Human Services

CHAPTER 6

ing major spending category in Minnesota, accounting for 34 percent of

overall spending growth between 1957 and 1992. In this chapter we focus
on large health and welfare programs, including means-tested health programs, in-
come maintenance programs, and social service programs. Unlike the Census
health and welfare category, we exclude energy assistance, air and water pollution
control spending, veterans programs, and spending by public hospitals and health
departments unlessit is financed by one of the three major means-tested health
programs (Medical Assistance, General Assistance Medical Care, and Minnesota-
Care). Inthis chapter, we refer to the collection of programs that we examine as
human service programs. Specifically, we address the following questions:

Q swe discussed in Chapter 2, health and welfare has been the fastest grow-

What have been the spending trendsfor human service programs?
What factorsexplain the growth in these programs?

How does spending in Minnesota compar e with human service
spending in other states?

What factorsexplain the differencesin per capita spending between
Minnesota and other states?

To analyze spending trends for Minnesota s programs, we used data from the Min-
nesota Department of Human Services. To make comparisons with other states,
we used various national data sources. For example, we obtained comparative
Medical Assistance spending data from the U.S. Health Care Financing Admini-
stration. We do not rely on Census data in this chapter because it does not break
down human service spending by program.

This chapter begins by examining trends for human service programs. Then, it fo-
cuses on trends for Medical Assistance, the largest human service program. Fi-
nally, it compares Minnesota s human service spending with the national average.
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HUMAN SERVICES SPENDING, 1995

In fiscal year 1995, Minnesota state and local governments spent $4.4 billion on
the human service programslisted in Figure 6.1. The largest portion of human
service spending was for medical servicesfor the needy. AsTable 6.1 and Figure
6.2 show, Medical Assistance was the largest program, accounting for 59 percent
of human services spending in 1995. Social service programs were the second
largest spending category (20 percent). Socia service programsinclude child
care, children’s services (such as child protection), mental health services, adult
services, and developmentally disabled services. Aid to Families with Dependent
Children (AFDC) was the third largest category (7 percent), followed by Admini-
stration (6 percent), General Assistance Medical Care (4 percent), Genera

Figure 6.1: Human Service Programs

Income Maintenance Programs

Aid to Families with Dependent Children (AFDC): A federal/state pro-
gram that provides cash assistance to low-income families with dependent
children and a single parent, an unemployed parent, or an incapacitated
parent.

General Assistance/Work Readiness: General assistance is a state pro-
gram that provides cash assistance to needy people who are unable to
work. It also funds certain group residential facilities, including battered
women shelters. Work Readiness is a state program that provides cash
assistance and employment services to needy people who are employ-
able.

Minnesota Supplemental Aid (MSA): A state program that provides
cash assistance to needy aged, blind, and disabled people. It also funds
group residential housing for eligible MSA recipients.

Health Programs

Medical Assistance: A federal/state program that provides medical serv-
ices to needy elderly, blind, and disabled people, pregnant women and
children, and adults from AFDC-type families.

General Assistance Medical Care (GAMC): A state program that pro-
vides medical services to needy people who are not eligible for Medical As-
sistance.

Minnesota Care: A state program that subsidizes medical care for low-in-
come people who do not qualify for Medical Assistance or GAMC.

Social Service Programs

Social service programs include (1) children’s services such as adoption
and child protection activities, (2) child care, (3) chemical dependency
services, (4) mental health services, (5) services for the developmentally
disabled, and (6) other adult services. These programs are funded by fed-
eral, state, and county governments. Social services funded by Medical
Assistance are included with Medical Assistance expenditures rather than
social service expenditures.
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Table 6.1: Minnesota Human Service Expenditures by
Program, 1995

Expenditures

(in Millions) Per Capita Percent

Medical Assistance $2,588 $561 59%
Social Services 859 186 20
AFDC! 312 68 7
General Assistance/Work Readiness 65 14 1
General Assistance Medical Care 158 34 4
Minnesota Supplemental Aid 55 12 1
Minnesota Care 43 9 1
Child Support Enforcement 49 11 1
Administration

Medical Assistance 151 33 3

AFDC 73 16 2

General Assistance/GAMC 15 3 <1

Minnesota Supplemental Aid _5 1 <1

Subtotal 244 53 6
Total $4,373 $948 100%
Notes:

(1) All expenditures are for state fiscal year 1995 except social service expenditures, which  are pre-
liminary estimates for calendar year 1994.

(2) Figures for AFDC and General Assistance include expenditures for cases transferred to the
Minnesota Family Investment Program.

(3) Figures for General Assistance and Minnesota Supplemental Aid include expenditures for
cases transferred to the Group Residential Housing Program.

(4) Social services funded by Medical Assistance are included with Medical Assistance and not
with Social Services.

Source: Minnesota Department of Human Services.

'aAFDC expenditures include Emergency Assistance expenditures. They are net of AFDC childs  upport
collections.

Figure 6.2: Human Service Spending, Minnesota,
1995

Administration (6%)

General Assistance/Work Readiness (2%
Social Services (20%)

MinnesotaCare (1%)

edical Assistance (59%)

Source: Minnesota Department of Human Services.
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Assistance/ Work Readiness (2 percent), Minnesota Supplemental Aid (1 percent),
Child Support Enforcement (1 percent), and MinnesotaCare (1 percent).

The federal government funds a significant share of human service spending. In
fiscal year 1995, it funded about 54 percent of spending under the Medical Assis-
tance and AFDC programs. The federal government did not help fund General As-
sistance, General Assistance Medical Care, Minnesota Supplemental Aid, or
MinnesotaCare.

