Soaring Health Care Costs, Eroding Margins

An escalating crisis in fiscal management

ealth care costs now pose a serious
H threat to the ability of U.S. businesses
to compete in today’s global marketplace.
Consider the following:
m In 2000, private business expense for health
services as a percentage of profit was 40 per-

cent before tax and 58 percent after tax.!

m US. health care costs doubled from 1990 to
2001, and are projected to double again by
2012.2 However, based on current trends, CEOs
and senior executives expect employer costs to

double within the next 5 years.

m In one national survey, employers report that
they can absorb only a 9 percent health care
cost increase, as opposed to the expected

annual increase of 14 percent.

“We believe contin-

m Increases in the health risks and chronic illnesses
associated with an aging workforce will increase
total health care costs exponentially.#

m Employees continue to demand expensive
state-of-the-art treatments, and hospital and

pharmaceutical costs continue to rise.

Employers continue to pass cost increases on
to workers through higher cost sharing. But the
reality cannot be ignored: This short-term fix does
not address the primary driver of soaring health
costs—inadequate investment in health through primary
prevention, health risk reduction, and disease management.>6

Some forward-thinking organizations are inte-
grating employee health as a business strategy that
enables them to manage costs effectively, while

investing in the potential of their human capital.
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A primary driver of soaring health
costs is inadequate investment in

health enhancement programs.




The Hidden Costs of Poor Health

Can your organization afford an impaired workforce?

ost business leaders are unaware that the indirect costs
M of poor health (e.g., absenteeism, disability, presenteeism)
may be two to three times higher than the direct medical costs.782.10
The true impact of indirect costs on business success is strikingly

illuminated by current research in health and productivity man-

Andrew N. Liveris
President and CEO
The Dow Chemical Company

(474 I believe that we need a sus-

tained focus on prevention
to maintain and improve the health
of our people. Prevention has the
power to make a real and lasting

difference in our individual quality

agement.-11 Studies associate poor health with: i
of life.

m reduced output (e.g., presenteeism). _
) ) “At Dow, our analysis shows
m increased errors and accidents. : :
that prevention can improve both
our direct and indirect health-related
costs. Our profit potential is inextri-

cably linked to the capability and

m lower quality of products and services.
m higher rates of disability.
m higher absenteeism.

g A i erformance of our employees.
Poor health is risky business P ploy

. “Our actions demonstrate Dow’s

Though the direct costs of poor health continue to spiral ) )

] ; . strong commitment to prevention and

upward and clearly must be managed, impaired job performance
to the health of our employees and

may well be the greatest risk to your bottom line. s, tral rEmles, el Ui
the community. Our efforts include
preventive-focused company policies,
a comprehensive health promotion
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] prevention as a major pillar in the

which supports preventive care, and
collaborations with external partners.
“We have recently strengthened
our commitment to this effort by
adopting a Dow health strategy with

Presenteeism

©LTD overall plan.”
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THE BOTTOM LINE

Poor health impacts the most precious resource of the
organization—the effectiveness and performance of its
human capital.



Making a Wise Investment

Investing in your number one asset to secure your future

oor employee health not only increases total health care costs, it also
P undermines your organization’s long-term ability to be competitive.
Companies need to address top-line issues (e.g., productivity, job satisfaction)
concurrently with the bottom line. Leaders alert to this imperative will:
Health is viewed as a per-
formance driver rather than a cost driver, and health promotion is seen as
an investment in protecting, supporting, and enhancing human capital.!!
Initiatives include well-designed, integrat-
ed health benefits; comprehensive worksite health promotion interventions;
disease management programs; demand management programs; and occupa-
tional safety initiatives.

Because
total health care costs increase as risks increase, the new focus is not only on
managing risk and disease, but also on helping the majority of employees stay
healthy. Research has shown that an organization saves approximately $350

per employee per year by keeping healthy employees at low risk.?

“LifeSteps has a

two-pronged
approach. It not

only focuses on

reducing health
risks, but also
encourages those
within the low-risk
group to continue
their healthy
behaviors.”

