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Prototype Formula Would Provide Automatic,
Targeted Assistance to States during Economic
Downturns

What GAO Found

GAO'’s prototype formula offers a timely and targeted option for providing states
temporary Medicaid assistance during a national economic downturn. Once a
threshold number of states—26 in GAQ’s prototype formula—show a sustained
decrease in their employment-to-population (EPOP) ratio, temporary increases to
states’ FMAPs would be triggered automatically. The EPOP ratio compares the
number of employed persons in a state to the working age population aged 16
and older. (See figure.) This assistance would end when fewer than the threshold
number of states shows a decline in their EPOP ratio.

Figure: GAO Prototype Formula for Temporary Increased FMAP Assistance to States
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Because the prototype formula relies on labor market data as an automatic
trigger rather than legislative action, assistance would have begun earlier and
extended longer than the assistance provided by the Recovery Act. The
prototype formula would have triggered assistance to begin in January 2008 and
end in September 2011, compared with the Recovery Act which provided an
increased FMAP from October 2008 through June 2011. Once the increased
FMAP is triggered, targeted state assistance would be calculated based on two
components: (1) increases in unemployment, as a proxy for changes in Medicaid
enrollment; and (2) reductions in total wages and salaries, as a proxy for
changes in states’ revenues.

GAO'’s prototype formula provides a baseline of funding for state Medicaid needs
during an economic downturn by offering automatic, timely, and targeted
assistance to states. Such assistance would facilitate state budget planning,
provide states with greater fiscal stability, and better align federal assistance with
the magnitude of the economic downturn’s effects on individual states.

In commenting on a draft of this report, the Department of Health and Human
Services (HHS) agreed with the analysis and goals of the report and emphasized
the importance of aligning changes to the FMAP formula with individual state
circumstances. HHS noted the complexity of the prototype formula and offered
several considerations to guide policy choices regarding appropriate thresholds
for timing and targeting of increased FMAP funds.
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During economic downturns, states’ employment and tax revenues
typically fall as enrollment in the Medicaid program, a federal-state health
financing program for low-income populations, tends to increase. The
most recent national recession, as defined by the National Bureau of
Economic Research (NBER), lasted from December 2007 through June
2009." However, as of July 2011, 20 states and the District of Columbia
continued to experience unemployment rates above 9 percent, and more
than 13.9 million people were considered unemployed. State budget
challenges—due to increased unemployment and lowered tax
revenues—can persist well beyond the end of a recession.

To provide states with fiscal relief and to help maintain state Medicaid
programs so beneficiaries are assured continuity of services during this
most recent recession, the American Recovery and Reinvestment Act of
2009 (Recovery Act) provided states with $89 billion through an increased
federal share of Medicaid funding from October 2008 through December
2010.2 The federal funding states receive for Medicaid is determined by a
statutory formula, the Federal Medical Assistance Percentage (FMAP).
While the Medicaid FMAP formula was the mechanism used for delivering
federal aid under the Recovery Act, the level of funding was intended to
assist states with fiscal needs beyond Medicaid.® The Recovery Act also

"For this report, we use the term recession to refer to national recessions as defined by
NBER. NBER identifies recessions on the basis of several indicators, including
employment, sales in the manufacturing and trade sectors, and industrial production. A
recession begins just after the economy reaches a peak of activity and ends as the
economy reaches its lowest point.

2Pub. L. No. 111-5, Div. B. Tit. V, § 5001, 123 Stat. 115, 496 (2009). Increased FMAP
funds were made available to states with the passage of the Recovery Act in February
2009; however, states could retroactively claim reimbursement for Medicaid expenditures
that occurred as of October 1, 2008.

3While the increased FMAP funds available under the Recovery Act were for Medicaid
services only, the receipt of these funds may reduce the funds that states would otherwise
have to use for their Medicaid programs, and states have reported using these freed-up
funds for a variety of purposes including support for general state budget needs. See
GAO, Recovery Act: Increased Medicaid Funds Aided Enrollment Growth, and Most
States Reported Taking Steps to Sustain Their Programs, GAO-11-58 (Washington, D.C.:
Oct. 8, 2010).
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mandated that we conduct an analysis of past national economic
downturns, including the effects of any increased FMAP during these
periods, and provide recommendations for modifying the increased FMAP
formula to make it more responsive to state Medicaid program needs
during future downturns.* The mandate specifically called for
recommendations to improve the starting and ending of temporary
assistance, and to account for variations in state economic conditions.

In a March 2011 report, we reviewed how past economic downturns
affected states’ ability to fund Medicaid, examined the responsiveness of
past increased FMAP assistance to state Medicaid needs, and identified
options for adjusting the increased FMAP formula for use during future
economic downturns.® We found that past economic downturns
hampered states’ ability to fund increased Medicaid enroliment and
maintain existing services, and that the Recovery Act assistance began
during the national recession while nearly all states were experiencing
Medicaid enrollment increases.® However, we also found that the
increased FMAP funds provided through the Recovery Act did not
distinguish among states with varying degrees of reduced revenue in the
allocation of assistance. We outlined a prototype formula and key design
decisions for modifying the FMAP that could improve its responsiveness
to state Medicaid needs during an economic downturn. The formula was
designed to provide assistance to states during periods of national
economic downturns, not for downturns limited to an individual state or
group of states.

“In a 2006 report, we provided options for Congress to consider when assisting states in
their efforts to meet increased Medicaid expenditures resulting from national recessions.
Among these options was a formula for providing a temporary increased FMAP to states
during a national recession, a version of which Congress subsequently incorporated as
part of the Recovery Act. See GAO, Medicaid: Strategies to Help States Address
Increased Expenditures during Economic Downturns, GAO-07-97 (Washington, D.C.:
Oct. 18, 2006).

SGAO, Medicaid: Improving Responsiveness of Federal Assistance to States during
Economic Downturns, GAO-11-395 (Washington, D.C.: Mar. 31, 2011).

8In our March 2011 report, we reported that during and following the most recent national
economic downturn, states implemented various Medicaid program cuts and other
adjustments in order to balance their budgets. For example, 28 states reduced or froze
provider payment rates; 22 states reported implementing or considering restrictions on
optional benefits, such as eliminating dental and vision services; 38 states implemented
cost-containment initiatives in the area of prescription drugs; and 18 states implemented
utilization controls on long-term care services. See GAO-11-395.
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In this report, we present additional detail on the prototype formula and
simulations of its effects on the allocation of assistance to states. Our
overall objective is to evaluate how our prototype formula would have
responded during the most recent economic downturns. Our evaluation of
the formula includes both the timing and targeting of funds for state
Medicaid needs during a national economic downturn.” In keeping with
the general framework provided in our past reports, we use the period of
the most recent national economic downturn—from December 2007
through June 2009—to evaluate the three components of our prototype
formula, including the start of assistance, the methods used to target
funds based on states’ Medicaid program needs, and the end of
assistance. A detailed discussion of our scope and methodology is
presented in appendix I.

In the development of our prototype formula we made a number of
choices about specific elements of the formula design for the timing and
targeting of funds. For example, in contrast to the Recovery Act, which
provided funds for broad state fiscal relief in addition to supporting state
Medicaid programs, our formula was calibrated to provide a baseline of
funding only for state Medicaid needs during a downturn. However, this
formula could be scaled up to address broader state needs or scaled
down to meet only a portion of state Medicaid needs. A discussion of
these and other alternative choices and considerations is presented in
appendix II.

We conducted this performance audit from April 2011 to October 2011 in
accordance with generally accepted government auditing standards.
Those standards require that we plan and perform the audit to obtain
sufficient, appropriate evidence to provide a reasonable basis for our
findings and conclusions based on our audit objectives. We believe that
the evidence obtained provides a reasonable basis for our findings and
conclusions based on our audit objectives.

7Timing refers to whether funds were provided when states most needed them. Targeting
refers to whether the distribution of funds reflected different state needs for funding the
cost of new Medicaid enrollees attributable to the recession and maintaining their existing
Medicaid programs as states’ revenues declined.
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Background

Although every economic downturn reflects varied economic
circumstances at the national level and among states, evaluations of prior
federal fiscal assistance strategies have identified considerations to guide
policymakers as they consider the design of future legislative responses
to national economic downturns.® These include timing assistance so that
aid begins to flow as the economy is contracting and targeting assistance
based on the magnitude of the economic downturn’s effects on individual
states. To be effective at stabilizing state funding of Medicaid programs,
assistance should be provided, or at least authorized, close to the
beginning of a downturn.® Additionally, to be efficient, funds should be
targeted to states commensurate with their level of need due to the
downturn. States that experience greater stress in their Medicaid
programs—due to increased enrollment or decreased revenues—should
receive a larger share of aid than states less severely affected. In
addition, economists at the Federal Reserve Bank of Chicago have
described the ideal countercyclical assistance program as one having an
automatically activated,'® prearranged triggering mechanism that could
remove some of the political considerations from the program’s design
and eliminate delays inherent in the legislative process.

Past economic downturns hampered states’ ability to fund their Medicaid
programs, as Medicaid enroliment increased and tax revenues declined.
Medicaid enroliment increases during and after national economic
downturns, when the number of people with incomes low enough to

8GAO, State and Local Governments: Knowledge of Past Recessions Can Inform Future
Federal Fiscal Assistance, GAO-11-401 (Washington, D.C.: Mar. 31, 2011).

9As we noted in our March 2011 report (GAO-11-395), starting assistance closer to the
onset of an economic downturn could help states avoid program cuts. If states can
anticipate assistance, the funds do not need to be received or “in the pipeline” in order to
produce the desired effect on state fiscal behavior.

10Countercyclical aid, such as the Recovery Act’s increased FMAP, is intended to assist
states experiencing revenue declines and expenditure increases that are associated with
economic downturns.

"R. Mattoon, V. Haleco-Meyer, and T. Foster, “Improving the impact of federal aid to the
states,” Economic Perspectives, vol. 34, no. 3 (2010).
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qualify for coverage rises as state economies weaken.'? States also
experience declines in tax revenues as a result of declines in wages,
salaries, and consumer spending. Most, if not all states are affected by
national recessions, although the timing and duration of state economic
downturns can vary. States have different industry mixes and resources,
which can affect when they enter an economic downturn and when they
recover. Therefore, some states may enter an economic downturn in the
early stages of a national recession, while other states enter long after the
recession has set in. The timing and depth of state economic downturns
affects their ability to maintain their Medicaid programs.

