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The possibility of health care reform has 
helped focus attention on equity in the receipt 
ofhealth care. This is a particular issue for 
the Medicaid program, as State variations in 
eligibility and payment policies have histori
cally created inequity. This study examines 
equity for Medicaid beneficiaries and State 
taxpayers during the latter 1980s. Findings 
indicate that federally mandated expansions 
significantly increased equity in the coverage 
of the poor, but inequality in real resources 
per enrollee remained significant. Although 
equity improved from 1984 through 1991, 
the increased use ofprovider-specific tax and 
voluntary donation (T&D) programs by 
traditionally high-spending States played an 
important role in the 1992figures. 

IN1RODUCTION 

Equity for recipients, as well as taxpay
ers, has been a desired outcome of the 
Medicaid program, as evidenced by its leg
islative history (U.S. General Accounting 
Office, 1983). Equity for beneficiaries 
would mean that similarly disadvantaged 
persons would be treated similarly across 
the States in terms of Medicaid benefits 
and eligibility. Equity for taxpayers would 
mean that persons with comparable 
incomes or wealth would bear comparable 
tax burdens. To help achieve equity, the 
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Federal Government makes contributions 
toward total expenditures in each State that 
are inversely related to a State's per capita 
income, relative to the national average.1 

Poorer States have a higher Federal share; 
Mississippi had the highest in 1992 (80 per
cent), and 11 States and the District of 
Columbia received the minimum matching 
amount (50 percent). The objective of this 
"matching" was to increase the spending in 
poor States beyond what they would other
wise spend. 

In spite of efforts to achieve equity, earli
er evidence has suggested that equity has 
not been achieved for either beneficiaries 
or taxpayers. Poor people have found that 
their eligibility for Medicaid and their 
access to mainstream medicine through 
this program vary significantly from State 
to State. That is, eligibility and service ben
efits, determined largely by State residence, 
have been found to differ substantially 
(Holahan and Cohen, 1986; Reinhardt, 
1985). Although the Federal formula has 
been sufficient to bring about a more equi
table spending pattern than would other
wise prevail, inequities persist (Holahan 
and Cohen, 1986; Grannemann and Pauly, 
1983; U.S. General Accounting Office, 1983, 
1990). Variations in levels of Medicaid 
spending per enrollee have been found to 
be strongly related to State income, and 
higher income States have been found to 
spend a larger portion of income on 
Medicaid (Holahan and Cohen, 1986). 

1The matching fonnula that detennines the Federal share is: 
Federal matching rate~ 1· 0.45 [(State per capita income)/(U.S. 

2per capita income) ] . The Federal matching rate is further 
constrained to be between 0.50 and 0.83. 
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Much has changed during the latter part 
of the 1980s and early 1990s that warrants 
reconsideration of the equity in the 
Medicaid program. Major changes include 
mandated expansions in eligibility for 
children and pregnant women; support of 
the Boren amendment (requiring States to 
pay for the costs of efficient providers); and 
T&D programs that have significantly 
increased the total revenues available to 
States for covering the poor. Because of 
these factors, the recession, and continued 
medical price inflation, the growth rate of 
Medicaid expenditures has been signifi
cantly higher in recent years, almost dou
ble that observed during the 1980s 
(Holahan et al., 1992). Thus, the escalation 
of Medicaid expenditures as well as the 
potential of continued inequities across 
States pose major policy issues. 

This study uses data for 1984, 1991, and 
1992 to examine changes in the equity of the 
Medicaid program over this time span. 
Three indicators of equity are analyzed: 
(1) the extent of Medicaid coverage of the 
poor; (2) the variation in Medicaid expendi
tures per poor person and per enrollee; and 
(3) the average tax burden imposed on 
States to finance their Medicaid prograros. 
Patterns in both nominal and real expendi
tures (adjusted for medical price variation) 
are examined. Throughout the analysis, the 
impact of T&D programs on financing and 
equity are given special consideration. 

DATA AND METIIODS 

The data used for this study are a combi
nation of data from HCFA Form-2082 and 
HCFA Form-64.' These data have been 
edited extensively by the Urban Institute 
under a grant provided by the Robert Wood 
Johnson Foundation, in order to make 
them internally consistent and more readi
ly usable for research purposes. The HCFA 

Form-2082 data provide information on 
expenditures by service category and eligi
bility group. Yet these data are often unreli
able in that components do not sum to 
reported totals, trends appear unrealistic, 
etc. (Ku, Ellwood, and Klemm, 1990). The 
data from HCFA Form-64 are reliable in 
terms of overall expenditures, because 
they are used for determining the Federal 
matching aroounts, but these data do not 
provide the detailed service and eligibility 
breakdowns reflected in HCFA Form-2082. 
Under the earlier study, staff at the Urban 
Institute used these two data sources to 
create a more reliable source of data on 
Medicaid spending for the 1984-92 period. 
These data were used to explore the 
determinants of State Medicaid policies, 
enrollment levels, and spending for this 
period in more detail (Wade, Adaros, and 
Berg, 1994). 

Also included in the broader study 
(Wade, Adaros, and Berg, 1994) was the 
development of a State-specific medical 
price index (MPI). This measure was 
derived by combining the medical care 
component of the Consumer Price Index 
published for certain metropolitan statisti
cal areas with data on the wages of health 
care workers, available by State from the 
Bureau of Labor Statistics. A full explana
tion of the derivation of the MPI is provid
ed elsewhere (Wade, Adams, and Berg, 
1994). It provides a rough measure of 
the variation in the costs of purchasing 
health care services across States from 
1984-92 and allows for the adjustment 
of nominal expenditures to better reflect 

2HCFA Fonn-2082, the Statistical Report on Medical Care: 
Eligibles, Recipients, Payments, and Services, contains data on 
Medicaid recipients, enrollees, and expenditures. Data are 
classified by type of medical service, enrollee maintenance 
assistance status, and basis of eligibility. HCFA Fonn-64, the 
Quarterly Medicaid Statement of Expenditures for the Medical 
Assistance Program, reports expenditures by type of medical 
service. The Urban Institute has developed a crosswalk between 
the two data sets. 
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equity in real resources available across 
States. Note that this index does not 
account for variation in the quality of 
Medicaid services across States, which 
affects the ability to measure true differ
ences in costs. 

