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Federal healthcare subsidies for those under age sixty-five will total just over $1 trillion in 

2023. Spending on Medicaid and on premium subsidies for the Affordable Care Act (ACA) 

will account for just over half that total. That spending is intended to ensure low- and 

middle-income families have access to medical care. Yet, while more is spent each year, 

the programs continue to underperform. Long wait times and uneven health outcomes 

are the norm for many Medicaid recipients, while narrow networks and limited plan 

options are standard for ACA participants. Rather than address these issues, policy

makers have opted to expand the rolls, exacerbating these problems.

Any reform should help ensure that both Medicaid and the ACA marketplaces work for 

beneficiaries and enrollees, but one-size-fits-all federal reforms are unlikely to help. 

Instead, the Choices for All Project proposes state-level reforms that would empower 

patients—not the government or third-party payers. This includes giving enrollees more 

control over the money that is spent on their behalf. Federal policymakers have a role to 

play. Existing waiver authority provides states with opportunities to experiment with their 

health subsidies, but their use relies on the whims of federal government officials who 

have plenary power to deny new waivers.

KEY PLAN ELEMENTS

•	 Ensure existing waiver authority is broadly available to facilitate innovative state-

based health reforms.
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•	 Strengthen waiver authority rules to ensure continuity across presidential 

administrations.

•	 Allow ACA recipients to select low-cost catastrophic plans with the remaining sub-

sidy balance deposited into our newly proposed individual health accounts (IHAs).

•	 Provide Medicaid recipients with an option to receive partially funded IHAs—

owned by the recipient—that can fully cover new cost-sharing requirements.

•	 Allow states to use waivers to pay for direct primary care (DPC) memberships for 

Medicaid enrollees.

THE PROBLEM: A ONE-SIZE-FITS-ALL APPROACH

Federal policy has long recognized that access to affordable healthcare is a critical 

component of overall well-being and quality of life. Since the 1950s, the federal govern-

ment has subsidized healthcare for low-income Americans who meet certain demo-

graphic requirements or who are enrolled in other assistance programs.1

In 1966, the federal role in healthcare was expanded when Congress enacted Medicaid. 

The program is administered by the states, but the federal government covers most 

of the costs—anywhere from 50 to 90 percent depending on the state and enrollees’ 

demographics. Initially, the program covered only families enrolled in state welfare 

programs and low-income seniors and individuals with disabilities. Over the decades, 

Congress has expanded Medicaid eligibility to include nearly all low-income individuals. 

Most recently, the ACA provided states with the option to expand Medicaid to able-bodied 

adults (under age sixty-five) without dependents. In fact, the majority of the ACA’s cover-

age gains came from its Medicaid expansion.2

While Medicaid is administered by the states, there are strict federal regulations about 

what services Medicaid must offer. Generally, states may not charge any premiums for 

those with family incomes below 150 percent of the poverty line. Similar limitations apply 

to cost-sharing rules. States may not charge copays for emergency, preventive, or mater-

nity services. They may charge small cost-sharing amounts for nonemergency services, 

but the maximum amounts are minimal for those with incomes below 100 percent of the 

federal poverty level.3 In 2020, twenty-two states required some sort of cost sharing from 

their Medicaid adults. The most common type of cost sharing was copayments for pre-

scription drugs. Only about one-fourth of states charged any copayments for outpatient 

or inpatient services.4
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Historically, state Medicaid programs paid providers directly for services received by 

Medicaid enrollees. More recently, however, states have moved most Medicaid recipi-

ents to managed care organizations (MCOs). States contract with MCOs, which agree to 

provide comprehensive medical coverage to Medicaid recipients in exchange for a capi-

tated payment (i.e., a set monthly payment) from the state Medicaid program. In 2022, 

forty-one states used MCOs for at least a portion of their Medicaid recipients, covering 

72 percent of the nation’s Medicaid beneficiaries.5 MCOs must offer enrollees the same 

services and are bound by the same cost-sharing rules as traditional Medicaid.

