a total of $607 million on its Medicaid program in fiscal year 2001, with the 
federal government picking up 69.7 percent of the cost.  The state’s share of spending on 
Medicaid, which was some $200 million in fiscal year 2001, represented roughly 11 percent of 
the state general revenue fund for fiscal year 2001. 
 

The state offers a fairly comprehensive benefit package that includes a number of 
optional Medicaid services such as adult dental care and services for the developmentally 
disabled.  The scope of services provided by Medicaid is determined both by the Legislature and 
by the state’s Department of Health and Welfare which has the authority to determine the extent 
to which some optional services, such as mental health coverage and nursing facilities for adults, 
are available. 
 
Idaho’s CHIP Program 
 

Idaho implemented its CHIP program in 1997 by expanding Medicaid for children to 150 
percent of the poverty line.  In addition to expanding eligibility, Idaho also dramatically shortened 
and improved its application form for children, eliminated the asset test for children, adopted the 
12-month continuous eligibility option, and elected to allow families to self-declare their income.  
It also implemented a significant outreach campaign aimed at enrolling more children in 
coverage. 
 
Trends in Idaho’s Medicaid Spending  
 

As early as 1997, policymakers in Idaho were expressing concern about the rate of 
growth in Medicaid spending and looking for ways to cut the program.  In the spring of 2000, the 
Idaho Legislature instructed the state’s Department of Health and Welfare (DHW) to evaluate the 
rising costs of Medicaid, which led the state to call upon an outside consultant (Lewin VHI) to 
prepare a report on the topic.  The report concluded that the state could save a modest amount – 
some $5 to $7 million – by adopting strategies to shift costs to the federal government, reducing 
spending on prescription drugs, expanding Medicaid managed care programs, and taking other 
steps. 

 
The pressure to cut Medicaid also was increased in fiscal year 2000 when Medicaid 

required a $36.5 million supplement appropriation.  Medicaid was again under funded in fiscal 
year 2001, creating even more pressure to cut the program when the state’s Legislature began to 
debate the fiscal year 2002 state budget.    Moreover, in September of 2000, the Idaho Legislative 
Services Office projected that the Medicaid budget would grow from $561 million to $1 billion 
by 2006.   
 
Reasons for the Growth in Idaho’s Medicaid Spending 
 

The authors of the Idaho report present information on the sources of growth in Idaho’s 
spending broken by eligibility group, as well as by type of services.   

 
Between fiscal year 1999 and 2000, Medicaid spending in the state grew $496 million to 

$550 million.  Increases in the cost of serving disabled people accounted for more than half (52 
percent) of this growth.  Even though the number of children on Medicaid jumped astronomically 
during this period, they still accounted for less than a third of overall spending growth between 
fiscal year 1999 and fiscal year 2000.  It is likely that expenditures for children will not continue 
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to contribute as significantly to growth in future years as they did between fiscal year 1999 and 
fiscal year 2000.  During this period, the state dramatically expanded eligibility for children and 
appears to have increased the participation rate of eligible children in both Medicaid and CHIP-
financed Medicaid coverage.  (Indeed, the state reports that four in five children enrolled in 
coverage as a result of its outreach efforts are eligible for regular Medicaid rather than the state’s 
CHIP program.)  Even if Idaho had opted to maintain its child health outreach efforts, the rate at 
which children enroll in coverage likely would have slowed as the state’s CHIP program began to 
reach a saturation point.  

 
When the authors of Idaho’s report evaluated the sources of growth in Medicaid by 

services, they found that Medicaid spending on prescription drugs grew far faster than any other 
service, growing 57 percent over the last five years.  Another major source of growth was long-
term care costs, which increased by 25 percent between fiscal year 1997 and fiscal year 2001.  
Medicaid spending on hospital services also increased 32 percent in the past five years. 
 
Recent Action to Reduce Medicaid Spending  
 
 In response to the growth in Medicaid spending and the state’s deteriorating fiscal 
condition, the Idaho Legislature in the spring of 2001 included a significant number of cuts in 
Medicaid when it compiled the state’s fiscal year 2002 budget.  These cuts include the following: 
 
Limiting spending on CHIP.  In the spring of 2001, the Idaho Legislature opted to limit the 
amount the state can spending on its CHIP program at $4.6 million in state funds. The DHW has 
been given the authority to lower or raise the income eligibility requirements for Idaho’s CHIP-
financed Medicaid expansion as needed to keep spending at or below $4.6 million.   
 
Halting outreach for children’s health coverage.  Idaho eliminated its outreach program for 
children’s health coverage.  As a result, DHW has pulled TV and radio public service 
announcements about children’s health coverage and canceled its contracts with community 
organizations such as Head Start and the Girl Scouts of America to promote enrollment. 
 
