
9/7/12 Health Affairs Blog » South Carolina's View: The Affordable Care Act's Medicaid Expansion Is The Wro...

- Health Affairs Blog - http://healthaffairs.org/blog -

South Carolina's View: T he Affordable Care Act's Medicaid Expansion 
Is  The  W rong Approach
P os te d By Anthony Ke ck On Septembe r 6, 2012 @ 1:56 pm In All Ca te go rie s,Dispa ritie s,He a lth
Ca re Cos ts ,He alth Refo rm,Medica id,P ayme nt,Policy,P ublic He a lth,Spe nding,Sta te s | 2 Co mme nts

Editor's note : See Maryland Medicaid director Charles Milligan's earlier [1]Hea lth Affa irs 
[1] Blog post [1] for a different view of the ACA's Medicaid expans ion.

This year more than 1.1 million people w ill enroll in South Carolina Medicaid — 
a lmos t o ne -qua rte r o f our populatio n — a t a tota l co s t o f $5.95 billion. According to a rece nt 
s tudy [2 ] published in Health Affairs , the sta te ha s one o f the highe s t rate s of Me dicaid
physician pa rticipatio n, la rge ly tie d to its high Me dicaid re imburs e me nt ra tes . La st yea r, 
w hile many states w ere cutting services, Gov. Nikki Haley and the Legislature invested $176 
million of new recurring state funds in Medicaid to enroll about 65,000 low -income children
through Express Lane Eligibility, replace one-time revenue w ith recurring sources, and 
e xpa nd the number of home a nd community-bas e d pla ceme nts a va ilable to o ur be ne ficia rie s .

Any honest assessment of South Carolina's program w ould conclude that South Carolina 
considers Medicaid and our citizens' health an important priority. So w hen Gov. Haley says 
South Carolina w on't accept the expansion of Medicaid under the Patient Protection and
Affordable Care Act, she does so because she believes that its version of expansion w ill 
ultimately hurt the poor, hurt South Carolina, and hurt the country by doubling dow n on a 
system that already delivers some of the low est value in the w orld.

There is sufficient money currently in the health care system — w e need to do the hard work 
to shift it from non-productive to productive uses. W e rely on a three-pronged strategy of 
pa yme nt re fo rm, clinical inte gra tion, and targeting hotspo ts a nd dis pa ritie s to allow for
investment in other health-producing activities w hile low ering the cost of care per person to 
increas e affo rda bility o f cove rage .

O ur Assessment

Pe te r Drucke r once s aid, “The mos t s e rious mista ke s are not be ing ma de as a re s ult of 
w rong answ ers. The truly dangerous thing is asking the w rong questions.” President Obama 
and Congressional Democrats committed the more grievous of the tw o errors by framing
their approach to reform as, “How do w e insure as many people as possible?” This mistake 
perpetuates the over-medicalization of health and w ell-being in this country, and resulted in 
the individua l manda te to buy health ins ura nce, pre mium subs idie s , a nd a large e xpansion o f 
Medicaid.

In South Carolina we are instead asking, “How do w e most improve the health of our 
citizens?” and it leads us dow n a different path. First, w hen w e focus on health and w ell- 
being, rather than health services and health insurance, w e look to the social determinants 
of health. This w ell-documented model suggests that health services contribute 10-20
percent to overall health and w ell-being of an individual and community, while health 
be haviors and persona l choice s, inco me a nd emplo yme nt, e ducatio n, gene tics , s o cial 
s uppo rts, race , and pla ce are much large r contributors .

Second, w e recognize the United States spends more money per person on health care 
services than any country in the w orld. If this spending resulted in better health than the 
rest of the w orld, w e might tolerate this cost. But w e know w e are often less healthy than 
our co unte rparts in othe r de ve lope d co untrie s.

