National Health Law Program March 2025

|0 | Medicaid Work
HE ALTH Requirements Would Gut

State and Local Economies

LAW Madeline T. Morcelle

Introduction

Work requirements are Medicaid cuts by another name. They are one of the most insidious
strategies to cut Medicaid because they do so by triggering coverage losses rather than
changing the structure of federal Medicaid financing. Nearly three decades of evidence on
work requirements in public benefit programs demonstrate that they are excessive, intrusive,
and unnecessary government bureaucracy. They do not appreciably improve employment
outcomes—their purported purpose—and instead trip people up and then blame them for
falling. In a Medicaid context, people must overcome red tape to prove that they are already
working or qualify for an exemption, lest they lose their health insurance coverage.! Ironically,
resulting health insurance coverage losses cut off access to the health services that enable
many to work.

Cutting health insurance for millions through Medicaid work requirements would profoundly
hurt state and local economies by:

e Gutting already strained state budgets;

e Endangering state credit ratings;

e Causing coverage losses that would increase uncompensated care at hospitals, clinics,
and other providers, narrowing operating margins, risking closures, and reducing health
care jobs, especially in rural communities;

e Drastically increasing medical debt, reducing individuals’ purchasing power and slowing
economic growth; and

e Destabilizing the low-wage and health care workforce.

Our country’s economic future depends on keeping work requirements out of Medicaid.
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Medicaid Work Requirements Would Drastically Increase Financial
Burdens on State Budgets

Federal Medicaid funds are the largest source of federal funding in states’ budgets,
financing just under one-fifth of states’ total spending.? The amount of federal
Medicaid funding a state receives depends on actual program expenditures; if states cover
fewer people, they receive less funding from the federal government.3 The exact magnitude of
coverage losses from work requirements will hinge on their design. For example, when
Arkansas tested Medicaid work requirements under a § 1115 waiver, nearly 1 in 4 of those
subject to the requirement lost their health insurance coverage during a 7-month period.* In
Michigan, up to 35% of enrollees subject to work requirements were in danger of losing their
health insurance coverage before a court halted implementation.> In New Hampshire, had
state policymakers not halted implementation, up to 45% of those subject to work
requirements would have lost coverage within one year, either because they could not meet
the requirements or would have difficulty completing the necessary paperwork.6 Coverage
losses of that magnitude nationwide would result in drastic cuts in the amount of
federal Medicaid funding that states receive.’ Most of the inevitable coverage losses
would come from Medicaid expansion enrollees, for whom states receive 90% of their costs
from the federal government. If Congress enacts work requirements, states will lose much of
that infusion of federal funding into their economies.

Moreover, Medicaid work requirements waste millions on needless bureaucracy
that helps no one. According to the Government Accountability Office (GAO), the cost to
administer Medicaid work requirements can range from millions to hundreds of millions per
state.8 GAO found that if Kentucky implemented their proposed work requirement, 620,000
enrollees would be subject to work or other qualifying activities, with an estimated $271.6
million in administrative costs.® Under Georgia’s current “Pathways to Coverage” work
requirements experiment, only 6,500 of the 300,000+ low-income Georgians who would have
gained coverage through Medicaid expansion were able to enroll in the first 18 months of the
program.® Administering the work requirements cost taxpayers a total of $86.9 million in state
and federal funds, three-quarters of which has gone to consultants instead of providing health
care.l!

State budgets are already getting squeezed due to inadequate federal Medicaid
funding. From Fiscal Year (FY) 2023 to 2024, federal spending on Medicaid barely budged,
increasing by a mere 0.2%.12 The federal government phased out extra financial supports
provided during the COVID-19 public health emergency, so states’ average share of Medicaid
spending increased from 30% of all Medicaid dollars in 2022 to 35.7% in FY 2024.13
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Work requirements will only squeeze state budgets further by cutting federal
funding and putting pressure on states to try and make up the difference. In 2023,
the Congressional Budget Office (CBO) projected one version of a federal legislative Medicaid
work requirement proposal would cut federal Medicaid spending by $109 billion from Fiscal
Years 2023-2033.14 There is no way that states could fill that big a gaping hole in their
budgets. CBO estimated that states might respond by increasing their Medicaid spending by
$65 million, but this would still leave a $44 million shortfall, forcing them to cut coverage for
millions.

Medicaid Work Requirements Would Also Hurt State Credit Ratings

States frequently borrow funds to pay for critical infrastructure, such as roads and schools,
generally by issuing general obligation bonds.!> Investors generally demand an interest rate
consistent with the risk that the state will not be able to repay the bond when it matures,
which credit rating agencies assess.'® The National Association of State Budget Officers
estimated that federal funds would be the source of 1/3 of total spending by all states in state
FY 2024—and federal Medicaid funds would account for more than half—or $588 billion—of
that amount.!” Medicaid work requirements would cut this critical federal funding,
straining states’ economic and fiscal conditions and likely causing a significant hit
to state credit ratings.!? This would jeopardize critical infrastructure and budgetary
flexibility during economic downturns.

