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Why Are States S@--étmpped for Cash?
There Are Two Big Reasons

The proportion of state and local oy revenoes dedicated to Madicald
avad prsblic pensions & the highest since the wtos

By Cezary Podiul and Heather Gillers
March 28, 2018 1245 pom. BT

The only speaker standing bebween state budget officers and the opesing cockiail howr at
a Washington conference was the UlS. Secrstary of Health and Human Services. What he
satd left no one in g celebratory meood.

Medieaid costs, said then-Secrstary Michael Leavilt, were projected to grow so fast that
within 10 years they wonld “crowid out virtually every other category of spending.” State
spending on higher sducation, infrastructore and safety, he predicted, would allget
syueszed.

i 2008, then Health and Hornan Services Sewpatary Michas! Leavity predicied Medicaid conts would “drowd i
virtuahly every other category of spending”™ for statos within 1o years, PHUTD ALL
ABRBAS/ERPASHUTTERSTOCK

Nearly 10 vears after that Oelober 2008 speech, Mr. Leavitt's predivtion—part of HHR's
first-ever annual projection of Medicald's costs—is Jooking preseient.

As state and local officisls prepare thelr nent budgels, many sre Bnding thet spending
decisions have already leen made for them by two must-fund line items that barely
mattered when baby boomers soch as My, Leavitl were growing up: Medicaid, the state-
federal health Insurance prograw for the poor and disebled, aud public-employee health
gy retivement costs,

These days, they consume about one ot of every five tax dollars coliectad by state and
ocal governments. That is the highest share since Medivaid was created in 1965,
Postretivement health benefits, which are harder ko quantity, add o that burden and
have cumulatively cost states more than $100 billion since 2008, aceording 1o
governmaent financlal Bsclosures compiled by Mervitt Resesrch Services,

Those costs are outpacing growth in tag revenue vear after year. In 2036, state and local
governments collected about $136 billlon more in taxes than they did fn 2008, adjusting
foor inflation, Two-thirds of those sdditional dollars went to fand pensions and Medicaid,
avcording to o Wall Street Journal analysis of Commercs Departinent spending dafa.
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“The more we stare at the daty, the meore we readize all roads lead back to Medicaid and
pensions,” says Dan White, & director st Moody’s Analviies who has studied the {ssue,

The resulting reverue squesze is making # harder for governments to pay for core
services such as education, infrastnucture, police and fire protection.

Michigan Gov. Ridk Snyder, center,
GOLDIS/ ASSUCIATED PRESS

sy, deft, tooun tho state’s hodged. PHOTO: AL

Tt also is fueling hitter state budgest battles, Twenty-two states faced budget shortfalls in
2oy, Ten conldnt agree on a new budget hefore the start of thelr next Bscal yeur,
flinoix’s eredit rating was downgraded nearly to junk status.

To save money, states are sending less ald to citles. Many cities, in turn, are increasing
fees and fines on evervihing from garbage eollsction to parking tickets. Others, such as
Hartford, Conn., bave testered on the brink of bankruptey,

The cash crunch is Bkely 1o get worse. Federal actuaries predict that Medicaid's annaal
cost, which was 8505 billion in 2007, will exceed $1 trillion in w028, States and many
Incalities pay shout gB% of that tab. The remainder is covered by the federal government.

Policy makers in Washington have talked about revamping entitlement programs such as
Medicaid, but so far their efforts have gained Bitle traction. That leaves it op to states o
trv to contain speading—and make do with less,

Wearly 7o million Americans, shout one-filth of the population, depend on Medicaid for
health coverage, including more than 28 million children. The biggest financial
beneficiaries are the disabled, the elderly and poor working-age adults.

Medicaid costs have transformed state budgets. In 1564, states” top three spending Htems
were education, ighways and public welfare, according o data from the Council of State
Governments. As of 2014, public welfare, which includes Medicaid, had moved into the
Mo, 2 position.

“Geovermments are spending less on what they wantso they can spend more on what
they must spend,” says Don Boyd, a senior research fellow at Rockefeller College in
Albany, MY, “There’s been a lot of cvowding oul.”

