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Medicaid Expansion: Effects On
Hospital Finances And
Implications For Hospitals Facing
COVID-19 Challenges

ABSTRACT States’ decisions to expand Medicaid may have important
implications for their hospitals’ financial ability to weather the
coronavirus disease 2019 (COVID-19) pandemic. This study estimated the
effects of the Affordable Care Act (ACA) Medicaid expansion on hospital
finances in 2017 to update earlier findings. The analysis also explored
how the ACA Medicaid expansion affects different types of hospitals by
size, ownership, rurality, and safety-net status. We found that the early
positive financial impact of Medicaid expansion was sustained in fiscal
years 2016 and 2017 as hospitals in expansion states continued to
experience decreased uncompensated care costs and increased Medicaid
revenue and financial margins. The magnitude of these impacts varied by
hospital type. As COVID-19 has brought hospitals to a time of great need,
findings from this study provide important information on what
hospitals in states that have yet to expand Medicaid could gain through
expansion and what is at risk should any reversal of Medicaid expansions
occur.

C
oronavirus disease 2019 (COVID-
19) is stretching the capacity of the
US health system. In this context, it
is important to understand themost
recent financial health of US hospi-

tals. The public health crisis will likely affect
hospital finances in multiple ways, such as
through increased uncompensated care, given
the rise in uninsurance associatedwith the surge
in unemployment caused by the pandemic,1 and
through revenue losses due to cancellations or
postponements of elective outpatient proce-
dures. This is a particular concern for rural hos-
pitals, as many depend on elective surgeries and
outpatient services for revenue.2

The Affordable Care Act (ACA) has had impor-
tant implications for hospital finances since be-
ing signed into lawadecadeago.Therehavebeen
multiple unsuccessful attempts to repeal and re-
place it in Congress, including the American
Health Care Act of 2017, which would have re-

pealed the state option to expand Medicaid un-
der the ACA.3 After the individual mandate tax
penaltywas reduced to $0under theTaxCuts and
Jobs Act of 2017, the ACA has continued to face
legal battles in California v. Texas. The Supreme
Court heard this case November 10, 2020, to
consider the constitutionality and severability
of the individual mandate, among other issues;4

a decision is expected in 2021. The Trump ad-
ministration alsoworked to undermine the ACA,
such as through the approval of Medicaid work
requirements and the expansion of the public
charge rule. These legal and executive actions
likely contributed to increases in the uninsur-
ance rate in 2018.5

As of August 21, 2020, thirty-nine states in-
cludingWashington,D.C., had elected to expand
their Medicaid programs, whereas twelve states
had not.6 States can still choose to expand Med-
icaid under the ACA and receive the enhanced
match rate for the population covered by the
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expansion.7 However, governors and legisla-
tures can also choose to scale back or reverse
existing Medicaid expansions, and some have
attempted to do so.8

States’decisions to expandMedicaidmay have
important implications for hospitals’ financial
ability toweather COVID-19. Earlier studies have
found that hospitals in expansion states experi-
enced larger increases in Medicaid-covered
discharges and reductions in patients without
insurance compared with hospitals in non-
expansion states.9–12 Hospitals in expansion
states also had larger reductions in uncompen-
sated care costs and increases in Medicaid reve-
nue and profit margins compared with hospitals
in nonexpansion states in 201413,14 and 2015,
with variation by hospital characteristics (for
example, size, nonprofit status, location, and
disproportionate share hospital status).11,15–17 In
addition, in 2015 safety-net hospitals in Medic-
aid expansion states experienced reduced un-
compensated care costs and increased Medicaid
revenue and margins, whereas margins for safe-
ty-net hospitals in nonexpansion states de-
clined.18 However, some financial gains that hos-
pitals experienced after expansion may have
been offset by increases in Medicaid payment
shortfalls19 or declines in revenue from nongov-
ernment sources such as commercial in-
surance.20

