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The Bottom Line 
 
Some say that Medicaid cuts are needed to help balance the state budget and keep 
the troubled Massachusetts economy afloat, just like a tired swimmer needs a life 
preserver. The cuts will not work this way. They will drag our economy down, like a 
cinder block tied to the swimmer's ankle. 
 
Even big Medicaid cuts save state government surprisingly little money. They do 
inflict serious harm on the Massachusetts economy, in addition to their damage to 
people in need of care. 
 
A $1 billion cut in the Medicaid program, for example, eliminates $1 billion worth of 
services but saves Massachusetts state government only $272 million. Further, after 
including its consequences for businesses and workers who contribute to the free 
care pool, and for local government, the net financial effect of the $1 billion cut drops 
to $136.4 million. (All calculations are spelled out in Table 1.) 

 
A $1 billion Medicaid cut removes 11,380 jobs from the state's economy, and 
eliminates $1.04 billion from gross state product (including $926 million in personal 
income). We call this a "dollarectomy." Medicaid cuts badly harm the state's 
economy mainly because half of the program's revenue is a gift from the federal 
government. The value of this gift more than doubles as the federal money works its 
way through the state's economy. 
 
In addition, the loss in economic activity from a $1 billion Medicaid cut slices state 
tax revenue by $178 million, and local tax revenue by an estimated $35.6 million, for 
a total public revenue loss of $213.6 million. 

 
A $1 billion Medicaid cut means a minimum increase in other, substitute state 
programs of $50 million, and a likely increase of some $100 million in the cost of the 
hospital free care pool, paid by business' and workers' health insurance premiums. 
 
The bottom line pain-to-gain ratio from Medicaid cuts is over seven-to-one. This 
means that $7.33 in loss of needed care must be inflicted on Medicaid patients for 
every $1.00 in savings to state and local government, and to businesses and 
workers paying for health insurance. And this pain-to-gain ratio does not even 
consider the job loss and the personal income loss, apart from their effects on state 
and local government and the hospital free care pool. 

 
 
 
 
 
 
 
 
An Example 



 
A $100 million Medicaid cut has these results: 
 
initial and apparent reduction in state costs:  $ 50.0 million 
 
certain loss of matching federal aid:   $ 50.0 million 
 
"dollarectomy" frown the state's economy:  $104.1 million 
 
loss in personal income:     $ 92.9 million 
 
total job loss:       1,138 jobs 
 
reduction of state tax revenues:     $ 17.8 million 
 
reduction in city and town revenues     $ 3.6 million 

  
increase in cost of other state programs:     $ 5.0 million 
 
increase in free care pool cost:     $ 10.0 million 
 

 
 
What is the net dollar saving to state government from a gross cut of $100 
million in Medicaid? 
 

start with the cut in Medicaid benefits of      $100 million) 
 
- subtract the certain loss of the federal  
aid that pays for half of Medicaid      ($ 50 million) 
 
= this equals an apparent saving to state govt. of   $ 50 million 
 
- then, subtract the state tax revenue lost because of  
the shrinkage in the state's economy associated with  
the loss of the federal aid        ($17.8 million) 

 
- then, subtract the new spillover costs to remaining  
state programs associated with serving patients or  
providing benefits cut out from Medicaid     ( $ 50 million) 
 
= this equals the net dollar saving to state govt. of   $27.2 million 

 
 
 
 
 
 



But, to calculate the financial effect on the state as a whole, the resulting harm 
suffered by other parties must be offset against this apparent savings of $27.2 
million: 

 
start with the net dollar saving to state government    $27.2 million 

 
- subtract the financial burdens on local government,  
and businesses and workers who continue to pay for  
health insurance coverage 
 

- the reduction in local government tax revenue    ($ 3.6 million) 
 

- the increase in cost of the free care pool 
to businesses and workers who pay for it               (10.0 million) 

 
= this equals the net financial effect of the cut  
on state and local govt. and the free care pool.           $13.6 million 
 
 

To sum up:  This means that a $100 million Medicaid cut seems to save state 
government $50 million to start with, but only $27.2 million after considering the 
definite losses in tax revenue and probable, increases in other costs associated with 
the initial $100 million cut. Further, the net financial effect is only $13.6 million, after 
considering the drop in local government tax revenue and the higher health 
insurance premiums paid by businesses and workers to finance the larger hospital 
free care pool. Please note that these calculations ignore the effect of the Medicaid 
cut on the state's economy, personal income, and employment. 

