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Lessons From Canada

Medicaid at the C) ossroads

‘Medicaid, the US insurance program for millions of

low-income children and adults. has operated for 50
years under 3 joint state-federal financing system.
In exchange for federal funding that covers roughly
50% to 75% of Medicaid program costs depending on
the state (the so-called match rate), states agree.to
administer the pragram within broad federal gulde-
lines. The Affordable Care Act (ACA) tool this combl-
nation of federal subsidies and oversight a step fur-
ther by offering 100% federal funding for those newly
eligible under the law's Medicaid expansion through
2016 (with federal funding now at 95% and ultimately
declining to 90%). So far, 31 states have opted into
the ACA's Medicaid expansion, extending coverage to
millions and, through heightened public awareness
and a streamlined application process, drawing in mil-
llons more who were previously eligible. However,
Republican leaders are proposing a fundamental
reform in Medicaid financing—3 shift to block grants '
Instead of a matching subsidy and federal oversight,
bloclc grants would give states an annual lump sum
with mihlmal conditions attached.

Block granting for social and health programs has
been used with varying levels of success in welfare re-

form and in amodified version for the Children's Health
" Insurance Program (CHIP), which provides federal

matching funds up to aspecified cap. But for such  large
state-federa| health insurance program, perhaps the
most useful precedent is Canada, which made 3 simllar
shift to block grants several decades ago.

Canada’s Block Grant Experience
Canada's health insurance system has been a jolrit fed-
eral-provincialinitiative since the 1950s. Individual prov-
inces enacted single-payer systems for hospltal care and
medical services between 1947 and 1962. The federal
government implernented a 509 subsidy to support
provinces’ universgl coverage policies for hospital care
in 1957 and extended this approach to physiclan ser-
vices in 1968 2

Costs of hospital and physician services escalated
steadily across Canada In the 1970s, By that time, most
provinces had extended public insurance to prescrip-
tion drugs for low-Income and elderly residents, partial

coverage for home care and fong-term care, and a mix

of other services, Facing low economic growth and ris-
ing deflcits, the federal government first capped the
growth ratein its share of spending and then retreated
froma match rate altogether. By 1977, block grants had
been implemented 1n doing so, the federal govern-
ment agreed to give provinces anincreased share of in-
come tax revenues from their residents. Simce then,
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Exhibit A/3

Medicaid Block Grants and Federalism

2centralissuesin the current US debate—restraining the
federal cost of Medicald and giving states more control—
have played out in Canada.

The primary long-term effects have been a down-
sizing of federal spending on health care and Increasing
strain on provincial budgets. The federal government
reduced its spending in 2 ways. Flrst, ending the S0%
match uncoupled federal commitments from growth in
health care spendirg; more speaifically, the govern-
ment capped the annual growth rate for the grants
starungin 1986, sometimes freezing the growth rate
entirely and other times setting it at 2% 10 3% below
per capita GDP growth. Second, one-time cuts to the
block grants were made, amounting to 5% in 1982-
1983, followed by 3 30% reduction in health and soclal

block grants in the mid-1990s. Overall, the proportion

of provincial health spending derived from federal
transfers declined from approximately 30% in the late
1970s to less than 15% by the mid-1990s.3¢

Pushbacl from the provinces has resulted in some
gains inrecent decades. Once the economy recovered
In the late 1990s, several short-term Increases in the
blacl grants were negotlated with earmarks for ele-
ments such as primary care reform, impraved home care,

and reduction of surgical waiting lists. In 2004, the _

. Liberal federal government committed to a slzable in-

créase in the annual growthrate 1a 6%. A Conservative

government taok office (h 2006 and initially sustained
that rate, but later announced that the annual growth

" rate would decreasein 2017 to elther 3% or the per capita
GDP growth rate, whichever was higher, When the
Liberal party regained power In late 2015, it adopted
the same position, albeit softened by modest one-time
earmarks for home care and mental health.

Lessons for the United States
Block granting of social programs s notinherently good
orbad. Rather. It Is a policy associated with specific eco-
nomicand political trade-offs Increased localcontroland
predictability for the federal budget come at the rislc of
Increased cost-shifting to states or provinces. That, m-
deed, is the Canadian experience. Once block funding
was Inltlated in 1977, health care funding became 3 line
item in the federal budget that could be arbitrarily cut
or cappedfor fiscal or politicalreasons, as oppasedto a
level of spending pegged 10 the needs and health care
use of the population. Importantly, these cuts occurred
under both conservauve and liberal federal govern-
ments, The federal share of provincial spending today
remains substantally lower than in the 1970s.
Given that the primary block grant proposal be-
fore Congress already declares its intent to reduce fed-
eral Med(cald spending over time falrly substantlally,®
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a similar fate would seem assured if the United States follows suit
Many states, including some led by Republican governors, have
vaiced their concarns about the potential for a precipitous de-
crease in federal spending on Medicaid. 8

In Canada, the retreat from a subsidized match rate system
was originally driven In part by concerns that the match rate only
applied to physician and inpatient care. Provinces correctly per-
ceived that the effects of federal matching would erode over time
3s spending increased in other areas of health care. A switch to
block grants would allow them to argue for more federal money
Lased on growth in total health care expenditures. But, in reality
the early constraints on hlock grants were so inténse that the prov-
inces never regalned the federal subsidy they would have recejved
had the 50% match rate limited to physnc:an and inpatient care
S|mply continued, .

For US states, there s no such trade off: Medxcand already has
an extremely generous benefit paclage, covering inpatient and
outpatient services, prescription drugs, physlcal therapy, home-
based services. and long-term care (depending on a person's enrail-
ment category). Because the federal match rate already provides
3 wide-ranging subsidy, the likely trajectory is clear: reduced fund-
ing and fewer federal requirements leading to state-leve| con-
straints on coverage.

Another Important lesson is that there [s little evidence that
the alleged advantages of block grants have materialized in
Canada. Advocates argue that with greater flexibility and proper
InCentwes states can reduce costs by improving the efficiency of
care ' In Canada, however, the provinces’ primary means of coping
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wlth budget pressures under block grants has been to reduce
funding to hospitals and bargain harder with provinclal med-
ical agsociations. Ironically, then, if this scenario plays out in the
United States, it would exacerbate one of the chief Republican
cniticlsms of Medicaid—that It pays clinicians such low rates that
they have reduced Incentives 1o care for low-income patients.! In
Canada, the effect of low payment rates to clinicians on care of
low-Income patients 1s blunted because federal and provincial leg-

islation has effectively banned private insurance for publicly
insured services; hospitals and cliniclans arrordingly have no
chalce but to participate. The situation is far maore precarious in
Medicaid precisely because the US matlcet 1s segmented with myl-

tiple private payers. Facing steep payment cuts, many US physi-

cians and hospitals would likely stop providing care for MEdlCald

_patients entlrely. Another likely Scenario in the United 1Sjatesis
that a block grant system would slmply lead many states to restrict

ehgibjlity for Medlcaid, leaving millions of low-income adults and
children nawly uninsured.’

In conclusion, the Canadian expenence suggests that a block
grant policy for Medicaid is most likely to succeed In only one
aspect—reducing federal spending on the program. It would do.so
by shifting costs to states and forcing untenable trade-offs that
would limit access to care for low-income US residents, Although
Canada has often been seen as a panacea for US liberals desiring a
single-payer approach te health insurance, perhaps the most useful
lesson fram north of the border for the current policy debate is a
demonstration of how 3 conservative policy model—blocl grants-—
may be a risk not worth taking,
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