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- Rural, poorer counties were 
disproportionately burdened by the 
match requirement.

- Even wealthier counties felt the 
pressure of Medicaid. 

- Counties lobbied heavily for 
“Medicaid relief.”

- . 

- Medicaid costs were shared 
between the feds and the states. 
(Still true.)

- North Carolina required counties 
to pay 15% of the State share.

- Cities paid nothing. 

Cost Sharing Structure

Medicaid Pre-2008

County Impact
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State assumed counties’ Medicaid costs.

Counties gave up the Art. 44 ½¢, 
which was shared w/cities.

City Hold Harmless (CHH) created
with County funds.

County Medicaid Hold Harmless 
(MHH) created w/State funds.

⓵

⓶

⓷

⓸

The 
Medicaid

Swap

(2007)
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All cities and most counties 

would be losing money from the 

Medicaid Swap, if not for Hold 

Harmless payments.



- Article 44 was distributed 50% per capita; 50% point of sale. 

- City Hold Harmless payments mimic this distribution. 

- Counties paid cities nearly $317 million in CHH in FY 2022-23.

City Hold Harmless (G.S. 105-522)



- Some counties would have been better off paying for Medicaid and keeping the 
sales tax.

- Compromise to bring counties who would have been losers up to $0 (break-even). 

- If you receive Hold Harmless: You would be losing money from the Swap but 
the Hold Harmless pushes you to the break-even point.

- If you don’t receive Hold Harmless: You are better off with the Swap! You 
gave up less tax revenue than you would have paid out in Medicaid costs.

County Hold Harmless (G.S. 105-523)



Example: McDowell County
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Medicaid costs 

Foregone tax revenue

McDowell County's foregone tax revenue is now greater than its foregone Medicaid costs.
This gap causes hold harmless payments.



Example: McDowell County
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Blue bars represent annual financial gain
from the Swap.

McDowell County no longer benefits from the Medicaid Swap. Without Hold Harmless 
payments, the County would have lost money every year since FY18.
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Q: Why are my hold harmless
 payments so high?

A:  Because the half cent you gave
 up has become extremely
 valuable.



Cities: It’s Just the Economy

$
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Counties: Medicaid + the Economy

$
UP
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Down
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Hold Harmless
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Counties: Medicaid + the Economy

$
Down

Weaker Economy

More People on 
Medicaid

Less Sales Tax 
Revenue

Hold Harmless 
decreases

- County Hold Harmless is especially 
prone to volatility in a bad economy.

- County Hold Harmless will get a 
double hit from lower spending and 
higher Medicaid costs.

- County Hold Harmless will likely 
decline more than other sales tax 
revenue in a bad economy.
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