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Keeping health and 
benefits plan costs 
under control



Employer-sponsored health and benefit plans have 
moved from “fringe” or “nice-to-have” to being a 
central pillar of the employee value proposition,  
with increased C-suite attention.

In response, the variety and sophistication of 
products in the market has grown — with many 
firms offering not just insurance benefits but also a 
broad range of physical, mental, social, and financial 
well-being initiatives. Still, the costs of employer-
sponsored health plans are climbing rapidly. In fact, 
on average, medical costs outpace general inflation 
by close to three times.

Businesses are therefore seeking ways to economize 
and improve efficiencies in their health-related 
plans. The desire for employer-sponsored coverage 
and support continues to rank high among 
employees. Thus, employers are balancing the need 
to assure access and sustain affordability — for both 
the organization and the employee.

To successfully meet this objective, employers need 
to take quick action to modernize their benefits and 
optimize value to ensure they offer cost-effective 
plans that protect and improve employee health.

Medical inflation 
Medical costs continue to  
outpace general inflation by  
close to three times.  
(Source: MMB Medical Trends  
Around the World.)

* MMB estimate from Q1 2020
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1. Introduction
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In 2020, lockdowns and the cancellation of many 
elective procedures during the COVID-19 pandemic 
have resulted in a drop in some medical claims 
activity. We also face the risk that costs will rise due 
to delays in care as well as changes in the health 
provider community. Several studies have pointed to 
delays in care leading to worsening conditions and 
dips in preventative care — including vaccinations — 
as well as reduced emergency care.  

During the subsequent economic downturn, we may 
see defensive actions by employees, health providers, 
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Globally, employers have tried to manage costs, often in 
conjunction with the annual renewal of insured benefits. 
However, while modest year-on-year changes are important 
for keeping plans within budget, they do not typically make a 
long-term dent in cost growth.   

Because benefit costs are highly complex, they are difficult to 
control. Issues include:

• �Changing lifestyles and demographics leading to chronic 
illness.

• �Advancing medical technologies.

• �A lack of regulation and mechanisms to control practices such 
as referral-for-profit that lead to unnecessary diagnostics and 
hospital stays.

• �Plan and payment incentives that drive inflationary practices 
and behavior, such as a lack of coverage for prevention or 
favoring inpatient treatment for services, which can be 
delivered in lower-cost settings.   

To maintain balance between care and costs, employers must 
identify the market factors along with the employee and 
provider behaviors responsible for driving health benefit cost 
increases. Doing so will allow employers to develop effective, 
value-based cost-containment strategies that provide access 
to quality, affordable care while eliminating or managing 
risks. In turn, employers will have a much easier time making 
the necessary decisions to ensure their benefits plans are 
financially sustainable.

2. �Creating a  
cost-containment 
strategy
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Make it easier for employees 
to do the right thing
When it comes to receiving the right care, at 
the right time, in the right setting, employees 
may not be equipped to make wise decisions. 
US experiments with consumer-directed health 
plans (CDHPs) have had limited results in 
bending the overall cost curve.*

Care support services can help employees 
decide whether to go to the emergency room, 
visit a local provider, try telemedicine, or visit 
a center of excellence. Assisting employees in 
navigating these options ensures they receive 
the most cost-effective care, which, in turn, will 
improve quality and affordability. 

Our 2019 Medical Trends Around the World 
research shows that insurers are also 
increasingly funding unconventional methods 
of care. These include virtual, home-based, and 
even machine learning or artificial intelligence, 
such as AI symptom checkers.

Old-fashioned “smart-shopping” communication 
messages can also make it much easier for 
employees to do the right thing.  

For example, make sure your employees 
understand their annual and/or lifetime plan 
maximums so they can manage their expenses 
to protect their coverage. 

In many markets, MMB offers a range of materials 
to help employees participate more actively in 
their care, such as educational communications 
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https://www.healthaffairs.org/doi/full/10.1377/h/www.huctRw&418 1rderN78418 1rde
https://pnhp.org/news/what-impact-do-consumer-directed-health-plans-really-have/
https://pnhp.org/news/what-impact-do-consumer-directed-health-plans-really-have/
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Empowering employees to make the right choices

Firms should also provide employees with the incentives, 
knowledge, and tools to manage their own health  
and costs.  

The accountability strategy must consider each country’s 
unique health risks, systems, and culture. For example, 
certain cultures may expect good doctors to order lots of 
lab tests and x-rays, even when not clinically necessary. In 
some markets, it may be taboo to question doctors. 

If employers are serious about managing costs, they 
need to be explicit about expecting others in the value 
chain, such as insurance providers, to take more proactive 
measures to eradicate unnecessarily costly behaviors.

Our Managing Healthcare Quality paper examines  
actions employers can take to steer employees toward 
cost-efficient providers. 