This study estimated the effects of the ACA on
hospital finances from 2014 to 2017 and how
they differ between hospitals in states that ex-
panded Medicaid and those in states that did
not. This analysis had twomain objectives. First,
it expanded on prior studies by adding two
years of ACA exposure data through fiscal year
2017 to provide a firmer assessment of the Med-
icaid expansion for states that elected to expand.
Second, it explored how the ACA Medicaid ex-
pansion continued to affect different types of
hospitals by size, ownership, rurality, and safe-
ty-net status. As COVID-19 has brought hospitals
to a time of great need, findings from this study
provide important information on what hospi-
tals in states that have yet to expand Medicaid
could gain through expansion. In addition, our
results show what is at risk and what hospital
types may be disproportionately affected should
any reversal of Medicaid expansions occur.

Study Data And Methods
Data This analysis used data from the American
Hospital Association (AHA) Annual Survey
merged with data from the Centers for Medicare
and Medicaid Services Healthcare Provider Cost
Reporting Information System (HCRIS). The
AHA data provide information on hospitals’ or-

ganizational characteristics. HCRIS contains an-
nual cost reports submitted by all Medicare-
certified hospitals and provides information for
constructing key financial measures.
This study examined changes during the peri-

od FY 2011–17 in total uncompensated care
costs, uncompensated care costs as a percentage
of total hospital expenses, Medicaid revenue,
Medicaid revenue as a percentage of total hospi-
tal revenue, and profitability (operatingmargins
and excess margins).
The analysis sample included nonfederal gen-

eral medical and surgical hospitals.We included
hospitals in six states (California, Connecticut,
Minnesota, New Jersey, Washington, and
Washington, D.C.) that extendedMedicaid eligi-
bility to low-income adults before January 2014
through a separate provision of the ACA but still
experienced coverage gains after 2014. We ex-
cluded hospitals in Massachusetts because the
Medicaid expansion under the state’s 2006
health reform law was similar to the ACA’s Med-
icaid expansion. To consistently assess the ef-
fects of Medicaid expansion in 2014 over time,
the main sample excluded hospitals in six
states (New Hampshire, Indiana, Pennsylvania,
Alaska, Montana, and Louisiana) that expanded
Medicaid between late 2014 and 2017. As a sen-
sitivity analysis, we included these states in the
sample. Finally, we excluded around 3 percent of
hospital-year observations with missing HCRIS
data or with HCRIS data that do not reflect a
twelve-month fiscal year. These excluded hospi-
tals are smaller, less likely to bepart of a teaching
institution, and more likely to be in nonexpan-
sion states.We also excluded around 1 percent of
hospital-year observations with missing values
for a given outcomeorwith zero reported dollars
in the uncompensated care and Medicaid reve-
nue models. Overall, our results were robust to
these sample selection criteria.
Fiscal years are defined by the calendar year

end date. The pre period is FY 2011–13, and the
post period is FY2014–17. FY2015 captures a full
calendar year of exposure to theMedicaid expan-
sion for states that expanded in 2014, but FY
2014 captures only a “transition year,” or partial
exposure to the expansion because many hospi-
tals use fiscal years that do not perfectly align
with the calendar year.
This analysis also stratified hospitals by met-

ropolitan and nonmetropolitan status, hospital
ownership type, size, and safety-net hospital sta-
tus. Metropolitan counties included large cen-
tral cities, fringes of large cities (suburbs), me-
dium-size cities, and small cities. Metropolitan
status is commonly used to determine eligibility
for various public programs, as well as by re-
searchers and others who analyze rural Amer-
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ica.21,22 Our definition of safety-net hospitals in-
cluded those that are required to receive Medic-
aid disproportionate share hospital payments
under Section 1923(b) of the Social Security
Act of 1935: nonfederal, acute, short-term hos-
pitals with a Medicaid inpatient utilization rate
one standard deviation or more above the state
mean for all hospitals. We held each hospital’s
2013 safety-net status constant across years, giv-
en that the factors thatwould change their safety-
net status are related to the outcomes of interest
andMedicaid expansion. As a sensitivity test, we
defined safety-net hospitals on the basis of hos-
pital status each year and used a broader defini-
tion to include hospitals not required to receive
disproportionate share hospital payments, such
as those whose Medicaid inpatient utilization
rate is one standard deviation or more above
the statemean for private hospitals, which tends
tobe lower than the statemean for all hospitals.23