Out-of-control health care spending gnaw s away at investment and spending on critical 
s ocial de te rmina nts o f he a lth. Estimating tha t 30 pe rcent o f all he a lth s ervice s spe nding is 
e xce ss cost, pa rticipa nts in a n Institute of Me dicine ro undta ble la me nte d in the s e rie s
s umma ry The Healthcare Imperative: Lowering Cos ts and Improving Outcomes [3 ] tha t exces s 
health care inflation is destabilizing the health care system, depressing grow th in national
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w ages and employment, and forcing states to divert money from other important
investme nts such as e ducation.

Low ering the cost of health care per person in South Carolina and nationally is therefore
impe ra tive to improving he alth. The IOM roundta ble re port provide s a use ful roadmap for
cost reduction by prioritizing six domains of excess cost w here w e should focus: unnecessary 
se rvices, e xce ss a dministra tive costs, inefficiently delivere d service s, high price s, fra ud, and 
misse d prevention opportunitie s. Harold Mille r at the Ce nte r for He althcare Quality and
Payment Reform provides a useful conceptual model show n in Figure 1 (click to enlarge) that
e mpha size s how costs pe r person can be broken into manage able compone nts that
providers a nd he alth pla ns can addre ss.

Figure 1

[4]

Re ducing unnece ssa ry se rvice s and the unit cost of these service s fre e s up public and
private spending for education, infrastructure, employment and w age grow th. This strategy
also low ers the cost of health insurance premiums and out-of-pocket spending w hen the use 
of health services is needed. Improving affordability means more individuals w ill become 
insured individually or through employers. Likew ise, state Medicaid programs can afford 
more cove rage for the ir dollar.

PPACA Medicaid Expansion In South Carolina

South Carolina Medicaid has w orked since last year to understand the new spending
required under a PPACA Medicaid expansion scenario. What w as once a budget exercise is
now a policy de ba te and the de partme nt re ce ntly be gan a se ries of public mee tings to ve t
the ana lysis in pre pa ration for the 2013 le gisla tive se ssion. Figure 2 (click to e nlarge )
displays the projected grow th in South Carolina Medicaid under PPACA expansion.

Figure 2

[5]

The best estimate is that 510,000 additional South Carolinians w ould enroll in Medicaid in
2014. 340,000 of these new enrollees w ould be eligible for the first time as a result of
PP ACA. 170,000 of the m a re curre ntly eligible but not enrolle d, but because of the dyna mics
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of PPACA the y are e xpecte d to e nroll and are only eligible for our curre nt match.

Figure 3 (click to e nlarge ) displa ys the curre nt e stimate d ra nge for new state spe nding ove r 
the se ve n-ye ar pe riod of 2014-2020. The baseline proje ctions pre pa red to date sugge st 
that Medicaid w ould spend an additional $1.085 billion in state tax money under expansion. 
An initial “w hat-if” analysis w as performed resulting in an upper spending limit of more than 
$2.4 billion in state funds ove r the same period.

Figure 3

Fiscal Impact - SFY 2014 through SFY 2020 
State Budget Dollars (values shown in millions)

Baseline Full
Participation Participation

Medicaid Assistance Expansion to 138%
Uninsured Expansion Population
Crowd-out Population - Expansion
Crowd-out Population - Eligible
Eligible but Unenrolled Population
SSI Eligible Population
MCO Pharmacy Rebate - current enrollee
Health Insurer Assessment Fee
DSH Payment Reduction
CHIP Program - Enhanced FMAP
Physician Fee Schedule Change
Administrative Expenses

$303.8 $376.4
125.4 221.7
433.5 622.6
598.4 854.8

13.2 13.2
(335.5) (335.5)

101.7 109.8
(217.5) (217.5)
(130.2) (130.2)

0.0 0.0
192.6 192.6

Total $1,085.4 $1,786.5
Additional "what-if"
Increase Fee Schedule to 100% Medicare 
(all physicians/all services)

$589.5 $624.2

Total with Physician Increases $1,674.9 $2,410.7

Source: Milliman letter to Anthony Keck, Medicaid Director, South Carolina, 
Department of Health and Human Services, "Affordable Care -  Financial Impact SFY 
2014 through SFY 2020", Robert M. Damler, FSA, MAAA, April 6, 2012 [6]

