
INSURING
HEALTH PLANS RESPOND TO THE FINANCIAL CRISIS
THE FUTURE:

Health plans have faced a difficult
business environment for several
years. They continue to be hit hard
by the general erosion of enrollment
levels, continuing healthcare cost
inflation and most recently by the
declining value of their corporate
investment portfolios. 

Now, as the general economic crisis
deepens, industry observers caution
that demand for health insurance
products continues to soften as
government funding declines, critical
economic and industry segments
falter and fail, unemployment rises,
and small employers struggle to
remain solvent through the
downturn.

We interviewed 30 health plan
executives to understand their
concerns about the current
economic crisis, how they think it
will impact their business, and the
plans they have to respond to it.



Health Plan Responses to the Crisis 
The pressures facing health plans in the current crisis aren't new
ones, although the declines in the overall economy are certainly
exacerbating and accelerating long-standing industry challenges. 
To learn the insider view of the current crisis and the likely responses
from health plans we conducted interviews in November 2008 with
30 health plan executives. 

SSuurrvveeyy  RReessppoonnddeennttss  bbyy  EExxeeccuuttiivvee  PPoossiittiioonn  ((nn==3300))

Participants in the interviews included a cross-section of executive
decision-makers in operations, information systems and finance.
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THE INSIDER

VIEW

• Nationally, health plan enrollment
is down, driven by a decline in
employer-sponsored coverage.
Enrollment in employer-sponsored
health insurance programs has
declined by 4.1 million since 2000.1

• Healthcare cost inflation
continues to outpace general
inflation, creating significant
changes in the demand for health
plan products and services.2

• All seven of the largest publicly-
traded health plans reported
significant declines in profitability
in their third quarter financial
results.3

• Healthcare companies are facing
increased scrutiny regarding
price, efficiency, administrative
expenses, management and fraud.4



Executives interviewed thought that
the current economic crisis would have
a significant and long-lasting impact on
health plan operations. Seventy-three
percent thought it would be more
significant than the last major downturn
in 2001 ––  2002. Several themes
emerged in executives’ comments
about the magnitude of the current
downturn:

• All respondents noted that the
current crisis affected a greater
number of business sectors 
and had larger international
implications than what had
occurred in 2001 ––  2002.

• Executives expect the current
crisis to last longer, and they are
very concerned about how it will
impact the health benefit buying
power of their major customers.

• Many commented that the last
major downturn followed a period
of growth and expansion for health
plans, whereas the current situation
follows several years in which the
health plan sector has struggled
with slowing growth, rising costs
and lower profitability.

• Rising unemployment across all
industry segments is a major
feature of the current downturn.
In November the nation’s un-
employment reached a 15-year
high of 6.7 percent.5 Sixty-nine
percent of the executives we
talked to were very concerned
about the impact of rising
unemployment on company
operations and profitability. 
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CCoommppaarreedd  ttoo  22000011  ––  22000022,,  hhooww  wwiillll  tthhee  ccuurrrreenntt
eeccoonnoommiicc  ddoowwnnttuurrnn  iimmppaacctt  yyoouurr  oorrggaanniizzaattiioonn??  ((nn==3300))

WWhhiicchh  iinnddiiccaattoorr  ddooeess  yyoouurr  oorrggaanniizzaattiioonn  uussee  ttoo  pprreeddiicctt  aanndd  ppllaann
ffoorr  tthhee  eeffffeeccttss  ooff  oovveerraallll  eeccoonnoommiicc  cchhaannggeess??  ((nn==2299))



((nn==2288))

While acknowledging the importance of investment performance on overall health
plan profitability, most executives we talked to thought declines in corporate
portfolios would have little direct impact on operations or strategic projects. Detailed
discussions revealed that these efforts are largely funded from operations rather 
than investment income. One CIO observed that in the downturn of 2001 ––  2002 
the impact on major projects would have been very different, because until that
experience his organization had relied on investment earnings to fund major initiatives.

However, executives were very concerned about the impact of investment performance
on their major customers, and on employment levels that could lead to declining
demand for health plan products. Executives were also clear that the longer the
downturn continues, the more likely the impact would be felt in operations and that
planned projects and initiatives would be deferred. In the meantime, they are
prioritizing responses that address operational performance and that will drive new
business and revenue even during difficult times
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QUESTION:
HOW DO YOU EXPECT THE DOWNTURN IN THE
PERFORMANCE OF INVESTMENTS TO AFFECT YOUR ORGANIZATION? 



((nn==2299))  

Many executives observed that the annual enrollment cycles for group
business, particularly large group business, provided their organization with
some protection from immediate business impact of the economic downturn
because relatively few group contracts are changed during the plan year. At
the same time, they believed that the impact of the downturn would be felt —
and that their organization must take steps to meet the expected impacts.

The needs to reduce costs and pursue revenue emerged as themes in every
interview about how health plans would respond to the ongoing situation. 

• Most organizations are in the midst of resetting budgets and 
strategic priorities.

• Two executives commented that they had just completed significant
reductions in staff, and another had recently completed a significant
reduction in planned technology projects. 

• More than half of the respondents had completed or anticipated cost
cutting projects and staff reductions.  

• Respondents indicated that planned investments and projects were being
subjected to heavy scrutiny, and business justification requirements had
increased in intensity and complexity.

