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EBRI POLICY FORUM: For three decades, employers have been looking for ways to stem rising health care costs. Now

some are pinning their hopes on a relatively new idea—consumer-directed health plans, which link high-deductible
health insurance plans with tax-favored accounts. The Employee Benefit Research Institute’s (EBRI) December 2008
policy forum, titled “Outlook for Consumer/Patient Engagement in Health Care—30 Years into the Experiment,” took a
detailed look at consumer-directed health plans and related issues.

TWO VIEWS OF CONSUMER-DIRECTED PLANS: Policy forum participants heard two very different presentations on the

prospects for consumer-directed plans. One speaker was optimistic, saying consumer-directed plans have worked
because individuals in these plans have substituted less expensive care for more expensive care in order to minimize
their out-of-pocket costs. Another speaker was skeptical, saying consumerism will have a “marginal impact” but will not
solve the problem of rising health care costs.

OTHER ISSUES DISCUSSED AT THE POLICY FORUM: In addition to the two views about consumer-directed plans:

•

An official of Deere & Company described how the company put a consumer-directed plan into effect. The
official said that Deere replaced its existing health options with a consumer-directed plan following an
extensive 18-month period of explaining the reasons for the change to employees, training employees to better
understand health care decisions and costs, and also providing more employee and family health and wellness
resources.

•

Paul Fronstin, director of the EBRI health research and education program, summarized highlights of the 2008
EBRI Consumer Engagement in Health Care Survey, which was released in late November. Among other
things, he said that enrollment in consumer-directed plans has grown from 1 percent of adults with private
insurance in 2005 to 3 percent in 2008.

VALUE-BASED INSURANCE DESIGN: Two speakers discussed value-based insurance design in which employers attempt

to tailor their health plans to balance the demonstrated value of a service against its cost. Value-based design
encourages consumers to use health services when the clinical benefits exceed the cost and at the same time
discourages the use of services when the benefits do not justify the cost. Value-based design seeks to influence
consumer behavior by linking co-payments to the use of a clinically demonstrated benefit, while consumer-driven health
plans use tax-sheltered accounts for much the same purpose. Value-based design is still relatively limited in use, shows
some cost-saving potential, but questions about the concept remain, the speakers said.
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Introduction
The search has been long and difficult. For three decades, employers have been looking for ways to stem rising health
care costs. Now some are pinning their hopes on a relatively new idea—consumer-directed health plans, which link
high-deductible health insurance plans with tax-favored accounts.
The hope is to make consumers more active participants in decisions about their health care and more conscious of
costs. Since participants are spending their own money when they pay for out-of-pocket costs using the savings
accounts, they have “skin in the game,” according to a phrase often associated with the plans. Will it work?
Participants in the Employee Benefit Research Institute (EBRI) December 2008 policy forum heard two very different
views.
Kenneth L. Sperling, senior vice president for senior and retiree services at CIGNA HealthCare, was optimistic. “It
worked,” Sperling said of the early experience with consumer-directed plans. People in consumer-directed plans are
using services differently from those with traditional insurance, he said: “We found that people substituted less
expensive care for more expensive care in order to minimize their out-of-pocket costs.”
Steve Wetzell, executive vice president of health care initiatives for the HR Policy Association, was skeptical.
“Consumerism is a fine thing,” he said. “It will have a marginal impact if we do it right, but it is not going to solve this
problem.”
The policy forum, titled “Outlook for Consumer/Patient Engagement in Health Care—30 Years into the Experiment,” was
held Dec. 4 in Washington, DC. In addition to the two views about consumer-directed plans, policy forum participants
heard:
•

Duane L. Olson, manager of health and welfare plans, outline how Deere & Company put a consumer-directed
plan into effect.

•

Paul Fronstin, director of the EBRI health research and education program, summarize the highlights of the
2008 EBRI Consumer Engagement in Health Care Survey, which was released in late November.

Two speakers discuss value-based insurance design in which employers attempt to tailor their health plans to balance
the demonstrated value of a service against its cost.

