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ABSTRACT: Medica id spending on home and community-based services (HCBS) has
grown dramatica lly in recent years, but little is known about what effect these a lternatives
to institutiona l services have on overa ll long-term care costs. An ana lysis of state spending
data from 1995 to 2005 shows that for two distinct population groups receiving long-term
care services, spending growth was greater for states offering limited noninstitutiona l ser-
vices than for states with large, well-established noninstitutiona l programs. Expansion of
HCBS appears to enta il a short-term increase in spending, followed by a reduction in institu-
tiona l spending and long-term cost savings. [He a lth Affa irs 28 , no. 1 (2009): 262–272;
10 .1377 /hlthaff.28 .1 .262]

E n a c t e d i n 1 9 6 5 t o p r o v i d e h e a l t h c o v e r a g e for impoverished
Americans, the Medicaid program quick ly became a major source of pay-
ment for long-term care (LT C ) services for elderly and nonelderly people

w ith disabil ities. During the program’s first t wo decades, these services were of-
fered almost exclusively in institutional settings, such as nursing homes and facil i-
ties for people w ith intel lectual disabil ities. In the mid-1980s, however, states be-
gan to offer LT C services to people living outside of institutions, through what are
known as Home and Community-Based Services Waiver programs and Personal
C are Services (PCS) Optional Benefit programs. These t wo programs, plus the
smal ler Medicaid Home Health Benefit, are collectively referred to as Medicaid
home and community-based services ( H CBS); al l such programs may offer per-
sonal assistance that enables people who need help in performing daily activities
to continue to live and thrive in the community, instead of being forced to rel in-
quish their independence and move into an institution.

Pressured by advocates for people w ith disabil ities and the elderly, and com-
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pel led by the Supreme Court’s 1999 Olmstead decision to offer services in “ the most
integrated setting” appropriate to the person’s needs, many states have created or
ex panded H CBS programs, offering an alternative to institutional ization for mil-
l ions of poor or near-poor Americans.1 As a result, H CBS spending has constituted
a steadily increasing share of Medicaid LT C costs, rising at a much more rapid rate
than spending on institutional services.2 The estimated $35.2 bil l ion spent on
H CBS in 2005 amounts to 37.2 percent of the $94.5 bil l ion national Medicaid LT C
ex penditure, or 11.7 percent of the $300.3 bil l ion total Medicaid ex penditure.3 A
decade earl ier, H CBS spending accounted for only 19.2 percent of Medicaid LT C
spending and 6.3 percent of al l Medicaid spending.4

A lthough states stil l spend much more on institutional than noninstitutional
LT C , the ex pansion of H CBS programs has nonetheless been blamed for the over-
al l grow th in LT C spending. Opponents of further ex pansion in H CBS have re-
cently used the continued grow th in overal l LT C spending to argue that noninsti-
tutional LT C services are not cost-effective, in the sense that they increase rather
than reduce overal l ex penditures.5

This paper ex plores the question of whether states that offer extensive H CBS
programs ex perience greater or lesser grow th in Medicaid LT C spending than
states in which institutional LT C continues to predominate. We are aware of no
similar analyses, although one study compared LT C spending in three states that
were offering extensive H CBS w ith projections of spending in the absence of such
programs, and concluded that those states had greatly reduced their spending.6

The main issue is not the cost of services per person served. A recent study
found that the average total publ ic ex penditure on a recipient of H CBS waiver ser-
vices (who must meet the el igibil ity criteria for institutional ization) was about
$44,000 less per year than for a person receiving institutional services.7 Indeed,
waiver programs are required to demonstrate cost-neutral ity, in that the per par-
ticipant spending under the waiver cannot exceed the state’s estimate of the costs
for the same people had they entered institutions.

Instead, the concern is w ith the aggregate cost, which may grow if increasing
numbers of el igible people are served. There is a fear that the introduction of
H CBS programs would create a “ woodwork effect,” in which large numbers of
people who previously received help from family members and did not seek insti-
tutional services might sign up for the more desirable noninstitutional services,
thus increasing the overal l costs. The impact of H CBS programs on aggregate
Medicaid spending has been studied in several demonstration projects, but re-
sults have been inconclusive.8