Key lessons include:

• Make care affordable for the entire workforce.

• Acknowledge and address barriers to care.

• �Eliminate services that have little clinical value and may 
cause harm.

• �Invest in low-cost healthcare services with proven long-
term value that can prevent escalation to crisis care.

• �Provide access to a high standard of care through 
preferred health providers.

Value comprehensive care

Given that many employee health and benefits programs 
have not evolved strategically, they may not reflect current 
clinical best practice. For example, many plans emphasize 
catastrophic care, major medical, and hospitalization-
only expenses. Ensuring people have access to basic 
pharmaceuticals, screening, and other forms of preventive 
and primary care can reduce “crisis care” costs. For 
example, low-cost blood pressure medication and 
monitoring, perhaps delivered by onsite resources, can 
go a long way toward avoiding emergency room visits. 
Optimizing medication access and adherence is just one 
way to balance economics with empathy. 

https://www.mercer.com/our-thinking/health/this-is-health.html
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2. �Manage health risk — through a data-driven approach 
that promotes a healthy workforce

All good risk management plans contain strategies 
to eliminate and manage intrinsic threats, and your 
healthcare plan should be no different. 

Circulatory, gastrointestinal, and respiratory conditions, 
largely related to lifestyle choices, continue to drive the 
top claims by cost and frequency. (Source: MMB’s 2019 
Medical Trends Around the World.)

One in three workers report not being in good health or 
being in fair health, and one in five has a chronic health 
condition. (Source: MMB’s Health on Demand 2020.) 

Understanding the health risks of your employees and 
their dependents — and managing these through data-
driven initiatives and personalized support focused on 
changing behavior — can have a medium- to long-term 
impact on costs.

You will have employees who are well, at risk (due to 
lifestyle practices or family history, for example), ill, or 
disabled/unable to work, and they will move along this 
spectrum over time. Provide each of them with support  
to stay well and possibly prevent future costs.

Managing health risk involves:

• �Keeping individuals well through health promotion, a 
culture of health, health education, vaccinations, and 
other illness and injury prevention initiatives.

• �Identifying who is at risk of illness due to lifestyle, family 
history (where allowed under local laws), and/or working 
environment and eliminating or managing those risks.

• �Providing support to people with illness to halt or stem 
the progression of the disease.

• �Rigorously managing high-cost claimants to optimize 
care and, where possible, getting them back into 
productive work.

Putting your current health profile and management 
measures under the microscope can help you determine 
the gaps and inefficiencies in your program.

Integration of all health and well-being measures

Well At risk Ill Catastrophic
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1 �https://www.benefitscanada.com/benefits/health-wellness/how-well-is-your-
wellness-program-37003

2 �https://www.sunlife.ca/static/canada/Sponsor/About%20Group%20Benefits/
Group%20benefits%20products%20and%20services/Health%20and%20
wellness/Wellness%20ROI%20Study/Files/PDF7224-E.pdf

There may also be certain health risks inherent to your 
organization. Make sure to identify these so that controls 
focus on key problem areas, such as:

• Organizational culture.

https://www.benefitscanada.com/benefits/health-wellness/how-well-is-your-wellness-program-37003
https://www.benefitscanada.com/benefits/health-wellness/how-well-is-your-wellness-program-37003
https://www.sunlife.ca/static/canada/Sponsor/About%20Group%20Benefits/Group%20benefits%20products%20and%20services/Health%20and%20wellness/Wellness%20ROI%20Study/Files/PDF7224-E.pdf
https://www.sunlife.ca/static/canada/Sponsor/About%20Group%20Benefits/Group%20benefits%20products%20and%20services/Health%20and%20wellness/Wellness%20ROI%20Study/Files/PDF7224-E.pdf
https://www.sunlife.ca/static/canada/Sponsor/About%20Group%20Benefits/Group%20benefits%20products%20and%20services/Health%20and%20wellness/Wellness%20ROI%20Study/Files/PDF7224-E.pdf
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3. �Drive efficiencies — through smart financing  
and placement 

Managing wastage is a critical component of cost 
containment, as benefit plans can involve significant 
frictional costs.  

Key opportunities include:

• �Minimizing the margin and frictional costs (that is, 
administration charges, profit charges, risk charges) that 
exist in insurance premiums. Your broker will use various 
techniques to do this and should have insight into 
financial factors used by insurers in setting their rates.  

• �Evaluating loyalty-based approaches with insurers that 
provide price concessions in return for longer contract 
terms (for example, multiyear deal approaches, extended 
coverage periods).

• �Eliminating redundant or duplicate benefits.  

• �Negotiating with healthcare vendors to obtain favorable/
competitive pricing through volume discounts and 
packaged pricing.

