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Executive Summary
The question of the future of America's employment-based system of
health care has been the subject of constant discussion ever since the passage
of the Patient Protection and Affordable Care Act (the Affordable Care Act
or ACA) in 2010. Some believe that employers may, in fact, continue to
absorb increases in the cost of health care and greater regulatory burdens no
matter how great they might become. Others, including financial analysts
and even some principal architects of the Affordable Care Act, see the
collapse of the employment-based system as inevitable. 1
What this paper seeks to convey is the thinking of those in America's
largest corporations who are primarily responsible for making decisions
and setting long-term strategies regarding employee health care, namely
Chief Human Resource Officers or CHROs. In the structure of a typical
large corporation, the company's CHRO is a member of the senior
management team and, among other things, directly accountable to both
that team and the Board of Directors for the company's health care
strategy. A CHRO is typically supported by compensation and benefits
executives, as well as the staff of the benefits organization and outside
consultants.
The source material for this paper comes primarily from surveys and
in-depth interviews of CHROs conducted by HR Policy Association, an
organization of the most senior human resource executives of more than
360 large employers employing more than 10 million people in the United
States. Simply said, this paper reflects the thinking of the most senior
executives responsible for health care benefits policy in America's largest
corporations.
Large employers have used self-insured plans to provide health care to
their employees and dependents as well as retirees for decades. The
CHROs for these companies view healthy employees as essential to a
productive and competitive workforce; they also recognize that health care
is the most valued benefit in compensation packages. At the same time,
the cost of health care continues to escalate despite vigorous public and
private efforts to rein in its costs. This, in turn, is causing large employers
to not only question the long-term viability of the current system of
employment-based care, but also to begin moving towards alternative
health care delivery methods.
Among the options being either utilized or considered are highdeductible Consumer Directed Health Plans, with nearly three-fourths of
the surveyed large employers either offering active employees a CDHP or
planning to do so in the near future. These offerings could constitute
either one of several alternatives, or the only option available. Private
exchanges, already well established for retirees, are now receiving very
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strong interest among large employers, with more than 60 percent of the
surveyed companies ready to move to a private exchange if their criteria
can be met. However, very few employers thus far have moved to private
exchanges because their capacity has not yet been proven nor their value
proposition established. In addition, nearly 25 percent of large employers
are exploring the merits of moving employees to public exchanges, but
few have moved in that direction thus far. However, 60 percent would
prefer the option of using the same health care delivery system for their
employees that Members of Congress have established for themselves,
giving employees a subsidy to purchase health care in the public
exchanges.
What is not particularly attractive to large employers is a single-payer
system. The rollout of the Affordable Care Act demonstrated the
difficulty the federal government has putting together a program covering
only eight million people so far. A single-payer system, in contrast, would
need to cover 248 million non-elderly Americans. 2
The delivery of health care has always been a complicated proposition
for large employers. The regulatory environment created by the
Affordable Care Act has made those delivery systems even more
complicated and the planning of long-term strategies problematic. Large
employers, therefore, are searching for a system or systems that would
enable the administrative responsibility for health care to be moved to
those not only skilled in the operation of such systems, but with the
capacity to provide quality care at affordable prices. This search is not
something confined to the benefits staffs of large companies; the issue has
become sufficiently great that it now has the full attention of senior
management and Boards of Directors.

