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The best way to ensure adequate, dependable
health care for all children is to strengthen private
insurance coverage and make it more affordable for
lower-income working families. The reauthorization
of the State Children’s Health Insurance Program
(SCHIP) presents Congress with an opportunity to
move in that direction. Unfortunately, the approach
taken by the Senate Finance Committee—which
focuses only on expanding the traditional pro-
gram—will displace private insurance with govern-
ment-sponsored health care coverage. 

Instead, lawmakers should address the underly-
ing problems in the health care system that make
private insurance unaffordable for so many fami-
lies. Congress should take the following steps in
designing an alternative SCHIP reauthorization
proposal: Include budget-neutral tax reform
designed to help lower-income families pay for
dependent coverage; use SCHIP funds to help fam-
ilies enroll in private coverage; and encourage an
affordable and competitive private health insurance
market at the state level. 

What the Senate Finance Bill Would Do. Sen-
ate Finance Committee Chairman Max Baucus’s
(D–MT) reauthorization bill may be less expensive
and expansive than other proposals offered in the
Senate and House, but it still lacks the steps needed
to protect and strengthen existing private coverage.
Based on certain provisions in the Senate bill, the
Bush Administration has signaled its intention to
veto it.1 The Baucus bill would have the following
consequences:

• Expanded Dependency on Government-Run
Health Care. SCHIP was originally designed as a
program to assist uninsured children in lower-
income families at or below 200 percent of the
federal poverty line (FPL). Supporters of the Sen-
ate bill claim that it restores SCHIP to its original
intent. However, the bill would allow states to
cover children at 300 percent of the FPL and, in
some cases, at even higher levels.2 While the bill
includes new prohibitions on states extending
coverage to adults, it also provides numerous
exceptions. For example, states could continue to
cover parents so long as the state adheres to new
rules. The federal share of SCHIP funding would
be lower for those states, but would still be higher
than the federal share of funding for Medicaid.3 

• The Displacement of Private Coverage by
Public Coverage. Citing numbers from the Con-
gressional Budget Office (CBO), Department of
Health and Human Services Secretary Michael
Leavitt notes that by 2012, a total of 3.3 million
persons would be enrolled in SCHIP if the Senate
bill becomes law. He adds:

[A]n additional 1.6 million individuals (or
approximately 33 percent of the total) who
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were previously covered under private in-
surance would be enrolled in SCHIP. Bil-
lions of dollars for health insurance
coverage would be shifted from the private
sector to the public sector and from state
government to the federal government with
little actual gains in insurance coverage for
children. In addition, expansions to new
populations (those previously not eligible
for SCHIP) are offset by the estimated re-
ductions in private coverage.41234 

These CBO numbers are consistent with in-
dependent findings in professional literature
on the subject—such as a recent study by
Jonathan Gruber and Kosali Simon5 on the loss
of private health coverage through public pro-
gram expansion.6 

Supporters claim the bill would improve pre-
mium assistance—the one aspect within SCHIP
that could expand private coverage. However,
the effect would be neutralized, because the pro-
visions do not remove the program’s most oner-
ous and problematic feature, the “wrap-around”
requirement. This feature requires states to fill in

the cost-sharing and benefits differences
between SCHIP and private plans covered by
premium assistance. The SCHIP program also
focuses exclusively on employer-based cover-
age, and so, is biased against the possibility of a
family obtaining coverage in the private, indi-
vidual market.7

• Increased Spending and Taxes. Reauthoriz-
ing SCHIP at its current funding level would cost
$25 billion over the next five years.8 The Baucus
bill would add $35 billion to that amount, which
is lower than the $50 billion increase provided for
in the Senate budget reconciliation, but is drasti-
cally larger than the $5 billion increase requested
by President Bush.9 To fund the expansion, the
Senate bill includes a hike in the regressive
tobacco tax,10 as well as some creative cost ac-
counting. The major accounting gimmick requires
states to cut millions of children from the pro-
gram in the final year, and assumes that the next
Congress will provide additional funding to pre-
vent such a politically unpopular event from
occurring. Congress’s track record of forcing tax-
payers to bail out states that routinely overextend
SCHIP coverage illustrates the likely result.11
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Moreover, the higher spending levels that result
in the near future12 will coincide with dramati-
cally increasing federal expenditures to cope with
the rising health costs of retiring Baby Boomers.
To make matters worse, liberals in Congress and
elsewhere can be expected to push for further
expansions, accelerating the displacement of pri-
vate coverage.