Analysis of the role of special revenue pro
grams, Including State T&D programs, is 
included in this article. These programs 
involve the taxation of providers, usually hos
pitals, or the receipt of voluntary donations 
from providers, which the State then uses as 
a source for its share of spending to generate 
Federal matching revenues. A full discussion 
of these programs is included in a recent 
summary of changes in the Medicaid pro
gram (Rowland, Feder, and Salganicoff, 
1993). The providers have been generally 
held harmless by the States (Coughlin, Ku, 
and Holahan, 1994), as the tax or donation 
was subsequently returned to them through 
reimbursements, including actual increases 
in payments made to disproportionate-share 
hospitals in the form of higher rates or other 
special payments. In many instances, these 
payments were made for charity patients 
who were not actually enrolled in Medicaid. 
In shor~ the States obtained higher Federal 
aid than they would have otherwise, and 
they used the payments to defray the hospi
tal expenses of serving the uninsured within 
their States' boundaries. T &D programs 
were initiated by Tennessee and West 
Virginia in response to fiscal concerns 
and spread rapidly to other States. The 
amounts involved in these programs grew 

3The T&D programs, as they had evolved, were made illegal by 
the passage of H.R 3595, the Medicaid Voluntary Contribution 
and Provider-Specific Tax Amendments of 1991. This law 
pennitted matching for the provider taxes or donations that were 
not in excess of 25 percent of the States' share of Medicaid 
funding if programs were begun before certain dates. Donation 
programs had to be in place by September 30, 1992; tax programs 
had to be in place by November 22, 1991. The matching will 
continue until October 1995. The law limited expenditures made 
to disproportionate-share hospitals to an aggregate national limit 
of 12 percent of total Medicaid expenditures. 

dramatically from 1991 to 1992, as States 
implemented new programs that could 
then be grandfathered in untill995;" by fis
cal year 1992, these programs had grown 
to more than $9 billion. Given their poten
tial impact on the equity measures used in 
this article, data on each State's program, 
gathered by HCFA for recent years and via 
phone survey for earlier years, were used 
to adjust total expenditures. As these 
revenues do not constitute net additions to 
State-only spending, the amounts were 
subtracted from State expenditures in 
several parts of the analysis. 

To measure changes in equity, data on 
mean expenditures, the coefficient of varia
tion in expenditures, and the gap between 
the 90th and lOth percentile of State 
expenditures are presented by major 
Medicaid enrolhnent groups. The coeffi
cient of variation is a summary statistic that 
provides an overall measure of the disper
sion in the distribution relative to its mean. 
Algebraically, it equals the standard devia
tion divided by the mean. If this coefficient 
equals zero, there is no dispersion; if it 
equals 100 percent, the standard deviation 
of the distribution equals the mean, indi
cating a high degree of inequality. The gap 
in expenditures is used to provide addition
al information on dispersion and is simply a 
measure of the range in spending that is 
not reflective of extreme outliers. 

Data for 1984, 1991, and 1992 are provid
ed in most of the tables. The 1984-91 data 
illustrate changes taking place in the latter 
part of the decade, partly as a result of the 
mandated expansions. Given the rapid 
increase in Medicaid spending that began 
to take place in the late 1980s and early 
1990s, it is illustrative to compare the pat
terns found in 1991 to the most current 
data available, 1992. This comparison 
also highlights the impact of the T&D 
programs on equity measures. 
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Table 1 

Variation in Coverage and Real Medicaid Expenditures per Poor Person: 1984, 1991, and 1992 

M&asure 1984 1991 1992 
Ratio of Enrollees to Poor 

Mean 
 0.71 0.90 0.96 
Coefficient of Variation (Percent) 
 38.1 27.3 21.7 
Gap (90th· 10th Percentile) 
 0.76 0.56 0.54 

Ratio of Recipients to Poor 

Mean 
 0.57 0.76 0.83 
Coefficient of Variation (Percent) 
 37.4 27.5 23.0 
Gap (9oth· 10th Percentile) 
 0.60 0.45 0.46 

Real Expenditures1 per Poor Person 

Mean Amount in Dollars 
 $989 $1,519 $1,791 
Coefficient of Variation (Percent) 
 53.4 44.2 47.9 
Gap (90th-10th Percentile) 
 $1,375 $1,753 $2,200 
1Real expendnures are derived by dividing actual expenditures by tl1& State-specWie medical price index described in the text. 

SOURCE: Adams, E.K., SysteMetrics, Inc., 1993. 

Given the recent changes in Medicaid at 
the State and Federal levels, we expected to 
find improved equity in the coverage of the 
poor. and given the observed increase in 
national expenditures, higher average tax 
burdens. With regard to State patterns, we 
expected the impact of the mandates to fall 
more heavily on those States that had less 
generous programs historically and those 
with larger poor populations. This would 
apply to lower income States, many of which 
are Southern and Mountain States, where 
eligibility policies have been less liberal. 
Thus, we expected to see State coverage of 
the poor and spending as a percentage of 
income to increase in the Southern and 
Mountain States. We expected less change 
in the Northeastern States, which generally 
are higher income and have historically 
offered broader coverage. We also expected 
to see relative increases in the share of i 

Federal aid for Medicaid spending going to , 
the Southern and Mountain States by 1992. 

FINDINGS 

Coverage of Poor 

The mandated expansions in Medicaid 
eligibility during the latter 1980s have had 

a significant impact on equity in the 
Medicaid program, as measured by the 
ratio of enrollees to poor persons in each 
State. The data in Table 1 show that equity 
improved (from 71 percent in 1984 to 90 
percent in 1991, and to 96 percent by 1992) 
as State Medicaid programs, on average, 
increased the ratio of persons covered 
(enrolled) to persons with incomes below 
the Federal poverty level. The equity in 
coverage across States, as evidenced 
by the coefficient of variation and the 
difference in the ratio of persons covered 
to persons in poverty at the 90th and lOth 
percentiles of State values, also shows 
improvement during the 1984-92 period. 

These high ratios do not necessarily sug
gest that States are covering a higher per
centage of persons with low income 
through their Aid to Families with 
Dependent Children (AFDC) payment 
standards or covering them on an ongoing 
basis. The potentially eligible population, 
and hence the number of Medicaid 
enrollees, can exceed the number of per
sons in poverty for several reasons. First, 
many States have programs for the med
ically needy that temporarily qualify higher 
income persons for Medicaid as a result of 
high medical expenses. Second, poverty 
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counts are based on an annual income mea
sure, but persons may be enrolled in 
Medicaid for as little as 1 month. Third, the 
mandated expansion of Medicaid eligibility 
to pregnant women and children in families 
with incomes up to 133 percent of the 
poverty level and the voluntary expansion 
to higher income levels in many States dur
ing the latter 1980s is another reason why 
these ratios may exceed 100 percent. 
Finally, poverty counts do not include the 
institutionalized, but Medicaid data on 
enrollees do include these persons, some 
of whom have incomes above the poverty 
level but cannot cover the costs of nursing 
home care. 

Although a large portion of the increase 
in coverage of the poor occurred between 
1984 and 1991, coverage rates improved 
significantly from 1991 to 1992, as federally 
mandated expansions, including those for 
coverage of pregnant women and children, 
continued to be implemented. States 
moved to the mandated 133-percent-of
poverty level in late 1990, and a few 
expanded to higher levels in 1991. It may 
also be that the "Zebley" decision' contin
ued to have an effect on Medicaid enroll
ments as parents became aware of these 
new criteria. 

Although the data in Table 1 do not pro
vide a breakdown of the coverage of the 
poor by age, other studies have clearly 
shown that the mandates have improved 
the equity of coverage among non-aged 
adults and children. In a recent study, the 
coefficient of variation of Medicaid-covered 
adults and children was reported to have 
fallen by one-third from 1984 to 1991 

~This decision retroactively changed the eligibility criteria for 
Supplemental Security Income (SSI) for children and 
consequently, for Medicaid coverage. Since 1990, rather than 
using a specified list ofimpainnents for qualifying children, States 
must consider a child's «functional ability to perform age
appropriate daily living activities and behave in an age-appropriate 
manner" (Ford and Schwamm, 1992). 