2

The Perspective of CHROs on the Current U.S. Health
Care System
One of the issues of greatest concern today to CHROs of large
companies is the cost of employer-provided care and the potential future
directions of those costs. Employer-provided care has been the backbone
of the American health care system, and employers have been the
foundation of that system, for more than six decades. Today, employers
spend more than $578.6 billion annually providing health care to
employees, the dependents of their employees, and retirees. 3 They see
healthy employees as essential to a productive and competitive workforce.
In addition, most employers consider quality care as a key element of
employee compensation packages as well as a tool to attract and retain a
quality workforce. Employees, in turn, value the coverage they receive
through their employer. A recent survey found that 67 percent of
Americans consider their health plan to be excellent or very good, and 76
percent value the health plan as the most important benefit provided by
their employer. 4
The nation's traditional system of employer-provided care, however, is
facing significant challenges. As discussed in detail in a previous study
published by the American Health Policy Institute, "The Cost of the
Affordable Care Act to Large Employers," the passage of the ACA has
imposed new and additional costs on employers who offer health care to
employees. This trend is particularly worrisome to employers who today are
providing health care for 170 million Americans and trying to figure out how
best to deal with the reality that health care costs rise on average 3.5 percent
annually. 5 For the past three decades, employers have sought to control
those costs and have invested considerable time and resources in doing so.
Passage of the Affordable Care Act was a seminal event for large
employers, and it has caused them to take an even greater review of their
health care cost trends, the factors behind those trends, and their future role
in health care. Significantly, what was once the preserve of senior benefits
executives in large corporations now has the full attention of the company's
senior management and its Board of Directors.
CHROs see the excessive cost of the current U.S. health care
marketplace relative to other nations as creating a significant headwind that
is adversely impacting U.S. economic and job growth for companies outside
the health care sector. They also see the uncertainties surrounding health
care and other key policy topics adding to the drag on U.S. economic and
employment growth. It is important to remember that many of the CHROs
of America's large employers have a global perspective on health care
delivery systems and, as such, these companies have firsthand knowledge of
the health care systems of other industrialized nations and how costs and
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delivery systems compare. For example, the companies in the Standard &
Poor index derive 47 percent of their income from operations outside the
United States. 6 They understand the consequences of U.S. health care costs
being about twice as high as the 10 most costly first-world countries, and
about 13 times higher than the countries that provide the bulk of U.S.
manufacturing imports. 7 See Chart 1 below.
Chart 1

For the past two decades, employers have tried a variety of initiatives
to reduce the rate of growth in the cost of employer-sponsored care.
Those efforts have included HMOs, preferred provider networks (PPOs),
centers of excellence, prescription drug formularies, wellness programs,
and most recently high-deductible consumer-directed health care plans
(CDHPs). In addition, a small number of employers have moved or are
beginning to move to private exchanges, while others are setting up their
own health care systems inside their companies. While all these efforts
have reduced costs to some degree, few have demonstrated definitively
that they can address the long-term cost issues faced by the majority of
large employers.
The more successful efforts are typically the result of a very large
employer or group of large employers dominant in a specific geographic
area combining purchasing power to influence the area's health care
marketplace. However, there are 388 metropolitan areas in the United
States, and for multi-state employers with large numbers of employees
spread out in relatively small increments throughout the United States, it is
difficult to replicate these local efforts on a national basis. 8 Most large
multi-state employers, therefore, prefer a single vendor with the capacity
to provide a solution that applies to all their employees wherever they are
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located. Overshadowing all these cost control efforts is the Affordable
Care Act. The provisions and regulatory structure of the Act have made
dealing with health care costs even more difficult for many employers.
In a 2014 health care survey, HR Policy Association members were
asked whether they agreed or disagreed with the statement, "My company
will continue to offer health care coverage for the foreseeable future
regardless of what most other large employers do." Only fifty percent
agreed. There were 16 percent disagreeing, with the remainder saying that
they did not have an opinion, which means that they are keeping their
options open. (Chart 2) Thus, only half the employers surveyed indicated
they were still wedded to the status quo of employer-provided care. That
question was not asked 10 years ago because in 2004 it was not a major
concern.
Chart 2
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Impact of the Affordable Care Act on EmployerProvided Care
In discussing the Affordable Care Act and its impact on larger
employers, it is important to bear in mind that reform of the American
health care system has been a priority for large employers for more than
three decades. Large employers had issues with the cost of health care for
years before the ACA was enacted, and they continue to have issues with
it today. 9 What large employers have been searching for is a legal and
regulatory structure that will incentivize the creation of a health care
system capable of controlling costs, improving efficiency and value, and
increasing overall quality, all of which would ensure a competitive
workforce. That type of system was not in place before passage of the
Affordable Care Act, and it has not been achieved as a result of its
passage. Therefore, it must be assumed that large employers will continue
to be actively involved in discussions of changes in law and regulatory
policy to improve our health care system and its ability to provide high
quality, affordable coverage.
With respect to the intent of the Affordable Care Act, many large
employers view health care reform as not only a moral obligation to
address the problem of the uninsured, but as an economic imperative if
America is going to compete effectively in a global economy. 10 Leading
up to the enactment of the Affordable Care Act, they were hopeful that it
would move the nation in both directions. 11
However, the law as enacted increases access to a troubled system
while failing to make meaningful reforms of that system. For example,
while the ACA could help to reduce employer costs by mitigating cost
shifting from the uninsured, these savings are being more than offset by
increased cost shifting from the expanded Medicaid program and cuts to
Medicare provider payments—a net $20 billion increase on employers. 12
In addition, new federal requirements on benefit design and eligibility,
additional taxes and fees, and costly new regulations are further adding to
employer costs. 13 For example, as shown in the chart below, the 2014 HR
Policy Association survey shows that while health care costs will remain
the same for five percent of the respondents, they will be going up for 90
percent of the respondents with nearly 50 percent in the zero to five
percent range. See Chart 3 below.
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Chart 3

