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ABSTRACT

Twenty years have passed since the article, “Health
Care Benefit Crisis: Cost Drivers and Strategic Solu-
tions,” appeared in this Journal (Parmenter, Journal
of Financial Service Professionals 58, no. 4 (2004):
63-78). And nearly 10 years have passed since Part
1 and Part 2 of “The Health Care Benefit Crisis, Ten
Years Later,” were published in 2015 (Parmenter, Jour-
nal of Financial Service Professionals 69, no. 2 and no.
3 (2015): 67-83; 83-91), evaluating the state of em-
ployer-sponsored self-funded health benefits in the
decade from 2004 to 2014. In this current three-part
series, Part 1 examines the drivers of cost articulat-
ed in the previous articles and discusses how those
drivers have evolved over the past two decades while
new drivers have emerged. Part 2 summarizes the
viewpoints of employers, employees, and consultants
from survey data, along with contemporary employer
actions. Part 3 proposes a new set of legislative ini-
tiatives that align incentives to improve the cost and

quality of health care for key stakeholders.
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Introduction

rom 2004 to 2024, employer-sponsored

health benefit plans for larger employers,

those with 200 or more employees, who
sponsor and self-fund their health benefit plans, wit-
nessed increased costs despite the modest gains in qual-
ity health care outcomes. To address cost and quality
challenges, employer plan sponsors have implemented
strategies to curb costs and improve access to quality
health care for covered employees and their families.

Part 1 of this analysis reviews the cost patterns
over the past two decades and demonstrates that some
of the same cost drivers persist as legacy drivers while
others have emerged or taken on new dimensions. In
Part 2, the viewpoints of employers, employees, and
consultants taken from survey data are summarized,
along with contemporary employer actions. Part 3
discusses a proposed set of legislative initiatives that
align incentives to improve the cost and quality of
health care for key stakeholders. This includes the ex-
pansion of the era of ownership in health care.

An efficient health care delivery system is critical
because most American employers agree that health
benefits and a healthy, productive workforce are es-
sential to the success of firms in the global economy.!

The Current State of the Health Care
Benefit Crisis
The word “crisis” can be defined as “an unstable
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or crucial time or state of affairs in which a decisive
change is impending.”? With health benefit costs con-
tinuing to rise higher than consumer inflation and
wages, putting greater financial strain on employers
and employees, an unstable state of affairs seems to
make the offering of comprehensive health benefits
unsustainable by employers.* As such, the use of the
word crisis in the 2004 and 2015 articles was chosen
as a descriptive term for the seemingly unsustainable
problem of asymptotically high health benefits cost
and cost growth compared to wages and inflation.*
Yet health benefits have been sustained by employ-
ers. Perhaps the reason why the high and rising costs
of health benefits have been sustained is that “health
care eats wages.”” In other words, employee cash com-
pensation would have increased at higher rates if not
for the rising cost of health benefits, which prompted
employers to tamp down pay raises.

According to the International Foundation of
Employee Benefit Plans (IFEBP), U.S. employers an-
ticipated health benefit costs increasing by 7 percent
in 2024, marking the second year in a row employers
predicted a leap beyond the average annual increase
of 4 percent to 5 percent of the preceding decade.®
Approximately half of Americans, 153 million, get
their health benefits coverage through an employ-
er-sponsored health benefits plan even as employers
continue to wrestle with high and ever-increasing
health benefit costs.” Despite the increased costs and
advances in diagnostic medicine, medical technolo-
gy, digital technology, Al, and new drugs and med-
ical treatments, the overall health of Americans has
continued to worsen.®

The Affordable Care Act (ACA), now 14 years old,
has increased the number of Americans enrolled in
health insurance or health benefit plans, with the un-
insured rate among the nonelderly population reach-
ing an all-time low of 9.6 percent in 2022.° Following
the enactment of the ACA, the number of uninsured
nonelderly individuals dropped from more than 44
million in 2003 to 25.3 million in 2022."° While
fewer people are uninsured since the inception of the

ACA, the percentage of large employers that provide
health coverage to employees has remained steady
and high, with nearly 98 percent of employers with
more than 200 employees offering health benefits."

Given that the percentage of large employers that
sponsor health benefits has remained steady at approx-
imately 98 percent, most of the gap in the uninsured
ranks has been closed by the increased participation in
the Health Insurance Marketplace, which was created
by the ACA. In this marketplace, health coverage is of-
fered to the public and accessible through www.health-
care.gov. ACA Marketplace enrollment grew from a
little over 8 million in 2014 to its highest enrollment
level at the end of 2023 at 21.4 million."

Therefore, the availability and enrollment in
health care benefits have increased through employ-
er-sponsored plans or the ACA Marketplace. The
other roughly half of Americans with health care
coverage obtain their coverage through Medicare, for
those age 65 or older or disabled (61 million); Med-
icaid, offered through the states to low-income indi-
viduals (62 million); and other sources of coverage,
including direct purchase of private individual health
insurance policies and coverage for federal employees
and the military (TRICARE, U.S. Department of
Veterans Affairs, and CHAMPVA at 8 million) while
25.9 million remain uninsured."”

While some of the data cited in this narrative in-
cludes that from small employers, those with 200 or
fewer employees, the focus of this article is on larger
employers, specifically those with 1,000 or more em-
ployees. These plan sponsors do not purchase health
insurance policies but rather establish contracts
to self-fund the claims of their health plans using
the administrative services of a claim adjudicator,
which may be a health insurance company provid-
ing administrative services only (ASO) or through a
third-party administrator (TPA). Many of these plan
sponsors purchase stop-loss coverage to cover the cost
over a large claim threshold for individuals (specific
stop-loss “spec”) and for the group (aggregate stop-
loss “agg”). Of firms that self-fund benefits, 83 per-
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cent are large employers with over 200 employees,
as shown in Figure 1." Self-funded plans cover 65
percent of workers, including 18 percent of covered
workers at small firms with less than 200 employees
and 83 percent at large firms.”

