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Executive Summary
For over a year, the undersigned parties have been meeting as part of the 
California Health Reform Initiative (CHRI) project, convened by Convergence 
Center for Policy Resolution. CHRI’s diverse members have engaged in deep 
discussions, exploring how to meaningfully improve California’s health care 
system to benefit consumers and workers by containing costs, promoting 
quality, increasing access, and improving equity.  

After intensive deliberations and evaluation, including review of what 
Massachusetts, Maryland, and other states have done, CHRI urges the State 
of California to establish a government entity to address health care costs 
and affordability, including by setting an annual Cost Target. 

Alignment with the Governor’s Proposed Office of Health Care Affordability

CHRI’s recommendation is in direct alignment with the Governor’s proposal 
to establish an Office of Health Care Affordability. The proposed Office is 
described in the Governor’s 2020-21 Budget Summary1 as follows (p. 26):

“This Office will be charged with increasing price and quality transparency, 
developing specific strategies and cost targets for the different sectors of the 
health care industry, and financial consequences for entities that fail to meet 
these targets. The ultimate goal is for savings to return to consumers who are 
directly impacted by increasing health care costs. 

"The Office will also create strategies to address hospital cost trends by 
region, with a particular focus on cost increases driven by delivery system 
consolidation. To improve health outcomes, the Office will also work to 
establish standards to advance evidence-based and value-based payments 
to physicians, physician groups, and hospitals, as well as to advance 
administrative simplification.”

 CALIFORNIA HEALTH REFORM INITIATIVE 5



California has a number of unique attributes relevant 
to health policymaking in the Golden State. 

California’s Residents

• California's population2 is comparable to that of 
many countries with advanced economies.3

• California's residents experience a cost of living4 
among the highest in the nation.

• California’s poverty rate is comparable5 to 
the national rate according to the US Census 
Bureau’s official estimate, but is the second 
highest in the nation6 according to the US 
Census Bureau’s supplemental poverty measure 
(SPM) which accounts for additional individuals 
enrolled in certain government programs.

• California is highly diverse in terms of income,7 
race, ethnicity, language, immigration status,8 
etc.

• California has large disparities in the prevalence 
of chronic conditions and health behaviors 
across race, income,9 and geographic10 lines.

Health Expenditures

• In 2014, California’s health care expenditures 
per capita11 of $7,549 were lower than many 
other states, as well as lower than the national 
average of $8,045 according to the Kaiser 
Family Foundation; by 2017, an updated Berkeley 
Forum report estimated that per capita spending 
in California rose to $10,447,12 which is slightly 
higher than the estimated national average of 
$10,224.13 

• California's total cost of care for commercial 
payers rose from a statewide average of $4,631 
in 2015 to $5,338 in 2017.14

• California has lower utilization15 than the US, on 
average.

• California has higher prices16 than the US, on 
average.

• Medicaid spending17 in 2014 of $5,318 per full-
benefit enrollee in California was lower than the 
national average of $6,396.

• Medicare spending18 in 2014 of $11,833 per 
enrollee is higher than the national average of 
$10,986. 

• Medicare Advantage in 2015 had an average 
risk-adjusted total cost of care (insurer and 
patient payments) of $13,572, compared to 
$18,112 for Medicare FFS19 according to IHA’s 
Atlas database. 

Health Insurance

• California has cut the rate of uninsured 
dramatically under the Affordable Care Act; 
the number of uninsured has fallen from 6.5 
million in 2013 to 3.5 million in 2017.20 In 2019, 
California reinstated the individual mandate and 
expanded Medi-Cal eligibility to undocumented 
Californians up to the age of 26. 

• In 2016,21 approximately 10 million (one quarter 
of) Californians were enrolled in HMOs in the 
Commercial Market and another 2.3 million were 
enrolled in Medicare Advantage HMOs; in 2017,22 
10.7 million, or about 82% of Medi-Cal enrollees, 
are enrolled in Medi-Cal Managed Care Plans.

• California employer-sponsored insurance 
premiums23 were somewhat higher than the 
national average and growing faster than 
inflation in 2017, similar to premium growth 
in the U.S. more broadly; average monthly ESI 
premiums were $1,643 for family coverage in 
California and $1,564 nationally. 

Background • Covered California average benchmark 
premiums24 are somewhat lower than the 
national Marketplace average.

• At the national level, from 2007 through 2017, 
total out-of-pocket health spending by US 
households (including family contributions 
to health insurance premiums, co-insurance, 
and deductibles) grew a cumulative 58% while 
workers’ average wages grew only 27%.25 

• The average annual family out-of-pocket 
spending for individual insurance coverage 
from 2012 to 2017 was $5,503, which includes 
family costs for premiums, co-pays, deductibles, 
and co-insurance for services and prescription 
drugs. The median annual out-of-pocket 
spending per family in 2017 was $2,981.26

• Total health care-related spending for a 
family with employer-sponsored insurance 
cumulatively increased by 142% from 2003 

through 2018 in California, while median 
household income grew by 43%.27 As a result, 
average total health-related spending for a 
family with employer-sponsored insurance 
now represents more than one-third of median 
household income. 

Health care delivery system28 and prices

• California has one of the most integrated health 
care systems in the US and has a high level of 
capitation and other risk-based financing.

