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( 	 THE WHITE HOUSE 

WASHINGTON 

January 15, 1997 

MEMORANDUM TO THE PRESIDENT, 
FROM: Chris Jennings and Nancy-Ann Min 

SUBJECT: Children's Health Investments and Medicaid Update 

You recently asked 'Gene Sperling for the stalus of your children's health care investments. What 
follows 1s a summary of your policy and a brief review of the likely reaction to your Medicaid 
and health investments from advocates. the Hill, and the Governors. 

Uninsured Childre. und FY 1998 Budget, 

There arc currently rabout 10 million uninsured children in the nation. Your budget includes a 
new 5~year. $8.5 billion, investment to cover uninsured children. It includes alJ major initiatives 

( 	 outlined'in Secretary ShaIaIa's attached memo to you. We believe that these proposals, in 
combination with your Workers Between Jobs Health Initiative (which wilJ extend coverage to 
700,000 children annually) and ule I million children (aged 14-18) who wiIrbe added to 
Medicaid during your second term under current law, will cover between 4 and 5 million 
uninsured children' by the end of 2000, 

, 

Specifically, your FY 1998 budget includes four new initiatives explicitly designed to expond 
coverage andlor sl~r~ices to children: 

(1) 	 Support fot ~Innovati.vc State/Private Cbildrcn~s Coverage Expansions for Populations 
Above Medicaid Eligibility Line. 
Investment: $3.75 biUion. Coverage: About 1 million children. 
Indirect (nvestment: SI.I billion Coverags: About 400,000 (These: indirect numbers 
arc the result of the actuaries' assumption that Medicaid eligibles win be enrolled when 
they apply for the state innovatioll proposal outlined above.) 

(2) 	 State Option to Extend Medi'Did Coverage To 12 Months Without Eligibility Re­
Determination. 
L!!vcstmcnt: S3.6 billion. Coverage: About I miIlion children. 

(3) 	 Outreach to "the 3 Million Medicaid Eligibles Not Enrolled. 
tflvestment: None. Future baseline. Cov.crag,e: Now Unknown. Perhaps I ~2 million.,

\ 
(4) 	 Support for Inereascd Access to Services through School~Bascd and other 

Community Health Centers. 
o 0 

Investment: At least $25 miUion. Coverage: Increases services/not coverage, 

http:Innovati.vc


Medicaid lind Hci.lth Investments: Like)y I{cllction to the FY J 98 Dudgct 
( 

While the public may embrace yom proposal to expand coverage to children and workers i11­
between jobs, the base Democrats, the Governors, the advocates, and providers wiU not 
necessarily share such enthusiasm. They wiH be displeased about our $22 billion Medicaid 
reduction and our ~sc of a per capita cap and disproportionate share (DSH) payment cut to 
achieve this savings, number. Not surprisingly; aU of these groups cfaim that the baseline has 
come down so far as to no longer justify more savings. They also fear that any savings number 
will only increase ~~ring negotiations. 

Our response to tbese groups will be three·fold: (1) Our $22 billion reduction actually works out 
to a modest< $9 billion savings number after the Medicaid and welfare improvements arc netted­
out~ (2) Our retention of the per capita cap is primarily a budget safeguard that assures that out-· 
year spending does not risc too quickly; and (3) Supporting .-fiscally responsible per capita 
approach is in the long-run interest of the program (as protection against future moves to block. 
grant it)_ ­

In general, we believe that the Bluc~Dog Democrats and the Republicans win be relatively 
receptive to your Medicaid proposal. The Blue-Dogs will like it because it is fiscally responsible 
and consistent with their past policy_ The Republicans will like it because they will think they 
can simply tighten up the per capita cap's index to achieve more savings. They will also like it 
because it gives them cover with their Republican Governors. (In shorl, the Republican 
Leadership does not want to have a block grant fight; they do want to blame us, however, for the 

( 	 need to stick with a per capita cap,) It remains unclear how both these groups will respond to 
your health investments. They will probably want to see how much room they have to operate 
under the new CEO baseline and how much steam your proposals pick up before being either 
overly supportive or critical. 

We \Viti keep you apprised of developments on the Hill with regard to the proposal to expand 
coverage to children. In brief, Senator Dasch!e and Congressman Gephardt are pushing for a 
fairly expensive and difficult to administer tax credit; Senators Kennedy and Kerry are 
advocating for a cosUy subsidy program; 'and Senators RockefeUer and Chafec appear to be 
quietly working on more modest, targeted approaches. Tomorrow the Democrats are scheduled 
to hold a press conference on Kid's Health Initiative. 

Because of the interest in tax credits/deductions .by the Leadership (and perhups some 
Republicans), we will v.Tite you a separate memo on the strengths and weaknesses of this type of 
approach, Even though there may well be insunuountable administrative and structural problems 
(e.g., the amount of substitution of private and state daUars that takes place with higher subsidies 
and la..x credits/deductions), being overly crirjeal of any kids' investment proposal seems unwise 
until after the Congress has locked in on an investment number for a kids coverage expansion. 

'" 	 There win be;double-«lunting or uverlap in a number of OUT policies. We believe, huwever, 
tbat our future Medicaid oulrcuch initiatives (which are not now scored in the budget) will 
make it (lOssil~le for liS to rredibly claim that your policies will expand eovcmge 10 ttbout 5 
million children. Uaving ~mid tbis, since there aPIH:nrs to be an jncrc.asin~ uninsured 
IH'oblcm, covdmgc uf 5 million IIIOTe children mny not rCllrcscnt half the Uti Insured children 
ill 2000. Therefure, while Ullin)' wil! infer we lIre goi.ng tn address "haW' of the problNIl~ we 
may Wltnt tn nvoid spccific:tI!y stating it ourselves until/unless we get outside vnlidation for 
doing 50. 



THE WHITE HOUSE 


WASHINGTON 


March I, 1997 

MEMORANDUM TO THE FIRST LADY 

FROM: ChrisJ. ~ 


SUBJECT: Follow-up on Monday's Meeting on Uninsured Children 


<c' .Vanlce R., Gene S., Melanne V. 


At last Monday's meeting on uninsured children, you asked for three items: 

1. 	 A response to the Glassman "Monster Kiddie Care'~ op cd piece (FYI, the President also 
noted that piece and we plan on forwarding a similar response to him as well). 

2. 	 More details on the repealed 1990 EITC child health tax credit. 

3. 	 An amended "uninsured children" chart that adds the distribution of the total number of 
children. 

The President's briefing on child health issues is on hold pending a final conversation with 
Sylvia about how the President would best like it structured. We are also waiting to see if he has 
had a chance to review the February 2J memO. If the President decides he would like an internal 
staff briefing, we are'of course ready to be re~ponsive at any time, The one exception to this is 
Monday) when I will be in Fayetteville at the request of David Pryor to teach a few of his classes j 

to brief some of his new faculty colleagues and to meet with some iocal health care providers, 

Speaking of the President, Rahm told me Jast night that the cornmwtication folks are still 
thinking that we might want to use the March J4 radio address (when the President will be down 
in Florida) for a children's coverage message event. We think it might be a very good 
opportunity because ofGovernor Chiles' school-based children's coverage program, which his 
staff believes could be expanded by our proposed grant initiative, Gene infonned me today, 
however, that we may focus on a new health care fraud and abuse package that the President 
could unveil in Florida; Florida is a good place for this unveiling because it is the fraud and 
abuse capitol of the country and because ofChiles' aggressive efforts in this area. It is unclear 
whether we have time to do more than one bealth event during the Florida trip. 



Lastly, I saw a number of Republican Congressional slatTyesteroay. Although they do not have 
an idea ofwhat their final budget constraints will be, they are currently assuming that Republican 
members will probably include some type of children's health expansion, More importantly, 
they did acknow)edge that there are legitimate concerns about tax incentive approaches (this is 
not to say that they won't find it necessary to include them for political reasons). We will keep 
you apprised of ongoing developments. 



RESPONSE TO "MONSTER KIDDIE CARE" OP ED 


On February 11, 1997, James K. Glassman wrote an editorial in the Washing/on Post critical of 
proposals to increase coverage ofchildren. On February 24, 1997, Lawrence McAndrews, 
president of the National Association ofChildren's Hospitals. "'Tote a response (see 
attachments). The Glassman article is extremely flawed in both its diagnosis of and prescription 
for the problem. Specifically, Glassman: 

• 	 Misstates the racts. Glassman implies that all ofthe $162 billion in Medicaid spending 
is for children, In fact, only IS percent, or about $25 billion, is spent on poor children . .. 

• 	 Misdiugnoses the Ureal" problem. Glassman wrongly suggests that the "real problem" 
is the 1.5 million children whose parents earn more than $40.000, and are willing to "take 
their chances» and not insure their children: 

o 	 First, the 1.5 mimon children he ciles represents only 15 pereent of the 10 million 
uninsured children. 

o 	 Second, of the 1.5 million children. most of them have incomes that are at or just 
above $40,000, which is below 250 percent of poverty for a family offour­
certainly not people who can easily afford annual premiums of at least $6,000 
(about the average family premium). 

o 	 Third, and most importantly, many of these children are uninsured because their 
parents: (1) are not offered insurance in their jobs; (2) are offered but cannot 
afford family coverage because, unlike most AJn"erican workers, their employers 
~ake tittle or no contribution toward coverage; or (3) did buy coverage through 
l~eir employer but lost their ability to afford it when they lost or changed jobs. 

