
Introduction 

SCHIP was designed to address gaps 
in health insurance coverage for 
children whose family incomes were 
too high to allow them to qualify 
for Medicaid but too low to afford 
private coverage. One of the issues 
that received considerable attention 
during the 2007 SCHIP reauthorization 
debate was the income level at which 
subsidized public coverage should be 
available to children through Medicaid 
and SCHIP.1,2 On the one hand, some 
argued that SCHIP had drifted from its 
statutory intent by allowing children 
with incomes above 200 percent of the 
FPL to be covered in so many states, 
exposing the programs to an increased 

risk that public coverage will substitute 
for—or crowd out—private coverage.3,4 
On the other hand, it was argued that 
private premiums had grown faster 
than the federal poverty level since the 
inception of SCHIP, which in turn was 
placing private insurance out of reach 
for a growing number of moderate-
income families with incomes above 
200 percent of the FPL, and that 
cost-of-living differences across states 
affect how affordable health insurance 
premiums are for families.5 Where 
eligibility thresholds are set and the 
extent to which states have latitude 
over their thresholds are important 
because they likely affect how effective 
SCHIP and Medicaid will be at filling 
gaps in coverage for children.  

Background 

The United States has experienced 
sharp growth in health care spending 
in recent decades. Between 1985 and 
2005, health care spending nearly 
tripled in real terms, reaching $1.9 
trillion in 2005.6 Rising health care 
costs over this time period have 
numerous root causes, including 
advances in medical technology and 
increases in personal income, health 
sector prices, and administrative costs.7 
Increases in health care costs exert 
upward pressure on premiums and 
cost-sharing.8 Between 2001 and 2005 
alone, total annual premiums for family 
coverage increased nearly 30 percent 
per enrolled employee in private 
sector firms, or about $2,500.9 Cost-
sharing in the form of deductibles and 
copayments has also been on the rise.10 
Moreover, while no comprehensive data 
are available to compare cost-of-living 
differences for families targeted by 
Medicaid and SCHIP in different areas 
of the country, the information that is 
available shows that the cost of living 
varies substantially across areas, both 
within and across states.11

Historically, states have had flexibility 
to set their income eligibility limit in 
Medicaid/SCHIP.12 Nationally, seven 
states have implemented an income 
limit of less than 200 percent of the FPL, 
20 states have implemented an income 
limit at 200 percent of the FPL, and 24 
states cover kids above 200 percent 
of the FPL. Of the states with higher 
income limits, 13 cover kids up to 250 
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percent of the FPL, 10 cover kids up to 
300 percent of the FPL, and only one 
state—New Jersey—covers kids above 
300 percent of the FPL with federal 
funds.13 Most states that cover children 
with incomes above 200 percent of the 
FPL under Medicaid and SCHIP charge 
premiums for coverage, but public 
premiums vary substantially across states 
and across income levels.14

Despite the fact that nearly half of all 
states cover children with incomes 
above 200 percent of the FPL, the vast 
majority of children enrolled in these 
programs appear to be from low-
income families. Nationally, 91 percent 
of children enrolled in SCHIP live in 
families earning 200 percent of the FPL 
or less.15,16 In addition, legislation passed 
in 2007 to reauthorize SCHIP (H.R. 3963) 
would have covered an additional 3.9 
million uninsured children, an estimated 
80 percent of whom would have had 
incomes below 200 percent of the FPL; 
an earlier version of the bill passed by 
the House was even more targeted, with 
the share of newly-insured children who 
would be low-income estimated to be 
about 85 percent.17 

This brief examines the extent to which 
increases in the costs of employer-
sponsored insurance have outstripped 
income growth since the time that SCHIP 
was enacted. The implications of cost-of-
living differences are also addressed. 

Data and Methods

To assess how the affordability of private 
health insurance coverage has been 
changing over the past decade, we use 
information on the cost of employer-
sponsored insurance premiums from 
the Medical Expenditure Panel Survey 
Insurance Component (MEPS-IC). The 
MEPS-IC includes survey information 
for an average of 38,500 private sector 
establishments per year, going back 
to 1996. Response rates range from 67 
percent to 81 percent, with the early 
years of the survey experiencing lower 
response rates.18 The standard errors on 
the premium data are small, making the 
annual estimates of average employer-
sponsored insurance premiums very 
precise. For example, the standard error 

associated with the average total family 
premium in 2006 was less than 0.3 
percent as large as the average premium 
for that year. The survey contains data 
on the insurance plan offered, including 
total premiums, employer contributions, 
cost sharing arrangements and 
information on the establishment. Data 
on the average premium cost for single 
coverage (employee only) and family 
coverage are available back to 1996.

