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The Medicaid program has evolved and 
expanded since its inception in 1965, pro
viding health insurance coverage for ever-
increasing numbers of children living in 
poverty. During the first 35 years of 
Medicaid, the program has expanded cover
age to include preventive services for chil
dren, expanded eligibility criteria to include 
uninsured children not receiving welfare. 
The Medicaid program has encouraged 
innovation in the form of managed care and 
primary care case management. Most 
recently, the State Children’s Health 
Insurance Program (SCHIP) has given 
States freedom in providing more children 
with coverage. Medicaid has had a powerful 
influence on the health of the Nation’s chil
dren. Because of Medicaid coverage, fewer 
children die, and children have less severe 
illnesses, fewer hospitalizations, fewer emer
gency department visits, more preventive 
care, and more immunizations than they 
would have had they not been insured. 

EVOLUTION OF MEDICAID FOR 
CHILDREN 

Since its inception in the 1960s, the 
Medicaid program has provided health 
insurance coverage to low-income children 
and their families. Initially, Medicaid cov
ered only children meeting the require
ments of the Aid to Families with 
Dependent Children (AFDC) program. 
Since then, Medicaid has steadily evolved 
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and expanded. Some of the major changes 
included expansion of coverage to new eli
gibility groups, expansion of services, the 
introduction of Medicaid managed care, 
the delinking of Medicaid and welfare and 
the SCHIP legislation. Today, Medicaid is 
the major insurer of children, covering 20 
percent of children under age 18 and 27 
percent of children under age 6 (National 
Center for Health Statistics, 1999). 

ELIGIBILITY EXPANSIONS 

During the 1980s, Medicaid rapidly 
expanded beyond its AFDC base to cover 
increasing numbers of low-income chil
dren and their mothers.  The following 
expansions occurred: 
• Deficit Reduction Act of 1984—mandat

ed coverage of all AFDC-eligible chil
dren born after September 30, 1983 and 
extended coverage to AFDC-eligible 
first-time pregnant women and two-par
ent families. 

• Consolidated Omnibus Budget Reconci
liation Act of 1984—extended coverage 
to all remaining AFDC-eligible pregnant 
women. 

• Omnibus Reconciliation Act of 1986 
(OBRA—allowed coverage of pregnant 
women and children under age 1 up to 
100 percent of the Federal poverty level 
(FPL). 

• OBRA 1987—permitted coverage of 
pregnant women and children under age 
1 up to 185 percent of the FPL. 

• Medicare Catastrophic Coverage Act of 
1988—required coverage of all pregnant 
women and children under age 1 up to 
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100 percent of the FPL, and allowed 
States the option to extend coverage to 
families with incomes higher than 185 
percent of the FPL. 

• OBRA 1989—raised the minimum eligi
bility requirement to 133 percent of the 
FPL for pregnant women and children 
up to age 6. 

• OBRA 1990—mandated coverage for 
children born after September 30, 1983 
with family incomes below 100 percent 
of the FPL. 

EXPANSION OF COVERED SERVICES 

The most significant addition to the ser
vices available to children through 
Medicaid was the creation of the Early 
Periodic Screening, Diagnostic, and 
Treatment (EPSDT) benefit in 1967. The 
goal of this provision was to ensure that 
Medicaid-eligible children received appro
priate primary and preventive care. 
Accompanying regulations required States 
to develop periodicity schedules, which 
specified physical exams, screenings, and 
laboratory tests be provided to eligible 
children at each stage of development. 
Under the OBRA 1989 legislation, many of 
the provisions embodied in regulation 
were codified into law.  A requirement was 
also added that States must provide any 
service that is needed to treat medical con
ditions identified during EPSDT screen
ings, whether or not the service is included 
in the State’s Medicaid plan. States were 
also to establish goals for participation in 
the EPSDT program, with a goal of 80 per
cent participation to be achieved by 1995. 

MEDICAID WAIVERS 
AND MANAGED CARE 

Medicaid was initially designed to be a 
program that reimbursed health care 
providers directly for services rendered to 

eligible individuals. Persons eligible for 
Medicaid were free to receive care from 
any Medicaid-participating provider, who 
would then bill Medicaid for the cost of 
care.  In 1981, however, Congress created 
Section 1915(b) of the Social Security Act, 
allowing States to obtain waivers of the 
freedom of choice requirement.  This 
allowed States to begin developing 
Medicaid managed care programs to 
address problems in access to comprehen
sive care among low-income children while 
controlling costs. In the early 1990s, the 
Clinton Administration pledged to work 
constructively with States to facilitate test
ing of new policy approaches to health care 
through the use of the section 1115 demon
stration waiver authority.  Since then, 17 
States have been granted waivers to oper
ate section 1115 demonstration projects for 
health care reform.  Many of these States 
expanded coverage to new populations, 
using the savings from enrollment of 
Medicaid eligibles into managed care to 
offset the cost of the reforms.  In addition, 
States wanted to improve access, health 
status, and utilization of services through 
the use of innovative managed care deliv
ery systems. 