Data Sources And Methods
 Sources. State data on Medicaid LT C spending for fiscal years 1995–2005

were obtained from reports submitted by state Medicaid agencies to the Centers for
Medicare and Medicaid Services (C MS). States report both institutional spending,
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for services provided in either nursing homes or so-called intermediate care facili-
ties for people w ith mental retardation (IC F/M R), and noninstitutional spending,
for services provided through waiver, personal care, and home health programs.
Data on nursing home, IC F/M R, personal care, and home health spending were ob-
tained from C MS 64 reports, as compiled annually by the Medstat Group.9 Data on
H CBS waiver spending, by type of waiver, were obtained from C MS 64 reports on
individual waiver programs, occasionally corrected w ith data obtained from C MS
372 reports.10

Because spending patterns, including the proportion devoted to H CBS, differ
markedly according to the targeted population, we analyzed spending ex pl icitly
directed toward people w ith mental retardation and other developmental disabil-
ities ( M R/ DD) separately from those primarily directed toward people w ith other
types of disabil ities. I C F/M R spending and M R/ DD waiver spending are classif ied
as M R/ DD spending, while nursing home, non-M R/ DD waiver, personal care, and
home health spending is classif ied as non-M R/ DD spending.

 Data limitations. Limitations in these data include occasional incomplete or
inaccurate reporting and expenditures reported according to the date of payment
rather than the date of service provision, causing year-to-year f luctuations when
states delay payment and shift expenditures to the next fiscal year. Furthermore, a
limited amount of spending on services provided under capitated managed care pro-
grams is not reported; this limitation is mostly an issue for Arizona, which we ex-
cluded from the analysis because the bulk of its expenditures are not listed. A few
states (most notably Texas) have or had relatively small “frail elderly” programs dis-
tinct from the noninstitutional services already mentioned; because data for these
programs are available from the Medstat compilations for some years but not others,
we omitted these programs from the analysis, too.

In a few cases of missing or incomplete waiver data for particular waivers or
states, we interpolated or extrapolated to estimate ex penditures. In one case of a
suspiciously large ex penditure followed by a negative reported ex penditure in the
subsequent year, we replaced both numbers w ith their average.

 Facilitating comparisons. To facilitate comparison across states, we obtained
per capita (not per recipient) expenditures for each state by dividing the reported
spending by the Census Bureau’s population estimate for the state for the given
year.11 To further facilitate comparison across years, we adjusted the per capita
spending for inf lation in medical care costs, using the Consumer Price Index (CPI)
for medical care services; amounts shown are in 1995 medical care dollars.12

 Classification process. We then classified states according to their level and
pattern of H CBS spending. F irst, we divided the states into t wo groups according to
the proportion of their total 2005 LT C spending devoted to H CBS. States that spent
less than the median proportion on H CBS were classified as low-H CBS states; the
remaining states were classified as high-H CBS states. The latter were further di-
vided into t wo categories according to whether their H CBS spending remained rela-
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tively stable or increased markedly during the decade of interest: states whose per
capita, inf lation-adjusted H CBS spending more than doubled during 1995–2005
were classified as expanding-H CBS states; the remaining states, as established-
H CBS states. States that were pioneers in offering extensive noninstitutional ser-
vices fell into this latter group.

The classif ication process was done t w ice, once for non-M R/ DD spending and
once for M R/ DD spending. Thus, t wo separate groupings of states were obtained
(Exhibit 1).

Study Findings
 Non-MR / DD spending. The high- and low-H CBS states (as differentiated ac-

cording to their 2005 expenditures) differed markedly in the types and amounts of
spending on the non-M R/DD population (Exhibit 1). Low-H CBS states spent only
about $14 per capita on H CBS in 1995, compared to more than $24 for the high-
H CBS states. Both groups of states increased their H CBS spending over the decade
much faster than the rate of inf lation, w ith the low-H CBS states increasing by 56.7
percent and the high-H CBS states grow ing still faster, by 110.0 percent.

H CBS spending data reveal vastly different rates of grow th for the establ ished-
and ex panding-H CBS states (Exhibit 2). Establ ished states increased their H CBS
spending relatively modestly during the period (21.2 percent), while ex panding
states increased their spending by 276.2 percent . Especial ly rapid H CBS grow th is
apparent among the ex panding states during 2000–2005, mostly because of pro-
gram grow th but also because C al ifornia shifted a state-only program to a Medic-
aid personal care plan in 2001.

Nursing home spending grew by 3.4 percent in the low-H CBS states over the
period, after adjusting for inf lation, but decl ined by 15.3 percent in the high-H CBS
states (Exhibit 3). A pattern of substantial grow th is apparent in the low-H CBS
states bet ween 1997 and 2002 (followed by a sharp one-year decl ine, which we hy-
pothesize is attributable to state budget shortfal ls), and a steady decl ine is appar-
ent for the high-H CBS states beginning in 2002.