(Coughlin, Ku, and Holahan, 1994). 
Corresponding evidence on the numbers of 
uninsured children showed that this num
ber fell by 400,000 to ll.8 million in 1990; 
the rolls of Medicaid children increased. 
while the numbers of privately insured 
children dropped (Zimmerman, 1993). 

Other data in Table 1 indicate that the 
ratio of the poor receiving services through 
Medicaid increased from 57 percent in 
1984 to 83 percent in 1992. Thus, there was 
also an increase in the number of recipi
ents per poor person over the study period 
and a general improvement in the equity of 
this measure across States. It is interesting 
to look at recipients, as persons can be 
enrolled in Medicaid and yet not receive 
services (because they do not need serv
ices or because of barriers to access). 

Another measure of equity, the dispersion 
in real Medicaid expenditures for the poor 
population within each State, is shown in the 
third block of data in Table 1. These data 
indicate that the level of real resources per 
poor person increased from a mean of $989 
per State in 1984 to $1.791 in 1992 and that 
the coefficient of variation in this measure 
declined by a little more than 5 percentage 
points from 1984 to 1992. This is consistent 
with the increased equity in the coverage of 
the poor population covered, as already men
tioned. As we see later, there were relatively 
greater increases in coverage made by lower 
income States that have relatively greater 
poor populations living within their State 
boundaries. The gap across States (between 
the 90th and lOth percentiles) in real spend
ing per poor person widened, however, from 
1984 to 1991 as well as from 1991 to 1992; it 
equaled $2,200 by 1992. Thus, although 
there have been improvements in equity 
during the study period, the increased 
enrollment of poor persons in Medicaid still 
does not mean that they receive equal real 
expenditures across the States. 
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Table 2 

Ratio of Enrollees to Persons in Poverty, by State and Region: 1984 and 1992 


Region 1984 1992

and State Ratio Rank Ratio Aank 

U.S. Average 0.71 0.96 

New England 
Connecticut 1.14 6 1.10 11 
Maine 0.91 11 1.11 10 
Massachusetts 1.17 5 1.32 4 
New Hampshire 0.72 21 0.79 40 
Rhode Island 1.19 3 1.54 1 
Vermont 0.99 9 1.37 2 
Middle Atlantic 
New Jersey 0.85 15 1.02 18 
New York 0.90 12 1.08 13 
Pennsylvania 0.73 20 1.06 15 
East North Central 
Illinois 0.71 22 0.89 28 
Indiana 0.48 38 0.81 39 
Michigan 0.82 16 1.09 12 
Ohio 0.80 17 1.17 8 
Wisconsin 1.09 7 1.12 9 
West North Central 
Iowa 0.60 28 0.93 25 
Kansas 0.76 19 0.89 29 
Minnesota 1.04 8 0.90 26 
Missouri 0.63 27 0.81 38 
Nebraska 0.48 39 0.97 22 
North Dakota 0.40 47 0.90 27 
South Dakota 0.41 43 0.71 45 
South Atlantic 
Delaware 0.94 10 1.25 5 
Florida 0.40 46 0.86 31 
Georgia 0.56 33 0.84 35 
Maryland 1.23 2 0.94 23 
North Carolina 0.47 40 0.84 34 
South carolina 0.52 36 0.69 46 
Virginia 0.64 26 1.04 17 
West Virginia 0.64 24 0.97 21 
East South Central 
Alabama 0.59 31 0.76 42 
Kentucky 0.77 18 0.88 30 
Mississippi 0.56 32 0.81 37 
Tennessee 0.51 37 1.04 16 
West South Central 
Arkansas 0.41 44 0.85 33 
Louisiana 0.52 35 0.72 44 
Oklahoma 0.69 23 0.69 47 
Texas 0.38 46 0.79 41 
Mountain 
Colorado 0.88 13 0.93 24 
Idaho 0.28 49 0.63 48 
Montana 0.60 29 0.82 36 
Nevada 0.41 45 0.53 49 
New Mexico 0.46 41 0.74 43 
U1ah 0.59 30 1.08 14 
Wyoming 0.42 42 1.00 19 

Pacific 
Alaska 0.64 25 1.36 3 
California 1.43 1 1.23 6 
Hawaii 1.19 4 0.86 32 
Oregon 0.54 34 0.99 20 
Washington MS 14 1.21 7 

SOURCE: Adams, E.K, SysteMetrics, Inc., 1993. 
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Table 3 

Variation in Medicaid Nominal, Net Nominal, and Real Dollar Expenditures per Enrollee: 1984·92 

Measure 1984 1991 1992 

Nominal' Expenditures per Enrollee 
Mean $1,451 $2,827 $3,453 
Coefficient of Variation {Percent) 31.3 35.2 53.2 
Expenditure Gap (9oth-1oth Percentile) $1,326 $2,641 $2,887 

Net Nomlnal2 Expenditures per Enrollee 
Mean $1,451 $2,753 $3,158 
Coefficient of Variation (Percent) 31.3 33.4 40.4 
Expenditure Gap (90th-1oth Percenlile) $1,326 $2,561 $2,367 

Real3 Expenditures per Enrollee 
Mean $1,381 $1,683 $1,927 
Coefficient of Variation (Percent) 30.9 30.9 46.9 
Expenditure Gap (90th·10th Percentile) $1,248 $1,342 $1,317 

'Nominal expenditures are the actual expenditures !or each State and year.

2Net nominal expenditures are derived by subtracting the amount of provkler tax and donation revenues raised by the State from nominal 

(or actual} expenditures. 

3Rea! expenditures are derived by dividing actual expenditures by the medical price index described in the text. 


SOURCE: Adams, E.K., SysteMetrics,tnc., 1993. 

Data in Table 2 present the ratio of poor 
covered in each State in 1984 and 1992 and 
the States' relative ranking. As these data 
show, the overall improvement in equity 
reflects the expansion of coverage in States 
with traditionally lower coverage as well as 
reductions in some States with traditionally 
high coverage. In California, for example, 
the ratio of Medicaid enrollees to the poor 
equaled 143 percent in 1984 but only 123 
percent in 1992. Ahnost all of the Southern 
and Mountain5 States made improvements 
in the ratio of their poor population covered 
by Medicaid. F1orida, Tennessee, Arkansas, 
Texas, Idaho, and Wyoming more than 
doubled the ratio of the poor population 
covered by their Medicaid programs over 
this time. However, only 4 out of the 23 
States in the Southern and Mountain 
regions-Virginia, Tennessee, Utah, and 
Wyoming-increased coverage sufficiently 
to bring them into the top half of the States 
in terms of the coverage of the poor within 
their State boundaries during this period. 

SSouthem States are those included in the South Atlantic, East 
South Central. and West South Central Regions as shown in 
Table 2. Mountain States include those in the Mountain States 
Region only. 

