
Background
A decade ago, the State Children’s
Health Insurance Program (SCHIP)
expanded public coverage to children
in low-income families who lacked
access to affordable health insurance
but whose family incomes were too
high to make them eligible for coverage
under Medicaid. States were not
required to implement SCHIP, but all
states took advantage of the federal
funding and expanded coverage for
children. The program covered more
than 6 million children at some point
during 2006.1 This program is up for
reauthorization this year, a time 
when many states are preparing to
build on SCHIP as a way of covering 
all children.2

As the debate over SCHIP reauthor-
ization and expansion unfolds, one of
the more prominent concerns raised is
that many children enrolling in the
program are actually substituting SCHIP
for coverage available through their
parents’ employers. This is not a new
issue for SCHIP and provisions to limit
substitution were included in the 
original legislation. The Congressional
Budget Office concluded that 25 to 50
percent of the children enrolled in
SCHIP might have had employer
coverage if SCHIP coverage were not
available.3 President Bush recently
urged Congress not to expand SCHIP to 
children with higher incomes, saying
that “Our goal should be to move 
children who have no health insurance
to private coverage—not to move 

children who already have private
health insurance to government
coverage.”4

Concerns about parents dropping
employer coverage to enroll their
children in SCHIP typically ignore the
affordability of that coverage. However,
a recent study showed that about one-
half of the children who might have
had access to employer coverage
enrolled in SCHIP because their parents
felt the employer coverage was not
affordable.5 Employer coverage may be
unaffordable to low-income families
because of required premiums, cost
sharing, and an ongoing need to pay for
necessary services that may not be
covered by the plans available to them.
In addition, because both the benefit
packages and employer contribution to
premiums can vary considerably, the
group of families who take up
employer-sponsored insurance (ESI)
may represent the families with the
best ESI offers among those with offers.
Therefore, the financial burden of ESI
among families who accept employer
offers may understate the potential
burden of the average ESI offer.

This brief examines family medical
spending when children are enrolled in
ESI and compares that to the costs
families incur when their children are
covered by SCHIP or Medicaid or when
children are uninsured. The findings
show that the financial burden of
employer coverage for children is
greater for low-income families than it
is for higher-income families and that
public coverage for children provides a
significant amount of financial relief for
families with low incomes. The out-of-
pocket spending burden for families
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Summary 
One of the more prominent concerns in the SCHIP reauthorization debate is
that many children enrolling in the program could have been insured through
their parents’ employers. However, concern about parents dropping employer
coverage to enroll their children in SCHIP typically ignores the affordability 
of that coverage. This brief measures affordability as families’ out-of-pocket
spending burden.The findings suggest that families’ spending burden is, on
average, lower under public insurance than under employer-sponsored
insurance (ESI), especially for the lowest income families. We show that
families in which children are insured through ESI have an out-of-pocket
spending burden that is greater than the 5 percent cap suggested in a recent
directive put out by the Centers for Medicare and Medicaid Services (CMS).
For families in which children are covered by Medicaid or SCHIP, out-of-pocket
spending is, on average, 4 to 5 percent of their income. However, for families in
which children have ESI for a full year, the out-of-pocket spending burden is
higher, ranging from 12.9 percent of income for families below 150 percent of
FPL to 6.1 percent for families between 250-400 percent of FPL. Families with
uninsured children have lower total out-of-pocket spending than families with
children on ESI, and similar total out-of pocket spending to families with
children who are publicly insured. Public insurance provides protection against
high out-of-pocket costs, even as health care needs increase. Total out-of-
pocket spending for low-income families who have a child with a chronic
health condition is lower when their children are covered by public programs 
(5.5 percent) as opposed to ESI (11.2 percent).
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with at least one child with a chronic
condition is twice as high when
children have ESI than when children
have public insurance.

Data and Methods
This analysis uses a sample of 5,554
families with children from a pooled
sample of the 2003 and 2004 Medical
Expenditure Panel Survey—Household
Component. The analysis focuses on
out-of pocket spending burden, defined
as out-of-pocket spending relative to the
family’s annual income. Out-of-pocket
spending includes spending on the
worker’s share of ESI premiums,6 plus
spending related to co-insurance,
deductibles, and uncovered services.
To prevent outliers from driving the
results, we drop families with less than
$1,000 of annual income or out-of-
pocket expenditures in the top 1
percent of out-of-pocket spending in
each survey year. In the tables, spending
is decomposed into premiums and
other out-of-pocket spending for adults
and children.

We define income groups as families
with income below 150 percent of the
Federal Poverty Level (FPL),7 families
with incomes from 150 to 249 percent

of FPL, and families with incomes from
250 to 399 percent of FPL.8 We exclude
from this analysis families with incomes
at or above 400 percent of FPL because
these families are rarely included in
proposals to expand eligibility to public
health insurance.