The ACA did more than expand Medicaid eligibility. The 2010 law established subsidies 

for the purchase of private insurance for individuals with family incomes too high to 

qualify for Medicaid, but below 400 percent of the federal poverty level. To qualify for 

subsidies, individuals must not have an offer of coverage from their employer. Plans are 

purchased on the ACA’s marketplace exchanges. The ACA requires participating insur-

ers to include certain services and treatments with their plans (called essential health 

benefits). The law also requires insurers to offer plans to all who apply, regardless of any 

preexisting health condition (called a guaranteed issue requirement). And the law strictly 

limits what enrollee characteristics an insurer may use in setting premiums. Premiums 

may differ due only to age, geographical area, and whether an enrollee uses tobacco 

products—and even then, there are strict limits (called community rating rules) on how 

much more can be charged.

ACA plans are divided by metal tier: platinum, gold, silver, or bronze. The tiers are based 

on the plan’s actuarial value, which is the average share of total covered health spending 

the plan will cover. Plans in the most generous tier, platinum, must cover approximately 

90 percent of spending. Gold plans cover 80 percent, silver plans cover 70 percent, and 

bronze plans cover 60 percent. Of course, the more generous the plan, the higher the 

premium charged. Catastrophic plans—sometimes called “copper” plans—with coverage 

less generous than bronze plans are available to those under age thirty and to some indi-

viduals who qualify due to a hardship (e.g., one who is not eligible for premium subsidies 

but cannot afford a bronze plan).

ACA subsidies vary by a recipient’s income. Enrollees are required to pay a share of 

their income for their premiums. The subsidy is the difference between an enrollee’s 

second-cheapest silver plan (called the benchmark plan) and the required contribu-

tion. The subsidy amount is generally fixed regardless of which plan an enrollee chooses. 

Enrollees who choose a gold or platinum plan pay more than their required premium 

share. If they choose a bronze plan or the cheapest silver plan, they pay less; in some 

cases, a person may not have to pay any premiums if they select a particularly low-cost 

bronze plan.
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Like Medicaid, states play a role in administering the ACA. States can add stricter rules 

on insurers regarding which services must be offered, how premiums are set, and how 

plans’ cost-sharing rules are applied. But there is an asymmetry: states may add addi-

tional rules, but they cannot create rules that would weaken federal ACA regulations 

without a waiver.

Since the ACA’s enactment, enrollment in the Medicaid program has grown dramatically.6 

As figure 1 shows, Medicaid enrollment among those age sixty-four or younger rose by 

over 50 percent from 2010 to 2022. Meanwhile, subsidized ACA enrollment reached a 

new peak in 2022 at twelve million. While COVID expansions have temporarily expanded 

enrollment, the Congressional Budget Office (CBO) expects the long-term trends to con-

tinue. By 2032, 29 percent of those under age sixty-five will receive assistance through 

Medicaid or the Affordable Care Act.

Medicaid and ACA enrollment rose particularly fast during the COVID-19 pandemic. This 

was in part due to congressional action that expanded eligibility for the programs. In 

2020, the Families First Coronavirus Response Act and the Coronavirus Aid, Relief, and 

Economic Security (CARES) Act increased the share the federal government would pay 

for the program. In exchange, states agreed to not disenroll anyone from their Medicaid 

program during the public health emergency, regardless of current eligibility. As a result, 

enrollment exploded. CBO estimated in 2022 that an additional 13 million were enrolled 

in Medicaid due to the continuous eligibility enrollment.7 In 2023, states were finally per-

mitted to begin disenrolling recipients who had become ineligible.

Similarly, in 2021, Congress temporarily liberalized eligibility for increased ACA coverage 

subsidies. The American Rescue Plan Act of 2021 (ARPA) provided premium subsidies 

FIGURE 1  Medicaid and ACA enrollment by year

Note: Authors’ calculations from CBO’s “Federal Subsidies for Health Insurance Coverage for People under 
Age 65” (various years)
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to individuals with incomes above 400 percent of the federal poverty level. ARPA also 

reduced the required contribution from all enrollees. The ARPA expansions were due to 

expire in December 2022, but Congress extended the subsidies for an additional three 

years. This change added $64 billion in spending and tax subsidies to the federal budget 

over the next four years.8

Booming enrollment and repeated liberalizations have exacerbated long-standing prob-

lems within Medicaid. Medicaid reimburses medical providers at lower rates than com-

mercial insurers. Consequently, some doctors are leery of taking Medicaid patients. 