The FPL for a family of four was obtained 
for each year from the Department of 
Health and Human Services (DHHS) 
Poverty Guidelines for the 48 contiguous 
states.19 The poverty guidelines are 
updated each year by DHHS using 
the consumer price index. With the 
exception of Hawaii and Alaska, the same 
federal poverty thresholds are defined 
for each state.

We create ratios of average employer-
sponsored insurance family premium 
levels to income for families of four 
with two different income levels: at 200 
percent of the FPL and at 300 percent 
of the FPL.20 We focus on changes in 
the average premium relative to family 
income for ease of presentation. We 
also examined alternative affordability 
measures including (1) the average 
employee premium contribution 
for family coverage combined with 
average total out-of-pocket spending 
on deductibles, coinsurance, and 
copayments21 relative to income (to 
capture the direct burden on employees); 
(2) the average premium for family 
coverage relative to an adjusted income 
measure that includes the average 
premium measure (to approximate total 
compensation), and (3) the average 
nongroup premium for family coverage 
relative to income. We found that 
changes in all three alternative measures 
tracked closely with changes in the 
average premium for family coverage 
relative to income. 

We use changes in the average employer 
premium for family coverage as a proxy 
for how the costs of private insurance 
coverage have been changing over time. 
Fully capturing how the affordability of 
private coverage has been changing over 
time would ideally rely on information 

on how private nongroup premiums 
have been changing. However, only 
limited information is available 
to estimate changes in nongroup 
premiums. The MEPS Household 
Component (MEPS-HC) contains data on 
nongroup premiums, which are based 
on small samples of respondents with 
nongroup family coverage, and even 
smaller samples that represent a family 
size of four.22 Studies using the MEPS-
HC data found that nongroup premiums 
for family coverage increased about 25 
percent between 2002 and 2005 and 
by about 67 percent between 1996 and 
2005.23 Using the average premium 
growth between 2002 and 2005, we 
estimated the average premium cost 
for nongroup family coverage in 2006. 
While the MEPS data suggest that the 
nongroup premiums have not risen as 
fast as ESI premiums, we still found 
substantial growth in nongroup family 
premiums.24

To assess the implications of the area-
variation in the cost of living, we use the 
Council for Community and Economic 
Research ACCRA Cost of Living Index 
data for the third quarter of 2008.25 
This index takes into account relative 
prices for a market basket of consumer 
goods (including grocery items, housing, 
utilities, transportation, health care, and 
miscellaneous goods and services) for 
a “mid-management standard of living,” 
which is defined according to spending 
in the highest quintile in more than 300 
urban areas across the country.26

Findings

On average, employer-sponsored 
insurance premiums for family health 
insurance coverage rose by 8.7 percent 
per year between 1996 and 2006, 
increasing from $4,954 in 1996 to more 
than double that at $11,381 in 2006.27 At 
the same time, the federal poverty level 
rose by an average of just 2.4 percent per 
year. As a consequence, where family 
employer-sponsored insurance premiums 
constituted 16 and 11 percent of family 
income, respectively, for families at 200 
and 300 percent of the FPL in 1996, by 
2006, those ratios had risen to 28 and 19 
percent (figure 1). Overall, the ratio of 
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total premiums to income rose by about 
75 percent for both groups between 
1996 and 2006. 

Similar growth was found in the ratio of 
average employee ESI costs (employee 
contributions to premiums and total 
out-of-pocket costs) to income over 
the period, increasing from less than 
8 percent of family income in 1996 to 
12 percent in 2006 for families at 200 
percent of the FPL and from 5 to 8 
percent for families at 300 percent of 
the FPL.28 Because premiums paid by 
employers are part of an employee’s total 
benefit package, we also examined the 
share of income spent on premiums after 
including the value of the employer’s 
premium contribution in the family’s 
income. The trend using this definition 
of family income tracks very closely to 
the trend using the simpler definition, 
increasing from 14 percent in 1996 to 
24 percent in 2006 for families at 200 
percent of the FPL and from 10 to 17 
percent for families at 300 percent of 
the FPL (data not shown). Regardless 
of the definition used, the ratio of ESI 
costs to income was higher for families 
with incomes at 300 percent of the FPL 
in 2006 than it was for families with 
incomes at 200 percent of the FPL in 
1996, the year before SCHIP was enacted. 