Despite these changes, the composition 
of the top 10 States in terms of Medicaid 
coverage remained quite similar in that 6 of 
the 10 States were the same; only 4 States 
dropped from this group: Connecticut, 
Minnesota, Maryland, and Hawaii. There 
was somewhat more change by 1992 in 
terms of the States that were in the lowest 
decile of coverage of the poor; five of these 
States moved out of the lowest ranking by 
1992: North Dakota, North Carolina, 
Arkansas, Wyoming, and Florida. Overall, 
the stability of the patterns in State ranking 
for expenditures (shown later) and cover
age of the poor indicates that the States 
differ on characteristics that, over the 
long term, continue to influence Medicaid 
coverage and spending decisions in a 
systematic way. 

EQUI1Y IN EXPENDITURES 

Data in Table 3 present the overall 
results for three measures of expenditures 
per enrollee: nominal (not adjusted by 
MPI) dollars, dollars net of provider taxes 
or donations, and real (adjusted by MPI) 
dollars inclusive of provider taxes or 
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donations. The first panel of data indicates 
that the overall dispersion in spending per 
enrollee has actually increased from 1984 
and 1991 to 1992. The coefficient of varia
tion in 1984 equaled 31 percent and 
increased somewhat to 35 percent in 1991. 
This measure of the dispersion in spending 
increased to 53 percent, however, by 1992, 
indicating a major change in State spending 
patterns in 1 year. The actual dollar gap, the 
difference between the 90th and lOth per
centiles, is illustrative of the increase in dis
parity between the high- and low-spending 
States. This gap widened from $1,326 in 
1984 to $2,641 per enrollee in 1991, almost 
a 100-percent increase; by 1992 the gap was 
$2,887. Because the upper and lower 
deciles include only five States each, out
liers within either group can affect these 
values. In 1992 in particular, several States 
appeared to have very high expenditures. 

One of the reasons that State Medicaid 
spending appears so high is the use of 
T&D programs that were, as discussed ear
lier, used to increase revenues from the 
Federal Government via matching contri
butions. Depending on which States are 
using these programs and to what extent, 
they could affect equity patterns in either 
direction. To gauge the effect of these 
T&D schemes on the changes seen in 
spending patterns from 1984 to 1992, the 
second panel of data in Table 3 is net of the 
dollar amounts each State has raised under 
T&D programs. As these data show, the 
exclusion of these revenues reduces mean 
expenditures per enrollee by ahnost $100 
in 1991 and almost $300 in 1992. Changes 
in the equity measures also differ; the coef
ficient of variation indicates that equity 
declines from 1984 to 1992, but not by near
ly as much as reflected in the expenditures 
inclusive of these special revenues. As seen 
in this section, spending variations and, 
therefore, changes in the pattern of equity 

are related to the T&D programs as well as 
variation in the costs of purchasing medical 
services across States. 

When total (inclusive of provider taxes 
or donations) expenditures per enrollee 
are deflated by the State-specific MPI dis
cussed earlier, quite a different pattern 
emerges, as shown in the last panel of data 
in Table 3. The equity of expenditures, 
measured in real dollars, has effectively 
not changed from 1984 to 1991. The coeffi
cient of variation equaled 31.9 percent in 
1984 and remained that in 1991. Moreover, 
the gap in real expenditures per enrollee 
increased only somewhat, by 8 percent, 
from $1,248 to $1,342; this lower percent
age growth reflects that deflating expendi
tures by our index controls not only for 
variations in relative medical prices (all 
medical prices, not just those within 
Medicaid programs) across States but also 
their growth over time. These findings sug
gest that the relative costs of purchasing 
medical services across States is an impor
tant determinant of expenditure variations 
and should be considered in future analy
ses. A recent study found medical price 
inflation to be the most important single 
factor accounting for Medicaid expenditure 
growth from 198&-91 (Feder et al., 1992). 
The increase in the coefficient of variation 
for real expenditures per enrollee from 
1991 to 1992 is striking, however. Although 
this might be indicative of an increase in 
disparity in this !-year period, as noted, 
the differential use of T&D programs in 
this year and their use for non-Medicaid 
persons mitigate this interpretation. 

In data not shown, we looked further at 
the role of T&D programs by measuring 
equity changes in real net (of provider 
taxes or donations) expenditures per 
enrollee. These data indicate that the coef
ficient of variation actually declined slightly 
from 1984 to 1991 (to 30 percent in 1991) 
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but climbed again in 1992 (to 35 percent). 
Thus, using all measures, equity in 
resources per enrollee had eroded by 1992. 
The importance of these patterns of 
change in real net expenditures is that they 
highlight the role of the T&D programs and 
the change in States' use of them between 
1991 and 1992. The increase in the equity of 
real net spending by 1991likely reflects the 
expansion of Medicaid programs in many 
Southern, traditionally low-spending States, 
and part of this expansion was funded by the 
increased Federal aid from T&D programs. 
This changed by 1992, however. Whereas 5 
of the 10 largest provider T&D programs 
were in Southern States in 1991, by 
1992 only 2 were. Larger Northeastern 
States (New York, New Jersey, and New 
Hampshire), which were traditionally high
er spending States, significantly increased 
their use of these programs between 1991 
and 1992. 

In summary, the higher spending 
growth rate expected for the Southern and 
Mountain States took place during the 
study period for many in the first but not 
the second group of States. Still, the 
growth that took place was not sufficient to 
substantially alter the composition of the 
highest spenders (per enrollee) on 
Medicaid even though it did move three 
Southern States out of the lowest spending 
group. Although the mandates did increase 
the spending and, as seen later, the tax bur
dens in many Southern States, other fac
tors that affect spending variation also 
played a role. These factors include varia
tion in the needs of the States' poor popula
tion, fiscal resources available, political 
preferences, eligibility policies, provider 
payment levels, provider supply and prac
tice patterns, etc. These factors appear to 
affect State spending in a systematic fash
ion over time, as most of the States that 
were high-spending in 1984 also were in 1992. 

Expenditures by Enrollee Group 

Global measures of equity cannot readily 
reflect the impact of changes on selected 
groups within the Medicaid program. 
Medicaid was designed to target certain seg
ments of the poor population-the aged, the 
disabled, dependent children-whose health 
and service needs vary significantly. During 
the latter part of the 1980s, there appeared to 
be a shift in the focus of Medicaid toward 
more coverage of women and children than 
had existed in the first part of the 1980s. 
Other studies have noted the change 
(increase) in relative expenditure growth for 
women and children versus the aged and the 
disabled in the latter part of the decade 
(Holahan et al., 1992; Reilly, Clauser, and 
Baugh, 1990), even though expenditures for 
the aged and disabled dominate the total 
amount of spending. In this section, equity in 
spending patterns for these major enrollment 
groups is considered in real dollar terms. 

