
believe simply that if all Americans
adopted healthier lifestyles, health care
costs would decrease as people required
less medical care. It is clear that there is
no agreement on a single solution to
health care’s mounting price tag.

While the national debate on health
care reform will likely rage on in the fore-
seeable future, employers are beginning
to recognize that there are proactive steps
they can take to curb escalating health
care expenditures within their own or-
ganization. Understandably, the growing
cost of health coverage is felt differently
depending on the size of the company
and whether the employer has promised
to provide health benefits to its retirees.
Consumer-directed health care alterna-
tives such as health savings accounts
(HSAs) and high-deductible health plans,
by themselves, fall short of providing nec-
essary relief to employers. It is becoming
increasingly apparent to employers that
such plans need to work in tandem with
wellness and health promotion programs
to motivate employees as well as guide
them to high-quality providers and health
management information.

The “Real” Cost of Health Care
and the Undisputed Problem

A recent comprehensive report by the
McKinsey Global Institute, a private eco-
nomic think tank, found that the United
States spends more of its wealth and re-
sources on health care than any other ad-
vanced country (such as the United King-
dom and Germany), and that share is
sharply rising. In 2005, the United States
spent $1.9 trillion (or 16%) of its gross do-
mestic product on health care. Even after
adjusting for its higher per capita income
levels, the United States spends approxi-
mately $477 billion (or $1,645 per person)
more on health care than peer countries.1

Despite these higher costs, the report in-
dicates that the United States does not
deliver objectively better quality or access
for its citizens as a whole relative to other
developed countries.

The McKinsey report also finds that
most components of the U.S. health care
system are priced higher, such as admin-
istrative expenses, drugs and physicians’
compensation.

With the cost of health insurance out-

After more than a decade of relative
inaction, the issue of health care
reform has once again taken cen-

ter stage. After the collapse of the Clinton
health plan in the early 1990s, politicians
largely avoided any meaningful reform
efforts for some time. This public policy
issue is now getting the attention of legis-
latures at both the federal and state levels.
This is due, at least in part, to the ever-es-
calating cost of health care premiums
that largely falls on employers, resulting
in increased cost-shifting to employees;
the dramatic increase in the number of
people uninsured or dependent on Med-
icaid; and the strain that skyrocketing,
uncompensated care costs place on state
and federal budgets.

While government officials and policy
makers largely agree that health care
costs must be controlled, there is wide
disagreement as to the best ways to ad-
dress rapidly rising health spending and
health insurance premiums. There are
those who favor price controls and im-
posing strict budgets on health care
spending. Others believe that a market-
based approach is most favorable. Some
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With health care costs consistently increasing and the uninsured and underinsured population on the rise, proposals to reform 
the ailing U.S. health care system have attracted the public’s attention. Policy makers at federal and state levels offer competing
solutions for consideration. This article examines some of the noteworthy health care reform proposals and assesses the likelihood
of reaching consensus on a solution to this mounting national crisis. In addition, the article explores employer initiatives, such as
health risk appraisals and programs to manage chronic conditions. It appears that effective program designs revolve around
strategies to engage employees in healthier lifestyles, identify appropriate and cost-effective intervention delivery based on the size
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pacing inflation and wage increases,
more employers are opting out of the
market. In addition, there is an employ-
ment trend toward service-oriented jobs
that are less likely to offer health benefits
to workers. This leaves more Americans
without access to group health insurance.
Also, family incomes have not kept pace
with health care inflation, putting indi-
vidual coverage out of reach for most low-
to-middle-income families.

A Summary of Proposed
Solutions and Their

Shortcomings
President Bush’s Proposal

President George W. Bush’s proposal
avoids any effort at sweeping reform, fo-
cusing instead on reforming the Tax Code
to make health insurance more affordable
for individuals and small businesses. The
president proposes ending the tax de-
ductibility of employer-provided health
insurance and replacing it with a stan-
dard deduction. That would, in theory,
give individuals who purchase their own
policies the same tax treatment as those
workers with employer-provided health
coverage. If adopted, the president’s plan
would go into effect January 1, 2009.