Consumer-Directed Health Plans: Two Views
Sperling began with a short history lesson, tracing the evolution of consumer-directed health plans to the 1970s and
the emergence of flexible benefits. Then came managed care. Neither produced the anticipated long-term cost savings.
“So now we have a consumer-driven movement,” he said, adding that consumer plans are “still pretty blunt
instruments” because of the way they were introduced.
“We anointed people as consumers by putting them in the financial driver’s seat,” Sperling said. “We really didn’t give
them a whole lot of warning, and we certainly didn’t give them a whole lot of preparation and only modestly gave them
a whole lot of tools to deal with, but you know what? It worked.”
As Sperling sees it, there is “fairly strong evidence” that participants in consumer-directed plans are acting as the plans
intend: They are switching to less expensive care; they are using more preventive care; and the care they receive is
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equal to or better than the care for those in traditional insurance plans. The CIGNA consumer-directed plans also have
produced a cost savings in each of the last three years for which the company has data, he said.
Sperling did not claim that consumer-directed plans are an unqualified success, since not all participants like the plans.
“It’s a change, and change to health care is very personal, because if I make a mistake it’s not like buying a bad
toaster.”
Still, Sperling is hopeful. “Today’s consumer-focus models do have the potential to engage individuals in appropriate
decision making if they’re properly designed and communicated.” To be successful, these plans must contain three key
elements, he said—offer protection from catastrophic illness; provide tools to evaluate cost and quality that are easy for
consumers to use; and provide personalized help to consumers to navigate the health care system.
“We have the opportunity to get it right,” Sperling said. “We better get it right.”
But Wetzell, describing himself as “pretty skeptical,” said consumers do not have access to the essential information
they need, either from doctors or hospitals, to make health-care treatment decisions based on cost and quality. For
example, he said the discounts that insurers negotiate with doctors and hospitals are proprietary, so consumers have
no ability to make real cost comparisons.
“If you or a family member were diagnosed with cancer today, would you have any real data to make a decision on
which treatment to pursue or where to go? No. So we talk about consumerism, but they (consumers) don’t have the
tools. It just won’t work without the tools,” Wetzell said.

Figure 1

The Consumer-Driven Health Movement
Despite lower employee satisfaction,
growth is following predicted path and
moving into the mainstream

30%

$400

25%
20%

$300

15%
$200

10%

$100

5%

$0

0%

Current State
Market Share %

$500

34%

34%

20
00
20
01
20
02
20
03
20
04
20
05
20
06
20
07
20
08
20
09
20
10

Premiums in $ Billions

Projected Growth of ConsumerDirected Health Care

13.5%
Premiums

16%

Market Share

2.5%
Source: Forrester Research, 2003

Source: Rogers, 1995

Source: Kenneth Sperling, Cigna

ebri.org Notes • March 2009 • Vol. 30, No 3

3

The real issue facing health care today, he added, is costs. “If our nation’s health care bill wasn’t bankrupting us, we
wouldn’t feel this sense of urgency.” The key to resolving the problem, he said, is to be found not in the private sector
but in overhauling two large government health programs, Medicare and Medicaid, to “pay providers based on
efficiency and outcomes, not based on volume.”
Wetzell added: “Fix Medicare and Medicaid—because that drives the incentives, and the health plans basically leverage
right off the Medicare/Medicaid reimbursement policy in their private insurance contracts. So, Medicare and Medicaid
are driving all the incentives that are creating the inefficiencies that are bankrupting the country.”
In addition, he advocated national insurance market reforms that create “appropriate incentives for consumers without
necessarily hurting the sickest people by pricing them out of the market” and greater use of health information
technology to open up information about the system.

Figure 2
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Deere’s Experience With New Consumer-Directed Plan
Deere & Company, based in Moline, IL, replaced its existing health options with a consumer-directed plan in January
2007, after an extensive 18-month period of explaining to employees the reasons for the change and details of the new
plan. So far, the company is pleased with the outcome.
“Spending their own money, they (workers) became much wiser consumers and much more engaged in their health
care,” said Olson, Deere’s manager of health and welfare plans. “We saw that focusing on the health status of our
employees was really important to us, and our own medical trends as a whole moderated.”
One of the keys to the success so far, Olson said, was making the change understandable. At the same time, the
company sought a “cultural change” that encouraged workers to become more involved in determining their health care
insurance needs and translating their insurance benefits into improved health status.
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Deere expected workers to adopt the lowest personal risk benefit of the new consumer-directed offerings, but in fact
the opposite happened. The new plan with the lowest premium and the most risk was most popular among employees.
In addition, 92 percent opened a tax-advantaged health savings account (HSA) to pay for out-of-pocket expenses.
Workers were offered the option of a company contribution to the HSA or a pay increase, and, again, 92 percent took
the account contribution.
“They got educated and realized what they were getting for their value, and made the change,” Olson said.
The new plan is not perfect. The company pays for 100 percent of preventive care, but utilization by workers of those
services has been only about half what Deere anticipated. “Do we know if it’s going to work in the long run? I don’t
know,” Olson asked. “Do I know that they (workers) are actively engaged? Yes. And that’s the first step toward getting
at the underlying behaviors.”

Figure 3

Engaging Employees
 Integrated health care, wellness programs &
messaging
 Focusing on the longer term – not next 12 months
 Multi-media: face-to-face, print, online modeling tools,
phone and Web resources

Taking care of
your health

Understanding the
benefits and costs
of each plan
Planning for your
health care needs
and potential
expenses

Managing your
health care dollars

Using your health
benefits effectively

2

Source: Duane Olsen, John Deere & Co.