The major policy changes affecting adult 
non-aged enrollees were the expansions of 
coverage for pregnant women. Beginning 
with the Medicare Catastrophic Coverage 
Act (MCCA) of 1988, States were mandat
ed to increase the income level at which 
pregnant women were covered. This act 
mandated coverage for households with 
incomes of less than 75 percent of the 
Federal poverty level, but the Omnibus 
Budget Reconciliation Act (OBRA) of 1989 
increased this coverage threshold to 133 
percent. Although these policies resulted 
in greater equity in coverage, it was unclear 
how equity in spending per enrollee would 
be altered. If the States changed policies 
regarding acute-care service coverage 
and/or payment, this could result in 
changes in the expenditures seen for this 
enrollee group, because they use predomi
nantly acute-care services. It may also be 
that the mandated expansions have made 
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Table4 


Real Expenditures1 per Enrollee, by Major Enrollment Group: 1984, 1991, and 1992 


Percent 
Increase 

Enrollment Group and Measure 1984 1991 1992 1984-92 

All Enrollees 
Mean $1,381 $1,683 $1,927 40 
Coefficient of Variation (Percent) 00.9 00.9 46.9 
Expenditure Gap (90th· 10th Percentile) $1,248 $1,342 $1,3t7 6 

Adult Enrollees 
Mean $717 $962 $1,501 109 
Coefficient of Variation (Percent) 24.6 29.4 144.5 
Expenditure Gap {90th·1 Oth Percentile) $476 $756 $1,145 140 

Child Enrollees 
MeM $353 $530 $669 90 
CoeffiCient of Variation (Percent) 31.3 31.3 65.3 
Expenditure Gap {90th-10th Percentile) $238 $426 $548 130 

Aged Enrollees 
Mean $4,071 $4,783 $5,144 26 
Coefficient of Variation (Percent) 40.2 35.3 35.9 
Expenditure Gap {90th· 10th Percentile) $3,785 $4,508 $4,458 18 

Blind and Disabled Enrollees 
Mean $3,9n $4,620 $5,127 29 
Coefficient of Variation (Percent) 38.2 35.9 51.3 
Expenditure Gap (90th-10th Percentile) $3,917 $5,058 

'Real e~pencmures are derived by dividing actual expenditures by the medical price inde~ described in the te~t. 

$4,600 17 

SOURCE: Adams, E.K., SysteMetrics,lnc., 1993. 

the population of non-aged adults enrolled 
in Medicaid more homogeneous in terms of 
income (and perhaps health status) across 
the States, leading to more similar expendi
tures, measured in real dollar terms. Data 
in Table 4 indicate, however, that the 
dispersion in expenditures per non-aged 
adult increased somewhat from 1984 to 
1991. (T&D revenues were not subtracted 
here because there is no clear way to 
allocate them across enrollee groups.) The 
coefficient of variation and the gap in 
expenditures increased during the study 
period; the latter increased from $476 in 
1984 to $756 in 1991, measured in real dol
lars. The change from 1991 to 1992 is more 
reflective of the increase in States' use of 
T&D programs than real changes in 
Medicaid spending per adult. Given that 
the States used these programs in part 
to increase payment rates to hospitals, 
and adults are greater users of acute 

hospital services, the 1992 data are 
particularly skewed for non-aged adults.' 

Major policy changes have also taken 
place for children during the latter part of 
the 1980s. The congressional mandates in 
1988 and 1989 requiring increased cover
age of pregnant women also applied to chil
dren (only up to 6 years of age for the 133
percent poverty coverage). In addition, 
OBRA 1990 required States to annually 
phase in coverage of children up to 19 years 
of age in households with incomes less than 
100 percent of the poverty leveL Changes in 
provisions related to pediatric fees and 
early and periodic screening, diagnosis, and 
treatment (EPSDT) services should have 
increased spending per child in those 
States with previously restrictive service 
coverage and, hypothetically, should have 
increased equity in real benefits per child. 

6The major expenses for non·aged adults in acute<are settings 
are for childbirth and related expenditures. 
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The data on real expenditures per child 
enrollee, however, indicate that these poli
cy changes did not have such effects. 
There is no change in the coefficient of 
variation, and the gap in real expenditures 
across high- and low-spending States 
widened by more than 70 percent, to $426. 
Note that although many States have 
reportedly increased their allowed fees in 
the latter part of the 1980s, policies man
dated under OBRA 1989 regarding these 
fees and EPSDT services may not have 
been fully implemented by 1991. Again, the 
dramatic changes in equity from 1991 to 
1992 likely reflect the effect of the T&D 
programs rather than real changes in State 
spending on Medicaid children. 

Policy changes that affect elderly 
Medicaid enrollees were also included in 
legislation passed in the latter part of the 
decade. The M CCA required States to pay 
Medicare copayments and deductibles for 
the near-poor elderly or qualified Medicare 
beneficiaries (with incomes of up to 100 
percent of the poverty level). There does 
appear to be improved equity in the spend
ing patterns of States for aged Medicaid 
enrollees, as shown in Table 4. The coeffi
cient of variation for expenditures for the 
aged dropped from 40 percent to 35 per
cent, based on real dollar expenditures, 
from 1984 to 1991. Thls appears to be relat
ed to an improvement in the equity of 
acute-care expenditures for the aged rather 
than long-term care (Coughlin, Ku, and 
Holahan, 1994), and surprisingly, these 
patterns remained for 1992. 

Another costly group for the Medicaid 
program is the blind and disabled. One 
policy change directed toward this group 
is referred to as the Zebley decision, 
discussed earlier. Again, although there is 
increased enrollment as a result of this 
decision, there may or may not be a change 
in the equity of spending per disabled 

enrollee across States. If the pool of new 
enrollees in States with greater enroll
ments increases the similarity of Medicaid 
disabled populations across States, or other 
State policy changes take place, then there 
may be changes in such equity. The data in 
Table 4 indicate a slight improvement in 
spending equity by 1991, based on the coef
ficient of variation. The gap in real spend
ing across States grew to $5,058 in 1991 but 
dropped in 1992 while, again, the overall 
disparity increased. 

The foregoing analysis indicates that dis
parities remain across States in per 
enrollee expenditures for all major enroll
ment groups. Slight improvements in equi
ty for the aged and disabled by 1991 were 
counterbalanced by a slight erosion in the 
equity of spending for adults and virtually 
no change for children, measured in real 
dollar terms. The significantly increased 
use of T&D programs by 1992 makes the 
analysis by enrollment group difficult for 
that year. 

TAX BURDENS 

The corollary to equity for recipients of 
Medicaid services is equity for the taxpay
ers in each State.' Given the disparity in the 
fiscal capacity of States, poor States, which 
are in greater need of services and yet 
have low incomes, often have fairly high 
tax burdens relative to the national 
average (Advisory Commission on Inter
governmental Relations, 1990), while 
reaching a smaller percentage of their poor 

7We must be careful to distinguish the concept of equity used 
here from its more traditional use, which is in reference to 
individual taxpayer equity (Musgrave and Musgrave, 1989). 
Traditionally, for example, horizontal equity is concerned with 
treating those individuals with similar incomes, or net worth, 
similarly. Only a policy that affects individuals' after-tax income 
can achieve such equity. Here, we are discussing the equity of 
the average tax burden across States, even though there is 
ultimately variation in this burden within States as a result of 
variation in individuals' incomes. 
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populations through their Medicaid pro
grams. The role of the Medicaid matching 
formula is to provide some measure 
of equity in spending and average tax 
burdens across States by paying more of the 
total expense in poorer States through 
Federal revenues. Although the formula 
used to provide Federal matching funds for 
State expenditures is inversely related to per 
capita income in the States, it has been 
faulted for not using a broad enough meas
ure of fiscal capacity and not including a 
measure of need (e.g., percent poor) (U.S. 
General Accounting Office, 1990). Other 
reports have noted that the relationship 
between Federal aid and the fiscal capacity 
measure is not strong enough (U.S. General 
Accounting Office, 1983); even with their 
more generous matching rates, poorer 
States would have tax rates that are multi
ples of those in less poor States if they were 
able to raise a sufficient amount of funds to 
equalize their Medicaid spending to that of 
other States. (We note that these studies 
usually rely on expenditures unadjusted 
for differences in medicai costs, which, as 
indicated earlier, are an important part of 
the variation in spending across States.) 