Under the regular FMAP, the federal government pays a larger portion of
Medicaid expenditures in states with low per capita income (PCI) relative
to the national average, and a smaller portion for states with higher
PCls.™ To provide states with fiscal relief and to help states meet
additional Medicaid needs during the 2001 and 2007 economic
downturns, Congress passed legislation temporarily increasing the FMAP
for states. The FMAP is a readily available mechanism for providing
temporary assistance to states because assistance can be distributed
quickly, with states obtaining funds through Medicaid’s existing payment
system. The Recovery Act was the second time Congress temporarily
increased the FMAP to provide fiscal relief to states during a national
economic downturn. Following the 2001 recession, the Jobs and Growth
Tax Relief Reconciliation Act of 2003 (Reconciliation Act) provided states
$10 billion in assistance through an increased FMAP from April 2003

12States have some flexibility in the design of their Medicaid programs within broad federal
parameters. For example, under federal law, states generally must enroll certain
mandatory categories of individuals, which include pregnant women and children up to

6 years of age with family income at or below 133 percent of the federal poverty level
(FPL), and children ages 6 to 19 with a family income at 100 percent or less of the FPL.
States may choose to cover additional categories of individuals, such as pregnant women
and infants between 133 and 185 percent of the FPL.

3In this report, we use the term regular FMAP to refer to the base FMAP, as defined
under federal law, that is used to determine the percentage of federal assistance for most
state Medicaid expenditures. We use the term increased FMAP to refer to temporary
FMAP increases above the regular FMAP, as authorized under federal law, that provided
states with additional Medicaid funding during national recessions. The regular FMAP is
determined annually by a statutory formula designed to account for income variation
across the states. See 42 U.S.C. § 1396d(b). For federal fiscal year 2011, the regular
FMAP for states ranged from 50.00 percent to 74.73 percent. By statute, the minimum
regular FMAP for a state is 50 percent and the maximum is 83 percent. The District of
Columbia is not subject to this formula and instead has its FMAP set at 70 percent.
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through June 2004. In August 2010, Congress extended the increased
FMAP provided by the Recovery Act by providing states with an
additional $16.1 billion in assistance from January through June 2011.™

In March 2011, we reported that overall the Recovery Act funds were
better timed for state Medicaid funding needs than were funds provided
following the 2001 recession;® assistance began during the recession
while nearly all states were experiencing Medicaid enroliment increases
and revenue decreases.'® Nonetheless, 19 states implemented or
proposed eligibility restrictions in response to the economic downturn
prior to the passage of the Recovery Act some 15 months after the
beginning of the national recession as identified by NBER." In order to be
eligible for Recovery Act funds, these states had to reverse the
restrictions on eligibility to come into compliance with the Recovery Act’s
maintenance of eligibility requirements.'®

The Recovery Act formula incorporated three components for calculating
the increased FMAP: a hold-harmless provision that maintained each
state’s regular FMAP to at least its highest rate since fiscal year 2008; an
across-the-board increase of 6.2 percentage points; and an additional
increase in each state’s FMAP based on a qualifying increase in the
state’s rate of unemployment.’® In our March 2011 report we also
reported that the unemployment-based component of the Recovery Act

“pub. L. No. 111-226, Tit. ll, Subtit. A, § 201, 124 Stat. 2389, 2393 (2010). In this report,
we refer to this legislation as the Education, Jobs, and Medicaid Assistance Act.

SReconciliation Act assistance was provided approximately six quarters after the
recession ended and was not targeted based on state Medicaid needs.

8GA0-11-395.

7y K. Smith et. al., “The Crunch Continues: Medicaid Spending, Coverage and Policy in
the Midst of a Recession. Results from a 50-state Medicaid Budget Survey for State Fiscal
Years 2009 and 2010,” Kaiser Commission on Medicaid and the Uninsured, September
2009.

8T0 be eligible for the increased FMAP under the Recovery Act, states could not restrict
their Medicaid eligibility standards, methodologies, or procedures more than those in place
on July 1, 2008.

"%The Education, Jobs, and Medicaid Assistance Act did not change the hold-harmless
and unemployment provisions, but the across-the-board increase was reduced. Under the
Recovery Act, each state’s regular FMAP was increased 6.2 percentage points. Under the
Education, Jobs, and Medicaid Assistance Act, the increase was 3.2 percentage points for
the first quarter of 2011 and 1.2 percentage points for the second quarter of 2011.
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Prototype FMAP
Formula Offers
Automatic, Timely,
and Targeted
Assistance

formula targeted assistance to states with greater Medicaid enroliment
growth as indicated by increases in their unemployment rate. However,
the across-the-board increase and the hold-harmless components did not
distinguish among states that experienced varying degrees of increased
unemployment. (See app. Il for more information about the Recovery
Act’'s across-the-board and hold-harmless provisions.) Furthermore, none
of the Recovery Act provisions distinguished among states with varying
degrees of reduced revenue in the allocation of assistance.

The prototype formula we outlined in our March 2011 report provides a
more targeted approach than the increased FMAP formula used in the
Recovery Act. It also improves the responsiveness of assistance
provided, in part by having an automatic trigger to begin and end
assistance. In particular, we discussed mechanisms that (1) improve the
timing for starting assistance, (2) better target for state needs, and

(3) taper off the end of assistance. More responsive federal assistance
can aid states in addressing increased Medicaid enrollment resulting from
a national economic downturn, as well as addressing reductions in states’
revenues. Improving targeting is essential to meet the goals of providing
assistance to states in an efficient and effective manner.

In response to the mandate, our prototype formula offers an automatic,
timely, and targeted option for providing states temporary assistance
during national economic downturns. Once a threshold number of states
show a sustained decrease in their employment-to-population (EPOP)
ratio,?° temporary increases to states’ FMAPs would be triggered
automatically and targeted to each state’s Medicaid program. Our
prototype formula uses two targeting components: (1) unemployment,
and (2) wages and salaries. The amount of Medicaid assistance states
receive would be commensurate with their increases in unemployment
and decreases in wages and salaries. The prototype formula would end
the temporary assistance once fewer than the threshold number of states
shows a decline in their EPOP ratio over 2 consecutive months.

2The employment-to-population ratio is the ratio of the number of jobs in a state to the
working age population aged 16 and older. Our prototype formula identifies the start of a
national recession and triggers assistance when 26 states show a decrease in their
3-month average EPOP ratio, compared to the same 3-month period in the previous year,
over 2 consecutive months.
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Prototype Formula
Automatically Triggers
Targeted Assistance to
States

Our prototype formula uses the monthly EPOP ratio and a threshold
number of states to identify the start of a national economic downturn,
and to automatically trigger the start of the increased FMAP assistance.
(See fig. 1.) The automatic trigger would use readily available economic
data to begin assistance rather than rely on legislative action at the time
of a future national economic downturn. Once the increased FMAP is
triggered, targeted state assistance would be calculated based on

(1) increases in state unemployment, as a proxy for increased Medicaid
enroliment; and (2) reductions in total wages and salaries, as a proxy for
decreased revenues for maintaining state Medicaid programs. The
increased FMAP would end when the EPOP ratio indicated that less than
the threshold number of states was in an economic downturn.

Figure 1: GAO Prototype Formula for Temporary Increased FMAP Assistance to
States

First month Later months
Does EPOP ratio Does EPOP ratio
indicate a national indicate a continued
recession? economic slowdown?
| |
lNo YES _ luo YES
v +;"" v j
ac’*:i‘l 2 Calculate states’ iT:cr"’e'L“:e‘: Calculate states’
FMAP increases EMAP FMAP increases
' = ' =
Pay FMAP increase Pay FMAP increase
to states to states

Source: GAO.

Note: The employment-to-population (EPOP) ratio is the ratio of the number of jobs in a state to the
working age population aged 16 and older. The Federal Medical Assistance Percentage (FMAP) is
used to determine the percentage of federal assistance for most state Medicaid expenditures.

Under our prototype formula, states would have received increased
Medicaid funding in response to each of the past three national
recessions. For example, in response to the most recent national
recession, states would have received up to 15 quarters of assistance
that would have begun in January 2008 and extended through September
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2011.2" The total federal cost of this assistance for state Medicaid needs
would have been approximately $36 billion. Table 1 provides information
on when states would have received assistance in response to the past

three national recessions under our prototype formula and the total cost

of this assistance for state Medicaid needs.

Table 1: Estimated Prototype Formula Assistance Periods and Federal Costs during
Recent National Recessions

Total federal

cost of

Prototype Total quarters of assistance

National recession® assistance period increased FMAP (in billions)
July 1990 — Mar. 1991 Apr. 1991 — Sep. 1992 6 $9
Mar. 2001 — Nov. 2001 July 2001 — Sep. 2004 13 17
Dec. 2007 — June 2009  Jan. 2008 — Sep. 2011 15 36

Source: GAO.

Note: The prototype formula was designed to provide support for state Medicaid needs only. Thus,
the estimated cost of assistance under our formula is not directly comparable to the cost of
assistance under the Recovery Act or the Reconciliation Act because the increased FMAPs provided
through the acts were not limited to providing fiscal support to Medicaid.

*National recession period as defined by the National Bureau of Economic Research.

Prototype Formula
Provides Timely Notice of
the Start of an Economic
Downturn

Based on our simulations, the EPOP ratio is a reliable, timely indicator of
the start of national economic downturns. At the start of each of the last
five national recessions, as defined by NBER, we found a sharp increase
in the number of states with declining EPOP ratios. A timely automatic
trigger for temporary FMAP assistance would be based on a threshold
number of states that show a decrease in their monthly EPOP ratio. We
found the beginning of each of these recessions approximately coincided
with 26 states having declining EPOP ratios. (See fig. 2.)

2ICalculations are based on calendar year quarters. For example, the first quarter of 2008
is the 3-month period from January through March of 2008.
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Figure 2: Number of States with Declining Employment-to-population Ratios (EPOP) by Year, 1978-2011
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Note: The National Bureau of Economic Research (NBER) identifies recessions on the basis of
several indicators, including employment, sales in the manufacturing and trade sectors, and industrial
production. A recession begins just after the economy reaches a peak of activity and ends as the
economy reaches its lowest point.

Therefore, our prototype formula identifies the start of a national
economic downturn when 26 states show a decrease in their 3-month
average EPOP ratio, compared to the same 3-month period in the
previous year, over 2 consecutive months.?? For the most recent national
recession, our prototype would have identified the beginning of the
downturn in October 2007 (i.e., the fourth quarter of 2007) and triggered
temporary assistance to states beginning in January 2008 (the first

22For example, in our calculation the EPOP ratio for October 2007 is an average of

3 consecutive months, August to October, of the EPOP ratio. This ratio is calculated for
each state. The difference in the October 2007 EPOP ratio and the corresponding ratio in
the prior year, October 2006, is calculated and the number of states showing a decline in
their EPOP ratio is counted. If the number of states having declining EPOP ratios exceeds
25 for 2 consecutive months, then the program would commence.
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quarter of 2008).2% (See fig. 3.) The increased FMAP payments to states
would begin in the first calendar quarter following the quarter in which the
EPOP measure indicated the start of an economic downturn. The period
of temporary assistance would end after the 26-state threshold is no
longer met. In the case of our prototype, the end would have been
triggered in April 2011 and would make the third quarter of 2011 the last
quarter of the assistance period. The last quarter of payment would be
the first calendar quarter following the quarter in which the EPOP
threshold was no longer met for 2 consecutive months. The threshold
trigger may need to be adjusted periodically, however, because the
EPORP ratio is projected to slowly drift downward over the next 30 years
due to the aging of the population.?*

2This compares with the NBER’s December 2008 announcement that the recession
began in December 2007. Congress subsequently passed the Recovery Act in February
2009 and provided assistance retroactive to October 2008. In September 2010, NBER
announced the end of the recession as of June 2009.