Analytic Approach This analysis used multi-
variate difference-in-differences models to com-
pare changes in financial outcomes for hospitals
in twenty-five states that expanded Medicaid el-
igibility in early 2014 (or beforehand) relative to
changes in financial outcomes for hospitals in
nineteen states that did not expand Medicaid.
Early evidence shows that the Medicaid expan-
sion alone has altered hospitals’ payer mix. In
2014 the hospital share of Medicaid inpatients
increased in expansion states, with a mirror-im-
age decline in the hospital share of uninsured
inpatients, but the share of privately insured in-
patients remained relatively unchanged.9

The regression models included four separate
post-period dummies for FY 2014–17 interacted
with Medicaid expansion status. Each interac-
tion termcaptured theeffect of theACA inagiven
year among states that expanded in 2014 com-
pared with states that did not expand relative to
the pre period; for example, the FY 2017 inter-
action term captured the effect of the Medicaid
expansion in FY 2017 relative to the FY 2011–13
period. FY 2014 interactedwithMedicaid expan-
sion is the effect in FY 2014 relative to the pre
period, which captures less than a full calendar
year of exposure to the Medicaid expansion for
most hospitals.
Each model included hospital fixed effects,

fiscal year–specific dummy variables, and a ran-
dom error term. The hospital fixed effects con-
trolled for time-invariant differences across hos-
pitals.We also included a set of control variables
based on theoretical differences in motivation
and behavior between different types of hospi-
tals that likely affect their financial indicators
and could also change over time, including hos-
pital ownership, size, system status, and teach-
ing hospital status. For example, although in

theory nonprofit hospitals are accountable to
their communities and are motivated by a num-
ber of factors other than profits, empirical find-
ings have beenmixed in documenting differenc-
es in behavior between nonprofit and for-profit
hospitals.24 In addition, we included control var-
iables for hospitals’ provision of substance use
disorder and burn care services, which are costly
services commonly used by uninsured people
that might not be profitable to the hospital but
provide value to the community.25

The models also controlled for market charac-
teristics that in theory would affect hospital
financial indicators, including the level of com-
petition in the hospital referral region, as mea-
sured by the Herfindahl-Hirschman Index, and
the unemployment rate. To the extent that these
measures change over time, inclusion of these
control variables was necessary to isolate the
impact ofMedicaid expansion on hospital finan-
cial outcomes. Additional theoretical discussion
of these hospital andmarket characteristics is in
the online appendix.26

We also implemented an event study specifica-
tion to formally test for differences in trends
between hospitals in expansion and nonexpan-
sion states before 2014.We interacted each fiscal-
year dummy variable with the Medicaid expan-
sion dummy and assessed whether the pre-peri-
od interactions were statistically zero. Thismod-
el also showed the effects of the Medicaid
expansion in each year relative to 2013, the ex-
cluded reference period.
In addition, this study incorporated various

robustness and sensitivity models. First, we win-
sorized all outcome variables at the first and
ninety-ninth percentiles. This approach affects
more observations than the case-by-case ap-
proach used in the main analysis. Second, we
estimatedmodels including the six lateMedicaid
expanders in the treatment group. Third, we
limited the sample to only the subset of hospitals
that provided data for all seven fiscal years in the
analysis period. Finally, to provide more insight
into changes over time, we estimated a model

Reversal or weakening
of Medicaid expansion
would have significant
financial implications
for hospitals.
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that included dummy variables for each fiscal
year-quarter end date and the interaction terms
between each quarter in the post period and
Medicaid expansion status.
All estimates were unweighted to reflect

changes in mean values associated with the av-
erage hospital in the sample. Robust standard
errors were clustered at the hospital level to cor-
rect for possible heteroskedasticity and autocor-
relation, and statistical significance is denoted at
the 1 percent, 5 percent, and 10 percent levels.