The 2014 survey provides clear insights into the thinking of large
employers regarding the Affordable Care Act. When asked whether they
agreed or disagreed with the statement, "The ACA will help my company
more effectively control health care costs," (Chart 4) only six percent
agreed, while 82 percent disagreed. The same sentiment was expressed
when asked whether they agreed or disagreed with the statement, "The
ACA is improving the efficiency of the health care delivery system."
(Chart 5) Again, only five percent agreed and 82 percent disagreed.
Chart 4

Chart 5
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The survey then asked these CHROs whether they agreed or disagreed
with the statement, "The ACA will make it more difficult for my company
to control health care costs." A majority agreed (63 percent) and only 15
percent disagreed. Similarly, for the statement, "The ACA will ultimately
make the U.S. health system better," only 15 percent agreed and 60
percent disagreed. See Charts 6 and 7 below.
Chart 6

Chart 7

Large employers see two major failings with respect to the ACA.
First, it lacks strong provider payment reform measures, thus continuing
the American system of placing a higher priority on health care
transactions than on wellness. Second, it does not establish the necessary
transparency mechanisms to enable consumers, including employers who
pay billions of dollars for health care for their employees, to understand
and address the factors driving those costs.
When asked which of the Affordable Care Act's provisions they found
most troubling, 85 percent responded "Increasing access to the health care
system without making significant improvements in the efficiency and
affordability of that system." The second-highest ranking concern at 75
percent was "Limitations on employer flexibility to design cost effective
health care programs." (Chart 8)
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Chart 8