Survey data suggests that only 75 percent of doctors are willing to accept new Medicaid 

patients, while 95 percent are willing to accept private patients.9 In a recent survey of 

fifteen metropolitan areas, the average acceptance rate was 54 percent.10 The result is 

longer wait times to get an appointment.11 Similarly, research suggests Medicaid patients 

are more likely to experience an extended time in waiting for a physician on the day of 

their appointment.12

Evidence is also mixed regarding whether Medicaid improves health outcomes relative to 

being uninsured. The Oregon Health Insurance Experiment was a randomized controlled 

trial that assigned a subset of low-income individuals without insurance to Medicaid. 

Baicker et al. (2013) found that those who enrolled in Medicaid saw their healthcare uti-

lization rise, reported lower levels of depression, had less financial anxiety, and were 

more likely to be screened and treated for diabetes. Nevertheless, despite the additional 

health utilization, there were no statistical differences in health outcomes.

The Affordable Care Act’s marketplace exchanges have also failed to live up to the 

aims of its proponents. Even with subsidies, ACA plans were far less popular than origi-

nally predicted. At the time of its passage, CBO (2010) estimated that in 2019, twenty-

four million individuals would enroll in the marketplace exchanges, with nineteen million 

receiving subsidies. Instead, only nine million were enrolled in 2019 with eight million 

receiving subsidies.13 There are likely several reasons why the ACA plans have proved 

unpopular. Without subsidies, premiums are high and cost-sharing rules are burden-

some, making the plans unattractive to many. Moreover, to contain costs, insurers have 

developed relatively narrow provider networks that limit patient access.

The recent congressional action that dramatically liberalized eligibility has increased 

projected enrollment in the ACA. Nevertheless, the increased enrollment is not neces-

sarily among low-income households. As noted above, the liberalizations expanded 

eligibility up the income ladder. The result is that a family of four with high incomes 

may qualify for health premium subsidies. Figure 2 shows the change in subsidies by 
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income level for a family of four with nationwide-average premiums. As the graph shows, 

a family of four with incomes above $200,000 may qualify for assistance. The increased 

subsidies have increased ACA enrollment but at a high cost: the Biden administration 

estimates that extending the expansions after 2026 would add $183 billion to federal 

deficits over the next ten years.14

Similarly, while the temporary Medicaid eligibility expansions offer new benefits to those 

who otherwise wouldn’t qualify, they do little to help existing Medicaid patients. Instead, 

the expansions have strained the existing system, increased wait times, and exacerbated 

the provider shortages that have long plagued the program.15

As the COVID-era enrollment boom subsides, policymakers have an opportunity to 

rethink how Medicaid and the ACA work for remaining recipients. Real reform will 

require they shift their focus from expanding enrollment to ensuring the programs are 

working for the enrolled.

THE FUTURE: UNLEASH STATE INNOVATION

Despite the significant shortcomings of the ACA, repeal is neither politically likely nor 

necessary for advancing substantive health reforms in 2023.

Given the status quo, policymakers should instead focus on state-level reforms that will 

empower recipients and foster innovation in new pathways to coverage and cost con-

tainment. Existing waiver authority—combined with additional federal reforms—offers 

FIGURE 2  Estimated ACA subsidy for family of four before and after ARPA

Notes: Authors‘ calculations. We assume a family of four where parents are forty years old and children 
are under age fifteen. We use the estimated US average for the benchmark premiums from KFF (2023) for 
forty-year-olds ($5,472) and calculate children’s premiums using HHS community rating age curves.
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the opportunity to give recipients more choices. Below we identify necessary changes in 

federal policy and several related reforms that states could champion.

EXPANDING STATE WAIVER AUTHORITY

To begin, states need more power to commit to reforms. That requires taking full advan-

tage of waivers in existing laws. States are supposed to be the laboratories of democ-

racy. Many federal policies began as reforms at the state level that succeeded and gained 

popularity. But today, state flexibility can be hampered by burdensome administrative 

requirements or simply the whims of presidential administrations and, more specifically, 

the leadership at the US Department of Health and Human Services.

Waiver provisions in laws governing Medicaid and private markets allow states to inno-

vate and tailor their healthcare systems to better suit the unique needs of their popu-

lations. By granting states more flexibility in implementing healthcare reforms, these 

waivers can help improve efficiency, reduce costs, and promote choice and competition 

in healthcare.

State innovation waivers, authorized by Section 1332 of the ACA, provide a promising 

avenue for states to improve healthcare access and affordability in their own unique 

ways. These waivers allow states to deviate from certain ACA provisions, so long as they 

can demonstrate that their alternative approach still meets certain goals set out in the 

law. This flexibility gives states the ability to tailor their healthcare systems to their spe-

cific needs, which can lead to better outcomes for their residents.