%The employed share of the population under conditions of full employment will probably
decrease as the retired share increases. This change is expected to be slow and gradual.
Even so, failure to account for any such drift could cause the trigger to activate the

program too quickly. We think it advisable for the EPOP trigger mechanism proposed here
to be periodically adjusted to remove the impact of long-run, national demographic trends.
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|
Figure 3: Number of States with Declining Employment-to-population Ratios (EPOP) by Month, 2007-2011
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Source: GAO analysis of Bureau of Labor Statistics data.

®The Education, Jobs and Medicaid Assistance Act (2010) extended the Recovery Act increased
FMAP providing two additional quarters of assistance from January through June 2011.

If our EPOP measure had been used to determine the beginning and end
of assistance during the most recent national recession, temporary
increased FMAP assistance would have been provided for a total of

15 quarters, from the first quarter of 2008 (January-March) through the
third quarter of 2011 (July-September). This compares to an 11-quarter
assistance period under the Recovery Act (9 quarters) and extension

(2 quarters), from the fourth quarter of 2008 (October-December) through
the second quarter of 2011 (April-June). Because our prototype formula
relies on readily available labor market data to automatically trigger the
beginning and end of the increased FMAP, assistance would have begun
earlier and extended longer than that provided by the Recovery Act
during the most recent national recession. As with the Recovery Act,
relying on NBER to obtain sufficient data to identify the beginning of a
national recession and then providing fiscal assistance through the
legislative process results in a time lag before aid is available; the
Recovery Act was passed in February 2009, nearly 5 quarters after the
national recession began in December 2007.
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Prototype Formula Targets
Assistance Based on
Increased Enrollment and
Losses in Revenue

Unemployment-based
assistance

States’ efforts to fund Medicaid during an economic downturn face two
main challenges: financing increased enrollment and replacing lost
revenue. To assist states in addressing both challenges, our prototype
formula includes two components for targeting funding: one for a state’s
increase in unemployment as a proxy for increased Medicaid enroliment,
and a second for a state’s decrease in total wages and salaries as a
proxy for the loss of revenue. The total assistance for a state would be
the sum of the employment- and wage-based components.

Our prototype formula provides states with a reduction in their financial
contribution for Medicaid proportional to their increase in unemployment
during the national economic downturn. This component is based on data
showing a 1 percentage point increase in a state’s unemployment rate
produces approximately a 1 percent increase in state Medicaid spending
due to increased enroliment.?® The unemployment rate change used to
calculate assistance for a given quarter is the unemployment rate for that
quarter compared to the lowest unemployment rate in the prior 8 calendar
quarters. As shown in the formula below, the unemployment-based FMAP
increase (FMAP increasey) for a given quarter is the product of the state
share of Medicaid (100-FMAP) and the change in the unemployment rate
(UR).

FMAP increasey = (100-FMAP) * AUR

For example, under our prototype formula, a 10 percentage point
increase in the unemployment rate would result in a 10 percent decrease
in the state share of Medicaid. If a state had a 60 percent FMAP, and a
40 percent state share, the state share would fall by 4 percentage points
(40 percent multiplied by 10 percent) to 36 percent, and commensurately
its FMAP would rise to 64 percent.

Figure 4 illustrates the targeting of FMAP increases the formula would
have provided to states based on their increases in unemployment during

25). Holahan and A. Garrett, “Rising Unemployment, Medicaid and the Uninsured,” Kaiser
Commission on Medicaid and the Uninsured (Washington, D.C.: January 2009). Holahan
and Garrett report that a 1 percentage point increase in the unemployment rate is
associated with about a $1.5 billion increase in the state share of Medicaid spending
which is about 1.0 percent increase in state spending on Medicaid.
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Wage- and salary-based
assistance

the fourth quarter of 2009 (October-December). It indicates a strong
proportional relationship between the FMAP increases and increases in
unemployment. During the fourth quarter of 2009, FMAP increases due to
changes in unemployment ranged from a low of 0.52 percentage points in
North Dakota, which had a 1.4 point increase in the unemployment rate,
to a high of 5.03 percentage points in Nevada, which experienced a

10.1 percentage point rise in unemployment. (See table 5 in app. IV for
the state-by-state data on which this simulation is based, and the state-
by-state results of the simulation.)

______________________________________________________________________________________|]
Figure 4: Increase in Unemployment Rate and Increased Federal Medical
Assistance Percentages by State, GAO formula (2009, 4th quarter)
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Source; GAO analysis of Bureau of Labor Statistics data
Note: Data include 50 states and the District of Columbia.

Our prototype formula provides states with a separate reduction in their
financial contribution for Medicaid that is proportional to their decrease in
wages and salaries during the economic downturn. This component is
based on data showing that a 1 percent decrease in total state wages and
salaries corresponds to approximately a 1 percent decrease in state tax
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revenues.? The total state wage and salary level used to calculate
assistance for a given quarter is the total wage and salary level for that
quarter compared to the highest wage and salary level in the prior eight
quarters, expressed as a percent change. As shown in the formula below,
the wage-based FMAP increase (FMAP increasey) for a given quarter is
the product of the state share of Medicaid (100-FMAP) and the percent
change in total state wages and salaries (%AW).

FMAP increaseyw = (100-FMAP) * %AW

For example, under our prototype formula, a 20 percent decline in state
wages and salaries would result in a 20 percent decrease in the state
share of Medicaid. If a state had a 60 percent FMAP, and therefore a

40 percent state share, the state share would fall by 8 percentage points
(40 percent multiplied by 20 percent) to 32 percent, and its FMAP would
rise to 68 percent.

Figure 5 illustrates the FMAP increases our prototype formula would have
provided to states based on their decreases in wages and salaries during
the fourth quarter of 2009 (October-December). It indicates a strong
proportional relationship between the FMAP increases and decreases in
wages and salaries, as the formula was designed to do. During the fourth
quarter of 2009, FMAP increases due to declines in state wages and
salaries would have ranged from a high of 8.64 percentage points in
Nevada, which experienced a 17.3 percent decline in wages and salaries,
to a low of 0.0 in three states—Alaska, the District of Columbia, and North
Dakota— which experienced no decline in wages and salaries during the
period. (See table 5 in app. IV for the state-by-state data on which this
simulation is based, and the state-by-state results of the simulation.)

26GAO, State and Local Governments: Knowledge of Past Recessions Can Inform Future
Federal Fiscal Assistance, GAO-11-401 (Washington, D.C.: Mar. 31, 2011), pp. 48-49.
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Total increased FMAP
assistance

|
Figure 5: Decrease in Total State Wages and Salaries and Increased Federal
Medical Assistance Percentages by State, GAO Formula (2009, 4th quarter)
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Source: GAO analysis of Bureau of Economic Analysis data
Note: Data include 50 states and the District of Columbia.

The total FMAP increase a state would receive for a given quarter would
be the sum of the FMAP increases for the unemployment-based and
wage-based components.

FMAP increasersa = FMAP increasey + FMAP increasey

For example, during the fourth quarter of 2009, Nevada would have
received the largest total FMAP increase of 13.68 percentage points,
combining its 5.03 percentage point unemployment increase and

8.64 percentage point wage-based increase; its FMAP would have
increased from 50.16 to 63.84. North Dakota would have received the
smallest total increase of 0.52 percentage points, combining its

0.52 percentage point increase for unemployment and 0.00 percentage
point increase for wage declines; its FMAP would have increased from
63.01 to 63.53.
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As shown in figure 6, the national average increased FMAP for both the
unemployment-based and wage-based components combined is less
than 1 percentage point during the first quarter of the assistance period. It
rises to 5.6 percentage points in the third quarter of 2009 (July-
September) and begins to fall beginning in the fourth quarter of 2009
(October-December). State Medicaid needs resulting from declining
revenues exceed state Medicaid needs due to increased Medicaid
enroliment through most quarters of the economic downturn.
Consequently, the wage-based FMAP increase exceeds the
unemployment-based increase through most quarters of the assistance
period. Tables 6 and 7 in appendix IV present the results of a simulation
of the total temporary increased FMAP provided by our prototype formula
by quarter, by state, in response to the most recent national economic
downturn.
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|
Figure 6: Total Weighted National Average FMAP Increase by Component, GAO Formula Assistance Period, by Quarter, 2008-

2011
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®Data for these quarters are not yet available.

Note: Data in figure represent a weighted national average increased Federal Medical Assistance
Percentage (FMAP) for all states where the weights are states’ shares of Medicaid expenditures. A
weighted average accounts for the wide differences in state size, and the wide differences in the
amount of Medicaid expenditures among states, by giving greater weight to the FMAPs of those
states with a larger share of the nation’s Medicaid expenditures.

For a given quarter, a state could receive an unemployment-based
increase, a wage-based increase, both, or neither, depending on its need.
Therefore, not every state would receive an unemployment-based or a
wage-based increase in every quarter. As shown in figure 7, for the first
quarter of 2008, 40 states would have received assistance based on an
increase in unemployment, and 14 states would have received assistance
based on a decline in wages.?” However, the majority of states would

27 total of 41states and the District of Columbia would have received some assistance in
the first quarter of 2008, either a wage-based increase only (2 states), an unemployment-
based increase only (27 states and the District of Columbia), or both (12 states). Nine
states would have received no increase.
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have received increases for both components during most quarters of the
assistance period.

