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MEDICAID’S ROLE IN IMPROVING THE 
SOCIAL DETERMINANTS OF HEALTH: 
OPPORTUNITIES FOR STATES

N A T I O N A L
A C A D E M Y
O F  S O C I A L
INSURANCE

Since 1965, Medicaid has provided access to essential health 

care to millions of American children, adults, people with 

disabilities, and seniors living in poverty. The number of 

Americans covered by Medicaid has grown from about 

46 million in 2005 to almost 69 million in 2015, making 

Medicaid the nation’s single largest source of health 

insurance.1 Another 5 million children are covered by the 

Children’s Health Insurance Program (CHIP). In 2016, more 

than one in every four people in the U.S. was enrolled 

in Medicaid or CHIP at some point during the year. As 

Medicaid enrollment has grown, so has its cost. Federal and 

state spending on Medicaid reached $556 billion in 2015, 

compared to approximately $310 billion in 2005.2 Because 

state governments pay for nearly half of total program 

costs, Medicaid’s share of state budgets (excluding federal 

revenue) has also grown from 11 percent in 2000 to 15 

percent in 2014.3 Consequently, Medicaid cost control has 

been a perennial theme in state budget deliberations. 
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Rising costs have recently led to a focus on reducing federal 

Medicaid spending, as well. The American Health Care Act 

of 2017, passed by the U.S. House of Representatives in May 

2017, proposes to reduce federal outlays on Medicaid by 

$834 billion over the next 10 years, a 25 percent decline 

compared to projected spending under current law.4 When 

this brief was written, the Senate had not yet decided 

whether, or how much, to cut federal Medicaid spending. 

In the context of the current policy environment, which 

raises fundamental questions about the role of Medicaid as 

a health care safety net for poor and vulnerable Americans, 

state policymakers will be challenged just to maintain 

access to essential medical care. If federal Medicaid 

spending is reduced signifi cantly, state governments will 

face diffi cult choices:  Raise revenue to compensate for 

the loss of federal funds? Reduce Medicaid coverage of 

medical care and long-term services and supports? Restrict 

eligibility in order to reduce Medicaid rolls? Or perhaps 

all three? Recent initiatives by state Medicaid leaders 

to collaborate with schools, housing and social service 

agencies, nutrition programs, and others to improve the 

health status of Medicaid benefi ciaries could be dismissed 

as an unaffordable luxury. 

Recent initiatives by state Medicaid leaders 
to collaborate with schools, housing and 
social service agencies, nutrition programs, 
and others to improve the health status of 
Medicaid benefi ciaries could be dismissed as an 
unaffordable luxury.
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But there is a strong business case for state Medicaid 

programs to address the social determinants of health as a 

key strategy for providing cost-effective, effi cient medical 

care. Social determinants of health are the economic, 

educational, housing, environmental, and social conditions 

that affect health outcomes, both directly and indirectly 

(Figure 1). When combined with timely access to primary 

and preventive care, behavioral health and substance 

abuse treatment, and long-term services and supports 

in the home and community, efforts to address the 

social determinants of health for Medicaid benefi ciaries 

can help to reduce the unnecessary use of the most 

expensive medical services. Both strategies—providing 

access to essential health care and addressing the social 

determinants of health—are important to the long-term 

fi nancial sustainability of Medicaid. 

This issue brief explains how Medicaid agencies can address 

the social determinants of health (SDH). First, it reviews 

the evidence demonstrating a link between health status 

and poverty, inadequate housing, poor nutrition, or other 

social defi cits. Second, it summarizes the business case for 

Medicaid to support interventions to reduce the economic, 

educational, housing, and nutritional risks to health, in 

order to control Medicaid spending on the most expensive 

care. Third, it describes current opportunities—and 

limitations—for using Medicaid as a lever to address SDH, 

and various roles that state Medicaid agencies can play 

when partnering with other sectors. Last, the brief discusses 

new avenues and prospects for state policymakers to tackle 

SDH through Medicaid Section 1115 demonstration waivers 

and, potentially, through block grants. 