Section 1332 waivers can be used by states to modify various aspects of their healthcare 

systems, such as the structure of health insurance marketplaces or premium subsidies. 

To be granted a Section 1332 waiver, a state’s proposed plan must meet four essential 

criteria, referred to as “guardrails”:

•	 Comprehensiveness: The plan must provide coverage that is at least as compre-

hensive as that mandated under the ACA.

•	 Affordability: The plan must ensure that coverage is as affordable as it would be 

under the ACA.

•	 Scope: The plan must cover at least as many residents as the ACA provisions would.

•	 Deficit neutrality: The plan must not increase the federal deficit within a ten-year 

window.
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Similarly, waivers under Section 1115 of the Social Security Act allow states to request 

federal approval for experimental, pilot, or demonstration projects related to their 

Medicaid program and their Children’s Health Insurance Program (CHIP). The primary 

objective of these waivers is to provide states with flexibility to design and implement 

innovative approaches that promote the objectives of Medicaid and CHIP. These waiv-

ers are widely used by states today and have been the source of some of the most sig-

nificant innovations in the Medicaid program, such as the adoption of MCOs, the Oregon 

Health Insurance Experiment, and more recently the Healthy Indiana Plan.16

The most common uses of Section 1332 waivers are reinsurance policies that allow 

states to relax ACA rules about common risk pools. The result is that insurers can offer 

lower premiums that better reflect the expected health costs of healthy enrollees. But 

waivers offer states far more opportunities to deliver more healthcare choices to their 

residents. Expanding the use of these waivers could help address some of the chal-

lenges facing the US healthcare system. The current waiver process undermines this 

goal. To ensure that states can take full advantage of waivers, federal policymakers 

need to liberalize the process. Reforms include the following:

1.  Streamlining the Waiver Application Process

Federal policymakers should simplify the waiver application process to make it more 

transparent while providing guidance and support to states seeking to implement 

innovative approaches to healthcare reform. Policymakers might also consider a pro-

vision that presumptively approves waivers that states certify will meet the existing 

Section 1332 guardrails. Finally, there should be a fast-track process for states that 

have already received a waiver and want to renew or modify it. This would allow states 

to bypass another lengthy application process and receive approvals more quickly.

2.  Increasing Flexibility in Existing Waiver Requirements

The requirements for the approval of Section 1332 waivers should be loosened to 

give states more freedom to design their own healthcare systems if they meet the over-

all goals of the ACA. Under 2018 guidance from the Department of Health and Human 

Services (HHS), the Trump administration allowed states greater flexibility in interpret-

ing the existing guardrails. Specifically, states could satisfy the scope guardrail by 

offering plans that were not as comprehensive as standard ACA plans.17 Importantly, 

they were still required to offer other plans that met the comprehensiveness and afford-

ability requirements.

The Biden administration repealed the 2018 guidance in its own 2021 rule. In repealing 

the additional flexibility, the administration argued that “the guardrails should be focused 
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on the types of coverage residents actually purchase such that individuals are enrolled 

in affordable, comprehensive coverage and not just that there is generalized access to 

such coverage.”18 In short, the Trump administration’s guidance recognized that many 

individuals don’t value any of the existing ACA plans. They want more choices. But the 

Biden administration took the Section 1332 waiver process in a different direction. It 

argued that mere choice was insufficient.

Returning to the 2018 guidance would thus increase choice in the individual market. For 

example, the ACA requires that insurance companies cover a set of essential health ben-

efits (EHBs) in all plans sold in the individual and small-group markets. While EHBs have 

proved to be popular and important to many Americans, fully comprehensive plans may 

not be attractive to people who defer buying coverage because of the costs. Under the 

2018 guidance, states could create health plans to target currently uninsured individuals 

who are forgoing coverage because they don’t think the benefits provided by plans are 

worth the cost. Waivers could give states more flexibility to design insurance plans that 

meet the unique needs of these residents, if the states also offer alternative coverage 

that meets the comprehensiveness guardrails. This could be particularly beneficial for 

states with high healthcare costs, high numbers of voluntarily uninsured individuals, or 

for those that are struggling to attract insurers to their markets.