• �Making sure financial arrangements are optimal by 
considering alternative risk transfer approaches, 
such as self-insurance, profit sharing, and centralized 
underwriting.

• �Consolidating and harmonizing disparate plans.  

• �Putting in place adjudication and case-management 
protocols to minimize fraud, ensure expenses are 
medically necessary, and ensure claims paid are 
reasonable and customary. 

• �Managing insurance and other vendors through service-
level agreements and audits, which can often identify 
sources of fraud and opportunities for refunds from claim 
payers. 

• �Simplifying and automating administration to optimize 
use of HR resources.

• �Purchasing benefits and related services, such as broking 
regionally and globally.

There are many ways to obtain economies of scale in your 
benefits plan. 

Depending on your organization’s appetite for risk, self-
insurance through administrative-services-only contracts, 
trust arrangements, or captives will reduce costs for 
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Adopt a digital approach

COVID-19 is transforming the way employees view  
benefits plans — accelerating demand for innovation  
and digital services.

The impact of the pandemic will reverberate long beyond 
the peak of contagion — infiltrating our thinking on 
connectivity, global supply chains, and business continuity. 
And this will change how we work — both now and in  
the future.

Our previous research showed that employers and 
employees alike were already keen to adopt digital 
healthcare initiatives, but COVID-19 and subsequent 
lockdowns have made this a necessity rather than a  
“nice-to-have.”

Exploration of virtual care — both to contain medical costs 
and to encourage consumer-based behavior — is increasingly 
turning to execution. Our 2019 Medical Trends Around the 
World survey found that 78% of insurers are now considering 
or already supporting virtual health consultations.

Offering online member engagement is the obvious  
place to start given the expectations of today’s workforce 
for a seamless consumer digital experience. 

As a starting point, employers should consider:

• �Expanding digital capabilities to support tasks  
such as claims submission.

• �Allowing employees to navigate healthcare  
providers online.

• �Implementing digital appointment booking and  
medical records management. 

3. �How to deliver cost-containment strategies



Darwin™ is the world’s number-one global 
benefits administration and engagement 
platform. It enables organizations to achieve 
their benefits, people, and broader business 
goals — increasing employee engagement, 
streamlining benefits administration, 
controlling costs, and managing risk by:

 
• �Helping organizations use their reward 

offerings to attract and retain the best talent, 
therefore reducing hiring costs. 

• �Empowering busy HR teams to do more with 
less by automating processes and providing 
extensive employee self-service tools.

 
• �Minimizing manual data handling, reducing 

the risk of error and costly data breaches. 

• �Using data analytics to highlight hidden costs 
and inefficiencies at global, regional, and 
country levels.
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Digital disruption also embraces preventive solutions 
to help the “at-risk” and ”chronic” populations manage 
their risks. Health insurers are not only focused on paying 
for sick care but are moving toward integrated offerings 
ranging from preventive well-being measures to condition 
management. 

One such solution is a digital diabetes management 
program that facilitates early treatment interventions to 
prevent serious health problems, from blindness to heart 
failure, that can occur with poor disease management. 
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Negotiate and drive market change

As a leading employee benefits advisor, MMB works on 
behalf of our clients to ensure premium rates are priced 
right, highly competitive, and financially sound.  

We are also working on behalf of our clients to drive health 
and insurance industry change in several areas, including:

• �Modernizing plan designs to incentivize the  
right behavior.

• �Improving claims data capture and sharing to identify 
cost drivers and cost-containment opportunities.

• �Advocating for coverage and support for cost-effective 
means of healthcare delivery (for example, telemedicine, 
applications to help find care).

• �Addressing short-term COVID-related cashflow  
concerns by pursuing market-specific options, such as 
premium reductions/credits/refunds due to reduced 
claims, premium payment deferral, and reduction to  
late premium penalties.

This Is Health | Point of View Series. Balancing cost and empathy in employee benefits.



4. �Conclusion

The COVID-19 pandemic is pushing cost management 
up the corporate agenda, making it the ideal time 
for employers to think about long-term containment 
strategies. Achieving these goals, however, means going 
beyond the status quo of simply challenging prices  
at renewal.

Employers that are serious about managing expenditures 
need a multipronged approach over several years  
that targets the three core levers for cost containment: 
Designing for value, managing health risks, and  
driving efficiencies.

Organizations that embrace this challenge will create 
cost-effective benefits plans that truly benefit employees. 
Those that do not will only control costs in the short term.

Businesses need to be bold and willing to push boundaries 
beyond market practice. At MMB, we can help you leverage 
your data to identify the inefficiencies in your current 
program and challenge the status quo by balancing 
economics with empathy.  
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For further information, please contact your local Mercer Marsh Bene�ts of�ce.Mercer Marsh Bene�ts provides a range of solutions to help you manage people risk, including:� 55