Those who favor aspects of the presi-
dent’s proposal argue that it would have a
significant psychological effect because it
would make health care choices more
transparent. Employees would see their
employers’ contributions to their health
insurance on their W-2 statements, along
with their wages. Thus, the trade-off be-
tween wages and benefits would be more
evident, thereby leading employees to
make better health care choices.2 However,
one of the key criticisms of the Bush pro-
posal is that it simply shifts the burden of
health care from employers and govern-
ment to individuals and families without
dealing with the rampant cost growth in
the health care industry. Another key point
raised by critics is that while the presi-
dent’s proposal promotes the tax deduc-
tion as an incentive for the uninsured to
purchase coverage, it is not likely to help.
This is because a tax deduction is useful
only if an individual earns enough to pay
income taxes. Ironically, many of the unin-
sured pay little or no income taxes.

Consumer-Driven Health Plans

The response of some employers to

purchase of health insurance for small
businesses and for individuals without
access to employer-sponsored insurance.

Several states, including Massachu-
setts, California and Illinois, are coming
up with new ideas to expand coverage.
Some of these state efforts are character-
ized as comprehensive because they at-
tempt to reach near-universal coverage
while other states are moving ahead with
incremental approaches such as provid-
ing universal coverage for especially vul-
nerable populations like children.

Proposals in states like Massachusetts
and California would require all residents
to have health insurance. The soon-to-be
enacted law in Massachusetts would re-
quire employers with 11 or more employ-
ees to provide coverage or pay the state a
surcharge for every uninsured worker.
This law would also require individuals
to purchase coverage with available sub-
sidies. Following the lead of Massachu-
setts, California’s governor also proposed
a plan for universal health care. Under
the plan, employers that do not provide
health coverage will be required to pay
4% of their payroll into a government
health insurance fund. In addition, to
align state tax laws with federal laws, the
California plan would also allow citizens
to make pretax contributions to HSAs.

Illinois recently adopted less compre-
hensive legislation; however, the law still
represents a significant change in policy.
In January 2007, Illinois passed the Cover-
ing All Kids Health Insurance Act, which
makes insurance coverage available to all
uninsured children in the state. Under
this measure, coverage will be available to
any child residing in the state who is
uninsured for 12 months or more, with
the cost to the family determined on a
sliding-scale basis.

Although the efforts of individual
states in reforming health care have been
largely well received, there is the criti-
cism that this issue requires a national
solution and not piecemeal “fixes” in a
handful of states. In addition, many ar-
gue that the “Massachusetts model” of
universal coverage would be difficult to
replicate in other states because Massa-
chusetts has relatively fewer uninsured,
lower income people than most states.
Further, at this early stage, there is not
yet enough data to predict whether the
Massachusetts health care plan will ulti-
mately be successful.

alarming increases in health care costs
has been to shift toward consumer-driven
health plans. Consumer-driven health
care initiatives are arguably the most
noteworthy development in health insur-
ance since the widespread adoption of
managed care models in the 1980s. Such
plans include vehicles such as flexible
spending arrangements (FSAs), health
reimbursement arrangements (HRAs)
and health savings accounts (HSAs).
These plans are designed to give individ-
uals more choices and more control over
the money being used to purchase health
care, and thereby encourage individuals
to be value-conscious consumers in the
health care marketplace. The implemen-
tation of consumer-driven health plan
initiatives is often looked upon as a
“shared responsibility” strategy that pro-
motes healthy lifestyles, quality care and
efficient purchasing of medical care.

With respect to the most high-profile
of consumer-driven health plan initia-
tives, many health policy advocates are
largely distrustful of the growth of HSAs.
The fundamental problem with HSAs
may be that these plans do not pay any-
thing until a covered individual has paid a
large deductible. Some HSAs pay for basic
preventive care, such as annual physicals
and mammograms, but others do not. Of
notable concern is the very real risk that
individuals and families are likely to delay
or avoid seeking care when they are faced
with paying for care before the deductible
is met. In addition, early research sug-
gests that healthier and wealthier individ-
uals are more likely to purchase high-
deductible health plans than their coun-
terparts. This is because individuals and
families in higher tax brackets, especially
those who are healthy, can benefit most
from this method to save for medical ex-
penses with pretax dollars.3

State Initiatives

Many state policy leaders, frustrated
by the lack of adequate federal action in
enacting meaningful health care reform,
have taken the lead in this area, resulting
in a growing trend toward health care re-
form at the state level. State initiatives
present a variety of approaches, including
new mechanisms to subsidize coverage
for low-income individuals and families,
new variations on employer and personal
responsibility for health insurance cover-
age, and unique strategies to facilitate the