3.  Strengthening Waiver Language to Ensure Continuity across 
Administrations

The Biden administration’s effective repeal of the 2018 guidance reflects the often 

ideological nature of waiver approvals and denials. While policy changes are inevitable 

during new administrations, states need assurances that approved waivers will not be 

unilaterally suspended or altered by skeptical administrations.

In November 2020, Georgia secured approval for an innovation waiver to implement the 

Georgia Access Model. The plan called for the state to work with private brokers and 

insurance companies to directly sell qualified health plans through private channels 

rather than rely on the federally run HealthCare.gov​.19 In granting the waiver, HHS deter-

mined that Georgia had met the Section 1332 guardrails. Months later, however, the new 

Biden administration objected. They claimed the temporary changes to ACA eligibil-

ity in the American Rescue Plan Act of 2021 meant that the Georgia Access Model no 

longer met the guardrails. They demanded that Georgia redo its earlier analysis—within 

thirty days—to account for the effects of the temporary expansions. The state objected, 

claiming that the HHS request was effectively forcing the state to undergo reapproval for 

the same waiver.20 After completing its own analysis of the Georgia Access Model, HHS 

suspended the state’s waiver in August 2022.21 Georgia authorities continue to contest 
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the HHS suspension, arguing it will cost the state millions of dollars and that HHS is vio-

lating the initial terms of the waiver.

The recent Georgia experience will ultimately discourage other states from seeking 

waivers. Applying for waivers is expensive. States must complete complex filing require-

ments and actuarial analyses. They must also regularly report the results of their waiver-

initiated policies to HHS. These processes are intended to ensure the guardrails are 

met and federal tax dollars are spent wisely. But once given approval, states should 

have confidence that they can implement policies without having to relitigate the initial 

approval. Consequently, future waivers should include language that ensures states can 

commence approved policies without having to repeatedly show that their initial analy-

ses remain true. HHS must still evaluate the efficacy of policies initiated by Section 1332 

waivers; the department should terminate or modify experiments that are not meeting 

the agreed-upon benchmarks.

Regardless of partisan affiliation, offering states assurances that waivers will not be arbi-

trarily suspended is in the best interest of both the states and the federal government. 

Nevada has been issued a waiver to commence a public option experiment. The state 

plans to begin offering coverage in 2026, but the state has already committed significant 

resources in designing the plan. An incoming Republican administration in 2025 may 

object to the concept of a public option, but Nevada should not have to worry that the 

new administration will force it to recomplete its analysis before it can begin enrollment 

as scheduled.

Indeed, Section 1332 waivers can be used for more ambitious reforms like Nevada’s 

public option or Georgia’s attempt to redesign its marketplace for individual health 

insurance. The ACA gives broad latitude for states to consider a variety of coverage 

arrangements and, perhaps more importantly, a consolidated stream of federal funding 

to break down existing coverage silos among Medicaid beneficiaries, ACA-subsidized 

low- and middle-income individuals and families, and even Medicare beneficiaries. 

States should have the freedom and flexibility to pursue these reforms without regard 

to ideological, partisan, or other political restrictions at the federal level.

Liberalizing and expanding the use of waivers still requires finding policies that can improve 

state health programs. Below we identify potential reforms that states could champion.

EXPAND ACCESS TO CATASTROPHIC (“COPPER”) PLANS

Catastrophic insurance plans are rare in America, yet they make sense for many young 

and healthy Americans. As discussed above, these plans are often labeled “copper” 
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plans because insurance companies are expected to cover only 50 percent of expected 

health costs (compared to 70 percent for silver plans). The ACA clamped down on 

consumers’ freedom to choose catastrophic coverage. To be eligible, individuals need 

to be under age thirty or qualify for an exemption based on hardship or affordability. 

On top of that, tax credits for premiums generally cannot be used for the purchase of 

copper plans. Because of these issues, only about 1 percent of ACA enrollees choose 

a copper plan.22

The result is that the ACA is a bad deal for many healthy individuals, whose expected 

healthcare costs are far below the premiums they must pay. Many of these individuals 

opt to avoid coverage—a prospect made easier since the ACA individual mandate pen-

alties were eliminated in 2019. Expanding access to copper plans to more individuals 

would fill an important need. As we discuss next, subsidized ACA enrollees who choose 

copper plans could have any excess subsidy directed to the individual health accounts 

we propose, giving them more control over their healthcare spending.