Total LT C spending on the non-M R/ DD population grew by similar amounts in
the low- and high-H CBS states (Exhibit 4). But when we compared establ ished
and ex panding H CBS states, we found that LT C spending actual ly decl ined by 7.9
percent in the establ ished-H CBS states, but increased markedly in the ex panding-
H CBS states (24.2 percent). Spending increased greatly in both the low- and ex-
panding-H CBS states during 1997–2002, when the establ ished-H CBS states were
able to hold their LT C spending relatively constant . The establ ished-H CBS states
also ex perienced a large decl ine in spending bet ween 2003 and 2005, which is not
seen in the data from the other states.

 MR / DD spending. A lso shown in Exhibit 1 is H CBS and institutional spend-
ing targeted to the M R/DD population. The practice of deinstitutionaliz ing this
population, or avoiding institutionalization entirely, is much better established than
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for people w ith other types of disabilities, and even the low-H CBS states devoted,
on average, half of their 2005 M R/DD LT C spending to noninstitutional services.
Both the low- and high-H CBS states more than doubled their H CBS spending over
the period; this spending nearly tripled among the expanding-H CBS states. Institu-
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EXHIBIT 1
Mean Per Capita, Inflation-Adjusted Medicaid Long-Term Care (LTC) Spending In
States With High And Low Home And Community-Based Services (HCBS), By Type Of
Expenditure, And Percentage Change, Fiscal Years 1995 And 2005

Low-HCBS
statesa

High-HCBS states

Non-MR / DD spending All Establishedb Expandingc

HCBS spending
FY 1995
FY 2005 (1995 $)
Change

$13 .69
$21 .46
56 .7%

$24 .35
$51 .10
110 .0%

$39 .67
$48 .09
21 .2%

$14 .12
$53 .12
276 .3%

Institutiona l spending (nursing homes)
FY 1995
FY 2005 (1995 $)
Change

$122 .64
$126 .85
3 .4%

$110 .83
$93 .88
–15 .3%

$138 .54
$116 .03
–16 .3%

$92 .35
$79 .12
–14 .3%

Tota l LTC spending
FY 1995
FY 2005 (1995 $)
Change

$136 .34
$148 .31
8 .8%

$135 .17
$144 .99
7 .3%

$178 .21
$164 .12
–7 .9%

$106 .47
$132 .24
24 .2%

HCBS proportion of tota l
FY 1995
FY 2005

10 .0%
14 .5

18 .0%
35 .2

22 .3%
29 .3

13 .3%
40 .2

Low-HCBS
statesd

High-HCBS states

MR / DD spending All Establishede Expandingf

HCBS spending (MR/DD wa ivers)
FY 1995
FY 2005 (1995 $)
Change

$14 .21
$36 .31
155 .6%

$28 .89
$59 .49
105 .9%

$47 .82
$71 .04
48 .6%

$18 .24
$52 .99
190 .4%

Institutiona l spending (ICF /MR)
FY 1995
FY 2005 (1995 $)
Change

$42 .44
$36 .33
–14 .4%

$24 .81
$11 .93
–51 .9%

$26 .73
$10 .30
–61 .5%

$23 .72
$12 .86
–45 .8%

Tota l LTC spending
FY 1995
FY 2005 (1995 $)
Change

$56 .65
$72 .64
28 .2%

$53 .70
$71 .42
33 .0%

$74 .55
$81 .34
9 .1%

$41 .97
$65 .84
56 .9%

HCBS proportion of tota l
FY 1995
FY 2005

25 .1%
50 .0

53 .8%
83 .3

64 .1%
87 .3

43 .5%
80 .5

SOURCE: Authors’ ca lculations based on data from Centers for Medicare and Medica id Services 64 and 372 reports.
NOTES: MR/DD is menta l retardation/developmenta l disability. ICF /MR is intermediate care facility for menta l retardation.
a AL, CT, DE, FL, GA, HI, IN, IA, KY, LA, MD, MI, MS, NE, NH, NJ, ND, OH, PA, RI, SC, SD, TN, UT.
b AR, CO, ME, MA, MT, NY, OR, VA, WV, WI.
c AK, CA, ID, IL, KS, MN, MO, NV, NM, NC, OK, TX, VT, WA, WY.
d AK, CA, CT, ID, IL, IN, IA, KY, LA, MI, MO, NV, NJ, NY, NC, ND, OH, OK, PA, SC, TN, TX, UT, VA.
e CO, MA, NH, OR, RI, SD, VT, WA, WY.
f AL, AK, DE, FL, GA, HI, KS, ME, MD, MI, MN, MT, NE, NM, WV, WI.



tional spending dropped for both low- and high-H CBS states, after adjusting for in-
f lation, but the drop was much more dramatic for the high-H CBS states, where
IC F/M R spending declined by more than half, compared to a 14.5 percent drop
among the low-H CBS states. Particularly impressive is the 61.5 percent drop in
IC F/M R spending among established-H CBS states.