Pablic-emploves pensions are legally protected in most states. With Medicald, states can
set eriteria for coverage, but then mist pay for anvone who qualifiss,

“Whatever that hill is, you have to cover B,” says John Nizon, a former state budget
dirvector for Utah. In 2010, Michigan Gov. Rick Snyder tapped him torun that state’s
hudget, At the time, Michigan was spending about $1.5 billion more than it collected, Mr.
Nixon says. The governtr wanted 1o close the gap and boost funding for the state’s
underfunded pension and retivee hedith plans, song vther priorities.
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My, Nixon coubint touch Medicaid, which then took up alsrost 2 guarter of Michigan’s
general fand, S0 he and lowmakers looked for savings edsewhere as they wrote the states
2012 Bndget. Eventually, they agreed fo cut $ee2 million from higher education, $452
mithon from K- eduction and $105 million from statotory tax revenue sharing with
Michigan cities. Mr. Snyder, 3 Republican, said “tongh decisions” were novessary to close
Michigans Hseal gap.

Seate snd local govarnments nationwide shed 286,000 emplovees from 2008 1o
2016, stwinking to 19.4 million, according o the US. Census Bureaw’s public-
employvinent survey.

£rver the past two vears, Mississippi closed 10 of its 95 county health clinles, eliminating
153 posttions and two inpatient drug-treatment venters. Nouprofit drug-treatment
providers alse lost funding,

“We have an opiold orizsis going on,” says Amy Turner, whe rang 3 noaprofit drig-
trestment center near Biloxd. Mississippl col Ma, Turner's grant for treating female drug
sbdivts by 93%.

Natieswide, state spending on higher education and lousl tax revenus sharing, adiosting
for inflation, have both declined sinee 2008, avcording o the Journal's analysiz. 8o bas
state and local spending fr infrustruchore.

For college students, shrinking slate bigher-education budgets mean payving more lo

attend public universities. In 1980, 48 of 50 states fanded thelr college budgets
mostly through annual appropriations of fax revenues, not from tuition. By coyy, that
was troe in jost 20 stales, 23 hdtion had become the larger funding soures in 28 states,
avcording 1o data from the State Higher Eduration Execurive Officers’ Association.

*For the first dme In our netion’s history, we are at the casp of college students and their
families paviog the majority of college costs,” Robert Anderson, the group’s president,
testified at congressional hearing in February.

For cities, the budget squeeze means they must rely less on state aid to balanee thelr
baoks. The Lincoln Institute of Land Policy , which tracks the budgets of 155 1.8, citles,
found that 8g recetvad less state add in 2015 than they did in 2008, In 54 citiss, aid
declined by more than 10%.

Last summer, a legishtive standoff over Conpertivut’s debt and pension costs

delaved the state budget and froze aid to munieipalities. In the state’s capital,
Hartferd, Mayor Luke Bronin warned he would sesk bankeuploy protection $thecity
didn't receive additional did from the state.

The aid finglly arrived when lawimakers reached a budget deal in October, To find mongy
for Hartford, lawmakers took aid away from other cities, prompting some towns to shelve
infrastructure projects and consider tax increases,

“State and local governments made big commitments, particolarly on pensions snd

retiree health care, but didn't adegquately fand those Habilities,” says Mr. Bronin, &
Demoerat.

Connecticut has just 31.7% of what B needs to pay s employees” fittore retirsment
benetits, according 1o state Anancial reports. A fursd for teachers has 52.3%. Together,
that adds up to more than $37 billion in anfunded pension Habilities, or about $10,900
per Connectioat resident.

Connecticut’s unfunded pension Hab#lities resalted from nearly 40 vears of politicians

making promises about benefits withou! adequately funding them, according to 3 2015
study Isy the Center for Betlvement Research at Boston College.
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Hartford Mayor Luks Brouin warned he would seeltbankruploy protection for the city 1 it didn’t recelve
additional i from the stale. PROTO: MICHELLE MCLOUGHLILN FOR THE WALL STRERT JOURNAL

After the long bull market of the 19508, seemingly flush with cash, Permsvivania,
Caltfornda, New Jersey and many other states sweetened retiveiment benefits, In 2008,
stock markets plunged and those prowises became harder to fund. To halance budgets,
many governments skimped on annual pension contrilngtions, The average fanding level
of large public persions dropped from 100% in 2001 1o 72% in 2036, accordiog to the
Public Plans Database, which tracks 170 large public plans.

Cost was an afterthought when Medicaid was enacted in 19865 under President

{yndon Jubmson, who championed free health care for the poor and elderdy as pant
of his“Great Society” program. *I'll go » hundred million or a billion on health or
education,” Johnson told his vice president in & March 1965 phone call, secording to g
revording in his presidential Hbravy. “T'H spend the goddamn money. I may cut back
seme tanks, but not on health.”

The Medicaid Jegislation didn’t levy taxes 1o pay for the program. Most states copled that
approach, tapping general funds a5 the main revenue soifee and sharing sorse costs with
local governments.