The Links between Health Status and the 
Social Determinants of Health
The association between income and health is well-

established. Americans with lower incomes live shorter 

lives than those with higher incomes; a man in the poorest 

income group dies nearly 15 years younger than a man in 

the highest income group, and among women the gap 

is 10 years.6 That gap is also growing. Between 2001 and 

2014, differences in life expectancy increased across income 

groups in the U.S. Among those in the top 5 percent of 

Figure 1. Social Determinants of Health Framework5
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Both strategies—providing access to essential 
health care and addressing the social 
determinants of health—are important to the 
long-term fi nancial sustainability of Medicaid.
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the income distribution, life expectancy increased by 2.34 

years for men and 2.91 years for women, compared to just 

0.32 years for men and 0.04 years for women in the bottom 

5 percent of the income distribution.7 The association 

between socioeconomic status and longevity also applies 

to many other health indicators, including infant mortality, 

activity limitations, heart disease, diabetes, and obesity. The 

relationship holds across the full gradient of income levels; 

people with the lowest income and lowest education levels 

are the least healthy, and those with middle income and 

education levels are less healthy than the wealthiest and 

most educated.8 

Americans with lower incomes live shorter 
lives than those with higher incomes; a man in 
the poorest income group dies nearly 15 years 
younger than a man in the highest income group, 
and among women the gap is 10 years.

There is also strong evidence demonstrating causal links 

between poverty and health, with cause-and-effect going 

in both directions. Those in poor health are more likely to 

have low income because their health status prevents them 

from working or lowers their earning ability.9 Conversely, 

those living in low-income households are more likely to 

be in poor health because they have less access to medical 

care, have less education, are more likely to live in unsafe 

housing conditions, and are more likely to be exposed to 

pollution and environmental hazards.10 

Similarly, housing status and health status are closely related. 

Serious health problems can cause homelessness, while 

being homeless can cause or exacerbate health conditions.11 

People who are homeless have higher rates of mental illness 

and substance use disorders, and are more likely to have 

chronic conditions like diabetes, hypertension, and HIV/

AIDS.12 Substandard housing conditions also are associated 

with adverse health outcomes, such as lead poisoning, which 

contributes to cognitive deficits and stunted development 

in children.13 Housing stability is also an important factor in 

promoting health. People who have difficulty paying rent 

(defined as spending more than 50 percent of household 

income on housing) or make frequent moves are less likely 

Medicaid—People and Benefits 
Covered 

Low-income children receive immunizations, primary 
care, behavioral health care, and a wide range 
of other services that allow them to go to school 
healthy and ready to learn. 

Pregnant women receive prenatal care and delivery 
services, which increases the likelihood that they will 
give birth to healthy babies. Medicaid also pays for 
intensive care for infants born prematurely or with 
serious health problems.

People with disabilities and the frail elderly receive 
hands-on care with bathing, eating, and other 
activities of daily living, allowing them to live 
independently at home and in community settings, 
or in institutions if they need extensive care.

Low-income working-age adults receive acute, 
primary, and specialty care, as well as behavioral 
health and substance use treatment, helping them to 
work or participate in job training programs. 
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to have a usual source of health care, and have more hospital 

