
Background
Congress and the Bush administration 
are currently at odds over the
reauthorization of the State Children’s
Health Insurance Program (SCHIP). In
early October, the president vetoed the
bill Congress passed that would have
provided sufficient funding to maintain
current levels of public coverage for
children, cover more uninsured children
who are currently eligible for Medicaid
and SCHIP but are not yet enrolled, and
cover additional children who would
become eligible for coverage as a result
of eligibility expansions.1

Last February, the Bush administration
proposed using the tax system to
subsidize the purchase of health
insurance. The administration has
suggested that this approach is preferable

to expanding coverage for children
through SCHIP, preferring to preserve
public programs for only the lowest-
income children.2 The president’s tax
proposal would eliminate the current tax
exemption for employer contributions to
health insurance and replace it with a
new standard deduction for individuals
and families purchasing health insurance.
The approach would eliminate the
current tax preference for employer-
based insurance, since the deduction
would apply regardless of whether
coverage was purchased through an
employer or directly through the
nongroup insurance market. The
deduction would also decrease any
current incentives to purchase overly
comprehensive insurance policies, as the
value of the deduction would not vary
with the premium. The deduction would

be set at $15,000 for family policies, and
that amount would grow with the
consumer price index. As is the case
with the current tax exemption, the tax
savings associated with this deduction
increases the higher the family’s income
and marginal tax rate.3 An inherent
difficulty in relying upon the president’s
proposal for expanding health insurance
coverage specifically for children is that it
was not designed to subsidize the
purchase of coverage for children only.
As a consequence, to obtain new
coverage for children, a tax-paying adult
in the family must also obtain coverage,
thereby increasing the implicit cost
associated with insuring children.4

In contrast, SCHIP uses a combination of
state and federal funding to provide
health insurance specifically to children,
most of whom live in families with
incomes below 200 percent of the
Federal Poverty Level (FPL).5 The vast
majority of SCHIP enrollees receive
coverage through private health
insurance plans that contract to provide
such services with the state in which the
child resides.6 While the federal
government does not require a particular
benefit package be offered, benefits must
be consistent with designated
benchmarks within the state, and these
benchmarks are made up of
comprehensive employer-based plans.7

However, cost-sharing requirements
under SCHIP are lower than under
typical employer-based plans. SCHIP
provides a number of limits on cost-
sharing that can be imposed, including
that cost-sharing may not exceed 5
percent of a family’s income. Additional
protections are in place to reduce the
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Summary 
The Bush administration has proposed using the tax system to subsidize the
purchase of health insurance, suggesting that offering parents tax deductions
to offset the costs of insurance—rather than expanding the State Children’s
Health Insurance Program (SCHIP)—would be an effective way to extend
coverage to more children. This brief compares the financial burden that
parents would incur in obtaining coverage for their children under the
president’s tax-deduction proposal against that associated with SCHIP. It finds
that the financial burdens for families between 150 and 300 percent of the
federal poverty level (FPL) would be much higher under the tax-deduction
approach than under SCHIP. Even after receiving the proposed tax subsidies
under the president’s proposal, a two-parent family with two children earning
approximately $32,000 per year would pay 39 percent of their income to
obtain private nongroup coverage for their children with comparable benefits
to that provided through SCHIP at no cost to the family. Under the president’s
proposal, a two-parent/two-child family earning approximately $54,000 per
year would still spend more than a fifth of their income on private nongroup
health insurance to obtain comparable benefits to what they could obtain for
their children under SCHIP for 1 percent of their income. The financial burden
for single-parent families with one child are even greater under the tax
proposal. Therefore, the potential to decrease the number of uninsured
children would be substantially greater under an SCHIP expansion than under
proposed tax deductions.
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chance a child might be disenrolled from
the program due to premium
nonpayment.8

The purpose of this brief is to compare
the family financial burdens associated
with covering children and to assess the
potential for expanding health insurance
coverage for children between 150 and
300 percent of the FPL under the
president’s proposal and under SCHIP.9

Data and Methods
We compare the typical price of health
insurance coverage relative to family
income for children in the 150 to 300
percent of the FPL income range under
the president’s health insurance tax
deduction proposal and under SCHIP. We
focus on this income group because it
contains a large share of uninsured
children and because many SCHIP
enrollees are in this income group.
However,92 percent of children currently
enrolled in SCHIP are in families with
income below 200 percent of the FPL,10

and 75 percent of the uninsured children
who are eligible for SCHIP but not
enrolled fall into this low-income group
as well.11 It is also critical to remember
that the majority of children who are
currently uninsured but eligible for public
insurance are eligible for Medicaid,not
SCHIP,12 and these children come from
families with even lower incomes than
the children analyzed here. While the
congressional bill includes funding and
policy changes aimed at increasing
enrollment of these children in Medicaid
at little or no cost to the families, families
in this income bracket would receive
little to no subsidy from the
administration’s tax-based approach.

