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Introduction

In recent years, the nation has continued to
see the number of Americans without health
insurance rise. The latest data from the
Census Bureau show that 45 million
Americans are now without health care
coverage.' At the same time, the trend for
children has moved in the opposite direction,
largely as a result of the availability of
Medicaid and SCHIP. Over the past decade,
the nation has seen the uninsured rate of
children decline by twenty-five percent.”
States have been at the forefront of
recognizing this need and stepping up to meet
the challenge by improving access to
affordable healthcare for children.

Since the last economic downturn, many
states have made significant progress in
restoring cuts that were made and in most

Recent data show that these steps were
helping to protect the health of America’s
children. In 2007, the U.S. Census Bureau
reported that the number of uninsured
children fell from the previous year by
500,000 to 8.1 million. This progress can be
largely attributed to public programs, and to
the continued strong support nationwide for
providing health coverage to children.’ Even
with the weak economy, the public appears
ready to continue to support these programs
and help soften the impact of the economic
downturn on children. For example, on
Election Day, close to 70 percent of Montana
voters approved a ballot initiative to cover
most of the state’s uninsured children.®

Now, however, this progress is threatened by
increasing demand for coverage and shrinking
resources. To highlight what is at stake for
children’s health coverage in the nation’s
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trend continued in 2007 and 2008, with
nineteen states moving forward, despite the
weakening economy and growing fiscal
pressures faced.* (Figure 1)

2), the growing affordability gap between the
rising cost of health care coverage and
dwindling family financial resources; and 3)
the immediate policy options available to
strengthen and sustain the nation’s



commitment to children’s health coverage
during the downturn even as policymakers
move toward broader health reform.

Implications of the Economic
Downturn

Americans are awakening on a daily basis to
more and more grim news about the nation’s
economy. Since the beginning of the year, the
country has lost 1.2 million jobs, with most of
the losses occurring in the past three months.
The unemployment rate is now at 6.5 percent,
the highest level since 1994, and many
analysts now expect unemployment will reach
between 7.5 and 8 percent by the middle of
next year.7

Implications for Coverage

When people lose their jobs, they don't just
lose income — they often lose their only access
to affordable healthcare coverage for
themselves and their children. A recent study
by the Urban Institute found that a one
percentage point rise in the national
unemployment rate can be expected to cause
the number of uninsured people to grow by
1.1 million and to increase Medicaid and
SCHIP enrollment by one million (including
600,000 children and 400,000 non-elderly
adults).®

The Center for Children and Families has
relied on this Urban Institute research to
estimate the effect of the actual increases in
unemployment over the past twelve months
on the health coverage status of children and
adults.” These estimates indicate that the jump
in the unemployment rate from 4.8 percent to
6.5 percent in October of 2008 can be
expected to have resulted in 4.1 million
people losing their employer-based coverage
(1.2 million children and 2.9 million adults).
Of the 1.2 million children losing coverage,
more than a million are likely to have enrolled
in Medicaid or SCHIP. In other words, the
nation currently has a structure in place to
“catch” many of the children who otherwise
would drop into the ranks of the uninsured."’

The question now is whether the country will
sustain its commitment to these programs and
the children they cover as the downturn
continues.

The story is very different for unemployed
adults who often do not have the option of
enrolling in a public coverage program. States
cannot provide any coverage to adults without
children through Medicaid unless they are
disabled, pregnant, or elderly.11 And, while
states cover some parents through Medicaid,
most only do so at income levels far below the
poverty line.'* As a result, only an estimated
700,000 of the 2.9 million adults losing
coverage are likely to enroll in Medicaid or
SCHIP. While an additional 700,000 can be
expected to find non-group coverage, a
significant number — some 1.9 million — will
join the ranks of the uninsured.

The unemployment rate is expected to
continue to rise over the next several months
and, if it does, even more Americans will lose
their health coverage. For example, if it
reaches 7.5 percent, the estimates suggest that
the number of people losing employer-based
coverage will rise to 6.5 million; the number
of additional people enrolling in Medicaid or
SCHIP will jump to 2.7 million; and the
growth in the number of newly uninsured will
reach 3.0 million."

