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Introduction

David Machledt and Michelle Yiu

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.! Medicaid coverage is tailored to the
unique needs of individuals and families with low incomes, but still costs less per beneficiary
than private insurance.? 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 explains how Medicaid cost-sharing standards keep beneficiaries’ out-of-pocket
costs low and examines how Medicaid funding caps would threaten those affordability
protections.

Why Medicaid is Important for Ensuring Access to Affordable Care

Medicaid provides strong affordability protections for low-income individuals.
Medicaid generally forbids premiums on low-income households (below 150 percent of the
federal poverty level, or $37,290 for family of three in 2023) because even small premiums
reduce enrollment.* Medicaid allows states to apply copays and coinsurance, but strictly limits
cost-sharing because even small required payments reduce access to needed services.>
Medicaid also prohibits providers from denying care to individuals below the federal poverty
level if they cannot afford to pay.
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Medicaid cost-sharing limits help low-income and underserved individuals access
services they rely on. Medicaid prohibits cost-sharing for key services, such as pregnancy-
related services, preventive care, and emergency services. Medicaid also completely exempts
some underserved populations from out-of-pocket costs, including Native Americans and most
children and adolescents, to reduce common barriers to needed care.

Medicaid’s affordability protections improve health outcomes. Medicaid beneficiaries
are less likely to skip medications or delay care due to cost.b Lower out-of-pocket costs
improve access to primary and preventive care and increase the likelihood of treatment for
chronic conditions such as diabetes and mental health conditions.” One study shows that
depression rates declined after individuals began Medicaid coverage.®

Medicaid improves people’s financial security. States must limit all Medicaid cost-
sharing to no more than five percent of household income per month or quarter.’ Medicaid’s
cap is almost universally lower than the annual out-of-pocket caps in private insurance. The
shorter increment also shields individuals with low incomes from incurring debilitating
medical debt from a single expensive event or complication.'® Medicaid sharply reduces
medical bankruptcies and interactions with debt collection agencies.!! Several studies show
that Medicaid makes it easier for people to work and increases employment for people with
disabilities.!?

How Funding Caps Would Make Medicaid Less Affordable

Funding caps would likely lead states to increase cost-sharing to maximum legal
limits. Funding caps reduce federal Medicaid funding and shift costs onto states. Faced with
less money to provide the same Medicaid coverage, states would increase cost-sharing to
reduce utilization. Higher cost-sharing discourages people from using both essential and non-
essential services.!3 The result: worse health outcomes and more expensive care needs down
the road, especially for populations with higher health risks, like older adults and people with
disabilities.

Funding caps would likely erode Medicaid affordability protections. With less federal
funding under funding caps, states would likely push to reverse long-standing federal
affordability standards. Prior funding cap proposals would have granted states broader
flexibility to raise premiums and cost-sharing. Even if Congress makes no changes, states may
seek to impose premiums and eliminate cost-sharing limits. After Medicaid expansion, several
states aggressively sought exceptions to Medicaid’s rules prohibiting premiums. These
exceptions included charging premiums, terminating people for failure to pay, and locking
them out for months after termination. Budget pressures resulting from funding caps would
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likely increase such requests. States may also undermine other core protections, such as out-
of-pocket maximum limits and rules requiring providers to treat patients below the federal
poverty level who cannot afford copayments.

Funding caps will worsen health inequities. Black, Indigenous, and other people of color
are more likely to have low incomes and be enrolled in Medicaid. Weakening the affordability
protections in Medicaid will reduce their access to care and exacerbate health and wealth
inequities.'> Lower-income communities will see a reduction in their health security and an
increase in debt and medical bankruptcies.

Funding caps would lead to more uncompensated care, increased medical debt,
and worse outcomes. With funding caps, states would likely shift more costs to
beneficiaries, leading to more frequent terminations and delayed care.!® The individuals who
drop out of coverage due to unaffordable premiums may not find other coverage and would
later appear in the health care system with more advanced illnesses and emergency
conditions. Individuals with unaffordable cost-sharing would simply skip medical treatments,
resulting in worse health outcomes and more expensive treatments later. Those
uncompensated care costs can bankrupt individuals and harm the entire system.
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