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Medicaid Spending Growth over the Last Decade
and the Great Recession, 2000-2009

by John Holahan, Lisa Clemans-Cope, Emily Lawton, and David Rousseau

Millions of Americans lost income and health benefits as job losses mounted
during the recent recession, leading many to turn to the Medicaid program to
provide health benefits for themselves and their families. As a result, Medicaid
monthly enrollment rose by the largest amount since the early days of program
implementation, increasing by nearly 6 million (13.6%) from December 2007 to
December 2009."7 Without this rise, the number of uninsured Americans would
doubtless be larger than the 50 million uninsured in 2009.2

Throughout its 45-year history, the Medicaid program’s spending patterns have
nearly always tracked enrollment growth,3 and recent history is no exception.
During the worst economic downturn our nation has experienced since the
great depression, national Medicaid spending rose from $338 billion in federal
fiscal year 2007 to $359 billion in 2008 and to $387 billion in 2009.4 This represents
increases of 6.4 percent and 7.7 percent respectively. Medicaid spending on
medical services rose from $300 billion in 2007 to $318 billion in 2008 and to $347
billion in 2009 — annual increases of 5.9 and 9.1 percent, respectively.

Medicaid spending, both in medical services and overall, has risen faster than
growth in national health expenditures and the gross domestic product (GDP), both
in the last two years as well as throughout the past decade. However, this brief
demonstrates that increases in Medicaid spending growth in 2008 and 2009 were
largely due to enrollment growth. This enrollment growth occurred primarily due to
the deepening recession, the American Recovery and Reinvestment Act’s (ARRA)
protections against eligibility restrictions and additional federal funding, and
decisions to expand Medicaid eligibility in some states.

On a per enrollee basis, however, growth in Medicaid spending (the national
average, not necessarily specific states) is slower than both growth in national
health expenditures per capita and increases in private health insurance
premiums (Figure 1). Moreover, although Medicaid spending per enrollee has
risen 1.6 percentage points faster than growth in GDP per capita (3.0 percent)
over the last decade (2000-2009), its per capita growth has been far below the
rise in overall per capita health spending in America, which has risen 2.9
percentage points per year faster than GDP per capita over this same period.
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As policymakers explore deficit reduction options involving Medicaid at the
federal level and spending reductions at the state level, they need to recognize
that a large amount of cost containment measures have already been taken,
with considerable success, and further cuts could have adverse effects on
access and health care quality for their sickest and poorest residents. The cuts in
enrollment that are being considered will affect the number of uninsured and
the demands placed on the safety net providers who care for them.

Data Sources and Methods

Because no existing Medicaid data source includes current spending data,
current enrollment data, and detailed data on spending per enrollee, data from
three sources are combined for this analysis. The main source for spending data
is the Medicaid Financial Management Reports (Form 64) from the Center for
Medicare and Medicaid Services (CMS) for fiscal years 2000 to 2009, which are
used to obtain aggregate spending. These CMS-64 data are available by state
and by spending category, but are not available by eligibility group.

A second data source, the Medicaid Statistical Information System (MSIS),
provides detailed, individual level spending and enrollment data stratified by
service type and eligibility group. Data from the 2004 MSIS are used to estimate
spending and spending per enrollee growth rates by eligibility group. The 2004
MSIS data are used to estimate growth in total spending per enrollee in a way
that accounts for differences in service use across eligibility groups. MSIS data
are also used to decompose total spending growth over time into increases in
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enrollment and spending per enrollee by enrollee eligibility group. More
methodological details can be found in appendix A.

Data on enrollment come from a survey of all 50 states and the District of
Columbia conducted by Health Management Associates (HMA) for the Kaiser
Commission on Medicaid and the Uninsured (KCMU). These data provide point
in time enrollment for June of each year. Because of inconsistencies that occur
between state reporting systems, it is only possible to use detailed data for 45
states on the enrollment of two groups: aged and/or disabled, and children,
parents, and other non-aged, non-disabled adults (throughout the report
referred to simply as *‘families’’). Using these data as well as total enrollment for
the remaining states, enrollment was allocated to the aged/disabled and
families for the total population in the same proportions as reported in the 45
states.