• 	 Preseribes two extreme and flawed solutions to address the problem: 
, 

t. Tax incentives: Glassman suggests a tax·credit for children's health coverage - the 
same tYRe ofapproach that was repealed in 1993 due to low participation, poor targeting, 
and fraudulent insurance practices. His tax credit would be availabJe to anyone who 
qualifies for it with no overall funding limit - in other words, it would be an open ended. 
entitlemt?nt Ironically, this approach is more like one of the "vote-buying, bureaucracy­
building 'monstrosities" that Glassman denounces than is the President's approach, which 
more efficiently covers more uninsured children and does so with a cap on spending. 

I 

2. Charily: Glassman asserts that charity can pick up where the tax credit leaves off: if 
"government gets out of the way, more charities will eagerly fiU whatever gap is created," 
Although charities make a critical contribution, they are the first to acknowledge that 
they "carmot do the job alone", as the president of the National Association of Children's 
Hospitals wrote in response. The fact that meaningful government effort is needed to 
expand ~hildren's coverage is acknowledged by policy experts, consumer and child 
advocates, providers, insurers as we1l as the Republicans and Democrats Glassman cites. 

, 
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'HlSTORY OF THE 1990 CHILD HEALTH TAX CREDIT 

SUMMARY 
In the Omnibus Budget Reconciliation Act (OBRA) of 1990, a tax credit for health insurance that 
covers children was added to the earned income taX credit (BlTC), An EITC-eligible family 
could receive a tax credit fur it~ health insurance premium payments if its plan was not an 
indemnity type and included coverage for children. It was administered as an end-of-the-year 
credit against taXes or refund if it exceeded the family's tax liability. Unlike the EITC~ it could 
not be received in "advances", About 2.3 million families received the health tax credit in 1991 
at a cost 0[$496 million. ' 

While the EIre i 
remain.<; in effect today I the health insurance credit was repealed in OBRA 1993 

due primarily 10: (1) low participation; (2) poor targeting of populalions in need; (3) fraudulent 
insurance practices and oversight problems. Despite the Center on Budget and Policy Priorities' 
support oflhe BlTC, Robert Greenstein lestified to the child health tax credit's failure and 
supported its repeal- as did the Department ofTreasury. 

, 
PROBLEMSWITH THE 1990 CHILD HEALTH TAX CREDIT 
A General Accounting Office study and the Ways and Means Subcommittee on Oversight 
documented numerous problems \vith the policy, incJurling:, . 	 , 

I 
• 	 Low participation: GAO estimated that only about 26 percent ofpeople eligible 

participated in the program. This is based on a division of2.3 million into an estimated 
8,8 million families eligible for the credit, It is not know how many of the 2.3 million 
participants gained coverage through the credit versus bad coverage already. 

• 	 Probably paid for coverage that would have been purchased anyway: The policy 
did not differentiate between subsidizing existing versus new coverage. Thus, if the tax 
credit w~s not generous enough to induce uninsured famiHes to purchase a policy, most 
ofthe subsidy went to families who would have been covered by health insuranee 
anyway, 

, 
Amount insufficient to increase coverage: In 1991, the average employee share of the 
family premium, according to a GAO study. was about $1,025; the average credit was 
$233, Thus, the GAO questioned the credit's ability to induce purchase of health 
insurance. The ~dministration as well as the amount of the credit may also have 
decreased the effectiveness of the policy. Since the credit was only available at the end ~f 
the year; it was retrospective. Low~income families may have had "liquidity" prob1ems: 
an inability to find the cash during the year to make the payments in hope of 
reimbursement in the next year. 



• 	 Low awareness: A GAO survey found that many ElTC recipients who had purchased 
health insurance did not claim the credit They cited lack ofoutreach as a major problem. 

• 	 Plans told employees that they could not get any portion' of their EITC if they did 
not purchase health insurance; Some promotional material implied that the individual 
had to have health insurance premiums deducted from their paychecks in order to get the 
EITe advance. For example, an insurance plan in Texas had a notice that said, 
"COMPULSORY, NOT OPTIONAL: The credit for health insurance came into effect in 
1991. Failure to comply can result in 'a penalty equal to the amount of the Advance 
EITe Payments not made'." Other plans also suggested IRS retribution would occur if 
they were denied access to employees, 

• 	 Higher than expected premiums: One of the most common complaints was that plWlS 
advertised that health insurance coverage was "free", Some plans falsely claimed that 
their premiums were totally covered by the health credit when in fact the health tax credit 
was insufficient and, unbeknov.nst to the employee, the remainder oflhe premium \\>'as 
deducted from the non-health EITC. ' 

• 	 Ineligible and substandard policies: Families often plans that did not qualify for the 
credit. Amount, duration and scope restrictions were often large~ and some policies had 
pre-existing condition restrictions of2 years. Some people bought cancer~ dread disease, 
and other supplemental policies that were barely worth the paper that they were written 
on, 

• 	 Limited information on plans: People claiming the credit had to name the insurance 
plan (in 1991 only) and report the amount of the premium paid in filing for the tax credit 
This minimal information made it very difficult if oot impossible for Treasury to ensure 
that the credit Was going to eligible families for the purchase ofqualifying policies, 

CONCLUSION 
The experience with the OBRA 1990 child health tax credit has relevance to today's debate over 
insuriog children, The Heritage Foundation has stated interest in reviving this particu\ar'policy 
and Senator Gramm has a comparable one in development. While SOme of the problems 
described .above may be inherent in a tax incentive approadl, others were specific to the structure 
of the 1990 child health tax credit and may he addressed through policy modifications (e.g" 
enlisting the states in the oversight of plans to reduce fraud), 



Children's Health Coverage, 1995 

Proportion of Children Covered by Different Sources 
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~P!)(l(' means" 100% Ilf poverty; "'Nur Pl',l(l(' rne<l;ns l00-1~ of poverty; "Mi<klit CIa$s~ means > 2QOff. of~, -Private" ineftJdU nongt<rup aod «her coverage.• 2.4 mi~ion, 
Note: The number of eMdle1l ~ by Medicaid is less: than is milton due tQ under~g on this survey. Soorce: fBR" 1996 
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When politicians start talking ..bout how 
tbey're going to help poor, sick kids. watch 
out. Somrth1ng bigger and more pernicious is 
afOQt-in the latest case, trying to achieve, 
piecemeal, the government·run health system 
the nation rejected after President Clinton 
VIi-!:' dected the first time. 
, Clinlon says in his new budget that he w.afits' 
"to ex-p'llld health (Xlre COverage to the grow­
ing numbers of American children ... who 
lack insurance," He's proposing to spend $10 
Lillion over the next five years, but that's jusl 
for starter:s. Senate Democratic Leader Tom 
Da!>l;hle has a nRlte ambitious plan that would 
assist (amilies thllt make up to $75.000 a year, 
Massachusetts Sens. Ted Kennedy and John 
Kerry want Washington to spend $9 billiO'n 
annually. 

it won't be easy for Republicans in Con~ 
gress to Opp<lse kiddie tare-and dtlQ't Demo­
crats know itl But befO're everyone is swept up 
in the emotional tide. let's examine some 
facts. as well as the heroic effort of one 
unlikely, uMoticed charity. 

First of all. the government already helps 
sick kids. Medicaid, the $162 billion health 
program fO'r the poor, covers children whose 
families earn up to 130 percent of the poverty 
level (even higher in some states). Three 
million kids whO' currently qualify for Medicaid 
doo't receive the benefits; outreach may be in 
order. but not another entitlement. 

In fact, tb~ real problem is with the middte 
class. MichAel Tanoer of the Calo hlstituie 
poinls out that, according to the Census. 1.5 
million families with incomes of more than 
$40,000 a year don't insure their children. 
Why not? 

"They've simply decided to spend the moo" 
ey elsewbere," Tanner says, InslJring children 
is actually inexpensive-only about $100 a 
month. he says-since kids are lar healthier 
than adults. Still, some parents would rather 

take their chances and payout of their own 
pGCkets when a child brel\ks all.ann. ThaI's 
their decision, and the rE!il of us should not 
subsidize it. , 

Another reason parems don't insure kids is 
. our insane tax. system. Hel\lth in>urance bene­

fits prOt'ided by bUSIlI/i:'SseS to emplorees 
'aren't counted as work~rs: income. so nlOst of 
us don't bU)' Our own htatth insuram:e d1rect~ 
Ir. the W~}" we bur life in:.urance, mutual funds 
or grocerieii. As a rE:IoUIt. the Illarkelpltlct'" 
doesn't provide the choil·t"S WI.: trul~' ,~'tlnl­
inc1ufiitl{: kiddie insur"tI\'~ Ihru mttl.';' ll\lr uwn 
spedIlC.atwU". 

Tht!rl:::" an ~asr n"mt'dy. Tilt" nnrtHl 
health-iluuraIKt' t'xclu;,ion rt:dUCl:i ft:dt'fal tax 
revenues or $85 billiun a rt'ilf -·;tnd Uiill';!.of 
that break aids wealthier An)t!fkan~. Why not 
give: all Amerkans the sante amilont in the 
form or a personal tax u(dit. whu:h is tikI:: cash 
in their pockets .. to use: to purcha;e the insur~ 
ance they really want? There would still be 
children who need health care, especially in a 
catastrophe, But why should we assume that 
government is the answer? 

Last summer, resean:hing another story. I 
fan 3t1'(lSS One of the great untold tales in 
health care: the Sh:dners Hospitals for Chi 1-. 
dren. Yes. the same Sbriners who wear Cunny 
hats and drive tittle motorbikes and hang out 
in clubhouses with a Midtllst motif. While the 
650,000 Shriners evidentiy have fun, they also 
do remarkably good deeds. and. since they 
don't blab likt' Clintun :md Kt:nnedy. Ihey 
don't get proper recognillon. 

