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Employers have many options in benefits 
administration technology, including  
private exchanges.

Making Sense  
of the Evolving 
World of Benefits 
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Human resource (HR) and benefits administration 
technology has come a long way over the past few 
years and continues to evolve. Employers now have 
multiple pathways available to administer their 

benefit plans and enable their benefits strategy. These include 
but are not limited to private exchanges. In fact, an argument 
could be made that the emergence of private exchanges has 
driven other, more traditional HR/benefits administration 
vendors to become more flexible and expand their own ca-
pabilities to better compete. 

How can an organization decide what type of benefits 
administration technology is best? More specifically, how 
might a private exchange fit (or not) into an employer’s ben-
efits strategy and administrative infrastructure?

This article provides an overview of benefits administra-
tion technology changes over the past several decades, the 
more recent emergence of private exchanges, how private 
exchanges and other benefits administration technology so-
lutions are converging and how employers may want to go 
about identifying the best pathway for them and their em-
ployees.

How Did We Get Here?
HR departments have been relying on HR management 

system (HRMS) technology since it was developed in the 
1980s. Benefits administration modules within an HRMS 
allow for the automation and self-service of processes such 
as eligibility, employee contributions, plan selection, enroll-
ment and status changes.

Early benefits administration technology was not—and 
did not need to be—very flexible or sophisticated. For many 
employers, the benefits module within their enterprise re-
source planning (ERP) database or HRMS was sufficient. 
More recently, however, as administering employee benefits 
has become more complicated, employers have begun to find 
the functionality of their existing ERP or HRMS benefits 
administration lacking. This has created a market for stand-
alone benefits technology solutions that focus on a specific 
function or a small number of functions within benefits. This 
might include the benefits administration process (e.g., eli-
gibility, shopping, enrollment, status changes, Consolidated 
Omnibus Budget Reconciliation Act (COBRA)), compliance 
(e.g., Affordable Care Act (ACA) reporting) and/or consum-
erism (e.g., employee decision support). Because they take 
a more focused approach, these standalone solutions can 

provide a more user-friendly experience, manage complex 
issues more effectively and adapt to changes more quickly.  

There are many reasons for the growth of standalone ben-
efits technology solutions. For example, ACA compliance 
has raised the bar in terms of how (and to whom) benefits are 
provided and enrollments/waivers are tracked and reported. 
In addition, a more mobile workforce, ever-increasing em-
ployee cost sharing, the growth of high-deductible health 
plans (HDHPs) and the move by many employers toward 
defined contribution approaches have produced a greater 
need for technology designed to engage employees in select-
ing the right plan, using their benefits wisely and managing 
their health.

Since these functions generally were not handled very ef-
fectively within existing ERPs or HRMSs, technology com-
panies that focused just on benefits seized the opportunity by 
offering targeted, more flexible and often more effective ben-
efits technology solutions that could be added to (or commu-
nicate with) an existing ERP or HR administration platform.  
Figure 1 shows the roles that HRMS, benefits administration 
and private exchanges typically play.

Enter Private Exchanges

Not a New Concept

Private exchanges have been around in some form for at 
least 20 years. Early private exchange models enabled em-
ployees to select from several health plans and benefit lev-
els (with or without defined contribution), introducing a 
new type of product that not only focused on improving the 
benefits enrollment and administration experience but also 
created a platform that encouraged plans to compete for en-
rollees. The ACA and the introduction of public exchanges, 
combined with continued health care cost increases, have 
simply served to increase private exchange visibility and em-
ployer interest. 

To a large degree, employer interest in private exchanges 
has grown out of their anticipated ability to address the new 
benefits complexities. 

In a December 2015 survey,1 employers cited three rea-
sons for implementing a private exchange.

• Reduce total health care costs.
• Provide consumer choice.
• Reduce their own administrative burden.
It’s no revelation that employers are seeking new ways 
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to manage health care costs, engage 
employees to be better health care 
consumers and meet new regulatory 
compliance requirements. Thanks to 
significant improvements in technol-
ogy and a better understanding of how 
consumers buy and use health benefits 
and health care services, private ex-
changes can deliver in these areas bet-
ter than many ERP or HRMS benefits 
modules.  

What Is a Private Exchange?

Private exchanges represent one way 
for employers to support their benefits 
strategy, and they come in many shapes. 
Some consider a private exchange to be 
an insurance marketplace where mul-
tiple carriers compete for enrollment. 

Others define a private exchange as a 
technology solution for implementing 
defined contribution, where an em-
ployer sets a dollar amount and em-
ployees shop for benefits within that 
limit. At its core, a private exchange is 
simply an online marketplace that al-
lows people to shop for and enroll in 
health insurance and other benefits. 

According to Kaiser,2 the character-
istics that exemplify a private exchange 
include a set (or shelf) of available 
health plans, tools to help the employer 
comply with ACA and the ability to 
administer a defined contribution ar-
rangement. 

In addition to these core character-
istics, many private exchanges seek to 
enhance the employee shopping and 

enrollment experience through an ex-
panded choice of products and plan 
designs as well as improved technology 
and decision support. Some also add 
value by actively driving competition 
among insurance carriers and through 
collective purchasing, integrated well-
ness and health management programs, 
health care price transparency tools and 
innovative provider network options. 

