
How is Medicaid Financed? 
 
How does the current formula for sharing of Medicaid costs between the federal 
government and the states work? 
 
It’s a complicated formula that has the federal government cover anywhere from a 
minimum of 50% to a maximum of 83% of whatever a state spends of Medicaid. It starts 
by comparing the average income of individuals in the state with the average income of 
individuals in the U.S. The higher the income in the state, the lower the federal share; 
the lower the income, the higher the federal share.1  
 
How does this play out among the different states? 
 
Unfortunately, although intended to reimburse states with a higher burden of Medicaid 
costs more than states with a lower burden, it doesn’t work that way. That’s because 
states have a lot of discretion about Medicaid eligibility. This is especially true since 
passage of the Affordable Care Act (ACA), which expanded eligibility, but which 14 
states declined to adopt. The result is that many states with high Medicaid costs get low 
federal cost sharing and vice versa. The figures below show the examples of New York, 
which expanded Medicaid under the ACA, versus Texas and Alabama, which did not. (D 
 

 
 

1 There are then special adjustments made for the percentage of unemployed, the number of native 
Americans and Alaskan natives treated through the Indian Health Service, for children treated under the 
Children’s Health Insurance Plan (usually considered a part of Medicaid), and a special increase in 
reimbursement for the District of Columbia. https://www.cms.gov/files/document/brief-summaries-
medicare-medicaid-november-15-2019.pdf 
 



 

 
 Data from figures adapted from Ballotpedia:  
https://ballotpedia.org/Medicaid_spending_in_New_York 
https://ballotpedia.org/Medicaid_spending_in_Texas 
https://ballotpedia.org/Medicaid_spending_in_Alabama 
 
Why do some states, like New York, spend a lot more money on each Medicaid enrollee 
than other states, like Alabama?  
 
New York spends over $9,000 on average for each person on Medicaid while Alabama 
spends less than $5,000 on average. Why the difference? New York provides Medicaid 
to anyone with a household income of less than 138% of the federal poverty level (that’s 
a little over $16,000 a year for a single person). In both Texas and Alabama, only 
children, pregnant women, and adults with dependent children are eligible for 
Medicaid. A single adult or couple with children is not eligible for Medicaid no matter 
how little money they earn unless they are covered by Medicare. And states also have 
leeway about eligibility for Medicaid for those on Medicare. What is most important 
about this is that low-income adults in states like Alabama cannot receive assistance 
from Medicaid to pay for nursing home care. The highest expenses under Medicaid are 
for care in nursing homes. So New York is not just throwing money at low-income 
people for medical care, it’s providing nursing home care that states like Alabama are 
not providing at all, forcing families to fend for themselves. 
 
How do states with high expenses and low federal sharing cope?  
 
There are two ways states can deal with this problem—raise taxes and lower 
reimbursement to providers. Most do both. Alaska, with its high federal cost sharing due 
to special reimbursement for the native Alaskan population, reimburses Medicaid 
providers at the same rate as Medicare. New York, on the other hand, with a federal 
share barely above the minimum and very high expenses, reimburses Medicaid 



providers at just over half the Medicare rate. The result is poor access to care for 
Medicaid recipients—few providers are willing to work at these rates. 
 
What is the solution?  
 
The federal cost sharing formula needs to be changed to reflect the needs of the states 
better. Instead of being based on average income, it should be based on the percentage 
of the population actually enrolled in Medicaid services. This would encourage states to 
expand Medicaid to those who need health insurance coverage because they are unable 
to afford to pay premiums through their employers or in the marketplace or are 
unemployed and have low incomes. 
 
 