The w hat-if scenarios include an unlikely 100 percent participation rate (versus the baseline
average of 71 pe rcent) a nd a more like ly ne ed to incre ase physician re imbursement.
Re ce ntly publishe d re sults in Health Affairs [7] indica te, not surprisingly, tha t acce pta nce of
ne w patients by physicians is tie d to reimburse me nt rate s by paye rs and tha t na tionally one - 
third of physicians a re not curre ntly acce pting ne w Me dicaid pa tients.

While not show n, the second seven-year period is more expensive that the first seven years 
be cause the ”te aser” fe deral ma tching (FMAP ) rate of 100 perce nt e ve ntua lly de cre ases to 
90 pe rce nt. Othe r one -time e nhance me nts also expire, including 100 pe rce nt FMAP to ra ise 
certain primary care rates to Medicare levels for tw o years and an FMAP enhancement of 23 
pe rcent for CHIP for four yea rs.

During public meetings sponsored by Medicaid, participation rate estimates w ere challenged
as too high. W hile this argues against the pressing need to insure these populations, w e are 
performing additional analysis. W e are also assessing how much state spending in mental 
he alth might shift unde r e xpansion, if any.

Stan Dorn's August 2012 policy brie f Considerations in Assessing State-Specific Fiscal Effects of
the ACA's Medicaid Expansion [8] provides state policy makers w ith useful advice for their
analysis. While several of his arguments are still too generous tow ard expansion, most
appre ciate d is his obse rva tion tha t the time has passed for using nationa l-level surve y data
and analyse s to e stimate state fiscal effe cts of PPACA to justify a position on e xpa nsion —
state s are diffe re nt. “Put simply,” he note s, “de ve loping a de finitive fiscal analysis for a
pa rticular sta te re quires analyzing unique , state -spe cific information source s.”

Strategies

Debating the incremental effects of PPACA nationw ide is distracting legislatures and other
policy makers from the fact that most current Medicaid programs are grow ing at an
unsustainable rate. Last year alone the inflation and natural enrollment grow th in South
Carolina's Medicaid program w as $66 million in state funds. Initial budget planning for state
fisca l year 2013-14 sugge sts the Me dicaid program may require almost nine of e ve ry 10
newly-available state general fund dollars - even without accepting the PPACA expansion.

Therefore, we are working to increase value by increasing efficacy and reducing cost per 
person through three major strategies: payment reform, clinical integration, and targeting
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hotspots and disparities. Our major initiatives w ithin each of these strategies are show n in 
Figure 4 (click to enlarge). Several are discussed below .

Figure 4

SCDHHS Strategies to Improve Value

Payment Reform
• MCO Incentives & Withholds

o Birth Outcomes 
o HEDIS quality measures 
o Patient Centered Medical Homes

• Payor-Provider Partnerships
• Catalyst for Payment Reform

o Bundled/Global payments 
o Transparency tools

• Value Based Insurance Design

Clinical Integration
• Dual Eligible Care Coordination
• Patient Centered Medical Homes
• Telemedicine/Monitoring
• GME Accountability

Hotspots & Disparities
• Birth Outcomes Initiative
• Foster Care Coordination
• Health Access/Right Time (HeART)

o Convenient Care Clinics
[9 ]

Payment Reform

Providers and beneficiaries can best manage health care value, yet w e now place much of
this expectation on health plans. South Carolina is w orking to place more responsibility and 
more rew ard for performance in the hands of individuals and their providers through several 
initiatives.

Follow ing the lead of Ohio Medicaid, w e have joined Catalyst for Payment Reform (CPR). CPR 
is a purchaser-led group — members include organizations like GE, Boeing, W al-Mart, and 
CalPERS — committe d to incorporating model la nguage into hea lth plan contracts. The
group's goal is 20 pe rce nt value -based provide r payments by 2020, more hea lth plan a nd
provider tra nspa rency, and more provide r competition.

