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Learning objectives

1. Offer an overview of employer role in US health care 
2. Review the techniques used by employers to 

decrease medical cost trend
3. Examine the evidence of efficacy of these 

interventions
4. Identify the challenges facing employers as they 

consider how to improve health and health care for 
their employees and dependents.



US employer-based health insurance:
“An accident of history”*

• 1930s: Blue Shield and Blue Cross plans sponsored by providers offer limited 
prepaid health care

• 1933: Roosevelt administration does not include universal health insurance or 
health care in social security legislation

• 1942: Wage freeze
• 1952: Commercial plans overtake BCBS enrollment
• 1954: Internal Revenue Service confirms that health benefits are exempt from 

taxation
• 1965: Medicare and Medicaid passed
• 1974: ERISA ** mandates equity and exempts self-insured health plans from 

state regulations
• 1990: FASB *** states that companies must declare future liability for retiree 

health obligations
• 2005: Medicare begins drug coverage
• 2010: Health care reform passes, including an employer mandate “pay or play”

and an excise tax on high cost health plans to begin in 2018

*Blumenthal, NEJM 2006 **ERISA = Employee Retirement Income Security Act. **FASB= Financial 
Accounting Standards Board



Should the US maintain employer-
based health insurance?

Substantial duplication and “friction”
and low leverage over providers

Potential for company to gain 
competitive advantage

Advantages Disadvantages
Meaningful group for risk-sharing Discourages employees from 

shifting jobs
Relationship between health and 
productivity

Small employers often offer no 
insurance

Difficult to implement tax to replace 
employer contribution

Moral hazard – patients “buy up”
with someone else’s money

Already in place, and consistent with 
history, culture and values

Not the core business of most 
employers !
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US health care financing model  

Health Care Funders / Administrators / Purchasers

Taxpayers/Eligibles Employers/Employees

Health Care Organizations (optional)

Hospitals Doctors Others

Individuals

Medicare, Medicaid, 
Gov’t employees

“Commercial” insurance

Taxes/Premiums Premiums



Employer role as source of health care 
funds

Source: CMS Office of the Actuary, 2008



Percentage of US population covered by 
health insurance, 2007

http://www.hks.harvard.edu/m-rcbg/hcdp/numbers/Covered%20Lives%20Summary.pdf



As the cost of health care rose, the portion 
of out of pocket expenditures declined 

Blumenthal, NEJM 2006





Cumulative increases in premiums, worker 
contribution, earnings, and inflation 1999-2010



Workers have paid a large share of recent 
health care cost increases

20% increase

47% increase



Employers ‘cross-subsidize’ government 
payers in the US



Productivity loss associated with 
poor health

• Risk of lost productivity
– 2.84x in obese compared to nonobese individuals
– 2.14x in type I diabetics
– 3.14x in type II diabetics

• Rodbard, et al “Impact of Obesity on Work Productivity and 
Role Disability in Individuals With and at Risk for Diabetes 
MellitusAm J Health Promot 2009;23[5]:353–360  



Kannon et al “Economic and Humanistic 
Outcomes Associated With Comorbid
Type-2 Diabetes, High Cholesterol,and
Hypertension Among Individuals Who Are 
Overweight or Obese” J Occup Environ 
Med 2008;50:542–549

Productivity loss associated with 
poor health



Work hours lost due to disease
Work Hours Lost Due to Disease
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Lifestyle risks play a substantial role in 
health care costs

Excess Lifestyle Costs
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Levers used by employers to influence 
health  and health care

• Work-site programs 
• Risk segmentation
• Benefit Design
• Care management programs
• Wellness programs
• Incentives
• Provider-focused efforts
• Measurement



Worksite programs

• Work sites should help employees live healthier 
lifestyles including
– Smoke free campuses
– Healthy food available
– Exercise enabled

• Many employers are contemplating or installing site-
based health care



Risk segmentation
• Health Risk Assessment

– Brief questionnaire which assesses risk of future illness, and 
ascertains “readiness to change”

– Feedback to member
– Often tied to wellness coaching and/or disease management 

• Biometrics
– Height, weight (BMI), blood pressure, cholesterol, and blood 

sugar
– Possibly other tests

• Genetic testing
– A number of vendors are promising that genetic tests could 

identify disease earlier and save money, although this 
seems highly unlikely 



Benefit design

• Health care reform specifies 
– Floor (lower benefits or less affordability will mean an 

employer has to pay penalties as of 2014) 
– Ceiling (higher cost, and the employer will have to pay a 

nondeductible tax as of 2018)
• Move toward 

– Full coverage for preventive care
– Higher deductibles 

• Doubling of high deductible health plans from 2009-2010)
– Coinsurance  over copayment
– Premium contribution differentials
– Tiered networks



Care management programs
• Utilization management 

– Prior authorization and other programs to decrease utilization of 
overused discretionary procedures

• Case management
– Nurses working with patients and treating physicians to meet 

current needs and prevent future illness
• Disease management 

– Largely telephonic programs to increase evidence based care 
delivered to those with chronic diseases

• Gap in care programs
– Software identifies when evidence based practice is not followed

• Preference sensitive care programs
– Patients given education to help them make decisions more 

concordant with their personal values
• Information Therapy

– On line libraries and decision tools

These are usually performed by health plans, but 
can be performed by other vendors or providers.



