
Texas Health Care: 

What Has Happened and What Work Remains





FOREWORD
The Center for Public Policy Priorities (CPPP) is pleased to publish this update on how health care fared in the 
2005 Legislative Session and what work remains. 

This update was funded with the generous support of Methodist Healthcare Ministries (MHM).  As two 
nonprofits committed to improving life in Texas communities, our partnership is a natural.   MHM directly 
touches the lives of those least served through health services, programs, and public policy advocacy.  CPPP 
researches and advocates ways to improve the economic and social conditions of low- and moderate-income 
Texans.

An important part of CPPP’s work is promoting policies that provide health care to Texas’ most vulnerable—
children, the elderly, and people with disabilities—as well as the many Texans who work full-time but whose 
work doesn’t pay enough to cover the rising costs of health insurance. 

Full-time, year-round work at minimum wage ($5.15 per hour) yields an annual income of just $10,712, or just 
$78 per month above the official poverty line for a single person—well below the line for a worker supporting 
one or more children.  In Texas, only 13% of those below the poverty line ($16,600 for a family of three in 2006) 
have employer-sponsored coverage.

The public health insurance programs described in this report only serve some of the poorest and most 
vulnerable. Not only that, but certain adults are excluded altogether, and  “cliff-like” income limits cause 
families who earn just a few more dollars a month to become abruptly ineligible for any assistance, though the 
cost of coverage remains far out of reach.  

Put another way, poverty does not guarantee access to public health insurance, while full-time work ensures 
neither an above-poverty wage nor access to private health insurance.  

In addition, access to health care presents a special challenge because the cost of coverage has grown so high 
that it affects far more than the “working poor.”  Many fully employed Texans who see themselves as solidly 
middle class find insurance to be unaffordable at worst and competing against education, home ownership, and 
retirement savings at best.

We believe that Texas should ensure access to a basic standard of health care for its citizens, and that it is 
reasonable to expect all members of society to contribute to the costs of that care.  With the cost of health 
insurance so far out of reach for so many families, ensuring that all Texans can achieve health security will 
require a combination of mandatory contributions from workers and a sliding-scale subsidy of coverage that 
doesn’t punish work and advancement.  Until Texans insist on health security for all, we will work to protect 
and expand health care access. 
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INTRODUCTION
Texas has the highest percentage of people without health insurance in the nation.  As of 2004, one in four 
Texans (5.6 million) is uninsured.  That’s the equivalent of every man, woman, and child in the entire Dallas-
Fort Worth Metroplex.  Being uninsured is not something that is limited to the very poor or unemployed.  In 
fact, two out of three uninsured adult Texans work, and 70% have incomes above the poverty line.  That’s 
due in part to the fact that Texans are far less likely to receive employer-sponsored health insurance than 
employees in other states (54% of non-elderly Texans versus 63%, nationwide).1  

Three million more Texans would be uninsured if not for two federal- and state-funded programs: Medicaid 
and the Children’s Health Insurance Program (CHIP).  The reason millions still go without coverage is because 
they are not poor or sick enough to qualify for public benefits, and they earn too little to afford the high cost of 
private health insurance.

Every legislative session Texas legislators grapple with how many state dollars to allocate to health care.  
Despite the fact that Texas struggles with poor immunization rates and high rates of infectious and heart 
diseases, diabetes, obesity, and late entry into prenatal care, the state spends among the least on health 
care in the nation.  Texas ranks 38th in Medicaid spending per enrollee, 41st in Medicaid spending per Texan, 
and 48th in the proportion of poor Texans who receive Medicaid.  Medicaid spending is number three in the 
state budget after public education and higher education, costing about one third as much as total education 
spending (see Figure 1).   

In 2005, Texas state government spent $1,858 per Texan in non-federal, or “own-source” state  revenue, 
ranking the state 49th in the nation in state-dollar spending per resident.2  In contrast, the national average 
for state budget spending per capita was $3,005 in 2005.3  Put another way, in order to just “be average” 
among states, Texas would have to spend $1,147 more per person in non-federal funds—a 62% increase.  In 
total, that’s about $26 billion in new spending per year.  To reach the national average, Texas’ state-dollar 
budget for 2006-2007 (as shown in Figure 1) would have to increase from the actual $90 billion in state dollars 
appropriated to at least $142 billion.  

The rapid growth of Texas’ population (Texas has the second highest birth rate in the country), coupled with 
inflation, creates a steady demand for increased public health care spending.  But the state’s antiquated 
tax system fails to raise enough revenue to keep up with these demands.  Funding all of the state’s vital 
government functions, including health care, grows more challenging with every passing budget.