We analyze the family’s cost of obtaining
insurance coverage for their uninsured
children under each policy option for
two prototypical families—a single
parent with one child and two parents
with two children—at four different
income levels relative to poverty (150,
200, 250, and 300 percent). We calculate
the costs under the administration’s
proposal in two ways: first, assuming the
family buys coverage through the private
nongroup market, and second, assuming
the coverage comes through the 
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FIGURE 1: Financial Burden of Providing Nongroup Health Insurance 
to Children Under the Bush Tax Plan and Under SCHIP: Prototypical
Two-Parent/Two-Child Families, 2009
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*Note: 80% of uninsured children in this income range have no parent with employer-based coverage, making the nongroup
market their most likely insurance source under the president's plan. Estimates reflect the cost of obtaining family coverage,
since the proposal is not designed to subsidize the purchase of coverage for children only.
Source: Author's calculations based upon current and proposed tax law and source material based upon Kenney, Hadley,
Blavin 2007.
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Source: Author's calculations based upon current and proposed tax law and source material based upon Kenney, Hadley,
Blavin 2007.
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employer. We then calculate the family
cost associated with covering children
under the SCHIP program.

Because 79 percent of uninsured
children between 150 and 300 percent
of the FPL do not have even one parent
with private health insurance coverage,13

providing coverage to children under the
administration’s proposal would usually
require the purchase of a new family
policy, not merely a change from adult-
only coverage to family coverage.
Coverage for all family members comes
with the higher costs of purchasing a
private family policy under the
administration’s proposal, whereas SCHIP
coverage would typically only insure the
children, thereby keeping the cost down
for insuring them specifically.

In the private nongroup market case, we
assume that family members are of
average age and health status, such that
they would be able to purchase coverage
consistent with a typical employer-based
policy at an average price in the small
employer group market. We rely on
national average premiums in the small
group market14 to provide a basis for a
consistent comparison with the benefit
packages provided under SCHIP, which
are based on typical employer-based
insurance policies in the state. To analyze
the proposals in 2009 dollars, average
premiums obtained from the 2005
Medical Expenditure Panel Survey
Insurance Component (MEPS-IC) are
increased by the predicted rate of
growth in private health insurance
premiums.15

Consequently, in this simple analysis,we
do not address the difficulties inherent in
the private nongroup insurance markets
of most states,where people with current
or past health problems may be unable to
purchase a policy at any price,or may
face premiums much higher than those
used in this analysis, or may only be
offered benefit packages that
permanently exclude services for
particular health care needs. We also have
not increased premiums relative to
employer averages to account for the
higher administrative loads implicit in
nongroup premiums relative to those in

the small group market. Lack of
guaranteed access to adequate coverage
through the current nongroup market is,
however, a critical issue that should be
considered when evaluating the
president’s proposal. Additionally,
equalizing the tax subsidy for health
insurance in the group and nongroup
markets decreases incentives for
employers to offer health insurance to
their workers. This change may lead some
employers to drop their coverage, leaving
more families to purchase coverage in the
nongroup market, a situation that could
make many currently insured people
worse off,particularly those with high
health care needs. Again, this brief does
not account for such an impact.

In the group market case, we again use
national average employer premiums
(from the 2005 MEPS-IC) increased by
the predicted rate of growth in private
health insurance premiums to 2009
levels. Unlike the situation with
nongroup insurance, the current tax
code already provides a subsidy for the
purchase of employer-based insurance.
For uninsured families with access to
employer insurance, the current subsidy
is an insufficient incentive to enroll.
Consequently, when analyzing the
president’s proposal and its potential for
increasing the coverage of children in the
group market, the measure of key
interest is the difference between the
current and proposed tax subsidies. If the
proposed subsidy is significantly larger
relative to family income or relative to
the full premium than the current
subsidy, it might be expected to have a
significant impact on coverage decisions.
But if the difference is small, one would
not expect it to induce a significant
change in coverage decisions.

The individual income tax liability for
each prototypical family is determined
using a simplified tax calculator that
assumes wages are the only source of
income; the family takes only the
standard deduction and the proposed
standard deduction for health insurance;
children are eligible for both the child
tax credit (CTC) and the earned income
tax credit (EITC); and the family claims
no credits other than the CTC and EITC.

The calculator includes the impact of the
alternative minimum tax (AMT) and
assumes the only AMT preference items
are the standard deduction and personal
exemptions. The values of parameters
used to calculate taxes in 2009 are based
on the January 2006 inflation forecast
from the Congressional Budget Office.