For 15 years the Shriner.s ba\'e been build­
ing and running hospital:> for children, There 
are now 22 of them-19 that specialize in 
pediatric orthopedics and three that p~o\'ide 
burn treatment. Last year. tIlE:',. admitted 
22,000 ch[ldren to the hospitals. performed 
\9.000 operAtions and recorded 221.0(l[) out· 
patient vi~ib. 

All of this treatment is free. Completely, 
utterly free. The Shriners take no money Irom 
the government. no money from ins.urance 
companies or parents. Instead, the $425 mil­
lion it tatu...,. to run the hospitals this year 
(including $20 mil1i{lIl fOr researcld comes 

. from a $;).. billion endowment. "whkh itself was 
buill ~lowly wilh small and large private COllw 

tributions, including some rrom grateful for· 
iner pallenl,j, 

The Shrhu:rs lo\'e their indt:pendeoce. as do 
lilt: d!)("!(lr:- in thdr hospitals. Members of 
Congress art" ilstonished to learn that Ih~ 
:;hriner" don·1 w;,ot Wa~hjllgton's money, 

"If YQU sHIrt laking insurance money or 
federal mone)'." Gene Bracewell. cilnirman 
enll!ritus of the Shtiners, told me, "Ibell you 
have to do it their way," 

in fact. Ihe proct'Ss can wnrk the other way 
around: tht! Sbrint'rs help the government. 
They've just worked OUt an agreement with 
the Veterans' Admjoistrattolt, at no charge, to 
treat spina bifida (a paralytic disease) in chil w 

dren of Vietnam veterans, 
This new entitlement was- based on bad 

science, but the Shriners don', care, As Raoul 
Frevel, it trustee of the Sttriners Hospitals, 
told senators. "Our mission is to ensure that 
every child who has spina blflda or some other 
£rippling disease receives top-qualitY medical 
care, reg1ndless of ability to pay," 

What a wonderful credo! i suspect that if 
the government gets out ¢ the way. more 
charities will eagerly rill. whatever Rap is 
cre<tted. 

Still, politicians of buth parties prelcr vote­
buying, bureaucracy-building monstrosities 
like kiddie care. Instead of changing the tax 
code to open A competilive, robust health 
inslJrance OItlrket, lhey'd. rather pose as the 
ht!alers of sick dlildren. til lruth, the hearers 
are unsung Shriner:::; and millions or other 
\'ompa:::;~i~mlue private Americans. 



Health Care for Poor Children 
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Monday, February 24 1997; Page Al8 
'The Washington Post 

On behalf of the nation's children's hospitals, which devote a 
disproportionate share of their care to children of iow~income families, I 
take strong exception to James Glassman's muddled Feb, 11 op-ed 
column "Monster Kiddie Care." 

Mr, Glassman is correct that Medicaid is the sine qua non ofpubHc 

health coverage for children of low-income famines. It pays for the 

health care of one in four children and one in three infants. 


But Mr. Glassman misrepresents the issue of uninsured children. He 
focuses on the 1.5 million children in families v,.i.th incomes of more than ' 
$40,000 but ignores the fru:t that 7 million uninsured children live in 
families with incomes of less than $26,000 -- most of them w(}fking 
families. He also ignores the fact that this nation's health insurance 
system is built on employer-based insurance, yet it 15 rapidly 
disappearing as companies drop coverage they feel is too expensive. 

While t.:;lx credits may have the potential to help families, a guarantee of 
their effectiveness. is by no means as simple as Mr. Glassman suggests, 
Congress created an earned income tax credit for children's health 
insurance in 1990 and was forced to repea1 it \\ithin a few years because 
it didn't work, 

Finally. the charitab1e motivation that drives and sustains the Shrincrs is 
to be commended and honored, just as is true of the extraordinary 
charitable giving that children!s hospitals receive, But these same 
hospitals know from firsthand experience that charity. no matter how 
strengthened, cannot do the job alone, 

Our nationls 75 million children deserve basic health protection if for no 
other reason than because they will grow up to work ionger -and harder to 

, support Mr, Glassman's generation. They deserve better than his 
ill-conceived proposals, 

LAWRENCE A, McANDREWS 

President and Chief Executive 

National Association of Children's Hospitals 

Alexandria 

Cl Copyright 1997 The Washington Post Company 
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B~arly 11 Million Cbi14~n uniD.U~ in 1996 

HBS Secretary Donna E. ahal..la today announced new estimates 

for 1996 showing tbat more than 15 pernent of cbildren under 18 

years of a9"--- almost 11 million in all -- and 11 peroent of 

Amerioans 85 a whole -- nearly 4S million persons -- have neither 

private nor public health insurance for the entire first part of 

1996. rurth~rmore, by the new measures, ohildren aocount for 

nearly 2S percent of all uninsurad Americans. 

'~hese estimates tell us that nearly one of every seven 

children in fhis country, and one of every six Ame~icanB overall, 

may not be able to obtain health services when needed," said 

Secretary Sh~lala. fflrhe8e new estimate.s l thouqh preliminary, 

clearly indicate that the ~umber of both families and ohildren 

without heal~h insurance is 4 continuing problem in America. The 
,

estimates support the Administration's initiative to provide more 

Americans access to health care. II 

The statistics the President used in his State of the Union 
i 

address in January -- 40 million uninsured Amerioans overall And 

http:estimate.sl
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lO,million uninsured children during tho entire oalendar year 

were 	derived from estimatea for 1995 from the CenSU8 Bureau', 

Current population Survey~ These statistics differ from those in 

the Medical 8xpend1ture Panel Survey IMEPS) in that they count 

IRS, 	 VA and ~upplemantal plans (such as dental or drug polioies), 
a. insuranceiand include all children of adult8 oo~ered by 

Medicaid as insured. ~8e definitional differences could 
I

potentially acaount for 8S many as 2.6 ~llion respondents being 

olaB8if~.d a~ uninaured in MEPB. In addition( it is expeoted 
,, 

that 	the MEPS uninsured estimates using tne full calendar year 

data 	for 199~ will be lower than those reported bere. 

The new ~8timat8., which were produoed by HHS' Agency for 
,, 

Ra~lth Care Policy and Roueareh, are from the Housohold Component 

of its Medical Expenditure Panel Su~ey (MEPS) and cover the 

f1%st half of 1996. 

other findings from the survey show that: 

overall population: 

o 	 Men are more likely j19 percent) than women (15
percent) to be uninsured, 

o 	 Persons in the South and West -are more likely to 
be uninsured than thoSQ in the Northeast or 
Midwest. Forty-one percent of all uninsured 
Amerioans live in the Soutb. ' 

o 	 Over 33 percent of the nation~s 28.4 million 
Hispanics and 23 percent of the 33 ~llion African 
AmariodnS are uninsured, whereas lass than 14 
percent of the 202.2 million Americans of other 
raoial/ethnic Vroups, inoluding whites, are 
uninsured. 

• 
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Chlldren: 

o Ninety percent of uninsured o~ildren live in 
families with one or more employed adults. 

o 

o 

, ,• 

OVer 27 percent of children living in families 
where adults do not have a lIiqh 8011001 diploma are 
uninsured, oompared witb 19 percent of children in 
families in whioh adults completed bigh sohool. 
LeBB than 11 percent of uninsured children are in 
families where adults have more than a high SChool 
eduoo.t.i.on. 

Almost 28 percent of Hispanic ohildren are 
unin.urad, compered with nearly 18 percent of 
African Amerioan children and with over 12 percent
of white children and those of other 
racial/ethnic 9roupo. 

o HispAnio children represent .oout 15 percent ot 
American children, but acoount for 26 percent of 
all uninsured ohildren. 

HEPS is a continuing national sample survey of American 

households and includes follow-up surveys of respondento' health 

providers, insurers and employers to corroborate the information 

they give when interviewed. A Reparate nuraing home component 

yather. information on tile demographie eharactaristics, residence 

history I health and function~l status, US$ of services and other 
, 

information about nursing home residents. An important feature 

of both oomponents is that tbey collect data on health care 

expenditures. : 
, 

The survey, whioh replaoes the National Medical Expenditure 
•

Survey" loot condueted in 1987. was designed in conjunction with 
I

tbe N~tion~l Center for Healtb Statistic. (NCftS) and 18 part of 

an HHS inleiative to B~reamline and inte9rate health care 
I 

expenditure and insurance survey aotivities. 



• 


Seoretary Shalala Baid, 'Kith the releAse of these findings, 

we begin to see the fruita of the Department's effort to address 

oritioal data gaps and emerging health data needs in a timely, 
fashion," streamlininq data oolleation also reduoes costs. 

, 
According to:the Secretary, because MBPS uses the some sampling, 
source as NeBS'. larger National Health'Interview Survey (NBIS), 

the Department has saved over ,7 million in avoided duplication 
j 

and lower data collection coat•. 
I

Lisa Simpson, X.B., B.Ch~# AHCPR's acting administrator,, 
I

Baid the MBPS findinq8 are an example of the agenoY'B efforts to 

provide quality information for making quality deoisions. 

"These findings provide new insights about children's access 

to health care 6U well _0 otner key infQ~tiQn about the 

uninsured," said Dr. Simpson. She added that MEPS will also 

produce information on the specific kinds of health services that 
, 

Americans use, how frequently they use them, the cost of theBe 

services .and ~ow they are paid for. 

