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Examining health benefits from a strategic perspective of “what matters most” can help employers and 
employees alike make better choices. That was the advice provided by two nationally known leaders in 
examining the impact of health benefits on companies and their employees on May 4 at The Alliance’s 
Annual Seminar: Getting Serious About Health Strategy. 

Dee W. Edington, Ph.D., is director of the University of Michigan Health Management Research 
Center; professor and research scientist at the University of Michigan; and the author of Zero Trends: 
Health as a Serious Economic Strategy. 

Wendy D. Lynch, Ph.D., is research director at the Health as Human Capital Foundation; founder of 
Lynch Consulting; and author of Aligning Incentives, Information, and Choice.

A Workplace Focus
A strategic approach to workplace wellness runs counter to the approach traditionally taken by the 
medical profession, which relies on a “sickness model” that waits for defects to occur and then  
attempts to fix them. Employers sometimes respond by focusing on individual diseases or risk factors 
within the workforce. 

Instead, Edington 
advises employers to 
examine the “risk 
transitions” likely to 
occur within the 
workforce by dividing 
employees into groups 
based on risk.  On 
average, roughly 
65 percent will be 
classified as low risk; 
24 percent as medium 
risk; and 11 percent as high risk. Typically, the workforce flows toward higher risk as it ages. Reducing or 
avoiding employee health risks produces measurable savings (see box, above). 

Edington suggests that companies could benefit from focusing on the “health care champions” 
within their workforce: the 77.8 percent of the low risk group that remains within that category over a 
three to five-year period. Influencing the health of this group can help businesses achieve “zero trend” 
in health benefit costs while also having a positive impact on short-term disability, long-term disability 
and worker’s compensation costs. 

“The goal is to get 75 percent low risk and 85 percent of those people staying low risk over time,” 
Edington said, noting that 36 percent of all costs are related to excess risks generated when people 
move from low-risk status to higher-risk groups. “That’s the only way to get zero trend.”  
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Change in Costs Follows Change in Risks

Health Plan Participant Group    Cost per risk reduced    Cost per risk avoided
Active participants:		       $231			          $304

Retirees under age 65		       $192			          $621

Retirees over age 65		       $214			          $264                             

OVERALL			        $215			          $304                             

Source:  Dee W. Edington, Ph.D.
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Five Pillars of Engagement
Businesses have an opportunity to change health costs into health  
investments by moving employees away from an “entitlement mindset” 
and toward one of engagement. Edington suggested borrowing the 
approach of safety managers, who have saved money by being 
proactive in fixing the systems that impact safety. 

Being proactive requires moving beyond simply identifying 
risks through health risk appraisals (HRAs) to creating a culture 
and environment that promotes, sustains and rewards changing 
health practices. 

Creating this culture requires implementing “five pillars” that  
integrate health into the company’s core business. Edington identified the five pillars as: 

Senior Leadership1.	 , led by the CEO, must create and engage employees in the company’s 
vision. Senior leaders should then make a commitment to see it through by offering appropriate 
resources. The vision must be aligned to business strategies.

Operations Leadership2.	  must align the workplace with the vision. Health management 
strategies should be branded and integrated with company policies to create a health culture. 
All employees must be engaged in the effort to improve health. 

Self-Leadership3.	  helps create winners by helping healthy employees stay healthy and enabling 
other employees to simply “not get worse.” Improvement and maintenance strategies are part 
of this process. The employer must create and structure an engaging experience for all 
employees across a setting that includes the family and community. 

Rewarding Positive Actions4.	  reinforces a culture of health by recognizing champions, creating 
incentives, providing good choices for employees and reinforcing health messages at every 
touch point. Incentives should require participation in four or more health-related activities, 
which may include HRAs, biometrics screening and contacting a health coach.

Quality Assurance5.	  makes it possible to use outcomes to drive strategies. Resources are  
integrated into the program as part of the strategy. At least three measures should be 
selected to allow senior leaders to monitor progress toward the vision. Essential elements to 
measure include the percentage of employee engagement, which should fall in the category 
of 85 to 95 percent; and the percentage of low risk employees, which can increase from 75 to 
85 percent at “champion” companies.

While governments can provide incentives to move consumers toward better health and communities 
can foster a healthier culture, employers are typically the “first line” in influencing health changes. 

“Help the healthy people stay healthy:  That’s the critical strategy,” Edington said. 

Making It Matter
Lynch noted that companies need to do a better job of explaining to employees why managing health 
costs matters. To date, many efforts to contain costs have failed, leading employees and employers 
alike to blame each other for escalating health benefit costs. Meanwhile, companies have learned that 
factors beyond their control, such as the stress prompted by the economic downturn, can have a 
negative impact on employee health. 

Employers can change their approach to health benefits by looking at employees in terms of the 
human capital they bring to the organization. Lynch defined human capital as the set of assets that each 
individual possesses in the form of skills, motivation and health. Individual employees agree to provide 
their human capital to an employer in exchange for receiving rewards in the form of money, opportunity 
or recognition. 

“Help the healthy 

people stay healthy: 

That’s the critical 

strategy.”