HUMAN SERVICE SPENDING TRENDS

Comparable expenditure data were not available for social services prior to 1979
nor for program administration prior to 1981. Asaresult of these datalimitations,
our analysis of human service programs focuses on the 1980-95 time period.
Later in this chapter, we discuss some of the earlier trends for Medical Assistance.

Overall, human service spending increased from $1.0 billion in fiscal year 1980 to
$4.4 hillion in 1995, more than afour-fold increase. Per capita, it grew from $270
to $948. After adjusting for inflation, human service spending grew by 95 per-
cent, or 4.6 percent per year. Tables 6.2 and 6.3 show that spending for al of the

Table 6.2: Minnesota Human Service Expenditures per Capita (in
Constant 1995 Dollars), 1967-95

Year 1967 1970 1975 1980 1985 1990 1995
Medical Assistance $ 95 $121 $186 $262 $333 $371 $561
Social Services N/A N/A N/A 80 102 139 186
AFDC? 43 67 92 82 90 80 68
General Assistance Medical Care 0 0 0 19 19 28 34
General Assistance/Work Readiness 8 9 11 9 26 19 14
Minnesota Supplemental Aid 0 0 4 5 6 11 12
Minnesota Care 0 0 0 0 0 1 9
Child Support Enforcement? N/A N/A N/A 5 6 8 11
Administration N/A N/A N/A 24 26 36 53
Total* $146 $196 $293 $485 $607 $693 $948
Notes:

(1) All expenditures are for state fiscal years except that social service expenditures are fo r calendar years ending in the same state

fiscal year.

(2) Figures for AFDC and General Assistance include expenditures for cases transferred to the M innesota Family Investment

Program.

(3) Figures for General Assistance and Minnesota Supplemental Aid include expenditures for  cases transferred to the Group Residen-

tial Housing Program.

Source: Minnesota Department of Human Services.

'aAFDC expenditures include Emergency Assistance expenditures, they are net of AFDC child su  pport collections.

21980 child support enforcement expenditures are estimates based on 1983 expenditures. We  assumed that they increased at the rate of

inflation between 1980 and 1983.

%Includes administrative expenditures for Medical Assistance, AFDC, GAMC, General Assist ance, Work Readiness, and Minnesota Supple -
mental Aid. 1980 administrative expenditures are estimates based on 1981 expenditures  (except AFDC administrative expenditures,
which are based on 1982 expenditures).

“Total expenditures are low for earlier years because expenditure data were not available f or all programs.
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Table 6.3: Percent Change in Human Service
Expenditures per Capita (in Constant Dollars) by
Program, Minnesota, 1980-95

Percent Percent

1980 1995 Change of Growth

Medical Assistance $262 $561 114% 65%
Social Services 80 186 133 23
AFDC! 82 68 17 -3
General Assistance/Work Readiness 9 14 65 1
General Assistance Medical Care 19 34 82 3
Minnesota Supplemental Aid 5 12 163 2
Minnesota Care 0 9 2
Child Support Enforcement? 5 11 101 1
Administration®

Medical Assistance 10 33 217 5

AFDC 9 16 74 1

General Assistance/GAMC 4 3 -19 -0

Minnesota Supplemental Aid 1 1 21 0

Subtotal 24 53 118 6
Total $485 $948 95% 100%

Notes:
(1) Expenditures are adjusted for inflation based on the PGSL.

(2) Figures for AFDC and General Assistance include expenditures for cases transferred to the
Minnesota Family Investment Program.

(3) Figures for General Assistance and Minnesota Supplemental Aid include expenditures for
cases transferred to the Group Residential Housing Program.

Source: Minnesota Department of Human Services.

'aAFDC expenditures include Emergency Assistance expenditures. They are net of AFDC childs  upport
collections.

21980 child support enforcement expenditures are estimates based on 1983 expenditures. We  as-
sumed that they increased at the rate of inflation between 1980 and 1983.

21980 administration expenditures are estimates based on 1981 expenditures (except AFDC a  dminis-
trative expenditures, which are based on 1982 expenditures).

human service program categories, except AFDC, grew much faster than inflation.
Between 1980 and 1995, eight of the nine program categories grew by at least 65
percent, after adjusting for inflation. Medical Assistance, the largest human serv-
ice program, grew by 114 percent, or an annual increase of 5.2 percent. The fast-
est growing program was Minnesota Supplementa Aid, which grew by 6.7
percent per year. AFDC declined by 17 percent, or an annual decrease of 1.2 per-
cent. Table 6.3 also shows that:

M edical Assistance explained 70 percent of the growth in human
service spending between 1980 and 1995.

Thisincludes 65 percent from payments to health providers and 5 percent from ad-
ministrative expenditures. Medical assistance explained most of the growth in hu-
man service spending because of its size and its faster than average growth.
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Social services explained 23 percent. No other program explained more than 3 per-
cent of the growth.

We analyzed whether the growth in spending was due to increases in enrolIment
or payments per beneficiary for five major human service programs. Medical As-
sistance, AFDC, General Assistance, General Assistance Medical Care (GAMC),
and Minnesota Supplemental Aid (MSA). Since aprogram’s new enrollees may
be different than those already enrolled, estimated impacts of enrollment growth
on spending may not be precise. Nevertheless, it isuseful to examine changesin
enrollment and average expenditures per recipient. Overall, we found that enroll-
ment growth appears to explain most of the growth in human service spending be-
tween 1980 and 1995, though increases in average cost was also a significant
factor for some programs, particularly Medical Assistance. Table 6.4 shows that
each of the five programs had strong enrollment growth between 1980 and 1995.
The proportion of the population receiving General Assistance or Minnesota Sup-
plemental Aid more than doubled between 1980 and 1995. Medical Assistance en-
rollment grew from 50 enrollees per 1,000 population to 92, an increase of 82
percent. Enrollmentin GAMC and AFDC increased by 41 and 22 percent,
respectively.