Rick Wagoner
CEO
General Motors

SAVINGS PER DOLLAR INVESTED IN WORKSITE HEALTH PROMOTION PROGRAMS
Each $1 invested in worksite health programs brought the following returns:

From a review of 13 studies of worksite health enhancement programs12

e $3.48-to-$1 (average) in reduced health care costs
e $5.82-to-$1 (average) in lower absenteeism costs

Disease management interventions!3

e $1.25-t0-$2.94 in savings-to-cost ratio in reduced medical care costs

A comprehensive health management program at Citibank14

e $4.56-$4.73-to-$1 in savings-to-cost ratio in reduced total health care costs

A blood pressure control program at General Motors1s

e $3.10-to-%$1 in savings-to-cost ratio in reduced absenteeism (year 2)

e $3.90-to-%$1 in savings-to-cost ratio in reduced absenteeism (year 3)

A medical self-care (demand management) program offered at Union Pacific Railroad6

e $2.78-t0-%$1 in savings-to-cost ratio in reduced outpatient costs (nonchronic conditions)

A comprehensive mass communication program with field coordinators at The Travelers!7

e $4.50-to-$1 in savings-to-cost ratio in health care savings, decreased absenteeism, and

increased productivity

THE BOTTOM LINE

Reducing just one health risk increases a person’s productivity
on the job by 9 percent and reduces absenteeism by 2 percent.18



Health Management Initiative Assessment

Please forward this assessment to your human capital and health managers.

Strongly Agree
Agree
Undecided
Disagree

Strongly Disagree

Check the circle that best . applies to your organization.

B Our senior management is committed to health promotion as an

important investment in our human capital.

o
8)) B All levels of management are educated regarding the link between employee
i health and productivity, and total economic value. O > O O o
o O O O o
E B We have identified the leading physical and mental health conditions
< g among our employees and know their related direct and indirect costs. O O O O O
<9
03
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B Our health benefits support prevention, risk reduction, and disease

management, and are free of barriers to evidence-based interventions. O O O O O

BENEFIT
DESIGN

B To encourage employees to exercise, we provide facilities such

'_
"'>J E as onsite fitness centers, walking trails, and user-friendly stairwells. ©) (©) o O o
FE >
x > O O o o o
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% S B We provide a safe and clean work environment. ) O o ) o
0 2
L o o o o o
B We offer health risk assessments (HRAs) to all employees at least every
3 years, with appropriate follow-up and referral. ) O ) ©) o
0
Z
S O O O O O
2
% B We provide education about medical consumerism and self-care. O O O O o
0
x
o o) O O O O
B We provide effective disease management programs targeted to conditions
with high-cost productivity implications (e.g., asthma, diabetes, depression). o O o o o
O O O O o
Z
0
<
B 80 percent of our workforce has participated in at least two
3
g company-sponsored health promotion programs within the
L past 3 years, including an HRA and a lifestyle/risk reduction program. D D o D o

Based on this assessment, are there

gaps in your current approaches?
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Are you ready to lead?

Leading by Example, a new report from the Partnership
for Prevention, details in clear business terms how
your organization can leverage employee health as
a productivity and cost-cutting strategy. This report
shows:
how business leaders representing major U.S.
companies have positioned health promotion
within their respective organizations.
why worksite health promotion needs to be a
performance strategy versus strictly a cost strategy.
effective strategies for enhancing both health and
performance in the workplace, including benefits
design, targeted incentives and interventions,
disease management, risk assessment, safe and

supportive work environments, and more.

of Leading by Example or
to learn about other worksite initiatives through

Partnership for Prevention, contact:

Partnership for Prevention

1015 18th Street, NW, Suite 200
Washington, DC 20036

E-mail: LBE@prevent.org
Telephone: 202.833.0009, ext. 112
Web site: www.prevent.org

Partnership For Prevention™

Partnership for Prevention is a nonprofit, nonpartisan organization
that develops evidence-based solutions to major national health
challenges. Partnership’s mission is to improve Americans’
health by preventing illness and injury and by promoting health.
Its members include leading employers, health care providers,
patient groups, health policy organizations, academic health
centers, and public health agencies. Through Partnership’s
Leading by Example initiative, CEOs are making the business
case for investing in a healthy workforce.
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