Figure 7: Number of States with Unemployment-based and Wage-based FMAP Increases, GAO Formula Assistance Period, by
Quarter, 2008-2011
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Source: GAO.
®Data for these quarters are not yet available.
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Temporary FMAP
Assistance Would End
Gradually under Prototype
Formula

Under our prototype formula, temporary FMAP assistance to states would
be triggered off when fewer than 26 states show a decline in their monthly
EPOP ratio over 2 consecutive months. Once the program is triggered off,
there are a number of ways in which the decrease in FMAP could be
introduced to ease states’ transition back to the regular FMAP.28

Under our prototype formula, states would have a more gradual transition
back to their regular FMAP once temporary assistance ended than under
the Recovery Act or the Reconciliation Act. First, our prototype formula
does not include an across-the-board or hold-harmless provision, as
provided by the Recovery Act and the Reconciliation Act. Therefore,
states would not be faced with an abrupt loss of a large amount of
assistance under our prototype formula. Second, because of the way that
our formula generates the unemployment-based and wage-based
increases, the increased FMAP generally declines toward the end of the
assistance period.?® As a result, for most states, the drop in FMAP once
temporary assistance ended would be modest compared to the Recovery
Act. For example, under our prototype, if the first quarter of 2011 would
have been the last quarter of assistance during the most recent economic
downturn, the average drop in FMAP would have been 0.54 percentage
points, ranging from 0.00 in seven states to 4.16 in Nevada.° Only seven
states would have faced a drop in FMAP of greater than 1 percentage
point. In contrast, under the Recovery Act and extension, the average
drop in FMAP after the end of assistance in the second quarter of 2011
was 6.2 percentage points, ranging from 10.8 in Hawaii to 4.4 in

28For example, when the Recovery Act’s increased FMAP assistance ended, many states
faced a large drop in their FMAPs when returning to their regular FMAPs. Congress
passed a two-quarter extension to the Recovery Act, which eased states’ transition back
to the regular FMAP. States continued to receive the hold-harmless component and
unemployment-based increases for two additional quarters, but the across-the-board
increase was reduced from 6.2 to 3.2 percentage points in the first extension quarter and
to 1.2 in the final quarter.

2For example, the “base quarter” used to calculate the increase in unemployment would
be redetermined each quarter by a retrospective assessment of the last eight quarters.
Except for some states entering the downturn late, this redetermination might result in a
newly designated base quarter with higher unemployment that would lessen the increase
in unemployment rate used to calculate assistance in a quarter. In contrast, the Recovery
Act allowed states to use any quarter after January 1, 2006, as the base quarter used to
calculate the increase in unemployment.

30Although our formula would extend assistance through the third quarter of 2011, data
were not available to calculate the actual change in FMAP at the end of the assistance
period. We relied on data from the first quarter of 2011 for this illustration.
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Conclusions

Matter for
Congressional
Consideration

Kentucky; thus, all states experienced a drop in FMAP of over
4 percentage points.

Since its inception, efforts to finance the Medicaid program have been at
odds with the cyclical nature of its design and operation, particularly
during economic downturns. At such times, states typically experience
increased Medicaid enrollment while at the same time their own revenues
are declining. During the two most recent recessions, Congress acted to
provide states with a temporary increase in federal funds through an
increased FMAP. However, these efforts to provide states with increased
FMAP assistance during national recessions were not as responsive to
state Medicaid needs as they could have been. Legislative action at the
time of a recession has not been as timely as an automatic response to
changing economic conditions. Such a mechanism would reduce the time
between the start of the economic downturn and the beginning of
assistance by, in part, eliminating the lag between recognition of the
economic downturn and congressional action to authorize assistance. By
providing this predictability to states, an automatic trigger would facilitate
budget planning and provide states with greater fiscal stability. Similarly,
targeting assistance based on each state’s level of need ensures that
federal assistance is aligned with the magnitude of the economic
downturn’s effects on individual states.

The prototype formula we present offers an option for providing
automatic, timely, and targeted assistance to states during a national
economic downturn. As called for in the mandate, our prototype formula
improves the starting and ending of assistance, accounts for variations in
state economic conditions, and responds to state Medicaid needs by
providing a baseline for full funding of state Medicaid needs during a
downturn. However, the level of funding and other design elements—
such as the choice of thresholds for starting, ending, and targeting
assistance—are variables that policymakers could adjust depending on
circumstances such as competing budget demands, macroeconomic
conditions, and other state fiscal needs beyond Medicaid.

To ensure that federal funding efficiently and effectively responds to the
countercyclical nature of the Medicaid program, Congress could consider
enacting an FMAP formula that is targeted for variable state Medicaid
needs and provides automatic, timely, and temporary increased FMAP
assistance in response to national economic downturns.
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Agency Comments
and Our Evaluation

We provided a draft of this report for review to the Department of Health

and Human Services (HHS). HHS on behalf of the Centers for Medicare

& Medicaid Services (CMS) and the Office of the Assistant Secretary for
Planning and Evaluation (ASPE) provided written comments on the draft,
which are reprinted in appendix V.

CMS officials stated that they agreed with the analysis and goals of the
report, and they emphasized the importance of aligning changes to the
FMAP formula as closely as possible to individual state circumstances in
order to avoid unintended consequences for beneficiaries and to provide
budget planning stability for states. However, they stated that the
complexity of the prototype formula we present may be difficult for states
and the federal government to implement, and the quarter-to-quarter
variability of the increased FMAP could present challenges for state and
federal budget planning. We note that the level of complexity and
variability in our prototype is comparable to the increased FMAP provided
under the Recovery Act. While there are inherent trade-offs between
precision and complexity in any model, a certain level of complexity is
necessary to achieve the goal of better targeting assistance in order to
align the level of funding with individual state circumstances.

CMS officials also stated that they do not recommend using the formula
to provide general fund relief to states through the Medicaid program. Our
prototype formula is designed for state Medicaid needs only. However,
since Congress has used the increased FMAP for general fund relief in
the past, most recently under the Recovery Act, we present several
modifications that would permit increased funding to states for general
fund relief.

In their comments, ASPE officials noted that the prototype formula is
designed for a national recession that impacts many states, but it does
not deal with more regional economic declines or slower recoveries that
are geographically concentrated. We agree that our prototype formula
was not designed for economic downturns limited to an individual state or
group of states, and we note this limitation in the report. As the mandate
specifically called for recommendations to address the needs of states
during periods of national economic downturn, such an analysis is beyond
the scope of this report.
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ASPE officials also commented that having an automatic trigger for the
temporary increased FMAP was a good idea. Further, ASPE agreed that
our use of the employment-to-population ratio (EPOP) is a better
measure for beginning assistance than the unemployment rate because
the EPOP ratio reflects both unemployed and discouraged workers.
ASPE officials also suggested that the EPOP ratio may be a better
measure than unemployment for assessing state need and targeting
assistance. We relied in part on unemployment for targeting, however,
because there is an established relationship between changes in the
unemployment rate and Medicaid enroliment.

ASPE officials also noted that the relationship between unemployment
and Medicaid enrollment may change in the future following full
implementation of the Patient Protection and Affordable Care Act of 2010
(PPACA). We agree that the implementation of this act will have
implications for the relationship between unemployment and Medicaid
enrollment, particularly since an estimated 18 million additional individuals
could qualify for Medicaid under PPACA. Such an analysis, however, was
beyond the scope of our report, but formula elements could be adjusted
to take these changes and effects into account.

In their comments, ASPE officials also offered several considerations to
guide policy choices regarding appropriate thresholds for timing and
targeting of funds. We would note that in the development of our
prototype formula and our illustrative simulations, we made a number of
choices about specific elements of the formula design, including
thresholds for timing and targeting. Alternatives to those design choices—
such as those we present in appendix Il of our report—involve balancing
the advantages of one choice against another.

We are sending copies of this report to the Secretary of HHS, the
Administrator of the Centers for Medicare & Medicaid Services, and other
interested parties. In addition, the report will be available at no charge on
the GAO Web site at http://www.gao.gov.
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If you or your staffs have questions about this report, please contact
Carolyn L. Yocom at (202) 512-7114 or yocomc@gao.gov or Thomas J.
McCool at (202) 512-2642 or mccoolt@gao.gov. Contact points for our
Offices of Congressional Relations and Public Affairs may be found on
the last page of this report. Major contributors to this report are listed in
appendix VI.
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Director, Health Care

;zwz/ Mpplasl

Thomas J. McCool
Director, Center for Economics
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Appendix I: Scope and Methodology

To evaluate the performance of the prototype formula, we examined the
timing and targeting of the formula, and we simulated its application over
the period of the most recent national economic downturn. We also
considered the effects of using alternative design choices, and these are
discussed in appendix II.

Our prototype formula relies on changes in the employment-to-population
(EPOP) ratio to identify the start of a national economic downturn, and to
provide a trigger for a targeted temporary increase in states’ Federal
Medical Assistance Percentage (FMAP). We define the EPOP ratio as the
ratio of the number of jobs to the working-age population aged 16 and
older. Employment data are represented by the number of jobs by state,
and come from the Bureau of Labor Statistics’ Current Employment
Statistics.’

To simulate the use of the EPOP ratio to identify the start of a national
economic downturn and trigger temporary FMAP assistance, we
calculated a 3-month moving average of the EPOP ratio starting in March
1977 through May 2011 for each state and the District of Columbia.? This
time period covered the last five national recessions as defined by the
National Bureau of Economic Research (NBER). To calculate the decline
in EPOP, we subtracted the EPOP 3-month moving average for a given
month from the average for the same month in the preceding year. For
example, for each state, the EPOP ratio’s 3-month moving average for
May 2011 was subtracted from the average for May 2010. We identified a
threshold number of states with declining EPOP ratios that was consistent
with the start of each of the last five NBER recessions. Our prototype
formula is designed to provide assistance during periods of national
economic downturn; it is not designed for economic downturns limited to
an individual state or region.

1Specifically, data on the number of jobs by state come from State and Metro Area
Employment, Hours, & Earnings from the Bureau of Labor Statistics. Data for the working-
age population by state come from the Local Area Unemployment Statistics from the
Bureau of Labor Statistics. These data are available with a 2-month lag. For example,
state employment and population data for July are available by the end of August.

2For any month, the 3-month moving average is calculated as the average of that month
and the values in the 2 preceding months. A moving average (sometimes called a “rolling
average”) is a calculation used to smooth fluctuations in data.
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To simulate the targeting of temporary increased FMAP assistance to
states, we calculated increased FMAPs under our prototype formula
during the most recent national economic downturn. (The period of
targeted increases in FMAPs is defined by the EPOP “trigger.”) As
outlined in our March 2011 report, we used increases in states’
unemployment rates and declines in states’ wages and salaries as
indicators of states’ increased funding needs for Medicaid. The increased
needs result from (1) increased Medicaid enroliments as people are
affected by the economic downturn and become eligible for Medicaid; and
(2) states’ revenue losses, which affect their ability to fund their share of
Medicaid. To avoid taking into account states’ choices regarding Medicaid
policies and procedures, we used increases in state unemployment rates
as a proxy to indicate Medicaid enrollment growth attributable to the
economic downturn—our unemployment component. Similarly, to avoid
taking into account state policy choices (e.g., statutory tax rates), we used
decreases in wages and salaries as a proxy to indicate revenue losses
attributable to effects of the economic downturn—our wage and salary
component.