admissions and emergency room visits, than people who 

have stable housing.14 The shortage of affordable and 

accessible housing for people with disabilities has been cited 

as the most significant barrier to helping people move out of 

costly nursing homes or other institutions into less expensive 

residences in the community.15

High-quality nutrition is important throughout life, but 

particularly during pregnancy and early childhood, 

when good nutrition is essential for growth and healthy 

development. Diets that are high in fat and refined 

carbohydrates, along with increasingly sedentary lifestyles, 

have contributed to rising rates of obesity, diabetes, 

cardiovascular disease, hypertension, and stroke, and are 

major causes of disability, premature death, and rising 

health care costs.16 Hunger and food insecurity—that is, 

worrying about or not having enough money to buy more 

food, or cutting the size of meals or skipping meals due 

to lack of enough money—contribute to health problems 

such as increased hypoglycemia among adult diabetics, 

and are associated with increased use of emergency 

department visits.17

Preventive services such as immunization and cancer 

screening, as well as access to medical care to treat 

health conditions, remain important determinants of 

health status. Yet, strong evidence shows that one’s 

socioeconomic circumstances and health-related behaviors 

such as smoking, diet, and exercise are key factors that 

influence life expectancy, mortality, and health status. 

The Business Case for Medicaid 
Investment in Addressing the Social 
Determinants of Health
In addition to improving health outcomes, there is a 

strong business case for Medicaid programs and Medicaid 

managed care plans to invest resources into addressing the 

social determinants of health for beneficiaries. A growing 

body of evidence—based on independent, reliable 

research—indicates that certain interventions targeted at 

those who can benefit most can produce significant savings 

to the health care sector. 

More than a dozen state Medicaid agencies, for example, 

are now supporting intensive case management programs 

to address the factors that lead to frequent emergency 

department (ED) use and numerous hospitalizations 

by beneficiaries with high costs and complex care 

needs, including access to medical care as well as social 

determinants of health. Sometimes called “super-

utilizers,” these beneficiaries have nearly twice as many 

hospital admissions and higher hospital costs per stay 

(approximately $12,000 versus $9,000) than other Medicaid 

patients.18 Among those with extremely high numbers of 

emergency room visits—15 or more per year—over 60 

percent had a history of both serious mental illness and 

substance use, compared to 10 percent of those with just 

one annual ED visit.19 Although super-utilizers make up 

only 5 percent of the overall Medicaid population, they 

are responsible for over 50 percent of total Medicaid 

expenditures.20

Programs to reduce the number of hospital admissions 

and ED visits for this group are multi-faceted, but nearly 

all utilize intensive case management to coordinate care 

across multiple providers, help people better manage 

chronic illnesses, and address the root causes of their health 

problems—the social determinants of health. The cost of 

these programs ranges from $1,850 to $4,165 per person 

per year, and they have yielded 30-40 percent decreases 

in inpatient admissions.21 The Chronic Care Management 

program in the state of Washington, for example, reduced 

hospital use by nearly 10 admissions per 1,000 member 

months, saving approximately $318 per person monthly.22 

An intensive care coordination project at Bellevue Hospital 

Center in New York City decreased inpatient admissions 

by 37 percent among Medicaid beneficiaries at high risk, 

decreasing annual costs to Medicaid by an average of nearly 

$16,400 per patient.23 One of the best-known programs, 
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sponsored by the Camden Coalition of Healthcare 

Providers, has successfully reduced total monthly visits to 

both hospitals and EDs by about 40 percent per month, 

decreasing the overall cost of care for their patients by  

56 percent.24

Key to producing a positive return-on-investment in 

programs aimed at super-utilizers are several elements: (a) 

targeting patients with the highest utilization—at least three 

inpatient admissions in the past year—who are most likely to 

benefit from the intervention; (b) comprehensive assessment 

and care planning to address the wide range of physical 

health, behavioral health, and social needs; (c) engaging 

the individual and his or her family in self-care for chronic 

conditions; and (d) connecting individuals to community 

resources, ranging from arranging transportation to medical 

appointments to housing supports.25

Programs to reduce the number of hospital 
admissions and ED visits for this group are 
multi-faceted, but nearly all utilize intensive case 
management to coordinate care across multiple 
providers, help people better manage chronic 
illnesses, and address the root causes of their 
health problems—the social determinants  
of health.