Limitations This analysis had several limita-
tions. HCRIS has known limitations with item
nonresponse and data quality, which we ad-
dressed by examining individual data elements
(for example, trimming the data so that some
erroneously reported values are treated as “miss-
ing”) and throughwinzorizing.27 The difference-
in-differences analysis also reduced biases from
accounting or reporting errors, assuming they
did not emerge differentially between hospitals
in expansion and nonexpansion states after
2013.
Another potential limitation is that this analy-

sis focused on only a limited number of financial
outcomes available on HCRIS. There are several
other measure categories that determine hospi-
tals’ overall financial health, including liquidity
(for example, days’ cash on hand), solvency (for
example, long-term debt to total capitalization),
and adequacy of capital investment (for exam-
ple, average age of plant).
Finally, changes in overall financial health for

hospitals in a given state will likely depend on a
host of factors not assessed in this study, such as
the coverage status of residents before the ACA,
Medicaid eligibility thresholds, Medicaid re-
imbursement levels, and the state and local gov-
ernment support that hospitals receive for pro-
viding uncompensated care. For example, the
net impact of Medicaid expansion on hospitals’
financial position would be positive only if a
state’s Medicaid reimbursement rate was higher
than what hospitals would have collected from
uninsured people if they had not gained Medic-
aid eligibility.9

Study Results
Hospital Characteristics And Trends In
Outcomes Appendix exhibit 1 shows the charac-
teristics of hospitals in 2017, by state Medicaid
expansion status.26 Overall, hospitals in expan-
sion states were more likely to be nonprofit, be
larger, have a teaching affiliation, and be located
in metropolitan areas compared with hospitals
in nonexpansion states. The mean county-level
unemployment rate in 2017 was 0.5 percentage
points higher among hospitals in expansion

states (4.7 percent) than among hospitals in
nonexpansion states (4.2 percent).
From FY 2013 to FY 2017, mean annual un-

compensated care costs as a share of total ex-
penses declined by 1.8 percentage points among
hospitals in Medicaid expansion states, with
most of this change occurring in FY 2015. In
contrast, during this period mean annual un-
compensated care costs as a share of total ex-
penses increased by 0.5 percentage points
among hospitals in nonexpansion states (exhib-
it 1). Trends in uncompensated care costs in real
dollar terms are generally consistent with these
findings (data not shown).
Mean annual Medicaid revenue as a share of

total revenue increased significantly in the post-
ACA period among hospitals in expansion states
and remained relatively flat among hospitals in
nonexpansion states (exhibit 1). Mean annual
Medicaid revenue as a percentage of total reve-
nue increased by 2.5 percentage points from FY
2013 to FY 2017 among hospitals in Medicaid
expansion states, with nearly all of the increase
occurring in FY 2014 and FY 2015. In contrast,
Medicaid revenue remained roughly constant
among hospitals in nonexpansion states during
this period. Trends in Medicaid revenue in real
dollar terms are consistent with these findings
(data not shown).
Immediately after the 2014 Medicaid expan-

sion, operating margins increased among hos-
pitals in expansion states relative to hospitals
in nonexpansion states. Mean annual operating
margins in expansion states increased by
0.54 percentage points in FY 2014 and 2.1 per-
centage points in FY 2015, whereas operating
margins in nonexpansion states declined by
0.58 percentage points in FY 2014 and increased
by 0.86 percentage points in FY 2015. However,
mean operating margins in both expansion and
nonexpansion states decreased in FY 2016 and
FY 2017, with slightly larger declines occurring
in expansion states (appendix exhibit 2A).26 The
patterns and trends formean annual excessmar-
gins are consistent with those observed for oper-
ating margins (appendix exhibit 2B).26