- Dr. Dee Edington
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The cost of benefits influences that exchange because it 
takes money away from compensation and allocates it to benefits. 
That tradeoff impacts employees’ skills and motivation, which in  
turn impacts productivity and other workplace performance factors. 
A study of 2,000 Americans showed that employees’ personal 
health problems ranked second-to-last as a factor for productivity, 
outweighed by poor communication, low motivation, low morale 
among co-workers, lack of training and personal issues.

“We don’t have an epidemic of poor health as much as 
we have an epidemic of wanting to be at work and feeling 
rewarded,” Lynch said. 

Getting It Backward
Employers have assumed that investing in employee health is 
a way to foster good performance. But Lynch says studies show 
that approach may have it backward. Instead, employers need 
to reward good performance to help employees attain better 
health. Rewards may include variable pay, profit sharing, training 
or tuition reimbursement, cash back for unused paid time off 
(PTO) and health savings accounts.

“When you align incentives and you reward productivity, people 
improve their performance measurably and a side effect is they improve their health,” Lynch said. 

Studies show that pay-for-performance measures such as bonuses are an effective way to connect  
effort with rewards. “There is a steady relationship between health care costs and the amount of bonus 
somebody is eligible for,” Lynch said. This relationship has ramifications not only for work performance, 
but for the employee’s personal health as well. For example, adherence to diabetes medications increases 
significantly if employees are eligible for higher bonuses. 

An imbalance between efforts and rewards also has an impact. The likelihood of having three or 
more health risks increases 36 percent at companies where efforts and rewards are highly disproportionate  
and increases 46 percent when companies offer low rewards. Empowering employees with greater 
influence in the workplace through approaches such as Six Sigma can also make them better health 
consumers, while promoting the growth of human capital though training and other measures encourages 
employees to protect assets and reinvest in their health. 

Substituting Benefits for Bonuses
When employers substitute health benefits for performance rewards, Lynch said studies show that 
employee motivation suffers. Lynch’s clients included a large organization in a medium-sized city that 
wanted to offer its employees the best benefits possible, including full coverage of bariatric surgery for 
weight loss, as part of an approach that rewarded teamwork rather than individual performance. 

As a result, the company’s employees had a rate of bariatric surgery that was five times higher than 
comparable companies, with the highest rate of use among new employees, making the company the 
“employer of choice” among the morbidly obese in the state. Of those employees who had bariatric 
surgery, 60 percent left the company within 18 months. 

In contrast, companies that provide both high responsibility and high rewards are ranked as “partner” 
companies and are characterized by high employee performance and low employee benefit costs. The  
combination of shared rewards and shared responsibility typically has three times more impact on 
modifiable elements of health costs than the employee’s health status. 

That relationship shows that employees want a direct exchange based on clearly aligned incentives. 
“The more you get individuals involved in that tradeoff, the more it changes the rest of their lives,” Lynch said. 

Making Human Capital 
Matter
Share Rewards:

Performance improves»»

Health matters more»»

Share Responsibilities:

Employees become better »»
stewards of resources

Consumerism matters more»»

Positive influence over »»
decisions

Promote Human Capital Growth:

Employees protect their assets »»
and reinvest in their health. 

Source:  Wendy D. Lynch, Ph.D.



Fixing the Business Contract
Establishing a direct exchange between the consumer and the 
provider will create incentives for improving health and health 
care. Unfortunately, America’s complex system makes it difficult 
for employees to participate in an exchange that directly links 
specific payments to providers with receiving high-value health 
care services. 

In the meantime, companies can correct “backward” systems for 
providing health benefits by focusing on rewarding performance 
and aligning incentives to reflect shared responsibilities. Those 
steps will help employees achieve higher rewards while engaging 
in practices that enhance their health, including health protection, 
consumerism, decision support and engagement.

Once those elements are in place, companies can consider  
moving forward with workplace health practices such as providing 
a fitness center and offering a healthy cafeteria menu. But  
companies cannot create a contradiction by asking people to 
work 80 hours every week and then requiring them to complete 
a specific number of workouts to receive health-related  
incentives. The key is making sure that the contract between 
the employer and the employee delivers clear messages about 
rewards and responsibilities.

“Fix the business contract first, then worry about health,” 
Lynch advised. 

The Alliance moves health care forward by controlling costs, improving quality, and engaging individuals in their health.  An employer-owned, not-for-profit 
cooperative, our 160 members provide coverage to more than 83,000 individuals in southern Wisconsin and neighboring counties in Iowa and Illinois.
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Elements of ‘Shared  
Responsibilities’

Employees receive a statement 
clearly identifying the dollar value 
of all investments and benefits the 
company makes on their behalf.

Employees have a “paid time »»
off” (PTO) bank of time off, 
rather than separate sick leave.

The short-term disability rate is »»
less than 100 percent of pay.

Employer offers a single  »»
high-deductible health plan 
with a deductible of at least 
$1,500.

Employer’s health plan has »»
an out-of-pocket maximum of 
$3,000 or higher.

Employee has fewer than 31 »»
days of paid time off per year.

There is a strong agreement »»
by employees and managers to 
the following two questions:

At every level, employees 1.	
make independent  
decisions about their work.

Employees are encouraged 2.	
to give their ideas about 
how the company can do 
better.

Employer sponsors financial »»
decision-making support.

Employer sponsors  »»
consumer-directed health plan 
(CDHP) and health  
decision-making support.

Source:  Wendy D. Lynch, Ph.D.
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