NeHS Director Edward Sondik, Ph.D" aaid that additional 
I

information on the uninsured will be available later thi. year 

from NelS data.
, 
, "The rich data NHlS provides will further inform 

po11cymakers and others concernea about aooess to health care," 
i 

said Dr, Scndik. 

fft 



Note to Editors: Highlights of today'& findiogs and a set of two 
table. are available from the AB~ public affairs offica: 
(301/594-1364), from ABCPR Instant Fax (301/594-2800) and through
th9 a90ncy~. web page at http://www.ahopr.gov. under -MSPS-, 
More detailed information will be published later this spring in 
Hoalth Insur.nce Status o£ the U,s. Civilian, 
Nonjn~t1tut!on8118ea Population, MEPS Research Findings 1. , 

DRAFT J/20/~7 12:30 p.M. 
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THE WHITE HOUSE 

WASHINGTON 

March 13, 1997 

IIH:MORANDUM TO THE PRESIDENT 

FROM: . Chris Jennings ~ 
, 

SUII,IECT: Hatch-Kennedy Children's Health Bill 
I 
I 

I .,-­

cc: Bruce Reed. Gene Sperling, John Hilley 

Today, Senators Kennedy and Hatch will announce their bill called "CHILD: The Hatch­
Kennedy Child Health Jnsumnce and Lower Deficit Act". They propose: 

• 	 $20 billion grant program for cbildren's health coverage, . 

• 	 Financed bv a tobacco tax to raise $30 hillion, $20 billion for kids, $10 billion for 
deficit reduction. 

This represents a significant departure from the bill that Kennedy introduced with Senator Kerry 
in September - ar~d what he had been working on this winter before joining with Senator Hatch. 
The earlier bill was a J00 percent FederaHy funded entitlement program in which the states were 
given enough money to subsidize children up ~o 300 percent of poverty. ' 

In contrast, this bill (a) contains no entitlement; (b) allows states to set eligibility ievels within 
some limits; and (c) requires a state contribution. It is much more analogous to your stute 
partnership grants prog~am ($750 million per year) because of its fixed funding and state. 
,1lexibility. 

The tobacco tax is a 43 cents per pack increase in the Federal cigarette tax with a comparable 
increase for other tobacco products. This is less than the 75 cents per pack increase (hat we had 
proposed under the Health Security Act. For reference, CBO estimated in J994 that the 75 cents 
per pack increase would generate $54 billion over five years. Kennedy's staff estimates the 
revenue from their tax to be about $30 billion over five years. 

Attached IS a sunll~ary of the proposal, I win keep y'ou posted on further developments. 



,. .' 

SUMMARY 

CHILD: The Hatch~Kcnncdy Child Health Insurance and Lower Deficit Act 


,
• 	 Block Grant: States get block grants: to cover uninsured children (there is no new 

entitlement). States. may also use up to 5 percent of funds to 

provide preventive and primary care services to pregnant women.' 

• Federal FJnding: 	 $20 billion in grants ($3 billion growing to $5 billion by 2002). 
I 
,I 
I 

• State Funding: 	 Slates have the option of participating. 

States tbat do panicipate must contribute matching funds. The 
matching rate will range from 	10 to 20 percent of the program 
costs, depe~ding on the state average income (similar to 
Medicaid's matching rate). 

,. 1I0w It's Financed: 	 43 cents per pack increase in the Federal cigarette tax, wiih a 
comparable increase for other tobacco products. Staffestimate 
revenue to be $30 billion. with $20 billion dedicated to the grants 
and $10 billion for deficit reduction. 

• Eligibility: 	 State detennined, but the poorest children must be served first 

• 	 Assistance Amount: State determined. but the premiums for families below 185 percent 
of poverty cannot be higher than 5 percent oftbe total premium 
and the cost sharing for fanlilies below 150 percent of poverty 
must be limited, 

.. Benefits: 	 Same as states provide under Medicaid. 

• 	 Health Plans: States can either provide assistance through employers or private; 
child~only policies. 



.. , 
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THE WHITE HOUSE 

WASHINGTON 

February 21, 1997 

, 
MEMOR-I.NDUM TO THE PREsmENT 

FROM: Bruce Reed and Gene Sperling 

SUlIJECT: Background Infonnation on Uninsured Children 

Following up your'meeting with Erskine on Friday, we asked Chris Jennings to provide you with 
the attached detailed background memo on the status of uninsured children in the nation, a 
description of possible policy options to address the problem. and an overview of the budgetary 
and political environment that surrounds this issue. We have also asked him to give you a status 
rcporlon TennCarc and (he possible lessons Governor MeWherter~s legislative success could 
leach u:-; about the upcoming debate on children's coverage. 

- . 
Both parties in Congress (lre considering a number of ways to expand coverage to children: tllX 

incentives, grants to states, Medicaid rcfonn. and vouchers, There is no consensus yet either on 
the most sensible policy or on the most politically viable approach. 

Because we cxpcct'this issue lo be a top priority in budget negotiations. we have begun ajoint 
DPC~NEC process to review and analyze continually evolving options that are emerging from 
the Congress. We will use this process to provide you with updated information and to develop 
sound policy options as the budget debate progresses. We have scheduled a meeting with you on 
Monday to discuss this issue with you further. 



THE WHITE HOUSE 

WASHINGTON 

February 21, 1997 

MEMORANDUM TO THE PRESIDENT 

~'ROM: Chris lennings e,.c...;J" 

SUBJECT: Background Information on Uninsured Children 

This memo responds to your fl-'lucst for background information about uninsured children. 
It includes: 

(I) A summary of the problem and recent trends that define it; 
(2) A description of who the uninsured children are and why; 
(3) A brief description of the challenges ofcovering children; 
(4) An overview of the major approaches to covering children: and 
(5) An overview of the hudgetary and political environment surrounding this issue, 

tn addition, there arc two attachments, one that describes in detail our ch1ldren's polides and a 
second on TennCarc. Since you have indicated an intcrest in the status of TcnnCarc, we have 
attached a threc~pagc summary of the history and status of this innovative program. i a....ked 
Nancy~Ann Min to review and edit this document to make certain it provldes you with a 
balanced and up-HHJatc portrayal of the TcnnCarc experience, 

UNINSURED CIULilREN: IlESCRII'TION AND TRENIlS 
Numher of Uninsured Children 

• 	 In 199:5, 10 million, or 14 percent, of all children lacked health insurance. This 
proportion is higher than age groups over 45 years old (13 percent), but less than the I X to 
44 year old tlge gWIJP (about 25 percent). Despite major changes in the private health 
care covcmgc (nutiincd below), the proportion of uninsured children has hovered around 
13~ 14 percent for almost a decade. 



Trends 

• 	 Employer co"erage has declined. \Vhile the proportion of uninsured kids is unchanged, 
it hides an underlying trend: coverage ofchildren through employer plans has decreased 
(from 67 pcn::cnt in 1987 to 59 percent in 1995). While some have asserted that this 
dceTCosc stems from employerS dropping dependent coverage, two facts challenge this 
theory. First. the proportion ofadults as well as kids with employer coverage has 
declined, from 70 percent in 1988 to 64 percent in 1995. Second~ aboul80 percent of 
uninsured children have uninsured parents. This suggests that the decline in employer' 
coverage is a famity problem, not just a children's problem. 

One of the'major reasons for the decline in employer-sponsored insurance has to do with 
the change in the U.S. labor market Since the 198:05, industries havc tcnded to ou1sourcc 
(subcon1racI with smaller firms) and hire more part-time workers; these workers are less 
likely to have health insurance. Additionally there has been a shift away from industries 
that arc more likely to offer insurance, like manufacturing, to industries that often don't 
offer in$ur~nec. like retaiL Finally. there has been an increase in workers in tinns: with 
lcss than 25 work~rs: ah<mt 30 percent of workers in Jirrns with rewer than 25 employees 
lacked health insurance in 1995, relative to about 12 percent tor workers in Hrms with 
500 or more employees. In short, it is not that firms are dropping children's coverage so 
much as employment is shifting to firms less likely to offer insurance. 

• 	 Medicaid co\'crdgc hus incrcased. but is slowing. The rcason why the decline in 
employer coverage has n01 increased the number of uninsured children is Medicaid. In 
1990~ Federal law required states 10 begin phasing in coverage of poor children. As a 
result, the proportion of children covered by t"ledicaid increased from 16 percent in 1987 
to 23 percent in 1995. 

Recent research suggests, ho\,{ever, that Medicaid did not necessarily help the children 
who lost their parents; employer coverage. Instead, it expanded coverage to families who 
did not have full~time workers, lowering the number ofuninsured JlQ.Qr children al the 
sume time ~s the employer trend increased the number of uninsured near poQr children. 

I 

While Medicaid has stabili'lved the proportion of the nation's children without insurance, 
its expansion is subsiding. In 1994 and 1995, the number of children covered by 
Medicaid ~rcly increased. This is now reflected in lowered projections of the number of 
children co.vered by Medicaid in the future. The Congressional Budget Office (CBO) 
projects that the number ofchildren cDvered by Medicaid will grow no faster limn general 
populution growth over tbe' next 10 years. 