We group families by the insurance
status of their children. For ease of
exposition, we limit our sample to
families where all children have the
same insurance status for the entire
year (public coverage, employer
coverage or uninsured).9 Within a type
of children’s insurance, parents may not
have the same coverage,10 because
many families have children who are
eligible for public insurance when the
parents are not. Among children with
public insurance, for example, 9.2
percent have parents with ESI, 26.9
percent have parents with public
insurance, 58.3 percent have uninsured
parents, and 5.6 percent have parents
with mixed, but full-year, coverage;
among children with ESI, parental
coverage is more homogenous, with
85.1 percent insured through ESI.

Finally, we contrast families that have 
at least one child with a chronic health
condition, such as asthma or diabetes,

with other families, restricting the
sample to families with incomes less
than 250 percent of the FPL. We limit
our analysis of families that have at 
least one child with a chronic health
condition to those with income below
250 percent of the FPL because over 
90 percent of the children covered by
Medicaid and SCHIP have incomes
below that level.11 In addition, only
seven states allowed for eligibility
above 250 percent of the FPL in 
2004.12 Children with chronic
conditions are likely to require more
health care services than other
children, and this comparison shows
how protective insurance can be as
utilization increases.

Standard errors are adjusted for the
survey design of the MEPS. We use 
Wald tests to measure for difference in
out-of-pocket burden across groups.

Findings
Families’ out-of-pocket spending
burden is lower under public
insurance than under ESI. Figure 1
shows out-of-pocket spending burden
by family income and children’s
insurance status. The first set of bars
shows that the average out-of-pocket
burden for families in which children
have ESI for a full year falls as family
income increases.13 The drop-off is
dramatic, going from 12.9 percent of
income for families below 150 percent
of FPL to 8.4 percent for families
between 150–250 percent of FPL to 6.1
percent for families with incomes
between 250–400 percent of FPL.
Differences in financial burden are
much lower for families in these
income groups when the children are
covered by public coverage for an
entire year; this burden is 4.5 percent of
income for the lowest income group,
3.8 percent of income for families with
incomes between 150–250 percent of
FPL, and 3.9 percent for families with
income between 250–400 percent of
FPL. As income increases, the gap in
financial burden between families
whose children have public insurance
as opposed to ESI shrinks. Moreover,
since most states charge higher income
families premiums to enroll their

FIGURE 1: Out-of-Pocket Spending Burden, by Children’s 
Insurance and Family Income

Source: 2003 & 2004 Medical Expenditure Panel Survey.
Note: Sample is families with at least one child under age 18 with annual income above $1,000 but below 400 percent of
the federal poverty level and no change in insurance status of children during the year. Families in the top 1 percent of total
OOP spending in each survey year were dropped from the sample.
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children in SCHIP and our data do not
capture these premiums, the financial
benefits of public coverage for families
with incomes between 250–400
percent of FPL is likely smaller than
that reported in Table 1.14 However,
across all three income groups, the
average financial burden of ESI is above
5 percent—the maximum out-of-pocket
burden that is proposed in a recent
CMS directive15 for SCHIP enrollees
with incomes at or above 250 percent
of the FPL.

Public coverage for children keeps
families’ out-of pocket burden lower
than ESI by limiting payments for
premiums and other out-of-pocket
spending. Table 1 shows the out-of-
pocket spending burden from Figure 1
disaggregated by the source of
spending—premiums, adults’ other out-
of-pocket and children’s other 
out-of-pocket. For the lowest income
group, families whose children have
public coverage spend only 0.8 percent
of their income on premiums compared
to 7.5 percent when the children are
covered by ESI. Similarly, other out-of-
pocket spending for children is 0.7
percent when they have public
coverage as opposed to 1.7 percent

when they have ESI. For families with
incomes between 150 and 250 percent
of the FPL, premiums represent a lower
burden when the children have public
instead of ESI coverage (1.3 versus 5.1
percent); other out-of-pocket spending
for children is also lower (0.4 versus
1.2 percent).

Families with uninsured children have
lower total out-of-pocket spending
than families with children on ESI, but
only have higher total out-of pocket
spending than families with children
who are publicly insured for the
lowest income group. The financial
burden for families in which the
children are uninsured for a full year is
highest in the lowest income group, but
the level of burden is lower than that of
families with similar incomes in which
children have ESI (Table 1). Families
with uninsured children do not pay
premiums for their children, leaving
them with a lower total out-of-pocket
burden. As a result, premium burdens
for families with incomes below 400
percent of the FPL whose children are
uninsured are no different than the
premium burdens for families with
publicly covered children. However,
families with incomes below 150

percent of the FPL with uninsured
children devote a greater share of 
their incomes to total out-of-pocket
spending than families with children 
on public coverage.