Prescription drugs.  Despite recommendations from Lewin VHI to adopt additional measures to 
hold down prescription drug costs, Idaho opted to impose relatively modest new restrictions on 
the use of non-generic drugs by Medicaid beneficiaries.  The new restrictions require physicians 
to secure approval from the DHW before they prescribe a non-generic drug for a Medicaid 
beneficiary. 
 
Other provisions.  The state imposed new limits on the number of beds it will make available to 
serve mental health patients enrolled in Medicaid and froze Medicaid reimbursement rates for 
services and durable medical equipment at fiscal year 2000 levels.  In addition, the state gave the 
DHW new discretion to impose cost-sharing on Medicaid beneficiaries.   (A specific proposal to 
require more cost sharing on beneficiaries was debated by the Legislature in the spring of 2001, 
but then defeated after vocal opposition from low-income advocates.)   
 

It also appears that the state has submitted a request to CMS to operate a new UPL 
financing arrangement.  The arrangement would bring federal Medicaid matching funds into the 
state where they can be used for whatever purposes the state deems appropriate, including to 
offset the amount of the state’s own spending on Medicaid or for other purposes. 
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Conclusion 
 
 Idaho’s experience illustrates how a state that appears to be in strong fiscal health can see 
its situation deteriorate rapidly in the face of a major tax cut and lower-than-expected economic 
growth.  At the same time that Idaho experienced a deteriorating fiscal situation, a number of 
policymakers already had raised concerns about the rate of growth in Medicaid spending.  
Despite efforts to use outside consultants and research studies to identify appropriate strategies 
for reducing the rate of growth in Medicaid spending, the state ended up adopting a series of 
measures in its fiscal year 2002 budget that largely target children’s coverage.  Children’s health 
care was targeted for cuts presumably because there were highly visible increases in the number 
of Idaho children enrolled in Medicaid.  In practice, though, these children are relatively 
inexpensive to cover.  Despite an astronomical jump in their enrollment, children accounted for 
less than a third of the growth in Idaho’s Medicaid spending between fiscal year 1999 and 2000, 
and likely would have accounted for even less in future years as the state’s CHIP program passed 
the implementation stage.  
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Medicaid and the Indiana State Budget  
 
 
Overview 
 

After enjoying strong economic growth during the mid-to-late 1990s, Indiana 
experienced an economic downturn in 2001.  The downturn revealed a public financing system 
that was “antiquated and inadequate,” and the state now is experiencing a major fiscal crisis.  At 
the same time as its revenue growth began to fall, the state’s Medicaid and SCHIP expenditures 
were rising relatively rapidly, in part due to the state’s successful effort to enroll more children in 
coverage.  Now, there is considerable pressure to reduce the rate of growth in Medicaid and 
SCHIP expenditures.  The state already has implemented one set of cuts in Medicaid and is in the 
process of considering a second set.  In the longer-term, however, the state is unlikely to be able 
to address its fundamental financing issues in the absence of significant changes to its revenue 
structure. 

  
Indiana’s Fiscal Situation 

 
As recently as state fiscal year 1999, Indiana had a $2 billion surplus – one of the largest 

in the nation.  The state opted to use close to half of its surplus for one-time, targeted purposes.  
The budget for the state fiscal year 2000 through 2001 biennium, which contained significant tax 
cuts, produced an imbalance of expenses over revenues of $400 million per year.  Then, in 2001, 
the economy in Indiana weakened, the state entered a recession, and it experienced an actual 
decline in revenues for the first time in 20 years. 

 
The author attributes Indiana’s current budget problems in large part to a state tax system 

that is unable to generate the revenues needed to meet Indiana’s basic commitments.  In recent 
years, Indiana has resorted to short-term and one-time fixes – such as deferring expenditures to 
future years -- to address its budget problems, but they have not addressed the state’s underlying 
structural budget deficit.  To deal with the immediate crisis, the Governor of Indiana has 
proposed using temporary measures, such as drawing on the state’s reserve funds, to help address 
the budget gap.  He also has proposed increases in selected taxes, such as the cigarette tax, as well 
as reduced spending for several state programs, including Medicaid.  To address the state’s long-
term financing issues, the Governor has called for legislative reform of Indiana’s tax system. 
 
Indiana’s Medicaid and SCHIP Programs  
 

In state fiscal year 2000, Indiana’s Medicaid program covered some 652,000 people at a 
cost of $1.1 billion a year in state funds and $1.8 billion a year in federal funds.  The state’s 
spending on Medicaid constituted 13 percent of the state’s general fund budget. 

 
The state’s Medicaid program imposes relatively strict eligibility requirements, but 

provides those who do qualify for coverage with a relatively comprehensive set of benefits.  For 
example, in fiscal year 1990, the state ranked 45th in terms of the percentage of its population 
enrolled in Medicaid due to its restrictive eligibility rules, but 7th in spending per Medicaid 
beneficiary due to its relatively generous benefits and provider reimbursement rates. 