As noted earlier, high-income States tend
ed to spend more on Medicaid as a percent
age of income than did low-income States in 
1984. One question was whether this pat
tern had changed over the study period. To 
assess what impact the changes in coverage 
and spending have had on the tax burdens 
across the States, State-funded Medicaid 
expenses8 as a percent of personal income 
(minusAFDC transfers) are shown in Table 
5.' On average, the tax burden measured in 
this fashion increased from 0.4 percent of 
personal income in 1984 to 0.8 percent in 
1992. In general, the higher income States 

8State-funded expenditures are estimated by subtracting Federal 
Medicaid aid paid to States. For example, the 1991 data are 
reported in U.S. Bureau of the Census (1992). 

devoted a larger portion of income to fund
ing Medicaid, although there are several 
States in the top and bottom deciles of medi
an family income with similar tax efforts 
based on the 1992 data. New York was no 
longer the highest in 1992 in terms of its tax 
burden, but appears to have been replaced 
by New Hampshire (based on the data in 
Table 5). There were also significant 
increases in the proportion of income spent 
on Medicaid for many of the Southern 
States (those in the South Atlantic and East 
and West South Central Regions). It appears 
that the increases in coverage of the poor 
discussed earlier led to increases in the per
centage of income used to finance Medicaid 
services in many of these States; 10 of the 16 
Southern States' tax burdens either doubled 
or tripled from 1984 to 1992. 

However, these increased tax burdens 
must be considered in light of the T &D 
programs. It can be argued that these rev
enues are not part of the States' tax burden 
per se, as they are placed on selected 
providers with the implicit understanding 
that most of the tax or donation will be 
returned to the provider. As shown in 
Table 5, excluding the T&D revenues 
causes shifts in the ranking of the States by 
their tax burden for Medicaid services. 
When the tax burden is measured net 
of these revenues, the 10 States with the 
highest tax burdens in 1992 change; New 
Hampshire and New Jersey drop out 

9A refinement to the analysis would be to consider the 
percentage oftotal taxable revenues (ITR), a broader measure of 
fiscal capacity than personal income (Barro, 1986), that Medicaid 
expenditures represent in 1984 and 1991. These measures were 
only available as late as 1989, however. When they were used as 
the denominator for 1984 expenditures, some differences 
emerged. For example, Maryland takes the place of Louisiana as 
the lOth highest in tenns of its tax burden (Louisiana moves to 
17th) and Alaska drops from 26th to 43rd. Both of these States 
had the ability to export significant amounts of severance taxes 
in 1984. Thus, although the overall pattern is similar; using a 
measure such as the TIR can change the standing of selected 
States significantly. As data become available, the 1991 measure 
could be used for comparison. 
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Table 5 

State-Funded Expenditures and Net State-Funded Expenditures as a Percentage of 

Personal Income: 1 Selected Years 


Region 
and State 

1984 1992 Net 199z<l

Percent Rank Percent Rank Percent ""''U.S. Average 
New England 
Connecticut 
Maine 
Massachusetts 
New Hampshire 
Rhode Island 
Vermont 
Middle Atlantic 
New Jersey 
New York 
Pennsylvania 
East North Central 
Illinois 
Indiana 
Michigan 
Ohio 
Wisconsin 
West North Central 
Iowa 
Kansas 
Minnesota 
Missouri 
Nebraska 
North Dakota 
South Dakota 
South Atlsntlc 
Oelaware 
Florida 
Georgia 
Maryland 
North Carolina 
South Carolina 
Virginia 
West Virginia 
East South Central 
Alabama 
Kentucky 
Mississippi 
Tennessee 
West South Central 
Arkansas 
Louisiana 
Oklahoma 
Texas 
Mountain 
Colorado 
Idaho 
Montana 
Nevada 
New Mexico 
Utah 
Wyoming 
Pacific 
Alaska 
California 
Hawaii 
Oregon 
Washington 

0.4 

0.5 
0.5 
0.8 
0.3 
0.8 
0.3 

0.4 
1.2 
0.5 

0.6 
0.4 
0.7 
0.5 
0.6 

0.5 
0.3 
0.8 
0.3 
0.3 
0.5 
0.4 

0.4 
0.2 
0.3 
0.5 
0.3 
0.2 
0.3 
0.2 

0.3 
0.4 
0.3 
0.3 

0.4 
0.5 
0.3 
0.3 

0.3 
0.2 
0.5 
0.3 
0.3 
0.1 
0.2 

0.3 
0.3 
0.5 
0.2 
0.4 

9 

4 " 
34 

3 
32 

24 
1 

" 
7 

5 " 
6 
6 

17 
28 

2 
25 
35 
12 
21 

22 
45 
39 
13 
41 
44 
37.. 
38 
20 
27 
36 

" 
31 " 
33 

29 
48 

" 42 
40 
49 
47 

26 
30 

43 " 
23 

0.8 

1.2 
1.4 
1.6 
2.2 
1.9 
0.8 

1.0 
2.1 
1.0 

0.9 
'-' 
0.9 
0.9 
0.8 

0.6 
0.5 
1.0 
0.9 
0.5 
0.7 
0.5 

0.6 
0.7 
0.7 
0.8 
0.7 
0.7 
0.6 
0.7 

0.6 
0.8 
0.5 
0.9 

0.6 
0.5 
0.5 
0.7 

0.7 
0.3 
0.5 
0.7 
0.4 
0.3 
0.5 

0.7 
0.8 
0.6 
0.4 
0.6 

6 
5 
4 
1 
3 

" 
9 
2 
8 

42 
7 

" " " 
33 
42 

" " 38 
29 
40 

32 
25 
24 
17 
28 
23 
37 
22 

35 
20 
39 
12 

34 
43 
41 
26 

30 
48 
44 
31 
47 
49 
45 

27 
21 
36.. 
" 

0.6 

'-' 
1.2 
1.4 
0.7 
1.8 
0.7 

0.6 
1.7 
0.8 

0.6 
1.0 
0.7 
0.7 
0.8 

0.6 
0.2 
0.9 
0.5 
0.5 
0.7 
0.5 

0.6 
0.7 
0.7 
0.7 
0.6 
0.5 
0.6 
0.4 

0.3 
0.5 
0.3 
0.5 

0.5 
0.1 
0.5 
0.6 

0.6 
0.3 
0.4 
0.3 
0.4 
0.2 
0.5 

0.7 
0.6 
0.5 
0.4 
0.6 

5 
4 
3 

13 
1 

"
25 

2 
9 

20 
6 

" 12 
8 

23 
48 

7 
30 
29 
17 
31 

22 

" 
14 " 
26 
37 
27 
40 

45 
32.. 
36 

34 
49 
33 
28 

21 
43 
39 
44 
42 
47 
38 

24 " 
35 
41 

"1Transfer payments for Aid lo Families wlth Dependent Children have been subtracted from State personal income to better reflect ta~able income. 
2Net expendirures are derived by subtracting the amount of lax and donation revenues raised by the State from nominal or actual e)(,Oenditures. 
SOURCE: Adams, E.K., SysteMetries, Inc., 1993. 
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of the top 10, and New York is the 
next-to-highest in terms of its tax burden 
for financing Medicaid. New Hampshire 
drops from the highest to the 13th when 
these revenues are excluded, indicative of 
their importance to this State's total State
generated revenues. Similarly, New Jersey 
drops from 9th to 25th. 