While a web of federal and state laws impacts
the governance of health benefit plans, fully insured
health insurance is regulated by state insurance de-
partments, whereas self-funded plans are primari-
ly governed by the federal government through the
Employer Retirement Income Security Act of 1975
(ERISA), the ACA, and other laws, as regulated by
the Department of Labor (DOL) and the IRS."

The following provides a high-level snapshot of
U.S. health care expenditures as a percentage of
U.S. gross domestic product (GDP) and a sum-
mary of the U.S. economy in general over the past
20 years. This view provides context for discussing
health benefits actions, trends, and strategies and
illustrates that while the U.S. employee economy
has fluctuated widely over two decades, health care
costs have continued to rise steadily, growing faster
than the economy.

The Economy over the Past Two Decades

In 2022, the U.S. spent $4.5 trillion on health
care, amounting to 17.3 percent of GDP. This is near-
ly twice as much as the average spent on health care
by 38 high-income countries, as tracked by the Or-
ganization for Economic Cooperation and Develop-
ment (OECD).”

From 2003 to 2022, the U.S. GDP increased from
$11.4 to $25.4 trillion. Over the same time span, U.S.
health care spending increased from $1.8 trillion to
$4.5 trillion. The increase in U.S. health care spending
was 250 percent compared to an overall economy of
220 percent from 2003 to 2022 (Table 1)."® This as-
ymptotic growth in health care spending compared to
GDP suggests that the weight of health care spending
will represent a crisis relative to the total output of the
nation, despite the number of jobs in health care, cur-
rently 14 million, many of which are high paying.”

Overall Trends (2003-2023)

Overall, the U.S. economy from 2003 to 2023
experienced significant swings amidst various chal-
lenges, including steady growth in the early 2000s,

FIGURE 1
Percentage of Firms Who Self-Fund Health Premiums (2023)
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TABLE 1

Growth in U.S. GDP Compared to U.S. Health Expenditures
(2003-2022) (in billions)

U.S. Health
U.S. GDP Care Spend
2003 $11,456 $1,770
2022 $25,463 $4,465
Increase 220% 250%

the 2008-2009 financial crisis, post-recession recovery
from 2010-2019, the COVID-19 pandemic, and infla-
tionary pressures from 2022 to 2024. However, health
care spending continued to increase at a steady rate.”
A major risk factor for the vitality of the U.S. is the
high national debt and much of that debt is driven by
health care costs. In the past two decades, the na-
tional debt has increased 494 percent from $6.7 tril-
lion in 2023 to $33.1 trillion in 2023.2' As the recent

FIGURE 2

long-term projections from the Congressional Budget
Office (CBO) show, the national debt is unsustain-
able, anticipated to grow from nearly 10 percent of
GDP in 2024 to 166 percent in 2054. One of the
largest drivers of that rising debt is federal spending
on major health care programs such as Medicare and
Medicaid. Such spending is projected to rise by 73
percent over the next decade and will surpass all other
categories of federal spending in 2028. By 2054, such
spending will account for 30 percent of total federal
outlays, exceeding the total amount spent on discre-
tionary programs, such as defense and infrastructure,
by 51 percent.”? According to Reinhart and Rogoff,
excessive debt accumulation—whether by govern-
ments, banks, corporations, or consumers—often
leads to financial instability and crisis. They empha-
size the importance of learning from history to avoid
repeating these cycles, dispelling the myth that “this
time is different.”

Total personal household debt hit $17.3 trillion in
2023,* up from $8.2 trillion in the second quarter
of 2004.” Total personal medical debt hit $220 bil-

Health Benefit Premiums for Employers with 200 or More Employees, Single and Family (2003-2023)
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lion in 2021 with approximately 14 million people (6
percent of adults) in the U.S. owing over $1,000 in
medical debt and about 3 million people (1 percent of
adults) owing a medical debt of more than $10,000.%

What Has Happened to Health Care Costs
over the Past 20 Years?

As stated earlier, health spending has increased by
around 250 percent over the past 20 years.?” The follow-
ing drill-down into employer-sponsored health benefit
cost data continues to show the progression of increased
costs.”® The premium or premium-equivalent costs for
employer-sponsored health benefits have increased for
single or employee-only and family coverage at a steady
rate, as shown in Figure 2 and Table 2.

Employers have consistently paid approximately 81
percent to 84 percent of the costs of single coverage
for the past two decades.” Figure 3 illustrates the to-
tal cost of premiums for single coverage compared to
the portion paid by eligible employees through payroll
deductions.*® The employer subsidy for family cover-

age has remained steady at approximately 70 percent.”

FIGURE 3

TABLE 2

Increase in Single and Family Health Benefit Premiums
(2003-2023)

2003 2013 2023
Single $3,358 $5,967 $8,321
Family $9,068 $16,351 $23,968

Employers stay in the game with employer-sponsored
insurance (ESI) and pay this cost because they per-
ceive the value to be worth it as part of the employ-
ment proposition. According to Mulligan, “Based on
published estimates of its price elasticity of demand
and of tax wedges, as well as the method of revealed
preference, I estimate that the annual social value of
ESI is about $1.5 trillion beyond what policyholders,
their employers, and taxpayers pay for it.”**

The rate of increase (called cost trend rate) in em-
ployer premiums has fluctuated over the past two

Subsidies of Single Health Benefit Premiums for Employees, for Employers with 200 or more Employees (2003-2023)
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decades. Until 2020, premiums increased more than
inflation and workers” earnings. From 2020 to 2022,
during the COVID-19 pandemic, workers’ earnings
increased at a rate higher than premiums, but this
did not last long as premiums increased higher than
wages again in 2023.%

Figure 4 presents the cumulative rates for em-
ployer premiums, inflation, and workers’ earnings
in increments of 5-year blocks ranging from 2003
to 2008, 2008 to 2013, 2013 to 2018, and 2018 to
2023.%4 Over the first three 5-year blocks, the in-
crease in premiums outstripped overall inflation and
workers” earnings. However, this was not the case in
the last 5-year block, but it may be due to the anoma-
ly during the pandemic. The rate of premium increas-
es fell in the first three 5-year blocks from 40 percent
to 20 percent but started trending up again in the
fourth 5-year block to 22 percent.?