 
 
Indiana’s SCHIP program includes a Medicaid expansion for children, as well as a 

separate SCHIP program.  In July of 1998, Indiana used its SCHIP funds to expand Medicaid 
coverage for children to 150 percent of poverty.  Then, in January of 2001, it established a 
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separate child health program for children with family income between 150 percent and 200 
percent of poverty.  Indiana operates its Medicaid program for children, low-income families, and 
pregnant women, as well as its separate SCHIP program as a single program known as Hoosier 
Healthwise.  The program has been very successful in enrolling children into Hoosier Healthwise, 
and, according to several empirical studies, the families who rely on it have indicated that they 
are very satisfied with the program. 

 
Trends in Medicaid and SCHIP Spending 

 
Like most states, Indiana experienced rapid growth in Medicaid expenditures in the early 

1990s.  In response, the state adopted a series of payment reforms aimed at reducing costs.  These 
included moving a significant number of families with children into managed care arrangements, 
as well as reforms to the payment methodologies used to reimburse hospitals and nursing homes.   

 
Beginning in 1997, the rate of growth in Medicaid expenditures slowed due to the effect 

of the state’s payment reforms, a decrease in the rate of health care inflation, and declines in the 
number of children and parents on Medicaid associated in part with welfare reform.  Beginning in 
1998, the year that it implemented its SCHIP program and took a number of steps to promote the 
enrollment of children in coverage, the state started to reverse the decline in the number of 
children enrolled in Medicaid.  By state fiscal year 2000, the number of children on Medicaid 
exceeded the 1996 level.  (To a lesser extent, the state has reversed the decline in the number of 
parents with coverage associated in part with welfare reform, although there remained 21,000 
fewer parents on Medicaid in 2000 than in 1996.)   

 
Due in large part to the increase in the number of children with coverage, Indiana’s 

spending on Medicaid rose 11 percent between state fiscal year 1999 and 2000.  By the summer 
of 2001, Indiana’s Medicaid program was expected to cost $410 million more than the state had 
appropriated.   

 
 

Current Challenges for Indiana’s Medicaid Program 
  

In the face of its budget difficulties and rising Medicaid and SCHIP expenditures, 
Indiana’s Governor recently has proposed a series of cuts in these programs.  The first set of cuts 
was proposed in July of 2001, and included cuts in payments to providers and reimbursements for 
prescription drugs.  The state has been unable to implement some of these cuts due to lawsuits 
brought by providers.  More recently, in January of 2002, the Governor has proposed a more 
extensive set of cuts that include new policies aimed at changing drug utilization patterns; cutting 
payments to nursing homes; imposing new restrictions on beneficiaries’ use of optional services, 
such as dental and chiropractic services; and maximizing federal revenues through UPL and DSH 
arrangements.  

 
The state also has placed on hold a planned expansion of coverage for parents due to 

concerns about the federal government cracking down on states’ use of UPL arrangements to 
draw down federal matching funds to be used for whatever purpose a state deem appropriate.  
The proposed expansion, which was adopted by Indiana’s legislature in 2001, would have 
expanded coverage for parents with incomes between 25 percent and 100 percent of poverty.  The 
state had planned to finance the expansion through a combination of UPL funds and a 
reallocation of locally generated funds currently used to pay hospitals for indigent care and to 
cover financial shortfalls for municipal hospitals.  In light of recent federal regulations limiting 
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states’ use of UPL arrangements, the state has postponed implementation of its parent expansion 
until 2004. 

 
Conclusion 
 
Like many states, Indiana was able to expand coverage for children and cope with rising 
Medicaid and SCHIP expenditures during the economic boom of the mid-to-late 1990s.  The 
strong economy, however, masked some fundamental shortcomings in the state’s public financing 
system that became apparent only when revenue growth began to slow in more recent years.  In 
combination with rising Medicaid and SCHIP costs, the downturn has placed considerable 
pressure to cut these two programs.  The state already has implemented one round of cuts and is 
considering additional cuts to the program.  In the longer-term, the state will likely need to 
consider some fundamental changes to its revenue structure if it is to avoid even more significant 
cuts in these programs.  However, even though the Governor has called for legislative reform of 
the state’s tax code, it is not clear that there will be the political will in Indiana to tackle the issues 
associated with its current revenue structure. 
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Medicaid and the Missouri State Budget  
 
 
Overview 
 
 While Missouri used to lag behind other states in providing Medicaid to low-income 
individuals, it now extends Medicaid eligibility to more low-income families and poor elderly and 
disabled people than many other states in its region.  Missouri also has aggressively pursued 
strategies to maximize federal Medicaid funds, allowing it since the early 1990s to increase 
federal Medicaid spending without adopting corresponding increases in state Medicaid spending.  
Indeed, federal Medicaid funds appear to have played a role in plugging some of the holes in the 
state’s overall budget situation that have emerged in recent years as the state experienced the 
cumulative effect of a series of tax cuts it adopted in the mid-to-late 1990s without commensurate 
cuts in state spending.   
 