In 2003, the Texas Legislature rolled back state health programs in an effort to avoid raising taxes.  The 
Legislature cut $1.9 billion ($740 million state, $1.2 billion federal) in funding to Medicaid and CHIP health 
care programs, which ultimately eliminated the health coverage of more than 180,000 children and 20,000 
adults and caused a public outcry.  These cuts amounted to 5.6% of the $33.8 billion in combined state and 
federal funds appropriated for Medicaid and CHIP in 2004-2005.  They also cost the state hundreds of millions 
in federal matching funds.  Texas draws $1.54 in federal matching funds for every dollar it spends on Medicaid 
and $2.63 for every dollar spent on CHIP.
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Legislators began the 2005 79th Legislative Session faced with undoing the 2003 budget cuts and preventing 
additional cuts.  Due largely to the voices of health care advocates and concerned citizens across the state, 
several of the 2003 cuts were reversed and some important new initiatives were passed.  However, many 
challenges remain.

The goal of this short report is to explain the Legislature’s 2005 public health funding decisions, highlight 
problems that continue to plague Texas’ health care system, and identify next steps that could improve access 
to care.

WHAT HAPPENED TO MEDICAID IN 2005?

Medicaid is a federal-state program that is the bedrock of health care for some of the poorest Texans and is 
overseen by the Texas Health and Human Services Commission (HHSC).  Medicaid primarily covers poor children, 
the elderly, and people with disabilities.  As of November 2005, over 2.7 million Texans—1.8 million of whom are 
children—relied on Medicaid for their health insurance.  Low-income pregnant women are also eligible for prenatal 
care and delivery coverage.  In fact, because so many young adult women are uninsured, Medicaid covers about half 
of all deliveries in Texas.

More than 75% of adults on Texas Medicaid, however, are either elderly or disabled.  Because only parents with 
extremely low incomes (less than $308 per month, or $3,696 annual income for a working parent of two children) 
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qualify for Medicaid under Texas rules, fewer than 100,000 parents are enrolled (Figure 2).  In contrast, the U.S. 
average Medicaid income limit for working parents is $11,122 per year (for a family of three).4  Not only that, but in 
Texas, poor uninsured adults who do not have dependent children cannot receive Medicaid at all (unless they are 
also disabled, pregnant, or elderly), due to federal restrictions.

RESTORED SERVICES 

Podiatry and Mental Health Services, Eyeglasses, and Hearing Aids Were Restored
During the 2003 session, all adults on Medicaid lost coverage of podiatry services, eyeglasses, hearing aids, and 
mental health services by social workers, psychologists, licensed professional counselors, and licensed marriage and 
family therapists.  By December 2005, coverage of podiatry services, eyeglasses, hearing aids, and mental health 
services was restored.  

Why Is This Important? 

• Adults on Medicaid are no longer forced to live without essential services.

• When services were cut, their costs were shifted to over-burdened local governments and charities.  Restorations will   
 allow those entities to address other critical community needs. 
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MEDICAID CUTS THAT WERE NOT REVERSED:

The Medically Needy (“Spend-Down”) Program for Parents
• The Medically Needy Spend-Down Program for Parents was eliminated in 2003.  This program allowed working  
 poor parents with high medical bills to receive Medicaid while they were ill or injured, even though their incomes   
 were slightly higher than regular Medicaid limits. For example, a family of three would qualify for the Spend-  
 Down program if their medical bills reduced their income below $275 a month. To qualify for regular Medicaid,  
 this family would need to earn less than $188 a month.5

• Full restoration for 2006 and 2007 would have cost $204 million in state funds.  The 2005 Legislature “authorized”  
 $35 million for a partial restoration, but only if Texas’ big urban county hospital districts donate all of the money.   
 At this time, there is no indication that the counties will do this.

Why Is This Important?

• Without Medically Needy coverage, an average of 10,100 parents every month will go without health coverage in 2006.   
 Since the elimination of Medically Needy coverage, the only way poor Texas parents can receive Medicaid is if they earn  
 less than $188 a month for a family of three.  

• As with other Medicaid cuts, the costs of caring for the sick, injured, and uninsured working poor are shifted to public  
 and charity health care providers.  These cost shifts lead to local tax increases and do not save the taxpayer money. 

Challenges That Remain 

• This program should be fully restored with state dollars—not by shifting the costs to counties. 

MEDICAID AND CHIP PROVIDER PAYMENT RATE CUTS

• The 2005 Legislature did not reverse payment cuts to many Medicaid and CHIP health care providers (except  
 for long-term care programs).  These cuts accounted for the largest share of dollars cut from Medicaid in 2003   
 – about $740 million over two years.  As a result of the cuts, health care providers will take on fewer Medicaid and
  CHIP clients because they will be paid less. Some Medicaid fees do not even cover the cost of providing care.