Table 6.4: Trends in Recipients and Cost per Recipient by Program,
Minnesota, 1980-95

Recipients
Per 1,000 Population Cost Per Recipient
Percent Percent
1980 1995 Change 1980 1995 Change
Medical Assistance 50.3 91.8 82% $5,205 $6,107 17%
AFDC 32.3 394 22 2,477 1,718 -31
General Assistance/Work Readiness 4.7 11.1 136 3,971 3,070 -23
General Assistance Medical Care 3.2 4.5 41 2,694 3,300 22
Minnesota Supplemental Aid 2.6 5.8 123 1,728 1,915 11

Source: Minnesota Department of Human Services.

Increasesin
aver age costs
per enrollee
explain some of
thegrowth in
M edical
Assistance
spending.

For Medical Assistance, most of the enrollment growth was by families and chil-
dren, who cost much less on average than aged and disabled recipients. Asare-
sult, average cost per recipient grew much faster within each eligibility category
than it did overall. We estimate that about 41 percent of the growth in Medical As-
sistance spending can be attributed to increasesin average cost per enrollee. We
examine trends for Medical Assistance in more detail below.

The average cost per recipient for MSA and GAMC grew by 11 and 22 percent, re-
spectively. For two programs (AFDC and Genera Assistance), average benefits
have not increased asfast asinflation. The average AFDC benefit per recipient de-
clined by 31 percent, while the number of AFDC recipients grew by 22 percent.
Asaresult, inflation-adjusted AFDC expenditures per capitadeclined by 17 per-
cent. The average benefit per recipient under the General Assistance/Work Readi-
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ness program declined by 23 percent, but this was more than offset by its enroll-
ment growth of 136 percent.

MEDICAL ASS STANCE

In 1993, about 388,000 Minnesotans were enrolled in Medical Assistance, of
whom 77 percent were low-income families or children, 12 percent were blind or
disabled, and 11 percent were aged. The average cost varies greatly among these
groups. On average, Minnesota spent $19,500 per aged enrollee, $17,800 per
blind or disabled enrolleeg,

and $1,800 per family or : :

average cogt per recipient Assistance I_Expenditures by Eligibility
varies, spending is not pro- Category, Minnesota, FY 1993

portional to the number of 80%

reci pl ents. Whilelow-in- ‘ Il Expenditures[_] Enrollees ‘

come families and children e I S
make up 77 percent of en-

rollees, they account for el
only 24 percent of the cost.

AsFigure 6.3 shows, Minne- || 500
sota spends most of its

Medical Assistancedollars 0% L

on the aged, blind, and dis- Aged " Blind & Disabled Families & Children -
abled. Source: Minnesota Department of Human Services.

Table 6.5 shows how Minnesota's Medical Assistance spending is distributed by
type of service. In 1995, long-term care accounted for 57 percent of Medical As-
sistance spending and acute care made up 43 percent. Minnesota spent $1.46 bil-
lion on long-term care, including $1.13 billion for ingtitutional facilities (including
nursing homes, intermediate care facilities for the mentally retarded, and state resi-
dential facilities), and $0.34 billion for alternativesto ingtitutional care (including
home care and waivered services). Minnesota spent $1.12 billion on acute care
services, including $0.27 billion on health maintenance organizations.

M edical Assstance Spending Trends

A variety of factors affect spending trends for Medical Assistance. First, federal
and state governments have made numerous changesin eligibility criteria that
have increased enrollment in Medical Assistance. For example, the program ex-
panded eligibility for pregnant women and children who are not AFDC recipients
during the late 1980s and early 1990s. Generally, Minnesota chose to expand cov-
erage whenever the federal government gave states the option to do so. Sub-
sequently, the federal government made some of these optional changes
mandatory. Asaresult, under current law, states can not go back to the eligibility
criteriathat existed in the 1970s. In addition, the federal government has changed
eligibility criteriafor the disabled under the federal Supplemental Security Income
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Table 6.5: Medical Assistance Expenditures by Type
of Service, Minnesota, FY1995

Expenditures Percent
(in Millions) Share
Long-Term Care
Nursing Homes $819 32%
ICF-MR Facilities 285 11
State Facility MI/CD 22 1
Nursing Home Waivers 23 1
ICF-MR Waivers 171 7
Home Care (Nursing and Home Health) 143 6
Subtotal 1,463 57
Acute Care
Health Maintenance Organizations 268 10
Fee For Service Providers 857 33
Subtotal 1,125 43
Total $2,588 100%

Source: Minnesota Department of Human Services.

(SSI) program. These changes affect Medical Assistance because many people
qualify for Medical Assistance based on SS| dligibility.

Second, demographic changes affect the need for Medical Assistance services.
For example, the number of Minnesota residents aged 65 and over grew by 14.1
percent between 1980 and 1990, nearly twice as fast as the growth for the general
population (7.3 percent). Furthermore, the population aged 85 or older grew by
33 percent, much more than other age categories. The number of AFDC recipi-
ents, who are automatically eligible for Medical Assistance, increased by 40 per-
cent between 1980 and 1995.

Third, according to some health care analysts, rapid change in medical technology
and United States policies that encourage its diffusion explains much of the in-
crease in health care costs. Fourth, medical inflation exceeded the rate of infla-
tion for state and local governments, placing pressure on medical assistance rates.
For example, between 1980 and 1995, medical costs (as measured by the medical
component of the consumer price index) increased by 204 percent, considerably
more than the rate of inflation for state and local governments (89 percent). While
Medical Assistance reimbursement rates are regulated by the state, some analysts
contend that lowering the reimbursement rates leads to greater utilization of medi-
cal services or shifts to more expensive forms of care.? Find ly, the state has at-
tempted to control long-term care expenditures by imposing moratoria on nursing

1 U.S. Congressiona Budget Office Rising Health Care Costs: Causes, Implications, and Srate-
gies, (Washington: 1991). p 24-26.