Medicaid Work Requirements Would Hurt Hospitals and Other Health
Care Providers’ Financial Standing, Especially in Rural Communities

Medicaid expansion improves the financial performance of hospitals and other providers,
decreasing uncompensated care, increasing reimbursements and revenues, and improving
provider operating margins and profitability.!® These improvements have been most profound
for rural and small hospitals.?? It follows (and research demonstrates) that cutting
Medicaid through work requirements would hurt health care providers’ financial
standing. For example, a 2019 study by the Commonwealth Fund found that decreased
Medicaid enroliment from work requirements would significantly harm hospital revenues.?!
Further, most enrollees who would lose Medicaid coverage will be ineligible for subsidized
Marketplace coverage and lack employer-sponsored health insurance. Their loss of health
insurance coverage will drive up uncompensated care costs for hospitals and other health care
providers.??
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Ultimately, reducing Medicaid revenues and increasing uncompensated care costs will narrow
providers’ operating margins. The Commonwealth Fund estimated that in 2019, implementing
work requirements across 18 states would have declined hospitals’ operating incomes by up to
$2 billion.23 Since many rural hospitals are already operating at a loss, they will be hit
especially hard by coverage losses from Medicaid work requirements.2* At present, 46% of
rural hospitals nationwide are in the red, with many at risk of closing.?> In Arkansas, Kansas,
Florida, Tennessee, and Mississippi, at least 41% of rural hospitals are at risk of closing.26 In
Georgia, Missouri, Oklahoma, South Carolina, and Texas, at least 31% of rural hospitals are at
risk of closing.?’” In Alabama, North Carolina, and South Dakota, at least 26% are at risk.28

Medicaid Work Requirements Would Worsen the U.S. Medical Debt
Crisis, Hurting State and Local Economies

Numerous studies establish that expanding Medicaid eligibility increases personal earnings and
reduces the percentage of people with medical debt, the average size of medical debt, and the
probability of having one or more medical bills go to collections over a six-month period.?® KFF
polling shows that people across the political spectrum value their Medicaid coverage because

it helps protect them from financial disaster, among other reasons.3° Research affirms that

cutting Medicaid through work requirements increases medical debt. For example, a

2020 study found that among those who lost Medicaid in the prior year due to Arkansas’ work

requirements, nearly 50% reported serious problems paying off medical debt.3!

According to KFF polling, nearly 2 in 5 adults in the U.S. already have some form of medical
debt.3? Medical debt can negatively affect economic growth by reducing access to credit, which
can in turn harm employment opportunities and purchasing power.33 As well, KFF polling
shows that about 3 in 5 adults with health care debt say that they have to cut back spending
on food, clothing, and basic household items.3* Jeopardizing health insurance coverage for
millions nationwide through work requirements could significantly increase the number of
people who are burdened by medical debt, with ripple effects on state and local economies.

Medicaid Work Requirements Would Destabilize the U.S. Workforce
Research shows that Medicaid work requirements do not increase employment and
actually undermine enrollees’ ability to stay employed.3> The vast majority of Medicaid

enrollees who are able to work already do so, and nearly all remaining enrollees cannot work
due to disability, caregiving responsibilities, or because they are in school.3¢ Decades of
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research on work requirements in public benefit programs including Medicaid demonstrate that
exemptions for certain populations (e.g., people with disabilities) do not work.3” Exemption
processes consistently fail, causing people to wrongly lose their coverage.3®

Medicaid coverage is essential to building and maintaining a healthy and stable
workforce. Research shows that Medicaid makes it easier for individuals to find and maintain
work by helping them stay as healthy as possible.3® Because low-wage jobs often lack
employer-sponsored health insurance and do not pay enough for individuals to qualify for
subsidized Marketplace coverage, most Medicaid enrollees count on Medicaid as their only
affordable health coverage option. Of the Medicaid enrollees who were employed in 2021, a
mere 15% reported having employer-sponsored health insurance.*® People who lack health
care access are more likely to have to take sick days, develop preventable health conditions
that ultimately require them to drop out of the workforce, and die prematurely.#! In contrast,
Medicaid increases access to essential preventive services, prescription drugs and other
treatments, pregnancy care, and more, improving both health and employment outcomes.#
By cutting off health coverage for millions, work requirements could destabilize the
low-wage workforce.

Even if limited to the Medicaid expansion population, work requirements could also destabilize
the health care workforce. Research has established that Medicaid expansion increases health
care jobs.*3 Further, in rural communities, expansion is associated with substantially better
wages for health care workers.** Cutting Medicaid through work requirements would endanger
these jobs, especially in rural economies.

Conclusion

Medicaid work requirements would hurt state and local economies in humerous
ways that taxpayers simply cannot afford. They would worsen existing financial burdens
on state budgets; hurt state credit rating; and undercut hospitals and other health care
providers’ financial standing, especially in rural communities. They would destabilize the
workforce and worsen the U.S. medical debt crisis, with broad state and local economic
effects. Ultimately, taxpayers will not save money through these cuts but face steep financial
and other consequences. While many voters across the political spectrum said the economy
was their top voting issue in 2024, recent KFF polling shows that these same voters want
policymakers to focus on improving Medicaid instead of cutting it.*> Likewise, recent Hart
Research polling shows that 67% of Trump voters see Medicaid as an important source of
health insurance, and not wasteful.#¢ Congress must stop Medicaid work requirements or any
other program cuts. State and local economies and Medicaid enrollees depend on it.
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