Other Medicaid Challenges Remain
• Far too many uninsured Texans living in poverty are not served by Medicaid or CHIP.  Texas could choose  
 to cover working poor parents up to the poverty line ($16,600 for a family of three in 2006) without any special  
 federal permission, and should explore special options to cover working poor adults without children.  Unless
  public programs are made more broadly available, the great majority of working poor Texans will remain   
 uninsured because the cost of family group insurance in today’s market is well over half of their annual income. 
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NEW FROM THE 2005 SESSION

Medicaid Buy-In Program Established
• The legislature established a Medicaid Buy-In Program (MBI) that could potentially serve 2,270 working adults  
 with disabilities.  MBI will allow disabled adults to keep their Medicaid coverage while they return to work and  
 earn a higher income than usually allowed by the Medicaid limits.   

Why Is This Important? 

• Too many Texans with disabilities have to turn down employment opportunities because their earnings would   
 jeopardize their Medicaid coverage.  This new program will let more people work without risking the loss of vital health  
 care.   

Women’s Health Waiver Passed
• The legislature approved a woman’s health “waiver” program which will provide basic Medicaid-covered medical   
 check-ups and family planning services to Texas women (ages 18 to 44) who earn up to 185% of poverty ($2,559  
 per month for a family of three in 2006). 

• Services covered will include basic preventive check-ups, such as screenings for diabetes, breast and cervical
  cancer, sexually transmitted diseases, high blood pressure, cholesterol and tuberculosis; as well as risk   
 assessment, contraception, medical referrals, and counseling. 

Why Is This Important?

• Texas has the highest rate of uninsured women in the country:  Forty percent of Texas women live below 200% of   
 poverty (about $19,600 for a single woman), and more than half of these women are uninsured.  

• Currently, only women who already have children and who earn less than $308 a month for a family of three can get  
 Medicaid.  When this new program begins, tens of thousands of uninsured Texas women whose earnings are over that  
 limit (but less than $2,559 a month for a family of three) will qualify for a minimum of an annual check-up. 

• The program is expected to save Texas money immediately.  Every $1 spent on preventive family planning saves $3  
 in maternity and newborn care in Medicaid alone.  In addition, the federal government will pay 90 cents of every dollar  
 spent on family planning care in this program, compared to the usual 60 cents per dollar paid for basic Medicaid care.

Challenges That Remain

• Community-based outreach to uninsured women is needed to ensure that the program is as effective as possible.

• Uninsured women who enroll will still lack full health coverage, and most serious illnesses detected in the check-ups  
 will not be covered by Medicaid.

6



WHAT HAPPENED TO THE CHILDREN’S HEALTH INSURANCE PROGRAM (CHIP) IN 2005?

Another important source of health care is the federally and state-funded Children’s Health Insurance Program 
(CHIP), which is overseen by the Texas Health and Human Services Commission.  Many uninsured children whose 
family incomes are not quite low enough to qualify for Medicaid but not high enough to afford private insurance can 
receive low-cost health insurance through CHIP.  Texas CHIP serves children in families earning less than 200% of 
poverty ($33,200 for family of three in 2006).  

CHIP is particularly important in Texas because nearly half of all Texas children live in families at or below 200% 
of poverty.  Texas CHIP also serves a small number of legal immigrant children who are excluded from Medicaid 
(undocumented immigrant children cannot receive Medicaid or CHIP).   

In 2003, the legislature cut CHIP benefits, approved increases in the costs families pay for CHIP, and required that 
families enroll more often.  As a result, enrollment in the program dropped by over 40% (from over 507,000 to just 
over 300,000 as of March 2006, Figure 3).  Families whose children remained in CHIP had to cover all dental and 
vision care costs or go without.

CHIP Restorations
• Dental, vision (eyeglasses and exams), hospice, and mental health benefits that were cut in 2003 were restored.   
 Dental benefits became available in April 2006.

• The 2003 cuts called for most CHIP families to pay monthly premiums for CHIP coverage.  Now these premiums  
 will be replaced with an enrollment fee that is paid once every six  months.  Families under 133% of the federal  
 poverty level ($1,840 per month for a family of three based on the family’s pre-tax income) will be exempt, and the  
 fees for non-exempt families will range from $25 per family to $50 per family per six-month period. 

Why Is This Important?