A broader question concerning the 
T&D programs is whether their use is 
related to the income of the State; a relat
ed question is how their use interacts with 
the growth in spending and tax burdens 
observed. New Hampshire and New 
Jersey, for example, are higher income 
States and were in the top 10 in terms of 
spending per enrollee in 1992. Although 
they used T&D programs to increase rev
enues, other high-income States (e.g., 
Connecticut, Delaware, and Virginia) 
increased their real tax burdens signifi
cantly from 1984 to 1992, thus making it 
hard for the lower income States to close 
the gap in spending. The effect of using 
T&D programs can also be seen in the tax 
burdens for lower income States. Using 
data on total State funds, as noted earlier, 
would indicate that poorer (and for many, 
Southern) States experienced an expected 
growth in tax burdens. However, net of 
revenues from the T&D programs, sever
al have not. In particular, there is actually 
no change in the average tax burdens for 
Alabama or Mississippi. Instead of remain
ing unchanged, the 1984-92 tax burden 
actually declined in Louisiana. Tax bur
dens increased notably less in Kentucky 
and Tennessee after the T&D revenues 
were deducted. This suggests that some 
of the poorer Southern States may be 
using the increased Federal aid derived 
through the special revenue programs to 
"displace" State revenues that would other
wise have been raised from taxpayers. 

REDISTRIBUTION OF AID 

The development and use of T&D pro
grams likely had an impact on the inter
state transfers inherent in the Federal 
matching formula. These transfers have 
previously been measured (Holahan and 
Cohen, 1986) by estimating the taxes each 
State pays into the "pool" of Federal dollars 
distributed through the matching formula. 
Although this analysis views the Medicaid 
program in isolation from other Federal 
redistributive policies (which may have a 
quite different pattern overall), it is illustra
tive of the effect of this particular intergov
ernmental formula. This type of analysis 
identifies the States that were net "win
ners" and net "losers" in terms of the 
Federal aid received versus taxes paid in, 
but it does not analyze redistribution on the 
basis of individual or State average income. 

Earlier work (Holahan and Cohen, 1986) 
based on 1984 data showed there were sub
stantial redistributional effects among the 
States; New York received $2.14 from 
Federal matching funds for every tax dollar 
paid, whereas Texas received only $0.50 for 
every tax dollar. In general, States with 
generous programs in 1984 (e.g., New 
York, Massachusetts) or with a large pro
portion of poor people (Arkansas, 
Mississippi) tended to be net gainers 
(receiving more funds than they were esti
mated to pay in). The broad coverage of the 
poor population and Medicaid services in 
generous States resulted in large amounts 
of Federal aid that counterbalanced rela
tively high tax contributions. In the States 
with large proportions of poor people, low 
per capita incomes, and therefore low tax 
contributions, the higher matching rate 
made the Federal share high, making 
these States net winners, despite the less 
generous Medicaid coverage available in 
these States. On the other hand, States 
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with more stringent Medicaid eligibility 
policies (Texas, Florida) or few poor per
sons (Connecticut, Washington), coupled 
with relatively high tax contributions, were 
net losers under the formula. 

I hypothesized that this picture would 
have changed by 1992. Specifically, States 
such as New York, which had slower rates 
of growth in spending in recent years, 
would be less net winners, and States in the 
Southern and Mountain Regions would be 
more net winners. When I estimated the 
ratio of the Federal Medicaid aid received 
by each State to an estimate of each State's 
tax contribution" (Table 6) to the total pool 
of Federal funds distributed for Medicaid, 
the expected patterns were seen. 

To follow up on previous examples, both 
New York and Massachusetts received fewer 
dollars in return for taxes paid in 1992; New 
York received $1.59, and Massachusetts 
received $1.02; both ranked further down the 
list of States than in 1984. Although the 
poorer States, Arkansas and Mississippi, 
were still net winners, Arkansas received less 
of a return in 1992, while Mississippi 
received somewhat more. Both Florida and 
Texas remained net losers in 1992, although 
both received somewhat more in_ return for 
taxes paid in 1992 than in 1984. 

In general, the Southern States received 
more in return from the matching formula 
in 1992 than they had in 1984, as hypothe
sized. There were increases for the 
Mountain States as well; Idaho and Utah 
became net winners and Wyoming moved 
up significantly. The impact of the T&D pro
grams can again be seen as States such as 
Louisiana, New Hampshire, and West 
Virginia, with relatively large T&D pro
grams, moved up in the ranking of net 

10These were estimated by multiplying the percent of the total 
Federal tax burden paid by each State's residents (Tax 
Foundation, Inc., 1991) by the total amount of Federal aid to the 
Medicaid program. 

winners. Important to the issue of taxpayer 
equity, the matching formula was redistrib
uting more revenues to the lower income 
States in 1992 than in 1984. Moreover, the 
matching funds brought in by the T&D pro
grams appeared to be particularly important 
for Southern States in 1992. The Federal 
matching funds brought in by the T&D rev
enues averaged 16 percent of all revenues 
raised for the 38 States with such programs 
in 1992. For Southern States (with T&D pro
grams), this percentage equaled 23 percent, 
and 6 of the top 10 programs measured in 
this way were in Southern States. 

SUMMARY AND DISCUSSION 

This study has examined the equity issue 
from three viewpoints: coverage, spending 
equity, and taxpayer equity. The analysis of 
changes in measures of equity from 1984 to 
1991 led to several important findings: 

• 	The mandated expansions of increased 
coverage of pregnant women and chil
dren as well as some elderly groups have 
resulted in significant increases in the 
percentage of the poor populations 
covered by Medicaid as well as the 
equity of this coverage across States. 

• State spending still varies significantly, 
even after adjustment for medical cost dif
ferences. Different conclusions may be 
drawn when based on figures adjusted for 
medical cost differences than when based 
on unadjusted dollars. This indicates that 
this difference is an important factor to 
consider in future analyses or in refine
ment of the Federal matching formula. 