Impacts Of Medicaid Expansion In 2017 In
the fully adjusted difference-in-differences re-
gression analyses, in 2017 Medicaid expansion
was associated with a significant $6.4 million
decline in mean uncompensated care costs and
a significant 2.6-percentage-point decline in
mean uncompensated care costs as a percentage
of total expenses relative to the 2011–13 pre pe-
riod (exhibit 2). The $6.4 million decline in un-
compensatedcarecosts representsa53.3percent
decrease relative to the FY 2011–13 baseline
mean of $12.0million amonghospitals in expan-
sion states.
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Medicaid expansion also significantly in-
creased Medicaid revenue (exhibit 2). Relative
to the 2011–13 pre period, expansion in 2017was
associatedwith a $8.6million annual increase in

mean Medicaid revenue and a 3.6-percentage-
point increase inMedicaid revenue as a percent-
age of total revenue. Compared with the baseline
meanof $32.9million amonghospitals in expan-

Exhibit 1

Trends in mean annual uncompensated care costs (as a share of total expenses) and Medicaid revenue (as a share of total
revenue) for hospitals in Medicaid expansion and nonexpansion states, fiscal years 2011–17

SOURCE Centers for Medicare and Medicaid Services Healthcare Cost Report Information System data, fiscal years 2011–17.

Exhibit 2

Difference-in-differences estimates: changes in mean hospital uncompensated care, Medicaid revenue, and margins in fiscal year 2017 versus fiscal years
2011–13

2011–13 mean 2017 mean Difference-in-differences

Nonexpansion
states

Expansion
states

Nonexpansion
states

Expansion
states Unadjusted

Regression
adjusted

Uncompensated care costs

Cost, $ millions 10.9 12.0 12.2 8.4 −4.9 −6.4***
Percent of total expenses 6.2 4.8 7.1 3.2 −2.4 −2.6***
Medicaid revenue

Revenue, $ millions 19.3 32.9 17.6 39.4 8.2 8.6***
Percent of total revenue 10.1 12.2 10.1 15.9 3.7 3.6***

Profits

Operating margins (percentage points) −4.5 −3.8 −6.6 −4.6 1.3 1.7***
Excess margins (percentage points) 5.0 4.1 2.7 4.3 2.4 2.2***

SOURCE American Hospital Association Annual Survey database; Centers for Medicare and Medicaid Services Healthcare Cost Report Information System. NOTES Sample
excludes hospitals in six states that expanded Medicaid between July 2014 and 2017 (New Hampshire, Indiana, Pennsylvania, Alaska, Montana, and Louisiana) and
Massachusetts, as explained in the text. All regression-adjusted models control for hospital and year fixed effects, hospital ownership type, size, teaching and
system status, the provision of substance use disorder and burn services, urban/rural status, percent of the hospital’s county that is unemployed, and Herfindahl-
Hirschman Index. The sample varies slightly from year to year based on reporting. Uncompensated care and Medicaid revenue models are also estimated among
observations with nonzero dollars. Robust standard errors are clustered at the hospital level. Uncompensated care and Medicaid revenue are expressed in millions
of dollars and inflated to 2018 dollars using the Consumer Price Index for All Urban Consumers: Hospitals and Related Services. ***p < 0:01
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sion states, the $8.6 million increase represents
a 26.1 percent increase in Medicaid revenue.
Medicaid expansion also significantly improved
mean operatingmargins (1.7 percentage points)
and excess margins (2.2 percentage points) in
2017 relative to the 2011–13 pre-ACA period.