• From September 2003 to May 2006, CHIP enrollment dropped by more than 212,000 kids, due to the benefit cuts   
 and changes to the program.  The hope is that by improving the affordability and value of CHIP, the 2005 Legislature’s  
 restorations will bring children in low-income working families back to the program.  

• Because many near-poor working families lack checking accounts, ending monthly premium payments should simplify  
 and expand CHIP participation.  

Challenges That Remain

• The 2005 Legislature authorized enough spending to grow CHIP enrollment by about 30,000 in 2007, but not as high  
 as the 2003 levels.  If more children enroll in CHIP than the budget can cover, HHSC is required to ask state leaders (the  
 Legislative Budget Board) for money.  While this does not guarantee that enrollment will be funded, it does ensure that  
 there will be public debate on the decision. 

• Several 2003 CHIP changes that drove down enrollment were not reversed in 2005:
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❑		 Children must renew every six months instead of once a year (the same policy is applied to Children’s Medicaid);

❑		 Families earning more than $24,900 a year (above 150% of poverty for a family of three) cannot enroll children in  
  CHIP if their assets, such as savings and vehicles, exceed new limits; 

❑		 Income deductions for child care and child support expenses are no longer allowed; and 

❑		 A 90-day waiting period is imposed before new coverage begins.

• The lack of a strong coordinated outreach campaign to educate families about the new CHIP policies is one factor   
 blamed for the continued sharp drops in CHIP enrollment since September 2005.

• State-funded outreach and marketing are needed to spread the word about the CHIP changes, but state funding for  
 community-based outreach has been restricted since 2003.  Both increased state outreach funding and strong   
 voluntary community outreach efforts are needed.

• Problems with the transition to a new CHIP enrollment contractor, along with more complex paperwork for families  
 and confusion over new enrollment fees, have contributed to a drop in enrollment of more than 28,500 children from  
 January to May 2006.
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APPROVED IN 2005 

CHIP-Funded Prenatal Care and Health Coverage for Newborns 

• CHIP will soon provide prenatal care and health coverage for newborns.  Technically the coverage will belong to  
 the (unborn or newborn) child and not the mother.  Coverage will provide prenatal care, delivery, and newborn 
 benefits.  The state has not set a firm date to begin this coverage, but September 2006 is likely. 

Why Is This Important?

• This program will serve two new groups.  U.S. citizen mothers between 185%-200% of poverty (earning between   
 $18,130 and $19,600 a year for a single woman in 2006) whose earnings are slightly higher than allowed for Medicaid  
 maternity coverage will soon be covered through CHIP.  So will immigrant mothers (both legal and undocumented;  
 both groups are excluded from Texas Medicaid) under 200% of poverty. 

• State officials estimate that as a result of this new policy, approximately 48,000 pregnant mothers and babies will have  
 prenatal care, delivery, and newborn coverage in 2007. Of these, about 39,000 will be infants of immigrant mothers (who  
 would have received Medicaid at birth under the previous policy), and 9,000 will be U.S. citizen mothers between 185%- 
 200% of poverty.  

• Using CHIP funds to provide prenatal care to immigrant mothers should improve birth outcomes, reduce costs for   
 their U.S. citizen babies, and make Maternal and Child Health (Title V) block grant dollars currently used for uninsured  
 women’s prenatal care available for other needs.

Challenges That Remain:

• A strong outreach effort is needed to inform immigrant mothers about the new coverage.  Many immigrants, both legal  
 and undocumented, have unfounded fears that accessing public coverage will jeopardize their or their family members’  
 immigration status.

• Currently, Medicaid newborns do not have to renew coverage until their first birthday.  Under this new program, families  
 will be expected to renew infants’ coverage earlier in their first year. Outreach to explain the policy changes and to   
 encourage renewal is especially important.

MEDICAID MANAGED CARE STATEWIDE EXPANSION 

Since 1993, Texas Medicaid has enrolled growing numbers of clients in managed care programs.  Managed care 
seeks to reduce costs by limiting a patient’s choice of doctors and health care facilities, and controlling the services 
used.  Larger cities use Health Maintenance Organizations (HMOs), while more rural areas use Primary Care Case 
Management (PCCM), a non-HMO managed care system that assigns every person to a primary care doctor.  
The 2003 and 2005 Legislatures expanded Medicaid Managed Care.  All of Texas’ rural counties and many smaller 
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cities now use PCCM, and Austin, Dallas, El Paso, Fort Worth, Houston, Lubbock, and San Antonio offer HMO-
based care.  HMO care will begin in Corpus Christi-Nueces County sometime in 2006.  

These urban areas that now have HMO-based Medicaid Managed Care will also begin to manage long term and 
community care services for their aged or disabled clients through two models:  “STARPLUS” and “Integrated Care 
Management” (ICM).

