The Role of Medicaid in State Economies and the ACA
Medicaid covers health and long-term care services for over 62 million Americans including many children,
parents, low-income elderly, and individuals with disabilities. Jointly financed by the states and federal
government, Medicaid represents a budget item and the largest source of revenue flowing from the federal
government to the states. Studies have shown that historically Medicaid spending has positive economic effects
for states. The influx of federal funds magnifies the impact of Medicaid spending in state economies. Medicaid
funds directly support tens of thousands of health care providers throughout the country, including hospitals,
community health centers, nursing facilities, group homes, and managed care plans. The funds indirectly
support other businesses and affect jobs, household spending, and states and local tax collections.
The Affordable Care Act (ACA) calls for a Medicaid expansion to cover nearly all adults with incomes at or
below 138% of the Federal Poverty Level (FPL)($15,856 for an individual, $32,499 for a family of four). The
federal government pays 100% of the cost of coverage from 2014-2016, eventually scaling down to 90% in 2020
and beyond (compared to current matching rates of 50% – 73.4%). If all states implemented the Medicaid
expansion, an additional 13.1 million could be enrolled in Medicaid by 2016. Over the 2013-2022 period, states
could see an additional $800 billion in federal dollars to states to support the expansion and $8.2 billion in
new state spending (without accounting for any spending offsets due to lower uncompensated care costs,
reductions in other state spending or other broader economic effects).1 However, the Supreme Court decision
in June 2012 effectively makes the Medicaid expansion a state option. The 25 states that are not moving
forward with the Medicaid expansion at this time would forgo $426 billion over the 2013 to 2022 period, in
return for an additional $31.8 billion in new state spending tied directly to the expansion.
Many analyses were conducted to assess the coverage and fiscal implications of the Medicaid expansion for
individual states. Most of these studies have examined new state costs tied to the Medicaid expansion as well as
savings opportunities due to reductions in spending for uncompensated care or funding for other indigent care
programs, while a number also included estimates of the broader economic effects of the Medicaid expansion
such as the impact on gross state product (GSP), states and local revenues, or jobs. This brief summarizes
findings from 32 studies in 26 states analyzing the anticipated impact of the ACA Medicaid expansion (and in
some cases full ACA implementation) on state and local economies. While the studies vary based on the model
used, time frame, and overall results, key findings across the studies reviewed show that:


The Medicaid expansion is projected to generate increased state economic activity such as increases in
state output, Gross State Product (GSP) and state and local revenues. The magnitude of the impact
depends on the level of current and anticipated new Medicaid funding.



The Medicaid expansion is expected to have a positive effect on jobs and earnings.

Authorized by Title XIX of the Social Security Act, Medicaid is a means-tested entitlement program jointly
financed by the federal and state governments. In FY 2011, the federal government spent $264 billion on
Medicaid and the states are estimated to have spent $150 billion, bringing total program spending to $414
billion.2 Medicaid is the second largest line item in state budgets — nearly 16 percent of state funds are
allocated to Medicaid on average — and it is the largest source of federal grant support for the states.3 The
federal government matches each state’s Medicaid spending for current Medicaid beneficiaries at an
established rate that varies by state. The rate, the Federal Medical Assistance Percentage (FMAP), is
determined by a set formula that relies on state per capita income relative to the national average. The current
federal share of Medicaid averages 59 percent, but can range from a floor of 50 percent in wealthy states to 73
percent in the poorest state (Mississippi).4
Effective January 1, 2014, under the ACA, the federal government will pay 100% of the cost of coverage for
individuals newly eligible for the program, as a result of the law, from 2014 through 2016. The federal matching
rate then gradually scales down to 90% in 2020 and beyond. Although states can elect to take up the Medicaid
expansion at any point, the 100% federal match rate only lasts through calendar year 2016. All of the economic
impact studies presented in this brief assume that states expand their Medicaid programs when the ACA goes
into full effect at the beginning of 2014.

Economic impact can be defined as the net change in the economy resulting from an event such as an increase
or decrease in government spending. New spending can create a larger impact than the amount of new
spending alone through “multiplier effects” because of the successive rounds of spending that occur when
money is injected into a state economy. For instance, state businesses and residents spend their earnings on
purchases from other businesses or residents in the state, who in turn make other purchases and so on.5
Economic impact is generally quantified in terms of employment, income, state revenue and overall economic
output (also referred to as business activity, gross state product, or value added).

Both state and federal Medicaid spending have a multiplier effect. State spending alone yields multiplier effects
as money is injected into the state’s economy and used to conduct business, make purchases and support
salaries. However, because of the matching arrangement, the economic impact of Medicaid spending is
intensified by the infusion of new dollars from the federal government that would otherwise not exist in the
state — a dollar of state Medicaid spending attracts at least one federal dollar. Thus, the total impact multiplier,
relative to the multiplier of the state dollar alone, is considerably larger. The current FMAP ranges from 50 to
73 percent among states, meaning that for every dollar a state spends on Medicaid, the federal government
contributes at least one dollar and up to $2.76. The higher the matching rate, the stronger the financial
incentive is for states.
Medicaid spending flows through a state’s economy and can generate impacts greater than the original
spending alone. First, while Medicaid payments are made on behalf of enrollees, the direct recipients are
providers, including hospitals, private physicians, and nursing homes, or managed care organizations.