2 U.S. Congressional Budget Office,Rising Health Care Costs: Causes, Implications, and Strate-
gies, (Washington: 1991), p.21, 41-42. Analysts cite evidence that reductionsin Medicare's pries
led to increased utilization, offsetting some of the savings. They argue that since consunTs typi-
caly do not pay for Medicare services, much of the increased utilization is due to actions byphysi-
cians.
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homes and intermediate care facilities for the mentally retarded (ICF-MR), down-
sizing state hospitals, and by promoting home and community based alternatives
to institutionalized care.

In this section, we examine trends in expenditures and enrollment by eligibility
category (aged, blind and disabled, and low-income families and children) and
type of service (long-term care and acute care). The factors driving growth in
Medical Assistance spending vary among these categories.

Growth by Eligibility Category

Table 6.6 and Figure 6.4
show that Medical Assis-
tance spending per capita
has grown considerably in
each of the three eligibility
categoriessince 1975. The
fastest growing spending
category wasthe blind and
disabled category, which

Figure 6.4: Medical Assistance
Expenditures per Capita (in Constant
1995 Dollars) by Eligibility Category,
Minnesota, 1975-93
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tween 1975 and 1993. $80

Spending on low-income Families & Children
families and children grew $40

by almost the samerate

(192 percent) Th% Catego_ S;(::975 19;8 lggl 19184 19187 19;0 1993
ries explai ned 39 and 26 per- || Source: Minnesota Department of Human Services.
cent of the per capita

spending growth, respectively. The aged isthe largest spending category, but
grew at adower rate (128 percent). It accounted for 35 percent of Medical Assis-
tance' s spending growth between 1975 and 1993.

Within each eligibility category, we analyzed how much of the growth was dueto
enrollment changes and how much was due to changesin average cost per

Table 6.6: Growth in Medical Assistance Expenditures
per Capita by Eligibility Category, 1975-93

Expenditures Per Capita (in Constant FY1995 Dollars)

Percent Percent of
Eligibility Category 1975 1993 Change Growth
Aged $83 $190 128% 35%
Blind and Disabled 62 182 195 39
Families and Children 41 119 192 26
Total $186 $491 164% 100%

Source: Department of Human Services.
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recipient. Since each program’s new enrollees may have different medical needs
than those already enrolled, we cannot precisely calculate how many additional
dollars were spent because of the enrollment growth. Nevertheless, enrollment
growth rates indicate the general magnitude of the effect on spending. AsTable
6.7 shows,

Enrollment growth was a significant factor driving theincreasesin
M edical Assistance spending for the blind and disabled and families
and children, but not for the aged.

Table 6.7: Growth in Medical Assistance Enrollment
and Inflation-Adjusted Expenditures by Eligibility
Category, 1975-93

Average Annual Growth Rates
1975-85 1985-89 1989-93 1975-93

Aged
Expenditures per Enrollee 6.0% 0.3% 7.0% 4.9%
Enrollment per Capita -0.5 -3.1 3.3 -0.2
Expenditures per Capita 55 -2.7 10.5 4.7
Blind and Disabled
Expenditures per Enrollee 4.8 -0.2 0.2 2.6
Enrollment per Capita 2.8 3.1 5.7 35
Expenditures per Capita 7.7 2.9 5.9 6.2
Families and Children
Expenditures per Enrollee 2.6 2.3 4.8 3.0
Enrollment per Capita 1.6 2.3 7.5 3.0
Expenditures per Capita 4.2 4.7 12.7 6.1

Source: Minnesota Department of Human Services.

Between 1975 and 1993, as a fraction of the state’s population, enrollment in the
disabled category grew by an average of 3.5 percent per year and enrollment of
families and children increased by 3.0 percent per year. However, enrollment in
the aged category declined by 0.2 percent per year. Figures6.5 and 6.6 illustrate
the growth in enrollment between 1975 and 1993.

Figure 6.5: Medical Assistance Figure 6.6: Medical Assistance Aged
Enrollees per 1,000 Population by and Disabled Enrollees per 1,000
Eligibility Category, Minnesota, Population, Minnesota, 1975-93
1975-93
70 12
60 Faines & Children ° w
50 s Aged
40
6
30 Blind & Disabled
4
20 Aged Blipd & Disabled )
10 i
Olg75 1978 1981 1984 1987 1990 1993 T T T T R T e
Source: Minnesota Department of Human Services. Source: Minnesota Department of Human Services.
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Asafraction of the general population, Medical Assistance enrollment of families
and children did not grow between 1975 and 1983, but grew by 71 percent be-
tween 1983 and 1993. The enrollment of families and children grew rapidly after
1983 because the number of AFDC recipientsincreased and because the federal
and state governments broadened eligibility for low-income families and children.
Approximately 35 percent of this enrollment growth was due to the growth in
AFDC casdload. The remainder is due primarily to changesin eligibility. The
number of non-AFDC families and children enrolled in Medical Assistance grew
by 626 percent between 1983 and 1993. The percentage of children in Minnesota
who are in families below the poverty level went from 10.2 percent in 1979 to
12.4 percent in 1989, an increase of 22 percent. This suggests that demographic
factors explain some of the enrollment growth of non-AFDC families and chil-
dren, but their effect is small relative to the effect of changesin eligibility criteria.
Previoudy, eligibility was restricted to AFDC-type families (familieswith ade-
pendent child and a parent who is single, unemployed, or incapacitated). During
the late 1980s and early 1990s, the federal and state governments extended cover-
age by loosening restrictions on the type of family eligible for Medical Assistance
and by raising income limits. For example, pregnant women and children may
now qualify based on income and assets regardless of their families’ structure. On
July 1, 1988, Minnesota raised the income limits for pregnant women and children
age one or under from 133 percent to 185 percent of the federal poverty level.