Why Is This Important?

• Medicaid Managed Care has the potential to improve access to a “medical home” and better-coordinated health care.

• Managing long term care services has the potential to make it easier for seniors and people with disabilities to get the  
 help they need to live independently in the community.

Challenges That Remain:

• If Medicaid Managed Care health plans do not have adequate numbers of doctors, access to care (specialists’ care in  
 particular) could be a problem.

• The managed long term care approach is not fully proven to improve access.

• If HHSC does not achieve the savings planned from Medicaid Managed Care expansions, payments to health care   
 providers will be cut even further.

WHAT HAPPENED TO LONG TERM CARE IN 2005? 

Another crucial component of health care is long term care for those with a disability or chronic illness.  Basic health 
insurance (whether through private insurance or Medicare, the federal health program for all seniors regardless 
of income and individuals with disabilities) doesn’t pay for most long-term care.  Long term community care 
programs serve seniors, as well as adults and children with disabilities, and encompass both nursing home care and 
community care programs that provide care in an individual’s home or in smaller group homes or in smaller group 
homes.  The cost of long term care is one reason why Medicaid spending on seniors and Texans with disabilities is so 
high, compared to the number of these clients (Figure 4).    

In Texas, Medicaid helps pay for the long-term care of nearly 70% of nursing home patients.  Community care 
“waiver” programs have caps on the number they can serve and as a result have long waiting lists (up to seven to 
nine years, even after new funding approved in 2005) to receive services.  

Most long term care Medicaid clients have below-poverty incomes, but some recipients can have incomes up to about 
$21,700 per year for an individual.  
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Long Term Care Funding Increased
• Texas increased funding to allow Medicaid entitlement (uncapped) community care programs to serve 43,000 more  
 clients in 2007 than in 2003, a 41% increase.

• Smaller “waiver” (capped) programs for Texans with disabilities are now funded to serve 9,100 more people than  
 in 2003 (a 90% increase) and to reduce waiting lists for these programs.  

• Rate cuts applied to residential care and community care providers in 2003 were reversed.  Nursing home rates  
 are expected to be restored and updated in Spring 2006.
 

Why Is This Important? 

 • Medicaid is the main source of funding for nursing home care and community care in the United States because   
 Medicare only pays for short-term care after a hospital stay.  

• As with other health care, when rates are too low providers may choose not to participate in the program and the   
 quality of services may suffer.

  
Challenges That Remain 

• Several state-funded community care programs will serve fewer people in 2007 than in 2003 because their funding was  
 only partially restored. 

• Nursing home funding was nearly $100 million short for 2006-2007 because the budget was counting on revenues  
 from a proposed nursing home tax that did not pass.  In February 2006, state leaders authorized more funding for   
 nursing home rates, but the exact date for the higher rates to take effect is unknown.

Personal Needs Allowance Expected to be Restored Spring 2006
• Medicaid nursing home residents’ “Personal Needs Allowance” (PNA) is the monthly amount that residents with   
 Social Security or other pensions can keep to spend on clothes, personal hygiene products, and other essentials;  
 the rest of their check goes towards paying the nursing home.  The Legislature cut the PNA from $60 to $45 
 in 2003.  

• Though not restored in 2005 by the budget or any other bill, in February 2006 state leaders directed HHSC to  
 allocate funds to restore the allowance to $60 for more than 59,000 nursing home residents. 

Why Is This Important?

• A higher personal needs allowance gives nursing home residents the freedom to pay for such basic needs as clothing,  
 toothpaste, denture cleaner, and any other personal items that are not covered by Medicaid.
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PUBLIC HEALTH, SAFETY, MENTAL HEALTH, AND PREVENTION PROGRAMS 

The Department of State Health Services (DSHS) provides a wide range of public health, safety, mental health, and 
prevention programs to protect all Texans from such concerns as infectious diseases and to regulate quality and 
safety in everything from water to x-ray facilities. 
 
• The budget increased funding and caseloads for immunizations, the HIV drug program, newborn screening, and  
 County Indigent Health Care (state grants to counties that fund health care for impoverished people). 

• The budget increased funding for Children with Special Health Care Needs, which provides care for seriously ill  
 and medically fragile children. Children served will increase from 1,463 in 2003 to 2,293 by 2007.

• The budget also increased funding for substance abuse services and staffing levels at state mental hospitals and  
 provided money to repair and renovate Texas’ aging state mental hospitals.

Why Is This Important?

