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Introduction 

 

Medicaid helps people live healthier and more economically secure lives. It increases the 

diagnosis and early treatment of chronic conditions, enhances educational achievement and 

future earnings for covered children, reduces health care inequities, and provides 

comprehensive, high-quality, and cost-effective care.1 Medicaid coverage is tailored to the 

unique needs of individuals and families with low incomes but still costs less per beneficiary 

than private insurance.2 Medicaid’s core beneficiary protections make the program work for 

enrolled populations, including children, parents, pregnant people, low-income workers, older 

adults, and people with disabilities. Despite Medicaid’s proven success and efficient use of 

funds, detractors repeatedly seek to cut or cap funding for the program. These proposals 

seriously jeopardize the health and financial security of the 91.8 million people who benefit 

from Medicaid and CHIP.3  

 

This fact sheet examines why Medicaid’s covered services are important to Medicaid 

beneficiaries and how they are threatened by funding caps. 

 

Why Medicaid Services are Important 
 

Medicaid provides comprehensive health care services for low-income and 

underserved populations. Federal law requires state Medicaid programs to cover specific 

categories of “mandatory” benefits, including physician services, inpatient and outpatient 

hospital services, laboratory and X-ray services, home health services, and nursing facility 

services.4 States are also required to cover screening and treatment services for children under 

the age of twenty-one through the Early and Periodic Screening, Diagnostic, and Treatment 

(EPSDT) benefit.5 These services are tailored to correct and ameliorate the health conditions of 

children living in poverty, without the coverage limits that may apply to adult populations. 

Medicaid additionally requires coverage of critical benefits such as long-term care services for 

older adults and people with disabilities, as well as perinatal care and family planning services 
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and supplies. Medicaid also covers non-emergency medical transportation, case management 

services, and a wide range of behavioral health services, including substance use disorder 

treatment. 

 

Medicaid allows states to provide critical “optional” services to address unique 

needs of specific populations. Federal law gives states the flexibility to provide a wide 

range of optional services. For example, states have the option of funding home and 

community-based services (HCBS) to help older adults and people with disabilities remain in 

their homes and support their daily living, which prevents unnecessary and costly 

institutionalization.6 

 

Medicaid requires services to be sufficient in amount, duration, and scope to 

achieve their purpose.7 States cannot set arbitrary limitations on the utilization of services.8 

This helps ensure that Medicaid beneficiaries can promptly and adequately access the care 

that they need. 

 

How Funding Caps Threaten Medicaid Services 
 

Funding caps threaten Medicaid’s mandatory services. Block grants and per capita cap 

proposals shift significant costs onto states. To reduce these costs, states may seek to weaken 

federal standards for mandatory services. Any reduction of mandatory services would 

negatively impact the health of underserved populations, including children, pregnant people, 

older adults, and people with disabilities. 

 

States would likely reduce or eliminate optional services. Because funding caps would 

shift costs onto states, they would likely lead to cuts in optional services. For example, states 

may eliminate or limit many HCBS that older adults and people with disabilities depend upon. 

This would force some individuals to be placed in more expensive institutions such as nursing 

homes. 

 

States would likely use more utilization controls to restrict or delay access to 

services. Where states do not entirely eliminate services, they might enact more 

requirements, such as service caps or cost-sharing, to reduce access to services. States might 

also enact more prior authorization requirements, which delay and sometimes completely 

prevent access to care. Onerous service limits or delays would lead to Medicaid beneficiaries 

forgoing needed services and the deterioration of their medical conditions. 

 

States would not be able to pay for new services related to new pandemics, 

technologies, or treatments. The onset of pandemics, such as the COVID-19 pandemic, 
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causes states to experience significant and unexpected increases in medical costs.9
 

Innovations in expensive technology (e.g., MRIs) and treatments (e.g., Hepatitis C drug 

Sovaldi, COVID-19 vaccines) also lead to large, unplanned cost increases for states. With a 

federal funding cap, funding is set in advance, meaning states would have to bear the new 

costs of such pandemics, technologies, and treatments with no additional federal support. 

States would struggle to provide the health services needed to treat all individuals, leading to 

poorer health outcomes, increased public health risks, and diminished quality of life. 
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