Total LT C spending for the M R/ DD population increased for al l types of states,
w ith a 28.2 percent increase among low-H CBS states and a 33.0 percent increase
among high-H CBS states (Exhibit 5). Establ ished-H CBS states, however, ex peri-
enced by far the lowest rate of grow th (9.1 percent), w ith hardly any grow th in in-
f lation-adjusted spending bet ween 1998 and 2005. Ex panding-H CBS states had
the highest rate of spending grow th, at 56.9 percent .
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EXHIBIT 2
Mean Per Capita, Inflation-Adjusted Spending On Home And Community-Based
Services (HCBS), Excluding Mental Retardation / Developmental Disability (MR / DD)
Programs, In States With Low And High HCBS, Fiscal Years 1995–2005
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NOTE: For explanation of types of HCBS states, see text.
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Mean Per Capita, Inflation-Adjusted Nursing Home Spending In States With Low And
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 Expenditures following HCBS expansion. H aving observed that for both
non-M R/DD and M R/DD programs, established-H CBS states controlled spending
better than low-H CBS states and much better than expanding-H CBS states did, we
hypothesized that H CBS programs incur an initial cost and have the eventual, but
not immediate, effect of reducing institutional spending and limiting the grow th of
overall LT C spending. To explore this possibility, we examined LT C spending be-
fore, during, and after expansion of H CBS programs in several states.

N ine states rapidly ex panded their non-M R/ DD H CBS spending during the lat-
ter part of the 1990s and then held that (inf lation-adjusted) spending relatively
steady until at least 2005. One state created a new PCS program and another ex-
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EXHIBIT 4
Mean Per Capita, Inflation-Adjusted Long-Term Care (LTC) Spending, Excluding Mental
Retardation / Developmental Disability (MR / DD) Programs, In States With Low And
High Home And Community-Based Services (HCBS), Fiscal Years 1995–2005
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panded an ex isting program, t wo states created new waiver programs and four ex-
panded ex isting waivers, and one state ex panded both a PCS and a waiver pro-
gram. The grow th in H CBS spending typical ly occurred over t wo years and then
leveled off.

Exhibit 6 presents the mean spending on non-M R/ DD H CBS, nursing homes,
and total non-M R/ DD LT C for the nine states; data for the states are combined not
according to the f iscal year of ex penditure but instead according to the year rela-
tive to the ex pansion. The states had not yet begun to increase spending during
Year 0 (1995 for three states, 1996 for t wo, and 1997 for four); the ex pansion was es-
sential ly complete by Year 2; and H CBS spending remained relatively steady for
the six subsequent years (ending in 2003, 2004, or 2005).

For these states, H CBS spending increased on average by 57.3 percent during
the t wo years of rapid grow th, and then much more slow ly during subsequent
years. Nursing home spending remained fairly stable for the three years follow ing
ful l ex pansion and then decl ined in each subsequent year. Total non-M R/ DD
spending rose especial ly rapidly during the period of H CBS ex pansion and then
rose more slow ly for the next three years. During subsequent years, however, total
inf lation-adjusted spending fel l substantial ly, returning to just below its pre-
ex pansion level in the f inal year.

For comparison, we identif ied f ifteen states that held their non-M R/ DD H CBS
spending stable over the entire period (Exhibit 6). W ith f lat H CBS spending and
increasing nursing home spending, the comparison states saw a 4.6 percent in-
crease in overal l spending over the period. Initial levels were roughly equal in the
comparison and ex pansionary states; follow ing a temporary increase, the ex pan-
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sionary states were able to reduce their overal l non-M R/ DD LT C spending to ap-
prox imate that of the comparison states in Year 6, and then further reduce it in
subsequent years to below the comparison levels.

A similar analysis of states that ex panded their M R/ DD spending in the late
1990s (not shown) also suggests a lag bet ween an increase in H CBS spending and
a reduction in institutional spending, but the lag period appears to be shorter than
for the non-M R/ DD population.