Our calculation of targeted assistance to every state is done on a
quarterly basis, and the total increase in FMAP is the sum of amounts
calculated separately under the unemployment component, and the wage
and salary component. The overall method involves first selecting for
each state a “base quarter” from which increases in unemployment and
decreases in wages and salaries are calculated. While individual states
may experience many factors or trends that contribute to increases or
decreases in their unemployment rate or wages and salaries, such as
changes over time in the mix of industries in a state, we determined that
accounting for such factors for each state would make the prototype
formula too complex. Thus, the formula is based on the assumption that
all increases in unemployment or decreases in wages during the period of
assistance are attributed to the effects of the economic downturn.

For the unemployment component, when the program is triggered on, a
base quarter is identified for each state by looking back over 8 quarters
from the current quarter and selecting the quarter with the lowest

unemployment rate.® For the first 8 quarters of the program, the amount

3The state unemployment rates by quarter are calculated by dividing a 3-month average
of the seasonally adjusted number of persons unemployed by a comparable 3-month
average number in the labor force. Data are from the BLS’ Local Area Unemployment
Statistics.
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of assistance for each quarter is calculated based on the difference
between the unemployment rate in this low base quarter and the rate in
the current quarter. After the first 8 quarters of assistance, the state’s
increase in unemployment is calculated using the unemployment rate in
the current quarter minus the lowest unemployment rate in the previous 8
quarters. As shown in figure 8, the start of the look-back period remains
fixed for the first 8 quarters of assistance; thereafter, the look-back period
is limited to the prior 8 quarters. For example, in the fourth quarter of
2009, the look-back period extends for 15 quarters; however, beginning in
the first quarter of 2010, the look-back period is limited to the prior 8
quarters.

Figure 8: Look-back period for Calculation of Unemployment-based and Wage-
based Federal Medical Assistance Percentage Increases

Year 2006 2007 2008 2009 2010 201
Quarter |1 |2 |3 | 4|1 |2 |3 |4|1|2|3|4|1|2([3|4]|1]|2]|3]|4(|1|2]3

[ ] “Look-back’ quarters
- Current quarter

Source: GAO.

Under the unemployment component of the prototype, the increase in
unemployment provides states with a reduction in their financial
contribution for Medicaid that is proportional to their increase in
unemployment over the base quarter. A 1.0 percentage point increase in
a state’s unemployment rate corresponds to an increase in Medicaid
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enrollment, which produces a 1 percent increase in state Medicaid
spending.* As shown in the formula below, the unemployment-based
FMAP increase (FMAP increasey) for a given quarter is the product of the
state share of Medicaid (100-FMAP) and the change in the
unemployment rate (UR).

FMAP increasey = (100-FMAP) * AUR

For example, under our prototype formula, a 10 percentage point
increase in the unemployment rate would result in a 10 percent decrease
in the state share of Medicaid. If a state had a 60 percent FMAP, and a
40 percent state share, the state share would fall by 4 percentage points
(40 percent multiplied by 10 percent) to 36 percent, and commensurately
its FMAP would rise to 64 percent.

For the prototype formula’s wages and salaries component, the base
quarter is again found for each state by looking back over eight quarters
when the temporary assistance begins. The base quarter selected is the
quarter with the peak value in wages and salaries. For the first eight
quarters of the program, the amount of assistance for each quarter is
calculated based on the difference between the total state wages and
salaries in the peak quarter and the total state wages and salaries in the
current quarter. After the first eight quarters of assistance, the state’s
decrease in wages and salaries is calculated using the peak total wages
and salaries in the previous eight quarters minus the wages and salaries
in the current quarter. As with the unemployment component, the start of
the look-back period remains fixed for the first eight quarters of
assistance; thereafter, the look-back period is limited to the prior eight
quarters.

Our prototype formula provides states with a separate reduction in their
financial contribution for Medicaid that is proportional to their decrease in
wages and salaries during the economic downturn. This component is

4J. Holahan and A. Garrett, “Rising Unemployment, Medicaid and the Uninsured,” Kaiser
Commission on Medicaid and the Uninsured (Washington, D.C.: January 2009). Holahan
and Garrett report that a 1 percentage point increase in the unemployment rate is
associated with about a $1.5 billion increase in the state share of Medicaid spending,
which is about 1.0 percent increase in state spending on Medicaid.
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based on evidence showing a 1 percent decrease in total state wages
and salaries corresponds to a 1 percent decrease in state tax revenues.®
For the purposes of our formula we assume a reduction in state tax
revenues corresponds to an equal percent reduction in the funds
available for funding the state share of Medicaid. The total state wage
and salary amount used to calculate assistance for a given quarter is the
total wage and salary amount for that quarter compared to the highest
wage and salary level in the prior eight quarters, expressed as a percent
change.® As shown in the formula below, the wage-based FMAP increase
(FMAP increasey) for a given quarter is the product of the state share of
Medicaid (100-FMAP) and the percent change in total state wages and
salaries (%AW).

FMAP increasey = (100-FMAP) * %AW

For example, under our formula, a 20 percent decline in state wages and
salaries would result in a 20 percent decrease in the state share of
Medicaid. If a state had a 60 percent FMAP, and therefore a 40 percent
state share, the state share would fall by 8 percentage points (40 percent
multiplied by 20 percent) to 32 percent, and its FMAP would rise to

68 percent.

To simulate the use of the prototype formula to end temporary FMAP
assistance, we examined the EPOP ratio to determine when program
assistance would stop. If the number of states having declining ratios falls
below a threshold level (26) for 2 consecutive months, the FMAP
assistance would end in the following quarter. While the EPOP test
employed to initiate temporary FMAP assistance is also used to end it,
the ending of assistance is not comparable to the NBER dates of the end
of a recession. In the five past national recessions we examined, the

SGAO, State and Local Governments: Knowledge of Past Recessions Can Inform Future
Federal Fiscal Assistance, GAO-11-401 (Washington, D.C.: Mar. 31, 2011), pp. 48-49.

The data for state wages and salaries by quarter are expressed in real dollars by dividing
Bureau of Economic Analysis (BEA) quarterly wage and salary disbursements by the BEA
implicit price deflator for gross domestic product. The wages and salaries are a
component of BEA State Quarterly Personal Income and the deflator is from the National
Income and Product Accounts.
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Appendix I: Scope and Methodology

EPOP test would end assistance after the NBER-designated economic
recovery began. This is appropriate because, as indicated in our March
2011 report, state Medicaid needs persist into the early stages of
recovery.

In the case of the automatic trigger to start and stop the temporary
assistance to states, increased FMAP payments to states would begin in
the first calendar quarter following the quarter in which the EPOP
measure indicated the start of a economic downturn, and the last quarter
of payment would be the first calendar quarter following the quarter in
which the EPOP threshold was no longer met. In the case of the targeted
assistance to states, for the purposes of our simulation we did not build in
any delay between the availability of data and the calculation of increased
FMAPs. For example, although unemployment and wage and salary data
both become available with a delay of up to several months, we used
state unemployment and wage data for the first quarter of 2008 to
calculate the increased FMAP for the same quarter in our simulation.
Given the lag time associated with the availability of unemployment and
wage data, it may be advisable to calculate preliminary FMAPs based on
the most recent quarterly data available, and then to calculate final
FMAPSs for that quarter when final data for the quarter are published.

Page 31 GAO-12-38 Temporary Medicaid Funding Formula



Appendix II: Some Design Elements in the
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In the development of our prototype formula for increased Federal
Medical Assistance Percentages (FMAP) during national economic
downturns, we made a number of choices about specific elements of the
formula design. Alternatives to those design choices involve balancing the
advantages of one choice against those of another. For example, a
design alternative that would lessen the quarter-to-quarter variation in
FMAPs would also lessen the formula’s responsiveness to quarterly
changes in economic conditions. Thus, there is a trade-off between
establishing an increased FMAP that has relatively greater stability and
predictability and FMAPs that are reflective of states’ current economic
conditions.

Table 2 presents a selection of formula design features contained in our

prototype formula and presents some alternatives. With each alternative,
there is a discussion of key considerations involved in making that choice.
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Table 2: Choices of Formula Design Elements Contained in GAO Prototype Formula and Alternatives

Formula design

element Choice contained in prototype formula

Alternative choices and some considerations involved in
the choice

Choice of thresholds
for starting
assistance employment-to-population ratios (EPOPs)

over 2 consecutive months.

Under our prototype formula, the assistance
period begins when 26 states have declining

To provide greater assurance that a national recession has
begun, the threshold number of states could be set higher than
26 states (e.g., 40 states), or the number of consecutive months
with a declining EPOP could be increased (e.g., to 4 months).
However, the higher threshold could delay the triggering of
assistance. Retroactive assistance for a quarter or two could
make up for the amount of funding that was delayed due to the
higher threshold, but could not make up for the delay in
receiving the assistance

Choice of thresholds
for targeting

When the assistance period begins, our

look back to identify a state’s minimum
unemployment rate, and maximum wage
and salary quarter.

prototype formula relies on an eight-quarter

The look-back period for calculating changes in unemployment
and changes in wages and salaries could be shortened. A
shorter look-back period (e.g., four quarters) would miss the low
point of unemployment of states that enter an economic
downturn relatively early, and thus would provide them with less
assistance and reduce the overall cost of the program. The
reverse is true of a longer look-back period; it provides more aid
to states entering an economic downturn early, and it would
increase the overall cost of the program.

Method of calculating
quarterly increased
FMAP

Unemployment-based and wage-based
FMAP increases are recalculated and
adjusted quarterly during the assistance
period.

Quarterly wage and unemployment data can be somewhat
volatile for some states. Our simulation results showed some
instances of states having quarter-to-quarter changes in their
FMAPSs of more than 1.0 percentage point. While quarterly data
provide a more timely response to changing economic
conditions, they are also more prone to fluctuations. If
fluctuations in quarterly FMAPs are seen as undesirable for
purposes of state program planning and administration, a rule
could be used to moderate those changes. For example, the
formula could have a rule constraining the size of quarterly
changes in FMAPs to not more than a 1 percentage point
increase or decrease. Alternatively, the fluctuations could be
reduced by basing the calculations on smoothed data. For
example, the quarterly unemployment rates used could be 6- or
12-month rolling averages of those data. Such a rolling average
provides quarterly data that are the average of the 6 or 12 most
recent months, and are much more stable than data that are a
3-month average.

Level of state need For targeting, our prototype formula
provides full funding for state Medicaid
needs (due to increased enroliment and

decreased revenues).