Indeed, safe, accessible, and affordable housing is among 

the most critical of the social determinants of health. The 

supportive housing model helps people who are homeless, 

or at risk of losing their home, locate permanent affordable 

housing. These programs also provide case management 

to coordinate and link patients to primary and specialty 

health care, behavioral health services, substance use 

disorder treatment, and other community services. When 

targeted to those at greatest risk, this model has been 

shown to improve health and lower health care costs. 

For instance, an evaluation of Massachusetts’ Home and 

Healthy for Good Program, which housed hundreds of 

chronically homeless individuals in supportive housing, 

found that the program reduced Medicaid costs by 67 

percent after one year of program enrollment; taking into 

account the cost of housing and program services, the 

estimated return on investment to the state was $9,118 

per person.26 A program run by the Chicago Housing for 

Health Partnership provided transitional housing after 

discharge from the hospital, secured long-term housing, 

and provided case management services in housing sites. 

Compared to usual care—regular discharge planning from 

hospital social workers—the program reduced both the 

number of hospital admissions and time spent in a hospital, 

each by 29 percent, and reduced emergency room visits 

by 24 percent.27 States participating in the Money Follows 

the Person demonstration program, which helps people 

living in institutions return to the community, have found 

that providing housing-related services—such as assistance 

with housing searches or one-time moving expenses—is 

a key ingredient of success for transitioning people with 

disabilities out of costly nursing homes.28 One study of 

Medicaid investment in supportive housing concluded:

If the supportive-housing-based care management 

services generated a 15-20 percent reduction in total 

Medicaid costs—a seemingly reasonable estimate 

based on published studies—these savings would 

equal between $300-$400 PMPM [per member per 

month]. Since these estimates exclude the cost of care 

management services, Medicaid should be willing to 

support up to $300-400 in PMPM care management 

fees, as such an investment would be cost-neutral 

from a state budget perspective and would likely 

generate better health outcomes and reduced rates 

of expenditures over time. To the extent that care 

management fees were lower than this threshold, the 

investment would result in net savings to the state.29
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The business case for investing in programs to address 

SDH applies to Medicaid managed care plans as well 

as state Medicaid agencies. More than two-thirds of 

all states contract with private managed care plans to 

provide Medicaid benefits to enrolled populations. The 

plans hold financial risk for providing all services within 

a fixed monthly payment per person (called capitation 

rates). Consequently, Medicaid managed care plans have 

a financial stake in tackling the social determinants of 

health to the extent that they affect their bottom lines.30 

In addition, Medicaid managed care plans are increasingly 

seeking contracts with provider organizations that hold 

the providers financially accountable for patient quality 

and cost outcomes.31 Known as value-based payment (VBP) 

models—which include capitation rates, bundled payment 

rates for treating an episode of illness, shared savings 

arrangements, and penalties for hospital readmissions—

VBP has thus far focused on physical and behavioral health 

care services, but is expected to evolve to give providers 

strong economic incentives to address the social factors 

that contribute to high rates of hospital and emergency 

room use as well. 

Leveraging Medicaid to Address the 
Social Determinants of Health under 
Existing Policy
Medicaid agencies, managed care plans, and provider 

organizations can use a wide range of strategies and policy 

levers to put cost-effective programs into practice that 

address the social determinants of health for Medicaid 

beneficiaries. The strategies discussed in this section are 

available through current Medicaid authorities (as of May 

2017).32 While some of these strategies require states to 

submit Medicaid State Plan Amendments or waiver 

applications to secure federal authority for implementation, 

in most cases, the process is straightforward and takes three 

to six months. By contrast, Section 1115 demonstrations 

permit even greater flexibility to experiment with new

Medicaid agencies, managed care plans, and 
provider organizations can use a wide range 
of strategies and policy levers to put cost-
effective programs into practice that address 
the social determinants of health for Medicaid 
beneficiaries.

financing and delivery approaches, but often take a year or 

longer to secure and must be negotiated with the Centers 

for Medicare & Medicaid Services (CMS), as discussed in the 

next section. Existing options to address SDH include:

Medicaid benefit coverage: Currently, all states must 

provide certain mandatory benefits—such as hospital, 

physician, nursing home, laboratory, and x-ray services—

but have flexibility to define the amount, scope, and 

duration of such services. In addition, states have the option 

to cover a range of other services, such as targeted case 

management, which can help individuals gain access to 

needed medical, social, educational, housing, and other 

services. Medicaid agencies can also provide housing-

related services for people with disabilities, including those 

who are chronically homeless, either through Section 

1915(c) home and community-based services (HCBS) 

waiver programs, or through other state plan options 

covering HCBS such as 1915(i) and 1915(k) Community 

First Choice.33 These housing-related services include: (a) 

transition services to help these individuals find permanent 

housing; and (b) housing and tenancy sustaining services. 

For beneficiaries with disabilities, HCBS waiver authority 

also allows states to provide employment-related services, 

such as training in workplace safety and mobility, as well as 

peer-support, which matches people with serious mental 

illness and pays the peer workers to help their peer obtain 

employment. An evaluation of a peer-support program 
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in Georgia found that it saved nearly $6,000 annually per 

person in its first three years by substituting for more 

expensive day treatment programs.34 

Medicaid managed care “value-added services”: 

About two-thirds of Medicaid beneficiaries are enrolled 

in risk-based managed care programs, in which states 

contract with private managed care plans to provide all 

covered benefits for a fixed monthly amount per person. 

Current federal rules allow Medicaid managed care plans 

to substitute state-plan-covered benefits with more cost-

effective services,35 and to provide services not otherwise 

covered in the state plan if they choose to do so. This 

represents an important opportunity. Managed care plans 

can provide a host of housing and other social supports 

that substitute for, or offset the cost of, expensive medical 

care. For example, managed care plan representatives 

reported providing food vouchers to patients at risk 

of developing diabetes, paying for pest control in the 

homes of children with severe asthma, and covering post-

discharge care in special recovery units for patients who are 

homeless.36 

Managed care plans can provide a host of 
housing and other social supports that substitute 
for, or offset the cost of, expensive medical care.

Patient-centered medical homes: This model represents 

a comprehensive form of primary care that aims to 

enhance access to timely care, provide risk-stratified care 

management, engage patients and their caregivers in self-

care, and coordinate care with other providers. About half 

of state Medicaid agencies operate some type of patient-

centered medical home (PCMH) model.37 While PCMH 

programs tend to focus on improving access to primary care 

and rationalizing the use of specialty referrals, it can serve 

as a platform for linking patients with non-medical services 

and supports to affect the social determinants of health. 

For example, Oregon’s Coordinated Care Organizations 

are integrating SDH data into electronic health records to 

coordinate referrals to community services.38

Medicaid Health Homes: As of November 2016, 20 states 

and the District of Columbia have approved Medicaid 

Health Home programs.39 Available as a new Medicaid state 

plan option since 2011, the program provides intensive 

care coordination and management for beneficiaries 

with chronic physical and behavioral health conditions. 

Designated Health Home providers coordinate physical and 

behavioral health care across settings and connect patients 

to community-based social services and supports. While 

similar to patient centered medical homes, Medicaid Health 

Homes include a broader set of providers, rather than just 

primary care physicians as in PCMHs, and are required to 

link patients with community services and supports, such as 

employment and community integration support. Savings 

can be sizable; for example, an evaluation of Iowa’s Health 

Home program found that it saved $132 per beneficiary 

in the first month of enrollment, increasing by $10.70 per 

beneficiary in each additional month, with total savings for 

the state estimated at over $9 million after the first year.40

Partnerships: Besides covering and paying for specific 

services, Medicaid has a critical role to play in collaborating 

with housing agencies, schools, social service organizations, 

and other groups at the state and local level. For example, 

CMS describes Medicaid agency options for promoting 

stable, affordable housing for Medicaid beneficiaries to 

include “formal and informal agreements with state and 

local housing and community development agencies to 

facilitate access to existing and new housing resources.”41 

One state Medicaid director describes the various roles 

Medicaid can play as ranging from “seat of strategy to 
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convener among sister departments to partner with 

