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       Wellness  
Incentive Strategies  
   That Work
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E
vidence continues to mount on the potential for 
worksite wellness programs to have a significant 
economic impact. Forward-thinking companies 
are seeing worksite wellness not just as a strategy 
to help control health care costs, but as an oppor-

tunity to drive improved worker productivity and business 
performance. In survey after survey, the highest performing 
organizations cite employee health and wellness programs as 
primary contributors to their success.

On the other side of the coin, wellness program failures 
due to poor planning, lack of support and low participation 
rates have cast a shadow on the concept of worksite wellness 
for some employers.

Faced with abysmally low participation rates, and mind-
ful of the strategic benefits of improved health, many em-

ployers are desperate to find new ways to boost participa-
tion in their programs. For employers that want to 

have a significant impact on the health of 
their workforce, gone are the days 

of purely voluntary wellness 
programs.

Approximately 50% of 
wellness programs incor-
porate some form of fi-
nancial incentives, includ-

ing cash, gift cards, health 
reimbursement arrangement 

(HRA) and health savings account 
(HSA) contributions, reduced deduct-

ibles/coinsurance and reduced medical premiums.

It’s a given that some employees will engage in worksite 
wellness programs while others won’t. It might be intuitive 
to think, “If I build a wellness program for employees, they 
will come.” However, years of experience tells us that offering 
employees the chance to improve their health is simply not 
enough to get them to do it.

The role of wellness incentives should be to motivate 
employees to participate in programs or to adopt healthier 
behaviors. Research has shown that incentives can improve 
the success of these goals; in fact, many programs would not 
succeed without them. 

Use Carrots, Not Sticks, Where Possible
The jury is still out on whether carrots or sticks are more ef-

fective. This is a critical question that once answered may trump 
any philosophical preference for one strategy over the other.

However, reward programs, or carrots, are more likely  
to convey a sense of cooperation between employer and  
employee in seeking a mutually beneficial goal—healthier 
employees. Penalties, or the stick approach, brings with it 
not just legal implications, but cultural implications as well. 
While penalties are not prohibited under current law, federal 
authorities informally have cautioned against this approach.

Incentives are all about motivating employees to do some-
thing different. To get employees to take action, employ-
ers need to offer rewards that are valued by most, if not all,  
participants. Cash, merchandise gift cards and benefits- 
integrated incentives generally are the most valued, while 
the least valued are “healthy” rewards or those that offer very 
limited choices. Employers may find that in their workplace 

Although employers may have to offer incentives to boost participation in wellness 
programs, they need a well-thought-out incentive strategy with a goal of spurring  
long-term behavior change. Outcomes-based incentives need extra consideration.
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culture, an inexpensive token prize with 
a recognizable logo or slogan such as a 
T-shirt, hat or trophy may be coveted 
above any monetary reward. Paid time 
off might also be a highly valued reward 
in an organization.

Tying the incentive to health plan con-
tributions or benefit design is rapidly be-
coming the most popular strategy among 
employers. Not only can this be a cost-
neutral approach to funding incentives 
and/or a wellness program, but it’s tax-
free to employees and is a powerful way 
to communicate the link between healthy 
behavior and the cost of health care.

A study published in the January/Feb-
ruary 2012 issue of the American Journal 
of Health Promotion tested the impact 
of a novel incentive strategy, incorporat-
ing ideas from behavioral economics, 
on health risk assessment participation. 
Employees were assigned to one of three 
incentive groups. All employees were 
eligible for $25 for completing the assess-
ment. Employees in the first group were 
assigned to teams and were entered into a 
lottery with a prize of $100 and bonus of 
an additional $25 if 80% of the team mem-
bers participated. Employees in the second 
group received an additional $25 gift cer-
tificate for participating, and employees in 

the comparison group received nothing 
additional, just the flat $25 incentive.

The lottery group had significantly 
higher participation rates (64%) than 
either of the other two (44% for gift 
certificate group and 40% for the com-
parison group). This study was the first 
to demonstrate that a lottery-based in-
centive approach, where employees are 
offered a chance to win a larger prize, 
can be more effective than a guaran-
teed, fixed-dollar incentive for the same 
overall dollar amount. Lessons learned 
from this study can help employers de-
sign incentives that boost participation 
in their programs in a much more cost-
effective manner.

How Much Is Enough?
When deciding how much to offer 

employees in incentives, employers need 
to be sure that the level of monetary in-
centives is sustainable. There is growing 
evidence that each year, employees will 
need to be paid more to do the same 
thing. A 2011 National Business Group 
on Health survey found the average 
wellness incentive value was $460, up 
from $430 in 2010 and $260 in 2009.