Rather than base funding on estimates of Medicaid expenditure
needs alone, the formulas could be scaled up or down.
Congress could scale up assistance to help address broader
state budgetary needs due to declining revenues and to forestall
state retrenchment during a period of downturn. Alternatively,
Congress could reduce the cost of the program by scaling down
assistance by providing only a percentage of funding for state
Medicaid needs. Proportional scaling of the assistance would
still maintain targeting that is proportional to states’ needs for
Medicaid funding.
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Formula design Alternative choices and some considerations involved in
element Choice contained in prototype formula the choice

Choice of thresholds Under our prototype formula, the temporary A threshold of more than 26 states with a declining EPOP could
for ending assistance assistance ends when fewer than 26 states be used to end assistance earlier. There are fewer quarters
show declining EPOPs over 2 consecutive  during a downturn when a very high number of states show
months. declining EPOPs. Thus, raising the threshold number of states
would mean that there are fewer quarters of the program of
additional FMAP to states. Conversely, a lower threshold
number of states would have the program run for more quarters.
Also, a program that is longer in duration would provide
somewhat more assistance to states that enter an economic
downturn later than most other states. Further, by changing the
duration of the temporary assistance, the overall budgetary cost
of the program would be changed, along with changing when
states would need to rely on their own resources.

A second parameter that could be adjusted is the rule of 2
consecutive months. Increasing the number of consecutive
months would provide somewhat greater assurance that state
economies were consistently improving month by month.
Because economic recovery may not show consistent
improvement in every month, a premature shutdown of the
program is a risk. Congress could make the decision to override
the automatic shutdown on the basis of considerations not
factored into the EPOP trigger, such as the depth and duration
of economic downturn, the pace of recovery, federal and state
government budgetary situations, and other considerations

Method of ending For ending assistance with a phased While the eight-quarter floating look-back period provides some
temporary assistance reduction of increases, our prototype lessening of assistance in the later quarters, some states are still
calculates the targeted assistance using a  likely to face sizeable drops (“cliffs”) in their FMAP when the
floating look-back period. After the first eight program ends. To ensure that no state experiences a sharp
quarters of assistance, the look-back period decline in their temporary increased FMAP at the end of the
is constrained to not exceed eight quarters. assistance period, a phase-out rule could constrain the quarterly
drop in FMAP. For example, a rule could provide that a state’s
quarter-to-quarter decrease in FMAP would be capped at
0.5 percentage points. Such a rule would provide a stepped
phase out of assistance for all states and a longer phase out for
those states facing a larger drop in their FMAP when the
program ends.

Source: GAO.
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Table 3 describes two additional adjustments that were not included in
our prototype formula, but could be applied.

Table 3: Choices of Formula Design Elements Not Contained in GAO Prototype Formula that could be Applied

Additional adjustment

Description

Method of financing

The general characteristics of the assistance program could also be adjusted to approximate budget
neutrality. While our current prototype formula automatically triggers on and off based on economic
downturns, it does not make adjustments for stronger economic times. However, just as states
experience increased enroliment and decreased revenues during a downturn, they can experience the
opposite effect during stronger economic times—decreased Medicaid enrollment and increased
revenues. Thus, the FMAP could be adjusted for targeted increases during economic downturns, and
targeted decreases during a stronger economy.

Enhanced targeting

The amount of increased assistance based on increased Medicaid enrollment could be adjusted to
take into account the unemployment rate instead of being based solely on the change in the
unemployment rate. Currently, our prototype formula increases states’ FMAPs based on the change in
their unemployment rate. Under this enhanced targeting option, states with higher unemployment rates
would receive more assistance than states with lower unemployment rates even if the change in the
unemployment rate were the same. For example, a state with a 2 percent unemployment rate that
increased to 4 percent would receive less assistance than a state whose unemployment increased
from 6 to 8 percent. Another alternative would be to establish an unemployment rate floor for
assistance. The unemployment rate would have to be above a specified level for the state to receive
any additional assistance. This approach reflects a different policy goal than that provided under our

prototype formula in that it provides assistance to states that may have consistently high
unemployment.

Source: GAO.
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board and Hold-harmless Provisions Were
Not Targeted for States’ Medicaid Needs

The across-the-board and hold-harmless provisions of the American
Recovery and Reinvestment Act of 2009 (Recovery Act) did not provide a
needs-based method for targeting Medicaid assistance to states during
an economic downturn. Because these provisions did not distinguish
among states that experienced varying degrees of increased
unemployment or decreased wages and salaries during an economic
downturn, they are not included in our prototype formula.

The Recovery Act’s Across-
the-board Provision Did
Not Reflect the Variation
among States in the Effect
of the Economic Downturn

The largest share of total assistance to states under the Recovery Act
was the 6.2 percentage point across-the-board FMAP increase that each
state received. However, because states are not equally affected by
national economic downturns an equal FMAP increase does not address
variable state Medicaid funding needs. Furthermore, as we discussed in
our March report, equal percentage point changes in FMAPs do not result
in equal percent reductions in state contributions for Medicaid. States with
higher regular FMAPs received a disproportionately large reduction in
their state contribution for Medicaid under the across-the-board provision.
For example, during the fourth quarter of assistance under the Recovery
Act, Nevada—a low FMAP state—had a 7.1 percentage point increase in
unemployment and a 27.9 percent decline in the state share of Medicaid,
while Arkansas—a high FMAP state—experienced a 2.1 percentage point
increase in unemployment, but a similar 28.1 percent decline in state
share.’

"For more detail on the across-the-board provision in the Recovery Act see GAO,
Medicaid: Improving Responsiveness of Federal Assistance to States during Economic
Downturns, GAO-11-395 (Washington, D.C.: Mar. 31, 2011), p. 25.
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board and Hold-harmless Provisions Were Not
Targeted for States’ Medicaid Needs

The Recovery Act’s Hold-
harmless Provision Was
Not Targeted for Variable
State Needs

Under the hold-harmless provision of the Recovery Act, each state’s
regular FMAP rate was held to the state’s highest rate since fiscal year
2008, regardless of changes in the state’s per capita income (PCl).2 As a
result, the largest FMAP increases due to the hold-harmless provision
went to the states with the greatest improvements in their underlying
economic condition, as measured by PCI, relative to the national average.
Furthermore, states with both higher unemployment and rising
unemployment tended to receive the least benefit from the hold-harmless
provision. As shown in table 4, many states that benefited from the
Recovery Act hold-harmless provision often had relative increases in their
PCI compared to the national average, while some states that had little or
no increase in PCl received little, if any, benefit from the hold-harmless
provision.

°The regular FMAP is calculated using the following formula: FMAPstate=1-
((PCIstate)Z/(PCIu,s_)2*0.45). Under the regular FMAP formula, a state’s FMAP is adjusted
annually based on changes to its per capita personal income. If a state’s economic
condition as measured by per capita personal income in preceding years showed
improvement relative to the national average, its FMAP will be reduced. For federal fiscal
year 2011, the regular FMAP for states ranged from 50.00 percent to 74.73 percent. By
statute, the minimum regular FMAP for a state is 50 percent and the maximum is

83 percent. The District of Columbia is not subject to this formula and instead by law has
its FMAP set at 70 percent.
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Table 4: Hold-harmless FMAP Increases and Economic Variables, by State in Descending Order of FMAP Increase

Increase in

unemployment rate

Percentage change in (3-month average

3-year average per capita ending Sept. 2010

FMAP increase due to income (PCI) from  Unemployment rate compared to lowest

hold-harmless 2003-05 to 2006-08, (3-month average 3-month average

State provision (2011, Qtr 1) relative to U.S. average ending Sept. 2010) since Jan. 2006)
Median of all states 0.12 0.0% 8.7 4.5
Louisiana 8.86 7.7% 7.5 3.8
Hawaii 4.71 4.0% 6.4 4.1
North Dakota 3.40 3.2% 3.7 0.8
Alaska 2.48 2.1% 7.7 1.8
Oklahoma 2.16 4.0% 6.9 3.7
Nebraska 212 -2.1% 4.7 1.9
Montana 1.72 1.8% 7.4 4.2
New Mexico 1.57 1.6% 8.2 4.8
Arkansas 1.57 0.9% 7.5 2.7
Mississippi 1.56 0.2% 10.2 4.1
Washington 1.52 1.1% 9.0 4.6
South Dakota 1.47 -1.5% 4.4 1.7
Florida 1.38 0.3% 1.7 8.4
Kansas 1.33 1.1% 6.5 2.6
Missouri 1.22 -2.3% 9.3 4.6
Maine 1.19 -2.4% 7.9 3.4
Nevada 1.03 -0.9% 14.4 10.2
Idaho 1.02 0.0% 8.9 6.2
West Virginia 1.01 1.3% 8.8 4.9
lowa 0.88 -0.9% 6.8 3.2
Vermont 0.74 0.2% 59 23
Utah 0.55 0.2% 7.4 49
North Carolina 0.42 -1.8% 9.7 5.2
Arizona 0.35 -0.5% 9.7 6.0
South Carolina 0.28 -1.2% 10.9 54
lllinois 0.12 -0.7% 10.1 5.7
Wisconsin 0.05 -2.5% 7.8 3.5
Texas 0.00 1.4% 8.2 3.9
Pennsylvania 0.00 -0.4% 9.1 4.9
Alabama 0.00 -0.1% 9.2 5.9
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Increase in
unemployment rate
Percentage change in (3-month average
3-year average per capita ending Sept. 2010
FMAP increase due to income (PCIl) from  Unemploymentrate compared to lowest
hold-harmless 2003-05 to 2006-08, (3-month average 3-month average
State provision (2011, Qtr 1) relative to U.S. average ending Sept. 2010) since Jan. 2006)
Rhode Island 0.00 -0.9% 1.7 6.8
Kentucky 0.00 -1.9% 10.0 4.5
Oregon 0.00 -2.4% 10.6 5.6
Tennessee 0.00 -2.4% 9.6 5.0
Delaware 0.00 -2.8% 8.4 5.0
Georgia 0.00 -3.6% 9.9 5.5
Ohio 0.00 -3.7% 10.2 4.9
Indiana 0.00 -4.2% 10.2 5.7
Michigan 0.00 -6.8% 13.1 6.4
States excluded from the hold—harmless because of unchanged FMAPS?
Wyoming 0.00 10.6% 6.8 4.1
District of Columbia 0.00 6.7% 9.9 4.5
New York 0.00 5.5% 8.3 4.0
Connecticut 0.00 2.8% 9.1 4.8
New Jersey 0.00 1.9% 9.6 5.5
Massachusetts 0.00 1.9% 8.7 4.3
Virginia 0.00 0.6% 6.9 4.1
California 0.00 0.6% 124 7.6
Maryland 0.00 0.2% 7.3 3.8
Colorado 0.00 -0.9% 8.1 4.5
New Hampshire 0.00 -1.2% 5.7 23
Minnesota 0.00 -2.1% 7.0 3.1

Source: Department of Health and Human Services, Bureau of Economic Analysis, and Bureau of Labor Statistics.

®Eleven states and the District of Columbia did not qualify for the hold-harmless provision. These are
states whose Federal Medical Assistance Percentage (FMAP) is at the 50 percent floor each year for
fiscal year 2008 through fiscal year 2011, and the District of Columbia whose FMAP is fixed at

70 percent. By statute, the minimum regular FMAP for a state is 50 percent. (The District of Columbia
is not subject to this formula and instead by law has its FMAP set at 70 percent.)