In 2006, prescription drug coverage for "dual eligibles" (those eligible for both
Medicaid and Medicare) shifted from Medicaid to Medicare Part D, halving
Medicaid’s drug expenditures in that year.5 We address this by providing data
on overall prescription drug spending with and without spending by dual
eligibles. Spending between 2000 and 2009 for non-duals should give a more
accurate picture of the growth in drug spending for a population that is
consistently enrolled in the Medicaid program. The proportions of non-dual
prescription drug spending were calculated separately for each year from 2000
to 2007 using a random sample of the Medicaid Statistical Information System.¢

Estimates of prescription drug expenditures reflect payments to pharmacies.
Drug spending data in this paper do not account for the Medicaid rebate that
drug manufacturers must pay to the federal and state governments for
outpatient prescription drugs as a condition of Medicaid coverage for the drug
in fee-for-service during the period. Incorporating tfrends in the federal and
state drug rebates is beyond the scope of this analysis. Since the rebates
effectively lower the price that Medicaid pays for prescription drugs, the level of
Medicaid prescription drug spending in this analysis reflects payments to
pharmacies, and therefore state spending on drugs is somewhat overstated.

This paper presents data on changes in enrollment and spending per enrollee. I
is beyond the scope of this paper to definitively assign causality. We speculate
on likely causes of changes in growth rates, relying considerably on existing
surveys conducted by Health Management Associates for the Kaiser
Commission on Medicaid and the Uninsured. These are, however, hypotheses
and actual reasons for changes in spending growth in specific categories and in
specific states may differ.
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Medicaid Enroliment and Spending Growth, 2000-2009

Over the past decade (2000-2009), the US economy has experienced three
distinct periods (Table 1)7. Between 2000 and 2004, the economy fell intfo a
recession which, while officially over in October 2001, continued to affect
unemployment rates and incomes until 2004. The most serious impacts were felt
in 2001 and 2002, but effects sfill ingered until 2004. Between 2004 and 2007, the
economy emerged from the recession and grew at a modest rate; the
unemployment rate declined, GDP increased, and real median household and
real per capita incomes grew. In 2007, the economy entered a sharp downturn
that has become known as the Great Recession. Unemployment grew sharply,
GDP declined and then fell in 2009, and real per capita incomes declined.

TABLE 1.

National Economic Data 2000-2009

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009
GDP?
in billions 9,951.50 10,286.20 10,642.30 11,142.10 11,867.80 12,638.40 13,398.90 14,061.80 14,369.10 14,119.00
% change 6.39% 3.36% 3.46% 4.70% 6.51% 6.49% 6.02% 4.95% 2.19% -1.74%
Unemployment %’ 3.97% 4.74% 5.78% 5.99% 5.54% 5.08% 4.61% 4.61% 5.82% 9.28%
Income®
Real Median Household 52,388 52,301 51,161 50,563 50,519 50,343 50,899 51,965 50,112 49,777
Real Per Capita d 27,833 27,685 27,177 27,145 27,507 27,507 28,034 27,728 26,862 26,530

SOURCE: Reproduced from Holahan, John. “The 2007-09 Recession and Health Insurance Coverage.” Health Affairs, January 2011, Vol. 30, No. 1, available online at

http://content.healthaffairs.org/content/early/2010/12/07/hithaff.2010.1003.full. pdf+html

@Bureau of Economic Analysis: National Economic Accounts. U.S. Department of Commerce. www.bea.gov
® Bureau of Labor Statistics: Current Population Survey: Labor Force Statistics. U.S. Department of Labor. www.bls.gov/data
¢ Income measurements are from U.S. Census Bureau, Current Population Survey, Annual Social and Economic Supplements.

9 The per capita income data presented in this report are not directly comparable with estimates

of personal per capita income prepared by the Bureau of Economic Analysis, U.S. Department of Commerce. The lack of correspondence
stems from the differences in income definition and coverage. For further details, see <www.census.govhhes/www/income/compare1.html>

Growth in Medicaid spending generally tracks the rate of growth in the
economy, rising when the economy falls and falling when the economy rises. As
shown in Figure 2, spending on medical services (excluding prescription drug
spending for dual eligibles8) increased by 13.0 percent per year between 2000

and 2002; the rate of growth then
declined between 2002 and 2004 (7.4
percent per year). Growth in
spending on medical services fell
further between 2004 and 2007 (5.9
percent per year) largely due to flat
or declining Medicaid enroliment
(Table 2). In 2008, spending on
medical services grew (6.4 percent)
largely because of rising enroliment,
and in 2009 spending growth
increased more sharply (9.1 percent),
again largely driven by recession-
induced enrollment increases.