• 	 Proportion of uninsured children may increase. If recent trends continue (employer 
covcmge declines and \kdicaid expansions slow) and state and FcdcmJ government 
efforts arc not stepped up. the number of uninsured children will rhie. 
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WIIO ARE UNINSUIUm CIIILIlREN 

• 	 Most in working families. Over SO percellt of unInsured children have a parent who 
works (two~thjrds of these children1s parents. work full year, full time) (Chart 1), 

• 	 Income varies. There £Ire large numbers of uninsured children across the income 
spectrum. In 1995, more than 3 million uninsured children were in families in each of the 
following income groups: poor, ncar poor (between 100 and 200 percent ofpovCI1y)~ and 
middle class (above 200 percent of poverty). Familiesjust above poverty (between 100 
and 150 percent of poverty) had the highest rate of uninsured children (24 percent), 
probably because they are above the Medicaid thresholds but have too little income to 
afford private coverage (Chart 2). 

• 	 Concentra'ed in the sou.h and southwest. There is wide variation in the proportion of 
uninsured chitdren across states, A disproportionate number of children reside in the 
south and southwest; in 1995; about 43 percent of all children but 55 percent ofall 
uninsured chBdren re. ..ided in these states (Chart 3). ln part this reflects those states' 
Medicaid programs: southern states are less likely to have taken advantage on..,1edicaid 
options ta expand caverage to children. This concentrution also reneets these states' 
higher prevalence of low-income families. industries that don't provide hcalth insurance, 
racial and ethnic groups less likely to be covered by insurance. and noncitizens (up to 22 
percent of uninsured children - 2.2 mll!ion - may be legal immigrants), 

WilY AIU: CIIILllREN IJNINSURE[} 

1. 	 Parents change jobs. Because most children receive coverage through their parents; 
jobs, job changes dismpt the continuity of children's coverage. Nearly half of all children 
who lose health insurance do so because their parents lose or change jobs (Chart 4). 
About 30 percent of all children. regardless of income, spent at least one month without 
insurance between 1992 and 1994. In fact, when looking at workers with one or more job 
interruptions, they are over three times morc likely to spend some time without insurance 
(42 percent relative to 13 percent of workers continuously employed). Thus, middle elass 
children are at risk of losing in.surance due to parents' job changes, 

2. 	 Parents earR too much for Medicaid but too little for private coverage. The highest 
rdte of uninsured children is among 11rnilies above poverty but below middle class. Low­
wage workers are more likely to be employed by linns that do not ofter health insurance; 
only 36 percent of workers earning less than $5 per hour in 1993 were employed by a 
finn sponsoring health insurance. Since the individual market for health insurance is 
volatile nnd costly, families without access to employer coverage may have few options. 
Even when these fitmities arc olTcred employcr-~PQnson."d inStlrancc. they cannot always 
nfford it. When joh~rcblcd insurance loss is put in the side, the most imporlalll reason 
why children lose insurance is that it is too expensive for the fnmily, 
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3. 	 Eligible but not enrolled in Medicaid. Medicaid has not reached all of the children who 
qualify for it. An estimated 3 million uninsured children are eligible but n01 enrolled in 
Medicaid. Nonparlicipation in Medicaid varies considerably across states:; one TeflOn 
estimated thut the proportion oflhese children ranged from a Jow of7 percent in Vcrrl10nt 
to 46 percent of eligibles not enrolled in Nevada. While there are 110 definitive .studies: on 
this problem, some reasons why this occurs include: lack of awareness of eligihi{ity~ the 
welfare stigma associated with Medicaid; cumbersome application proces."Cs; and 
availability of other coverage in the state (employer or state program). 

CHALLENGES TO COVERING CHILDREN 
Policy options to cover uninsured children usually share the goal of trying to cover the most, 
children for the le~st amount of money, Children are probably the least expensive population to 
insure, Their health insurance premiums range from $800 to $1,600, depending on facfors like 
the child's health status, the benefits. and the delivery system, Assuming that an initiative could 
successfully cover nIl and only uninsured children at $1,000 per child. the Federal costs would be 
$10 hillion annuany - not a small sum. While this amount does not take into account any state, 
p-rivate and family contributions, it also docs not consider upward pressures on costs resulting 
from two challenging issues: (I) substitution of Federal dollars for current employer and slate 
<:ontributions; and (2) administrative complexity of the option. The extent to which an option 
addresses these issues is central to detennining both its cost and coverage potential, 

• 	 Substitution or "crowd outil • Given that uninsured children are not a homogcnou;. 
group, it iS'important to design policies that encourage the enrollment of uninsured, 
children but discourage enrollment ofalready-insured children. Participation in any 
health insurance program depends both on the families' interest in health insumncc and 
the attractiveness of the policy, While the fonner cannot be altered, the tatter is 
determined by a policy's visibility, benefits,ease of application. and. most importantly, 
cost. The higher the premium subsidy, the greater the likelihood ofpartidpation. 

The goal of encouraging participation of the uninsured is often a1 odds with an equally 
strong desire 10 ensure that already-insured children do not drop their current coverage. 
Almost any new in,itiutive risks substitution of Federal coverage for employer coverage, 
known as "crowd out", Generally, employer crowd out is a problem with pt11icies that 
extend above 200 percent of poverty, since the number of children with employer 
coverage increases with ilH.iOmC, A different type ofcrowd out happens when the new 
mitiative replaces slate or Medicaid coverage of children, Since most st.1tes have used 
Medicaid options or have funded. state-only programs for children, it is nearly impossible 
to design a policy thal does not overlap with at least a few states' programs. Both types 
(ifcrowd out arc prohlenmtic because they increase federal costs without increasing 
covered children. 
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• 	 Administration. In any subsidy program. there is a confiict between the desire to target 
efficientty and to limit complexity and bureaucracy. Targeting requires sophisiicated 
rules and protections against substitution ofexisting coverage and fraud and abuse. This 
results in a large bureaucratic rote in delennining eligibility, implementing the program. 
and enforcing the rules. However, the organization charged with administering the 
program (probably states and/or the IRS) may not be 'willing or able to manage this role, 
Finding the appropriate administrative balance is particularly important in children's 
initil](jves given the heightened complexity of the problem, described above, 

Given these issues; it is impossible in a voluntary system to cover more than two-thirds to thrcc~ 
quarters afthe 10 million uninsured children without large-scale substitution of Federal dollars 
for current employer health insurance payments, If one tried. the costs would be prohibitive ­
much more than the $10 bi1lJon per year in the theoretical. perfectly targeted situation. This is 
because it would unavoidably rover children who now have employer insurance. Moreover, to 
the extent to which the poltcy is designed to mitigate employer crowd out with rules~ it risks 
penalizing responsible employers" The best way to prevent employer crowd out' is to prevent 
employers who insure children from eliminating that coverage. Yel, this effectively mandates 
the employers who have responsibly insured children to maintain that coverage, while letting 
employers who havc not been so responsible off the hook. This helps explain why at some level 
one cannot get beyond a certain threshold of uninsured people without an individual or employer 
mandate. i 

,, 
OI'TlONS FOR COVERING CHILDREN 
Recognizing the complexity of the problem and the challenges in addressing it. proponents have 
considered four general upproaches to increase health insumncc: coverage for children: tax 
credits, state grant.ll, Medicaid expansions. and more traditional subsidy probrrams linked to a new 
entitlement (usually called vouchers). Clearly, there arc other types of approaches, such as. 
cmp!oyer/individuat mandates Of a Medicare program for children. While such policies might 
well be more efficient to administer and more comprehensive in effect, they are not viable by any 
measure oftoday's economic and political environment. This section describes the four most 
considered approaches generally and discusses the major issues surrounding them. 

l. 	 Cbild health tax credits. Child lax credit proposals use a built-in system to give 
subsidies: to families that have purchased coverage for their children, Usuatly this 

. subsidy is granted either in a retrospective, annual refundable tax credit or as '''advances''; 
using changes in the withholding on payroU checks like in the earned income tax credit 
(EITe), 'Vv'hile some proposals make the amount of the credit ine{)me~related, others 
have proposed flat credit amounts for ali families:. All rely on the IRS to administer and 
to some extent monito, the credit through tax withholding!» mings, refunds and audits. 
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Proposals for tax credits for children's health coverage are frequently poorly targeted 
since their goal is to help all families - not just uninsured families - afford coverage. 
While this approach is equitable, it also is an expensive way to increase coverage since 
more moncy will go to families with insurance than without insurance, Additionally, the 
ability of the IRS to administer a child health tax credit js not proven. In 1991-1992, it 
oversaw a child health tax credit that was repealed in 1993 for many reasons, including 
problems that Treasury encountered in monitoring 1raud and abuse, 

2. 	 Grants to states. A second option is to give states grant'money to let them design their 
own programs. Today. most states sponsor non~Medicaid programs, often in partnership 
with the private sector. In Florida, for example, the Healthy Kids Program combines 
local, state and family contributions to cover low-income children through schools (we 
may want to highlight this program at or around your visit to Florida in March). Gront 
programs allow Federal money to ei:ilier leverage these types of state programs or create 
new ones (like the workers hetwcenjobs initiative). , 


, 

States arc probably the most efficient vehicle for administering a ehild henlth coverage 
initiative, since they already manage the health care coverage fbr 18 million children on 
Mi...xlicuid. Howe-vcr, the flip side of this advantage is that they have an incentive to usc 
any new grtlOt money to replace state spending. It is hard to design policy "walls" thm 
prevent this from happening. 