During the first quarter of 2011, 9 of the 10 states that received the
largest FMAP increases due to the hold-harmless provision had rising
PCls relative to the national average. For example, Hawaii, which had a
4.0 percent increase in its PCI, received a FMAP increase of

4.71 percentage points. Conversely, 11 of the 12 states that received no
benefit from the hold-harmless provision in the first quarter of 2011 had
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declining per capita incomes relative to the national average. In addition,
states with the greatest recession-related needs, such as high and rising
unemployment rates tended to receive the least benefit from the hold-
harmless provision. For example, Michigan received no benefit from the
hold-harmless provision despite a much worse economic condition
relative to other states: a 13.1 percent unemployment rate and a

6.4 percent increase in its unemployment.
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Table 5: Temporary Increased Federal Medical Assistance Percentage (FMAP) by Component and State, GAO Prototype
Formula, 2009, Fourth Quarter

Simulated increases in FMAP

Based on changes in

Change in
unemployment % Change in wages Unemployment
States (2009, Qtr 4) (2009, Qtr4) FY 2010 FMAP rate Wages Total change
Alabama 71 -6.0 68.01 2.27 1.90 418
Alaska 2.2 0.0 51.43 1.07 0.00 1.07
Arizona 6.8 -10.1 65.75 2.33 3.47 5.80
Arkansas 29 -6.4 72.78 0.79 1.76 2.54
California 7.4 -8.4 50.00 3.70 4.21 7.91
Colorado 5.1 -6.0 50.00 2.55 2.98 5.53
Connecticut 4.5 -7.3 50.00 2.25 3.65 5.90
Delaware 5.2 -8.5 50.21 2.59 4.22 6.81
District of Columbia 4.9 0.0 70.00 1.47 0.00 1.47
Florida 7.8 -9.6 54.98 3.51 4.32 7.83
Georgia 6.0 -8.2 65.10 2.09 2.86 4.95
Hawaii 4.7 -5.3 54.24 215 243 4.58
Idaho 6.0 -8.9 69.40 1.84 273 4.56
lllinois 6.6 -8.3 50.17 3.29 4.13 7.42
Indiana 6.1 -7.7 65.93 2.08 2.61 4.69
lowa 24 -4.1 63.51 0.88 1.49 2.37
Kansas 3.3 -4.8 60.38 1.31 1.91 3.22
Kentucky 5.4 -4.0 70.96 1.57 1.15 2.72
Louisiana 3.4 -4.0 67.61 1.10 1.30 2.40
Maine 3.8 -4.4 64.99 1.33 1.55 2.88
Maryland 41 -2.5 50.00 2.05 1.24 3.29
Massachusetts 4.4 -6.4 50.00 2.20 3.22 5.42
Michigan 7.2 -13.0 63.19 2.65 4.78 7.43
Minnesota 4.0 -7.6 50.00 2.00 3.78 5.78
Mississippi 4.7 -5.6 75.67 1.14 1.37 2.52
Missouri 5.0 -8.2 64.51 1.77 291 4.69
Montana 3.8 -4.0 67.42 1.24 1.31 2.55
Nebraska 2.2 -2.9 60.56 0.87 1.15 2.02
Nevada 10.1 -17.3 50.16 5.03 8.64 13.68
New Hampshire 3.3 -7.2 50.00 1.65 3.62 5.27
New Jersey 5.5 -7.2 50.00 2.75 3.60 6.35
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Simulated increases in FMAP

Based on changes in

Change in
unemployment % Change in wages Unemployment
States (2009, Qtr 4) (2009, Qtr4) FY 2010 FMAP rate Wages Total change
New Mexico 45 -3.6 71.35 1.29 1.04 2.33
New York 4.6 -9.0 50.00 2.30 4.50 6.80
North Carolina 6.6 -6.6 65.13 2.30 2.30 4.60
North Dakota 1.4 0.0 63.01 0.52 0.00 0.52
Ohio 52 -8.5 63.42 1.90 3.12 5.02
Oklahoma 4.0 -5.4 64.43 1.42 1.91 3.34
Oregon 6.0 -8.6 62.74 2.24 3.19 5.43
Pennsylvania 4.4 -3.2 54.81 1.99 1.43 3.42
Rhode Island 6.8 -6.4 52.63 3.22 3.02 6.24
South Carolina 6.3 -6.1 70.32 1.87 1.81 3.68
South Dakota 24 -2.5 62.72 0.89 0.91 1.81
Tennessee 59 -7.8 65.57 2.03 2.67 4.70
Texas 3.8 -4.8 58.73 1.57 1.99 3.55
Utah 53 -5.9 71.68 1.50 1.67 3.18
Vermont 3.1 -2.9 58.73 1.28 1.18 2.46
Virginia 4.2 -2.5 50.00 210 1.23 3.33
Washington 5.4 -4.8 50.12 2.69 2.38 5.07
West Virginia 4.7 -2.8 74.04 1.22 0.73 1.95
Wisconsin 4.7 -6.5 60.21 1.87 2.58 4.45
Wyoming 5.1 -8.5 50.00 2.55 4.25 6.80

Source: GAO.
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Table 6: Temporary Increased Federal Medical Assistance Percentage (FMAP) by
Quarter and State, GAO Prototype Formula, 2008 to 2009

Simulated increases Simulated increases
in FMAPs in FMAPs

State

Postal FMAP 25008 2008 2008 FMAP 2008 2009 2009 2009
code  FY2008 Qtr1 Qtr2 Qtr3 FY2009 Qtr4 Qtr1 Qtr2 Qtr3
AL 6762 023 066 122 6798 194 357 374 407
AK 5248 0.10 0.14 024 5053 035 0.77 0.84  1.04
AZ 6620 027 123 226 6577 310 473 520 581
AR 7294 110 105 143 7281 166 185 250 254
CA 5000 090 152 265 5000 420 631 7.11 7.96
co 50.00 0.35 078 140 5000 265 442 553 562
CT 50.00 0.30 1.19 1.95  50.00 289 597 545  6.03
DE 50.00 0.81 182 288 5000 353 564 6.31 6.39
DC 7000 0.09 076 1.17 7000 090 171 127 156
FL 56.83 1.22 226 3.51 5540 472 669 699 7.71
GA 63.10 033 113 193 6449 256 415 437 495
HI 5650 035 1.09 220 5511 273 403 395 455
ID 69.87 064 113 199 6977 260 356 4.12 433
IL 50.00 0.60 1.65 249  50.32 340 578 6.80  7.38
IN 6269 011 088 173 6426 233 485 536 547
1A 6173 011 048 075 6262 090 192 216 243
KS 5943 0.00 0.13 070 60.08 1.07 293 3.14 347
KY 69.78 003 027 098 7013 135 283 3.02 298
LA 7247 003 006 030 7131 046 136 178  1.93
ME 6331 007 076 129 6441 178 339 314  3.02
MD 50.00 0.05 0.60 158  50.00 2.02 342 3.11 3.23
MA 5000 0.05 081 216 5000 262 517 5.31 5.46
MI 5810 1.05 196 3.35 6027 395 737 7.86 841
MN 50.00 045 194 193 5000 3.04 555 6.07 642
MS 7629 000 024 082 7584 1.05 1.86 2.01 2.33
MO 6242 023 034 139 6319 092 3.88 441 473
MT 6853 022 069 113 6804 128 235 230 227
NE 58.02 032 0.08 0.41 59.54 113 157 212 234
NV 5264 127 331 485 5000 7.33 1023 11.36 12.90
NH 50.00 0.38 132 240 5000 284 491 518 504
NJ 50.00 0.25 149 255 50.00 3.06 580 6.02 6.17
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Simulated increases

Simulated increases

in FMAPs in FMAPs

State

Postal FMAP 2008 2008 2008 FMAP 2008 2009 2009 2009
code FY2008 Qtr1 Qtr2 Qtr3 FY2009 Qtr4 Qtr1 Qtr2 Qtr 3
NM 71.04 006 032 077 70.88 093 1.82 207 226
NY 50.00 0.20 1.84 2.38 50.00 354 854 6.73 717
NC 64.05 0.14 067 150 6460 233 450 457 466
ND 63.75 0.00 007 0.18 63.15 026 121 105 055
OH 60.79 0.44 1.08 1.87 6214 249 429 497 525
OK 6710 0.00 0.03 0.41 6590 052 199 278 287
OR 60.86 0.17 0.78 1.87 6245 295 497 545 569
PA 5408 023 048 133 5452 167 342 358 395
RI 5251 1.03 263 4.16 5259 380 6.30 6.23  6.54
sC 69.79 0.00 048 1.21 7007 198 339 380  3.95
) 60.03 0.00 073 094 6255 099 199 203 1.79
TN 63.71 036 124 187 6428 271 453 499 533
X 60.53 0.04 024 0.79 5944 096 273 320  3.49
uT 7163 023 043 0.86 7071 154 251 287 323
VT 59.03 0.20 0.87 1.24 5945 121 356 3.21 2.91
VA 50.00 0.0 0.74 130 50.00 1.80 3.38 336 354
WA 5152 020 0.88 1.17 50.94 223 421 456 497
WV 7425 000 0.03 0.08 7373 026 1.09 1.61 1.98
Wi 5762 0.00 0.34 0.97 59.38 150 3.90 4.32 459
WY 50.00 0.00 048 0.49 50.00 0.60 2.80 5.01 6.06

Source: GAO.
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Table 7: Temporary Increased Federal Medical Assistance Percentage (FMAP) by