Variation In Impacts Across Hospitals In
metropolitan and nonmetropolitan areas, Med-
icaid expansion decreased mean uncompensat-
ed care costs and increased average Medicaid
revenue, with the larger changes seen in hospi-
tals in metropolitan areas (exhibit 3). In con-
trast, the estimated effects of the Medicaid ex-
pansion on profit margins were larger in
nonmetropolitan areas and statistically insignif-
icant in metropolitan areas.
Medicaid expansion decreased uncompensat-

ed care costs and increased Medicaid revenue
among hospitals of all ownership types (exhib-
it 3). However, looking at hospitals by profit
status, the expansion’s estimated effects on un-
compensated care as a percentage of total costs
(−4.1 percentage points versus −2.3 percentage
points), Medicaid revenue as a percentage of
total revenue (5.3 percentage points versus
3.4 percentage points), and excess margins
(3.2 percentage points versus 1.6 percentage
points) were larger for for-profit than nonprofit
hospitals.
Medicaid expansion decreased uncompensat-

ed care costs and increased Medicaid revenue

among hospitals of all sizes (exhibit 3). How-
ever, the magnitude of these changes was larger
among medium-size and large hospitals than
among small hospitals when uncompensated
care costs and Medicaid revenue were standard-
ized as percentages of total costs and revenue,
respectively. Medicaid expansion significantly
improved margins among small hospitals with
fewer than 100 beds but did not significantly
affect margins for medium-size or large hos-
pitals.
Finally, Medicaid expansion decreased mean

uncompensated care costs and increasedaverage
Medicaid revenue and excess margins for both
safety-net and non-safety-net hospitals (exhib-
it 3). Although the magnitude of the decrease
in mean uncompensated care costs was larger
for safety-net than for non-safety-net hospitals
(−$9.5 million versus −$5.8 million), the aver-
age change in uncompensated care costs as a
share of total expenses was similar for both
types of hospitals (−2.5 percentage points and
−2.6 percentage points, respectively). Expan-
sion resulted in double the increase in excess
margins for safety-net compared with non-safe-
ty-net hospitals (4.0 percentage points and
1.9 percentage points, respectively). Although
operating margins increased for non-safety-net
hospitals as a result of expansion, therewasnot a
statistically significant change in operatingmar-
gins for safety-net hospitals. However, there

Exhibit 3

Difference-in-differences estimates: changes in mean hospital uncompensated care, Medicaid revenue, and margins, by hospital characteristics, fiscal year
2017 versus fiscal years 2011–13

Metropolitan status Ownership type Hospital size (no. of beds)
Safety-net
hospital

Outcome Metro Nonmetro Nonprofit
For
profit Government

Small
(<100)

Medium
(100–299)

Large
(300+) Yes No

Uncompensated care costs

Cost, $ millions −10.0*** −0.9*** −5.6*** −6.3*** −7.2*** −0.9*** −6.8*** −18.7*** −9.5*** −5.8***
Percent of total expenses −3.2*** −1.8*** −2.3*** −4.1*** −2.0*** −2.0*** −3.3*** −3.0*** −2.5*** −2.6***
Medicaid revenue

Revenue, $ millions 13.5*** 2.2*** 9.4*** 8.6*** 6.8*** 2.0*** 8.0*** 27.5*** 7.6*** 8.7***
Percent of total revenue 4.3*** 2.7*** 3.4*** 5.3*** 4.0*** 3.1*** 4.3*** 4.1*** 3.7*** 3.5***

Profits

Operating margins
(percentage points) 0.7 2.8*** 0.3 2.4 4.7*** 2.2** 1.0 0.5 2.9 1.5**

Excess margins
(percentage points) 0.8 3.7*** 1.6*** 3.2** 2.3* 3.3*** 1.1 0.5 4.0** 1.9***

SOURCE American Hospital Association Annual Survey database; Centers for Medicare and Medicaid Services Healthcare Cost Report Information System. NOTES Each
sample excludes hospitals in six states that expanded Medicaid between July 2014 and 2017 (New Hampshire, Indiana, Pennsylvania, Alaska, Montana, and Louisiana),
states that expanded Medicaid under Affordable Care Act authority before 2014 (California, Connecticut, Minnesota, New Jersey, Washington, and Washington, D.C.), and
Massachusetts, as explained in the text. Regression-adjusted model controls are explained in the exhibit 2 notes. The sample varies slightly from year to year based on
reporting. Uncompensated care and Medicaid revenue models are also estimated among observations with nonzero dollars. Robust standard errors are clustered at the
hospital level in each regression model. Estimates are inflated to 2018 dollars using the Consumer Price Index for All Urban Consumers: Hospitals and Related Services for
the variables expressed in dollars. *p < 0:10 **p < 0:05 ***p < 0:01

January 2021 40: 1 Health Affairs 87
Downloaded from HealthAffairs.org on March 01, 2021.