Implications for Financing of Medicaid and
SCHIP

States are confronting severe fiscal problems
even as more of America’s families are
turning to them for coverage. According to a
November 12", 2008 report by the Center on
Budget and Policy Priorities, at least 42 states
faced or are facing shortfalls in their budgets
for this and/or next year.'* (See Figure 2)
Many already have been cutting spending,
using state reserve funds, or raising revenues
in order to reach balanced budgets, but their
situation continues to deteriorate and the
problems are expected to continue well into
next year, if not beyond.

November 2008



Center for Children and Families ® Georgetown University Health Policy Institute

Figure 2

42 States Face Budget Shortfalls

[I States with budget shortfalls in FY 2009 or
projected shortfalls for FY 2010

Source: E. McNichol and I. Lav, “State Budget Troubles Worsen,” Center on Budget and Policy Priorities (Updated November 12, 2008).

For states, all but one of which is obligated to
operate under a balanced budget, the
increased enrollment that they will face
combined with lower revenues, create a major
threat to the gains that have been made in
coverage. Since states jointly finance
Medicaid and SCHIP with the federal
government, they are under pressure to cut
these programs when facing budget deficits.
During the economic downturn that occurred
earlier this decade, nearly every state in the
nation cut Medicaid spending in each of fiscal
years 2002, 2003, and 2004, with many
adopting multiple strategies at once. Thirty-
four states took steps to dampen enrollment in
Medicaid and SCHIP." Some did so by
directly cutting back on who could qualify for
the programs, but many others relied on a
“back door” strategy of increasing the red tape
that families must navigate to enroll in and
keep coverage. The cuts would have been
even worse if, as discussed below, the federal
government had not somewhat belatedly
given states $20 billion in fiscal relief,
beginning in May 2003.

The early signs are that states again will cut
back on Medicaid and SCHIP in the absence

of decisive federal action. The Center on
Budget and Policy reports that at least 17
states already have implemented or proposed
cuts that will affect eligibility for health
insurance programs and/or access to health
care services, primarily for adults.'® It seems
clear that this troubling trend can be expected
to continue for adults and widen to include
children unless there is significant assistance
from the federal government. Along with the
harm created for families and children, such
cutbacks reduce spending and dampen
economic activity at a time when most
economists and fiscal experts agree that more
spending is urgently needed."’

The Growing “Affordability Gap”

Along with the economic crisis, families
continue to face a growing “affordability
gap.” By any number of measures, it is clear
that health insurance has become less
affordable for families. Since 1999, the
growth in health insurance premium costs has
far outpaced the growth in workers’ earnings.
Similarly, insurance costs are growing much
more rapidly than the federal poverty level,
which is the measure states use to set
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eligibility levels for SCHIP and Medicaid. It
is adjusted each year by the federal
government to account for inflation. Since
1999, it has grown by 27 percent. Over this
same period, however, family health
insurance premiums grew by more than 100
percent. (See Figure 3)

One option under consideration in
Congress is to provide states with a short-
term increase in federal funding for
Medicaid. This can be done by
temporarily adjusting the Federal Medical
Assistance Percentage (known as
“FMAP,”), which is the share of the
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their budget crises and are assured that SCHIP
will be renewed and can serve as a secure,
stable source of funding for such coverage.

Policy Implications

As the nation moves ahead on a path to
broader health reform this year, there are
some very immediate steps that can be taken
to help families weather the current economic
storm and build momentum for the larger
efforts. By injecting new federal funds into
Medicaid and SCHIP, they not only help
America’s families, but also serve to stimulate
the economy. A wide range of economists
agrees that injecting new federal funds into
the economy is a crucial strategy to combating
the downward spiral the country is
confronting. The federal government, in
contrast to states, has the capacity to do this
by increasing deficit spending on a temporary
basis.

1. Temporarily Increasing Federal
Funding to Medicaid to Prevent
Health Care Cuts

83 percent of most of the costs of a state’s
Medicaid program.