States that want to experiment with various copper plans are currently limited by 

ACA rules. Waivers would be needed to give states flexibility to design insurance 

products that fit the needs of their residents—many of whom are currently left with 

few affordable options. Unfortunately, the Biden administration’s restrictive interpreta-

tion of ACA Section 1332 will impede states’ ability to offer policies that consumers 

demand.

OFFER INDIVIDUAL HEALTH ACCOUNTS TO ACA RECIPIENTS

In another essay in this series, we propose a new healthcare savings account, the indi-

vidual health account (IHA). IHAs would be akin to a mix of health savings accounts (HSAs) 

and individual retirement accounts. The aim of these accounts is twofold: First, the 

accounts will offer more Americans an opportunity to save for their future healthcare 

needs. Second, IHAs will give people an incentive to be more price conscious regarding 

their healthcare purchases.

As we noted in the IHA essay, HSAs are not available for most ACA recipients. Plans 

offered on the ACA exchanges have cost-sharing rules that don’t meet the requirements 

of high-deductible health plans (HDHPs), which are required if individuals wish to con-

tribute to an HSA. Since IHA participation wouldn’t require HDHPs, ACA participants 

would be permitted to open and contribute to an IHA.

Unsubsidized ACA participants would face the same IHA contribution rules as employer-

sponsored insurance (ESI) participants. They could make tax-free contributions to their 



12    CHEN, CHURCH, AND HEIL  U  EMPOWER MEDICAID RECIPIENTS AND ACA PARTICIPANTS

IHA up to a maximum level, less the premiums they pay. For subsidized recipients, 

however, the tax benefits from making pretax IHA contributions would be minimal; 

few recipients earn enough to pay income taxes, particularly after accounting for pre-

mium tax credits. To ensure low-income Americans can benefit, states should be able 

to experiment with models in which federal and state contributions are deposited into 

a recipient’s IHA.

For example, recipients of subsidized coverage could select copper or bronze plans, with 

any remaining subsidy deposited into their IHA. Unlike those with ESI and unsubsidized 

plans, there would be limits on when they could withdraw their IHA funds for unquali-

fied medical spending. Early withdrawal could be outright prohibited, or there could be a 

penalty attached to discourage individuals from immediately withdrawing their available 

IHA funds.

Pairing ACA subsidies with health account contributions is not a new idea. The Paragon 

Health Institute recently published one proposal in The HSA Option.23 This option would 

redirect money currently going to cost-sharing reduction subsidies toward individual 

HSAs. Under current law, those with incomes below 250 percent of the poverty line may 

purchase silver plans with reduced cost-sharing requirements. The federal government 

gives these subsidies directly to insurance companies. Paragon’s proposed option would 

instead direct the money to individuals, giving them more control over their healthcare 

choices and providing better incentives for them to be price conscious about their health-

care consumption.

INDIVIDUAL HEALTH ACCOUNTS FOR MEDICAID RECIPIENTS

Similarly, IHAs could be made available to Medicaid recipients through Section 1115 

waivers. Currently, federal rules force most Medicaid recipients into a one-size-fits-all 

system of healthcare. Choice is minimal. IHAs offer an opportunity to empower these 

recipients. We propose that states pursue experiments that offer Medicaid recipients the 

option to have an IHA with contributions made to the account by the state’s Medicaid 

program. In exchange, states would increase cost-sharing requirements one-for-one 

with the contributions made. Exemptions from cost sharing could be made for certain 

preventive services. Importantly, the requirements would include annual out-of-pocket 

maximums that match the annual contribution to the recipient’s IHA. This ensures recipi-

ents would not be made worse off.

As with the ACA subsidies, rules would be needed to prevent withdrawals for nonquali-

fied spending for a certain amount of time. Importantly, Medicaid participants with an 

IHA could spend their IHA funds on qualified medical expenses or even services not 
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broadly covered by Medicaid, such as dental benefits or access to direct primary care 

arrangements.

Why offer Medicaid recipients IHAs? First and most importantly, Medicaid recipients 

would be better off. As noted above, the current Medicaid program isn’t working well 

for some Medicaid recipients, and their choices are generally limited. IHAs paired with 

Medicaid would maintain health coverage, but unlike with standard Medicaid, recipients 

would have an asset that offers value beyond their Medicaid coverage. The accounts 

would offer them more choice in the healthcare they consume along with the potential 

for greater financial security.