Officials from the Department of Human Services cited several reasons for the
large enrollment increase for the blind and disabled category. First, many disabled
people qualified for Medical Assistance because the federal government changed
the eligibility criteriafor disabled under the federal SSI program. Second, dis-
abled people may be more willing to participate in Medical Assistance. In addi-
tion, medical improvements allow disabled peopleto live longer. Finally, there
has been an increase in certain diseases such as AIDS.

The average cost per enrolleeincreased faster than inflation for each
eligibility group, particularly for the aged.

After adjusting for inflation,

the average cost per enrollee Figure 6.7: Medical Assistance

Expenditures per Enrollee by

Increased between 1975 and | 2 inility Category (in Constant 1995
1993 at average annual rates Dollars). Minnesota. 1975-93
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Growth by Type of Service

Figure 6.8 showsthe trendsin Medical Assistance spending for long-term care
and acute care. 1n 1973, Minnesota spent about the same amount on long-term
and acute care under the Medical Assistance program. But thereafter, long-term

care and acute-care expen-
ditures followed different
spending trends. Long-
term care expenditures in-
creased by 8.6 percent per
year from 1973 to 1985,

declined by 1.4 percent $300 //

per year between 1985 250

and 1989, and increased /\/
by 6.6 percent per year be- o L°“g"e”"?e/
tween 1989 and 1995. In $150 /

$100

$50

Figure 6.8: Medical Assistance
Expenditures per Capita by Type of
Service (in Constant 1995 Dollars),
Minnesota, 1973-95
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Source: Minnesota Department of Human Services.

expenditures grew by 2.3

percent per year between 1973 and 1985, much dower than long-term care’s
growth rate (8.6 percent). But between 1985 and 1995, acute care grew by 9.0 per-
cent per year, much faster than long-term care (3.3 percent per year).

Prior to 1985, long-term care expenditures rose rapidly because the average cost
increased considerably faster than inflation and the number of Medical Assistance
recipientsliving in institutional facilities increased faster than the general popula-
tion. AsTable 6.8 shows, constant-dollar institutional expenditures per recipient
increased by 6.2 percent per year between 1975 and 1985 and institutionalized re-
cipients per capitaincreased by 1.0 percent per year.

Long-term care expenditures under Medical Assistance declined between 1985
and 1989 for several reasons. First, moratoria on the construction of additional
nursing homes and ICF-MR facilities restricted the supply of institutional facili-
ties, the most expensive form of care. The 1983 L egid ature enacted a moratorium
on the certification of additional nursing home beds for Medical Assistance reim-
bursement. The 1985 L egidature extended the moratorium to all nursing home
beds regardless of whether they were certified for Medical Assistance reimburse-
ment. The 1983 L egidature also established a moratorium for the licensure of ad-
ditional ICF-MR beds and established a cap on the number of ICF-MR beds that
could be reimbursed by Medical Assistance.

Second, increases in the number of nursing home residents reimbursed through

M edicare reduced the number of nursing home residents financed by Medical As-
sistance. Thisreduced the direct cost of nursing homes to Minnesota because the
federal government finances all of Medicare, but only 54 percent of Medical Assis-
tance. AsFigure 6.9 shows, the percent of nursing home residents financed by
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Table 6.8: Growth in Institutional Medical Assistance
Inflation-Adjusted Expenditures by Eligibility
Category, 1975-93

Average Annual Growth Rates
1975-85 1985-89 1989-93 1975-93

Aged
Expenditures per Recipient 5.1% 1.2% 4.8% 4.2%
Recipients per Capita 1.6 -4.2 4.5 0.9
Expenditures per Capita 6.9 -3.1 9.5 51
Blind and Disabled
Expenditures per Recipient 7.3 2.4 5.3 5.8
Recipients per Capita 15 -6.2 -5.4 -1.8
Expenditures per Capita 8.9 -3.9 -0.3 3.9
Total Institutional
Expenditures per Recipient 6.2 14 3.6 4.5
Recipients per Capita 1.0 -4.8 1.8 -0.2
Expenditures per Capita 7.3 -3.5 55 4.4

Source: Minnesota Department of Human Services.

Medicare increased from 0.4 percent to 7.1 percent between 1985 and 1989. Dur-
ing the same time period, the share of nursing home days of care reimbursed by
Medical Assistance declined from 64.6 to 58.7 percent. The share financed by pri-
vate-pay residents declined from 35.0 to 34.3 percent.

Finally, the average rates charged by ingtitutional facilities increased much slower
during the late 1980s than they did previoudly. Table 6.8 showsthat the average

cost per Medical Assis-
Figure 6.9: Source of Payment for tance recipient increased
Minnesota Nursing Home Residents, by only 1.4 percent per
1985-94 year between 1985 and
1989, considerably lower
7o% than the 6.2 percent annual
o0% Medical Assistance grOWth rate between 1975
o0% Private and 1985.
40%
30% After 1989, long-term care
20% expenditures again grew
10% Medicare much faster than inflation.
0% e One reason that long-term
1984 1986 1988 1990 1992 1994 care expenditures grew rap-
Source: Minnesota Department of Human Services. idly after 1989 isthat the

average cost per institu-
tional recipient (in constant
dollars) grew by 3.6 percent per year between 1989 and 1993. The average cost
increased faster than inflation in part because residents living in long-term care fa-
cilitieswere using more services. For example, according to Department of Hu-
man Services data, the average number of nursing hours has increased from 2.58
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hours per resident day in 1989 to 2.92 hoursin 1993. The reason for this may be
that as the state restricts nursing home care to those who need it most, the level of
care required by those who remain is greater than before. Trendsin nursing home
resident assessments made under the state’ s rate-setting system suggest that resi-
dents’ needsare increasing. This may be due to the rapid growth in the number of
individuals who are age 85 or older.

