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California’s health plan premium costs in 2027 will be driven by several factors across the individual and small

group marketplaces, specifically: increased hospital costs, growth of expensive weight-loss and specialty drugs,
the cumulative cost of legislative health care mandates, higher provider labor costs, and a sicker risk pool caused by
enrollment changes after subsidy reductions, among other factors.

Covered California’s preliminary average rate change of 9.9 percent for 2027 was driven primarily by rising medical
and prescription drug costs, along with broader market pressures, including the expiration of enhanced federal
premium tax credits and reduced Medi-Cal eligibility for lawfully present immigrants.

Here are the top factors expected to contribute to 2027 premium changes in the individual and small
group markets:

Rising hospital costs: Another major underlying driver remains the continued growth in the cost of
medical services, particularly hospital care, outpatient services, and physician reimbursement. Health plans
are facing higher provider contract rates due to wage inflation, staffing shortages, and increased operating
costs across the health care system.

Specialty drug and GLP-1 spending: Prescription drug spending continues to be one of the fastest-
growing drivers of health care costs, specifically GLP-1 weight-loss drugs, high-cost cancer therapies, and
other specialty medications.

Cumulative Costs of California Health Coverage Mandates: California lawmakers continue to add
new mandated health care benefits, and recent analyses by the California Health Benefits Review Program
(CHBRP) show that new mandates signed into law in 2026 continue to contribute hundreds of millions of
dollars in increased annual premiums. Additional health care mandates currently making their way through
the legislature are also estimated to add hundreds of millions more in higher premium costs if passed.

Higher provider labor costs: Hospitals, physician groups, and other providers continue to face higher
labor expenses. Increased wages for nurses, technicians, and other clinical staff are being built into provider
reimbursement rates, which ultimately flow through to health insurance premiums.

California’s $1.5 billion MCO Tax: The MCO tax signed into law by Governor Newsom will significantly
contribute to higher commercial health insurance premiums because it increases the overall tax burden and
financing costs borne by health plans. Higher operating and regulatory costs factor into future premium rate
development to maintain solvency and cover expected expenditures.

Impact of Medicaid changes and ACA subsidy reductions: A key non-medical driver of 2027
premiums is the expectation that the individual market risk pool will become less stable as increased
Medicaid redeterminations and work requirements push some Medi-Cal enrollees out of Medicaid and into
Covered California. As premiums rise, lower-utilization enrollees who previously benefited from subsidies
may drop coverage, leaving a smaller, sicker risk pool and putting additional upward pressure on premiums
for those who remain insured.
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