What Were the Drivers of Cost over the
Past 20 Years?

Table 3 lists the cost drivers cited in the 2004
Journal “Health Care Benefit Crisis” article with

FIGURE 4

comments on the 2014 and 2024 relevancy or mod-
ifications. An expanded narrative on each driver
follows, discussing how these have persisted and mor-
phed over the past two decades.

The following narrative expands on the key cost
drivers cited in the 2004 and 2014 articles with up-
dated relevance for today. Additional drivers of costs
have emerged in the past decade that were not includ-
ed in the 2004 and 2014 articles. These will be dis-
cussed in the section on current employer strategies
in Part 2 of this series.

Population Aging

In 2011, the first of the baby boomer generation
reached the federally defined retirement age of 65,
with many transitioning from employer-sponsored
plans to government (Medicare) and private-public
insurance plans (Medicare Advantage) for health care
coverage. Since then, baby boomers have continued
to turn 65 at a rate of about 10,000 per day.*® Since
older people, on average, spend more on health care
than younger people, the growth in the number of
older Americans has increased health care costs.

Cumulative Premium Increases, Inflation, and Earnings for Covered Workers with Family Coverage (2003-2023)
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Also, people are living longer in general. While, from 2019 to 2020 and from 77.0 to 76.1 years from
2020 to 2021, according to data from the CDC’s
National Center for Health Statistics (NCHS). The

0.9-year drop in life expectancy in 2021, along with

for the first time in decades, average life expectancy in
the U.S. decreased during the COVID-19 pandem-
ic, it generally has risen.”” Average life expectancy at

birth in the U.S. declined from 78.8 to 77.0 years a 1.8-year drop in 2020, was the biggest 2-year de-

TABLE 3

2004 Cost Drivers and 2014 and 2024 Relevance and Modifications

Original Health Cost
Drivers 2004

2014 Relevance and Modifications
(see 2014 article for references)

2024 Relevance and Modifications (see narra-
tive section below for additional references)

Population Aging

Continued with greater impact in 2014
and accelerating

Longer life expectancy, except for pandemic
years, higher survival rates contribute to in-
creased costs (those who live long enough are
likely to have health problems)?

Technology

Grew in significance, particularly in the
area of pharmaceutical drugs, medical
devices and widespread use of smart-
phones, large scale electronic medical
records (EMR) implementations by
hospitals and physicians

Widespread adoption of smartphone health
applications and telehealth use spiked during the
pandemic and democratizes health care, remote
therapy and prescription options enable greater
access, medical equipment and supplies cost
more,° blockbuster drugs and genetic therapies
are exciting but with extraordinary costs®

Managed Care Saturation

HMO managed care receded, re-emer-
gence under “narrow network” options.
Offering of consumer driven plan
increased with high deductibles

Virtually all plans have some form of managed
care but the high performing narrow networks
are only offered by 9% of employers,* Medicare
and Medicaid cost shortages are shifted to
employers, particularly for states that did not
expand Medicaid under the ACA®

Direct-to-Consumer
Drug Marketing

Grew in prevalence, though impact
moderated due to emergence of gener-
ics, emerging threats in specialty drugs
and biologics began to emerge

Direct-to-consumer marketing continues but for
high-cost blockbuster drugs like DLP-1’s, online
pharmacies and new models ease of delivery,
social media medfluencers, PBMs continue
with limited transparency on true costf

Insurance Consolidation
and Profit Taking

Receded due to threat of ACA and few-
er consolidation options, profit-taking
being offset by health care reform reg-
ulations including health marketplace
exchange—private and public

After receding, consolidation and profit-taking
increase with payors buying providers, PBMs
and tech companies, vertical and horizontal
integration and consolidation continue with
conflicting claims of benefits to consumers?

Legislation

The ACA was the most significant
legislation of this period, HITECH Act
spurred on widespread adoption of
EMRs by hospitals and physicians

The Affordable Care Act, Individual Mandate
Repeal, Genetic Information Nondiscrimination
Act, Mental Health Parity Provisions, Newborns'
and Mothers' Health Protection Act, Women's
Health and Cancer Rights Act, Consolidated
Appropriations Act, 2023 (CAA '21) and TiC Rule

continued on next page
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TABLE 3 (continued)

2004 Cost Drivers and 2014 and 2024 Relevance and Modifications

Original Health Cost

2014 Relevance and Modifications

2024 Relevance and Modifications (see narra-

Drivers 2004 (see 2014 article for references) tive section below for additional references)
Litigation Malpractice claims decreased but Blue Cross Blue Shield anti-trust settlement,
defensive medicine continued Johnson & Johnson extraordinary costs law-
suit, Dobbs overturned Roe v. Wade"
Uninsured Increased during recession but started Uninsured rate has fallen to an all-time low,
to decrease following ACA hospitals provide charity care as insurers of
last resort!
Poor Health Continued and worsened, because Opioid pandemic, global pandemic threat

mixed results

a higher priority and new focus for
employers, expansion of focus included
well-being in addition to the chronic
and acute but results of wellness and
medical management programs have

of novel viruses, long-lasting impacts of
COVID-19, mistrust of the system, late diagno-
sis. It is much easier to start drug development
with the sickest patient, then pushing the indi-
cation back. Previously deadly conditions are
now progressing into chronic conditions.)

aKevin M. Murphy and Robert H. Topel, “The Value of Health
and Longevity,” Journal of Political Economy 114, no. 5
(2006): 871-904.

°Arielle Bosworth et al., “Changes in the List Prices of
Prescription Drugs, 2017-2023,” ASPE, October 6, 2023;
American Hospital Association, "America’s Hospitals and
Health Systems Continue to Face Escalating Operational
Costs and Economic Pressures as They Care for Patients
and Communities," Policy Commons, May 8, 2024; Chi
Heem Wong et al., "The Estimated Annual Financial Impact
of Gene Therapy in the United States," Gene Therapy 30, no.
10 (2023): 761-773.