Quarter and State, GAO Prototype Formula, 2009 to 2011

Simulated increases in

Simulated increases in

FMAPs FMAPs

State

Postal FMAP 2009 2010 2010 2010 FMAP 2010 2011 2011 2011
code FY2010 Qtr4 Qtr1 Qtr2 Qtr3 FY2011 Qtr4 Qtr1 Qtr2® Qtr3®
AL 68.01 4.18 3.96 3.01 2.09 68.54 1.61 045 N/A N/A
AK 5143 1.07 118 083 0.68 50.00 0.60 0.20 N/A N/A
AZ 65.75 580 581 4.66 3.67 65.85 273 0.91 N/A N/A
AR 7278 254 175 1.21 0.67 71.37 0.93 0.59 N/A N/A
CA 50.00 791 6.76 5.99 485 50.00 233 1.14 N/A N/A
CO 50.00 553 543 498 3.94 50.00 2.04 0.90 N/A N/A
CT 50.00 590 6.38 448 3.60 50.00 2.76 0.80 N/A N/A
DE 50.21 6.81 6.50 4.94 3.08 53.15 1.77 0.56 N/A N/A
DC 70.00 147 135 114 0.98 70.00 0.60 0.27 N/A N/A
FL 5498 783 7.09 565 442 55.45 343 1.27 N/A  N/A
GA 6510 495 449 353 281 65.33 1.92 049 N/A N/A
HI 5424 458 446 3.52 2.03 51.79 1.36 0.21 N/A  N/A
ID 6940 456 4.15 365 275 68.85 209 1.29 N/A N/A
IL 50.17 7.42 740 5.32 3.88 50.20 267 0.15 N/A N/A
IN 6593 4.69 459 337 239 66.52 1.58 0.00 N/A N/A
1A 63.51 237 229 158 1.30 62.63 1.07 0.34 N/A N/A
KS 60.38 3.22 350 3.09 220 59.05 1.88 0.25 N/A N/A
KY 7096 2.72 276 2.06 1.16 71.49 0.93 0.14 N/A N/A
LA 67.61 240 252 216 1.63 63.61 1.82 0.96 N/A N/A
ME 64.99 2.88 3.07 213 1.34 63.80 1.26 0.36 N/A N/A
MD 50.00 3.29 345 244 1.35 50.00 0.95 0.30 N/A N/A
MA 50.00 542 561 3.89 1.83 50.00 1.38 0.52 N/A N/A
Mi 63.19 743 690 533 347 65.79 2.30 0.00 N/A N/A
MN 50.00 5.78 491 330 2.51 50.00 0.83 0.30 N/A N/A
MS 7567 252 271 202 1.42 74.73 142 0.55 N/A N/A
MO 64.51 469 458 428 3.94 63.29 3.73 0.70 N/A N/A
MT 67.42 255 223 156 1.41 66.81 1.06 0.56 N/A N/A
NE 60.56 2.02 226 1.61 1.34 58.44 0.63 0.00 N/A N/A
NV 50.16 13.68 13.73 11.37 9.84 51.61 7.81 4.16 N/A N/A
NH 50.00 5.27 5.31 3.02 2.16 50.00 1.82 0.29 N/A N/A
NJ 50.00 6.35 6.17 484 3.72 50.00 3.53 1.04 N/A N/A
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Appendix IV: Temporary Increased FMAP Data
by State, GAO Prototype Formula

Simulated increases in

Simulated increases in

FMAPs FMAPs

State

Postal FMAP 2009 2010 2010 2010 FMAP 2010 2011 2011 2011
code FY2010 Qtr4 Qtr1 Qtr2 Qtr3 FY2011 Qtr4 Qtr1 Qtr2* Qtr3?
NM 7135 233 257 214 1.76 69.78 1.53 0.95 N/A N/A
NY 50.00 6.80 6.68 3.67 3.77 50.00 2.80 112 N/A N/A
NC 65.13 460 4.36 3.37 2.40 64.71 1.36 0.00 N/A N/A
ND 63.01 0.52 048 0.33 0.22 60.35 0.16 0.00 N/A N/A
OH 63.42 5.02 4.66 3.68 2.59 63.69 1.66 0.04 N/A N/A
OK 6443 3.34 328 265 1.92 64.94 147 0.32 N/A N/A
OR 62.74 543 528 4.37 3.18 62.85 1.84 0.00 N/A N/A
PA 5481 342 363 293 1.54 55.64 1.20 0.35 N/A N/A
RI 5263 6.24 596 3.48 2.06 52.97 1.71 0.81 N/A N/A
SC 70.32 3.68 3.83 2.82 2.04 70.04 1.35 0.03 N/A N/A
SD 62.72 1.81 212 0.84 0.52 61.25 0.39 0.26 N/A N/A
TN 65.57 470 412 2.76 2.05 65.85 1.04 0.03 N/A N/A
TX 58.73 3,55 3.31 272 1.94 60.56 1.40 0.59 N/A N/A
uT 7168 3.18 296 2.80 2.04 71.13 0.98 0.40 N/A N/A
VT 58.73 246 335 1.30 1.12 58.71 0.85 0.00 N/A N/A
VA 50.00 3.33 3.12 213 1.35 50.00 0.85 0.15 N/A N/A
WA 50.12 5.07 5.08 4.04 3.14 50.00 1.83 045 N/A N/A
wv 7404 195 203 173 1.30 73.24 142 0.93 N/A N/A
Wi 60.21 445 470 3.62 2.57 60.16 1.68 0.00 N/A N/A
wy 50.00 6.80 6.16 5.52 4.32 50.00 4.00 1.25 N/A N/A

Source: GAO.

®Data for these quarters are not yet available.
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Appendix V: Comments from the Department
of Health and Human Services

OFFICE OF THE SECRETARY

-/: DEPARTMENT OF HEALTH & HUMAN SERVICES
-:u‘;h Assistant Secretary for Legislation
g Washington, DC 20201

Carolyn Yocum, Director OCT 26 201
HealthCare

Thomas McCool, Director
Applied Research and Methodology

U.S. Government Accountability Office
441 G Street NW
Washington, DC 20548

Dear Ms. Yocum and Mr, McCool:

Attached are comments on the U.S. Government Accountability Office’s (GAQ) draft report
entitled, “MEDICAID: Prototype Formula Would Provide Automatic, Targeted Assistance to

States during Economic Downturns” (GAQ-12-38).

The Department appreciates the opportunity to review this report prior to publication.

Sincerely,

% oy

Jim R. Esquea
Assistant Secretary for Legislation

Attachment
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Appendix V: Comments from the Department
of Health and Human Services

GENERAL COMMENTS OF THE DEPARTMENT OF HEALTH AND HUMAN

SERVICES (HHS) ON THE GOVERNMENT ACCOUNTABILITY OFFICE’S
(GAQ) DRAFT REPORT ENTITLED, “MEDICAID: PROTOTYPE FORMULA

WOULD PROVIDE AUTOMATIC, TARGETED ASSISTANCE TO STATES
DURING ECONOMIC DOWNTURNS” (GAO-12-38)

The Department appreciates the opportunity to review and comment on this draft report.

Centers for Medicare & Medicaid Services’ (CMS) Comments

We strongly agree with the report’s findings that temporary increases in FMAP
established by the American Recovery and Reinvestment Act of 2009 provided critical
fiscal relief to States facing economic hardship.

While we realize that any changes to the FMAP formula must be authorized by statute
and are then further implemented by the HHS Assistant Secretary for Planning and
Evaluation (ASPE), we agree with the analysis and goals of this report. We believe it is
critical to align changes to the FMAP formula as closely as possible to individual State
circumstances in order to avoid unintended consequences for beneficiaries as well as to
provide budget planning stability for States.

The report proposes a prototype formula for a temporary increase to the FMAP. We
believe that, in general, an effective prototype formula should be able to be easily
administered and should produce predictable effects upon States. Although we agree
with the concept of aligning the FMAP formula more closely with individual State
circumstances, we believe that the recommended FMAP prototype formula would be
difficult for the Federal government and States to implement. The complexity of the
prototype formula and its quarter-to-quarter, unpredictable variability would result in
very difficult budget planning for States and the Federal government. Additionally, the
formula would impose a significant burden on States and the Federal government when
attempting to apply FMAP rates to expenditures. We would be interested in working
with GAO further on this important matter.

Additionally, the report identifies and discusses potential modifications to the prototype
formula that would permit increased funding to States for general fund relief. We do not
recommend that the prototype formula be used to provide general fund relief to States
through the Medicaid program. If the goal is to provide general fund relief to States, we
recommend that it be effected outside of the Medicaid program. To ensure efficiency
while implementing the Affordable Care Act, we are interested in preserving our ability
to identify data that specifically relates to the Medicaid program. We believe that
providing general fund relief to States through the Medicaid program would compromise
this ability.

ASPE Comments
Automatic Trigger

Having an automatic trigger for FMAP is a good idea, but we note that, depending on the
design, it may not help states that are most in need. The use of the employment to
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Appendix V: Comments from the Department
of Health and Human Services

GENERAL COMMENTS OF THE DEPARTMENT OF HEALTH AND HUMAN

SERVICES (HHS) ON THE GOVERNMENT ACCOUNTABILITY OFFICE’S
(GAO) DRAFT REPORT ENTITLED, “MEDICAID: PROTOTYPE FORMULA

WOULD PROVIDE AUTOMATIC, TARGETED ASSISTANCE TO STATES
DURING ECONOMIC DOWNTURNS” (GAO-12-38)

population ratio from BLS is a better measure to begin assistance to states than the
unemployment rate which is often used for triggers because it reflects not only the
unemployed but also discouraged workers.

Additionally, the use of the employment to population ratio and the changes in wages and
salary are two good measures to assess state need. The unemployment rate is less so
because it ignores the growing number of discouraged workers during an extended
downturn or jobless recovery.

The use of the employment to population ratio also protects states during a jobless
recovery such as the one following the brief 2001 recession.

Overall Comments

The GAO prototype is focused on a national recession that impacts many states (26
needed to trigger) but doesn’t deal with more regional economic declines or slower
recoveries that may result in overall declines in GDP growth but are geographically
concentrated or because the industries impacted may be geographically concentrated
(e.g., auto industry in Midwest vs. construction on the west coast).

The proposed FMAP increase is substantial in part based on the assumed relationship
between the change in the unemployment rate and the change in Medicaid enrollment
(work by Holahan prior to the Affordable Care Act [ACA]). For an informed analysis,
one must consider if this relationship will change following full implementation of ACA.

As with any formula with a ‘look back’ provision, in this case only one year, one needs to
consider how it will work in an extended period of decline or stability at a low level, as in
a jobless recovery. For example, there is a problem with the way the trigger condition
works in the current economic climate. During 2008 and 2009, the employment to
population ratio has bottomed at low levels and remained stuck there for the most part.
But that means states, though still in economic difficulty, are no longer experiencing the
negative changes that count toward the trigger (the decreases have ended) and the number
of states with further decreases will drop below 26.

Under the prototype, FMAP is recalculated for each quarter. On the downside, Medicaid
enrollment declines may lag the triggers and for states that rely on corporate and sales
taxes for revenue there will be a substantial lag. Perhaps states’ assistance should be
extended beyond the next quarter to mitigate this lag.

Being based on a nationwide recession the assistance shuts off abruptly. If the number of
states falls below 26 the enhanced rates shut down in one quarter for all states yet many
states may still be experiencing trouble due to high unemployment or flat wage and salary
statistics. A fuller discussion of this issue would be useful.
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of Health and Human Services

GENERAL COMMENTS OF THE DEPARTMENT OF HEALTH AND HUMAN
SERVICES (HHS) ON THE GOVERNMENT ACCOUNTABILITY OFFICE’S
(GAO) DRAFT REPORT ENTITLED, “MEDICAID: PROTOTYPE FORMULA
WOULD PROVIDE AUTOMATIC, TARGETED ASSISTANCE TO STATES
DURING ECONOMIC DOWNTURNS” (GAQ-12-38)

We suggest simulating these alternative scenarios against recessions over the past two
decades to better understand how they might address the concerns we have identified.
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