Two major models of Medicaid managed 
care were developed.  Under the primary 
care case management (PCCM) model, 
families choose or are assigned a primary 
care physician who provides health care 
services and must authorize specialist 
treatment when needed.  Most services 
continue to be reimbursed directly by 
Medicaid. Under the capitated managed 
care model, Medicaid-eligible children are 
enrolled in managed care plans that 
receive a fixed Medicaid payment per 
month for each child for a defined benefit 
package. Children may receive care only 
from providers that have contractual rela
tions with their plan. Emergency services 
and family planning services are among 
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the exceptions to this requirement.  In 
1991, 10 percent of Medicaid eligibles 
nationwide were enrolled in some form of 
managed care.  By 1999, this percentage 
had grown to 55 percent, of which 42 per
cent were enrolled in a capitated managed 
care plan, and 13 percent had a primary 
care gatekeeper.   

DELINKING MEDICAID AND 
WELFARE 

The Personal Responsibility and Work 
Opportunity Reconciliation Act of 1996 
(PROWA) led to the complete delinking of 
welfare and Medicaid.  Under the new law, 
families meeting the financial criteria for 
Medicaid coverage are eligible regardless 
of their welfare status.  Because of delink
ing, many families and children were 
improperly terminated from Medicaid, 
resulting in declines in Medicaid enroll
ment in 1997. Before PROWA, families typ
ically became eligible for Medicaid by par
ticipating in AFDC. Since welfare reform, 
families receiving cash welfare have 
become a minority among adult and child 
recipients.  States now face the challenge 
of maintaining Medicaid enrollment with
out the linkage to cash assistance. A num
ber of States have increased access 
through eligibility campaigns, aggressive 
outreach, and simplification of enrollment 
processes. 

NEW ERA FOR MEDICAID—SCHIP 

In 1997, in response to declining 
Medicaid enrollment and the increasing 
numbers of uninsured children in working 
poor families with income too high to qual
ify for Medicaid, the SCHIP legislation was 
enacted. SCHIP allows States to imple
ment several options to expand coverage 
for uninsured children in families with 
incomes up to 200 percent of the FPL or 50 

percentage points above the Medicaid 
income eligibility in effect in March 1997. 
SCHIP is a flexible program that allows 
States to increase eligibility by expanding 
the Medicaid system, creating separate 
programs, or using a combination of both 
approaches.  SCHIP also has stimulated 
changes in the traditional Medicaid pro
gram in areas such as simplifying eligibili
ty and enrollment, and has placed a new 
emphasis on finding and enrolling hard to 
reach populations. 

The children’s insurance programs in 
many States are aggressively enrolling 
children into both SCHIP and Medicaid. 
There are multiple efforts on the national, 
State, and local levels to get uninsured chil
dren covered.  The following are examples 
of some of these efforts. 
• Nationally, eight Federal Departments 

have responded to President Clinton’s 
1998 directive to work cooperatively to 
develop plans to educate working fami
lies about SCHIP and assist in the enroll
ment of children in Medicaid or SCHIP.  

• Indiana enrolls children using 500 inde
pendent enrollment centers throughout 
the State to reduce the stigma of apply
ing for SCHIP/Medicaid at welfare 
offices.  Enrollees are issued a card 
resembling a commercial insurance card 
that refers to enrollees as members. 

• Ohio formed a partnership with the 
Internal Revenue Service to have 
HealthyStart materials accompany their 
Earned Income Tax Credit brochure to 
the volunteer tax preparation sites. 

• California reduced its 28-page 
SCHIP/Medicaid application form to a 
4-page more user-friendly application, 
translated into 11 languages. 

• In Maryland, a consortium of an advocacy 
group, a national non-governmental orga
nization, and a school of nursing spon
sored a “wellmobile” that conducted out
reach activity in two Maryland counties. 
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 • Illinois allows families to mail in their 
KidCare applications, encouraging work
ing families to apply. 