°Paige Twenter, “New Gene Therapy to Cost $4.25M—The
Highest Drug Price in the U.S.,” Becker’s Hospital Review,
March 20, 2024.

dBrent L. Rollins, “Non-Branded or Branded Direct-to-Con-
sumer Prescription Advertising—Which Is More Effective?”
°Essi Poyry, Hanna Reinikainen, and Vilma Luoma-Aho, "The
Role of Social Media Influencers in Public Health Communi-
cation: Case COVID-19 Pandemic," International Journal of

cline in life expectancy since 1921-1923.>® However,
average life expectancy rebounded back to 77.5 in
2022.%° The U.S. continues to have a lower average
life expectancy at birth relative to other countries,
such as Australia, Austria, Belgium, Canada, France,
Germany, Japan, the Netherlands, Sweden, Switzer-
land, and the U.K. (Figure 5).% Life expectancy and

Strategic Communication 16, no. 3 (2022): 469-484.
fJeremy A. Greene and Aaron S. Kesselheim, “Pharmaceu-
tical Marketing and the New Social Media,” New England
Journal of Medicine 363, no. 22 (2010): 2087-2089; F.R.D.
Carpentier, “Considering the Future of Pharmaceutical
Promotions in Social Media Comment on ‘Trouble Spots in
Online Direct-to-Consumer Prescription Drug Promotion:
A Content Analysis of FDA Warning Letters,"” International
Journal of Health Policy and Management 5, no. 4 (2016):
283-285.

9Business Group on Health, “2024 Large Employer Health
Care Strategy Survey,” August 22, 2023.

"Ibid.

iAiden Lee et al., "National Uninsured Rate Reaches All-
Time Low in Early 2022," ASPE, HHS, August 2022.

iZafar Zafari et al., "Projecting Long-Term Health and
Economic Burden of COPD in the United States," Chest 159,
no. 4 (2021): 1400-1410; Emelia J. Benjamin et al., “Heart
Disease and Stroke Statistics—2019 Update,” Circulation
139, no. 10 (2019): e56-€528.

progress in treated disease adds to the wealth of a na-
tion. Murphy and Topel calculated the social values
of increased longevity over the 20th century, progress
against various diseases after 1970, and potential fu-
ture progress against major diseases. They report that
the cumulative gains in life expectancy after 1900
were worth over $1.2 million to the representative
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American in 2000, whereas post-1970 gains added
about $3.2 trillion per year to national wealth, equal

to about half of GDP.#!

Technology

Medical technology continues to advance in
many beneficial ways. The use and cost of sophisti-
cated medical technology is increasing. For instance,
pediatric heart care is technology-intensive and
expensive.*?

Having adequate and up-to-date medical supplies,
devices, and equipment is necessary for hospitals to
deliver high-quality patient care. These include ar-
tificial joints used to treat patients with conditions
such as arthritis, robotic surgery machines used to
perform laparoscopic surgical procedures, and com-
plex imaging machinery used for clinical diagnos-
tics. Most of these items are expensive to acquire
and maintain and rely on increasingly volatile global
supply chains. Comprising approximately 10.5 per-
cent of the average hospital’s budget, medical supply

FIGURE 5
Change in U.S. Life Expectancy Compared to Other Countries?

expenses collectively accounted for $146.9 billion in
2023, an increase of $6.6 billion over 2022.43

Perhaps no other technology area is more exciting
and expensive than new drugs and gene therapies. In
2023, the median annual list price for a new drug
was $300,000, an increase of 35 percent from the pri-
or year.“ A recent report by the Health and Human
Services (HHS) Assistant Secretary for Planning and
Evaluation (ASPE) found that between 2022 and
2023, prices for nearly 2,000 drugs increased fast-
er than the rate of general inflation, with an average
price hike of 15.2 percent.”” Not only do drug prices
add health care costs, but drug shortages do as well.
The biggest drug shortages over a decade were seen
in 2023, with an average of 301 drugs in shortage
per quarter, adding as much as 20 percent to hospital
drug budgets.*

Gene therapy is a new class of medical treatment
that alters part of a patient’s genome through the re-
placement, deletion, or insertion of genetic material.
While still in its infancy, gene therapy has demon-

? The U.S. has lost nearly two decades of progress T
0 in life expectancy
2002 2004 2006 2008 2010 2012 2014 2016 2018 2020 2022

aSource: KFF analysis of CDC, OECD, Australian Bureau of Statistics, Japanese Ministry of Health, Labour, and
Welfare, Statistics Canada, and U.K. Office for National Statistics data; https://www.healthsystemtracker.org/
chart-collection/u-s-life-expectancy-compare-countries.
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strated immense potential to treat and cure previous-
ly intractable diseases. Nevertheless, existing gene
therapy prices are high, raising concerns about its
affordability for U.S. payers and its availability to pa-
tients. Some analysts expect annual spending on gene
therapies to exceed $20 billion.”” As an example, the
most expensive drug in the U.S. in March 2024 was
Lenmeldy, a $4.25 million gene therapy the Federal
Drug Administration (FDA) approved for children
with a rare genetic disease called metachromatic leu-
kodystrophy that manifests into the loss of motor and
cognitive function and early death.*®

While medical device, pharmaceutical, and gene
therapy technology hold great promise to improve
health outcomes and lower the overall cost of care,
the cost of technology continues to make up a signif-
icant portion of health care costs. One of the hottest
topics in health care is artificial intelligence (AI) and
how it can be used to create efhiciencies and improve
health care outcomes. A literature review about the
potential savings from Al in health care shows prom-
ise for savings, but more research and real-world ex-
perience is needed.”