 
Table 1 presents this information for four possible Medicaid cuts, totaling $100 

million, $250 million, $500 million, and $1 billion. The evidence and assumptions 
underlying each of the calculations are set out following the table. 



Table 1 
 

Medicaid Cuts and Their Consequences 
 

                                      Size of Medicaid Cut ($ Million) 
1. Reduction in state outlays: 
Size of gross Medicaid cut $100.0 $250.0  $500.0    $1,000.0 
- loss of federal aid ($M)  $50.0 $125.0  $250.0      $500.0 
= reduction in state outlays ($M)        $50.0 $125.0  $250.0      $500.0 
 
2. Economic and income  
losses owing to multiplier: 
loss of federal aid of ($M)    $50.0  $125.0  $250.0       $500.0 
means $M removed from economy   $104.1 $260.3  $520.5    $1,041.1 
 including personal income loss          $92.6 $231.6  $463.1       $926.3 
 
3. Job losses: 
removal from economy of $M  $104.1  $260.3  $520.5    $1,041.1 
means a total job loss of       1,138 2,845    5,690       11,380 
 
 
4. Reduced state and local revenue: 
removal from economy of $M                  $104.1    $260.3   $520.5    $1,041.1 
means reduced state revenue ($M)          $17.8       $44.5   $ 89.0       $178.0 
and reduced local revenue ($M)                   $3.6       $8.9   $ 17.8         $35.6 
 
 
5. Higher non-Medicaid spending: 
a gross Medicaid cut of ($M)                   $100.0     $250.0  $500.0   $1,000.0 
means increase in fc/bd pool                     $10.0       $25.0    $50.0      $100.0 
and increases in state programs                 $5.0        $12.5    $25.0        $50.0 
 
 
6. Net $ savings to state government: 
reduction in state costs of ($M)                 $50.0   $125.0    $250.0     $500.0 
- reduced state revenue ($M)                    $17.8      $44.5      $89.0     $178.0 
- increase in state programs ($M)               $5.0     $12.5      $25.0       $50.0 
= net $M savings to state govt.                 $27.2     $68.0    $136.0     $272.0 
 
 
7 . Burdens on others 
reduced local govt. revenue ($M)      $3.6      $8.9   $17.8        $35.6 
increase in hospital fc/bd pool      $10.0           $25.0   $50.0     $100.0 
= financial burdens on others        $13.6      $33.9   $67.8     $135.6 
 
 
8. Net effect of cuts on govts. and fc/bd pool: 
net $ savings to state govt.   $27.2      $68.0  $136.0     $272.0 
- financial burdens on others   $13.6      $33.9   $67.8      $135.6 
= net financial effect of cuts   $13.6      $34.1   $68.2      $136.4 



Explanations, Evidence, Sources, and Calculations for Table 1 
 
1. Reduction in state cost 

 
Massachusetts state government saves only 50 cents on every dollar chopped from 
Medicaid. This is because the federal government pays half of the cost of Medicaid. 
Therefore, projections of a $2.9 billion Medicaid program for state fiscal year (SFY) 
1992 really mean a state obligation of $1.45 billion. 
 
Medicaid looks like a $2.9 billion state program because the federal government 
pays its half in a peculiar way and state government treats that payment in an 
equally strange manner. The feds reimburse the state only after the state has made 
the full Medicaid expenditure. The state then treats the federal payment as if it were 
general revenue, not as a specific payment that effectively halves the cost of 
Medicaid to the state. All this has led to persisting exaggeration of the value of 
Medicaid cuts for balancing the state's budget. 