MEDICAID AND THE HEALTH OF 
LOW-INCOME CHILDREN 

Medicaid coverage has provided the 
foundation on which a comprehensive 
pediatric health care program is based. 
Without Medicaid, low-income children 
would not have full access to well-child vis
its, immunizations, lead screenings, vision 
and hearing services, dental care, develop
mental screening, adolescent counseling 
services, mental health care, long- term 
care and treatment for chronic illness. 
Without Medicaid, low-income females 
would not have full access to prenatal care 
and coverage of family planning and other 
obstetric services that are vital to the 
health of their newborns.  

Acute and chronic illnesses dispropor
tionately affect low-income children 
(Dutton, 1985, Shatin et al., 1998). Among 
children, poverty is related to poorer cog
nitive function, shorter stature, higher 
serum lead levels, more dental caries, and 
more severe asthma (Kramer, Allen, and 
Gergen, 1995; Yip, Scanlon, and 
Trowbridge, 1993; Persky et al., 1998; 
Vargas, Crall, and Schneider, 1998). 
Chronic and acute health problems affect 
children in all income groups, but children 
from low-income families spend more days 
in bed, experience more hospitalizations 
and have longer stays, and visit emergency 
departments more frequently than chil
dren from higher income families 
(Newacheck and Starfield, 1988; Shatin et 
al., 1998). The higher burden of illness 
among children from low-income families 
leads to disproportionate expenditures for 
medical care.  Without Medicaid coverage, 
low-income families would be unable to 
afford premiums and other out-of-pocket 

costs associated with private insurance. 
While medical expenditures for children in 
the lowest income levels are higher than 
expenditures for all but the highest income 
children, low-income children continuous
ly covered by Medicaid have lower out-of
pocket expenses than low income 
privately insured or uninsured children 
(Newacheck and Halfon, 1986). 

Research has demonstrated the effec
tiveness of health insurance in improving 
the health of low income children.  An 
experiment in the mid-1960s randomized 
comprehensive care to a group of poor 
urban families (Alpert et al., 1968). 
Relative to the control group, the children 
who received these services made an aver
age of 75 percent more well-child visits, 
and 32 percent fewer sick visits.  The 
results of this experiment, which coincided 
with the enactment of Medicaid, indicated 
that eliminating the financial barrier to 
health services is necessary to improve 
access to comprehensive care of children. 
Other studies show that children with 
health insurance are significantly more 
likely to have a usual source of care, to 
receive medical care when needed, and to 
get needed medications, mental health 
care, or eyeglasses, than children without 
(Newacheck et al., 1998). Medicaid cover
age provides children with the financial 
resources needed to obtain quality care.  

The importance of Medicaid can also be 
seen in its impact on key indicators of the 
health of children.  A number of advances 
in health care for children have occurred 
since the inception of Medicaid that proba
bly would not have occurred in the pro
gram’s absence. The first full decade of 
Medicaid (1970-1980) saw infant mortality 
drop 35 percent, the most rapid decline of 
the century, with neonatal mortality (ages 
0-27 days) plummeting 41 percent 
(Centers for Disease Control and 
Prevention, 1999).  In that same decade, 

HEALTH CARE FINANCING REVIEW/Fall 2000/Volume 22, Number 1 136 



deaths in early childhood (ages 1-4 years) 
declined 24 percent, 26 percent, for school-
aged children (5-14 years), and 25 percent 
for older adolescents and young adults 
(Centers for Disease Control and 
Prevention, 1999).  The greatest period of 
decline for measles, mumps, and rubella 
also occurred in the first decade of 
Medicaid. Outbreaks of these diseases 
have continued throughout the 1970s, 
1980s, and early 1990s, primarily because 
there were substantial numbers of hard-to
reach underimmunized low-income infants 
and preschool aged children.  In the 1990s, 
the Centers for Disease Control and 
Prevention (CDCP) and  State health agen
cies mounted aggressive efforts to immu
nize children in this age group.  Some 
States initiated purchasing programs to 
supply Medicaid providers with free vac
cines. This effort has resulted in a 99-per
cent reduction in measles, a 62-percent 
reduction in mumps, a 90-percent reduc
tion in rubella between 1980 and 1998 
(National Center for Health Statistics, 
1999; Centers for Disease Control and 
Prevention, 1998).  In the same years, the 
sometimes fatal disease, invasive 
Haemophilus influenza type b, has been 
virtually eradicated (Reuters, 1998).  None 
of this could have been accomplished with
out Medicaid coverage of immunizations. 