• Although 	tax burdens have increased 
during the 1984-91 period, T&D pro
grams have allowed some lower income 
Southern States to increase coverage 
without increasing State tax burdens by 
having the Federal Government pay 
more than it otherwise would have. 
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Table6 

Ratio of Federal Aid Dollars to Estimated State Tax Contributions for Medicaid Spending, 


by State and Region: 1984 and 1992 


1984 1992 
Region and State 

New England 
Connecticut 
Maine 
Massachusetts 
New Hampshire 
Rhode Island 
Vermont 

Ratio 

0.68 
2.19 
1.28 
0.79 
1.94 
1.86 

Rank 

38 
1 

11 
31 

4 
5 

Ratio 

0.75 
1.60 
1.02 
1.59 
1.41 
1.15 

Rank 

38 
7 

28 
9 

13 
21 

Middle Atlantic 
New Jersey 
New York 
Pennsylvania 

East North Central 
Illinois 
Indiana 
Michigan 
Ohio 
Wisconsin 

0.61 
2.14 
1.04 

0.77 
0.89 
1.18 
1.05 
1.52 

41 
2 

22 

34 
25 
16 
20 
9 

0.68 
1.59 
1.11 

0.59 
1.10 
0.89 
1.08 
1.04 

40 
8 

22 

45 
23 
34 
25 
26 

West North Central 
Iowa 
Kansas 
Minnesota 
Missouri 
Nebraska 
North Dakota 
South Dakota 

0.81 
0.58 
1.52 
0.78 
0.74 
1.22 
1.57 

30 
43 
10 
33 
35 
15 
7 

0.93 
0.93 
0.93 
1.16 
0.87 
1.37 
1.26 

32 
30 
31 
18 
35 
14 
16 

South Atlantic 
Delaware 
Florida 
Georgia 
Maryland 
North carolina 
South Carolina 
Virginia 
West Virginia 

East South Central 
Alabama 
Kentucky 
Mississippi 
Tennessee 

West South Central 
Arkansas 
Louisiana 
Oklahoma 
Texas 

0.62 
0.51 
1.05 
0.70 
1.10 
1.23 
0.61 
0.78 

1.14 
1.56 
1.85 
1.24 

2.03 
1.22 
0.82 
0.50 

39 
45 
21 
37 
19 
13 
42 
32 

17 
8 
6 

12 

3 
14 
29 
48 

0.56 
0.64 
1.04 
0.64 
1.15 
1.68 
0.49 
2.36 

1.42 
1.88 
2.21 
1.52 

1.63 
3.10 
1.19 
0.99 

48 
41 
27 
42 
20 
5 

49 
2 

12 
4 
3 

10 

6 
1 

17 
29 

Mountain 
Colorado 
Idaho 
Montana 
Nevada 
New Mexico 
U1ah 
Wyoming 

Pacific 
Alaska 
California 
Hawaii 
Oregon 
Washington 

0.51 
0.85 
1.11 
0.37 
1.02 
0.99 
0.25 

0.44 
0.84 
0.87 
0.73 
0.62 

44 
27 
18 
48 
23 
24 
49 

47 
28 
26 
36 
40 

0.64 
1.09 
1.31 
0.57 
1.42 
1.15 
0.79 

0.61 
0.70 
0.57 
0.84 
0.90 

43 
24 
15 
49 
11 
19 
37 

44 
39 
46 
36 
33 

SOURCE: Adams. E.K., SysteMetrics, Inc., 1993. 
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• T&D programs had a dramatic impact on 
the measures of variation in spending 
across States by 1992. 
The latter part of the 1980s will be 

remembered for the rapid escalation in 
Medicaid spending and the use of T&D 
programs by States to help finance mandai· 
ed expansions. As this analysis has indicat
ed, the mandated expansions resulted in a 
marked increase in the proportion of the 
poor population in each State who were 
covered by the Medicaid program some
time during the year. lbis pattern was 
observed overall but especially for those 
States with previously low coverage, 
including many of the Southern States. 
Equity, if defined as the potential for a poor 
person in any State to obtain health insur
ance through the Medicaid program, has 
markedly improved, and the pool of unin
sured children has declined. 

Whether these children and other 
Medicaid enrollees enjoy equal benefits 
once enrolled is far less clear. If benefits 
are measured in terms of the actual dollars 
paid across States, our data indicate there 
are wide disparities that remain; indeed, 
the gap has widened over time. Although 
there have been greater rates of growth in 
spending in those States with previously 
less generous programs and a shift in the 
pool of Federal dollars going to these 
States, these changes are not sufficient to 
overcome long-standing differences found 
across the States. 

High-spending States are still generally 
high spenders. One reason, however, 
appears to be the relative costs of purchas
ing medical services in their geographic 
areas. That is, States are not able to 
purchase the same amount of medical 
resources for equal expenditures, and 
expenditures do not therefore reflect the 
real value of Medicaid benefits provided. 

Nominal expenditures may be high either 
because the State buys many more 
Medicaid services or because the average 
price for Medicaid services in a State is 
high. Only by adjusting for variations in 
prices can we begin to see if there is equity 
in the real value of Medicaid services pro
vided. An important finding in this study is 
that if expenditure data are adjusted for dif
ferences in the costs of medical care serv
ices, there is virtually no change in the 
equity of Medicaid program expenditures 
across States from 1984 to 1991. Note that 
this analysis could not treat the very 
important issue of variations in quality 
and the potential relationship of quality to 
variations in medical costs. 

The ability of the States to finance 
increased coverage of the poor population 
during this period is also of interest. 
Although States' finances are known to 
change during most business cycles, the 
fiscal positions of the States during the lat
ter part of the 1980s and early 1990s have 
been shaped by several key developments. 
The recession, changes in Federal grant 
policies during the 1980s, increased 
Federal mandates, and a continued unwill
ingness to raise taxes have resulted in poor 
fiscal health for the States (Gramlich, 1991; 
Miller, 1992). The latter study notes that 
State fiscal balances are projected to fall to 
1 percent of expenditures in both 1992 and 
1993, far below the 5-percent level that is 
usually indicative of fiscal health. In this 
climate, the additional revenue obtained 
through the Medicaid formula has become 
important to the States. Medicaid revenues 
have grown from 21 percent of grants to 
the States in 1985 to an estimated 42 per
cent for 1993 (Miller, 1992). 

As discussed in a recent summary of 
Medicaid changes (Rowland, Feder, and 
Salganicoff, 1994), the revenues received 
through Medicaid, whether enhanced 
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through the special programs or not, have 
been used in some instances to finance the 
expansions, in others to compensate hospi
tals for charity care, and in others still, to 
provide tax relief at the State level. The 
ability to use the T&D programs was espe
cially important to some Southern States 
that, perhaps more strapped than others to 
meet the mandates, used this ingenious 
method to expand their programs with lit
tle or no increase in general tax-funded rev
enues. Provider taxes or donations came to 
constitute more than 25 percent of total 
revenues for many of these States. 

What does the future hold for maintain
ing the strides made in the equity of 
Medicaid coverage? The Administration 
has published final regulations on the 
T&D programs that limit the types of 
donations and taxes that can be used 
and/or matched. Essentially, the Federal 
Government wants to match only on net 
State expenditures. Although there was a 
phase-in period built into the legislation for 
certain types of taxes (those that are broad
based and are not returned to providers) 
until1995, most States believe they cannot 
live within the restrictions contained in the 
legislation. States that were reliant on 
these revenues will likely not be able to 
replace the funds derived from these once
lucrative programs (George Washington 
University, 1991). As the Nation considers 
health care reform, it needs to ensure that 
recent gains in equity are not eroded as 
resources become more scarce and that 
reforms in financing health care do not 
compromise access or quality within the 
Medicaid program. 
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