Copyright Project HOPE—The People-to-People Health Foundation, Inc.
For personal use only. All rights reserved. Reuse permissions at HealthAffairs.org.



were statistically significant increases in operat-
ing margins for both safety-net and non-safety-
net hospitals when the alternative definitions
were used (appendix exhibit 3).26

Year-By-Year Impacts Exhibit 4 shows the
results from the event study model with each
year interacted with Medicaid expansion status
(with FY 2013 being the excluded reference pe-
riod). For most outcomes, the interaction terms
for the years before Medicaid expansion were
close to zero in magnitude and were not statisti-
cally significant. In two instances (uncompen-
sated care costs share in FY 2011 and Medicaid
revenue share in FY 2011), the outcomes were
trending in opposite directions relative to the
estimated impacts of Medicaid expansion. Con-
sistent with the descriptive trends in exhibit 1,
these results show that differential trends in out-
comes among hospitals in expansion and non-
expansion states leading up to FY 2014 did not
drive the key findings in our main model.
The estimated effects of the Medicaid expan-

sion in fiscal years 2016 and 2017 were compa-
rable to the effects observed in FY 2015, suggest-
ing that the improvements in hospital finances
in FY 2015 were not a one-time effect that dissi-
pated over time. The estimated effects in FY2014
were smaller than the effects in subsequent
years, as thismeasure didnot adjust for the share
of the fiscal year during which the hospital was
exposed to the expansion. That is, the FY 2014
estimates only captured partial-year exposure to
Medicaid expansion (a transition year), whereas
the FY 2015 estimates represent the impacts as-
sociated with the first full year after Medicaid
expansion.

It is important to note that these effects are
relative to FY 2013, as opposed to the FY 2011–13
reference period in the main model.
Sensitivity Analysis Results When the six

late Medicaid expansion states were included in
the sample as part of the treatment group, the FY
2017 effects (relative to FY 2011–13) associated
with each outcome were slightly smaller in mag-
nitude but remained statistically significant.
When the sample was limited to only those hos-
pitals that contributed data throughout the en-
tire study period (balanced panel), the estimated
effects were very similar to those from the main
model. When we used a more aggressive ap-
proach (winsorizing) to edit and impute errone-
ously coded values, our main FY 2017 findings
also remained statistically significant and simi-
lar in magnitude (appendix exhibit 4).26 Finally,
when we used fiscal year quarters instead of
year variables, we found that Medicaid expan-
sion was associated with lower total uncompen-
sated carecosts, loweruncompensated care costs
as a percentage of total costs, and higher Medic-
aid revenue as a proportion of total revenue in
nearly every quarter relative to the FY 2011–13
period.We observed a similar trend in the oper-
ating andexcessmarginsmodels, although there
were more quarters with statistically insignifi-
cant effects (appendix exhibit 5).26

Discussion
These results show that the early positive finan-
cial impact of Medicaid expansion on hospitals
was sustained in FY 2016 and FY 2017. Although
Medicaid expansion benefited all hospital types,

Exhibit 4

Event study regression estimates: changes in mean hospital uncompensated care, Medicaid revenue, and margins

Fiscal year, interacted with Medicaid expansion status

Outcome 2011 2012 2014 2015 2016 2017
Uncompensated care costs

Costs, $ millions 0.5 0.1 1.3 −6.8*** −6.5*** −6.2***
Percent of total expenses 0.4** 0.1 −0.5*** −2.2*** −2.6*** −2.4***
Medicaid revenue