Average Annual Growth in Spending on
Medical Services, 2000-2009
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Table 2. Monthly Medicaid Enroliment, 2000 - 2009 (in millions)

Enroliment Average Annual Growth Rate
Populatien dJune  June  June  June June June 20002002 2002-2004 2004-2007 2007-2008 2008-2009
2000 2002 2004 2007 2008 2009
Total 31.7 37.3 411 423 436 46.9 8.4% 5.0% 0.9% 3.1% 7.5%
Aged & Disabled 10.1 10.7 11.3 12.1 12.4 12.8 2.7% 2.9% 2.4% 2.5% 3.0%
Families' 216 26.6 20.8 30.2 31.1 34.1 11.0% 5.8% 0.4% 3.3% 9.3%

SOURCE: Kaiser Commission on Medicaid and the Uninsured and Urban Institute estimates based on KCMU Medicaid enrollment data collected
by Health Management Associates from 45 states inflated proportionally to national totals.

1. The term "families" is used to refer to non-disabled children and adults.

Enroliment Growth, 2000-2009

Table 2 shows average levels of monthly Medicaid enrollment and average
annual enrollment growth rates between 2000 and 2009. Medicaid enrollment
increased from 31.7 million in 2000 to 46.9 million in 2009. Among families,
changes in enroliment reflected effects of the economic cycle. Family
enrollment increased by 11.0 percent per year between 2000 and 2002 and
continued to grow at 5.8 percent in the next two years (Figure 3). The growth in
family enrollees was fairly flat between 2004 and 2007 as the economy
expanded and declined between 2006 and 2007 (data not shown). Family
enrollment increased by 3.3 percent in 2008 at the beginning of the recent
recession and by 9.3 percent in 2009 as the recession deepened.

Figure 3
Average Annual Growth in Medicaid Enroliment, By
Enrolled Population, 2000-2009

11.0%

H2000-2002
@2002-2004
0 2004-2007
@2007-2008
0 2008-2009

Aged and disabled Families

SOURCE: Kaiser Commission on Medicaid and the Uninsured and Urban Institute estimates based on Kaiser Commission Medicaid
enroliment data collected by Health Management Associates from forty-five states, inflated proportionally to national totals.
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The most significant cause of the growth in Medicaid enrollment at the end of
this period was the economic decline. Individuals lost jobs and suffered lower
incomes. As a result, many became eligible for public coverage under
Medicaid or the Children’s Health Insurance Program (CHIP). Although eligibility
for parents and other adults is more restricted in Medicaid compared to
children's eligibility for public insurance, a significant increase in Medicaid
coverage for adults in these |later two years is apparent in Current Population
Survey (CPS) data.? Moreover, state efforts to expand Medicaid and CHIP
eligibility throughout the period allowed Medicaid to offset more of the decline
in employer sponsored coverage than it might have otherwise. Finally, as a
conditfion of receiving enhanced matching funds for Medicaid through the
American Recovery and Reinvestment Act (ARRA), enacted in February 2009,
states were prohibited from imposing eligibility restrictions which would have led
to Medicaid enrollment declines.

Medicaid enrollment of the aged and disabled grew at a fairly steady rate
between 2.4 percent and 3.0 percent over the 2000 to 2009 period. A closer
examination of enrollment between 2005 and 2007 suggests that Medicaid
enrollment of the aged actually fell, while enrollment of the disabled increased
steadily (data not shown).10 Nonetheless, taken together, enrollment growth
among the aged and disabled has exceeded the rate of growth of the overall
US population, and has significantly contributed to higher Medicaid costs due to
the high cost of medical care for this population. In previous analyses we have
identified the following factors as contributing to the increasing share of the
aged and disabled within the general population:

« "Baby boomers," who are now in the 55-64 age range, when the likelihood
of disability increases, and are beginning to expand the elderly
population;

« New medical technologies and advances in pharmaceuticals that save,
improve, and lengthen lives for many—and increase the number of
people living with disabilities, many of whom rely on Medicaid to pay for
their care;

« Increased ability to recognize and freat chronic conditions, particularly
mental health problems, which may conftribute to enrollment growth
among the disabled.