3. 	 Medicaid. Given the central role that Medicaid already plays in covering children. 
expanding Medicaid is one of the simplest ways to increase kids' coverage, Thcre are 
three ways that Medicaid could be changed to increase the number ofchildren covered. 
First, the current program could be improved, As described earlier, Medicaid intends but 
does not succeed in covering all eligible children. Legis!ative and regulatory changes 
could be made to make Medicaid more accessible and last longer once the child is in the 
system (e.g., improve olJtreach, allow states to extend continuous coverage for 12 
months). Second, states could be given either more flexibility or it financial incentive to 
expand optional coverage. For example. states could be allowed to charge premiums to 
children above the mandatory levels, as is done in several 1115 waiver states. Third. 
Federal law could be changed to re~lUire states to cover more children, However, 
concerns about unfunded mandates makes any Medicaid mandate extremely difficult to 
support. 

f\.'1edicaid options, like others. risk crowding out employer coverage) but the potential is 
usually low sinee they mostly focus on populations without access to employer insunmce. 
This low employer crowd out, coupled with low state crowd out (since it builds on rather 
than replac~s Medicaid), make Medicaid options among the most cnicicnL However. 
using Medicaid p!acl.!s administrative constraints on the oplion. 11 is hard to ask states to 
usc ~kdlc(lid tn Hdmini.stcr .a policy that is substantially different than Medicaid in lemlS 

of eligibility ,and benefits. 
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4. 	 Vuuchers. A fourth option is a 100 percent Federally funded entitlement program for 
children's health coverage, This approach aHows for national standards for coverage and 
eligibility but usually reHes on states to administer the program. , 

This approac~.like tax credits, is hard to target. Vouchers create a large financial 
incentive to substitute Federal for employer and/or state funding, Some options have 
developed complex eligibility rules to minimize this risk (e.g., restricting eligibility to 
children uninsured for six or more months). Howcver~ the more concerted the effort to 
keep insured children out of the program, the more difficult it is to implement. And, 
since the Federal government does not have offices equipped to determine eligibility and 
deliver subsidies (aside from (he IRS), this administration would likely fall (0 states. 

These approaches are not mutually exclusive and can be used in combination. For instance, a 
state grant program can be coupled with a tax credit to assist families in purchasing coverage. 
Alternatively, a grant program could be designed to begin,where Medicaid cOverage ends. Not 
only are these combinations possible; they may be needed since no single approach can cover the 
diverse group of uninsured children. 

I 
In fact, our children~s health initiative uses multiple policies rather than a single, one-sizc-fits-all 
approach, We ulke on the three reasons why children lose coverage through: a grant program for 
children losing coverage when their parents lose their jobs; a grant program for children with too 
much income for Medicaid but too little to afford coverage; and a package of Medicaid 
impmvements to target children who fall through the cracks (sec attachment for morc details), 
We chose this approach because it covers several rather than one group of uninsured children, it 
limits crowd oul, and it strengthens our partnerships with states, The risk of our policies' 
crowding out private coverage is not large because (n) the workers between jobs initiative only 
provides dollars when employer contributions cease (ie,. when the worker becomes unemployed) 
and (b) the state gmnt and the Medicaid proposals focus on kids that usually do not have private 
coverage. Administratively; the proposal works with existing state systems rather than requiring 
Treasury to set up a new program. 

The: disadvantages of the proposal are, first, that it relies heavily on leveraging state and private 
dollars, so that covering 5 million children is a best~case scenario, The Medicaid improvements 
and state grant program require state doHars. State and federal money in the baseline is used to 
cover the 1 minion poor children phased into Medicaid under current law. While we project Hmt 
1 to 2 million chHdrcn will be enrolled in Medicaid through outreach, we have not explicitly 
funded it ill the budget. Second, we have put the least ammm1 ofmone.y toward the group that 
Intty have'thc greatest problem: children in working families without access to employer 
insurance. Beyond the low level of funding ofour proposal ($750 million per year), any state 
grant program lorgcling this group is vulnerahle to st.lles' substituting this money for existing 
state ltlnding, Third, on the political front, ollr proposal docs not integrate the approach that is 
most frequently included in Congressional propos.L1s: tax incentives. 
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While many Congressional proposals also usc a combination of policies. they almost always 
include some type of tax incentive - clearly the option of choice for Republicans and many 
Democrats. This reflects Members l attempt to avoid the appearance ofa new open-ended 
Federal program [ironically, the provisions in your proposal are all capped. while tax incentives 
are open ended, since they enlitle a class or people to a particular subsidy]. We did n01 include 
such a proposal in our children's health initiative because ofconcerns about crowd out and 
because the Department of Treasury believes such approaches are extremety difficult to 
administer. However, given the potential for both additional money for coverage and RepubJican 
support that comes, with tax proposals, we will work aggressively on options that could integrate 
them. 

CONCLUSION: CURRENT BUDGETARY AND POLITICAL ENVIRONMENT 
As described above, there are countless approaches to expanding coverage for children. And, 
there will inevitubly be additional "unveiJings" of proposals jn the ncar future. That a consensus 
has not developed early in the debate is not surprising. In fact. it is a generollly positive 
development tor it gives Members the opportunity to be invested in whatever option can emerge 
from the Congress, It also gives us the ability to provide helpful technical advice that 
concurrently keeps us infomlcd of I-lill approaches and gives us the opportunity to stccr policy 
options in appropri,atc directions, 

Unfortunately, however, the opposition to our r.,tledicaid per capita cap and DSH policies 
continues to complicate our ability to get a positive "lift" from our $) 8 billion investment tli 
coverage expansion. The advocates and Governors - who should be our allies on a children's 
coverage initiative - are dedicating most of their time and resources to fighting our Medicaid 
policy. This is despite the fact that we a~ saving only $9 billion off an over $600 billion, 5-ycar 
Medicaid baseline, The disappointing consequence of the Govcmors' and interest groups:' lack 
of advocacy tor our proposal may well be that Republican Members and staff may think that 
there is little price io pay for deleting coverage investments from the budget. 

Having said this. there continues to be strong interest among the Democratic Leadership to 
include a significant healtb coverage expansion in any final balanced budget agreement. 
Succeeding in gL,1tlng such a high priority item in the final budget might help us keep key 
Democrats on board in what will be un otherwise difficult Yote. 

The Bluc Dogs are planning On releasing their budget proposal next week, 1niliul reports suggest 
that they are going 'to avoid significant tax cuts and Investments at this point. This includes 
initiatives in the area ofchildren's health coverage. However, Blue Dog staff have suggested 
thilt they are taking this posHion for strategic reasons. They ,believe it enables their Members to 
ourgain back votes using their excess savings, and have suggested that this could include 
!nv..::-:tmenls in health care. Notably, thc most conservative Members or1his coalition (Condit 
:uKi H,!Il) have expressed interest in policies to addres.-', workers ociweenjobs, 
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Even more noteworthy has been a quiet movement among a number 6fRcpublicans (Gramm, 
Specter, Jeffords. enafce, Archer and Biiley) to consider II major health coverage expansion 
investment for children. This obviousJy conlraSts dramatically with tbe last Congress, which 
pushed the coverage issue ofT ofany legislatjve priority list. 

Despite tbis encouraging news, it remains unclear whether the interest in children's coverage, 
particularly among Republicans, will be retained after budgetary limitations and policy 
complexities are imposed on Members, In response, many Republicans may conclude that 
coverage expansions should be a low priority for them, 

I 
To keep a credible'number ofRepubljcans on board will require either major positive or negative 
incentives (or some combination of both), On the positive side! Republicans will have to believe 
that they will get at least some ofthe credit for the policy; they rightly think that Democrats­
and particularly you - always get the lion's share of the credit for any health initiative. On the 
negative side, we will have to create an envjrorullent in which they t~"C1 they cannot reject a 
particular ehildren'5 coverage poi icy without risking severe political consequences. 

To this end, we will need to dedicate time for you and other Administration representatives to 
highlight the importance of expanding coverage in the context of a balanced budget, stressing the 
need for .a bipartisan commitment in this area. We also win work with influential interest groups 
to let them know that they need not endorse the particulars ofour approach but that they must 
send strong. uniticd signals that it is critical to make investments in chHdren;s health coverage in 
this year's budget., 

John Hilley agrees that our best Congressional strategy may well be to directly Or indirectly 
continue to encourage Republicans to get out in front of this issue and introduce thcir own 
approaches. Even if we find ourselves disagreeing with their policies, we should resist public 
criticism or comment. The most important goal for now is to get tbe budget committees 10 direct 
the <1uthorizing committees to 1inance some coverage improvements. Jf they do, we will have 
assured funding for an initiative and will still have sufficient time to mise concerns at the 
lluthorizing committee level about particular approaches. 

As Bruce and Gene mentioned in their memo, we are continuing our DPC-h'"EC pOlicy review 
process to monitor legislative evolutions on the Hill and to determine whether we need to re­
position our. policy or modify our strategy. This process will enable us to evaluate new Hill 
proposals in great detail, provide you with Administration-wide opinion oflhem~ and to make 
recommendations to you about legislative, communications and political strategy around 
chiJdrcn'5 health proposals. 
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Most Uninsured Children Have a Parent Who Works 
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Note: 56% Qf children (two-thirds of working children) have parents who work full year, full time 
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Children's Health Coverage, 1995 
Proportion of Children Covered by Different Sources 

100% T'~~~ 
14% i 

Private 
~ 

22% 

Uninsured 


80% 

(3.3 Million) 

60% 

23% 

40% 
 Uninsured 

(3.6 Million) 

20% 

0% +----' 
Poor Near Poor Middle Class . 