• More Pressure to Expand the Program. The
bill also sets in motion policy changes that would
expand the future size, scope, and cost of SCHIP.
Such changes include the seemingly reasonable
“outreach” provisions and the “removal of
administrative barriers to enrollment.” 13 Higher
enrollment will naturally lead to calls for spend-
ing increases to keep pace with new demand.
The bill also gives states broader authority to
cover pregnant women (states need only pass a
simple plan amendment)14 and includes numer-
ous loopholes to maintain coverage for those
outside the scope of the program. Finally, the bill
re-opens and unravels the successful Medicaid
reforms found in the Deficit Reduction Act,
which include citizenship requirements and
benefit mandates.15 

An Emerging Alternative. Some Members of
Congress are considering alternative strategies to
address America’s health care needs. Senators Rich-
ard Burr (R–NC), Tom Coburn (R–OK), Bob Corker
(R–TN), Jim DeMint (R–SC), and Mel Martinez (R–
FL), along with Representative Jim McCrery (R–
LA), have outlined an approach that tackles the
broader issue of improving access to, and the afford-
ability of, private health care coverage.16 

Reforming the broader health care system is a
better strategy for meeting the needs of lower-

income families and their children. The alternative
plan’s aim is to ensure that SCHIP remains a tar-
geted safety net program for low-income families
while avoiding an expansion that would displace
private coverage. 

Recommendations. Congress should take a
more ambitious approach than the limited SCHIP
reauthorization in the Baucus bill—one that directly
addresses, not sidesteps, the underlying problems
plaguing the health care system. 

Congress should take the following steps to
strengthen private coverage for all American
families:

• Include Budget-Neutral Tax Reform for Health
Insurance. The current tax treatment of health
insurance is highly regressive: It benefits higher-
income families more than lower-income fami-
lies. Furthermore, it discriminates against those
individuals who do not have employer-based
health insurance. Only individuals who enroll in
employer-based coverage receive an unlimited
tax break by excluding the value of their health
benefits from taxable income. 

Policymakers should limit the current, unlimited
tax preferences for employer-based coverage and
begin to introduce a fairer and simpler system. A
variety of budget-neutral strategies could be used
to structure a new tax system for health care. For
example, the President proposes replacing the tax
exclusion for employees with a universal tax
deduction for the purchase of private health
insurance. A standard, non-refundable tax credit
would be another budget-neutral approach to
focus tax relief on those who need it most without
raising taxes to fund new spending. 
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• Allow SCHIP to Supplement Tax Relief for

Lower-Income Families. The cost of health in-
surance can discourage families, in particular
lower-income families, from obtaining coverage
for themselves and their children even when it is
offered by employers.17 Almost three-quarters of
uninsured workers choose to decline coverage
because of high costs.18 Focusing tax relief on
lower-income families would help, but it would
offer limited or no help to those families who
owe little or nothing in federal income taxes. Pre-
mium assistance, however, allows states to use
SCHIP funds to help families enroll in private
coverage. Unfortunately, a number of adminis-
trative and regulatory obstacles limit the effec-
tiveness of premium assistance. Therefore,
policymakers should improve and expand upon
the premium assistance model by subsidizing
lower-income families to purchase the private
coverage of their choice—whether through an
employer or on their own—without heavy-
handed government interference.19 

• Promote Health Insurance Reform. Major
efforts are underway in several states to reform
health insurance markets. One favored change is
to enable individuals and families to own and
control their own health insurance policies—like
they own and control other types of insurance—
and take these policies with them from job to
job. Full portability of health insurance, coupled
with more affordable health plans, could signifi-
cantly reduce un-insurance and expand access to

coverage for millions of Americans. Congress
could adopt legislation that would further this
process, including grants for technical assistance
to states that wish to reform their health insur-
ance markets, adopt new pooling arrangements,
or promote more affordable health insurance
coverage.

Conclusion. SCHIP and the broader health care
system are at a crossroads. Some want to expand the
role of government in the delivery of health care,
while others believe in empowering families to
obtain private health insurance coverage. 

Policymakers should reject the narrow approach,
taken by the Senate Finance Committee, to address
children’s health care through SCHIP expansion.
Tackling the fundamental problems in the health
care system would have a broader, longer-lasting
impact. Congress can accomplish this by reforming
the tax treatment of health insurance, expanding
the role of SCHIP to subsidize private coverage for
lower-income families, and promoting an affordable
and competitive private health insurance market at
the state level. Every step is critical for changing the
status quo and improving access to health care cov-
erage for all Americans, including for lower-income
families.
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