Another reason that Medical Assistance long-term care expendituresincreased is
that fewer nursing home residents are paying for their own care. The percentage
of private-paying residents declined from 34.3 percent in 1989 to 27.7 percent in
1994. During the same time period, the percentage of residents covered by Medi-
care declined from 7.1 to 5.8 percent. Asaresult, the percentage reimbursed by
Medical Assistanceincreased from 58.7 to 66.6 percent. Thus, even though the
moratoria continued to restrict the supply of long-term care beds, the number of
Medical Assistance recipients living in nursing homes increased.

Finally, long-term care expenditures increased because of the rapid risein the ex-
penditures for alternativesto institutional care under federally approved waiver
programs. Table 6.9 showsthat expenditures for long-term care alternativesin-
creased more than three-fold between 1989 and 1995 (from $22 to $73 per capita).
While long-term care adternatives are less expensive than ingtitutional care, overal
long-term care expenditures increased because the overall number of peoplere-
ceiving long-term care services increased during the 1990s. While the number of
nursing home residents remained stable (though the percent covered by Medical
Assistance has changed), the number receiving alternative care (through Medical
Assistance’ s elderly waiver or the state aternative care program) increased by
about 5,200, about 20 percent of the number of elderly nursing home residents
covered by Medical Assistance.

Table 6.9: Medical Assistance Long-Term-Care
Expenditures per Capita (in Constant FY1995 Dollars),

1973-95
1973 1980 1985 1989 1995

Long-Term-Care Facilities

Nursing Homes $83 $121 $148 $126 $177
ICF-MR N/A 50 73 65 62
State Facility MI/CD 2 5 4 4 5
Subtotal 85 176 224 195 244
Long-Term-Care Alternatives

Nursing Home Waivers N/A N/A 1 2 5
ICF-MR Waivers N/A N/A 0 13 37
Home Care (Nursing and

Home Health) 1 2 4 7 31
Subtotal 1 2 5 22 73
Total Long-Term Care $85 $178 $229 $217 $317

Source: Minnesota Department of Human Services.
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The number of developmentally disabled individuals served by ingtitutional facili-
tiesunder Medical Assistance declined by about 1,200 between 1990 and 1995,
but the number served by lessintensive care (under waivers for developmentally
disabled people) increased by about 2,300 during the same time period. Thus, the
overall number of developmentally disabled persons receiving long-term care serv-
icesincreased by about 1,100, an increase of 14 percent. Since the average cost of
community-based care for people with developmental disabilities was $41,600 per
person, compared with $68,600 for institutionalized care, the growth in total recipi-
ents appears to more than offset the savings due to placing peoplein less restric-
tive setti ngs.3 The growth in waivered servicesfor persons with developmental
disabilitiesis managed by the Minnesota Department of Human Services. Depart-
ment officials expect growth to continue since there are waiting lists for these
waivered services.

NATIONAL COMPARISONS

Aswe showed in Chapter 2, the Census dataindicate that, in 1992, Minnesota' s
state and local governments spent nearly 30 percent more per capita on health and
welfare than the national average of state and local governments. In fact, Minne-
sota’ s health and welfare spending has been consistently higher than the national
average by at least 20 percent since 1975. In this section, we examine how Minne-
sota' s spending compares with the national average for Medical Assistance and
AFDC. Comparative spending data are not available for other human service pro-
grams.

Federal government data indicate that in federal fiscal year 1993, Minnesota spent
about 3 percent less per capita than the national average on Medical Assistance
and about 4 percent lesson AFDC. Since Minnesota’' s overall spending per capita
for Medical Assistance and AFDC were close to the national average, the differ-
ence between Minnesota and other states must be due to other programs such as
social services, general assistance, energy assistance, health programs, and supple-
mental benefits for the aged, blind, and disabled. However, because of the lack of
comparative expenditure data for these programs, we cannot determine how much
of the difference between Minnesota and the national average is explained by each
program.

M edical Assstance

We compared Minnesota' s Medical Assistance spending with the national average
based on data from the Health Care Financing Administration for the federal fiscal
year ending September 30, 1993. While Minnesota' s overall Medical Assistance
spending per capitais close to the national average, there are a number of impor-
tant differences between Minnesota’ s and the nation’s Medical Assistance spend-
ing. One difference isthat Minnesota makes much less disproportionate share

3 Theaverage cost per recipient of waivered services for the developmentally disabled idades
about $2,000 in additional costs under Minnesota Supplemental Aid and $39,600 in Medical Asss-
tance costs. These figures do not include additional costs under the federal SSI program.
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hospital (DSH) payments per capita than the rest of the nation. Since most of
these payments are not compensation for serving Medical Assistance recipients, it
is useful to make national comparisons disregarding most of these payments.