There is also evidence that during the current recession, the disabled have been
more likely to become unemployed sooner and apply for disability benefits
through both supplemental security income (SSI) and social security disability
insurance (SSDI).1
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Medicaid Spending Growth by Service Category, 2000-2009

Table 3 shows Medicaid spending and average annual growth rates in spending
by service category, both with and without dual eligibles' prescription drug
spending. Total spending grew from $209.6 billion in 2000 to $387.1 billion in
2009. Spending on acute care has consistently grown faster than spending on
long-term care; but over the period as a whole, Medicaid spending on
prescribed drugs and managed care has risen faster than both overall acute
care spending and long-term care. After excluding drug spending on dual
eligibles, the overall average annual growth rate of Medicaid spending on
prescribed drugs from 2000 to 2009 was 11.7 and managed care spending rose
by 13.1 percent per year, while overall acute care spending increased by 9.6
percent, long-term care spending by 5.8 percent, and spending on all medical
services rose by 8.2 percent (Figure 4).

Figure 4

Average Annual Growth in Medicaid
Expenditures by Service, 2000-2009

13.1%

11.7%

11.0%

T
Long-Term Institutional Home Health/
Care (LTC) LTC  Persona I Care

SOURCE: Urban Institute, 2010. Estimates based on data from Medicaid Financial Management Reports (HCFA/CMS Form 64).
NOTE: Expenditures exclude prescription drug spending for dual eligibles to remove the effect of their transition to Medicare Part D in 2006.
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Acute Care

Throughout the period, spending on acute care services has followed changes
in enrollment, particularly among families (data not shown). Growth in spending
on acute care slowed down over the period, with a low point of 6.3 percent
growth in 2008 followed by a jump in growth of 11.3 percent in 2009. Spending
on hospitals and physicians increased from $47.8 billion in 2000 to $91.5 billion in
2009. In 2009, spending on these services grew by 9.4 percent, following a year
of seemingly very slow growth. As reported in a previous paper, the slow growth
in 2008 was likely due to very high levels of hospital spending in a select number
of states in 2007,'2 leading to lower spending growth in 2008. Thus the 0.5
percent growth in 2008 does not truly reflect the actual growth rate in 2008. The
9.4 percent growth in 2009 indicates a return to normal growth, reflecting
payment increases as well as enrollment growth. Unlike inpatient and outpatient
spending growth, growth in physician expenditures has been slow for a number
of years, most likely due to relatively low real increases in fees paid to physicians.
However, this frend also generally reflects the movement away from fee-for-
service.

Medicaid payments to managed care organizations increased from $26.5 billion
in 2000 to $80.5 billion in 2009. Continuing a relatively high rate of growth,
managed care spending increased at about 15 percent per year in both 2008
and 2009. Some of this increase is clearly due to overall Medicaid enrollment
growth, but the growth in managed care spending is also due to changes in
state policies such as the expanded use of Medicaid managed care for
disabled populations who have greater health needs than non-disabled parents
and children, expanded service areas for managed care, and mandatory,
rather than voluntary, enrollment of beneficiaries info managed care.!3 Thus,
the double-digit growth in managed care spending throughout the period may
be more reflective of the number and types of enrollees receiving services
through managed care arrangements, rather than higher per capita spending
growth in managed care as compared to fee-for-service Medicaid. Further
analysis would be required to explore whether spending for enrollees in
capitated arrangements was rising at a higher or lower rate than for similar
enrollees in fee-for-service Medicaid in the same state and with the same
benefit package.

Spending on “other care” roughly doubled between 2000 and 2009 and had an
average annual spending growth rate of 8.2 percent throughout the period.
Most of the growth in “other care” appears to be due to increases in
rehabilitation services, residential care, psychiatric services, and adult daycare
(data not shown). The expanded use of Section 1115 waiver services in a
number of states also contributed to growth in this period. Spending on “other
acute care” services such as dental care, vision, hearing, pediatric and
chiropractic care increased slowly throughout the period (data not shown).
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Prescription Drugs

