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MYTH
FACT

MYTH: Drug prices have to be high to pay for R&D to develop 
important new medications.

FACT: A 2021 study by AHIP showed that, for seven of 10 major 
pharmaceutical companies studied, the biggest expenditure isn’t R&D 
but sales and marketing. For the 10 largest companies, sales and 
marketing spending exceeded research spending by $36 billion, 
or 37%. And this was at the height of the COVID pandemic, 
when research presumably was prioritized.
All those direct-to-consumer drug ads aren’t just tiresome; they warp 
care plans and drive up costs by pushing patients toward the 
most-expensive drugs when generics and other less-expensive, 
equally effective alternatives are available.

MYTH
FACT

MYTH: Hospital facility fees are a reasonable mechanism to pay for the 
high-acuity, 24/7/365 services that only hospitals can provide.

FACT: Adding an extra fee to the price for care delivered in an actual 
hospital is fair. What is not fair — although increasingly common — is for 
hospital and health systems to tack on facility fees to care not 
delivered in a hospital, but in outpatient and ambulatory surgical 
centers owned by the hospitals and health systems. By building and/or 
acquiring such facilities in recent years, hospitals have created new 
revenue streams that aren’t justified by actual costs, and the care 
delivered is no different from that at independently owned facilities. 

MYTH
FACT

MYTH: Health-coverage mandates add only marginally to the cost of care.

FACT: While any single mandate may have a relatively small impact, the 
historical tendency is for state legislatures to mandate coverage of more 
and more services and medications, generally in response to lobbying by 
the providers of those therapies. A report by the Cato Institute in 2007 
estimated that, depending on the state, existing mandates at that time 
had caused health insurance premiums to increase by anywhere from 
20% to 50%. The impact undoubtedly has grown since then.



MYTH
FACT

MYTH: Hospital costs have risen with inflation, just like everything else.

FACT: Hospital prices since 2000 have risen more than twice as fast as 
inflation, according to an October 2024 analysis by Rice University’s 
Baker Institute for Public Policy. Researchers found that hospital prices 
rose by more than 220% between 2000 and 2022, compared with 74% 
for overall inflation and 130% for other medical services.

MYTH
FACT

MYTH: Health plans generate giant profits from the high cost of care.

FACT: The Affordable Care Act requires health plans to spend a minimum percentage (80% to 
85%, depending on the size of the group covered) on clinical care and quality improvement — 
effectively limiting how much can go to administrative costs and profits. Analysis from AHIP shows 
that, of every dollar in paid in health insurance premiums, only 2.4 cents goes to profit and 4.3 
cents to other administrative expenses. Conversely, hospitals do not have such a limit on their 
profits. A 2024 report from the journal Health Affairs Scholar found that average profit margins at 
both nonprofit and for-profit hospitals from 2011 to 2022 were higher than those of health insurers. 
Similarly, a 2020 report from the JAMA Network (published by the American Medical Association) 
found that the large pharmaceutical companies in the S&P 500 Index enjoyed a median net 
income of 13.8%, nearly twice that of their large nonpharmaceutical peers in the same index. 
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