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Executive Summary 
 

Key steps to engage members 
Dr. Levin-Scherz noted that recent Towers Watson research has shown that in the recession, 
employees are less focused on taking good care of their own health – an important reason why 
employers should use every tool available to encourage healthier lifestyles.  He noted that 
people have an easier time saying they’ll do something good in the future than actually doing it 
now, making future commitments valuable as a tool for behavior change 
 
Four key steps are needed to engage members to adopt healthier lifestyles: 
1. Communicate – brand communications to encourage healthier lifestyles. 
2. Engage – implement incentives based on behavioral economics. 
3. Change – change the environment to support lifestyle improvements. 
4. Sustain – drive accountability and promote new social norms. 



 
Why behavioral economics? 
Behavioral economics allows us to understand how our brains are “wired,” and how and why 
we make decisions.  Dr. Jeff Levin-Scherz asserted that the instincts that drive our behavior and 
decisions have remained largely unchanged over time.  He believes behavioral economics are 
useful in helping employers design programs that engage members and, in turn, reduce costs. 
 
What are the behavioral economic theories that employers should keep in mind as they design 
incentives to drive member behavior? 
1. Framing – we view economic gains and losses in context.  How you frame open 

enrollment options makes a difference.  For example, consider offering a lower cost, high 
deductible plan next to a much higher cost plan. 

2. Loss aversion – we hate losses more than we like gains. Prospect theory says small 
independent gains or losses have more impact when they are not attached to larger 
numbers.  Employers should consider combining “sticks” and “carrots”.  Penalties alone 
rarely lead to change even though they are more likely to get more attention.  Another tip?  
Communicate rewards separately but bundle unpopular changes together. 

3. Availability – we are more motivated by stories than statistics.  Consider using testimonial 
success stories in your communication strategy. 

4. Discounting – we believe something is more valuable if we receive it immediately and we 
avoid uncertainty. Don’t offer rewards in the future; build incentives employees see right 
away.  Be sure to highlight benefit elements that increase security and do not emphasize 
high out of pocket costs in communications. 

5. Defaults – we usually make the default choice. Employers should reduce barriers for 
employees to make the decisions that will help them achieve the best health outcomes, and 
organize choices in a way that subtly influences the decision-making process. For example, 
list the preferred health plan first to increase enrollment and eliminate unhealthy choices 
from the environment. 

6. Endowment effect – we like what is ours already and don’t like change.  Consider this 
phenomenon when provider networks change – evidence of poor quality rarely leads to 
patients changing physicians or hospitals. 

7. Optimism – we overestimate our chance to be winners.  Employers can use ingrained 
optimism to encourage wellness.  Consider using contests and lotteries. 

8. Indulgence – we value luxury gifts over cash of the same value.  Consider rewards other 
than cash as incentives. 

9. Fairness – we insist on fairness and equity.  Employers should be sure that targets are 
attainable, especially when penalties are involved. 

10. Limits – we are not motivated by incentives alone. Your incentive program should be only 
one portion of your comprehensive program to improve member health. 

 
Incentive program advice 
Dr. Levin-Scherz offered some behavioral economics-based advice for employers designing 
incentive programs:  

• Don’t restrict rewards to health items and set defaults properly.   

• Establish a progressive multiyear plan and stick to the plan so members can count on it. 

• Measure your results. 



• Consider the cultural fit of your incentives – research what will work best. 

• Get senior management buy-in. 

• Don’t overuse penalties. 

• Tell a powerful story. 

• Consider paying incentives apart from payroll and pay them as soon as possible.  

• Make your program easy to explain and administer. 

• Offer incentives to spouses. 
 
Managing costs and creating a culture of health 
Whirlpool Corporation, with 27,000 U.S. employees, is a company that is cost-focused.  
However, according to Ed Mohr, employee wellbeing is a priority. Prior to 2004, the company 
offered traditional PPOs with limited cost management and numerous plan designs for union 
and non-union groups.  In 2004 the Whirlpool CEO issued a mandate to get the company’s 
health spend increase to zero percent. 
 
When faced with the prospect of impacting trend, the company used traditional purchasing 
tactics – much like it does with other vendors such as steel companies.  They understood also 
that modifications to plan design and contribution strategy could impact trend, however, 
addressing the health of its population and additional best practices could push that further.  
 
In 2004 the company introduced consumer directed health plan options but took the time to 
educate employees through employee meetings.  Since then they have implemented numerous 
plan design changes and a health and wellness program to mitigate their initial cost trend of 
9.5%.  The current forecast indicates continuous improvement. 
 
Incorporating health and wellness 
Whirlpool learned that a one-stop shop approach to incorporate a health and wellness program 
was not effective. A program that addresses a variety of methods and engages participants at all 
risk levels was developed.  Today, the company has two different levels of reward plans with a 
significant number of incentives.  The entry criterion for the program is a health risk 
assessment.  Members receive rewards for preventive screenings, participation in health 
management programs and various other wellness and fitness activities. 
 