{ost wasn't a problen in the 1060s, when health care wasn’t as sophisticated. “People
wsed 10 &0 10 the hospital to die back then,” sald Joseph Califano, who served as
President Jobrson’s chief domestie poliey aide in 1965, As treatments and longevity
improved, many states also expanded Medieaid eligibility. Enrollment and costs rose.

Bince 1967, the state and loval share of Medicaid has grown at a compotrd annual rate of
about 7%, exceeding the 3% annual growth in thelr tax revennss, adfusting for inflation,
according to the Journal's caleulations,

The math can overwhelm states when they hit a rough pateh in tax growth, Declining tax
revenue is what Jed 1o Michigan's budget cuts in zon.

Today, the state is doing better. 1t has a “rainy day” fund of $88g million and is gradually
increasing transportation, higher-education and K-12 funding. Michigan even expanded
Medicaid under the Affordable Care Act, bringing health coverape to an additionat
475,000 adults throngh federal maching funds that President Donald Tramp wants o
seule back.

John Walsh, the state budget divector, says Medicald expansion has been “physically
healthy for the individuals angd financially healthy for the state,” since it helps lower
Michigan's uneompensated health-vare costs. One oul of every four Michiganders now
benefits from Medicaid,

hitps://www.wsj.com/articles/why -are-states-so-strapped-for-cash-there-are-two-big-reaso...  3/28/2018

Sierra Club v. EPA 18cv3472 NDCA Tier 5 ED_002061_00095689-00004


https://www.wsj

Why Are States So Strapped for Cash? There Are Two Big Reasons - WS

Page 50f 6

President Lyndor Johnson explaing the importande of funding heaith care and sducation in a March 6, 1985, phone sl

president, Hubert Humphrey.

fuekta] {034

Songeee LB Pregidential Library

The financial picture s blegker for many Mickigan citfes, including Eust Lansing, home

of Michigan State University. Sines 2004, annual state funding for the oity and the school

has fallen by aboul 19% each, adjusting for inflation. To offset the cuts, the university has
inereased tuition repeatedly. The city, which is strugghing with almost $125 million in
nnfunded pension and retiree health-care Habilittes, has been cutting servives becauss

state law caps property tax increases.

Things cametoa head
last sumaner when East
Lansing asked M8 to
pony up $100 mitlion
over 20 vears to help
shore up the olty's
underfunded pension
plan. The alternative, the
eity said, was asking
voters to approve g 1%
income tax that woukd
hit aniversity employees
and working students,

After negotiations went nowhere, the oity brought the income-tax proposal before voters

in a referendurm kst November,

Undergraduate student body president Lorenzo Santavives, 21 vears old, said the
measars would take away from his gensration, “We are getting the short rd of the stick

because of commitments thal were made years ago,” he said,
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Lorenzo Santasd

s, 23, Top, savs that 1o pay for hisfour yeurs at Mivhizan State University, be and his father,

Larry Santavion, sbove, have borrowed about $63,000. PHOTO: ELAINE CROMIE FOR THE WALL ZIREET

JOURMAL {2}

When his 53-vear-old father attended Eastern Michigan University in the 19808,

state support for higher education was so genercus that he was able to cover his
tuition with the money he made raking hay on his grandmother's farm during summers
and selling i for $3 10 $4 4 bale. He graduated debt-fros in 1987,

Mr. Santavicen savs that to pay for his four years at MSU, he and his father have
borrowed about $63,000. He expacts to graduate this spring with a degrec in
international relations and would Bke to someday work in government, but ke is unsure
be can afford to.

On Nov, 7, East Lansing residents shot down the income-tax referendum, forcing the ¢ity
ter debate what services to ¢ut to save money for the pension obligations,

Staffing cots in the police departmient are making ¥ difficult for detectives to investigate
optold overdoses, aceording to a police memo. The city hopes to shed ancther vy police
and fire positions over the next two vears, bt even that won't provide enough savings,
aceording to Erik Altmann, a Deptotrat on the ity counsil.

At a public hearing Inte last vear, Mr. Altmann suggested a long list of potential cuis 1o
niake more room in the budget for increased pension pavmenss: closing the fire station
on MSU's campus, shuttering the cily’s pool, aguatic center, dog park and soccer
complex, suspending bulk leaf pickup and plowing of pablic sidewalks and ending annual
Jaee, folk, film and art festivals,

The city I8 now implementing some of these and other measures.

Write to Cezary Podiul st cerary, podkul@wsi.com and Heather Gillers at
heather gillers@wsjcom
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