Several executives noted that initiatives for product development and introduction
were the highest priority, and some noted that these efforts were being
accelerated in an effort to grow through the economic downturn.
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Employer-sponsored health benefits in large employers are expected to remain
strong, while demand in the smallest employers will continue to erode.
Respondents expected growth in Medicaid plans as a result of deepening
unemployment and the economic downturn, but expressed concern about 
the availability and expansion of state and federal funding. While executives
believed that demand for Medicare products would remain strong, they
expressed concern about the ongoing profitability of these products, particularly
Medicare Advantage, as federal health reform and cost containment efforts
accelerate under the new administration.
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AAnnttiicciippaatteedd  CChhaannggeess  iinn  EEmmppllooyyeerr//GGrroouupp  RReenneewwaallss  ((nn==2266))
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AAnnttiicciippaatteedd  CChhaannggeess  iinn  tthhee  DDeemmaanndd  ffoorr  PPrroodduucctt  TTyyppee  ((nn==2211))

IN EVERY CASE, EXECUTIVES REPORTED 
CHANGES IN DEMAND AND PREDICTED
FURTHER CHANGES THAT WERE CONSISTENT
WITH ESTABLISHED INDUSTRY TRENDS.

Customers continue to be most interested in products that deliver cost
reductions through increased cost transfers to consumers in the form of
higher deductibles and coinsurance, or through aggressive management of care.
Executives anticipated growth in consumer-directed plans during the downturn
in both the group and individual markets.

The executives we interviewed offered interesting insights about member
utilization. Executives reported seeing some decrease in utilization over time.
Most thought these changes were happening where members had greater
financial responsibility for the costs of care they receive. According to these
inside observers, higher coinsurance and deductibles are driving different
consumption choices at the member level.



AAnnttiicciippaatteedd  CChhaannggeess  iinn  PPrroovviiddeerr  aanndd  NNeettwwoorrkk  PPeerrffoorrmmaannccee
((nn==2266))

• Seventy-three percent of executives thought the downturn would pose solvency
and cash flow challenges for providers.  

• Fifty-four percent believed there would be impacts on the stability and availability
of provider networks. One executive commented that the situation for primary
care providers was especially problematic because their financial situations were
fragile before the recent crisis.  

• Executives from plans with Medicaid programs were especially concerned with
provider solvency and cash flow. These executives commented that providers
were demanding rate increases and faster payment in order to remain in networks
for Medicaid subscribers.

The decline in small employer group health benefit demand seemed likely to hit the
broker segment hard. One executive commented that his organization was trying to
accelerate initiatives to provide support to brokers.
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For health plans, the current economic downturn is testing the
processes and discipline that they have had to establish in
response to long-term trends in enrollment, cost pressure from
customers, and market demand for innovations in products 
and services. Operational efficiency, cost reduction and
management, and strategic expansion and growth are the
competencies that successful health plans have developed to
respond to these long-term industry trends. These are also the
competencies that executives expect to carry them through
the current crisis. A few executives even see opportunity in the
current situation: high performing health plans may very well
be able pursue long-standing acquisition targets, emerging
from the downturn larger and stronger than before.
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IItt’’ss  aa  cchhaalllleennggiinngg  ttiimmee  ffoorr
hheeaalltthh  ppllaannss..  TThhee  eeccoonnoommiicc
oouuttllooookk  ccrreeaatteess  uunncceerrttaaiinnttyy
aabboouutt  eennrroollllmmeenntt,,  ddeecclliinniinngg
ssttoocckk  pprriicceess,,  rreedduuccttiioonnss  iinn
ggoovveerrnnmmeenntt  ffuunnddiinngg  aanndd
iinnccrreeaasseedd  ccoosstt  pprreessssuurree..  WWee
bbeelliieevvee  tthhaatt  ppllaannss  ccaann’’tt  aaffffoorrdd
ttoo  ssttaanndd  ssttiillll;;  ccoommppeettiittiioonn
rreemmaaiinnss  iinntteennssee,,  aanndd  pprroodduucctt
aanndd  sseerrvviiccee  iinnnnoovvaattiioonn  iiss  aatt  aann
aallll  ttiimmee  hhiigghh..  WWee’’rree  aaddvviissiinngg
oouurr  cclliieennttss  ttoo  ffooccuuss  oonn
oonnggooiinngg  ccoosstt  ccoonnttrrooll,,  aanndd
ccrreeaattiivvee,,  ccoosstt--eeffffeeccttiivvee
aapppprrooaacchheess  ffoorr  ccoommpplleettiinngg
kkeeyy  iinniittiiaattiivveess..

SSccoott  MMccCCoonnkkeeyy,,  
MMaannaaggiinngg  DDiirreeccttoorr,,  CCSSCC  
HHeeaalltthh  PPllaann  BBuussiinneessss  UUnniitt

THE BOTTOM LINE
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About CSC
The mission of CSC is to be a global leader in providing 
technology enabled business solutions and services.

With the broadest range of capabilities, CSC offers clients 
the solutions they need to manage complexity, focus on 
core businesses, collaborate with partners and clients, 
and improve operations.

CSC makes a special point of understanding its clients and 
provides experts with real-world experience to work with 
them. CSC is vendor-independent, delivering solutions that 
best meet each client’s unique requirements.
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