• Though current generations may take for granted clean water and food that is safe to eat, traditional public health   
 systems are a fundamental building block for developed nations. 
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• Programs such as the HIV drug program, County Indigent Health Care, and Children with Special Health Care Needs  
 ensure that Texas’ most vulnerable don’t fall through the cracks. Because population and inflation rise every single year,  
 if program funding does not grow, service levels are forced to drop.

Challenges That Remain

• Overall DSHS funding for 2006-2007 only increased to 0.3% above 2002-2003 spending.  Since population and inflation  
 increases are typically higher than this small gain, some programs may be forced to serve fewer Texans or provide fewer  
 services. 

• Several programs, including Kidney Health, Primary Health Care, and Community Mental Health Care services for adults  
 and children, will continue to serve fewer clients in 2007 than in 2003 because their funding was only partially restored. 

PRIVATIZATION AND OUTSOURCING OF SAFETY NET PROGRAMS

New Systems
Long before privatization and outsourcing, the Center for Public Policy Priorities had raised concerns about the 
Texas eligibility system.  CPPP supports innovation, technology, and new business models that increase enrollment 
and is not philosophically opposed to Texas using a business model that relies upon the private sector.  However, 
CPPP has concerns about whether new business models are actually cost effective and able to ensure timely 
enrollment.  CPPP also believes that public workers, not private contractors, should continue to make eligibility 
determinations. 

Eligibility Privatization
The Texas Legislature has directed the Texas Health and Human Services Commission (HHSC) to change the 
way people apply for public benefits, including Medicaid, CHIP, Food Stamps, and cash assistance (Temporary 
Assistance for Needy Families), by turning over a large portion of the eligibility system operations to private 
contractors.  

Texas is set to close 99 of its 381 eligibility offices (which determine whether applicants qualify for benefits) by the 
end of 2006. Four new call centers will play a significant role in collecting application information and clients will 
eventually be able to apply through the Internet.  

A private contractor took over CHIP and some Children’s Medicaid enrollment in November 2005. Transition to the 
new system began in Travis and Hays counties in January 2006 and was originally scheduled to phase in across the 
state over a 10-month period. However, the first months of operation of the new system and contractor were marked 
by an unprecedented drop in children covered by Medicaid (children covered dropped by over 78,800 from December 
to May), as well as large drops in CHIP enrollment (dropped by over 28,500 over the same period).  Many families 
and individuals complained of long delays, and of errors in processing their applications and renewals that resulted 
in loss of benefits.  As this report goes to press, HHSC has identified problems in staffing, training, computers, and 
processes which must be corrected, and has indefinitely postponed expanding the new eligibility system to more 
Texas counties.  
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Why Is This Important? 

• Staffing levels in many state eligibility offices are already precariously low due to budget cuts, hiring freezes, and large  
 numbers of staff leaving for other jobs in anticipation of upcoming lay-offs.

• The total number of workers (both public and private) in the new system will be about half of what it was in 1997, when  
 the workforce was 12,670 and caseloads were much lower.  There are concerns that the current, inadequately staffed  
 system may be replaced with a new, under-resourced system.

Challenges That Remain

It is important to address the following concerns about the new system:

• Whether the new computer systems that will be used to determine eligibility can be made  reliable; 

• Whether applications and renewals (and benefits) will eventually be processed as fast or faster than under the old   
 system, given the dramatically reduced staffing levels and backlogs;  and 

• Whether the significantly reduced number of local offices will create a barrier to benefits, since most clients will have to  
 visit a local office at least once to start their benefits.  Travel can be an impediment for many clients. 

• Whether minimally-trained private contractor workers can help clients with complicated problems,  and process   
 benefits quickly and accurately. 

Other New Human Service Contracts:
The Legislature has directed agencies to contract for other new technology changes to accessing Medicaid, CHIP, 
and other benefits, including authorizing a universal services card—a single “smart card” that could be used for all 
benefits.

The Legislature has also authorized the use of biometric finger imaging of Medicaid clients as a way to deter both 
billing and identity fraud.  Nationally, federal Medicaid officials report that less than 0.07% of total Medicaid 
spending was due to fraud in 2003.  Most Medicaid fraud involves over-billing or billing for services not rendered.  
Fraud involving an unauthorized person using another person’s Medicaid card has never been measured and is 
thought to be rare.  The use of biometrics tested in Texas could reduce both types of fraud—at a cost.

Why Is This Important?

• It is worth investigating ways to save Texas money and streamline access to benefits. 
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Challenges That Remain

• It is important to address concerns about outsourcing and privatization.  While new systems offer the promise of  
 conveniences for clients, outsourcing critical health and human service programs must be carefully monitored to   
 ensure that there is solid evidence that contractors really can do the job better, at a lower cost, and without creating  
 barriers to services.  