During the recession of the early 2000’s,
the federal government adopted such a
strategy in May of 2003, somewhat late in
the downturn. It provided states with $20
billion in fiscal relief with the Jobs and
Growth Tax Relief and Reconciliation
Act JGTRRA). JGTRRA gave states $10
billion in block grant funding and $10
billion in fiscal relief through a temporary
2.95 percentage points increase in their
FMAPs. As a result of this action, a
Kaiser Commission survey of State
Budget Officers found that 22 to 25 states
used these resources to avoid, lessen, or
postpone Medicaid cutbacks; and five to
seven states used the resource to restore
previous cuts or make other program
expansions.'® One of the reasons this
effort was effective was a prohibition on
states receiving the new federal funding if
they cut their Medicaid eligibility
standards below those in place on
September 2, 2003.
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In recent months, policymakers from both
the Senate and the House have considered
proposals that would again provide this
type of fiscal relief. The House passed a
$60.8 billion package that included $14.7
billion in additional Medicaid funds at the
end of September. At the same time, a
Senate bill, which would have provided
$56.2 billion to struggling states ($19.6
billion in additional Medicaid funding)
failed to pass. As the economy has
continued to deteriorate since these bills
were considered, it is likely that the
assistance proposed for states in future
economic recovery packages would be
more significant. Table 1 provides
information on how much each state
would receive under the earlier proposals.
If adopted, such a policy holds the
promise of staving off cuts in Medicaid
that would be harmful to families and the
economy alike."

Quick Action to Reauthorize SCHIP

In 2007, Congress twice passed
legislation to renew and strengthen the
State Children’s Health Insurance
Program, but each time it was vetoed by
President Bush.”’ Now, SCHIP is
operating under a short-term extension
that continues funding through March 31,
2009, but which does not offer states any
clear guidance on the future of the
program beyond this date. With the
economic downturn and more families
than ever turning to Medicaid and SCHIP,
it is a particularly inopportune time for
the future of SCHIP to remain uncertain.
While there is little to no chance that this
popular and well-regarded program will
be allowed to completely expire, there is a
risk that Congress will simply extend it
temporarily. A failure to act on the
overdue review of SCHIP will leave states
with uncertainty as to the amount of
federal funding available to them in the
long-run, as well as to the “rules of the
game” for the program.

A growing number of congressional
leaders are calling for quick action on
SCHIP, and President-elect Obama’s
Chief of Staff Rahm Emmanuel also has
taken this position.*' Speaker of the
House Nancy Pelosi has said that an
SCHIP expansion “will probably be one
of the first bills we would put on
President Obama's desk.”* If Congress
does move quickly, it will offer states an
important opportunity to sustain and
strengthen their commitment to children’s
coverage. If, as anticipated, Congress
draws on the bills already passed to craft a
reauthorization proposal, states can expect
significant new funding to cover more
uninsured children, as well as new tools
for reaching already-eligible children.
With the bad economy, these funds and
new options are needed by states more
than ever.

Importantly, both of the bills adopted by
Congress last year included performance-
based bonuses for states that experience
marked increases in Medicaid and SCHIP
enrollment of low-income children. If
adopted in time to help combat the current
downturn, these bonuses will inject new
federal funding into states facing jumps in
child enrollment due to the bad economy.
As included in the Children’s Health
Insurance Program Reauthorization Act of
2007, the bonuses shift to the federal
government 10 percent to 60 percent of
the cost to a state of enrolling additional
or “extra” children in coverage. States
qualify for the bonuses if their enrollment
of low-income children exceeds a target
level, which is based on a state’s child
population growth rate plus one
percentage point.” In effect, the bonuses
would serve as another tool for increasing
federal spending in response to the weak
economy, as well as help states cover the
growing number of children without other
options.

In sum, both of these policy solutions would
help to combat the downward spiral in the
economy and offer coverage to America’s
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children and families as they seek to weather
the economic storm.

Conclusion

The nation is at a critical juncture in its
commitment to coverage for America’s
families. It must decide whether it will
sustain and strengthen this commitment or
allow it to fall victim to the fiscal pressures
confronting states and the federal government.
While the fiscal pressures that governments
face are immense, it is an even more difficult
time for families losing jobs and access to
health coverage. Taking quick action on
Medicaid and SCHIP will shore up the
stability of America’s families and help to
ease the severity of the economic downturn
even as the country prepares for a larger
debate over broader health reform.
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Estimated Federal Fiscal Assistance to States Through Increased
Medicaid Matching Funds to States (in thousands of dollars)

House Proposal
10/1/08-11/30/09

Senate Proposal
10/1/08-12/31/09

Alaska 85,463

Arkansas 218,036
Colorado 171,138

Delaware 64,592

Florida 1,060,622
Hawaii 81,394

lllinois 656,585

owa 152,567
Kentucky 262,373

Maine 115,431

Massachusetts 642,513
Minnesota 393,111
Missouri 407,330
Nebraska 90,944
New Hampshire 62,969
New Mexico 192,640