Employers should also be sure that 
the effort-reward relationship is rea-

sonable. If an employer offers to pay 
$1,000 for completing a 15-minute 
health risk assessment, employees will 
be suspicious—and rightfully so.

Studies show that the law of dimin-
ishing returns applies to incentives. If an 
employer is aiming for 50% participation 
in its health assessment campaign, about 
$100 should do it. That said, participation 
rates can vary significantly when exam-
ined alongside other variables—with 
communications and culture having the 
most impact. The stronger an organiza-
tion’s communications strategy and the 
more supportive the culture, the less it 
will need to pay in incentives to get the 
same level of participation as another or-
ganization with the same program.

Use Incentives to Inspire  
Short-Term Action

Scores of research studies on the 
use of incentives in wellness programs 
show that they can increase participa-
tion in programs as well as short-term 
adherence to certain behaviors (such as 
getting more exercise or quitting smok-
ing). However, there is a lack of evi-
dence that incentives maintain behav-
ior change over the long term. In fact, 
rewards can backfire, so that employees 
are actually less likely to continue a de-
sired behavior that had been supported 
by the incentive program.

That’s because extrinsic rewards (those 
coming from outside the individual such 
as those discussed here) can become the 
reason for the behavior. The good news 
is that people may not perpetually need 
to be externally motivated for new be-
haviors to be sustained. To help acceler-
ate the shift toward intrinsic motivation, 
the benefit—the “what’s in it for me?”—
should be emphasized. For example, the 
benefits of exercise include improving 

takeaways >>
•   Reward programs are more likely to convey a sense of cooperation between employer 

and employee.

•   Employers need to offer rewards that are valued by most participants; cash, merchandise 
gift cards and benefits-integrated incentives are most popular.

•   Tying the incentive to health plan contributions or benefit design is a cost-neutral ap-
proach that communicates the link between healthy behavior and the cost of health care.

•   “What’s in it for me?”—the benefits of exercise, for example—should be emphasized to 
wean employees from incentives and foster long-term behavior change.

•   Incentives based on outcomes bring with them additional regulatory requirements and 
may result in backlash from employees, so employers that consider offering them should 
be cautious.
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the quality of sleep, keeping weight under control, having more 
energy, and feeling and looking better. By incorporating other 
behavior-change and motivational strategies into the wellness 
program, employers can help employees learn to identify their 
own internal motivation and enjoyment of their new healthy 
lifestyle and, ultimately, be weaned away from external rewards.

Take Caution With Outcomes-Based Incentives
Outcomes-based wellness incentives are used to reward 

measurable health outcomes or standards such as being a 
nonsmoker or being within a healthy range for blood pres-
sure, cholesterol or body mass index. The intent of these 
programs is to encourage employees to change their habits 
and achieve certain results over the long term to receive the 
wellness incentive.

Because of the lack of scientific evidence, the controver-
sial nature of this approach and the potential backlash from 
employees, companies considering this strategy should do so 
cautiously. Here are the most common arguments for and 
against offering outcomes-based wellness incentives.

Pros

•	 Most directly ties incentive payments to the desired re-
sult: Healthy employees are rewarded for being and 
staying healthy.

•	 May provide motivation to employees to change un-
healthy behaviors

•	 Healthier people may start to gravitate toward companies 
with policies rewarding healthy behaviors or outcomes.

•	 Can accelerate a cultural shift in an organization to 
one that embraces wellness. 

Cons

•	 Findings of behavioral economics suggest that partici-
pation-based or behavioral-based incentives (e.g., re-
warding employees for getting exercise or eating fruits 
and vegetables) motivate behavior change more effec-
tively. The consequences for poor eating habits, for ex-
ample, tend to be delayed, and therefore the impact of 
incentives based on long-term outcomes is minimized.

•	 Constraints imposed by administrative loopholes in-
tended to protect employees from discrimination, e.g., 
the requirement under the Health Insurance Portabil-
ity and Accountability Act (HIPAA) for the “reason-
able alternative standard.” (Read the section below on 

legal requirements for further details.) Therefore, em-
ployees who could benefit most from wellness pro-
grams may instead opt out.

•	 The most vulnerable individuals may end up having to 
pay more. Research shows the rates of poor outcomes tied 
to behaviors (smoking, for example) tend to be higher for 
racial and ethnic minorities or workers who are less edu-
cated, older or poor. Often, those are the employees with-
out access to healthy, affordable food or safe spaces in 
their communities where they can be physically active.

•	 Some individuals fall so far from the health standard it 
is neither realistic nor healthy for them to try to attain 
it in time to earn the incentive.