This second concern, limiting the flexibility of employers to address
health care costs, is a significant driver of the post-ACA thinking of large
employers. Since 1993, health care costs have risen at almost twice the
rate of inflation. 14 (Chart 9) For most large employers, bringing medical
inflation trends in line with overall trends in inflation is the "Holy Grail,"
because it would mean that that health care costs have finally been brought
under control.
Chart 9
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If the strong majority of large employers believe the ACA has reduced
their ability to control costs, then for them continuing to deliver health
care using traditional methods would no longer be either attractive or
prudent. And with medical cost trends continuing to exceed the rate of
inflation and the Affordable Care Act in part driving those cost trends,
employers are asking themselves what other ways are or would be
available to control their health care costs both under existing law and a
changed law.
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New Strategies Being Considered by Large Employers
Most large employers are self-insured. That is, they do not purchase
policies from a health insurance carrier. Rather, they assume direct
financial responsibility for the cost of the enrollees' health medical claims.
The employer typically contracts with a third-party administrator to
provide the administrative support for this function, and large insurance
companies typically provide these kinds of services. To protect
themselves against very large claims and limit liability, self-insured
employers often purchase stop-loss coverage from an insurer. But selfinsured employers do not pay insurance premiums; they pay the bills
presented to them by the health care system for services rendered using a
variety of outside health care service providers.
The outsourcing of health care administrative functions is part of an
overall trend in human resources to move routine HR administration
functions to vendors skilled in providing such services, and that trend
continues to grow and expand. Recent examples include the virtually
complete outsourcing of health care benefit administration associated with
Medicare retiree exchanges and the newly emerging private exchanges for
active employees. These approaches go beyond simply outsourcing the
mechanical aspect of these administrative functions; they often hand over
virtually every aspect of benefit design and administration to outside
parties.
There are sound reasons for this trend. For most companies, the
administration of health care programs is not part of their core
competency. They are not in business to manage health care programs
which for some companies involves hundreds of millions, if not billions of
dollars. And with the growing complexity of health care and constantly
increasing regulatory demands, many employers believe they need to shift
the responsibility of health care administration to organizations that are far
more skilled in the field.
Thus, there has already been a long-term trend to move health care
administrative operations outside the four walls of an employer's business.
Passage of the Affordable Care Act may be accelerating that trend as
employers consider new pathways for delivering health care. A key
element of this new thinking is a change in the basic approach to health
care delivery. Health care has been delivered using a defined benefit
model for tens of millions of American employees for the past several
decades. However, because of the incentives put in place by the ACA and
the way the health care industry continues to operate, it appears that the
nation may be moving to a defined contribution model, a transition that
could take place during the coming decade. In a 2011 survey of CHROs
of HR Policy member companies, 36 percent reported they were giving
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serious consideration to moving to a defined contribution strategy. (Chart
10) If that question were asked again today, that figure may be far higher
based on inferences that can be made in the data described later in this
paper.
Chart 10

Even the U.S. Congress has moved to what appears to be very similar
to a defined contribution model. Today, Members of Congress and their
staffs purchase their health care through the public exchanges using
subsidies provided by their employer, the federal government.
Among the pathways employers are now considering include:
•
•
•
•
•

Consumer-directed health care plans;
Private exchanges;
Public exchanges;
In-house health care facilities; and
A single-payer health care system.

Consumer-Directed Health Care Plans
Consumer-Directed Health Care Plans (CDHPs) are perhaps the most
rapidly growly approach large employers are adopting. CDHPs can be
described as high-deductible health plans that are paired with personal health
care accounts used to help pay for medical expenses. These personal accounts
include health savings accounts, health reimbursement accounts and flexible
spending accounts. Large employers have increasingly turned to CDHPs in
part because they have consistently shown savings for those that adopt them,
especially, as many employers believe, when offered as the only alternative. In
addition, CDHPs provide employees more control over health care dollars and
give them more choice while increasing the responsibility and accountability of
both consumers and providers in health care purchasing. Under traditional
employer health care programs, consumers choose and receive coverage
through their employer plan, and a third party pays their claims. In these
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traditional programs, there is no reason for the consumer to be aware of or take
into account the cost of those services. In the 2014 HR Policy survey, 73
percent of respondents reported that they already were offering active
employees a CDHP or were planning to do so in the near future, either as one
of several alternatives or as the only alternative to traditional defined benefit
health care plans. (Chart 11)
Chart 11

This strong move among large employers towards CDHPs may be a
barometer of coming changes in employer-provided care towards defined
contribution approaches, because these plans put money in the pockets of
employees and then make these employees much more responsible for the
decisions regarding the way their health care is purchased.
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Private Exchanges
Large employers are increasingly looking at private exchanges to
provide health care for both retired and active employees. As the 2014
HR Policy Association survey found, among the factors drawing large
employers to private exchanges are:
• The potential to save money;
• The opportunity to reduce administrative and compliance burdens;
• Their ability to offer employees more choices of plans and
providers;
• Their compatibility with a defined contribution approach; and
• Savings potential for employees. (Chart 12)
Chart 12

Retiree Exchanges
While not all large employers offer health coverage to retirees, a
substantial number of those who do are increasingly considering private
exchanges for retirees both under the age of 65 and those over 65 and
therefore Medicare eligible. The primary focus has been on Medicare
eligible retirees. According to the 2014 HR Policy Association survey,
among those companies who offer medical benefits to retirees, 46 percent
either have already moved or are considering moving their post-65 retirees
to a private exchange. See Chart 13 below.
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Chart 13