• California has heavily concentrated hospital, 
physician and insurer markets, and they are 
becoming more concentrated over time.

• High market concentration is associated with 
higher prices and premiums.

• Input-cost adjusted prices and premiums are 
significantly higher in Northern California than 
Southern California.

 [California health care] 
spending has been 
growing more rapidly 
than wage growth or 
inflation.
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This report and recommendation are the result of a series of facilitated 
stakeholder meetings, videoconferences, and drafting that took place using 
the Convergence dialogue-to-action process over the course of more than 
a year. CHRI participants include a broad array of California’s senior health 
policy experts. Consumers and providers, workers and employers, insurers 
and academics, all had a seat at the table. Policy perspectives ranging from 
progressive to conservative were aired during our facilitated sessions. 

Over the course of these meetings, CHRI analyzed a 
number of cost containment options. The group took 
a close look at the actions of other states, and the 
commissions and other entities they established.29 
This included presentations to CHRI by Dr. Stuart 
Altman, Chair of the Health Policy Commission in 
Massachusetts, and Robert Murray, former Executive 
Director of the Maryland Health Services Cost Review 
Commission. The group also considered numerous 

articles and research reports, hearing directly from an author of the January 
2019 Health Priorities Survey by the California Health Care Foundation and 
the Kaiser Family Foundation, and from a member of the working group that 
prepared Covered California’s February 2019 report on Affordability. 

As CHRI’s ideas took shape, working groups were created to consider specific 
aspects of the proposal. Thereafter, the full group re-engaged and developed 
this proposal.

Our Process
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Problem Statement
California has made great strides in expanding coverage under the Affordable 
Care Act and through other state actions. With the creation of Covered 
California and the expansion of Medi-Cal, the uninsured rate has dropped from 
17.2% in 2013 to 7.2% in 2017.30  

However, while California has lower health care spending per person than two-
thirds of other states,31 California spends much more than comparably-sized 
countries and spending has been growing more rapidly32 than wage growth or 
inflation. As a result, affording health care is a challenge for many California 
consumers, workers, and purchasers. Also, inequities in affordability, quality, 
access, and health outcomes persist based on income, race, ethnicity, gender, 
region, insurance type, and other individual characteristics. Compounding 
the problem, state health 
care data is limited, and 
often fragmented or non-
standardized, adversely 
affecting our ability to 
analyze and address these 
issues. Tackling affordability 
will require collaboration 
and innovation by all – 
government, insurance 
companies, physicians, labor, 
hospitals, employers, and 
consumers.

At present, no single 
government entity is 
responsible for monitoring 
or addressing health care 
affordability, cost, quality, 
access, and equity for all 
Californians.  
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Establishing a government entity focused on costs and affordability would meaningfully 
improve California’s health care system benefitting consumers, public and private 
purchasers, and workers, while also promoting quality, increasing access, and improving 
equity. This proposal takes some lessons from the Health Policy Commission in 
Massachusetts, which has been in existence since 2012. Like Governor Newsom’s 
proposal, CHRI recommends setting a Cost Target with consequences for not meeting it, 
accompanied by efforts to help entities achieve the Target by addressing underlying cost 
drivers. 

1. Cost Target  

The Entity will set a Cost Target annually by region, applicable to health plans and 
providers, for year-to-year change. 

• The Entity will adopt recognized standards, adapted to California’s needs, 
regarding quality, access, equity, and labor standards to ensure that the Cost 
Target is not achieved at the expense of quality, access, equity and labor 
standards.

• The goal is to align health care spending with the economic circumstance 
of Californians and have savings be experienced by consumers, workers, 
employers, and other payers.

Recommendation

CHRI recommends that California establish 
a new government entity to address 
health care costs and affordability.

2. Providing Data-based Transparency

The Entity will provide increased price and quality transparency to: 

• empower the public, payers and employers to identify lower-cost high 
performers and seek affordable, quality health care services and plans;

• identify health plans and providers that miss the Cost Target and threaten the 
State’s overall ability to achieve the Cost Target; and

• identify health plans and providers that meet the Cost Target without sacrificing 
quality, access, equity or labor standards. 

3. Supporting Target Achievement

• The Entity will make recommendations regarding how to remove barriers that 
may impair Target achievement by contributing to increased cost, poor quality 
of care, lack of access and inequity in health care coverage and delivery, 
including how to promote data interoperability.

• The Entity will identify systemic approaches to reducing cost and improving 
quality as described in expert reports, including use of clinically integrated 
care systems when those systems demonstrate lower cost through risk-based 
payments which align patient and provider incentives.

4. Consequences of Performance Against Target

When a provider or health plan exhibits excessive low performance, the Entity may:

• require a Performance Improvement Plan (PIP), and periodic reports 
demonstrating execution against the PIP; if a required PIP is not submitted or 
followed, a financial penalty may be imposed; 

• require follow-on PIPs and/or assess financial consequences when the Cost 
Target is not achieved after following a PIP; 

• grant a waiver or extension when good faith efforts are made, but factors not 
within the provider’s or plan’s control, such as acts of God, preclude it from 
achieving the Cost Target. 
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health care in our great state. 
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