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F
iscal policy at both the federal and state levels 
is on an unsustainable path. Entitlement reform 
in America—particularly Medicaid reform—is 
shifting from a question of whether cuts should 
be made to a question of how much must be cut. 

To better understand best practices in Medicaid reform, we 
explore five state-level Medicaid reforms and their abil-
ity to simultaneously reduce costs, maintain or increase 
access, and survive the politics of reform.

MEDICAID’S RISING BURDEN

Medicaid is the United States’ major health care financ-
ing system for the poor, some elderly, and the disabled. In 
2010, the most recent available data, annual Medicaid spend-
ing totaled around $400 billion (see figure 1). Medicaid also  
accounted for more than 15 percent of U.S. health expendi-
tures.1 While final data for 2011 is not yet available, average 
monthly enrollment is estimated to exceed $55 million, with 
over 70 million Americans covered for one or more months.2

Although every state has ostensibly implemented Medicaid 
reforms over the last 10 years, combined federal and state 
expenditures grew from 2.0 percent of gross domestic prod-
uct (GDP) in 2000 to 2.7 percent in 2007. Some cost-saving 
reforms are politically unviable, while other—more popular—
reforms only drive up costs. Successful reforms that provide a 
combination of cost reduction with maintained or increased 
access are hard to find. Thus, the easier path has been to 
increase expenditures.

Florida Medicaid Reform of 2005

The main feature of Florida’s 2005 pilot program was the 
shifting of enrollees in Broward and Duval Counties to man-
aged care networks—three other counties were later added. 
In theory, these networks would control costs by matching 
enrollees with service providers. They would act as a buffer 
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against inappropriate use (e.g., emergency care for basic treat-
ments). The 2005 reforms also introduced benefit flexibility, 
incentives for healthy decisions, and premium assistance.

The results of Florida’s five-county pilot project were 
described as “a decided success.”3 But a highly publicized 
Georgetown University study from April 2011 claimed the 
program did not produce significant results, limited access 
to prenatal care, and saved costs through low provider reim-
bursement rates.4

Florida is currently awaiting federal approval for expansions 
to the program. Many parties are opposed to the expansion,5 
but the case has weak evidence of cost and coverage reduc-
tions. Political barriers to reform are significant—though not 
insurmountable.

Idaho Medicaid Reform of 2006

Idaho’s Medicaid reforms aimed to tailor coverage to 
enrollee needs. The greater flexibility promised to reduce 
costs and provide care more consistent with needs. The 
reforms also called for healthy choice initiatives, premium 
sharing, consolidated purchasing of prescription drugs and 
medical supplies at lower prices, and other cost reductions.6

Idaho’s spending increased following the 2006 Idaho Medic-
aid Simplification Act due to its segmented approach, which 

reduced the risk pool causing significant adverse effects. By 
segmenting people into separate risk categories, the high-risk 
pool became underfunded, and an excessive number of risky 
enrollees were wrongly placed in safer pools.

The reforms were popular at the time, and then-Governor 
Dirk Kempthorne encountered minimal opposition.7 This 
was partly because of his willingness to hold town hall meet-
ings and public forums to discuss the reform proposal. Kemp-
thorne combined the topics of cost savings and state control 
versus federal control: Idaho’s reforms promised to not leave 
anyone without coverage, to reduce costs, and to return more 
power and control to the state.

Rhode Island Global Consumer Choice Compact of 2008

Rhode Island’s Consumer Choice Compact of 2008 set 
spending for five years and gave state leaders flexibility to 
introduce market principles to the Medicaid program. The 
plan encouraged cost control through an incentive system: 
When the state spent less than the capped amount, it could 
keep a fraction of the federal money. In its first two years, the 
program cut Medicaid spending by $1.1 billion. The global 
waiver alone saved more than $100 million in its first year.8

Then-Governor Donald Carcieri ignited Rhode Island’s 
 Medicaid reform and won people over with a compelling 
case: His proposals did not deny people care, but targeted 