As a consequence of the shift of dual prescription drug spending to Medicare in
2006, prescription drug spending including dual eligibles declined sharply
between 2005 and 2007 and then resumed growth. Without dual eligibles'
prescription drug spending, drug spending grew throughout the entire period at
11.7 percent per year on average, increasing from $9.4 billion to $25.5 billion.
Although spending on prescription drugs for non-duals grew consistently
throughout the period, it grew at a slower rate between 2004 and 2007. The
slower growth in Medicaid drug spending in the 2004-2007 period (3.8 percent
per year) is consistent with efforts by states to control drug spending through
dispensing limits, preferred drug lists, prior authorization, generic substitution and
co-payments.’4 Spending on prescription drugs grew sharply in 2008 before
returning to a more modest increase in 2009. Smith et al. (2008) suggest that
states’ incentives to control drug spending diminished when prescription drug
coverage for dual eligibles shifted to Medicare in 2006, since direct state
Medicaid drug spending decreased by almost half.’> However in a follow-up
survey in 2009, the authors find a conspicuous increase in the number of states
pursuing cost control measures such as lower dispensing fees and lower
reimbursements for ingredient costs.1¢

Long-Term Care

While Medicaid's spending on long-term care increased from $75.4 billion in 2000
to $125.3 billion in 2009, long-term care spending grew more slowly than either
acute care or prescription drug spending (excluding duals) throughout the
decade. Long-term care includes a range of services that we categorize into
two main components: institutional long-term care, such as care provided in
nursing facilities and intermediate care facilities for the mentally retarded
(ICF/MR), and home health and personal care, which includes home and
community-based services.

Spending on home health and personal care grew at much faster rates than
spending on institutional services over the decade, as states have increased
resources for home health and personal care. The relatively high growth in home
and community-based care may be contributing to the low growth in the
institutional care, as Smith et al. (2010) suggest that many states are continuing
to reorient long-term care delivery systems in their Medicaid programs towards
personal care and home and community-based services.”

The result is that overall spending on home health and personal care services
has moved closer to the level of expenditures for institutional services over the
period. This trend slowed in 2008 and 2009, as spending on institutional services,
relatively flat since 2002, increased somewhat more in the past two years. The
slow growth in institutional service spending may reflect a leveling or decline in
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nursing home case loads, as suggested by the decrease in enrollment of aged
within the period. Additionally, although many states still hope to increase the
availability of community based options, the rate at which these expansions are
occurring has slowed due to state fiscal constraints during the recession.

There is also slow growth in some of the components of institutional spending,
including ICF/MR and mental hospital spending, perhaps reflecting a continued
movement of many individuals to home and community-based care centers
(data not shown). Spending on home health and personal care, in contrast, has
increased substantially faster, at 15.3 percent per year between 2000 and 2002
and 12.4 percent per year between 2002 and 2004. The rate of increase fell
below 10 percent after 2004 but was nonetheless quite high. In order to contain
costs, states have adopted utilization conftrols (e.g. coverage limits, enrollment
caps, and waiting lists for services) in community-based services.!8

Other Spending Categories

Payments to Medicare programs (e.g. premiums, deductibles, and cost sharing
for dual eligibles’ enrollment in Medicare Part A and Part B) increased from $4.7
billion in 2000 to $12.0 billion in 2009. 1 However, after high growth through 2007,
growth slowed to 2.1 percent in 2009. The faster growth early in the decade may
reflect increased enrollment among dual eligibles because of rapid increases in
the costs of prescription drugs and the availability of the drug benefit only within
Medicaid. Once the drug benefit was shifted to Medicare, Medicaid enrollment
growth among dual eligibles may have slowed as low-income Medicare
enrollees gained access to drug coverage through Medicare.

DSH spending jumped in 2008 after several years of very low growth. Lower rates
of growth in 2006 and 2007 suggest that the states were not fully using their
allotments (data not shown). DSH spending in 2008 could reflect greater use of
the DSH allotments by states due to growing need given the rising number of
uninsured individuals.
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Spending Growth per Enrollee