Now, however, the state is facing a fiscal crisis that cannot be resolved with Medicaid 
creative financing arrangements or modest adjustments to the state’s revenue stream or spending 
levels.  The structural budget deficit that Missouri was able to mask with creative financing 
arrangements and one-time sources of funds is now more apparent than ever in light of the drop 
off in revenue growth the state has experienced since September 11, 2001.  Due to procedural 
rules that make it difficult for the state to raise revenue, Missouri may find it even more difficult 
time than some of its counterparts to address its budget problems.   
 
Missouri’s Fiscal Situation 
 

Missouri is known as a fiscally conservative state that has long held a AAA bond rating 
from various rating services.  Like most other states, Missouri enjoyed a period of unprecedented 
growth in revenues during the 1990s, but it nevertheless is now facing a major fiscal crisis.   The 
current problems are a function of a series of tax cuts that the state adopted during the mid-1990s 
without any corresponding reduction in spending on programs.  Until recently, the state has been 
able to mask the structural budget deficit that resulted from this pattern by covering the growth in 
expenditures with one-time sources of funds or other “quick fixes.”  In addition, like other states, 
Missouri has experienced a decline in revenue growth over the past year that has accelerated 
since the September 11, 2001 attacks, particularly because the state has a large tourism industry 
and a significant number of jobs in the aviation sector. 

 
The Role of Missouri’s “Hancock Amendment” in the State’s Budget Situation  

 
One particularly notable feature of the state’s budget rules that has profoundly affected 

the state’s current fiscal status, as well as its ability to cope with increases in spending on 
Medicaid and other programs in the future, is a limitation on the state’s revenue growth known as 
the “Hancock Amendment.”  This budget rule, which is named after the former Congressman 
who sponsored it, is designed to assure that state revenues grow no faster than the personal 
income of Missouri residents.  If revenues do grow faster than the targeted level, the state must 
refund the “extra” revenues to taxpayers.  In the mid-1990s, Missouri enjoyed strong economic 
growth, leading to revenues that for five fiscal years exceeded the allowable limit and creating the 
need for the state to refund these extra revenues to taxpayers.  As a result, Missouri policymakers 
enacted a series of tax cuts beginning in 1995 to reduce their revenues and avoid the need to 
provide refunds.  However, now that economic growth has slowed, it appears that the tax cuts that 
Missouri adopted in the mid-1990s may have been significantly deeper than necessary.  The state 
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currently is projecting that its revenues in fiscal years 2002 and 2003 will fall some $800 million 
to $1 billion below the Hancock limitation.   

 
Even though the state may need all of these revenues in the years ahead, political and 

procedural barriers will likely make it difficult for the state to undo any of the tax cuts that it 
adopted in the wake of the Hancock Amendment.  The state’s constitution requires a majority 
vote of the people to increase taxes by more than a small amount (even though tax cuts of any 
size can be adopted by the General Assembly of Missouri). 
 
Missouri’s Medicaid program 
 

Until the 1990s, Missouri had a relatively restrictive set of eligibility rules in its Medicaid 
program.  Throughout the 1990s, however, the state significantly expanded coverage.  Now, the 
state is ahead of many of its counterparts, particularly in the south, in extending coverage to the 
children and parents in low-income working families.  Children can enroll in the state’s Medicaid 
program if they are in families with income up to 300 percent of the poverty line, custodial 
parents can enroll if they have income up to 100 percent of the poverty line, and non-custodial 
parents can enroll if they have income up to 125 percent of the poverty line.  In large part due to 
these expansions, the number of people on Missouri’s Medicaid program has jumped from 
541,000 in November of 1993 to 838,000 in May of 2001.  The state also has enjoyed a 
significant decline in its uninsured rate over this period.  Over the next three years, the state is 
slated to implement a major expansion of eligibility for elderly and disabled people that will 
allow them to secure Medicaid coverage up to 100 percent of the poverty line.   

 
Missouri is known as a state that has aggressively pursued the use of creative financing 

arrangements that allow it to maximize federal Medicaid funds without spending any state 
dollars.  For example, the state has financed its Medicaid coverage of hospital and nursing home 
care for the past eight to nine years without any significant increase in state general revenue fund 
for these programs.  Instead, the growth in hospital and nursing home care spending has been 
financed primarily with federal Medicaid funds.  In addition, the state raised some $177.7 million 
in fiscal year 2001 by making federal Medicaid payments to nursing homes that were then 
transferred back to the state.  The vast majority of these federal Medicaid funds then were used to 
plug ongoing holes in Missouri’s state budget. 