Pre-65 retirees are also being addressed by large employers, and here
the HR Policy Association survey found that 22 percent of respondents
have already moved or are considering moving their pre-65 retirees to a
private exchange. (Chart 14)
Chart 14
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The reasons that these companies are moving in this direction are
many, but the advantage to retirees is that they have far greater choice.
Instead of a small number of options under the company plan, they can
choose from a broad range of offerings to tailor the coverage to their
particular needs. At the same time, the employer no longer maintains the
liability for its retiree medical expenses on its financial statements.
Exchanges for Active Employees
Since the Affordable Care Act was enacted, there has been considerable
discussion of private exchanges for active employees, and some employers
have already begun moving in that direction. The 2014 HR Policy
Association survey asked employers what would motivate them to consider
a significantly different approach to health care. A majority, 62 percent,
sought the capacity of multi-employer private exchanges able to offer the
same quality of health care but at a lower cost and with far less
administrative responsibilities for their companies. In addition, 77 percent
of the respondents said that they were either considering or had considered
private exchanges, while only 16 percent said that they had no interest in
private exchanges for active employees. (Chart 15)
Chart 15

In addition, the number of large employers considering private
exchanges for active employees appears to be growing. In the survey, 32
percent indicated that they were more attracted to private exchanges as a
coverage approach since just February of last year. (Chart 16)
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Chart 16

Despite the strong interest in private exchanges, most employers do not
yet see its value proposition or are otherwise reluctant to take this step.
Chart 15 above shows that only two percent of the respondents indicated
that they either have begun or will soon begin using a private exchange for
active employees. Those hesitating cite concerns that primarily relate to the
relative newness of the exchanges. In particular, the largest portion of
survey respondents that have not pursued a private exchange, 36 percent,
cited "Relative lack of experience and long-term data on exchange vendor
performance and results" as a reason for their reluctance. (Chart 17) Also,
these employers have not been persuaded by the financial analysis. They
fear that they would lose control over future hikes in their health care costs,
and they do not see the savings in moving to this delivery model.
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Chart 17

Other factors apply as well. Certain requirements of the ACA could
be problematic for private exchanges using a defined contribution funding
strategy for active employees and could ultimately make the exchanges
less feasible for large employers. Specifically, the ACA requires
employers to maintain "minimum value" employer-sponsored plans. This
requirement could force employers to continuously increase their
contribution and/or coverage to avoid penalties and could have the effect
of eventually discouraging private exchanges altogether. Most
significantly, neither federal law nor the regulations promulgated under
the ACA recognize private exchanges, and some employers may be
reluctant to move to these exchanges until such time as the rules governing
them have been clarified. 15 To date, Treasury has issued no guidance
related to private exchanges, and a number of issues remain outstanding,
including the need to define a “private welfare plan exchange” under
ERISA and clarifying that state insurance laws regulating self-insured
private exchanges are preempted by ERISA.

Public Exchanges
Another pathway large employers are considering to preserve employersponsored health care is participation in the ACA public exchanges. Large
employers support and want the public exchanges to become a viable
component of the American health care system, provided that those exchanges
prove a cost-effective vehicle for helping Americans find the coverage they
need. In fact, 23 percent of large employers responding to the HR Policy
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Association survey reported they are exploring the merits of enrolling some or
all of their employees in the public exchanges, while another 10 percent have
already started directing some part-time employees to enroll in the public
exchanges. (Chart 18)
Chart 18

Large employer interest in public exchanges is significant, but not
their top priority. When large employers were asked which of the
provisions they believe should be retained if Congress began serious
debate on amendments to the ACA, 45 percent listed public exchanges.
An even higher percentage, 66 percent, listed guaranteed access in the
individual market, which is an essential element of a viable exchange
system. See Chart 19 below.
Chart 19
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Under current law, private sector large employers who drop health care
coverage and cause their employees to seek coverage in the public
exchanges may be subject to penalties, and any subsidies they provide to
their employees to purchase public exchange coverage would be subject to
taxation. Still, when these employers were asked whether they were
interested in being able to treat their employees in the same manner that
some Members of Congress are now treating themselves and their own
employees, 63 percent indicated they wanted the same deal. (Chart 20)
Chart 20