•	 Some people could end up paying higher premiums for 
behaviors and outcomes that may not be completely un-
der their control. Health status is not solely the product 
of lifestyle but also of genetic, environmental and physi-
ological factors; what works for one person may not 
work for another who makes the same lifestyle changes.

Despite the fact that the cons seemingly outweigh the pros, 
employers are shifting away from incentives for employee par-
ticipation and toward incentives for health outcomes. A 2011 
National Business Group on Health survey reported a twofold 
increase in incentives based on outcomes for weight or choles-
terol levels in 2011, and 33% of employers reported planning 
to adopt an outcomes-based incentive strategy in 2012—while 
only 6% of employers had such a program in 2010.

Legal Considerations
HIPAA

Outcomes-based incentive programs are allowed under 
current law, but employers that offer them must comply 

learn more >>
Education
 Wellness and Disease Management
For more information, visit www.ifebp.org/elearning.

From the Bookstore
Wellness Programs and Value-Based  
Health Care, Third Edition
International Foundation. 2012.
For more details, visit www.ifebp.org/books.asp?7174E.
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with additional requirements. Under HIPAA, there are five 
requirements for wellness programs that base a reward on 
outcomes or on satisfying a standard related to a health fac-
tor. The wellness program must:

 1. Be reasonably designed to promote health and prevent 
disease

 2. Give individuals the opportunity to qualify for the re-
ward at least once per year

 3. Be available to all similarly situated individuals. It must 
allow a reasonable alternative standard for obtaining 
the reward to any individual for whom it is unreason-
ably difficult due to a medical condition, or medically 
inadvisable, to satisfy the initial standard. 

 4. Disclose in all materials describing the program the 
availability of a reasonable alternative standard

 5. Limit the total reward for all the plan’s wellness pro-
grams that require satisfaction of a standard related to 
a health factor to 20% (increased by the Patient Protec-
tion and Affordable Care Act to 30% for 2014) of the 
cost of employee-only coverage under the plan. If 
spouses and dependents may participate in the well-
ness program, the reward must not exceed 20% (30% 
in 2014) of the cost of the coverage in which an em-
ployee and any spouses or dependents are  enrolled.

ADA

The Americans with Disabilities Act (ADA) imposes sim-
ilar requirements on wellness incentives and raises some is-
sues with wellness program design that are even more vexing 
to employers.

For instance, under ADA an employer must make the 
benefits of a wellness program available to all employees re-
gardless of any disability. If an employee is unable to partici-
pate in some part of the wellness program due to his or her 
known disability (for example, running X number of miles 
will be impossible for a wheelchair-bound individual), the 
employer must offer a reasonable alternative for that per-
son—much like HIPAA requires.

Furthermore, an employer may not subject employees to 
“medical examinations” unless the examinations are relevant 
to the employee’s duties or are voluntary. Because many well-
ness programs could be construed as “medical examina-
tions,” they must then be “voluntary.”

At first glance, it seems that most wellness programs 
would be (and should be) considered voluntary. However, 
according to ADA, a program will not be voluntary if em-
ployees are penalized for not participating. The Equal Em-
ployment Opportunity Commission (EEOC) has cautioned 
that even positive incentives under a wellness program (e.g., 
a cash reward for participating in a health risk assessment) 
might run afoul of ADA if the incentives are sufficiently 
valuable. Under this logic, the greater the reward, the more 
punitive it will appear if that reward is denied to employees 
who do not participate.

Note also that EEOC has informally questioned the per-
missibility of conditioning health plan enrollment on well-
ness program participation.

In summary, it’s always prudent to be as inclusive as pos-
sible with wellness programs and to reward employees for 
the effort as opposed to only for a specific result. To be safe, 
employers should consider having legal counsel review their 
incentive designs for compliance.

Use Incentives, but Don’t Stop There
The goal of the incentive program should be to get people 

“on the wellness bus.” Ultimately, an employer wants employ-
ees to take part in its program and adopt healthier behaviors 
because they are intrinsically motivated to do so.

Experts widely agree that regardless of the incentive strat-
egy, incentives are not enough to motivate lasting behavior 
change. Once an organization has a thoughtfully designed 
incentive strategy in place, it must also give the employees 
the education, tools and support for their lifestyle changes 
to take hold, and work to create a culture of health that is 
needed for workplace wellness programs to thrive. 

Kristie Zoeller Howard, CEBS, is vice 
president of employee benefits with 
Longfellow Benefits, a Boston, 
Massachusetts-based employee 
benefits consultant and broker. She 

joined Longfellow in 2007 after working as 
regional vice president of sales for Meritain 
Health. Howard is co-founder and vice chairman 
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