 
The rate of growth in Missouri’s Medicaid spending was erratic throughout the 1990s, in 

part because federal spending on the program grew astronomically in the early 1990s due to the 
state’s aggressive use of creative financing arrangements.  (The state did not experience a 
corresponding increase in state Medicaid spending, but rather saw the state share of spending on 
Medicaid drop dramatically.)  More recently, the program enjoyed relatively low growth rates in 
the mid-to-late 1990s.  In 2001 and 2002, however, the state is expected to see growth rates of 
more than 12 percent in its Medicaid program. 

 
Conclusion  

 
Missouri’s decision to adopt a series of tax cuts in the 1990s even as it maintained and 

expanded spending leaves it facing significant fiscal challenges now that the economy has 
weakened.  Although the state has managed to mask some of its structural budget deficits in 
recent years by relying on one-time funds and creative financing arrangements under Medicaid, it 
is expected to face major budget challenge in the years ahead. 
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To date, the Medicaid program appears to have been somewhat protected from budget 
cuts because the state has found ways to increase federal Medicaid spending without necessarily 
adopting a corresponding increase in state spending on Medicaid.  Now, however, the state has 
little additional room to further expand its maximization of federal Medicaid funds.  Moreover, 
the Medicaid program now faces intense, competing pressure for funds from other programs, 
including the state’s school financing system and a new prescription drug program for seniors.  
Thus, in the months and years ahead, there may be significant pressure to reduce Medicaid 
spending.  
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 Medicaid and the North Carolina State Budget  
 
 

Overview 
 
 In the past four years, North Carolina has gone from having a budget surplus of $1.4 
billion in State Fiscal Year (SFY) 97-98 to having a projected SFY 01-03 biennial budget deficit 
of approximately $1 billion.  The state’s deteriorating fiscal situation is largely the result of two 
large lawsuits the state lost in 1998, the significant cost of the Hurricane Floyd recovery efforts in 
1999, the slowdown of revenues beginning in tax year 2000, and a recent acceleration in 
Medicaid spending.  Although the state normally maintains a Medicaid reserve fund that might 
have been useful in coping with the rise in Medicaid spending during the months ahead, the state 
used a significant share of these reserves for other purposes in recent years, including 
rehabilitation of the state in the aftermath of Hurricane Floyd. 
 
North Carolina’s Fiscal Situation 
 
 North Carolina is the nation’s eleventh largest state, with a population of eight million 
people and a per capita income that is growing closer to the national average by the year.  North 
Carolina’s per capita income growth exceeded the national average in each year from 1983-1995 
and it now ranks 31st in the nation in terms of per capita income. 
 
 The state’s fiscal status in recent years has been significantly affected by a series of tax 
cuts that the state adopted in the mid-1990s.  In order to accommodate the cost of these tax cuts, 
as well as to meet spending priorities of the then-Governor, the state decided in 1997 to limit the 
rate of growth in the Medicaid program so that by SFY 00-01 it would be no greater than 8.0 
percent.   
 
 The state began its 1998 legislative session in strong fiscal shape with a $1.4 billion 
budget surplus.  However, this surplus quickly eroded after the state lost two lawsuits that cost the 
state close to $1.4 billion.  Nevertheless, the state decided to enact further tax cuts in 1998.   
 
 In the fall of 1999, the state’s budget faced the unexpected challenge of helping residents 
recover from the economic impact of Hurricane Floyd which struck the eastern part of the state.  
To cope with this added fiscal responsibility, the State Budget Director instructed all agencies to 
reduce their expenditures by one percent and to freeze capital spending in order to raise $200 
million for recovery efforts.  In a special session of the General Assembly in December of 1999, 
the state decided to use a substantial amount of its reserve funds to supplement the resources 
invested in the Hurricane Floyd recovery effort, including reserve funds that were supposed to be 
set aside for Medicaid budget shortfalls.   
 
 In its 2000 legislative session, the state for the first time in eight years found that its 
revenues were coming in lower than forecast, generating a budget shortfall of $135.3 million.  At 
the same time, the full effect of tax cuts adopted in earlier years was being felt fully for the first 
time.  By SFY 00-01, tax cuts had reached an annualized figure of $1.4 billion.  When a new 
Governor came to office in January 2001, he immediately took cost cutting actions that reduced 
state spending by some $500 million.  Nevertheless, the budget outlook in the spring of 2001 had 
turned grim, largely due to revenues continuing to fall short of expectations.  In response, the 
state imposed a tax increases for the first time in many years that is expected to raise $1 billion a 
year.   
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North Carolina’s Medicaid Program 
 
 The Division of Medical Assistance (DMA) in the North Carolina Department of Health 
and Human Services manages the state’s Medicaid program.  In SFY 99-00, the state had over 
845,000 Medicaid enrollees, an increase over the SFY98 – 99 level of 3.6 percent.   
 