THREE STEPS TO A BETTER HEALTH CARE SYSTEM

The 2005 Legislative session made progress in reversing some of the 2003 session’s blows to Texas’ health care 
system.  Yet major cutbacks are still in place and the number of Texans lacking reliable access to health care 
remains unacceptably high.

In Texas, access to health care—especially for poor and low-income families—continues to depend not just on 
individuals’ income, but also on who they work for, what county they live in, how old they are, whether they have 
children, what disease or condition they may have, and on which side of the Rio Grande they were born.  

Before Texas Can Take Any Steps, the State Must Address its Tax System 
The cuts and challenges Texas health care has experienced are largely because the state’s tax system does not 
raise enough revenue to keep up with inflation and population growth.  That, coupled with the reality that health 
care costs are growing much faster than general inflation across the country, makes it even more crucial that the 
legislature adequately fund the state’s health care system.  Before Texas can enact any of the steps outlined below, 
it must decide to invest state tax dollars in health care.  It would be a good investment.  

The U.S. Medicaid and CHIP systems require states to put up state revenues in order to bring federal tax dollars 
back from Washington in the form of Medicaid and CHIP matching funds (in 2006, Texas gets $1.54 for each state 
dollar spent in Medicaid, and $2.63 for each state dollar spent in CHIP).  As a result, Medicaid is by far the largest 
source of federal funds in Texas’ state budget, providing five times as much as federal highway funds and over two 
times as much as federal public education funding.  

Because Medicaid and CHIP bring such a large federal match, providing health insurance to Texas’ working poor 
through Medicaid and CHIP just makes good economic sense.  Texas economist Ray Perryman has estimated that 
for every $1 in state tax revenue cut from Medicaid and CHIP, local taxes go up 51 cents, local health care providers 
lose 53 cents in uncompensated care, state tax revenue falls by 47 cents; and the state loses $2.81 in federal 
funds.  Additional negative effects include increases in health insurance premiums and other health care costs and 
decreases in retail sales and other private-sector economic activity.  

Medicaid and CHIP can’t solve all of Texas’ health care problems, but wise investments in these programs can go 
a long way toward reducing the ranks of the uninsured and strengthening the health care systems on which every 
Texan, directly or indirectly, relies. 

The following three steps are tangible ways Texas can significantly improve its health care system, lose its dubious 
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distinction of ranking near the bottom in its per capita spending but at the top in its percentage of uninsured, and 
improve health outcomes for Texans.  While not a cure for all of the state’s problems, the recommendations provide a 
blueprint for major progress.

1.  Cover Texas Children

The U.S. Census estimates that 21% of Texas children under age 19 (1.4 million) are uninsured—the highest 
percentage in the nation.  Alarmingly, two out of three of these uninsured Texas children are uninsured even though 
they live in families below 200% of the federal poverty line  ($33,200 per year).  Medicaid and CHIP are available for 
most children in that income range.  

Why Aren’t These Children Covered? 
According to the best available estimates, Texas is home to an estimated 230,000 undocumented immigrant children 
and to another 160,000 legal immigrant children under age 18.  The legal immigrant children can participate in 
Texas CHIP, but undocumented children are excluded from both Medicaid and CHIP by federal law.  Yet, even 
assuming that all 230,000 undocumented children are uninsured and living in families below 200% FPL, at least 
700,000 uninsured Texas children—half  the uninsured children in Texas—are still eligible to enroll in Medicaid or 
CHIP.  
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Texas could cut the number of uninsured children in half simply by aggressively promoting the 
Medicaid and CHIP coverage that is already available.  As long as no law requires parents to insure their 
children, it will be impossible to enroll 100% of eligible children, but Texas should be committed to achieving as close 
to full participation as possible.  

To accomplish this, the Legislature must reinvest in a vigorous outreach and community education 
campaign in partnership with community-based organizations, health care providers, and businesses 
to explain the benefits Medicaid and CHIP offer, as well as the changes that are underway in the new 
eligibility system.  In 2000-2001, Texas invested over $15 million in outreach for CHIP and Children’s Medicaid, 
followed by nearly $10 million in 2002-2003.  But in 2003 the Legislature rolled back its commitment to outreach 
and community-based collaboration.  Less than $5 million was spent in 2004-2005.