Wellness programs
• Coaching

– To increase healthy lifestyle behaviors
– Usually telephonic; occasionally on-line or face-to-face
– Risk segmentation is critical
– Metanalyses suggest positive return on investment*; 

however, there is substantial publication bias. 

• Exercise Programs
– Often include pedometers or accelerometers
– Can include social networking elements

* Baicker, K Cutler, D, Song Z “Workplace Wellness Programs Can Generate Savings” Health 
Affairs, February 2010; 29(2): 304-311. 



Incentive programs 
Targeted Behaviors

– Health risk assessment
– Biometrics
– Program enrollment
– Program completion
– Preventive services
– Biometric outcomes

Incentives Offered 
• Contribution difference

– Can change only once a year at open 
enrollment

– Tax advantaged
• Deposit into “health account”

– Can be offered multiple times annually; adds 
complexity

– More valued by employees than contribution 
differential

– Tax advantaged
• Consumer goods or gift cards

– Reward can be offered at any time (greater 
immediacy)

– More valued by employees than account or 
payroll changes

• Sweepstakes
– Can create positive team environment, 

especially for competitive employees
– Highly valued by employees

Eligibility for incentives
• Eligible

– Management and staff  
– Spouses and domestic partners

• Not eligible
– Employees who do not participate in 

company-sponsored health plan*
– Dependents
– Retirees
– COBRA

The most effective incentives have immediacy, 
are separately identifiable, appeal to sense of 
luxury and are communicated effectively and 
often. Penalties gain more attention than 
rewards, but also can lead to employee 
discontent



Provider- focused efforts

• Pay for Performance
• Patient-Centered Medical Homes
• Bundled Payments
• Accountable Care Organizations
• Employer collaboratives to promote delivery system 

reform

Most employers feel that they don’t have enough sway 
to matter, and delegate this to their health plans



Measurement

• Focus is usually on “return on investment”
– CFOs tend to like return that is front-loaded, and that is 

easily quantifiable 
– Medical claims savings are preferred to productivity 

improvement
• Literature, including published literature, is rife with 

methodologic errors
– Selection bias
– Regression to the mean
– Publication bias

• Most evaluations are simulations – they do not show 
actual cost savings



Critical elements which influence 
employer program success

• Senior leadership sponsorship
• Fit to organizational culture
• Communication
• Effective program!

– Identification
– Enrollment
– Intervention
– Measurement



Projection: The future of medical benefits

• Low wage, high turnover positions
– Employers likely to pay penalties and have employees go to 

the exchanges in 2014 and beyond 

• Knowledge worker
– Increased self-care options
– Tech enablement
– More financial “risk”

• High wage, low turnover
– Account based health plan for wealth accumulation

All workers are likely to face decreasing value of the health 
insurance benefit  and increasing personal share of cost of 
health care 



Projection: The future of employer-based 
health programs

• Work-site programs with low investment likely to 
remain attractive

• More rigorous measurement likely to show 
disappointing ‘return on investment’ results on 
expensive intervention programs
– Most well-executed health care programs have a favorable price 

per quality adjusted life year saved – they don’t actually save
money

• Incentive programs likely to continue to be important
– Funding often comes from enrollees

• Technology could lower cost per intervention and 
make these programs cost-effective

• Employers likely to be more circumspect in their 
investments and expectations in coming years



Appendix Slides



Slide 31

Wal-Mart, Fall 2005

1. Realign eligibility requirements for health insurance
2. Decrease cross-subsidization of spouses
3. Give Associates more information about how to use healthcare 

and health insurance
4. Lower company-paid life insurance coverage levels
5. Capture savings from current initiatives to improve labor 

productivity
6. Add a combination of best practice care-management 

programs
7. Further develop high-performance provider (e.g., doctors, 

hospitals) networks,
8. Offer Associates bundles of other benefits (e.g., paid time off,

education, discount card) from which to choose.
9. Continue to explore adding health clinics in stores.

Employers

http://www.nytimes.com/packages/pdf/business/26walmart.pdf



Slide 32

Wal-Mart, Fall 2005
Redesign benefits and other aspects of the Associate experience, such as 

job design, to attract a healthier, more productive workforce.  Given the 
significant savings from even a small improvement in the health of our 
Associate base, Wal-Mart should seek to attract a healthier workforce. 

The first recommendation in this section, moving all Associates to 
consumer-driven health plans, will help achieve this goal because 
these plans are more attractive to healthier Associates. The team is 
also considering additional initiatives to support this objective, 
including:

Design all jobs to include some physical activity (e.g., all cashiers do
some cart gathering);

Offer savings via the Discount Card on healthy foods (e.g., fruits and
vegetables);

Offer benefits that appeal to healthy Associates (e.g., an education offering 
targeted at students).

A healthier workforce will lead to lower health insurance costs, lower
absenteeism through fewer sick days, and higher productivity

Chambers, S Internal Memo, 10/25/05  
http://www.nytimes.com/packages/pdf/business/26walmart.pdf

Employers
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