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The following items are not significant  
drivers of health insurance premiums:

 Profits: 

Profits of the health insurance industry 
represent about three percent49 of every 
health care dollar expended in the 
United States. The insurance industry is 
far less profitable than many other 
industries:

■   Managed Care: 3.5%

■   Pharmaceuticals 25.5%

■   Medical Technology 15.7% 

■   Biotechnology 26.6% 

Importantly, while margins in managed 
care are shrinking (down from 5.9% in 
2005), pharmaceutical margins have 
increased from 16.5% in 2005.50 

Moving outside the health sector, 
McDonald’s has profits of 18%, Coca-
Cola earns 18% and the cigarette 
industry earns 23%.51

The Health Insurance Industry is Less Profitable Than Many Other 
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Administrative Costs: 

Administrative costs represent less than two 
percent of healthcare spending growth.52 
Private administrative costs are actually 
comparable to Medicare when comparing a 
similar set of services. When evaluating 
services, such as claims processing, auditing, 
and billing, private payers expend 68¢ less 
per member per month (PMPM). In 2009, 
private payers expended $12.51 PMPM 
versus Medicare of $13.19 PMPM.53

Importantly, the administrative cost category 
includes critical investments in fraud 
detection, disease management, and health 
information technology. These investments 
improve quality of care for consumers while 
reducing unnecessary expenditures.   
For instance:

■    Fraud: Though estimates vary, the more 
conservative estimates posit a minimum of 
$68 billion in fraud in the U.S. health care 
system.54 Although the federal 
government averaged a return on 
investment of six dollars for every one 
dollar spent on these efforts between 
2006 and 2009,55 Medicare has hesitated 
to invest in fraud prevention because it is 
seen as an “administrative cost.” 

Actuaries working for state insurance 
departments assure that health 
insurance premiums are actuarially 
justified. These state actuaries examine 
past loss and expense experience to 
determine if new rates are reasonable 
given the benefit design, ensure that 
premiums will be adequate to cover 
consumer claims and are not 
discriminatory, and review the insurer’s 
assumptions regarding medical costs and 
changes in the risk profile of enrollees.

Twenty-seven states and the District of 
Columbia require prior approval of rates 
— although the vast majority include 
“deemer” clauses. In most “prior 
approval” states, if the Commissioner 
fails to take action within 30 to 45 days, 
the rate is deemed approved. About a 
dozen states have “file and use” rules 
where insurers must file their rates and 
regulators may have the authority to 
deny an insurer’s ability to implement 
those rates.57

■    Disease Management: Aetna Health 
ConnectionsSM Disease Management helps 
people with chronic conditions obtain the 
treatment and preventive care they need.  
Aetna’s clinicians help members 
understand and follow their doctor’s 
treatment plan and better manage 
ongoing conditions. Through disease 
management, patients have had 26% 
fewer inpatient admissions for diabetes, 
coronary artery disease, congestive heart 
failure and stroke. 

■    Health Information Technology: The 
RAND Foundation estimates that 
widespread  adoption of various Health 
Information Technologies could save up to 
$77 billion annually.56

Lack of Regulation:

Premiums are carefully constructed by 
insurers and filed with state insurance 
departments. When establishing premiums, 
actuaries must evaluate past experience, 
demographic and trend projections and 
predict future utilization and costs. In 
addition they must estimate the costs of any 
benefit changes and associated utilization or 
selection impacts, build in contributions to 
reserves to guard against insolvency, and 
include an administrative load that enables 
investment in information technology, 
quality advancement, customer service and 
other administrative functions. And finally, 
the premium also must adequately cover 
state and federal taxes.
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What Experts are Saying

“If you want to keep costs under 
control, it’s not about managing health 
care premiums…it’s about managing 
the underlying health care costs.” 
 — Sandy Praegar, Kansas Insurance 
Commissioner

“Insurance is not the problem. The 
problem is incentives. We have payment 
for procedures, not for results.”  
— Warren Buffett, CEO, Berkshire 
Hathaway

“…a definite shift in negotiating 
strength toward providers, resulting in 
higher payment rates and premiums.”  
— The Center for Studying Health 
System Change

“Health insurers have been squarely in 
the crosshairs and blamed for the high 
cost of private insurance, while the role 
of growing hospital and physician 
market power has escaped scrutiny.”  
—Robert Berenson, MD, Urban Institute

“Price increases, not increases in 
utilization, caused most of the increases 
in healthcare costs during the past few 
years in Massachusetts.”  
— Massachusetts Attorney General

“While rate review can help keep 
insurers focused on constraining the 
growth of these costs, it cannot 
fundamentally address the growth of 
health care costs, which must be 
addressed through payment reform, 
delivery system changes, an emphasis 
on prevention, and consumer 
engagement.”   
— National Association Insurance 
Commissioners
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