I!l Private 

o Uninsured' 

I!l Medicaid 

~Poot' I'm!a!"IS "" 100% of pawrty, "Near Poor" mtml'l$ 100.199% of poverty: "Middle Class" means > 3lO% of powrty. ·Prival.~ ioCludes nongroup ilrId other c.overage. 
SffiJrce: EaRl, 1996 
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Reasons Why Children Lost Health Insurance 

___ About 44% of Children Lose­
Insurance Due To 

Parents' Job Change or Loss 

Lost Job, Laid Off or 
Unemployed 

41% 

Aged Out 
18% 

Change 
3% 

NO:!e: "Other Job-RNted Cnsnge" includes $hitting to part4ifne'M'ltk and ernj.lloyef ending Ci.W$'8~: -Aged Out" means that the child'S.gt Change encts eligibilIty: "0thV irn:1IJde& dealth Of 

(ir1or~ of parent and 1.tQh.jntary I~ etc. Includes c:hIidren wt"Idltf iijlQe 22. 

Sowce: StteJl$ &. AIecm, 1996. 
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PRESIDENT'S FY 1998 BUDGET 

CHILDREN'S HEALTH INITIATIVE 


, 
Significant gaps Ire-main in children1g health coverage. In 1995. 10 milJion children in America 
lacked health insurance. While there are many different reasons why children lack insurance. 
most uninsured children can be found within three groups~ each of which require separate 
initiatives: 

• 	 Children at risk b~ause their parents change jobs: Because most children receive 
coverage through their parents' jobs; job changes disrupt the continuity of children's 
coverage, Nearly half ofall children who lose health insurance do so because their 
parents lose or change jobs. 

'" 	 Children whose parents earn too much for Medicaid but too little for private 
coverage: The highest rate ofuninsured children is among famHies who earn too much 
to qualify for Medicaid but too little to afford coverage, Nearly one in four children in 
families with income just above poverty have no health insurance. 

• 	 Children eligible but not enrolled in Medicaid; Medicaid has not reached all the 
children who qualify for it. About 3 million children are eligible but not enrolled. 

Working with States. communities. advocacy groups, providers, and business, the President's 
initiative will "extend" coverage to up to 5 mHlion children by 2000. 

Continuing Coverage for Children Whose Parents are Between Jobs 

• 	 The President's budget wiH give States grants to temporarily cover workers between jobs, , 
including their children, at a cost of$9.8 billion over the budget window. 

• 	 Thc program would offcr temporary assistance (up to 6 months) to these families between 
jobs who have lost their coverage. This assistance may be used to purchase coverage 
from the worker's former employer (through COBRA) or other private plans, at States' 
discretion. States have the option to participate tn this grants program, which is 
structured as a four~year demonstration. 

• 	 Families are eligible for full premium assistance if their monthly income is below 100 
percent of poverty, and partial premium assistance if their income is below 240 percent of 
poverty. Only families who do not have access to Medicaid Or insurance through a 
spouse's employer and are receiving unemployment compensation are eligible. 

I 
• 	 This program will help an estimated 3.3 million working Americans and their families, 

including 700,000 children. 
, 

• 	 The President's budget also makes it easier for small businesses to establish voluntary 
purchasi~g cooperatives, increasing access to insurance for their workers and children. 



Building Innovative State Program, for Children in Working Families 

• 	 The President's budget provides $750 million a year in grants to States ($3.8 billion 
between 1998 to 2002). States may use these grants to offer reduccd~price insurance for 
children, and leverage State and private investments in children's coverage through a 
matching system (using the Medicaid matching fonnula). 

• 	 The Federal grants, in combination 'With State and private money, will target uninsured 
children whose families eam too much to qualify for Medicaid but too little to afford 
private coverage. The grant program wiJI also improve Medicaid enrollment since some 
families'interested in the new program wilt learn that their children are in fact eligible for 
Medicaid, 

• 	 Grants may he used to target the unique problems facing children in each State. The 
program builds upon the successful efforts of States that have tailored programs to 
address the particular gaps in coverage for their children. For example, the Florida 
Healthy Kids program uses schools to enroll and insure children, States have flexibility 
in designing eligibility rules, benefits and delivery systems, )n return for this flexibility. 
States wHl provide annual evidence of positive outcomes of the grant money­
specifically the number ofuninsured children it helps. 

Strengthening Medicaid for Poor Children 

• 	 The President's budget preserves and strengthens Medicaid's guaranteed coverage for 
low~income children. In addition to improving coverage for the 18 million children 
already covered by Medicaid, it continues the commitment to expand coverage to another 
one million children hetween the ages of 13 and 17. 

.. 	 The Pres,idcnt's budget gives States the option to extend one year ofcontinuous Medicaid 
coverage to children. This will cost an estimated $3.7 billion hetween 1998 and 2002. 

I 
o 	 Currently, many children receive Medicaid protection for only part of the year. 

This is because Federal law requires a family that has a change in income or some 
other factor affecting eligibility to report it immediately, possibly making them 
ineligible for Medicaid. 

o 	 This policy allows States to waive the more frequent redetennination and 
guarantee coverage for up to one year. This benefits families who will have the 
security of knowing that their children will be covered by Medicaid for at least a 
full year. 1t will also help States by rcducing administrative costs and managed 
care pians by cnabljng them to better coordinate care, 

• 	 The President also proposes to work with the Nation's Governors, communities, 
advocacy groups, providers and businesses to develop new ways to reach out to the 3 
million e,hHdren eligible but not enrolled in Medicaid. 



Experience in TennCare 

., 	 What is TcnnCare? ln 1994, under a 1115 waiver granted by you, Tennessee converted 
its Medicaid program to a managed care program for virtually every one of its Medicaid 
recipients and also opened enrollment to all uninsured people in the state, It subsidized 
premiums for the uninsured~ on a sliding scale basis, all the way up [0 400 percent of 
poverty. (For example, farnilicsjm;.t above poverty paid $25 a month; families at 400 
percent of poverty paid $366 a month; families above 400 percent of poverty paid $462 a 
month; and, uninsurables - families who have extremely sick individuals - paid $562 a 
month). D~c to a number of factors (explained below), cnrollment of the uninsured 
ended after one year. However, the state plans to re~opcn enrollment to wlinsured 
children in April 1997. 

• 	 History of Tcnnc5see'5 Waiver. The idea for TennCare came from a need to avert a 
financial crisis facing Tennessee combined with 3 desire to expand coverage to the 
uninsured, In 1993. Tennessee and o1her states with large Medicaid disproportionate 
share hO!'ipital (DSH) programs were ahout to have their DSl-l funding limited by recently 
enacted laws. Tennessee's DSH spending was nearly 20 percent of the state's total 
Medicaid spending in 1992, among the highest in the nation. Governor Me Wherler, his 
Commissioner of Finance, and a small staff put together a plan that would capture the 
DSH funding through a «demonstration" or i 115 waiver program in which the state 
would use that money to expand coverage. 

In May 1993, Governor McWherter gained approval ofa plan from the state legislature 
and set about the task of getting it Fcderally approved and implemented by January 
1994, when the slate legislature reconvened. During the summer and fal! of 1993, 
he negotiated with the Administration and was granted the waiver in November; by 
January 1. 1994. the demonstration began. 

.. 	 Rapid Expansion in 1994, In early 1994, TennCare not only switched virtually all of its 
Medicaid recipients to managed carc, it increased its enrollment by nearly 50 percent to 
cover an additional 400,000 previously uninsured people. By January 1995, when 
Governor Sundquist lOok office. TcnnCare enrollment Wa~ nt its peak of 1,259,895. This 
included about 450,000 previously uninsured peoplc. The increase in the numhcr Qf (he 
uninsurtXl pushed Tennessee's coverage numbers ahead of most states and ALL sOllthern 
states in th~ nation: although statistics vary, the state was covering over 90 percent of its 
population ~ an impressive achievement by any measure. 

I 
However, the first year \vas marked by several problems, Many providers rebelled 
against the "cmm down'} policy in which the state would not contract with providcrs for 
statc employel.!s if the providers did lIol also treal TcnnCnrc patients. Additionally. hvth 
Medicaid and uninsured people were confused ovcr how to cnrllH and had diffLCUlty in 
determining wbcther their providers were in their network, Finally, lhere wen: rt.:p()rts: of 
serious fraudulent marketing practices by managed health care health plans. Specifically. 
prisoners Were illegally enrolled; hnmdcss shelters were targeted to sign up people who 
would never receive services; young healthy white males were enrolled v.'hile anyone who 
looked ill was avoided; and pcoplc whl} were already covered by Medicaid wcrc lold ihey 
would lose their l\-1cdicaid iftht;.y <.Iidll'l sign up for a particular new managed can.: pinn. 



• 	 Reduced l'cnnCarc enrollment in J995 and 1996. Duc to first year implementation 
problem:: and state budget pressures, Governor Sundquist dosed enrollment of 
new uninsured applicants (except for "uninsurnblc..,\"), increased premiums and coliection 
efforts, and implemented more stringent eligibility verificalion. As a result, there were 
78,500 fewer enrollees as of December, 1995. In August 01'1996. the TennCarc Bureau 
announced that it would eut tens of thousands ofadditional names from the rolls, saying 
that it lacked current addresses and tJle euroHees failed to respond to m~iil inquiries about 
their eligibility. At the same time, Blue Cross, which covers nearly 50 percent of 
TennCarc c'nrollees. announced that it would freeze enrollment of TcnnCare recipients. 
As a result of these reductions in enrollment, there were- 1,148,148 people enrolled in 
TennCarc, as of February 11, 1997, 

,. 	 Other chaUenges facing TennCarc. The provider community has consistently raised 
major quality. access, and payment concerns about TennCare. They threatened not to 
serve T ennCare patients, but (other than a brief time of protest) most physicians are still 
serving the beneficiaries_ 'me public hospitals who used to receive large DSH paymen1s. 
like the "Med" in Memphis, have had a particularly hard time sustaining economic 
viability. However, with some financial and oversight assistance from the Fcdeml 
Govemmcnl, these problems and the marketing abuses outlined above, s(.'Cm to be being· 
addressed over time, PDf example, the state has commissioned a detailed study of access, 
cost and utilization to improve the operation of the program. Probably the most 
concerning development has been a recent rise in the infant mortality rale. This rate has 
not increased since 1987 and it happens to coincide with a time in which TennCarc is 
covering over halfofthe state's live births. 