The reduction in tax liability under the
administration’s proposal would occur
through reductions in income taxes and
payroll taxes; at lower incomes, the
payroll tax reduction makes up the largest
share of the tax savings. As Burman et al
note, counting the full amount of the
payroll tax reduction as a subsidy would
be inappropriate, since such current
“savings”would be largely, if not
completely,offset by future reductions in
social security benefits,particularly for
the low-income.16 In essence, low-income
workers would be paying for today’s tax
subsidy with forgone future social
security payments since the less they pay
into the system today, the less the system
pays out to them upon retirement.
Consequently, the results shown here
exclude the payroll tax reductions from
the subsidy calculations under the
administration’s proposal as well as in the
calculation of the tax liability under
current law. (Calculations including the
payroll tax reductions are available upon
request from the author.) 

SCHIP premiums used here for children
of different income levels are the
medians of the range of premiums that
states charged families in 2007.17 No
analysis documents the rate of growth in
SCHIP premiums; consequently, we
inflated the premiums to 2009 using the
projected growth rates in private health
insurance premiums. This likely biases
future SCHIP premiums upward, as many
states have gone several years without
changing these premiums.

Findings
Table 1 provides estimates of the
impact of the administration’s
proposed health insurance tax subsidy
on the cost of family coverage for two-
parent/two-child families and one-
parent/one-child families in the private
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nongroup market.As the first section of
the table shows, even after the tax
subsidy is taken into account,
purchasing family health insurance
coverage that would include insurance
for both children would cost a typical
two-parent/two-child family at 150
percent of the FPL 39 percent of their
family income in 2009, with the
subsidy only covering 5 percent of the
premium cost. For those at 300 percent
of the FPL, with the tax subsidy, the
cost of coverage to the family
constitutes 17 percent of income, with
the subsidy covering 17 percent of the
full premium. In later years, the
financial burdens would increase for all
income groups, as the deduction is not
designed to increase at the same rate as
health insurance premiums.

For the single-parent families analyzed in
the bottom section of Table 1, the
financial burden of purchasing coverage
for their children is even greater.
Purchasing a family insurance policy in
the private nongroup market with
benefits comparable to those that the
child would receive under SCHIP would
cost a family at 150 percent of the FPL
59 percent of family income, with the
subsidy covering 5 percent of the full
premium. For a typical family at 300
percent of the FPL, purchase of the
insurance policy would cost 26 percent
of income in 2009 (a premium subsidy of
17 percent). Notable across both sections
of the table is how the value of the
subsidy is lowest for those at the bottom
of the income range and increases with
income, which runs counter to the
purpose of a subsidy designed to provide
greatest support to the most
economically vulnerable.

Some families might be able to purchase
coverage at a lower price if the coverage
excluded certain benefits typically
considered part of comprehensive
insurance policies, or if they chose
policies with significantly higher
deductibles and/or cost-sharing
requirements than are typical under
SCHIP. However, the greater the out-of-
pocket requirements imposed, the
greater the difficulty low-income parents
face when attempting to access

necessary care for their children and the
greater their consequent out-of-pocket
spending burdens.18

In the past, the administration has

proposed using refundable tax credits as
opposed to a new standard tax
deduction to lower the cost of private
nongroup insurance coverage for the

TABLE 2: Difference Between President's Health Care Tax Proposal and
Current Law Tax Subsidies for Family Health Insurance in the Private
Employer Group Market By Family Income Relative to Poverty, 2009

Two-Parent Family with Two Children

Income as Percent of the Federal Poverty Level 150% 200% 250% 300%
Family Income 32,379 43,137 53,895 64,654

Current Subsidy for Health Insurance 3,644 1,981 2,290 3,434
Proposed Subsidy for Health Insurance 1,692 2,230 2,559 3,742
Difference between Current and Proposed -1,952 249 269 308
Difference as Percent of Premium -15% 2% 2% 2%
Difference as Percent of Income -6% 1% <1% <1%

Single-Parent Family with One Child

Income as Percent of the Federal Poverty Level 150% 200% 250% 300%
Family Income 21,412 28,201 35,512 42,824

Current Subsidy for Health Insurance 3,814 3,021 1,981 2,247
Proposed Subsidy for Health Insurance 1,883 2,230 2,250 2,516
Difference between Current and Proposed -1,931 -791 269 269
Difference as Percent of Premium -15% -6% 2% 2%
Difference as Percent of Income -9% -3% 1% 1%

Source: Urban Institute analysis of prototypical families, based upon current and proposed tax law. See data and methods section
of text for further detail on income tax calculations.
Notes: Calculations of the subsidies do not include payroll tax reductions under the proposal as these reductions would largely be
paid back by future reductions in Social Security benefits. Results including payroll tax reductions can be obtained upon request of
the author. The average family premium in 2009 is $13,206. Negative differences between current-law and proposed subsidies
indicate that the proposed subsidy is smaller than the current law subsidy for a family at the given income level.