Gre e nville Hospita l Syste m and our Blue Cross-Blue Shield (BCBS) Medicaid manage d care
pla n have re cently forme d a ca re mana gement partne rship in Gree nville county. Healthy
Opportunities Greenville has a share d a nd fle xible governance structure, share d savings
performance goals, a narrow er netw ork, and a focus on provider-based care management
for Me dicaid be ne ficia rie s.

Clinical Integration

South Carolina is one of 15 states w orking w ith the Medicare-Medicaid Coordination Office on 
a de monstra tion to be tte r mana ge our large number of dual eligible individuals. De ve lope d 
w ith stakeholders, our proposal emphasizes multidisciplinary care teams that integrate
physical and behavioral health w ith long-term care services for 65,000 beneficiaries.

Effe ctive July 1, 2012, South Carolina is re imbursing primary care practice s ce rtifie d as patie nt 
centere d me dical home s 50 cents to $2 per member per month de pe nding on ce rtification 
status. In the next round of contracts a more robust care management fee w ill be available 
to ce rtified pra ctice s that a gre e to spe cific performance goa ls.

Hotspots and Disparities

Figure 5 (click to enlarge) show s geo-coding analysis of hotspots in South Carolina Medicaid
for a colle ction of dise ase s. Rather tha n indiscriminate ly expanding cove ra ge base d on
income, it is our intent to la ye r Me dicaid on top of othe r state and local gove rnme nt agency
and private re source s to addre ss ge ographic, popula tion and dise ase hotspots to improve
health w here it is needed most.

Figure 5

healthaffairs.org/blog/2012/09/06/.../print/ 4/7



9/7/12 Health Affairs Blog » South Carolina's View: The Affordable Care Act's Medicaid Expansion Is The Wro...

Prevalence of Select Diseases* among South Carolina Medicaid Recipients 
19 Years and Older by ZCTA, FY 2010 

Getis-Ord Gi* Statistic (Hot Spot Analysis)

[10]

In partnership w ith the South Carolina Hospital Association, the March of Dimes, SC ACOG,
BCBS and others, w e have implemented a statew ide Birth Outcomes Initiative to reduce
prematurity. This effort has cost-savings targets for w hich hospitals are at risk. The initial
focus is elimination of e arly ele ctive de live rie s; 100 perce nt Scre e ning, Brie f Inte rvention,
Referral, and Treatment of pregnant w omen for substance abuse, depression and domestic
violence ; a nd increa se d use of 17P, an ine xpensive locally compounde d hormone inje ction
prove n to reduce pre-te rm births in ce rta in pre gnancie s.

In a re cent surve y on ove r 3,000 Me dicaid be ne ficiarie s, 32 pe rce nt re porte d multiple ER use
in the past tw elve months and 48 percent cited lack of convenient physician office hours as
the reason for these visits. As part of our HeART initiative w e have recently opened provider 
e nrollme nt for conve nient care clinics such as CVS Minute Clinics to provide more access 
points for our be neficiaries.

Response To Arguments For Expanding Medicaid

A 90/10 match is too good a deal to pass up

Many advocates for expansion w ant this to be a conversation about how much money states 
stand to gain by expanding Medicaid. W e are not debating the fact that if the federal 
gove rnment pays for 90 pe rce nt of a Medicaid e xpansion in South Carolina , and provide s 
premium subsidies to hundreds of thousands more, that more money w ill flow into South 
Carolina health care providers — it w ill. W e are also not debating that coverage contributes 
to health — it does.

W e are arguing that because states are very different in their economic and social 
de ve lopment, credible a rguments e xist for alte rnative s strate gies and investme nts to 
improve he alth. The authors of Getting Health Reform Right [11]obse rve that cost-be nefit
analysis is a ctually be ne fit-be ne fit analysis. Eve ry dolla r spent to produce a he a lth be ne fit is
a dollar taken from somewhere else that produces another benefit - maybe health or maybe 
education or public safety.

