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COMMONWEALTH FUND REPORT IGNORES 
UNDERLYING COSTS THAT DRIVE UP INSURANCE 

PREMIUMS 
Statement from Patrick Johnston, President and CEO, 

California Association of Health Plans 
 
Sacramento, CA-The Commonwealth Fund report released today focuses solely on health insurance premiums and 
fails to look at the underlying costs that cause premiums to rise. As it should, the lion’s share of premiums is spent on 
medical expenses: 87 percent of health insurance premiums pay for doctors, hospitals, labs, prescription medicine and 
other medical expenses. In fact, new federal and state laws require at least 80-85 percent of premiums be spent on 
medical care. As the underlying costs of medical care rise, premiums also increase to pay for those costs. Insurers have 
one of the lowest profit margins in the health care industry—around 3 percent—and are continually looking for ways 
to reduce administrative costs and streamline services. Following is a statement from Patrick Johnston, President and 
CEO of the California Association of Health Plans (CAHP): 

 “Health insurance premiums are a direct reflection of the cost of medical care, and 
so as the cost of care continues to rise, premiums rise in turn. We’ve been battling 
the perfect storm of paying for healthcare—prices of medical treatment are going up, 
government payments to doctors and hospitals that treat Medi-Cal patients are 
grossly inadequate and there are record high numbers of uninsured. All of these 
translate into direct cost increases for private insurers and their customers.  

“We can’t bring the price of health insurance down without addressing the 
underlying costs that drive up premium prices.  We’re optimistic that new programs, 
like the Health Benefit Exchange, will produce real, long-term results for 
Californians who struggle with rising costs. We need to focus on constructive 
solutions that get to the root of the problem and not be distracted by artificial fixes 
to deeply complex problems.”  

Underlying cost pressures have caused health care costs to outpace inflation and growth in our 
nation’s economy. Underpayment for government insurance programs, such as Medi-Cal, and the 
cost of treating the uninsured also drive up premiums by as much as $1,792 more per year for each 
insured California family. In addition, medical innovations are helping us live longer, healthier lives, 
but an aging population also means bigger medical bills and higher costs for the management of 
chronic illnesses.  
 



 

 

Among other rising costs are prescription drugs, which account for 13% of the rise in premium 
prices, and the per-person spending on expensive medications is expected to rise by 70% by 2019, 
surpassing the increase in the costs for hospitalization and other professional medical services.  New 
technology also is responsible for about half the growth in medical spending nationwide. And 
medical bills are an average of $2,400 higher for each person who is obese or overweight.  
 
In addition to rising price of treatment, the cost of medical care also increases as people use more 
and more services: 

 Knee replacements increased 53% from 2000 to 2004 

 Hip replacements rose 37 percent from 2000 to 2004 

 CT scans performed in emergency rooms grew from 2.7 million per year to 16.2 million 
between 1995 and 2007 

For more information on the underlying cost pressures that drive premium prices, please visit 
www.calhealthplans.org.  

### 

CAHP is a statewide trade association representing 39 full-service health plans. Through legislative advocacy, education and 
collaboration with other member organizations, CAHP works to sustain a strong environment in which our member plans can 
provide access to products that offer choice and flexibility to the more than 21 million members they serve. For more information, 
please visit www.calhealthplans.org or call (916) 552-2910. 

 