DSH payments were originally designed to compensate hospitals for losses due to
treating a disproportionately large percentage of Medical Assistance patients.
However, DSH payments became controversia after states grestly increased DSH
payments from less than $1 billion in 1989 to about $17 billion in 1992, or onein
every seven Medical Assistance dollars. A study of DSH payments found that
they were not used primarily to help hospitals care for the poor, but rather "asa
strategy to increase federal paymentsto States"* The study found that only one
sixth of DSH payments was used to increase compensation for hospitals that
treated Medical Assistance recipients, suggesting that most DSH payments should
be disregarded when making spending comparisons. While Minnesota s M edical
Assistance spending per capitais close to the national average, it would be 10 per-
cent higher than average if al disproportionate share payments were disregarded.
If one sixth of DSH payments were included (based on the study’ s results), Minne-
sota’ s spending would have been about 8 percent higher than the national average.
The comparisons by dligibility category presented in this section do not include
DSH payments because national data does not break down DSH payments by €li-
gibility category. The study’sresults suggest that disregarding DSH payments un-
derestimates overall national spending on Medical Assistance enrollees by about 2
percent.

Another difference between Minnesota and the nation is that for each eligibility
category, Minnesota had fewer enrollees per capita than the national average. Ta
ble 6.10 shows that Minnesota had 18 percent fewer enrollees per capita than the
national average for both the aged and families and children. It had 38 percent
fewer blind and disabled enrollees per capitathan average. Poverty statistics sug-
gest that Minnesota would be expected to have fewer enrolleesin a means tested
program such as Medical Assistance. The 1990 Census found that 10.2 percent of
persons and 7.3 percent of familiesin Minnesota were below the poverty level,
compared with 13.1 percent of persons and 10.0 percent of familiesin the nation.

Minnesota' s Medical Assistance spending per capita (disregarding DSH pay-
ments) exceeded the national average even though it had fewer enrollees. The rea-
son isthat:

Minnesota spent more per Medical Assistancerecipient than the
national averagefor all threemajor digibility categories, particularly
for the aged and disabled categories.

4 Ku, Leighton and Teresa A. Coughlin, "Medicaid Disproportionate Share and Other Special Fi
nancing Programs’, Health Care Financing Review, Spring 1995 (Vol. 16, No. 3). Severa states
made large DSH payments to hospitals at the same time they taxed hospitals or obtained transf pay-
ments from state hospitals. The federal government paid their normal Medical Assistance nehing
rate for the DSH payments, but did not receive any of the revenue obtained from the hospitalsAs a
result, states and hospitals gained at the expense of the federal government. The study fouththat
only about one sixth of DSH payments actually were used to increase compensation for hospits.
About half was used to compensate providers who were taxed or made contributions, and one thik
was used to help states balance their budgets.
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Table 6.10: Medical Assistance Enrollees and
Expenditures by Eligibility Category, Minnesota vs. the
United States, 1993

United Percent
Minnesota States Difference

Enrollees per 1,000 Population

Aged 13 15 -18%

Blind and Disabled 13 21 -38

Families and Children 93 114 -18
Cost per Enrollee

Aged $14,223 $8,656 64

Blind and Disabled 12,481 7,273 72

Families and Children 1,384 1,211 14
Cost per Capita

Aged $178 $132 35

Blind and Disabled 165 154 7

Families and Children 129 138 -6

Note: HCFA data does not break down Medical Assistance HMO and Health Insurance payments by
eligibility category. We allocated HMO payments and health insurance payments for Minnes ota and
the United States based on the distribution of payments in Minnesota. The data excludes Disp  ropor-
tionate Share Payments.

Source: U. S. Health Care Financing Administration (HCFA), Medicaid Statistics, Program and Finan-
cial Statistics, Fiscal Year 1993.

Minnesota’ s average payment was 64 percent higher for aged enrollees, 72 percent
higher for blind and disabled enrollees, and 14 percent higher for families and chil-
dren than the national average. Compared with national Medical Assistance
spending per capitain 1993, Minnesota spent 35 percent more on the aged, 7 per-
cent more on the blind and disabled, and 6 percent less on families and children.

Table 6.11 summarizes how Minnesota compares with the nation for long-term
care and acute care spending under the Medical Assistance program.

Table 6.11: Medical Assistance Expenditures per
Capita by Type of Service, Minnesota vs. the United
States, 1993

United Percent
Minnesota States Difference
Acute Care $185 $260 -29%
Long-Term Care
Institutional 227 137 66
Home and Community 53 26 103
Subtotal 281 164 71
Total $466 $423 10%

Note: Figures do not include Disproportionate Share Payments. These payments are made (in  addi-
tion to normal fee for service payments) to hospitals that serve a disproportionate share o f Medical As -
sistance recipients.

Source: U. S. Health Care Financing Administration, Medicaid Statistics.
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In 1993, Minnesota spent 29 percent less per capita than the national
average on acute care, but 71 percent morethan average on long-term
care.

Minnesota spent substantially more on institutional care (66 percent more per cap-
ita) and home and community alternatives to institutional care (103 percent). Min-
nesota spent more on ingtitutional care because a higher percentage of its
population live in institutional facilities and because it paid higher facility rates.
As Table 6.12 shows,

Theprimary reason that Minnesota’slong-term care expendituresare
higher than the national averageisthat the proportion of Minnesota’'s
population receiving M edical Assistancein nursing homesand

ICF-MR facilitiesis 48 per cent higher than the national average.

Table 6.12: Medical Assistance Institutional
Long-Term-Care Costs, Minnesota vs. the United
States, 1993

United Percent
Minnesota States Difference

Days of Care per Capita

Nursing Homes 2.35 1.64 43%

ICF/MR Facilities 0.32 0.17 85

Total 2.67 181 48
Cost per Day

Nursing Homes $70 $62 13

ICF/MR Facilities 198 207 -4

Total $85 $76 13
Payments per Capita

Nursing Homes $164 $101 62

ICF/MR Facilities 64 36 77

Total $228 $137 66%

Source: U. S. Health Care Financing Administration, Medicaid Statistics.