 
 

2. Economic and income losses 
 

Losing federal aid equal to half of the total dollar value of any Medicaid cut hurts the 
state's economy. For example, a cut of $100 million in Medicaid benefits cancels an 
infusion of $50 million in federal spending. This loss in federal payments extracts 
even more harm from the state's economy. Economists term this the multiplier effect. 
 
The $50 million in federal Medicaid money first enters the state's economy in the 
form of payments to nursing homes, hospitals, physicians, and other caregivers. 
Caregivers use the money to pay employees, buy supplies, cover mortgage 
payments, and so on. Employees use their own incomes to cover the cost of 
groceries, rent and mortgage payments, gasoline, and the rest of what it takes to 
keep a family going. In turn, owners of grocery stores, property, and gas stations use 
the money received from employees to buy things they need. 
 
In these ways, the initial $50 million in federal aid multiplies itself, like ripples spread 
on a pond, throughout the state's economy. 
 
It is assumed here that the $50 million reduction in state spending associated with 
the $100 million cut in Medicaid benefits has no economic effect, because that 
money remains in Massachusetts, to be spent on other things. 
 
The best estimate for the multiplier effect of a change of $1 million in federal 
Medicaid spending on the overall economy of Massachusetts is 2.08.1 This means 
that an increase of $1 million in federal payments for Medicaid adds $2.08 million to 
the state's economy and a cut of $1 million in federal payments for Medicaid takes 
$2.08 million out of the state's economy ("gross state product"). 
 
Similarly, since a cut of $1 billion in Medicaid denies Massachusetts $500 million in 
federal dollars, it removes $1.04 billion from the state's economy. 
 



Most of the economic loss translates into a reduction in personal income. In 1986, 
the most recent year for which comparable data are available, every $100 in 
economic activity in Massachusetts was associated with $88.98 in personal income.2 
This means that a cut of $1 billion from the Massachusetts Medicaid program, 
resulting in a loss of $1.04 million in gross state product, as just shown, leads to a 
loss of $926.3 million in personal income. 
 
This loss of personal income statewide translates into the elimination of an average 
of $2.9 million in personal income from the district of each Massachusetts state 
representative. The loss in some districts will be much greater. 
 
Proponents of Medicaid cuts and opponents of tax increases assert that their policies 
are best for the state's economy. It is therefore important that they consider the 
economic and income and job consequences of the loss of federal Medicaid funds. If 
they do not, they are open to the charge that their approach is motivated by 
economic ideology, not by pragmatic realism. And if Medicaid cuts don't help the 
state's economy, their boosters cannot continue to claim that they are doing what is 
necessary, however distasteful it might be to them. Rather, they are open to the 
charge of recklessly inflicting unnecessary injury on Medicaid recipients. 

 
 
3. Job losses 

 
The U.S. Department of Commerce has estimated that for every increase (or 
decrease) of $1 million spent on health care in Massachusetts, a total of 50.1 jobs 
are gained (or lost).3 
 
This money was valued in calendar year 1977 dollars. When the effects of inflation 
are considered, the job increase (or decrease) multiplier falls to 22.75961 per million 
dollars in calendar year 1990 dollars.4 
 
The number of jobs lost if Massachusetts cuts $500 million from Medicaid spending 
can be estimated in two steps: 
 

a. First, consider only the $250 million (of the $500 million) that the federal 
government would pay for. This is the source of the actual net job loss.5 

 
b. Multiply 22.75961 jobs lost per $1 million cut by $250 million, for a total of 

5,690 jobs lost in all types of employment statewide. Valuing the Medicaid 
cut in 1992 dollars instead of 1990 dollars would make for a slightly 
smaller reduction in employment. 

 
Because the federal funds that finance half of the cost of Medicaid are lost from the 
Massachusetts economy when the program is cut, the associated job loss is not 
offset by job gains elsewhere in the Massachusetts economy. This holds true even if 
patients denied care by the cut succeed in obtaining services outside Medicaid. 