Discussion
An analysis of state-by-state Medicaid LT C spending for 1995–2005 reveals that

states offering extensive noninstitutional services ex perienced grow th in overal l
spending comparable to that in states offering lower levels of such services. This
f inding holds true for spending on services both for people w ith nondevelopmen-
tal physical or cognitive disabil ities, on the one hand, and for people w ith intel lec-
tual and other developmental disabil ities, on the other.

For both types of spending, states w ith extensive, wel l-establ ished noninsti-
tutional programs saw much less spending grow th than states w ith minimal
noninstitutional services. In the case of non-M R/ DD spending, states w ith wel l-
establ ished noninstitutional programs actual ly reduced their overal l, inf lation-
adjusted LT C spending, in contrast w ith grow ing ex penditures among states w ith
minimal noninstitutional services. States that greatly ex panded their H CBS pro-
grams during the period, however, saw greater increases in overal l spending than
other states did; the bulk of this ex pansion occurred after 2000, and its long-term
effects are not yet observable.

 Negligible impact of other factors. In comparing LT C spending patterns
across states, it is worth exploring whether economic or population factors might
account for the observed differences. Published models of state variations in total
LT C spending have identified the most important predictors as average income and
proportion of the population likely to need LT C , based either on a disability measure
or on the proportion of residents who are very elderly.13 We obtained state-by-state
data from the 2000 census on median household income and on the proportion of
residents w ith self-care difficulties; we found no significant correlation bet ween ei-
ther of these variables and the proportional change in LT C spending. It is therefore
unlikely that such factors could explain the different spending trends observed
among the states.

 Lag between HCBS expansion and lower LTC spending. An examination of
a group of states that expanded H CBS programs in the late 1990s suggests that there
is a lag bet ween the expansion of noninstitutional services and a subsequent, com-
pensatory reduction in institutional spending, resulting after several years in lower
total LT C spending than in states that did not expand H CBS programs. Because
H CBS programs tend to serve people at risk of needing institutional services, w ith
the goal of deferring or obviating their eventual institutionalization, and not merely
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people gradually moving out of institutions, a lag bet ween the introduction of an
H CBS program and a reduction in the institutional population might be expected.
Furthermore, real savings in institutional costs occur only when the number of
Medicaid-financed nursing home residents is reduced, a process that can take years.

It seems apparent that states offering noninstitutional LT C services as an alter-
native to institutional ization are not only complying w ith the Olmstead decision
and meeting the demands of their citizens w ith disabil ities, but are also poten-
tial ly saving money. One caveat, however, is that an initial outlay is required to
launch a new H CBS program, followed several years later by a reduction in insti-
tutional spending and the possibil ity of overal l cost savings. Additional ly, our re-
sults do not necessarily imply that institutional savings occur automatical ly, but
instead may result from paral lel policy initiatives such as certif icate-of-need pro-
grams or moratoria on new nursing home beds.14

It is clear, in any case, that states offering noninstitutional alternatives do not
general ly suffer any long-term f inancial penalty as a result . Such states have been
able to contain and even reduce costs, largely avoiding a feared “ woodwork effect”
in which the demand for services was predicted to grow tremendously once H CBS
programs became available.

 Pending legislation and its costs. Legislation pending before Congress
would require states not already doing so to offer noninstitutional alternatives to
anyone eligible for institutional services. The Community Choice Act, successor to
the Medicaid Community-Based Attendant Services and Supports Act (M i C ASSA),
was once estimated by the Congressional Budget Office to require additional Medic-
aid expenditures of $10–$20 billion or more annually, but a recent study calculates
that the cost would be much lower, $1.4–$3.7 billion.15 Neither analysis attempted to
estimate cost savings through a commensurate reduction in institutional spending,
however. Our study suggests that if experience is any guide, such legislation would
likely entail no additional long-term spending and might in fact save money over the
long run by providing less costly services to people who could then avoid or defer
entering a nursing home or an IC F/M R.

F r a i l e l d e r l y p e o p l e , and especial ly nonelderly people w ith various
types of disabil ities, need services that al low them to remain in their homes
and retain their independence, and avoid entering an institution, possibly to

remain there for the rest of their lives. In some states, those who cannot afford to
purchase their own services have no alternatives to institutionalization. Justifica-
tions based on financial constraints can no longer be credibly offered as reasons for
forcing such people into nursing homes and other institutions. H CBS programs
may be one instance in which offering people greater choice also helps reduce
costs.
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