Although the Medicaid program has 
successfully insured millions of children, 
most studies have shown that the levels of 
use of services by Medicaid covered chil
dren, while higher than uninsured, are 
lower than those of privately insured chil
dren (St. Peter, Newacheck, and Halfon, 
1992). The new adage is that insurance is 
necessary but not sufficient to assure that 
children receive the care that they need.  A 
large number of factors have been shown 
to affect receipt of medical services among 
Medicaid-eligible children (Gadomski, 
Jenkins, and Nichols, 1998; Freed et al., 

1999; Strobino et al., 1996; Cornelius, 1993; 
Cohen and Cunningham,1995; Riportella-
Muller et al., 1996; Moore and Hepworth, 
1994; Pierce et al., 1996; Wood et al.,1995; 
Bobo et al., 1993; Pappas et al., 1997; 
Moore, Fenlon, and Hepworth, 1996; 
Snowden, Libby, and Thomas, 1997; Gary, 
Campbell, and Serlin, 1996; Abbotts and 
Osborn, 1993).  Medicaid managed care is, 
in part, an attempt to address these dispar
ities in access to care between low-income 
children and those of greater means.  

Has managed care achieved its goal of 
improving access to care for low-income 
children? The results of some studies sug
gest that managed care has had a neutral 
result (Oleske et al., 2000; Szilagyi, 1998; 
Coughlin and Long, 1999). Other studies, 
however, have found encouraging results. 
The Florida Healthy Kids Program, a 
State-funded school based health program 
piggy-backed on the school lunch program 
(Rosenbach, Irvin, and Coulam, 1999), is a 
mixed privatized and public model. A pri
vate non-profit agency oversees agree
ments among private contractors, the 
school districts, and State agencies to pro
vide comprehensive care to school aged 
children.  These children had fewer unmet 
health needs, fewer emergency depart
ment visits, and more physician visits than 
children did in a comparison group. 
Through the use of SCHIP funding, Florida 
has expanded this program to cover more 
children.  A Maryland PCCM program in 
which a primary care physician was 
assigned to each child, resulted in a 120
percent increase in the probability of an 
enrolled child having a well-child care visit, 
and a 10-percent decrease in the probabili
ty of having an avoidable hospitalization 
(Gadomski, Jenkins, and Nichols, 1998). 
Implementation of Tennessee’s section 
1115 demonstration project (TennCare) 
resulted in a 30-percent improvement in 
continuity of care for infants (Cooper et al., 
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1999). In North Carolina, implementation 
of PCCM type Medicaid managed care pro
gram resulted in a 37-percent decrease in 
the average monthly rate of non-urgent 
emergency department visits (Piehl, 
Clemens, and Joines, 2000). When care is 
taken to implement managed care pro
grams that target multiple barriers to care, 
they can improve access and health out
comes. 

The 1980s expansions resulted in the 
greatest increase in Medicaid enrollment 
to date. Between 1987 and 1994, enroll
ment increased from 13.3 million to 20.7 
million, a 60-percent change (Dubay et al., 
1995). Four States that were evaluated 
after the expansions demonstrated increas
es in the number and completion of immu
nizations, increases in well-child care visit 
rates for infants, and slight increases in use 
of preventive dental services (Herz, 
Chawla, and Gavin, 1998). Overall, States 
responded to the increase in enrollees by 
increasing the average volume of partici
pating pediatricians’ preventive services, 
or by increasing the number of physicians 
providing preventive care (Adams and 
Graver, 1998).  The 1989 expansion also 
was associated with an increased use of 
prenatal services (Cole, 1995), and, in 
Florida, a decrease in the number of low-
birth weight infants.  Despite these 
increases in the use of services and 
improved outcomes, great disparities 
remained between the poor and non-poor. 

CHALLENGES AND OPPORTUNI
TIES 

Medicaid and SCHIP have succeeded in 
their goals of improving the health of our 
Nation’s most vulnerable children. 
Changes in these programs over the years 
have increased their effectiveness, and 
allowed increasing numbers of needy chil

dren to be served.  Despite these 
advances, however, many children still do 
not have adequate access to basic health 
care services.  Even for children participat
ing in Medicaid and SCHIP, access to care 
is still less than that enjoyed by privately 
insured children.  More work needs to be 
done to ensure that all of our children have 
access to quality health care.  Healthy chil
dren are necessary for a healthy Nation. 
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