Whether these employers would take advantage of that opportunity if
it were available to them is difficult to say at this time. It would depend in
part on how affordable the health care was in the public exchanges, how
accessible the exchanges will eventually become, and whether the
employers could be assured that their employees would receive good
coverage in the exchanges. At this time, with all the problems that have
occurred during the rollout, the public exchange option remains
problematic. Nevertheless, large employers are asking why they shouldn't
be treated in the same way as Congressional staff employees and small
employers are now treated. They would also like to be able to subsidize
the coverage their employees obtain through the public exchanges with
pre-tax dollars while employee premium contributions also continue to
receive tax-preferred treatment.

In-House Health Care Facilities
Another approach taken by some employers is to bypass all the various
administrative vendors in the health care system and build health care facilities
in-house. Such companies, for example, build their own imaging centers, hire
doctors and nurses to create their own primary care facilities, and have their
own pharmacy and wellness centers. In most fields outside of health care such
as automotive, transportation, consumer appliances, and information
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technology, an enormous reengineering process has been underway for decades
to improve customer experiences, lower costs and build far more efficient
operations. Large employers view major parts of the health care sector of the
economy as having resisted these transformations. In response, some have
decided to do the reengineering themselves. Experience has shown this
approach works best when an employer has a large number of employees
concentrated in relatively small area. However, while it has typically been
individual employers that utilize this model, there is a surprisingly strong
interest in collaboration that is now developing among employers as shown in
Chart 21 below. Such collaborations could potentially lead to joint efforts
being made in various metropolitan areas around the country.
Chart 21

Single-Payer Health Care
As the complexity, costs, and regulatory demands of the American
health care system continue to rise under the ACA, some large employers
have eyed the expansion of a single-payer health system as an alternative
to a defined benefit model. That said, support for single-payer health care
remains low. An issue for many large employers is the effect that
increased government intervention would have on the cost and efficiency
of the American health care system. When HR Policy Association asked
its members whether their companies were beginning to question the
viability of a market-based solution to America’s health care cost and
access issues, and whether they may at some point favor more government
intervention to address those problems, 62 percent of survey respondents
reported they disagreed with the idea while only nine percent said they
agreed with it. See Chart 22 below.
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Chart 22

When asked whether their company was firmly committed to a private
market-based solution to address such issues and generally opposed broad
government intervention, 53 percent of respondents agreed with the
sentiment, while only six percent disagreed. (Chart 23)
Chart 23

However, the remaining 41 percent of respondents to that same question stated
that they neither agreed nor disagreed, or they had no opinion on the matter. This
would suggest that despite widespread concern about broad government
intervention and the growing stress that the ACA is placing on America’s
employment-based health care system, some large employers have not
conclusively discounted the notion of a single-payer system as a means to provide
health care access for their employees.
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The Future of Employment-Based Health Care
All of the above begs a question regarding the long-term viability of
America's employment-based system of health care. In the HR Policy
Association survey, respondents were asked whether they agreed or disagreed
with the following statement, "The ACA has caused us to question the longterm viability of the employment-based system of health care." Nearly twothirds, 62 percent, agreed with the statement. See Chart 24 below.
Chart 24

This shows that despite all of the costs and all of the recent turmoil in
the system, most large employers remain committed to the employerbased system for now. Nevertheless, this current attitude could change in
the months ahead. The American Health Policy Institute did a recent
study showing that the ACA will impose marginal costs of $4,800 to
$5,900 per employee of large companies over the next decade. Another
study, by S&P Capital, showed that employers could save $700 billion
over the next decade if they were to drop coverage. 16 Numbers like these
suggest that employers may be reconsidering their approach.
Large employers see the current health care environment as being in
flux. They see the ACA transforming the way health care is delivered in
the United States, and the significant instability in the health care
marketplace is making long-term strategic decision making problematic.
Given this uncertainty, large employers have a strong interest in figuring
out how best to provide health care to their employees in the current
environment and which alternative approaches will work best in the
emerging new world of health care.
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