 
 
 
 



4. Reduced state and local revenue 
 

The Massachusetts Taxpayers Foundation's Economic and Tax Model has 
generated estimates that a drop of $1.9 billion in Massachusetts personal income 
during 1991 will be associated with a $365 million reduction in state tax revenue 
during 1992.6 In other words, a $100 drop in personal income results in a $19.21 
reduction in state tax revenue. 

 
Applying this ratio to the personal income losses calculated in step 2 of Table 1 
yields the estimates of state revenue reductions associated with the various possible 
Medicaid cuts. For example, a $500 million Medicaid cut means a drop in personal 
income of $463.1 million, and a loss of state tax revenue of $89.0 million.7 

 
It has not been possible to identify studies estimating the reductions in 
Massachusetts local revenue associated with a reduction in personal income. The 
effect of a decline in personal income on local tax revenue will be much smaller than 
its effect on state income, because local tax collections depend relatively little on 
income. It is assumed here that the decline in local tax revenue will occur at only 
one-fifth the rate of the decline in state revenue. 

 
 
5. Higher non-Medicaid spending 

 
The average package of Medicaid cuts is assumed to increase the cost of free care 
and bad debt in the hospital uncompensated care pool by an amount equal to 
one-tenth of the Medicaid cut itself.8 

 
This is a moderate-to-conservative assumption. The actual number will depend on 
the package of cuts adopted, the willingness and ability of displaced patients to seek 
alternative services from hospitals and health centers that can be paid from the free 
care/bad debt pool, and hospital/health center willingness and ability to serve the 
displaced patients.9 

 
Projections of SFY 1992 Medicaid spending by type of service show at least 32.1 
percent of that spending going toward services that could be paid for under the 
hospital free care/bad debt pool. These are acute inpatient, acute outpatient, 
laboratory and x-ray, physician, and HMO-capitated services.10 

 
It is acknowledged that some contemplated cuts in Medicaid spending below the 
projections for SFY 1992 might be accomplished with relatively little short-term harm 
to patients. Regrettably, it appears that only a small fraction of the contemplated cuts 
are to be won through careful management and reform. Most will hurt people badly. 
 
The willingness and ability of displaced patients to seek alternative services is 
difficult to determine. Hospital and health center willingness and ability to serve the 
displaced patients depends on a number of factors: a) availability and willingness of 
physicians to make available their own services, to admit and care for patients in the 
hospital, if necessary;11 b) hospital and health center expectations of adequate 
reimbursement from the pool;12 and c) overall hospital and health center willingness 
to provide more care for patients formerly paid for by Medicaid at a time when 



Medicaid itself is perceived by hospitals to be failing to pay old debts and to be 
setting low increases in already-low payment rates for current services. 
 
It is very conservatively assumed here that the average package of Medicaid cuts 
will result in an increase in the cost of other, entirely state-financed programs of $5 
for every $100 in Medicaid cuts themselves. Given that Medicaid patients-- 
impoverished citizens, citizens with mental illness, with mental retardation, with 
permanent and serious physical disabilities of various sorts-need so much, it is hard 
to imagine a response smaller than this. State mental hospitals, state public health 
hospitals, state-funded shelters for homeless citizens, and dozens of surviving state 
programs will feel the effects of any Medicaid cuts. 
 
But will they respond? The five percent response rate assumed here is believed to 
be the minimum emergency response that the legislature and administration will be 
bound to make to the visible harm associated with Medicaid cuts. 
 
 
6. Net dollar savings to state government 

 
These are calculated by taking the reduction in state outlays (step 1 in Table 1), and 
subtracting both the reduction in state revenue (step 4) and the increase in the cost 
of other, entirely state-financed programs (step 5). In this way, it is clear that a loss 
of Medicaid services worth $500 million translates into a saving to state government 
of only $136 million. The pain-to-gain ratio is therefore a very high 3.68-to-1.00-- 
$500 million in lost services divided by $136 million in net dollar savings to state 
government. 