Employer Initiatives
Promoting Corporate Health Care

While most companies and business
leaders are monitoring the various health
care reform efforts with great interest,
they recognize that a comprehensive so-
lution is far from near. Thus, most are tak-
ing unique and meaningful action of their
own. It is becoming apparent that adopt-
ing consumer-directed health plans is
only one step toward curbing health care
cost increases for employers. Though em-
ployers may offer these plans, so far em-
ployees are not necessarily scrambling to
enroll in them. The appetite for con-
sumer-directed health plans appears lim-
ited, at least for now. Only about 4% of
American workers with health benefits
were enrolled in such plans in 2006, a rate
virtually unchanged from 2005.4 What is
becoming important is to fill in the miss-
ing pieces of quality, health management
and education to make these plans more
attractive to employees.

According to a recent survey by the
National Business Group on Health and
Watson Wyatt Worldwide, companies
most effective at controlling costs have
undertaken programs that involve qual-
ity, health improvement and productivity,
and the appropriate use of health care
services. The better performers among
the companies covered in the survey of-
fered competitive financial incentives to
encourage employee education and par-
ticipation and also were more apt to ef-
fectively deliver health care information.5

The employers found to be the most suc-
cessful at controlling cost increases in the
survey are implementing a variety of pro-
grams to encourage consumerism, rather
than relying solely on high-deductible or
account-based health plans.

Employer interest in introducing
health promotion or disease manage-
ment programs can be somewhat daunt-
ing because such efforts usually require
meaningful changes in attitudes and be-
haviors in order to be effective. Of course,
behavior changes are voluntary and often
entail determination and discipline. In
order to promote such positive changes,
astute employers are using both educa-
tion and a system of incentives to moti-
vate employees. Employers have recog-
nized that education alone, while an
important first step, motivates only a
small number of individuals to take ac-

unique approach to disease management
that yielded promising results. The em-
ployer identified and invited 2,000 of its
employees, dependents and retirees to
participate in disease management pro-
grams to better control their diabetes, hy-
pertension and coronary artery disease.
The difference in the approach was that
the group was approached not through
the traditional “cold-call” process but
rather through established, trusted pri-
mary care clinicians delivering care at the
workplace. The result of this approach
demonstrated an encouraging 75% en-
rollment rate compared to the typical rate
of about 25% using conventional enroll-
ment methods.7 Thus, there is evidence
that “high-touch” methods for recruit-
ment to care management programs can
be worth the investment and provide ad-
ditional benefits to employers.

Another employer, a large mailing
equipment and business services com-
pany, launched changes that place a great
emphasis on preventive medicine. The
company invested significant dollars in
offering incentives for employees and
their dependents to take better care of
themselves. The company began analyz-
ing and rating the performance of doc-
tors, eventually whittling its provider net-
work to the most cost-efficient ones.
Patients who saw doctors in this network
had much lower premiums. Further, by
providing access to health clinics, exer-
cise and other wellness programs as well
as low cost or free drugs for patients with
certain types of chronic conditions, the
employer reduced its annual cost in-
creases to the low single digits over the
past several years while double-digit per-
centage increases are the norm for its
competitors.

In another initiative, a Chicago-based
coalition of employers is coordinating a
one-year program to combat years of ris-
ing copayments and deductibles for pre-
scription pharmaceuticals by choosing to
pay for diabetes drugs and consultations.
The thinking is that cost-shifting to em-
ployees by itself will not change behav-
iors; rather, a change is required in the
way employees manage their own health.
By waiving copayments and coinsurance,
employers that are part of Chicago’s coali-
tion program are hoping that individuals
will take better care of themselves and
avoid costly hospitalizations. In addition,
participants will be matched up with

tion. Often stronger motivational forces
are necessary—This is where incentives
come into play. Incentive rewards can 
be tangible or intangible. Tangible re-
wards can include cash, prizes or avoid-
ance of costs (such as reduced cost of the
employee portion of health care pre-
miums or reduced deductibles and co-
payments).6 Intangible rewards include
recognition, personal challenges and ap-
proval by peers.

Various Employer Strategies

One wellness approach taken by lead-
ing employers is to place a tremendous
emphasis on getting employees to com-
plete health risk assessments. These em-
ployers realized that, when effectively
communicated and supported with in-
centives, health risk assessments can be a
reliable and valuable mechanism to en-
gage and educate employees to improve
their health status and wellness initia-
tives. Other health promotion strategies
include attendance at onsite education
seminars about topics such as nutrition
and stress management; adherence to
prescribed exercise or nutritional regi-
mens; and participation in smoking ces-
sation, weight loss or similar initiatives.