state entities and community partners.”42 As a result of 

such partnerships, Medicaid agency staff have helped to 

create online housing locator resources that not only list 

available units and rental costs, but accessibility features 

as well, such as elevators, grab bars, and modified kitchens 

and bathrooms for wheelchair users. In the past, these 

efforts were supported by Money Follows the Person 

demonstration grants to states; more recently, Medicaid 

agencies have obtained technical assistance support for 

partnerships with housing authorities though the Medicaid 

Innovation Accelerator Program.43 Medicaid partnerships 

with state agencies responsible for delivering mental 

health and substance use services, like Texas’ Wellness 

Incentives and Navigation program, are also important to 

connect individuals with behavioral health conditions with 

community services and social supports to prevent relapse.44 

Besides covering and paying for specific 
services, Medicaid has a critical role to play in 
collaborating with housing agencies, schools, 
social service organizations, and other groups at 
the state and local level.

Limitations of Medicaid benefit coverage

Although federal law and rules broadly define the range 

of services that state Medicaid programs can cover and 

pay for, there are important limits to what can be covered 

under current law. For example, federal law prohibits 

Medicaid funds from being used to pay for rent (with 

narrow exceptions), or for a Medicaid beneficiary’s room 

and board in community residences. In addition, Medicaid 

rules generally discourage or may even prohibit payment 

for services that duplicate those covered by other federal 

and state programs. For example, Medicaid is required to 

be the “payer of last resort” for services that are covered by 

Medicare for Medicare-Medicaid dual eligibles. In addition, 

it makes little sense for Medicaid to provide nutritional 

supplements for those covered by the Special Supplemental 

Nutrition Program for Women, Infants, and Children (WIC) 

and the Supplemental Nutrition Assistance Program (SNAP), 

which provide important nutritional benefits and alleviate 

hunger and food insecurity for people who are poor. To 

the extent that these programs do not serve vulnerable 

Medicaid beneficiaries, there may be a role for Medicaid to 

play, if doing so saves overall Medicaid costs. For example, a 

Medicaid provider organization in Colorado has worked with 

local businesses and social service agencies to address the 

shortage of grocery stores in low-income neighborhoods. If 

grants and funding provided by federal and state housing 

agencies are insufficient to remove mold or pests from 

housing units, Medicaid managed care plans may choose to 

pay for such services if it prevents hospitalizations among 

people with asthma.45 

New Strategies and Prospects for 
Medicaid to Address the Social 
Determinants of Health 
No matter how much state Medicaid agencies may want 

to address the social determinants of health, barriers 

and challenges remain. As discussed, there are statutory 

limitations on the types of services Medicaid can cover. 

In addition, states often need up-front capital to develop, 

implement, and evaluate new initiatives, and it can be 

difficult to secure the funds for these down payments. 

There are limits on the capacity of housing, social services, 

and nutrition support programs to serve Medicaid 

beneficiaries at risk due to budget constraints. Policymakers 

at both the federal and state level are incentivized to spend 

Medicaid resources on programs and services that produce 

short-term savings to the Medicaid program over those that 

would yield savings for other human service sectors in the 

long term. 