Digital technology, such as apps available on
smartphones, can offer patients continuous moni-
toring that can lead to early detection of potential
health issues and prompt intervention, thereby im-
proving patient outcomes.’® Additionally, telemedi-
cine apps enable remote consultations, reducing the
need for in-person visits and making health care
more accessible, especially in rural or underserved
areas.”’ Moreover, these apps offer personalized
health management tools, such as reminders for
medication and appointments, dietary advice, and
mental health support. They also facilitate better
patient engagement and education by providing ac-
cess to medical literature, symptom checkers, and
health tips. This empowerment of patients to man-
age their health more proactively can lead to im-
proved adherence to treatment plans and healthier
lifestyles.* The integration of artificial intelligence
in these apps further enhances diagnostic accuracy
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and treatment recommendations, marking a signifi-
cant advancement in personalized medicine.’

Al has the potential to significantly enhance health
care by improving diagnostic accuracy, personaliz-
ing treatment plans, and optimizing operational efli-
ciencies. Al algorithms can analyze vast amounts of
medical data, identifying patterns and anomalies that
might be missed by human practitioners, thus aiding
in the early detection of diseases such as cancer and
cardiovascular conditions.”* Additionally, Al can tai-
lor treatment recommendations to individual patients
by considering their unique genetic makeup, lifestyle,
and medical history, leading to more effective and
personalized care In administrative capacities, Al
streamlines processes like patient scheduling, electron-
ic health record management, and resource allocation,
reducing the burden on health care providers and
allowing them to focus more on patient care.’® Ulti-
mately, Al’'s integration into health care promises to
enhance the quality and efficiency of medical services.

Despite its potential benefits, the integration of
AT in health care raises several concerns, primarily
revolving around data privacy, algorithmic bias, and
the dehumanization of patient care. The vast amount
of sensitive health data required for Al systems in-
creases the risk of data breaches and unauthorized
access, posing significant privacy concerns.” Addi-
tionally, AI algorithms can inadvertently perpetuate
biases present in the training data, leading to un-
equal treatment outcomes for different demograph-
ic groups, thereby exacerbating health disparities.’®
Furthermore, the reliance on Al for clinical decisions
may undermine the patient-provider relationship, re-
ducing the personalized touch and empathy that are
crucial in health care.”” Addressing these challenges is
essential to ensure the ethical and equitable deploy-
ment of Al technologies in health care.

Managed Care Saturation

Managed care saturation was discussed in 2004 as
a driver of health care costs, indicating that unman-
aged indemnity plans gave way to plans that feature
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managed care networks, utilization management
requirements, and other forms of managed care. In
2003, only 5 percent of plans were traditional or in-
demnity plans, and those unmanaged plans fell to
less than 3 percent by 2009.°° Managed plans with
networks take on various forms, including those of a
health maintenance organization (HMO), preferred
provider organization (PPO), point of service (POS),
and high-deductible health plan (HDHP) with a
spending account (SA).

HMO enrollment has hit its lowest point in 20
years at 12 to 13 percent, while HDHP/SA enroll-
ment has leveled off at 29 percent. Account-based
plans grew in popularity following the implemen-
tation of the ACA, with enrollment growing from
5 percent in 2007 to 30 percent by 2019. However,
this was the peak of enrollment, which has remained
steady since 2019.

Managed care is saturated and embedded in the
HMO, POS, PPO, and HDHP plans. A form of
PPO is a high-performing network (HPN). HPNs
are narrow networks, meaning there are fewer hos-
pitals and doctors that are covered in-network. From
2014 to the present, narrow networks represent only
9 percent of the plans offered by employers.®!

Most HPNs take on two forms. The first form is
a high-performance network that cuts out or reduces
access to the most expensive providers. For instance,
in a market with three large health systems, the HPN
may only cover two, cutting out the most expen-
sive one, such as certain academic medical centers
(AMCs), which are reimbursed at the highest rates
because of more specialty and advanced care. This
type of narrow network has two primary problems.
First, it continues to use a fee-for-service (FEFS) re-
imbursement model, which is now widely considered
the most significant driver of increased health care
costs. FES essentially rewards providers for volume
because it is a piece-rate type of reimbursement. The
more office visits, tests, and procedures a provider
delivers, the more compensation is paid, increasing
overall costs. Second, by eliminating AMCs, some of

the most advanced providers are either not covered
or covered at a lower benefit rate, shifting costs to
patients. Despite the higher reimbursement rates that
AMCs command, some AMCs are integrated deliv-
ery systems (IDNs) with more consistent adherence
to evidence-based standards, which can lower the to-
tal overall cost of care by delivering better outcomes.

In contrast to the first type of HPN, which is based
on a FFS reimbursement model, the second type of
HPN is based on value-based care. Value-based care
compensates providers through bundled payments,
risk or gain-sharing, or other methods based more on
coordination of care and quality outcomes than vol-
ume. These networks are often called clinically inte-
grated networks (CINs) and are encouraged under the
ACA through various provisions, such as the creation
of the Medicare Shared Savings Program, which cre-
ated a formal Medicare Shared Savings Accountable
Care Organization (ACO), with features such as bun-
dled payments, readmission penalties, and withholds
or bonuses for missing or hitting cost-savings targets.

The ACA has also transformed how hospitals and
health systems deliver care by shifting providers’
payments from volume to value-based care.®> Many
AMC:s sponsor or participate in CING, offering cost
savings opportunities and the most advanced care.