Members are required to participate in four activities every quarter which can be measured 
through claims so no manual work is required to track participation. The incentives 
implemented target the activities they believe are successful and all the data is measured to 
allow the company insight into its population.  They have found that some incentives are worth 
more than others. Mohr also recounted that testimonial stories regarding the value of 
screenings, for example, are highly effective. Most company locations have a story to recount of 
early cancer detection or some other benefit derived from participation in the program. 
 
Results worth the effort 
Despite obstacles such as securing investment money to implement the incentive plans without 
the benefit of ROI results, Whirlpool has been encouraged by the results. Screening and quality 
rates have improved as evidenced by compliance and benchmark analyses.  Ninety-four percent 
of reward plan members had at least one completed incentive activity for 2010. 



 
Today, Whirlpool’s health care trend for its gross costs is flat and its net costs’ trend is 
negative. Mohr believes these results demonstrate the company’s commitment to each element 
of its strategic plan: 

• Plan design and contribution is critical to engaging employees.  

• Robust health management programs help drive behavior change and increased 
consumerism. 

• Continuous improvement with strong measurement capabilities is critical. 
 
Lessons learned 
Mohr summarized the lessons the company took away from the process of successfully 
transforming their health and wellness plans to impact cost trend: 

• Be aggressive in making changes. 

− Engage senior leaders continuously. 

• Vendor partnerships and accountability are critical.  

− You can’t control population health from corporate headquarters. 

− Involve purchasing staff in benefits so they become knowledgeable in holding 
vendors accountable for better outcomes. 

 
Legal issues with controlling health care costs 
HIPAA 
Most employers have a good handle on HIPAA nondiscrimination rules because of the 
significant amount of regulations, according to Amy Ciepluch.  In summary: 

• Employers cannot discriminate on the basis of health status. 

• Rules allow for adherence to health promotion.  

• Participation programs are permissible but must be rolled out to everyone. 

• Standard-based programs look at results and must: 

− Limit rewards to 20 percent of the cost of coverage, 

− Promote health or prevent disease and be available to all individuals and offer and 
opportunity to qualify once per year, and 

− Provide a reasonable alternative method to those who can’t obtain the reward 
because of limitations. 

• The Department of Labor provides a compliance checklist at 
http://www.dol.gov/ebsa/regs/fab2008-2.html. 

• Wellness plan participation can most likely be deemed mandatory under HIPAA. 
 

HIPAA Administration Simplification Rules which address privacy, security and standard 
transactions apply to a health plan which is broadly defined as a plan that pays the cost of 
medical care.  If an employer’s wellness and disease management programs are part of the 
medical plan, it may rely on the medical plan’s compliance with HIPAA.  Ciepluch believes 
wellness programs are considered health plans for most of these rules. 

ADA 



The EEOC interprets the ADA to prohibit employer-mandated screenings such as health risk 
assessments and biometric participation. However, a district court in Florida recently held that 
when the wellness program is part of a health plan, it may follow the terms of a bona fide health 
plan and not violate the ADA. Over time, there should be more guidance on this issue from the 
EEOC or the courts. 

GINA (Genetic Information Nondiscrimination Act) 
GINA addresses genetic information and prohibits health plans and employers from 
discriminating based on genetic information. If a reward or penalty is involved, an employer is 
prohibited from soliciting genetic information from employees. 
 
Taxation 
According to John Barlament, wellness awards such as contributions to health funds are usually 
not taxable. However, gift certificates or cash incentives will be subject to federal income and 
employment taxes.  Reimbursements for health club memberships are taxable. 
 
State law  
At least 30 states now have smokers’ rights statutes which prohibit discrimination against 
smokers.  Employers need to look at individual state laws and the ERISA preemption argument 
which make it unlawful to discriminate because of possible future claims.   
 
Employers must also be aware of negligence risks that may be present in the case of wellness 
screenings that detect health problems.  They should consider examining their provider service 
contracts to limit their liability. 
 
COBRA & ERISA 
Employers are advised to integrate their wellness programs into their major medical plans 
because of separate reporting requirements.   
 
Health care reform 
Wellness changes could impact a plan’s grandfathered status.  However, the federal government 
will give grants to small businesses to establish wellness programs if they did not have them 
before the law. 
 
Other legal considerations for controlling costs 

• Push costs to employees – It is generally acceptable to increase copays and coinsurance 
unless it involves promised benefits such as retiree benefits or those derived from collective 
bargaining.  Employers should watch for time limits for filing claims or lawsuits so that none 
surface in the future. 

• Push costs to other employers – Requirements to take other coverage if it is available are 
probably legally acceptable, but employers should not phrase the other coverage as 
“spousal” coverage or they risk discrimination.  If you pay employees not to take the plan, it 
is acceptable but the IRS penalizes those who don’t take it. Spousal surcharges are generally 
acceptable as well. 



• Controlling provider costs – Coalition provider purchasing and no payments for “never 
events” are acceptable options.  Employers should be cautious about medical tourism and 
consider due diligence and legal issues. 