TABLE 1: Impact of President’s Health Care Tax Proposal on the Price
of Family Health Insurance in the Private Nongroup Market By Family
Income Relative to Poverty, 2009

Two-Parent Family with Two Children

Income as Percent of the Federal Poverty Level 150% 200% 250% 300%
Family Income 32,379 43,137 53,895 64,654

Subsidy for Health Insurance 698 1,569 2,107 2,289
Subsidy as Percent of Premium 5% 12% 16% 17%
After-Subsidy Premium as Percent of Income 39% 27% 21% 17%

Single-Parent Family with One Child

Income as Percent of the Federal Poverty Level 150% 200% 250% 300%
Family Income 21,412 28,201 35,512 42,824

Subsidy for Health Insurance 611 1,353 1,928 2,250
Subsidy as Percent of Premium 5% 10% 15% 17%
After-Subsidy Premium as Percent of Income 59% 42% 32% 26%

Source: Urban Institute analysis of prototypical families, based upon current and proposed tax law. See data and methods section
of text for further detail on income tax calculations.
Notes: Calculations of the subsidies do not include payroll tax reductions under the proposal as these reductions would largely be
paid back by future reductions in Social Security benefits. Results including payroll tax reductions can be obtained upon request of
the author. The average family premium in 2009 is $13,206.
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low-income population. But even under
such an alternative, the administration
has not proposed a subsidy greater than
$3,000 for a two-adult/two-child family,
which would still leave such a family at
150 percent of the FPL with a premium
burden of 32 percent of income. In
addition, this option would still require
that the shortcomings of the nongroup
market be addressed in order to ensure
access to adequate coverage.

For the roughly 20 percent of uninsured
children in families with incomes
between 150 and 300 percent of the FPL
where a parent has ESI coverage, we
compare the current-law tax subsidy for
employer-sponsored insurance payments
for family coverage with the subsidy
under the administration’s proposal.
Table 2 shows the results for our
prototypical families. Here we see that
for the families at the low end of the
income range, the subsidy provided
under the administration’s proposal
would be smaller than the current-law
subsidy provided by exempting
employer-sponsored insurance from tax.
This implies that such families would be
less likely to purchase family coverage
under the proposal than they are today.
For the higher-income families, the
administration’s proposed subsidy would
be larger than the current subsidy, but
the difference is very small, amounting to
no more than 2 percent of premium or 1
percent of family income. Such a small
increase in the subsidy could not be
expected to have a significant impact on
the likelihood of purchasing coverage
relative to current law.

Table 3 shows the predicted financial
burdens associated with SCHIP
premiums for the same types of families
used in analyzing the president’s
proposal. The after-subsidy cost of
obtaining coverage for children in either
the two-parent family or the single-parent
family ranges from 0 to 2 percent of
income, depending on family income. In
contrast to the administration’s tax
proposal, under SCHIP, financial burdens
as a percentage of income are lowest for
the lower-income families and highest for
the families at 300 percent of FPL.

Conclusion
The financial burden under SCHIP is
therefore substantially lower than under
the president’s tax proposal, as Figures
1 and 2 illustrate. Both experience and
the economic literature are clear that
the higher the premium, the lower the
voluntary enrollment in insurance will
be.19 Consequently, if each program is
evaluated solely on its ability to expand
health insurance coverage to children,
SCHIP’s potential far outpaces that of
the Bush administration’s proposal on
price alone. The differential impact on
insurance coverage is especially
dramatic when one takes into account
that 1.7 million children projected to
gain insurance coverage under the
SCHIP bill would be covered by
Medicaid20—most of these children
have lower incomes than those
analyzed here and would receive little
to no subsidy under the president’s
approach. Add to that the complexities,
limitations of access, premium
variation, and higher cost-sharing
requirements in the private nongroup
market, and the investment in outreach
and enrollment improvements included
in Congress’s SCHIP reauthorization
bill, and the differences between the
two approaches are amplified.

TABLE 3: The Cost to the Family of Children's Health Insurance Under
SCHIP By Family Income Relative to Poverty, 2009

Two-Parent Family with Two Children

Income as Percent of the Federal Poverty Level 150% 200% 250% 300%
Family Income 32,379 43,137 53,895 64,654

After-Subsidy Premium 0 243 617 1,081
After-Subsidy Premium as Percent of Income 0% 1% 1% 2%

Single-Parent Family with One Child

Income as Percent of the Federal Poverty Level 150% 200% 250% 300%
Family Income 21,412 28,201 35,512 42,824

After-Subsidy Premium 0 128 405 811
After-Subsidy Premium as Percent of Income 0% <1% 1% 2%

Notes: After-subsidy premiums are equal to the 2007 unweighted median across 50 states, inflated to 2009 using the projected
growth in per capita private health insurance expenditures.
Source: Premium data were obtained from a 2007 update of the data used in Kenney G, Hadley J, and Blavin F, 2007.
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