FIGURE 1: MEDICAID EXPENDITURES, 1980–2010

Year Total Spending Federal State & Local CPI (100 = 1983) CPI (100 = 2010) Total Spending (Real 2010)
1966 1303.9 631.6 672.3 ����� 0.149355304 195
1967 3140.9 1524.5 1616.4 �� 0.154255174 485
1968 3541.3 1834.8 1706.5 ���� 0.161514241 572
1969 4174.5 2297.6 1876.9 �	�	 0.171041767 714
1970 5289.7 2842.3 2447.3 ���
 0.180569292 955
1971 6695.3 3809.6 2885.7 ���� 0.186467284 1,248
1972 8313.5 4547.3 3766.2 ���� 0.192818968 1,603
1973 9423.4 4933.1 4490.3 ���� 0.210059252 1,979
1974 11073.3 6276.7 4796.6 ���� 0.235465987 2,607
1975 13445.6 7408.6 6037 ���� 0.252252579 3,392
1976 15188.4 9152.8 6035.6 �
�� 0.264955947 4,024
1977 17463.7 9895.6 7568.1 ���� 0.282649922 4,936
1978 19465.2 10918.6 8546.6 �	�� 0.308056657 5,996
1979 22332 12705.3 9626.7 	��� 0.348888909 7,791
1980 26032.5 14521.3 11511.2 
��� 0.39198962 10,204
1981 30307.3 16902.2 13405.1 ���� 0.42692388 12,939
1982 32010.8 17842.6 14168.2 �	�	 0.44325678 14,189
1983 35265.6 19587.1 15678.6 ����� 0.460043373 16,224
1984 38233.1 21096.4 17136.7 ����� 0.478644732 18,300
1985 40937.4 22594 18343.4 ����� 0.4967924 20,337
1986 45383.1 25187.1 20196 ����
 0.502690392 22,814
1987 50339.2 27868.3 22470.9 ����� 0.524467593 26,401
1988 55080 30994.8 24085.2 ����	 0.547605869 30,162
1989 61952.3 35076.6 26875.7 ����� 0.573012604 35,499
1990 73660.8 42607.2 31053.7 ����� 0.608854247 44,849
1991 93210.9 56847.3 36363.6 ��
�� 0.627001915 58,443
1992 108186.4 68601.6 39584.9 ����� 0.645603274 69,845
1993 122373.3 76961.2 45412.2 ����� 0.663750941 81,225
1994 134414.1 81051.6 53362.5 ����� 0.680991226 91,535
1995 144862.2 85945.5 58916.7 ����� 0.69823151 101,147
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care at different groups’ needs. For example, when asked if 
people would be denied coverage, Gary Alexander, secretary 
of Rhode Island’s Office of Health and Human Services at 
that time, replied, “If there is an elderly population that needs 
podiatry, we want to be able to offer it to them, rather than to 
the entire population.”9

Liberal Democrats in Rhode Island were skeptical but went 
along with the plan because of its popularity. With politi-
cal momentum on their side, Carcieri and Alexander were 
able to get a large coalition on board. Thus, the major chal-
lenge for state legislators was not Republicans versus Demo-
crats, but Rhode Island versus federal agencies handling the  
state’s waiver.

TennCare of 1993

TennCare dates back to June 1993, when then-Governor 
Ned McWherter and the Tennessee Department of Health 
applied for a Medicaid waiver. The main objective was to shift 
Tennessee’s Medicaid program from public provision to man-
aged care organizations. McWherter sought rapid approval due 
to concern over pushback from the Tennessee Medical Asso-
ciation.10 The savings from the shift would be used to expand 
coverage to the uninsurable and non-poor uninsured groups.

Tennessee’s reforms promised cost savings and were viewed 
as a radical new approach to Medicaid. However, the rapid 
implementation led to great confusion about care and weak-
ened McWherter’s overall base. People were suddenly told 
their traditional means of health care was shifting, and poli-
cies were not in place to get their questions answered. The 
Tennessee Medical Association took a strong position against 
the reforms due to the low capitation rates.

By 2000, the plan was viewed as a failure. By shifting cost 
savings to uninsured groups, the system faced constant 
demand-side pressure and never reduced taxpayers’ costs. 
The low capitation rates, the lowest in the country for some 
time, reflected the state’s failure to appropriately price risk. In 
essence, an adverse selection problem confronted TennCare: 
eligibility was expanded without concomitant increases 
in capitation rates. As the Tennessee Medical Association 
warned, poor pricing led to major increases in expenditures.11

Washington State’s SB 5596 of 2011

Washington State’s 2011 Medicaid reform authorized 
greater flexibility and a block-grant-like approach to fund-
ing. While time will tell, the general tenor of the reforms and 
the block-grant style, which cap expenditures and encourage 
innovation, are reasons for optimism. 

Unlike Tennessee’s program, which was six months in the 
making, Washington spent six years building consensus and 
calculating the best reforms. Governor Chris Gregoire devel-
oped a commission tasked with recommending reforms “for 
Washingtonians by Washingtonians.”13 After years of care-
ful study, the commission submitted recommendations for 
reform. By taking enough time and working to overcome the 
concerns of interest groups and the opposition, Gregoire suc-
ceeded in getting a radical-looking reform bill passed.

RECOMMENDATIONS

If cost-saving reforms are necessary and do not compro-
mise well-being, what blocks their passage? Politics. Politics 
can kill the best of ideas. Reforms in Tennessee and Florida 
were radical in scale and scope. But they were not as success-
ful as reforms in Rhode Island and Washington because they 
were rushed and stakeholders were less engaged. Reformers 
must work to bring key interest groups—even opponents—
into discussions. Skeptics can provide input while gaining an 
understanding of the seriousness of the fiscal problems.

Rhode Island and Washington have, in effect, implemented 
block-grant reforms. Yet, political leaders there do not make 
a big deal about the radical nature of their reforms, nor do 
they want their reforms to be called “block grants” owing to 
negative connotations. Reformers who consider the impact 
of their words and actions on their opponents are more likely 
to succeed.

Tennessee’s reforms are an example of bad messaging: Ten-
nessee’s attempted reforms lacked the buy-in needed for 
long-term success. In contrast, Rhode Island and Washing-
ton’s leaders didn’t fixate on ideological purity. Their actions 
spoke louder than words.

CONCLUSION

Many states are initiating their own experiments with rad-
ical Medicaid reform. New York and Utah are both pursuing 
cost-saving reforms to shift Medicaid participants to privately 
run managed-care plans. By incorporating lessons from other 
states, policy makers should be able to save time, build greater 
consensus, and deliver more effective Medicaid services to 
participants at a lower cost to taxpayers.
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