In his recent Health Affairs Blog post [12], David Kindig worries that uncritical calls for 
increasing health expenditures will “subtly lead many to infer that health care and public 
health are the only or the main expenditures necessary to improve health.” He notes that 
the IOM's latest report For the Public's Health: Investing in a Healthier Future [13]states, 
“Excessive allocation of national spending on medical care services poses major societal 
opportunity costs and restricts funding opportunities for other essential sectors such as 
education, energy, water, transportation, agriculture, and employment.”

It will grow jobs

Growth in health care sector employment should not be a goal of health reform. The same 
argument was made during the prison-building boom, and look where that got us. Much of
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health care spending is simple transfer payments w ithin the US economy (although there are 
ne t pos itive and nega tive sta te s). Spe nding unne ce ss arily in the he alth ca re s e ctor dive rts 
money that w ould otherw ise be spent creating other jobs that make us more competitive, or 
producing goods or services to sell overseas that grow income, employment and w ealth in 
the Unite d Sta tes .

W hat if w e could produce a magic pill that kept us free of disease as w e age until the day w e 
die naturally and peacefully in our sleep? And w hat if that pill only cost a penny a day to 
produce and only required 5,000 jobs to supply the w orld? W ould w e argue against it
be caus e of the millio ns of los t he a lth care jobs in hospitals , dia lys is clinics and nurs ing
ho me s ? I hope not, but tha t is implica tion of this jobs a rgument. W e s houldn't be tra ppe d
by it.

Expanding now will save money and make it easier to control costs later

Little e vide nce e xis ts to support this a rgume nt. Ma s sa chus etts ha s not e xpe rie nced the
hoped for control in health care costs and the legislature had to again intervene w ith a public 
and private price control law . Researchers on the Oregon Health Study [14] found that self- 
re porte d he alth o f be ne ficiarie s improve d a nd tota l co s ts increas e d s ignificantly (a t lea st in 
the sho rt te rm a nalysis ).

Because the health services sector contains so much excess cost, it is unw ise to inject
s evera l hundreds of billio ns o f ne w dolla rs into the s yste m w itho ut firs t re quiring significa nt
delivery system improvements. W hile some argue this new revenue is needed to help the
health system make the transition to higher value, it w ould just as likely allow it to continue
complace ntly a ccumula ting e arnings o ff of incre a se s in vo lume ra the r tha n digging in on the
hard w ork of low ering cost and improving outcomes. Leverage states now have is lost if
they uncritically follow the federal lead in expanding Medicaid w ithout expectations of better 
performance.

Conclusion

W e currently estimate that over the next tw o and a half years, w ithout accepting the
Medica id e xpansion, the rate o f unins ure d in South Ca rolina w ill de cline fro m 19 pe rcent to
le ss than 10 perce nt. This decline is the re sult o f the e nrollme nt of e ligible but not pre viously 
e nrolle d childre n and a dults in Me dicaid a nd ne w priva te e nrollme nt re sulting from the PP AC A 
mandate and federal premium subsidies. This w ill be a significant but costly reduction in the 
uninsured that our financing and delivery systems w ill struggle to absorb.

Furthe r ga ins in co ve rage sho uld be funded using e xce ss dollars now in the s ys te m. In the
intervening time, uninsured individuals w ho need care should be able to receive it. Billions of 
do llars curre ntly spe nt on se rvice s fo r the uninsure d can be be tte r organize d, including 
Dis pro portiona te Sha re Hospital (DSH) a nd Graduate Me dical Educa tion funds , Fe de rally 
Qua lifie d He a lth Ce nte r funding, public he alth clinic a nd other public hea lth funds , a nd the 
community be ne fit no t-for-pro fit he alth ca re organiza tions are re quired to de live r in re turn for 
a voiding income and othe r taxes .

Re ining in out-o f-control he a lth care spe nding to pro duce health ca re value for our citiz ens
w ill be hard w ork. W e believe that South Carolina is up to the task.
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