Another issue related to managed care saturation
is the cost shift to employers to cover the loss that
hospitals generate on Medicare and Medicaid. Hos-
pitals often play a critical role in providing access
to essential health care services, such as emergency
care and behavioral health, which are necessary for
the health and well-being of the communities they
serve. Payments from Medicare and Medicaid totaled
nearly $130 billion in 2022, and Medicare paid just
82 cents for every dollar hospitals spent caring for
patients, resulting in a shortfall of almost $100 bil-
lion.®* According to the American Hospital Associa-
tion (AHA), underpayments in the second half of the
last decade totaled more than half a trillion dollars, a
nearly 40 percent increase compared to the first half,
even after adjusting for inflation.®
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Direct-to-Consumer Drug Marketing

While direct-to-consumer drug marketing con-
tinues, other factors have pushed drug prices higher,
including a plethora of new brand name specialized
and expensive drugs. Increasingly, manufacturers
support a nonbranded campaign for a condition or
a risk. This campaign does not mention the man-
ufacturer or reference any brand names. Success is
measured by raised awareness and requests for addi-
tional information that result in a higher number of
patients taking action, such as seeking treatment or
diagnosis, ultimately benefiting producers.®

TABLE 4

15 Largest U.S. Health Systems Ranked by
Number of Hospitals

Number of

Health Systems Headquarters Hospitals

1. HCA Healthcare Nashville, TN 184

2. Veterans Health Washington, DC 172
Administration

3. CommonSpirit Chicago, IL 140
Health

4. Ascension St. Louis, MO 140

5. LifePoint Health Brentwood, TN 124

6. Trinity Health Livonia, Ml 101

7. ScionHealth Louisville, KY 94

8. Community Franklin, TN 71
Health Systems

9. Advocate Health Charlotte, NC 68

10. Tenet Healthcare Dallas, TX 61

11. Christus Health Irving, TX 61

12. AdventHealth Altamonte 52

Springs, FL

13. Providence Renton, WA 51

14. Baylor Scott & Dallas, TX 51
White Health

15. Bon Secours Cincinnati, OH 48
Mercy Health

Branded direct-to-consumer marketing has been
increasing in recent years; traditionally done via tele-
vision, print, and radio, it is increasingly digital. Fol-
lowing a change in publication guidelines in 2004,
advertisers could include a simplified product sum-
mary.® This format is particularly adaptable for social
media. It is estimated that 80 percent of social media
users, and the overwhelming majority of young users,
use it to get health care related information.

The presence of social media influencers (SMI)
has steadily increased in recent years. In health care,
like in other industries, influencers can sway cus-
tomer opinions about products, services, brands,
companies, and advertisements. Social media users
perceive these individuals as credible and likable,
thus following their advice, which may or may not be
explicitly introduced as part of a campaign. During
COVID-19, health care influencers effectively pro-
moted public health care policies, such as masking
and vaccination.®® Degrees of reliability vary, as some
SMIs in the health care space are trained health care
professionals, while others may present themselves as
“advocates” or “authors.”

SMI-driven direct marketing campaigns are be-
coming more common. The shorter nature of the me-
dium messages is more appealing to audiences, but it
also makes compliance with regulations harder. Fur-
ther, the manufacturer may lose control of the mes-
sage as the information is shared and reshared often
without proper disclosure of interests or fact-check-
ing.”® At times, SMIs simply misconstrue drug-relat-
ed information and misinform their followers. This
growing trend has resulted in increased regulatory
attention and guidance to advertisers.”

Insurance Consolidation and Profit Taking
Consolidation in any industry raises concerns
about reduced competition, leading to higher prices
and reduced innovation and quality. Proponents ar-
gue that vertical integration in health care can provide
significant benefits to consumers, such as improved
care coordination, cost efficiencies, and enhanced ac-
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cess to services. However, it also carries risks related
to reduced competition, potential for higher costs,
increased complexity, and conflicts of interest. The
overall impact on consumers largely depends on how
these integrated organizations manage these dynam-
ics and balance their goals of improving care with
maintaining affordability and choice for patients.””
Most consolidations in the health care industry have
taken the form of vertical integration.”

Finally, not only has the health insurance industry
consolidated, but so has the health care provider in-
dustry. Consolidation has also occurred within health
tech and IT companies, care delivery, and investors.
For instance, Table 4 shows the 15 largest health sys-
tems ranked by the number of hospitals.”

Legislation

While ERISA and the ACA serve as the primary
legislative framework governing self-funded employer
health plans, the following summary of key legislation
over the past two decades is helpful to understand the
evolving contours of laws that impact how employers
oversee, design, and manage their plans.”

The ACA, enacted in 2010, aims to make health
insurance more affordable and accessible. It includes
provisions to expand Medicaid, create health insur-
ance marketplaces, and prohibit insurance companies
from denying coverage based on pre-existing condi-
tions. It also mandates that most individuals have
health insurance and provides subsidies for low-in-
come families. The individual mandate, a provision
of the Affordable Care Act requiring individuals to
have health insurance or pay a penalty, was effectively
repealed by the Tax Cuts and Jobs Act of 2017, reduc-
ing the penalty to zero starting in 2019.7

The Genetic Information Nondiscrimination Act
(GINA), enacted in 2008, prohibits discrimination
in health coverage and employment based on genetic
information. It prevents insurers and employers from
requesting or using genetic information for under-
writing purposes or employment decisions.”” Mental
health parity provisions included in various laws such

as the Mental Health Parity and Addiction Equity
Act (MHPAEA) of 2008, require health insurance
plans to provide equal coverage for mental health and
substance use disorder services as they do for medical
and surgical services.”®

The Newborns’ and Mothers’ Health Protection
Act passed in 1996 mandates minimum hospital stays
for mothers and newborns following childbirth—48
hours for vaginal deliveries and 96 hours for cesarean
sections—unless the attending provider and mother
decide otherwise.”” Enacted in 1998, the Women’s
Health and Cancer Rights Act requires health in-
surance plans that cover mastectomies to also cover
breast reconstruction, prostheses, and treatment of
physical complications, including lymphedemas, in a
manner determined in consultation with the attend-
ing physician and patient.*

The Consolidated Appropriations Act, 2023 (CAA
’21) includes various health care provisions, such as
extending telehealth flexibilities, funding health pro-
grams, and addressing surprise billing. It ensures con-
tinued support and resources for health care services
and public health initiatives.*

The Transparency in Coverage (TiC) Rule issued
by HHS requires health plans and issuers to disclose
cost-sharing information to consumers. It mandates
public disclosure of negotiated rates and historical
prices for covered services, promoting price transpar-
ency in health care.®?