Revenues, $ millions 0.5 −0.7 2.3*** 6.7*** 7.4*** 8.5***
Percent of total revenue −0.6** −0.3 1.2*** 2.3*** 2.6*** 3.3***

Profits

Operating margins (percentage points) −0.7 −0.1 0.8* 2.2*** 2.0*** 1.5**
Excess margins (percentage points) −0.4 −0.2 0.3 1.2*** 1.4*** 2.0***

SOURCE American Hospital Association Annual Survey database; Centers for Medicare and Medicaid Services Healthcare Cost
Reporting Information System. NOTES Samples of states are described in the exhibit 3 notes. Regression-adjusted model controls
are explained in the exhibit 2 notes. The sample varies slightly from year to year based on reporting. Uncompensated care and Medicaid
revenue models are also estimated among observations with nonzero dollars. Robust standard errors are clustered at the hospital
level. Estimates are inflated to 2018 dollars using the Consumer Price Index All Urban Consumers: Hospitals and Related Services for
the variables expressed in dollars. Reference year is 2013. *p < 0:10 **p < 0:05 ***p < 0:01
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the magnitude of the effects varied by location,
hospital size, profit status, and safety-net status.
Reversal or weakening of Medicaid expansion

would have significant financial implications for
hospitals. The Congressional Budget Office pro-
jected that repealing the ACA’s individual man-
date would result in thirteen million people los-
ing coverage by 2027, nearly 40 percent ofwhom
would have received Medicaid without the re-
peal.28 This loss of coverage would place addi-
tional financial burdens on hospitals, and par-
ticularly safety-net hospitals, where uninsured
people often seek care. Given the period covered
by available data, our study likely did not pick up
the effects of recent increases in uninsurance
during the Trump presidency on hospital finan-
ces, as the most recent HCRIS data (FY 2017)
mostly cover calendar year 2016.
Moreover, the Trump administration granted

states more flexibility in their Medicaid pro-
grams in recent years, such as by allowing Sec-
tion 1115 Medicaid demonstration waivers to in-
clude work requirements, starting 2018, and
allowing states to receive a portion of their Med-
icaid funding as a block grant to limit spending
and program size.29,30 The extent to which states
have taken advantage of this flexibility could
affect whether hospitals sustain the initial gains
that came from expansion.
As the effects of COVID-19 on the health care

system continue to unfold, nonexpansion states
should consider the potential financial benefit
for their hospitals if they adopt expansion. Peo-
ple with underlying health conditions are at
greater risk for severe COVID-19-associated dis-
ease, and chronic conditions are more common
among those with lower incomes in the US,
many of whom are concentrated in southern
states that have yet to expand Medicaid.31 Both

Medicaid coverage and the viability of safety-net
hospitals that treat the most vulnerable and rely
heavily onMedicaid forpayment areessential for
addressing the crisis among those who are most
at risk.
The Coronavirus Aid, Relief, and Economic

Security (CARES) Act of 2020 included financial
resources to provide some relief to hospitals in
the wake of the crisis, including $175 billion in
provider relief funds for hospitals and other
health care providers.32 Despite this financial
relief, hospitals in expansion states are at an
advantage in terms of their financial situation
going into the crisis.

Conclusion
As the nation works to address the public health
crisis of the COVID-19 pandemic through policy
and technological and medical innovations, it is
also important not to lose sight of the existing
resources andpolicies that areavailable to states.
Medicaid could be an even more important
source of revenue for hospitals, given the huge
financial hit they are taking under COVID-19. At
the same time, the effect of the pandemicmay be
so large that it overshadows some of the differ-
ences that have emerged between expansion and
nonexpansion states in the years since 2014.
Policies that erode Medicaid coverage, enroll-
ment, benefits, and reimbursement have the po-
tential to erode the financial gains that hospitals
have seen as a result of expansion as well. Amid
national concerns about the financial viability of
hospitals, Medicaid expansion remains an im-
portant policy tool to continue supporting the
institutions that are at the front lines of address-
ing the crisis of COVID-19. ▪
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