To overcome these challenges, a group of experts on 

Medicaid and the social determinants of health convened 
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by the National Academy of Social Insurance identified 

several administrative options that would allow states 

to make more effective use of flexibility already built 

into federal law to shape Medicaid programs, as well as 

legislative reforms that would give states new tools to 

address the social determinants of health more directly.46 

For example, the Academy panel identified changes to 

Section 1115 demonstration authority that would enable 

states to implement innovations designed to improve 

the social determinants of health more easily. Since the 

start of the Medicaid program in 1965, states have had 

the ability to request waivers from the Secretary of the 

Department of Health and Human Services (HHS) to test 

new approaches to delivering and paying for Medicaid 

services. Section 1115 demonstrations allow states to depart 

from existing federal rules as long as they further the overall 

goals of the program and are budget neutral to the federal 

government. More than 30 states currently operate Section 

1115 demonstrations. Because Section 1115 authority is so 

broad, the range of innovations tested by states is just as 

wide-ranging. For example, Section 1115 demonstrations 

have expanded eligibility to new categories of beneficiaries, 

provided new services, and experimented with delivery 

system and payment reforms. The Academy panel 

suggested that HHS explicitly recognize improving the 

health of Medicaid beneficiaries as a specific objective of 

1115 waivers. This might allow states’ estimated cost savings 

to the federal government to include reduced spending in 

non-Medicaid budgets, for example. 

Other ideas and innovations using Section 1115 

demonstration authority are also expected to become 

available under the new Administration. HHS Secretary Tom 

Price and CMS Administrator Seema Verma issued a joint 

letter47 to the nation’s governors in March 2017 encouraging 

the use of Section 1115 demonstrations to:

•   “Support Innovative Approaches to Increase 

Employment and Community Engagement. . . by 

assisting eligible low-income adult beneficiaries to improve 

their economic standing and materially advance in an effort 

to rise out of poverty. The best way to improve the long-term 

health of low-income Americans is to empower them with 

skills and employment.

  •   Provide States with More Tools to Address the Opioid 

Epidemic. . . by explor[ing] additional opportunities 

for states to provide a full continuum of care for people 

struggling with addiction and develop a more streamlined 

approach for Section 1115 substance abuse treatment 

demonstration opportunities.”

The invitation to state Medicaid agencies to innovate 

in these areas may offer new avenues to experiment 

with programs and partnerships that address the social 

determinants of health. While the March 2017 letter 

pledged to “improve the process and speed to facilitate 

expedited—or ‘fast-track’—approval of waiver and 

demonstration project extensions,” securing a new 

Section 1115 demonstration may take longer. Historically, 

it has taken at least a year, and often longer, for a state 

to negotiate the special terms and conditions, assure the 

project will be budget-neutral to the federal government, 

and provide a reasonable amount of time for public review 

and input, as required by current rules. In addition, proving 

that such programs will not cost the federal government 

more than it would under current policy may be difficult if it 

takes longer than five years to produce significant savings—

the typical period for a Section 1115 demonstration. 

New opportunities—and risks—to address the social 

determinants of health may also lie in one of the 

Congressional proposals to reform Medicaid by allowing 

states the option to turn federal program funding into a 

block grant. Under this approach, states would receive a 

fixed amount of federal Medicaid funding to use mostly 
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as they wish to provide health coverage to low-income 

residents. On the one hand, states may lose the opportunity 

to combat social determinants of health because the 

amount of federal funding is expected to be significantly 

less than under existing policy, which could lead to major 

reductions in Medicaid benefits, eligibility, and provider 

payment rates. Due to this risk, prior proposals to turn 

Medicaid into a block grant have not been successful, and 

several governors have expressed serious concerns about 

such a change.48 On the other hand, if passed by Congress, 

and depending on how block grants are structured, such 

an approach could offer an avenue for state Medicaid 

programs to spend their dollars on services that are 

outside the health system, particularly if they have a large 

effect on health care costs. States that choose to receive 

a block grant might, for example, be able to use Medicaid 

funds to provide job training and placement services to 

non-disabled people who may otherwise lose Medicaid 

eligibility if they did not work or could not find a job. 