 
 
7. Burdens on business and local government 

 
These are two of the financial burdens that the Medicaid cuts impose on others. 
Businesses and workers will pay higher health insurance premiums to finance 
increased amounts of hospital free care and bad debt. Local governments will earn 
lower tax revenues. The $500 million in Medicaid cuts is associated with $67.8 
million in new burdens on businesses, workers, and local government. 
 
Specifically excluded here are the much larger and more general burdens calculated 
in steps 2 and 3-- the reduction in gross state product and personal income, and the 
loss of jobs. 

 
 

8. Net financial effects of cuts 
 

This is the bottom line for state and local government, and for businesses and 
workers paying for health insurance. Against the $136.0 million in net savings to 
state government must be offset the $67.8 million in higher burdens imposed on 
business and local government. The result is a net financial effect of the $500 million 
in Medicaid cuts-- or the savings associated with the cuts-- equal to $68.2 million. 

 



The bottom line pain-to-gain ratio is now $500 million divided by $68.2 million, or 
7.33-to-1.00. 

 
This means that $7.33 in loss of needed care must be inflicted on Medicaid patients 
for every $1.00 in savings to state and local government, and to businesses and 
workers paying for health insurance. 

 
Again, this ratio understates the effect of the cuts because it does not consider the 
general harm associated with a weaker state economy, lower personal incomes, and 
increased unemployment. 

 
 

 
Other Considerations 

 
Medicaid is not a perfect program. Savings can be won through reform and greater 
efficiency, and-- more important-- by addressing the sources of high overall costs 
that permeate Massachusetts health care. Consider these cautions from Jane Little 
of the Federal Reserve Bank of Boston: 

 
"Measures taken in haste without careful evaluation could prove medically 
disastrous for Massachusetts' citizens and fiscally unproductive for the state." 
 
"...because Medicaid operates as part of the state's high cost health care 
system, it cannot be reformed in isolation- Achieving ongoing savings within 
Medicaid requires curbing cost increases throughout the entire health care 
system ." 
 
"Eliminating all optional benefits could cut Massachusetts' Medicaid spending 
by roughly two-thirds in the immediate term. The great bulk of these public 
sector savings would stem from terminating the medically needy program or 
coverage of long-term care provided by the ICFs. Such an action would be 
unique in the annals of Medicaid history and would concentrate large 
financial, medical, and emotional costs on elderly and mentally retarded 
individuals (and their families if they exist). The state government's savings 
would be smaller on a net than a gross basis because of the loss of federal 
reimbursements. Moreover, in time, some fraction of these `savings' would 
undoubtedly resurface within Medicaid or in other income support and health 
care programs fully funded by the state. Unfortunately, the state does not 
have the information it needs to trace the links between various state and 
federal support programs and, thus, to make well-informed decisions."13 
 
 

Building the capacity to make careful and well-informed decisions will take time. 
Higher taxes may be needed temporarily to help buy that time. This is especially true 
during a recession, when many people lose jobs and health insurance coverage, and 
need the help that Medicaid was designed to provide. Medicaid cannot continue to 
function as a program whose budget is chopped just when the need is greatest. 

 
 



Loss of Care 
 

Recent increases in the average annual Medicaid caseload manifest the 
effects of the state's recession. 

 
The Massachusetts Law Reform Institute cites a prediction that the average 
Medicaid caseload in 1991 will be 314,000.14 The Massachusetts Department of 
Public Welfare (DPW) is already using a current average caseload figure of 
356,000.15 As the state's economy continues to weaken, DPW expects this number 
to rise to 450,000 in 1992 and to 505,000 in 1993. The DPW data show an increase 
in average caseload of 26.4 percent from 1991 to 1992 and a cumulative increase of 
41.9 percent from 1991 to 1993. (The increase in Medicaid cost would be 
substantially lower because new Medicaid patients would, on average, be less 
needful than the average current recipient.) 