Growth in nongroup premiums, though 
not as high as that in ESI premiums, 
was also large. In 1996, the average 
nongroup premium for family coverage 
in the nongroup market was $3,329, 
representing 11 percent of income for 
families earning 200 percent of the FPL 
and 7 percent of income for families 
at 300 percent of the FPL. In 2006, the 
average nongroup premium for family 
coverage rose to an estimated $6,038, 
making up 15 percent of income for 
families at 200 percent of the FPL and 
10 percent of income for families at 300 
percent of the FPL.29

Another factor determining whether 
available coverage is affordable for 
families is the cost of living, which 
translates into very different effective 
incomes for families with the same 
nominal income living in different 
areas. For example, in 2008, families 
living in San Francisco and Philadelphia, 

two urban areas with higher than 
average cost of living than the other 
areas included in the ACCRA index, 
would have to earn 2.1 and 1.5 times 
as much, respectively, to have the 
same purchasing power as families 
living in Douglas, Georgia, the lowest 
cost urban area in the study (figure 2). 
Consequently, a family living in San 
Francisco or Philadelphia earning 200 
percent of the FPL is much less well-off 
than a family earning the same income 
but living in Douglas, Georgia and has 
fewer resources available to devote to 
health care. Even within a given state, 
families face very different costs of 
living; families living in Philadelphia 
have to earn 1.4 times as much as those 
living in Pittsburgh while families living 
in San Francisco have to earn 1.6 times 
as much as families living in Bakersfield 
to have equivalent purchasing power.

Discussion

Given that health care cost growth has 
historically exceeded general inflation 
rates, capping eligibility levels for public 

coverage at an income level indexed to 
inflation rather than indexed to changes 
in the costs of health care premiums 
will likely mean that more and more 
moderate-income children are likely to 
become uninsured as their parents find 
that they cannot afford the increasingly 
high costs of private coverage. The effect 
of the rising premium burdens may have 
contributed to recent increases in the 
uninsured rate among children with 
moderate incomes. Between 2005 and 
2006, the number of uninsured children 
rose by more than 700,000, and fully 
two-thirds of the increase was composed 
of children from families earning more 
than 200 percent of the FPL.30 Over ten 
states have responded to the declining 
affordability of private coverage by 
enacting income eligibility expansions in 
the past five years.31 

In addition, imposing a single eligibility 
threshold nationally, without regard for 
the substantial variation in purchasing 
power both across and within states, 
places families living in higher-cost 
areas at a disadvantage. Moreover, 

Figure 1.  Average Total ESI Premium for Family Coverage as  
a Share of Income at Selected Income Levels
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expanding eligibility to higher income 
levels has been shown to have positive 
spillover effects on the enrollment 
of lower-income children who were 
previously eligible.32 At the same time 
however, allowing states to expand 
public eligibility to higher income 
levels increases the risks that public 
coverage will substitute for ESI coverage 
and raises questions about the target 
efficiency of public subsidies.33 

As states expand coverage to higher 
incomes, it is also important to consider 
whether their premium schedules 
adequately reflect the greater ability 
of higher-income families to afford 
coverage. It is important to note that 
past research has shown that premiums 
charged in public programs have a 
negative effect on enrollment, despite 
being much lower than premiums in the 
private insurance market, suggesting 
that even low amounts of cost sharing 

can deter families from enrolling their 
children in coverage.34 At the same time, 
however, there may be room for some 
states to raise premium levels, especially 
for moderate income children, without 
incurring significant enrollment 
declines. There is substantial variation 
in the premiums that states charge in 
their Medicaid/SCHIP programs to cover 
families above 200 percent of the FPL—
of the eleven states that cover children 
in SCHIP at 300 percent of the FPL, 
monthly premiums range from zero in 
the District of Columbia to over $100 in 
New Jersey and Missouri for one child.35 
While defining what is Affordable for 
families of different income levels 
is analytically difficult because the 
concept is inherently subjective, it is 
critical to efforts to achieve and finance 
universal coverage.36 

Whereas 200 percent of the FPL might 
have been a reasonable eligibility 

threshold for coverage in many states 
when SCHIP was first created, that 
may not be the case today, particularly 
in high cost-of-living areas, given the 
large increases in health care premiums 
relative to income that have occurred 
over the past decade. In fact, this 
analysis suggests that ESI premiums 
now constitute an even higher share 
of family income for families at 300 
percent of the FPL than they did 
for families at 200 percent of the 
FPL in 1996—that is, where health 
insurance premiums are concerned, 
300 percent of the FPL has become 
what 200 percent of the FPL was 
over 10 years ago when SCHIP was 
enacted.37 In addition, this analysis 
suggests that unless effective cost 
containment strategies are implemented 
that reduce the rate of increase of 
private premiums, pressures on public 
programs are going to continue to 
increase. 

Figure 2.  Income Needed for a Family of Four to Have Purchasing Power Equal to 200 Percent  
of the FPL in Selected Cities
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