The costs of the Medicaid program in North Carolina are shared between the federal, 
state, and local governments.  In SFY 99-00, 62.49 percent of the costs were paid for by the 
federal government, 31.88 percent by the state government, and 5.63 percent by the county 
governments.  Because North Carolina’s per capita income is growing, the state’s federal medical 
assistance percentage (FMAP) is declining.  The state’s share of Medicaid payments has 
increased by 10 percent per dollar of expenditure between SFYs 93-94 and 99-00 as a result of 
the shrinking FMAP.   
 
 North Carolina has expanded its Medicaid program in several ways over the past six to 
seven years.  In 1995, the Medicaid program converted from “209b status” to SSI (Supplemental 
Security Income) status and began to automatically enroll aged, blind and disabled individuals 
who received SSI.  The Medicaid expenditure growth rate peaked in 1995-96 during the 
implementation of this expansion, but by SFY 96-97, the fiscal impact of the expansion was 
nearly fully absorbed.  During this period, total Medicaid enrollees increased by 15.6 percent, and 
the number of aged and disabled individuals eligible for full Medicaid benefits nearly doubled. 
 
 In 1998, North Carolina established a separate SCHIP program (described below).  At the 
same time, the state also made improvements in its enrollment procedures for children eligible for 
regular Medicaid, including providing 12 months of guaranteed eligibility for these children.   
 

During the 1998 regular legislative session, the state also decided to expand Medicaid for 
elderly and disabled people up to 100 percent of the poverty line, effective January 1, 1999.  To 
cover the cost of this expansion, the state had to dip into its Medicaid “rainy day” fund to help 
finance the regular Medicaid budget.   
  

During the 1999 legislative session, the state decided to provide an additional six months 
of Transitional Medical Assistance (TMA) to families leaving welfare for work, allowing them to 
receive a total of 18 months of such coverage.  Prior to this policy change, the state had 
experienced a steady decline in the number of families with children it was serving on Medicaid 
due to welfare reform.  The TMA extension, however, has helped to stop the decline in 
enrollment among families with children. Also in 1999, the Legislature approved an increase in 
physician fees to 100 percent of Medicare rates, up from 91 percent.   
 
Recent Trends in North Carolina’s Medicaid Spending 
 
 In 1997, the Legislature passed a special provision instructing North Carolina’s 
Department of Health and Human Services to develop and implement a plan designed to reduce 
the rate of growth of Medicaid expenditures to 8 percent by 2001.  The target growth rates were 9 
percent in SFY 98-99, 8.5 percent in 99-00, and 8 percent in 00-01.  The state in fact experienced 
a dramatic decrease in growth rate in SFY 98-99 at 2.7 percent, however the rate jumped to 11.2 
percent in SFY 99-00 and 13.9 percent in SFY 00-01.  The rate of growth of expenditures is 
expected to increase to 16 percent in SFY 01-02.   
 

In 2001, the state began to experience significant problems with its Medicaid budget, in 
part because the state had depleted much of its Medicaid Trust Fund in early years to help state 
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residents in the aftermath of Hurricane Floyd.  By the end of 2000, the Medicaid program had 
used its entire budget and generated a $21 million shortfall.  Medicaid was subsequently under-
budgeted for SFY 00-01 with an estimated $108 million shortfall. 

 
 In response to Medicaid’s current budget crisis, the projected state budget shortfall, and 
the virtually empty Medicaid Trust Fund, the state set up a special creative financing arrangement 
based on disproportionate share payments to selected public hospitals.  After they received their 
DSH payments, the relevant hospitals returned the money they had received to the state, 
generating $85 million that the state used to cope with its Medicaid budget shortfall and to 
supplement its general revenue fund.   
 
Reasons for Growth in North Carolina’s Medicaid Spending 
 
 The recent increases in the state’s Medicaid expenditures reflect both the impact of the 
expansions that it adopted in the mid-to-late 1990s and the increasing cost of serving Medicaid 
beneficiaries.   
 

Due to its expansion to more elderly and disabled people in 1998, the state saw the 
number of aged, blind and disabled enrollees – by far the most expensive group of beneficiaries 
to cover -- increase by 10.4 percent between SFYs 98-99 and 99-00.  The number of families with 
children enrolled in coverage also increased modestly during this period due to the state’s 
expansion of Transitional Medical Assistance. 
 

More recently, the state has experienced rapid growth in the cost of serving beneficiaries.  
While in 1999 the growth in per capita expenditures was a modest 2.6 percent, this figure jumped 
to 12.4 percent in 2000.  The per capita increase in the cost of serving beneficiaries occurred 
across all enrollee groups.  A key factor behind these cost increases was rising prescription drug 
cost.  Indeed, during the first quarter of 2002, prescription drug costs jumped 21 percent.  The 
state also saw sharp increases in hospital inpatient costs (16.2 percent), physician services (29 
percent), and hospital emergency services (20.4 percent).    
 