Finally, ideas and lessons on how to best address the social 

determinants of health for Medicaid beneficiaries may be 

found in new initiatives by other health care payers. For 

example, the Center for Medicare & Medicaid Innovation 

within CMS just launched a new demonstration called 

Accountable Health Communities (AHC) for Medicare 

beneficiaries, some of whom will also be eligible for 

Medicaid. Designed to address health-related social 

needs, such as food insecurity and inadequate or unstable 

housing, the program will screen and assess beneficiary 

needs for such services and forge linkages between 

medical providers and community-based social service 

providers to address their needs. Over the next five years, 

the AHC model “will test whether systematically identifying 

and addressing beneficiaries’ health-related social needs 

impacts total health care costs and reduces inpatient and 

outpatient utilization.”49 In addition, several studies are 

currently underway that will evaluate the effectiveness of 

current Section 1115 demonstrations that are transforming 

the health care delivery system by giving providers financial 

incentives to provide more efficient and effective care, 

including those operating in New York, Texas, California, 

New Hampshire, and other states.50 These demonstrations, 

known as Delivery System Reform Incentive Payment 

(DSRIP) programs, are promoting care integration across 

settings, providing greater access to primary care, and 

collaborating with community organizations to address the 

social factors that lead to avoidable hospitalization. 
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Conclusion

Over its 52-year history, Medicaid has continually evolved to meet the changing needs of beneficiaries by 

testing innovations in coverage, delivery systems, and payment. State policymakers retain significant flexibility 

under current law to shape the program in ways that 

respond to the priorities and needs of each state. 

Opportunities for states to experiment further may 

emerge as Congress and the new Administration 

consider Medicaid reform options to control federal 

spending. States that want to use Medicaid as a lever to 

break down traditional silos between the health system 

and social, nutritional, housing, employment, and other sectors may find opportunities to reduce Medicaid costs 

and improve the health of Medicaid beneficiaries. By partnering with state and local agencies to address the 

social determinants of health, state Medicaid leaders may enhance their ability to control medical care costs and 

strengthen the program’s financial sustainability in the long term. 

Over its 52-year history, Medicaid has continually 
evolved to meet the changing needs of 
beneficiaries by testing innovations in coverage, 
delivery systems, and payment. 
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Any public policy must balance its objectives and 

budgetary constraints. The task of balancing purpose and 

constraint is particularly challenging in U.S. health care 

policy because of the high cost of health care,1 coupled 

with the absence of a comprehensive approach to cost 

management as adopted by other nations.2 The effort 

to balance costs and goals poses an especially complex 

challenge for a program like Medicaid, in which the 

federal government and the states share the cost of care. 

Any curtailment of the federal government’s funding 

commitment to health care and long-term services and 

supports for the nation’s poorest and most vulnerable 

populations would shift a larger share of the cost burden 

onto the states and localities where they reside. 

Both the American Health Care Act (AHCA) and the 

Medicaid provisions in the Trump Administration’s Fiscal 

2018 budget propose massive shifts in fiscal responsibility 

for Medicaid from the federal government to states 

and localities. The capacity of states to bear additional 

responsibility for Medicaid is limited. Their ability to 
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generate revenue varies widely. Nearly all states are 

required to balance their budgets, either by constitution 

or statute, and are constrained from financing government 

debt.3 Moreover, if one state raises taxes to compensate 

for a decline in federal funding while its neighbors do 

not, high-earners in that state could opt to move to a 

neighboring state. Similarly, if one state chooses not to 

cut Medicaid coverage or benefits despite the decline in 

federal funding, but its neighbors do, this could attract new 

beneficiaries from neighboring states. 

This brief will first discuss Medicaid’s role in the nation’s 

health care system, as well as its budgetary footprint 

and financing structure. It will then discuss strategies for 

containing cost growth, and analyze in depth the strategy 

of capping federal spending through per capita caps, as 

proposed in the AHCA. It will conclude with a consideration 

of the implications of per capita caps for states’ ability to 

provide health care and long-term services and supports to 

vulnerable Americans.
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