As this report goes to press, Texas CHIP and Children’s Medicaid have experienced several months of steep, 
unprecedented decline.  These drops appear related to a combination of staff shortages among state eligibility 
employees, private contractor staff shortages and training issues, contractor and state computer system problems, 
a lack of communication with community-based organizations and health plans about CHIP policy changes, and a 
shortage of outreach and marketing to families about these same changes.  Even before these recent downturns, 
CHIP enrollment had declined at a much steeper rate in rural Texas than in major cities, a reflection of the lack of 
outreach and marketing.  Now, more than ever, it is time for Texas to recommit to a strong, collaborative program of 
outreach, public education, marketing, and assistance to maximize the number of insured Texas children.

What can be done for the 700,000 uninsured Texas children—the roughly 470,000 above 200% FPL and 230,000 
undocumented—who do not qualify for Medicaid or CHIP?  Federal and state policies that exclude undocumented 
children have shifted costs to local public and charity care health systems.  Families earning just above 200% FPL 
but lacking access to affordable insurance for their children know all too well that the small amount of income that 
makes their child ineligible for CHIP is usually far short of what is needed to buy private coverage.  Other states, 
notably Illinois, are creating systems capable of covering all children.  Ensuring access to comprehensive health care 
for all Texas children is a goal that Texas must begin to pursue. 

2.  Expand Access to Medicaid for Poor Parents

One reason there are so many uninsured Texans is that only 13% of Texans in poverty have employer-sponsored 
insurance and, with a typical small-business health insurance premium ranging from $350-$400 per month per 
worker for 2006, few employers and even fewer poor workers can afford the full cost of commercial insurance.    

Another reason is that Texas does not take full advantage of its federal tax dollars by “maximizing” Medicaid, which 
brings $1.54 in federal funds back to Texas for every Medicaid dollar the state spends.  By not maximizing Medicaid, 
Texas is unable to provide the program to the vast majority of its working poor parents. 

Texas has made significant progress in covering low-income and poverty-level children; more than 1.8 million 
children are covered by Medicaid and another 300,000 by CHIP. 

Yet while about 836,000 poor parents live in Texas, and 61% of adult Texans ages 18-64 below poverty are 
uninsured, fewer than 100,000 poor Texas parents qualify for Medicaid.  
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Why does Medicaid cover so few parents?  The Texas Legislature hasn’t increased the Texas Medicaid income cap 
for poor parents in 20 years, and the 2003 elimination of Medically Needy Coverage only increased this gap.   With 
Medically Needy coverage of parents gone, the only way working poor parents in Texas can receive Medicaid now 
is if they earn less than the legislatively imposed income cap of $188 per month for a family of three ($308 if one 
parent is working, or $3,696 a year).  This is a fixed-dollar amount cap, and does not increase from year to year with 
inflation.  The cap forces poor parents with high medical needs to choose between work and health care, since more 
than 14 hours of work per week at minimum wage ($5.15 per hour) would disqualify them from Medicaid. 

Texas can increase the Medicaid income limit for parents to any level it chooses without special federal approval.  
The only limiting factor is the state’s willingness to put up its share of the costs.  

If Texas Medicaid covered parents up to 100% of poverty, the state could cover as many as 500,000 poor 
parents. 

3.  Improve Medicaid Access and Quality by Adequately Paying Providers

Texas does not automatically adjust Medicaid fees paid to doctors and other health care professionals, which means 
that these rates lose buying power. The Legislature has also let many years go by without any rate increases.  In 
fact, rate cuts in 2003 reduced most fees below 1993 levels.  Medicaid pays substantially less than Medicare or 
private insurance and, as a result, providers often limit their Medicaid patients or choose not to serve them at all.  
Surveys of Texas doctors show that the percentage of doctors taking new Medicaid patients dropped from 75% in 
1996 to 45% in 2004.  

Texas should immediately begin applying annual inflation increases to Medicaid fees.  A plan should 
also be adopted to bring rates closer to Medicare rates.  Just as with eligibility expansions, these 
investments will bring more money into the state’s economy and strengthen Texas’ health care system.

1 Employee Benefit Research Institute Issue Brief #287 November 2005; Analysis of March 2005 Current Population Survey.
2 Legislative Budget Board Fiscal Size Up 2006-07 All Funds and Federal Funds figures; population is from Census Bureau.
3 National Association of State Budget Officers  State Expenditure Report 2004 (January 2006) for spending figures, Census Bureau for population.
4 http://www.statehealthfacts.kff.org/cgi-bin/healthfacts.cgi?action=compare&category=Medicaid+%26+SCHIP&subcategory=Medicaid+Eligibility&topic=Income+
 Eligibility%2d%2dParents+in+Medicaid. 
5 Working parents can have $120 per month of their earnings “disregarded” when calculating Medicaid for eligibility, so income can be as much as $308 a month for a  
 family of three if the parent is working.   
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