Table 4 presents spending growth per enrollee by type of medical service.
Growth in spending per enrollee by service over the entire period is illustrated in
Figure 5. These estimates, which exclude prescription drug spending for duals,
adjust spending per enrollee to conftrol for the effect of the changing
composition of Medicaid enrollment. Simply dividing total change in spending
by total change in enrollment would bias the estimate of the growth in spending
per enrollee. Without this adjustment, spending would be biased downward in
the early and late years of the decade because of the faster enrollment among
less expensive family beneficiaries relative to the aged and disabled. The
reverse is tfrue in the middle years. We describe the adjustment approach in
more detail in Appendix A. Essentially, the growth in spending per enrollee for a
specific service reflects the change in spending on that service divided by the
growth in enrollees, where the growth of enrollees is weighted to reflect
increases in enrollment in proportion to the use of that specific service among a
particular type of enrollee. For example, the growth in enrollees for long-term
care services reflects the growth in enroliment of the aged and disabled much
more than the growth among family enrollees. In contrast, the growth in
enrollees for acute care services more evenly reflects enrollment growth among
the aged and disabled as well as families.

Figure 5

Average Annual Growth in Medicaid
Spending per Enrollee by Service, 2000-2009

8.4% 8.3%

8.1%

" ]
All services Acute Care Hospitals & © Managed  Other Acute Prescription Long-Term Institutional Home Health/
Physicians Care Care Drugs Care (LTC) LTC  Personal I Care

SOURCE: Urban Institute, 2010. Estimates based on data from Medicaid Financial Management Reports (HCFA/CMS Form 64).
NOTE: Expenditures exclude prescription drug spending for dual eligibles to remove the effect of their transition to Medicare Part D in 2006.
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The increases in overall (national) medical service spending per enrollee
averaged 4.6 percent per year over the entire 2000 to 2009 period. Spending
per enrollee for acute care increased by 5.6 percent per year, led by growth in
managed care and prescription drugs. Long-term care spending per enrollee
increased by 3.0 percent per year, almost wholly driven by increases in home
and community-based care.

Table 4. Average Annual Growth in Spending Per Enrollee by Type of Service Excluding Prescription Drug Spending for Dual
Eligibles, FFY 2000 - 2009

Cs;;v;:(:y 2000-2002  2002-2004  2004-2007  2007-2008  2008-2009  2000-2009
Medical Services 7.3% 3.5% 4.0% 3.6% 4.0% 4.6%
Acute Care (including Prescription Drugs) 7.4% 5.2% 5.7% 4.1% 4.5% 5.6%
Hospitals & Physicians 4.8% 4.5% 4.0% -2.4% 3.0% 3.5%
Medicaid Managed Care 7.4% 6.9% 9.4% 12.1% 7.2% 8.4%
Other Acute Care' 8.5% -1.0% 7.6% 0.3% 1.5% 4.3%
Prescription Drugs? 18.2% 10.5% 1.8% 10.2% 3.2% 8.3%
Long-Term Care 7.7% 1.2% 1.4% 2.7% 2.9% 3.0%
Institutional Long-Term Care 5.7% -2.9% -1.5% 0.2% 0.1% 0.1%
Home Health/Personal Care® 12.1% 9.3% 6.0% 6.0% 6.4% 8.1%

SOURCE: Urban Institute estimates based on data from Medicaid Financial Management Reports (HCFA/CMS Form 64), Medicaid Statistical Information
System (MSIS), and KCMU/HMA enroliment data. Expenditures reflect nominal spending and exclude payments made under CHIP, Medicare premiums
paid by Medicaid for persons eligible for both programs, Disproportionate Share Hospital (DHS) payments, administrative costs, and accounting
adjustments.

1. Includes dental, other practitioners, abortion, sterilization, PACE programs, emergency services for undocumented aliens, and other care services.
Other care services could not be calculated separately from other acute care services due to data limitations.

2. Excludes prescription drug spending for dual eligibles to remove the effect of their transition to Medicare Part D in 2006.

3. Includes home health services, home- and community-based w aiver services, personal care, and related services.

Growth in Medicaid spending per enrollee by service type and time period is
shown in Figure 6 (with more detail in Table 4). For the remainder of the analysis,
prescription drug spending is combined with acute care spending. After higher
growth in earlier periods, growth in spending per enrollee for acute care services
was 4.1 percent in 2008 and 4.5 percent in 2009. Spending on hospitals and
physicians (fee-for-service) actually fell on a per enrollee basis in 2008 and then
increased by 3.0 percent in 2009. The decline in 2008 reflects the 2007 reporting
problem described above. Managed care spending per enrollee grew
somewhat faster than fee-for-service. On a per enrollee basis, spending growth
on “other acute care” services (descr