Recent Action to Reduce Medicaid Spending  
 

The state has not imposed any significant cuts on eligibility or benefits in recent years.  
The only notable efforts to contain Medicaid spending took place in SFY97 – 98 in response to 
the Governor’s directive to assure that Medicaid expenditures grew no more than 8 percent by 
SFY01.  To help achieve this goal, the state implemented two strategies to contain costs in SFY 
97-98:  1) hospital payment rates were reduced, and 2) nursing facilities received a limited 
inflation increase, 2 percent for direct patient costs and 1 percent for indirect costs.  These two 
actions saved about $40 million annually, or about 1 percent of total provider payments. 
 
North Carolina’s SCHIP Program 
 
 North Carolina’s SCHIP program covers children in families up to 200 percent of the 
poverty line through a separate SCHIP program.  The state receives a FMAP of 74.16 percent, an 
11.07 percentage point increase from the state’s Medicaid FMAP.   
 
 Enrollment in North Carolina’s SCHIP program has grown rapidly since its inception in 
1998.  The state had estimated that 71,000 children qualified for SCHIP coverage and it set aside 
enough funding only to accommodate 68,000 children.  By January 2001, enrollment had reached 
72,000 and the state decided to impose a waiting list on children in need of coverage. By June 
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2001, the state had 18,000 children on its waiting list.  The state re-opened enrollment for SCHIP 
on a limited basis effective July 1, 2001, but much of the momentum behind SCHIP enrollment 
appears to have been lost.  Between January 2001 when the state instituted its waiting list and the 
fall of 2001, the enrollment of children fell from a high of 72,000 to 51,000 children.   
 
 
Conclusion 
 
 Despite its strong economy, North Carolina faced significant fiscal challenges in the late 
1990s due to unforeseen circumstances such as Hurricane Floyd and the loss of lawsuits.  The 
state nevertheless opted to use some of its fiscal strength to finance important improvements in 
Medicaid coverage, such as expansions of eligibility for elderly and disabled people and the 
extension of an additional six months of Transitional Medicaid Assistance to families leaving 
welfare for work.  In addition, it used its fiscal strength to enact a series of tax cuts.  Now it 
appears that the state’s fiscal status is taking a turn for the worse, largely due to state revenues 
coming in below projections.  In coping with these challenges, the state may face pressure to cut 
its Medicaid budget, particularly because it has exhausted its Medicaid reserve fund in recent 
years for a wide array of purposes, including some unrelated to the Medicaid program. 
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Medicaid and the Texas State Budget  
 
Overview 
 
 Texas as a whole enjoyed even stronger economic growth than the rest of the country 
throughout much of the 1990s.  Like other states, however, it is now anticipating much slower 
revenue growth in 2002 and 2003.   Until recently, Texas also experienced relatively modest 
Medicaid spending growth in part due to declines in the number of people served under Medicaid 
and a decision by the state not to update the rates it pays providers to reflect inflation or other 
factors throughout much of the 1990s.  Now, however, the state’s Medicaid spending has begun 
to rise again and it appears likely that the state may face some difficulties in covering these costs, 
particularly because the state appears to have a structural deficit. 
 
Texas’s Fiscal Situation 
 
 Texas has generally secured a strong rating from bond rating agencies due to a tradition 
of conservative revenue estimates and a low level of indebtedness.  The long-term fiscal health of 
Texas is not as strong.  It has been identified in a report by the National Education Association as 
having a significant structural deficit because its revenue system is expected to be unable to cover 
the cost of current programs in the long term.   
 

At present, the state raises most of its tax revenue from a sales tax.  The state also relies 
heavily on funds from the federal government, primarily for Medicaid, public education, and state 
highways.  The state’s capacity to raise revenue has been significantly affected by its decision to 
adopt a series of tax cuts in recent years.  The state has adopted major tax cuts in each of the 
preceding legislative sessions (which in Texas occur once every two years). 
 
Texas’s Medicaid Program 
 

Between 1996 and 2000, state spending on Medicaid grew relatively modestly for a 
number of reasons, including a decline in the number of families with children enrolled in 
Medicaid associated with the state’s implementation of welfare reform.  In addition, like the 
private sector and other states, Texas benefited from a lull in medical inflation that enabled it to 
avoid increasing provider reimbursement rates. 

 
Now, however, Texas is projecting a return to higher Medicaid spending growth rates.  