EBRI Consumer Engagement Survey Summarized
EBRI’s Paul Fronstin reported that enrollment in consumer-directed health plans (CDHPs) has grown from 1 percent of
adults with private insurance in 2005 to 3 percent in 2008, in summarizing results of the 2008 EBRI Consumer
Engagement in Health Care Survey.
“It doesn’t sound like a lot,” Fronstin said, “but when you put it in terms of numbers and you combine the CDHP group
with the health savings account-eligible group, you wind up with close to 10 million adults with private insurance in this
market. That’s a lot, considering health reimbursement arrangements really just came out in 2001 and health savings
accounts only became available in 2004.”
Fronstin added that consumer-directed plan participants are more likely to have higher incomes ($100,000 or more),
more likely to describe their health as excellent or very good compared with those in traditional insurance, and more
likely to say the terms of their coverage make them more likely to consider cost when deciding to use health care
services.
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The 2008 survey reinforced results from prior surveys conducted from 2005–2007 showing a satisfaction gap between
those with traditional insurance and those enrolled in consumer-directed and high-deductible health plans, Fronstin
reported. In 2008, 63 percent of traditional plan participants were extremely or very satisfied with their overall health
plan, compared with 49 percent among consumer-directed participants and 40 percent among high deductible
enrollees.
Full survey details appear in the November 2008 EBRI Issue Brief. Additional information from the survey about
account-based plans appears in the December 2008 EBRI Notes.

Figure 4
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Value-Based Insurance Design Discussed
The goal of value-based insurance is “all the care you need, but only the care you need,” said Jeffrey D. Munn. “That is
the nirvana that we are looking for.”
Munn, who leads product development and innovation for Hewitt’s health management practice, was one of two policy
forum speakers to discuss the relatively new concept of value-based insurance design. Value-based design encourages
consumers to use health services when the clinical benefits exceed the cost and at the same time discourages the use
of services when the benefits do not justify the cost. Value-based design seeks to influence consumer behavior by
linking co-payments to the use of a clinically demonstrated benefit, while consumer-driven health plans use taxsheltered accounts for much the same purpose.
While value-based design is still emerging, it is beginning to show up in employer decisions to make sure that health
plans cover preventive care at little or no cost. It recognizes that, in some cases, employers are better off paying for
preventive services or prescription medications for chronic conditions because the cost of not doing so is higher in the
long run, Munn said.
For example, eliminating financial barriers (such as high co-pays) can result in workers doing a better job of taking
maintenance medications and getting care needed to neutralize the effects of particular conditions, Munn said. So far,
the use of value-based design is fairly limited. Munn estimated that about 12 percent of employers who work with
Hewitt offer their workers a value-based plan design for prescription drug coverage.
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Questions about the concept remain. Will value-based design price a drug or service so that low-income patients can
afford care, but also that employers are not over-subsidizing others? Will multi-level co-pays introduce additional
complexity into health plan coverage and confuse patients? “We see this as part of a holistic effort to balance the issues
of long-term and short-term costs, and—ultimately, from an employer perspective—to maximize the long-term health of
the work force, which relates very strongly to productivity and really how successful you’re going to be in the
marketplace,” Munn said.
David D. Guilmette, managing director of Towers Perrin’s global health and welfare business, largely agreed with Munn
about the potential benefits of value-based design, but said that some employees remain skeptical: They think that
spending more money means they will receive better care. Employers need to be very careful when putting value-based
health plans into effect, he said, to be sure that workers are getting “the right kind of care in the right setting by the
right providers.”
Leading-edge companies are going beyond the costs of health care services and looking at the link between health and
productivity, Guilmette said. He added that “an emerging body of research shows a strong correlation between workforce well-being, work-force engagement, and business performance,” one of the hoped-for benefits of value-based
design.
Still, Munn inserted a word of caution. “We do not see value-based design as a silver bullet,” he said. “We do not see
any design as a silver bullet.”

Figure 5
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Figure 6
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www.urban.org/UploadedPDF/411831_disappearingbenefit.pdf
Effect of the Economic Crisis on HR Programs [Update: December 2008]
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Health Savings Accounts and High-Deductible Health Insurance Plans: Implications for Those with High Medical Costs,
Low Incomes, and the Uninsured
www.rwjf.org/files/research/20090203qsstudyfinal.pdf
Improving Our Nation’s Health and Healthcare Through Information Technology
www.ehealthinitiative.org/assets/Documents/eHealthInitiativeConsensusPolicyExecutiveSummaryDec2008.pdf
Income of the Population 55 or Older, 2006
www.socialsecurity.gov/policy/docs/statcomps/income_pop55/2006/index.html
Medicare: A Primer, 2009
www.kff.org/medicare/upload/7615-02.pdf
MetLife U.S. Pension Risk Behavior Index: Study of Risk Management Attitudes and Aptitude Among Defined Benefit
Pension Plan Sponsors
www.pensionriskmatters.com/uploads/file/MetLife_US_PensionRiskBehaviorIndex_FINAL_1-26-09(1).pdf
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