• 	 E:xpanding to kids in 1997. On January 13, 1997, the Governor announced that, for thc 
first time in two years, enrollment in TcnnCare would be opened. It would extend 
coverage to poor children between 14 and [8, and would ailow families with higher 
incomes to buy their children into TcnnCarc, Governor Sundquist believes that they will 
he able to enroll 51,000 more children. 

Part of the reason for this initiative is the managed care plans' concerns about the risk 
selection without re-opening enrollment. According to John Ferguson, State Finance 
CommiSsioner, "the addition of uninsured enrollees is needed for the health of tbe 
program" since TennCare "has lost the healthier ones whose premiums help pay tor the 
care of others." Tony GaIT, head of the advocacy group, Tennessee Health Care 
Campaign, confirms this more pragmatic rationale: "opening enrollment is the only 
option for the :-ltate. They need to dn it 10 preserve the integrity of the program ...... 

• 	 llocs TennCarc- serve as a model ror other states to expand coverage'! Given the 
experiences in this program, the jury is still out ,as to whether TennCarc is a model 
program ti)r,other states to emulate. Jt is a major accomplishment tbal 450,000 Tennessee 
residents \>;ho would otherwise have been uninsured have benefited from this progmm. 
And. even though the number of uninsured has been incrcasing in recent yetlrs, there arc 
at least 300,000 more people insured than there were prior It} the implementation of' 
TcnnCare, However, as mentioncd above, there arc persisting chaHcnges, particularly ill 
terms of risk sciection and Quality. Most importantly, however, because of the unique 
disproportionate share financing arrangement the AdrninistraHon provided to Tennessee, 
the TennCare model would be extremely difficult to replicatc in other states, 



• 

• 	 \Vhy is TcnnCare difficult to rClllicatc? First, there <ire only a hanuful of states (NH 
and l\·10 among them) that nave enough DSH dollars and political wilt to divert1hat 
money from public hospitals toward new coverage. Second, the !ow-DSH Govcmors­
who represent the vast majority of the country - would oppose such an approach both 
because they would flot benefit and because they believe that those who would only could 
do so because they "gamed" the system in the ilrst place. Third, DSH money uvailabh'! is 
being reduced in our balancl>U budget proposal; it is now contributing about $15 billion of 
our total $22 billion in gross Medicaid savings. Unfortunateiy, a reduction in DSH 
savings would require an increase in savings from the unpopular per capita cap. 

.. 	 Lessons of TcnnCarc: 
First, rapid'movement from fee-for-service coverage to managed care achieves savings 
that can be invested back into coverage expansions, Unfortunately the savings may not 
be sustainable for long periods of time (TennCarc plan premiums have seen some notable 
increase!»; more-over. since most slales are already moving rapidly 10ward a greater use of 
managed care, future savings will be limited. Having said this. as we provide -states with 
(;aslcr access to managed care (through the elimination of managed care waivers), we 
should strongly encourage them to reinvest their savings in10 coverage expansions. 

Second, outside financing sources (TennCare used their DSH dollars) will be necessary to' 
have any major expansioJi of coverage. Your budget explicitly recognizes this point by 
reinvesting about $18 billion in support of increased access to insurance. 

Third, Governors will likely learn that it is extremely difficult to successfully exchange 
constraint in provider reimbursement for coverage expansion without utilizing a 
Me Whcner-typc model that rushes the proposal through the legislative process. 
Unlorlunatcly, providers are now better prepared tn oppose this strategy specifically 
nect!usc of the TcnnCarc expericJicc. 

Fourth, the downside oflegisialive successes like TcnnCate is that they almost inevitably 
produce implementation problems (as has been the case in Tennessee) that are extremely 
chalh.:nging. Quality and access issues frequently arisc because ofrapjd and confusing 
changes in the delivery system. Additionally, providers who oppose the changes are 
qUick to point out - in the most public ways possihle - any real and/or perceived 
problems. 

Finally, the TcnnCarc experience supports the idea that eoorts to significantly expand 
ncw coverage must bc done in a way Ihat covers tllc healthy as well as unhealthy 
populmions to guard agaLnst adverse selection. The problem in a predominantly 
voluntary program is that it is extremely diffIcult 10 entice healthy uninsured people to 
join without high subsidies. This argues for carefully designed approaches to incremental 
rcfimu. Expanding coverage to a group like kids, for example, might be a way to both 
limit lh!.': Federal dollars and get hcal:hy p(;oph:: enrolled, sinee many parents w.mt to 
cover their childn.!ll regardless of their health. 
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BACKGROUND 


Numbers and Trends 


• 	 Currently: 10 million, or 14 percent, of all children are uninsured 

• 	 In the past: The proportion ofuninsured children has remained constant 

o 	 Employer coverage has declined (from 67 percent in 1987 to 59 
"ercent in 1995), due to: 

Increased outsourcing and part-time work 

Shift to industries less likely to offer insurance 

-' More workers in small firms 

o 	 But, Medicaid coverage has increased (from 16 percent in 1987 to 23 
percent in 1995), stabilizing the proportion ofuninsured children 

, 	 fW:, 
• In the iuture: The proportion of uninsured children may increase [dvf.. -tv 
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Who Are Uninsured Children 


• 	 Working families: 80 percent of uninsured children are in working 
families, 

i, 
• 	 Incom'e varies: Uninsured children are not just poor children (see chart), 

• 	 Concentrated in the south and southwest: 

o In 1995, about 43 percent ofall children but 55 percent ofall, 
uninsured children resided in the south and southwest. 
, 

o 	 Reasons why these stales have higher proportions of uninsured 
children include: 

-, Lower use ofMedicaid options to expand children's coverage 

-; Higher prevalence of: 
1 
,, 

Low-income families 

Industries that don't provide health insurance 

Racial and ethnic groups less likely to be covered by 
insurance, and 

Noncitizens 
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Poor Near Poor Middle Class 
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Why Are Children Uninsured 


i 
I. 	 Paren'ts change jobs. Nearly half of all children who lose health insurance 

do so because their parents lose or change jobs 

, 
2. 	 Parents earn too much for Medicaid but too little for private coverage. 

When job-related insurance loss is put to the side, the most important reason 
why children lose insurance is that it is too expensive for the family. 

3. 	 Eligible but not enrolled in Medicaid. An estimated 3 million uninsured , 
children are eligible but not enrolled in Medicaid., 
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CHALLENGES TO COVERING CHILDREN 


• 	 Costs:, Although children are the least expensive population to insure, . 
policies to cover them are expensive. This results from two major 
challenges: 

I 
I. 	 Substitution or "crowd out". Costs rise when a policy substitutes 

Federal dollars for employer or state contributions for kids' coverage. 

2. 	 Administration. Policies have to strike a balanee between complex 
administrative rules and enforcement - which limit crowd out - and 
the goals of simplicity and small government. , 

I 

•• 	 Covering all uninsured children is prohibitiv~ly expensive. Given these 
issues, it is impossible in a voluntary system to cover more than two-thirds to , . 
three-quarters of the 10 million uninsured children without large-scale 
substitution of Federal dollars for current employer health insurance 
payments. 
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OPTIONS FOR COVERING CHILDREN 

1. Tax Credits 

2. State Grants , 

3. Medicaid Expansion. , 

o Improving the current program 

o Making optional coverage more attractive 

o Requiring expansions , 

4. Vouchers 
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CURRENT BUDGETARY 
AND POLITICAL ENVIRONMENT 

• Groups 

I 

• Goverfiors 

• Congr~ss, ­

• Departments, 
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NEXT STEPS 


• 	 Internal strategy 

o 	 Review in detail evolving policies in Congress 

o 	 Prepare for POTUS meeting 

Deputies meeting for principals meeting 

Principals meeting for POTUS meeting 


o 	 Policy process for: 
+ 	 Responding to criticisms ofour policy 
, 	 Modifying Congressional alternatives 

Developing bottom-line positions on alternatives 

o 	 Review Our position on size and sources of funding 

I 

• 	 External strategy 
, 

o 	 Develop and implement a validator and group strategy to support the 
general goals of our policies , 

o 	 Develop and implement communications strategy including events to 
highlight the need for coverage expansions 

o 	 Develop and implement strategy to attract gubernatorial support for 
our state-based approach 

o 	 Develop Congressional strategy to ensure that: 
, 	 Republicans are invested andlor worried about not supporting 

expanSIons 
Democrats are committed to support policy and not just an issue 

-I , 	 Budget resolutions contain an investment for expansions 
-	 Members and staff rely on us for technical assistance 
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1 Reasons Why Children Lost Health Insurance 

__ .About 44% of Children Lose 

.Too Expensive Insurance Due To 


23% ",,< - "-~ Parents' Job Change or Loss 

"'-, "'" 
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" -, 
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..; .~ , Unemployed 
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Other Job·Related 
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Proportion of Children Covered by Different Sources 
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