There are those employers that are
working with their health plans to inte-
grate onsite health centers with care
management. Although worksite health
centers are not a novel idea, integrating
with them may become the newest ser-
vice offered by health insurers. Some
large self-insured employers are request-
ing managed care organizations that ad-
minister health plans to integrate these
centers into medical, disease-manage-
ment and wellness management pro-
grams—and in some cases, even to man-
age the centers themselves. A recent
trend seems to be a willingness on the
part of several health insurers to integrate
health centers into overall benefit plans.
At the heart of this process is evaluation
with employers of how these facilities can
be integrated to direct employees to avail-
able programs, such as disease manage-
ment or health coaching services, or help
them reduce health risks or better man-
age chronic conditions. Employees are
being encouraged to use these centers
because they are operated as another ele-
ment in the provider network.

One large employer with an estab-
lished onsite medical center took a
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pharmacists for private consultations,
with the pharmacist acting as an educa-
tor and motivator, ensuring that patients
follow their physicians’ orders and under-
stand how to manage and monitor their
diabetes and medications. The hope, of
course, is that through the treatment, ed-
ucation and motivation provided by this
program, participants will dramatically
improve their health while positively im-
pacting employer health care costs. If
successful, this model could then be ap-
plied to almost any condition in which
medication compliance is a key factor in
improving health and quality of life, such
as asthma, arthritis and depression.

HIPAA Wellness Program
Regulations

Applicable law generally prohibits
group health plans from charging simi-
larly situated individuals different premi-
ums or contributions or imposing differ-
ent deductible, copayment or other cost-
sharing requirements based on a health
factor. However, there is an exception un-
der the regulations recently finalized un-
der the Health Insurance Portability and
Accountability Act of 1996 (HIPAA), de-
scribing how wellness programs may be
designed to meet legal requirements.8

Employers should use caution to en-
sure that reward structures under a well-
ness program that are based on health
factors meet the basic requirements con-
tained in the regulations, which include
limiting the amount of the reward, rea-
sonably designing the program to pro-
mote health or prevent disease, making
the reward available to all “similarly situ-
ated” individuals, allowing for at least
once-a-year qualification for the reward
and making minimum plan disclosures.
In addition, it is important to make sure
that privacy concerns are adequately ad-
dressed. This includes practices such as
having the wellness program administra-
tor send the names of those who qualify
for the reward or incentive to the em-
ployer’s payroll department without list-
ing the reasons why other employees do
not qualify; mailing individual health as-
sessments results to the employees’
homes rather than the workplace; and
having the employer receive only aggre-
gate numbers that may highlight general

small alike, that are truly committed to
transforming their approach by leverag-
ing health care consumerism, there is
ample evidence of successful outcomes.
When structured properly, health promo-
tion can be a “win-win proposition”—
Employees receive rewards and improve
their health and quality of life. In turn,
over time the employer recognizes a re-
duction in overall health care costs or at
least a reduction in rapidly escalating
health care costs. B&C
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health problems within a workforce
rather than individualized health data.

Planning Considerations

Success with incentives and wellness
programs, in general, has a great deal to
do with the culture of a company, the re-
lated benefits structure and the type of
employees covered by the program. Un-
derstandably, there is no “one-size-fits-
all” solution. Due to the lag in health cost
savings attributable to claims avoidance
as a result of achieving a healthier em-
ployee population, most programs take
several years to develop a positive return
on the investment of having offered 
incentive rewards. As a result, employers
generally must be willing to design such
programs with a multiyear horizon,
spreading incentives, program costs and
expected savings over several years.9

While the provision of health fitness
centers and the like are not feasible op-
tions for smaller employers, they too can
promote healthy lifestyles to their work-
forces. For instance, by working with 
insurance carriers and offering “lifestyle
modification programs” for smoking ces-
sation, alcohol moderation, weight re-
duction and diabetes, and blood pressure
and cholesterol management, small 
employers can save substantial dollars 
on the cost of annual health care pre-
mium increases that would otherwise be
charged by carriers.

The renewed focus on the health care
crisis in the United States will contribute
to a robust national debate and poten-
tially a more broad-based solution to the
overall problem. In the interim, there are
steps proactive employers can take with a
view toward longer term cost-contain-
ment strategies. For employers, large and
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