Second, IHAs are explicitly designed to discourage unnecessary health spending by 

consumers—not through heavy-handed rules, but through better incentives. IHAs would 

provide the same incentives to Medicaid recipients.

Seemingly similar reforms have been tried. The Healthy Indiana Plan (HIP) offers 

Medicaid recipients an alternative plan that includes contributions to a savings 

account.24 But, as shown in table 1, there are important differences between Medicaid 

with IHAs and the Healthy Indiana Plan.

In the Healthy Indiana Plan, participating individuals are required to make contributions 

to the plan—anywhere from $1 to $20 per month. State and personal contributions to 

the accounts total $2,500 per year. In exchange, participants have an annual deductible 

TABLE 1  A COMPARISON BETWEEN THE HEALTHY INDIANA PLAN AND MEDICAID 
WITH IHAs

Healthy Indiana Plan
Medicaid with individual 
health accounts

Premiums From $1 to $20 per month No premiums

Government contributions State makes $2,500 in contribu-
tions, less enrollee premiums

State contributions with no 
required individual contribution

Account ownership Premiums belong to enrollee, 
but state contributions remain 
with state

All contributions belong to 
enrollee, with limits on non
qualified withdrawals

Qualified spending Only services offered by state 
Medicaid program

Any IHA qualified medical 
spending

Cost sharing Annual deductible of $2,500 Cost sharing limited to amount 
of state IHA contribution
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of $2,500. In other words, the first $2,500 of Medicaid spending each year is financed 

through the accounts. Any spending above that amount is covered directly by the state’s 

Medicaid program. The aim of HIP is to incentivize participants to think about their 

healthcare consumption. Nevertheless, HIP incudes many complex rules that limit its 

efficacy. Unlike IHAs with Medicaid, HIP account balances are never fully owned by the 

participants. Their contributions are generally returned to them if they leave the program 

in good standing. But the state contributions are returned to the state. This ultimately 

reduces incentives to contain costs.

In the short run, an IHA with Medicaid wouldn’t be costless. Some individuals will 

receive more in contributions than Medicaid would have otherwise spent on them. 

Nevertheless, depending on the design, the long-term savings from improved incentives 

could be substantial.

DIRECT PRIMARY CARE FOR MEDICAID RECIPIENTS

Medicaid is now the fourth largest noninterest spending program in the federal budget. In 

most states, Medicaid spending reflects almost one-fifth of state budgets and is expected 

to grow over time.25 With the rapid growth of Medicaid MCOs contracting with state gov-

ernments to cover enrollees for a capitated cost, finding ways to reduce the growth of per 

capita Medicaid spending is in the federal and each state government’s interest.

One idea is for states to obtain a Section 1115 waiver to experiment with offering direct 

primary care (DPC) coverage to Medicaid enrollees, either as a carve-out from exist-

ing per capita spending or on top of traditional coverage. The goal would be to lower 

long-term per capita Medicaid spending by having direct primary care needs covered 

at much lower cost than in existing arrangements.

Most annual DPC coverage costs are between $500 and $1,000 per year for adults. And the 

Society of Actuaries found that DPC coverage was associated with a statistically significant 

decrease in healthcare demands of 12 percent, including a 40 percent drop in emergency 

room services.26 If states could get their Medicaid patients to first go through their DPC 

doctor and then through the existing Medicaid system, the savings could be significant.

The Medicaid Primary Care Improvement Act is one bipartisan proposal that would 

explicitly allow states to provide DPC coverage to their Medicaid enrollees.27 The advan-

tage would be to either simplify or skip the waiver process altogether. Access, quality, 

and satisfaction metrics among DPC enrollees suggest that supplementing traditional 

Medicaid coverage with DPC coverage could improve those metrics without adding 

new costs.
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CONCLUSION

Low- and middle-income Americans deserve access to high-quality medical care that 

gives them genuine choices. There are many more ideas that states could champion that 

are worthwhile. While some of these reforms may prove unsuccessful, the long-term ben-

efits to recipients from successful innovations are worth the short-term costs.

The success of the 1996 welfare reforms serve as a template. The ideas underpinning the 

act did not originate from the halls of Congress. Instead, the ideas came from state capi-

tals where policymakers—aware of the challenges the federal programs were creating for 

recipients—were given opportunities to experiment with different welfare models.

The same opportunity could be available to states across America—for the benefit of the 

tens of millions of Americans who benefit from Medicaid or ACA subsidies today.