Litigation

Two of the most important lawsuits that impact
employer-sponsored self-funded health benefit plans
are the Johnson & Johnson ERISA fiduciary suit and
the antitrust suit for Blue Cross Blue Shield plans. In
February 2024, participants alleged that group health
plan fiduciaries at Johnson & Johnson breached their
fiduciary duties under ERISA by allowing the plan
and its participants to pay “extraordinary” costs for
prescription drugs as compared to other market op-
tions, resulting in millions of dollars in unnecessary
costs to the plan. Specifically, the lawsuit alleges that
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the health plan fiduciaries mismanaged the plan’s
prescription drug benefits, costing the plan and its
“employees millions of dollars in the form of higher
payments for prescription drugs, higher premiums,
higher deductibles, higher coinsurance, higher co-
pays, and lower wages or limited wage growth.”®
Plaintiffs alleged that the plan’s fiduciaries failed to:
* pay the lowest possible costs for the offered drugs
* obtain competitive bids from other prescrip-
tion drug service providers
* monitor plan expenses
* negotiate the prescription drug contract with its
pharmacy benefit manager (PBM), especially giv-
en its bargaining power as a Fortune 50 employer
e fully inform participants about the mail-or-
der program where drug prices were routinely
higher than those they could have obtained at
retail pharmacies
* protect the health plan’s assets
The Johnson & Johnson lawsuit is one of the first
of its kind, stemming from the disclosure and trans-
parency in coverage requirements under ERISA, mir-
roring the retirement plan excessive fee lawsuits that

have come before it.

The Blue Cross Blue Shield settlement of the class
action antitrust lawsuit against the Blue Cross Blue
Shield (BCBS) Association and 34 plans is the second
major area of litigation impacting employer-sponsored
health plans.®> For many of the past 70 years, BCBS
plans have enjoyed substantial market power in the state
in which each operates. Other BCBS plans were not al-
lowed to compete against other “Blues” plans, and any
corporation resident in a plan’s territory was allowed to
deal solely with the local plan if the corporation sought
BCBS insurance for its employees. The settlement rec-
ognizes that these restrictions reduced competition;
therefore, they are not allowed under federal antitrust
laws going forward, as the ruling was upheld upon ap-
peal.% The BCBS Association will also have less con-
trol over mergers and acquisitions through individual
BCBS plans. Finally, the BCBS plans and the associa-
tion must pay clients $2.67 billion in damages.
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On June 28, 2024, the Supreme Court overturned
a 40-year rule for decision making that required fed-
eral courts to defer to reasonable agency decisions
where federal law is silent or unclear. This “Chevron
deference” standard is now gone, ushering in a new
era where courts will not have to accept regulatory
agency guidance in reviewing challenged regulations.
While the details of the rules that define adminis-
trative law often garner little attention, this decision,
like the overturned Roe v. Wade, will impact how
employers make decisions about their health bene-
fit plans.®” The Loper Bright decision will shape how
courts review legal challenges to all regulations that
interpret issues where federal law is ambiguous or si-
lent, including health care.®® According to the ma-
jority opinion, the Chevron decision runs counter
to the Administrative Procedures Act (APA), which
incorporated prior practice that “courts decide legal
questions by applying their own judgement.” The
APA is a 1946 law that sets parameters for how agen-
cies function. On the question of deferring to agen-
cy expertise to resolve an issue, the Supreme Court
said that “..agencies have no special competence in
resolving statutory ambiguities. Courts do.” While
courts can “respect” agency regulation and expertise
and look to it to inform them on technical issues,
“Congress expects courts to handle technical statu-
tory questions.”® Thus, as a result of this litigation,
employer plan sponsors will need to work closely with
their benefit counsel to determine how to make de-
cisions in areas that are now regulated by the states,
as is the case in the Dobbs decision overturning Roe
vs. Wade, or when federal regulation is unclear or in-
complete, as federal agencies interpretations are less
impactful because of the Loper Bright decision.

Uninsured

A review of the uninsured data concerning the
macroeconomic issues in U.S. health care was dis-
cussed earlier. From the standpoint of serving as a
cost driver in employer health plans, hospitals that
provide charity care for the uninsured absorb costs
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that could be factored into the rates they charge to 3. Diabetes affects more than 34 million Ameri-

commercial networks available to employers. Thus,
reducing the uninsured population should be a miti-
gating factor driving employer health benefit costs.

Poor Health

The overall health of the U.S. population is poor
and worsening every year. Diseases and conditions
that are often preventable, such as heart disease,
stroke, cancer, diabetes, and obesity, are among the
most common and costly of all health problems.
Many of these diseases are brought on by unhealthy
eating habits and limited exercise, which can lead to

cans, contributing significantly to morbidity
and mortality. The American Diabetes Asso-
ciation reports that the total cost of diagnosed
diabetes in 2017 was $327 billion. This includes
$237 billion in direct medical costs and $90
billion in reduced productivity. Diabetes-related
complications, such as cardiovascular disease,
contribute substantially to these costs.””

. Chronic respiratory diseases, including chron-

ic obstructive pulmonary disease (COPD)
and asthma, affect millions. COPD is a major
cause of morbidity and mortality, with costs

estimated at $49 billion in 2020. Asthma
contributes an additional $82 billion annual-

metabolic syndrome, a precursor of chronic diseases.”
According to the Business Group on Health, em-
ployers indicate that cancer has taken over the top spot
from musculoskeletal disorders as a driver of health
plan costs from 2021 to 2023. Cardiovascular condi-
tions have risen to be the third driver of costs within
their plans. The top conditions are listed in Table 5.
The list of top drivers of costs for employer-spon-
sored health plans is related to but in a different order