 
 
Medicaid Caseloads, 1991-1993 
 

 year   Medicaid caseload  percent increase 
 
 1991   356,000 
 1992   450,000   26.4% 
 1993   505,000   12.2% 

 
 
 
Who Benefits? Who Suffers? Who Is Willing to Pay More? 

 
The proposed Medicaid cuts are so bad that the only way a legislator could think 
about voting for them is by refusing to grasp how many people will be hurt, and by 
believing-- against the evidence-- that cuts help the economy or the state's bond 
rating. 
 
Those who depend on Medicaid to pay for hospital or nursing home care, or for 
prescriptions, will suffer concentrated pain. The 5,700 workers statewide, in public 
and private sectors, who lose jobs if Medicaid is cut by $500 million will suffer 
concentrated pain. 
 
Who gains? The only real beneficiaries are those who avoid paying the small 
increases in taxes that would to avoid the $500 million in Medicaid cuts in the first 
place. 

 
To raise the $136 million in new state revenues, the sum necessary to avoid the 
$500 million in Medicaid cuts.l6 would cost us an average of $1.92 per person per 
month. If only the wealthier half of our people paid the tax, which seems fair, the 
monthly increase would double to $3.84 per person. 

 
Support for targeted, higher taxes to sustain the Medicaid program seems clear. 
According to the Massachusetts Medical Society's February 1991 survey of public 
opinion in the state, 62 percent of respondents agreed that state government should 



spend much more money or somewhat more money to provide access to health 
care. Fully 72 percent said they would support an increase in taxes to "ensure that all 
poor people have access to medical care."17 Yet many Massachusetts citizens with 
incomes below the poverty line are not eligible for Medicaid today, even before any 
proposed cuts take effect. 

 
The extraordinarily high health spending in Massachusetts is not a net economic 
asset. But cuts in Medicaid spending are dangerous because they most hurt the 
people who can least afford them, while doing nothing to check the steady increase 
in private health insurance-funded spending on non-Medicaid patients. Medicaid is 
only about one eighth of total health spending here. The only way to cut Medicaid 
spending that is both effective and fair is to get at the root of the problem, which is 
the high cost of health care in Massachusetts. 

 
 
 
We Spend Enough 

 
Health care should be the easiest problem to solve in Massachusetts. By both 
national and international standards, the $22 billionl8 we are spending on health care 
in 1991 is enough to serve all of us very well-- if we spend it better.19 Enough to keep 
open each needed hospital. Enough to slow cost increases and health insurance 
premium increases. Enough to sustain Medicaid services. (Everything else-- such as 
improving the environment, housing homeless people, or rebuilding roads and 
bridges-requires more money.) But because we are not spending our health care 
dollars well, we witness soaring costs, closing and financial distress of many needed 
hospitals, increases in the number of citizens without health insurance protection, 
proposals to slice Medicaid benefits and eligibility, and even demands that the 
Commonwealth renege on its promise of health care for all. 

 
 
 

A Double Standard 
 

At the same time that substantial Medicaid cuts are proposed, we learn that the $22 
billion in health spending is about 10 percent and $2 billion more than last year's 
total.  This increase is surprising during a recession, when so many state and local 
programs are being cut, and when businesses and workers find it especially hard to 
pay higher health insurance premiums. 

 
A double standard prevails. Private health insurance premiums are not very different 
from taxes (premiums are arguably worse than many taxes because they are so 
regressive), but they are allowed to grow steadily. Rising premiums propel 
Massachusetts health care costs into orbit, making care less affordable to the 
increasing numbers of people who are losing insurance coverage and to those of us 
who still pay. 

 
The rise in health spending in Massachusetts-- already 25 percent above the na-
tional average-- during this recession testifies to its powerful sources. Efforts to 
contain increases in Medicaid costs through more careful management can win 



some successes. More important will be interventions that attack the sources of high 
health costs that plague Massachusetts health care generally, and interventions that 
better respect the nature of the long-term care problem. 
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