NOTES

1. ​ The Social Security Act Amendments of 1950, for example, provided matching grants to 
states to provide health services to those enrolled in a state’s welfare program. Even prior 
to 1950, the Social Security Act provided subsidies to states for certain health services. See 
Cogan (2017) for a history of federal healthcare subsidies.

2. ​ See figure 7 in HHS (2022).

3. ​ In 2013, individuals with family incomes below 100 percent of the federal poverty level could 
pay up to $4 for most noninpatient services, $8 for nonemergency use of emergency rooms, 
$75 for inpatient care copays, and $4 to $8 for prescription drugs. These amounts are indexed to 
inflation. States are permitted to charge coinsurance rates of 10 to 20 percent of total Medicaid 
costs to those with incomes above 100 percent. See https://www​.medicaid​.gov​/medicaid​/cost​
-sharing​/cost​-sharing​-out​-pocket​-costs​/index​.html for an overview.

4. ​ For an overview of Medicaid cost-sharing rules by state, see KFF (2020).

5. ​ See KFF (2023) for an overview of MCOs.

6. ​ Throughout this essay, when discussing Medicaid enrollment or spending, we include those 
who qualify through the Children’s Health Insurance Program (CHIP).

7. ​ See page 3 in CBO (2022a).

8. ​ See table 1 in CBO (2022b).

9. ​ See SHADAC (2022) for an overview of the survey results.

10. ​ AMN Healthcare (2022).

11. ​ For example, Gotlieb, Rhodes, and Candon (2020) find Medicaid patients wait a day longer 
to see their primary-care doctors than those with private coverage.

12. ​ Oostram, Einav, and Finkelstein (2017) find Medicaid patients are 20 percent more likely to 
experience a wait time longer than 20 minutes. The longer Medicaid wait times were correlated 
with states with lower Medicaid reimbursement rates.

13. ​ Some of the decline can be attributed to the effective elimination of the individual mandate in 
the Tax Cuts and Jobs Act of 2017 (TCJA). However, even prior to the passage of TCJA, CBO’s 

https://www.medicaid.gov/medicaid/cost-sharing/cost-sharing-out-pocket-costs/index.html
https://www.medicaid.gov/medicaid/cost-sharing/cost-sharing-out-pocket-costs/index.html
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enrollment projections had fallen. In 2017, CBO (2017) estimated that 2019 ACA enrollment would be 
twelve million with ten million receiving subsidies—half of the number that CBO originally projected.

14. ​ See page 140 in White House (2023).

15. ​ Wang (2022) finds that the Medicaid expansion increased wait times in emergency 
departments, while Auty and Griffith (2022) find that the expansion increased physician 
appointment wait times in some cases.

16. ​ For more on the history of Section 1115 waivers, see Guth et al. (2020).

17. ​ See CMS (2018) for an overview of the 2018 guidance.

18. ​ Page 53462 in the Federal Register, https://www​.govinfo​.gov​/content​/pkg​/FR​-2021​-09​-27​
/pdf​/2021​-20509​.pdf.

19. ​ HHS’ original approval letter is here: https://www​.cms​.gov​/CCIIO​/Programs​-and​-Initiatives​
/State​-Innovation​-Waivers​/Section​_1332​_State​_Innovation​_Waivers​-​/1332​-GA​-Approval​-Letter​
-STCs​.pdf.

20. ​ The state also noted that the temporary eligibility expansions were scheduled to end 
prior to the start of the Georgia Access Model. HHS, however, argued that even though the 
expansions were set to expire, there would be increased enrollment following the expansions, 
and thus the initial analysis was no longer applicable. Ultimately, Congress extended the 
expansions for an additional three years.

21. ​ Correspondence between Georgia and HHS is available here: https://www​.cms​.gov​/cciio​
/programs​-and​-initiatives​/state​-innovation​-waivers​/section​_1332​_state​_innovation​_waivers​.

22. ​ See page 10 in CMS (2023).

23. ​ See Blase et al. (2022) for a description of the proposal.

24. ​ For an overview of the plan, see https://www​.in​.gov​/fssa​/hip​/about​-hip​/frequently​-asked​
-questions​/.

25. ​ See MACPAC (2017).

26. ​ Society of Actuaries (2020).

27. ​ For example, see Representative Dan Crenshaw’s recent proposed bill discussed in Choi 
and Weixel (2023).
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