TABLE 5

Ranking of Top Conditions Driving Cost by Employers
(2021-2023)

than the five leading causes of death in the U.S. Condition 2021 2022 2023
1. Heart disease is the leading cause of death in Cancer 80% 83% 86%
the U.S., with over 697,000 deaths annually. Musculoskeletal 84% 76% 75%
The toz{al cc;Bst6of };-eﬁ-rt disease in 20.17 v&}flas les}; P — p— p—
timated at illion, encompassing healt :
at $363 billio passiig neal Diabetes 43%  28%  27%
care services, medications, and lost productiv-
. . . . Maternity N.D. N.D. 23%
ity. This cost is expected to increase due to the
. . . Mental health 14% 17% 17%
aging population and the prevalence of risk
Gastroenterology/ 5% 7% 12%

factors such as obesity and hypertension.”
2. Cancer ranks as the second leading cause of

digestive issues

. High-risk maternity/NICU N.D. N.D. 5%
death, with around 609,000 deaths each year.
. . . Autoimmune N.D. N.D. 3%
The National Cancer Institute estimates the (
1. . COVID-19 (including 4% 10% 3%
annual cost of cancer care to be $174 billion in long COVID)
§O22(()), v(\)rhi[cllll is prOJec‘tedl t(c)1 H:lf-: to $243'b111110n J— NS -
. These costs include direct medical ex-
y 203 L . o Neurology N.D. N.D. 2%
penses and indirect costs like lost productivity :
. 9 Substance use disorders 2% 2% 1%
due to illness and premature death.”® As noted,
HIV/AIDS 2% 1% 1%
cancer recently replaced musculoskeletal pro-
Other 14% 13% 11%

cedures as the top cost for employer-sponsored

health benefit plans.’*
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ly, including medical expenses, absenteeism,
and premature death.”

5. Stroke is a leading cause of serious long-term
disability in the U.S., affecting nearly 800,000
people annually. The American Heart Associa-
tion estimates that the direct and indirect costs
of stroke were $46 billion in 2014-2015, in-
cluding health care services, medications, and
lost productivity.”’

Many of these diseases can be traced to metabolic
syndrome or dysfunction, which is often associated
with obesity and preventable through proper diet
and lifestyle management.” The costs associated with
obesity are multifaceted, encompassing direct medi-
cal expenses, indirect costs due to lost productivity,
and broader societal impacts. In 2003, the prevalence
of obesity among adults in the United States was ap-
proximately 31.1 percent.”” By 2013, the obesity rate
had increased to 34.9 percent.!” This period saw a
significant rise in obesity attributed to various fac-
tors, including lifestyle changes, dietary habits, and
a lack of physical activity."”" For example, Americans
eat more ultraprocessed food than most other coun-
tries.'” In fact, the U.S. and the United Kingdom
have led the way in terms of high obesity and the
consumption of highly processed foods.' In 2023,
the obesity rate among adults in the United States
reached approximately 42.4 percent.'”

The direct medical costs of obesity are substan-
tial. Annual medical spending attributable to obesity
was estimated at $147 billion in 2008. This includes
costs related to obesity-related diseases such as type 2
diabetes, cardiovascular disease, and certain cancers.
More recent estimates suggest that the annual medi-
cal cost of obesity has risen to nearly $210 billion.*
Indirect costs of obesity include lost productivity, ab-
senteeism, and disability. Obese individuals are more
likely to miss work due to illness and are at higher
risk of disability, leading to decreased productivity.
The total annual productivity costs of obesity-related
absenteeism in the U.S. workforce were estimated to

be $4.3 billion."*

Beyond medical and productivity costs, obesi-
ty imposes broader societal costs. These include in-
creased insurance premiums, higher disability and
pension costs, and reduced quality of life. Further-
more, obesity in childhood can lead to long-term
economic impacts, including lower educational at-
tainment and reduced earnings in adulthood.

Many employers have implemented health pro-
motion or workplace wellness programs for employ-
ees and family members of employees which, when
designed and implemented properly, can serve an
important function in managing population health
risk by helping employees and family members iden-
tify and better manage these risks and chronic and/
or preventable diseases. An increasing number of em-
ployers are focused on strategies to improve the health
of their organization, including improving condition
and care management, reducing risk factors, im-
proving closure of care gaps, enhancing population
stratification and predictive modeling, and tailoring
communications and change management to target-
ed segments of employees and family members. By
2022, 85 percent of large employers offered a wellness

197 compared to 58 percent in 2003.'%

program,

A contributing factor to poor health is how people
make poor decisions that impact health and health-re-
lated outcomes. The field of behavioral economics,
pioneered by Nobel laureates Daniel Kahneman
and Amos Tversky and further expanded by Nobel
laureate Richard Thaler, provides guidance on how
people make decisions and how these decisions can
be influenced for good.” Behavioral economics,
which integrates insights from psychology with eco-
nomic theory, can significantly improve health care
outcomes by addressing the irrational behaviors that
often hinder optimal health decisions. Health care
providers can design interventions that nudge pa-
tients toward healthier behaviors by understanding
and leveraging cognitive biases and heuristics."? For
example, simplifying the presentation of health in-
formation, employing default options for treatments,
and utilizing social norms can lead to increased ad-
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FIGURE 6

The U.S. Health Care System Compared to Other Developed Countries®
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herence to medical advice and healthier lifestyles.
Studies have shown that such interventions can re-
duce hospital readmissions, increase vaccination
rates, and improve chronic disease management.'!

Related to poor health is the fragmented U.S.
health care system, which is the most expensive in the
world, but consistently underperforms relative to oth-
er countries on most dimensions of performance."?
Analysis of 71 performance measures across five do-
mains—access to care, care process, administrative
efficiency, equity, and health care outcomes—found
that top-performing countries overall are Norway,
the Netherlands, and Australia, as shown in Figure 6.
The United States ranks last overall, despite spending
far more of its GDP on health care. The U.S. ranks
last on access to care, administrative efﬁciency, equi-
ty, and health care outcomes, but second on measures
of care process.

Conclusion

This three-part series presents a 20-year retro-
spective of employer-sponsored health benefits and
recommendations for new legislation to reduce costs.
Part 1 reviewed the cost patterns over the past two
decades, demonstrating that some of the legacy cost
drivers persist while others have emerged or taken on
new dimensions. Part 2 will summarize the view-
points of employers, employees, and consultants tak-
en from survey data and note contemporary employer
actions. In Part 3, proposed legislative initiatives that
align incentives to improve the cost and quality of
health care for key stakeholders will be presented. ®
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