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Where did the private payers go?
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Before Medicaid came on the scene in 1965, everyone paid out of

pocket for long-term care �LTC�. Operators received a market rate for

the services they provided. There was no special rate below the cost

of care for public welfare recipients. Nor was there a special, higher

private-pay rate to shift uncompensated costs to private payers.

Those were the days!

Then came Medicaid. After five years, in 1970, out-of-pocket nursing

home expenditures (call them OOPs) had fallen to less than half

�49.2%) of total annual spending. By 2000, OOPs were under a third

�31.6%) and by 2011, they were only a hair over one-quarter �25.3%).

OOPs have since rebounded all the way to 26.1% as of the latest 2023

National Health Expenditure �NHE� data.

Who pays for nursing home care when private payers don’t? In 2023,

Medicaid picked up 30.4% of the cost; Medicare covered 20.8%;

private health insurance, 9.8%; other health insurance programs,

3.55; and other third party payers, 9.4%. So, third-party payers

covered 73.9%. That’s almost three-fourths of total annual nursing

home costs for which private payers were not personally at risk.
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But those numbers are misleading. Medicaid’s negative impact on

residents’ care and operators’ financial well-being is much greater

than the bare numbers imply. We know Medicaid reimbursements are

disgracefully low, but if Medicaid is only 30.4% of revenue while

Medicare is 20.8% at much higher, actually even profitable rates, it

doesn’t sound so bad. There’s much more to the story, however.

Consider the 26.1% of total nursing home expenditures that still come

out of people’s pockets. If it came to operators at private pay rates, it

would be a boon. But it doesn’t. Roughly half of OOPs is income,

mostly Social Security benefits �41%), but also some private pension

and annuity income, that people on Medicaid are required to

contribute to offset the cost of their care to Medicaid.

That income comes out of people’s pockets, but it does not reach

nursing homes at higher private-pay rates. Rather, Medicaid

commandeers all of this private revenue to reduce its expenditures

but pays nursing home providers only the welfare program’s

penurious reimbursement rate. Why should that matter, however,

since people have to be low-income and poor to qualify for Medicaid?

Surely Medicaid recipients don’t have enough income for its loss to

cause much damage.

That’s where an understanding of how Medicaid income eligibility for

LTC really works is eye-opening. Most states subtract private medical

and LTC expenses from applicants’ incomes before applying a low-

income limit. Other states use an income cap but allow special

income diversion trusts to achieve the same purpose. All enable high-

income applicants to qualify. A rule of thumb is that anyone with

income below the cost of a nursing home qualifies for Medicaid LTC

based on income anywhere in the country.

Here’s an example. Let’s say a Medicaid applicant has an income of
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$10,000 per month and needs nursing home care costing $10,000 per

month. He or she is eligible for Medicaid in states using the medically

needy method of determining income eligibility because subtracting

$10,000 in nursing home costs from $10,000 in income leaves nothing

left over. In states using the income cap method of income eligibility

determination, a Miller income diversion trust would produce the

same result.

See what happens? Private income that, absent Medicaid, would

come to operators at the private-pay rate is converted to grossly

inadequate revenue at Medicaid rates. This forces providers to

charge private payers a higher rate than a free market would require.

That higher rate leads private payers to seek alternatives and leads

them eventually to Medicaid resulting in the foregoing account of

collapsing OOPs.

But wait. Everyone knows people have to become impoverished by

spending down their life’s savings before they become eligible for

Medicaid LTC. So, how could there be enough high-income, high-

asset people on Medicaid to make much of a difference? Unlike the

treatment of income for Medicaid LTC eligibility, where people must

spend down for actual private medical and LTC expenses to qualify,

asset spend down does not have the same requirement.

Medicaid applicants can “spend down” unlimited assets simply by

using countable resources, such as cash, stocks, bonds or anything

easily convertible to cash, to purchase exempt assets such as

homes, home improvements, home furnishings, personal belongings,

a business, a car, prepaid burial expenses, etc. For details, see

“Medicaid’s $100+ Billion Leak.” In any case, the vast majority of all

large assets older Americans own are already exempt. Home equity

alone protects $730,000 to $1,097,000. 
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Bottom line, CMS sold LTC providers a bill of goods. Medicaid

demands Ritz Carlton care but pays Motel 6 rates. It converts

profitable private pay revenue into reimbursements too low to sustain

providers, much less finance quality care. The major trade

associations representing nursing homes should mobilize to demand

market-based payment rates from Medicaid. That would eliminate

both the current inadequate Medicaid rates and the excessively high

private rates required now to compensate for Medicaid losses. It

would also end the caregiver shortage by enabling providers to pay

competitive wages.

But, the lobbyists will say Medicaid can’t pay market rates. Where

would the money come from? True, now. But what if Medicaid census

were substantially reduced so that more people would pay privately,

relieving the burden on Medicaid? Realistic? Politically feasible? Yes,

but that’s the topic for my next paper and a future column. Stay

tuned.

Stephen Moses is president of the Center for Long-Term Care
Reform, a visiting fellow at the Paragon Health Institute and the
author of “Long-Term Care: The Problem,” “Long-Term Care: The
Solution,” and “Medicaid’s $100+ Billion Leak.” 

The opinions expressed in McKnight’s Long-Term Care News guest
submissions are the author’s and are not necessarily those
of McKnight’s Long-Term Care News or its editors.
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