The reasons for the projected increase include the same factors affecting other states, such as the 
growth in prescription drug and long-term care costs.  Texas, however, also must contend with a 
reversal of the enrollment decline that the state experienced after implementing welfare reform, 
although enrollment still remains below the 1996 level.  To a significantly smaller degree, the rise 
in spending can be attributed in part to the cost of increasing EPSDT spending which the state 
was required to do after settling a lawsuit.   

 
Even though the state is now facing a more difficult fiscal situation, the state legislature 

in its 2001 legislative session nevertheless opted not to adopt any substantial Medicaid benefit 
cuts or eligibility reductions.  Instead, the legislature instructed the agency with responsibility for 
Medicaid to determine how to reduce general revenue spending on Medicaid by $205 million 
using one or more of a list of options described below. At the same time, the state adopted a 
series of program improvements that are expected to increase the number of children with 
coverage, and thus, Medicaid spending.  The improvements include allowing families to apply for 
and be recertified for children’s Medicaid using mail-in forms and a six month guarantee of 
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continuous eligibility for children under Medicaid.  The state also is slated to increase Medicaid 
provider rates, which had remained frozen between 1992 and 2000. 

 
Texas has an extensive DSH program that is used first and foremost to make payments to 

state-owned facilities, allowing the state to reduce its own contribution to the cost of operating 
these facilities.  The program also is used to make federal DSH payments to a broader array of 
hospitals.  (The state uses intergovernmental transfers to avoid effectively providing any state 
matching funds for the cost of making DSH payments to hospitals.)  At least in large urban 
hospital districts, the DSH funds received by hospitals are used in large part to reduce the taxes 
that local residents otherwise might need to pay to maintain services at these facilities. 

 
Texas’s SCHIP Program 

 
Texas did not begin covering children under its separate SCHP program until May 2000, 

but it now extends coverage under its separate SCHIP program to children in families with 
income up to 200 percent of the poverty line who are not eligible for Medicaid.  Since May of 
2000, enrollment in the state’s SCHIP program has risen rapidly and as of November 2001 had 
reached close to half a million children.   

 
The state finances its share of the cost of operating SCHIP with a portion of its tobacco 

settlement funds.  Although the surge in enrollment indicates the program is very popular among 
families, some providers have raised concerns about the adequacy of reimbursement rates and 
threatened to drop out of the program.  The state responded in its most recent legislative session 
by increasing reimbursement rates for health plans partic ipating in SCHIP. 

 
Conclusion  
 
 Texas is facing the prospect of significantly slower revenue growth in the near future.  It 
also is facing the prospect of significant spending pressure in a number of areas, including public 
education and health programs such as the State Employees Health Benefit Program and 
Medicaid.  Under one estimate prepared by the State’s Comptroller using a pessimistic set of 
economic assumptions, the state could face a $5 billion revenue shortfall in 2004 – 2005.  Even 
with more optimistic assumptions, it seems likely that a revenue shortfall is a real possibility.  
The legislature has to some extent recognized the problems that could be facing the state, and has 
ordered a study designed to evaluate the state’s tax system. 
 
 It seems likely that Medicaid may be a focus of efforts to cut spending, in part because 
there are a number of reasons to believe that Texas may not have set aside enough funds to cover 
its Medicaid and SCHIP expenditures in fiscal year 2003.  The state appropriated less money for 
SCHIP than had been requested by its SCHIP agency.  It also opted to “defer” until fiscal year 
2004 a month of Medicaid payments for nursing home care and premiums, which will increase 
the fiscal pressure on Medicaid in the fiscal year 2004 budget.  In response to a legislative 
mandate to cut spending on Medicaid out of the general revenue fund by $205 million, the state 
already is looking for ways to achieve savings, including requiring that SSI beneficiaries enroll in 
Medicaid managed care, increasing utilization review for prescription drugs, adopting 
supplemental drug rebates, and adding co-payments to Medicaid. 
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This overview of the five state Medicaid spending reports was prepared by Jocelyn Guyer, 
Senior Policy Analyst, Kaiser Commission on Medicaid and the Uninsured.  The information 
in this publication was drawn from five case studies authored for the Commission, which can 
be viewed at www.kff.org/content/2002/20020322/ : 
 
Medicaid and State Budgets:  A Case Study of Idaho by Carson Strege-Flore, Policy Director 
and Allyson Hauck, Legal Intern, Northwest Federation of Community Organizations 
Medicaid and State Budgets:  A Case Study of Indiana by Eleanor Kinney, JD, MPH, 
Professor of Law, the Indiana University School of Law -- Indianapolis 
Medicaid and State Budgets:  A Case Study of Missouri by James Moody, President, James 
R. Moody & Associates 
Medicaid and State Budgets:  A Case Study of North Carolina by Dick Peruzzi, independent 
consultant 
Medicaid and State Budgets:  A Case Study of Texas by Anne Dunkelberg, Senior Policy 
Analyst, Center for Public Policy Priorities 