North Carolina 566,805

Ohio 714,512

(]
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187,901

Rhode Island 97,500

South Dakota 33,503
Texas 1,515,338
Vermont 59,455
Washington 349,416
Wisconsin 286,629

U.S. 14,410,000 19,600,000

Source: Center on budget and Policy Priorities' estimates based on states' projections of FFY 2009
Medicaid expenditures, adjusted to reflect CBO cost estimates of House and Senate proposals.

Notes:

These estimates reflect the amount each state is estimated to receive under the bills passed by the House
and the Senate, respectively, earlier this year. Now, however, news reports indicate that Congress may be
considering a larger package of fiscal relief for states given the economic situation continues to worsen.




The Secrest Family
Martinsville, Virginia

Gregory Secrest worked for ten years at American of Martinsville, a Virginia-based furniture
manufacturer, earning $14.67 per hour. On August 29, the plant he worked in was closed and the
manufacturing operations were moved overseas. He not only lost his job, he lost his only access
to affordable healthcare coverage for his family.

“When I gave the bad news to my family, my 9-year old son handed me his piggy bank with $4
inside and said ‘daddy, if you need it, you take it, < said Mr. Secrest.

One of the most difficult aspects of being unemployed and uninsured is the struggle to fulfill his
duty to keep his kids safe, healthy and protected from the burden of adult worries, according to
Mr. Secrest.

“Kids look at us and think ‘they’ll take care of us,’” said Mr. Secrest. “That is our job — to keep
them safe and healthy. They have enough to worry about in this world.”

While his step-daughter, Lacey Faith, has coverage and his wife, Rileen, is temporarily covered
under worker’s comp benefits, he and his sons Samuel, 14, and Christopher, 9, are uninsured. His
wife is unable to work due to a back injury so the family has to get by on Mr. Secrest’s
unemployment check and her worker’s comp check for now.

The family is struggling to pay the bills and put food on the table. They managed to avoid
eviction by paying the rent with savings. The one bill they simply cannot afford is health
insurance. In order to continue the plan offered under COBRA, Mr. Secrest would have to pay
about $1,200 per month.

Mr. Secrest said before becoming uninsured, he didn’t realize how vital it was to his family’s
well-being. Now that they have lost their health care coverage, he has discovered that being
uninsured impacts every aspect of his family’s life.

He had to tell his sons that they couldn’t play football or basketball because he couldn’t afford the
healthcare costs if they were injured. Samuel injured his leg during an ROTC physical training
exercise that set the family back $1,200 in medical expenses. The family is contemplating
whether or not they can take the risk of allowing Sam to continue his ROTC activities. Mr.
Secrest said that being forced to stop extracurricular activities and sports will have a devastating
impact on his children. He is also concerned about the children missing school or being unable to
do their best when they are ill if he cannot afford to take them to the doctor.

"If the kids don't have a chance to do well in school and shine outside of school, they are not
going to develop - they're not going to grow into successful adults," said Mr. Secrest.

Hope came to the Secrest family at a meeting for unemployed workers at the Martinsville
courthouse. That is where Mr. Secrest learned about FAMIS, Virginia’s State Children’s Health
Insurance Program (SCHIP). The program is a successful federal-state partnership that helps
provide affordable healthcare coverage to uninsured children.

“It was an answer to my prayers,” said Mr. Secrest. “It was as if God closed one door but opened
up another one.”



With the help of the Martinsville Henry County Coalition for Health and Wellness, he filled out
the application and is waiting to hear whether or not his children qualify for coverage. FAMIS
does not cover adults so Mr. Secrest will remain uninsured for now.

“Once I hear my kids have health care coverage, it will be a load off my mind,” said Mr. Secrest.
“Making sure the boys are healthy and happy can make the rest of my family’s problems seem
small. Everything we have can be replaced with time and hard work but they cannot.”

Mr. Secrest is trying to prepare for better times. He’s taking classes at the local Community
College and is interested in becoming certified as a respiratory therapist, a program that takes two
years to complete. The local hospital has already told him they would like to hire him once he is
certified.