Minnesota' s Medical Assistance program pays for 43 percent more days of carein
nursing homes per capita and 85 percent more days of care in ICF-MR facilities
than other states. Minnesota s average facility rates per day of care were 13 per-
cent higher in nursing homes and 4 percent lower in ICF-MR facilities.

It is not clear why Minnesota serves proportionately so many more than average.
There is evidence that Minnesota has a much greater supply of nursing home beds
than the rest of the nation, but it is not clear that we have a much greater need for
institutional services. In 1992, Minnesota had about 51 percent more licensed
nursing home beds per 1000 persons 65 and over than the nation. Neighboring
states (including Wisconsin, lowa, South Dakota, and North Dakota) aso have be-
tween 40 and 54 percent more beds than the national average.5

5 Richard DuNah, Jr., et. a.,Variations and Trends in Licensed Nursing Home Capacity in the
Sates, 1978 through 1992 (University of California, San Francisco: 1993).
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One reason that a higher percentage of Minnesota' s residents live in nursing
homes under Medical Assistanceisthat Minnesota' s senior citizens are older, on
average, than in other states. In 1990, the percentage of Minnesota s population
that was 65 or older was about the same as the national average, but the percent-
age 85 or older was about 28 percent higher in Minnesota. We estimate that the
percentage of Minnesota s residents who live in nursing homesin 1990 would
have been about 14 percent higher than the national average if within each age
category, the nation had the same percentage living in nursing homes as was the
casein Minnesota. Thus, we estimate that differences in age distribution explain
about athird of the difference in nursing home utilization between Minnesota and
the nation.

AFDC

Aid to Families with Dependent Children is Minnesota’ s largest income-mainte-
nance program. In 1993, Minnesota spent $85 per capitaon AFDC, four percent
lessthan the national average. As Table 6.13 shows, Minnesota paid benefits that
were 34 percent higher per case than the national average, but had 27 percent
fewer cases per capita. Higher child support collections helped reduce Minne-
sota' srelative cost, while higher administrative expenses increased its relative cost.

Table 6.13: AFDC Recipients and Expenditures,
Minnesota vs. the United States, 1993

Percent
Difference
United from
Minnesota States United States
AFDC Expenditures per Capita
AFDC Payments $85 $86 -2%
AFDC Child Support Collections 12 9 32
Net AFDC Payments 73 77 -6
AFDC Administrative Cost* 13 11 1
Net Total Expenditures 85 89 -4
AFDC Recipients per 1,000 population
Average Monthly Recipients 42 55 -23
Average Monthly Cases 14 19 -27
AFDC Expenditures per Case
Gross Payments per Case $6,000 $4,474 34
Child Support Collections per Case 875 485 80
Net Payments per Case 5,125 3,989 28
Administrative Cost per Case 898 593 51
Total Cost per Case $6,023 $4,582 31

Source: Committee on Ways and Means, U.S. House of Representatives, 1993 Greenbook, Overview
of Entitlement Programs (Washington, 1994).

 Excludes administrative costs for child support collection.
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SUMMARY

Human services spending is the fastest growing major spending category in Min-
nesota. Per capitaspending for al of the large human service programs except
AFDC grew by at least 65 percent (in constant dollars) between 1980 and 1995.
Medical Assistance, the largest human service program, grew by 114 percent and
accounted for 70 percent of the growth in human service spending. Social service
programs accounted for 23 percent. AFDC expenditures declined by 17 percent
because average benefits declined by 31 percent (in constant dollars).

Large enrollment increases explain much of the growth in human service spend-
ing. Asapercentage of population, the number of General Assistance/Work Readi-
ness and Minnesota Supplemental Aid recipients more than doubled between 1980
and 1995. Enrollment (as a percent of population) in Medical Assistancein-
creased by 83 percent and accounted for nearly 60 percent of the spending growth.

Medical Assistance spending more than doubled (in constant dollars per capita) be-
tween 1975 and 1993 for each of the major eligibility categories: the aged, the
blind and disabled, and families and children. The blind and disabled category
was the fastest growing category and accounted for 39 percent of the overall
growth. The aged constitute the largest, but dowest growing spending category,
explaining 35 percent of the growth. Families and children accounted for 26 per-
cent of the growth.

Growing enrollment explained much of the Medical Assistance spending growth
for families and children and the blind and disabled, but not for the aged. In-
creasesin AFDC caseloads were responsible for 35 percent of the growth in Medi-
cal Assistance enrollment of families and children. Most of the remaining growth
was due to expanded eligibility for low-income families and children. The aver-
age cost per enrollee increased considerably faster than inflation for each category,
particularly for the aged.

After 1989, long-term care expenditures increased even though state moratoriare-
stricted the supply of bedsin nursing homes and ICF-MR facilities and the state
promoted alternatives to institutional care. Long-term care expenditures rose be-
cause nursing home rates increased faster than inflation, fewer nursing home resi-
dents are paying for their own care, and the overall number of Medical Assistance
recipients receiving long-term care services (either institutional facilities or their
alternatives) increased.

In 1992, Minnesota’ s state and local governments spent almost 30 percent more
per capita on health and welfare than the national average. Minnesota’s per capita
spending for Medical Assistance and AFDC were close to the national average.
However, Minnesota spent considerably more per recipient than the national aver-
age for both Medical Assistance and AFDC. The main reason that Minnesota
spent more per recipient under Medical Assistance was that a higher percentage of
Minnesota’ s population receives Medical Assistancein nursing homes, state hospi-
tals, or intermediate care facilities for the mentally retarded.