Public insurance provides protection
against high out-of-pocket costs, even
as health care needs increase. Children
with chronic health conditions have a
higher average need for health care
services, thereby exposing their families
to more financial risk. Table 2 shows
that total out-of-pocket spending for
families having a child with a chronic
health condition and incomes below
250 percent of the FPL is lower when
their children are covered by public
programs (5.5 percent) as opposed to
ESI (11.2 percent). Total out-of-pocket
burden is lower for these families as a
result of savings related to premiums
and other out-of-pocket spending on
children. Although public coverage
provides financial protection for
families that have a child with a chronic
condition, it is still the case that these
families spend a greater share of their
incomes out of pocket than publicly
insured families that do not have a 
child with a chronic condition.

All Children   
All Children Employer 
Public Sponsored All Children 
Insurance Insurance Uninsured 
for Full Year for Full Year for Full Year

Families with Incomes Less than 150% of Federal Poverty Level
Total Out-of-Pocket (OOP) Spending/income 4.5% 12.9%a 6.5%b

OOP Spending on Premiums/income* 0.8% 7.5%a 0.8%
Other OOP Spending/income – Adults 3.0% 3.7% 4.6%b

Other OOP Spending/income – Children 0.7% 1.7%a 1.0%

Families with Incomes 150-249% of Federal Poverty Level
Total Out-of-Pocket (OOP) Spending/income 3.8%# 8.4%a# 4.0%#

OOP Spending on Premiums/income* 1.3%# 5.1%a# 0.9%
Other OOP Spending/income – Adults 2.0%# 2.0%# 2.3%#

Other OOP Spending/income – Children 0.4%# 1.2%a 0.8%c

Families with Incomes 250-399% of Federal Poverty Level
Total Out-of-Pocket (OOP) Spending/income 3.9% 6.1%a# 4.3%#

OOP Spending on Premiums/income* 1.9%# 3.7%a# 1.7%#

Other OOP Spending/income – Adults 1.7%# 1.6%# 1.8%#

Other OOP Spending/income – Children 0.2%# 0.8%a# 0.7%a

TABLE 1: Out-of-Pocket Spending Burden, by Children’s Insurance and Family Income, for Families with
Income Below 400 Percent of the FPL

Source: 2003 & 2004 Medical Expenditure
Panel Survey.
Note: Sample is families with at least one child
under age 18 with annual income above
$1,000 but below 400 percent of the federal
poverty level with no change in insurance
status of children during the year. Families in
the top 1 percent of total OOP spending in
each survey year were dropped from the
sample.
a indicates significantly different from public
insurance burden at the 1 percent level.
b indicates significantly different from public
insurance burden at the 5 percent level.
# indicates significantly different within insurance
and spending category between income
groups. Standard errors are adjusted for the
MEPS survey design.
* Publicly available MEPS data do not include
premium information for public programs,
where they exist. The premium numbers shown
reflect only private premiums.
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TABLE 2: Out-of-Pocket Spending Burden, by Children's Insurance and Health Status, for Families with
Income Below 250 Percent of the FPL

All Children   
All Children Employer 
Public Sponsored All Children 
Insurance Insurance Uninsured 
for Full Year for Full Year for Full Year

Families without Children with Chronic Conditions
Total Out-of-Pocket (OOP) Spending/income 4.0% 8.9%a 5.1%c

OOP Spending on Premiums/income* 0.9% 5.4%a 0.8%
Other OOP Spending/income – Adults 2.6% 2.3% 3.5%c

Other OOP Spending/income – Children 0.5% 1.1%a 0.8%a

Families with at Least One Child with a Chronic Condition
Total Out-of-Pocket (OOP) Spending/income 5.5%# 11.1%a# 6.6%

OOP Spending on Premiums/income* 1.0% 6.6%a# 1.3%
Other OOP Spending/income – Adults 3.3%# 2.5%c 3.4%
Other OOP Spending/income – Children 1.3%# 2.1%b# 1.9%#

Source: 2003 & 2004 Medical Expenditure 
Panel Survey.
Note: Sample is families with at least one child 
under age 18 with annual income above $1,000 
but below 250 percent of the federal poverty level
with no change in insurance status of children during
the year. Families in the top 1 percent of total OOP
spending in each survey year were dropped from the
sample. a indicates significantly different from public
insurance burden at the 1 percent level. b indicates
significantly different from public insurance burden at
the 5 percent level. c indicates significantly different
from public insurance burden at the 10 percent level.
# indicates significantly different within insurance and
spending category between families without children
with chronic conditions and families with at least one
child with a chronic condition. Standard errors are
adjusted for the MEPS survey design.
* Publicly available MEPS data do not include
premium information for public programs, where they
exist. The premium numbers shown reflect only
private premiums.