Therefore, Medicaid funding directly impacts health care service providers, supporting the jobs, income, and
purchases associated with carrying out health care services.
Through the multiplier effect, other businesses and industries are indirectly affected due to the direct impact.
For example, a medical supply firm may be affected through its business dealings with Medicaid providers —
fluctuations in Medicaid funding may affect a Medicaid provider’s supply order, which then may affect the
medical supplier’s purchases from its vendors, and so on. Lastly, both the direct and indirect effects induce
changes in household consumption and tax collection primarily due to household income fluctuations.
Employees of Medicaid health care providers that are directly impacted or the employees of businesses that are
indirectly impacted may change their spending patterns according to increases or decreases in income — the
change in income triggers the household to increase or decrease spending on consumer goods. Due to changes
in personal income and, subsequently spending, sources of government revenue — including income and sales
taxes — would be affected as well.
Kaiser Commission on Medicaid and the Uninsured reports have periodically reviewed state economic studies
that examine the effect of Medicaid on state economies. These analyses have shown that Medicaid spending
has a positive effect on state economies and jobs.6

To assess economic impact, economists and academics conducting studies use a variety models. Input-output
economic models account for the relationships between industries in an economy and allow for estimating the
effects of changes in expenditures on state industries and the economy as a whole. They rely on the theory that
a change in input (e.g., a cut or increase in Medicaid expenditures) will produce direct impacts that will then
“ripple” through other sectors of the economy producing indirect and induced impacts. This process does not
continue endlessly as with each round of spending, a portion of dollars is used for purchases made outside the
state, or is taxed or saved.
Other models or modeling systems, such as IMPLAN and REMI, are based on similar economic theory;
however, there are inherent differences in the models, primarily related to the types of multipliers each model
uses and the approach used to compute multipliers. More dynamic models are able to adapt and reflect a wider
array of events and scenarios. Due to variation in state economies, models, such as CalSIM and USMRIAS, are
tailored to reflect unique state economic environments.
Since these models are largely industry-based models, they do not reflect changes in other effects, such as the
implications of improved health or increased spending capacity for low-income individuals. See Appendix A for
a description of these models.

Prior to the ACA, many studies have historically shown that Medicaid spending has a positive effect on state
economies and jobs.7 The influx of federal funds magnifies the impact of state Medicaid. Medicaid funds
directly support tens of thousands of health care providers throughout the country, including hospitals,

community health centers, nursing facilities, group homes, and managed care plans. The funds indirectly
support other businesses and affect jobs, household spending, and state and local tax collections.
Following the Supreme Court decision, many analyses were conducted to assess the fiscal implications of the
Medicaid expansion. Most of these analyses looked at new state costs tied to the Medicaid expansion as well as
opportunities for savings primarily due to reductions in spending for uncompensated care or funding for other
programs currently serving indigent residents. Overall, these fiscal analyses generally showed large increases in
federal funding for states and net benefits, or relatively small increases in state spending to support the
Medicaid coverage expansion. A number of analyses also included estimates of the broader economic effects of
the Medicaid expansion, such as the impact on gross state product (GSP), state and local revenues, or jobs.
This brief assessed specific findings from 32 studies in 26 states analyzing the anticipated impact of the ACA
Medicaid expansion (and in some cases full ACA implementation) on state and local economies. Appendix B
summarizes findings from each of the state analyses. While the models, assumptions and time period of
analysis differ across the studies, a number of key findings emerged include the following:
The Medicaid expansion is projected to generate increased state economic activity, such as
increases in state output, Gross State Product (GSP) and state and local revenues. Similar to
previous finding, a review of economic analyses of the Medicaid expansion show that Medicaid funds will
directly support health care providers as individuals gain insurance and better access to health care services.
However, since the federal government pays for the entire cost of coverage for newly eligible beneficiaries for
the first three years, a new surge of federal funds will flow into states with relatively little additional state costs.
Studies show, therefore, that new funds as a result of the Medicaid expansion are anticipated to have a
noticeable and sustained increase in state economic activity. Regardless of the economic impact model used, all
of the studies analyzed anticipate positive increases to state output and Gross State Product (GSP). The
magnitude of the impact depends on the level of current and anticipated new Medicaid funding and the
economic conditions within the state.
The Medicaid expansion is expected to have a positive effect on jobs and earnings. These
economic models also show the implications for jobs. Again, given the increase in spending and the influx of
new federal funds that will filter through state economies, the studies show increases in employment. A
number of studies also show increases in salaries and earnings tied to new jobs.

Over the next few months and years, as the ACA Medicaid expansion and other coverage provisions are
implemented, the fiscal implications of the law for states will become more clear through state budget
processes, analysis of actual spending and revenue collections, and job growth. Researchers may be able to look
across states moving forward with the Medicaid expansion compared to those not moving forward to draw
broader conclusions about how the decision to implement the expansion affects states differently.
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