Potential Benefits of a  
Private Exchange

A private exchange will not solve 
every one of an employer’s HR/benefits 
challenges but should help an employer:

• Offer employees more benefit 
options and simplify the shop-
ping and enrollment experience

FIGURE 1
Typical HRMS, Benefits Administration and Private Exchange Functions
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* Human Resource Management System (HRMS): a software or online solution for the data entry, data tracking and information needs of the 
human resources functions within a business

**Benefits Administration: a process of establishing, maintaining and managing all benefits for the employees of an organization
***Private Exchange (PHIX): an online marketplace for medical and other benefits, typically offering expanded choice and enhanced decision support
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• Facilitate the move to defined 
contribution (if desired)

• Enhance employee communica-
tions and decision support

• Encourage employees to make 
better plan selections (i.e., bene-
fits “right-sizing”)

• Reduce the employer’s adminis-
trative burden by assuming at 
least part of the plan shopping 
and enrollment experience.

For many employers, these benefits 
are sufficient. Other employers, how-
ever, will want a private exchange solu-
tion that allows them to:

• Better manage costs and cost 
trend

• Lower insurance costs through 
increased carrier competition

• Provide a benefits portfolio and 
experience that helps attract and 
retain talent

• Drive employees to make better 
plan selections through financial 

incentives and enhanced plan se-
lection support

• Comply with the ACA
• Offer part-timers, retirees and 

perhaps COBRA participants ac-
cess to coverage (potentially 
through public exchanges).

Growth Slower  
Than Anticipated

In 2015, Accenture estimated that 
private exchange enrollment would 
reach 40 million by 2018.3 This includ-
ed 12 million and 22 million enrollees 
in 2016 and 2017, respectively. Even 
with an estimated 35% enrollment in-
crease (to 8 million) in 2016,4 enroll-
ment to date has not met expectations. 
Day Health Strategies estimates 13 mil-
lion to 23 million enrollees by 2018, be-
low original estimates but still signifi-
cant growth.

Recent employer surveys produced 
varied results on employers’ plans to 

explore and/or implement a private 
exchange. For example, one promi-
nent survey indicates that 46% of em-
ployers have implemented or plan to 
consider a private exchange by 2019.5 
Another indicates that 30% of employ-
ers have or may consider a private ex-
change,6 and a third survey indicates 
that 11% of employers have or plan to 
consider a private exchange in 2017.7

Private exchange enrollment results 
to date may not be in line with origi-
nal projections, but they still represent 
a formidable shift in the way benefits 
are delivered and demonstrate the need 
for continued technological enhance-
ments. Private exchanges have elevated 
the conversation about how technol-
ogy can better engage employees, en-
hance the member experience, reduce 
employers’ administrative burden and 
help manage cost. But private exchang-
es are not alone in trying to address 
these critical challenges. 

The Evolving Benefits  
Technology Landscape

Private exchange models are evolv-
ing rapidly, primarily driven by em-
ployer demands, increased under-
standing of consumer behavior and 
improvements in technology. For ex-
ample, many private exchanges are ex-
panding member engagement beyond 
annual enrollment by providing on-
going member decision support such 
as price and quality transparency, in-
tegrated wellness and health manage-
ment programs and/or financial well-
ness tools.

At the same time, many benefits ad-
ministration vendors have developed 
their own private exchange technol-
ogy that enables them to build on their 
strengths in employee self-service. 

FIGURE 2
Enrollment in Private Exchanges Is Growing More Slowly  
Than Initially Forecast 

Estimated Actual Compared With Projected Enrollment

Sources: Accenture, 2015; Day Health Strategies, 2016.
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These vendors have either begun to market their own private 
exchange or simply added exchangelike functionality to their 
existing benefits administration platform. Some have done 
both. It’s not surprising that there has been some blurring 
of the lines between private exchanges and benefits admin-
istration vendors. In fact, many surveys show that benefits 
administration functionality is one of the primary attributes 
employers associate with a private exchange. (See the table.)

Just because employers haven’t embraced private ex-
changes as widely as originally projected does not mean 
they are not taking advantage of new technology to broaden 
employee choice, enhance the employee shopping experi-
ence and help employees use benefits wisely. For example, 
according to a recent survey8 67% of employers with more 
than 500 employees now offer decision-support tools that 
help employees select health and/or other benefit plans—up 
from 33% in 2015. Clearly, private exchanges aren’t the only 
technology-based pathway employers are using to support 
their benefits strategy.

Convergence of Benefits Administration  
and Private Exchanges

Benefits administration and private exchanges have been 
distinct and separate platforms until very recently. With ad-
vances in technology and the increased popularity of private 
exchanges, the functions of benefits administration systems 
and private exchanges have begun to converge. For example, 
increased sophistication in technology has allowed private 
exchanges to add the bulk of the functionality of benefits ad-
ministration to their platforms. Better technology also has 
led to advances in benefits administration systems. Modern 

benefits administration systems have moved beyond track-
ing to include the shopping and online enrollment functions 
of private exchanges. In addition, improved technology has 
allowed both benefits administration platforms and private 
exchanges to become more flexible, comprehensive and user-
friendly.

Improvements in technology also have produced a blur-
ring between types of vendors. For example, many large 
companies that built their business by focusing on one area 
(e.g., payroll) also are offering full HR/benefits functionality. 
While this may add to the confusion, it opens new opportu-
nities for purchasers.

HRMS/Payroll Vendors Having Trouble  
Keeping Up

As mentioned, as the complexity of managing HR and 
benefits has increased, so too has the use of standalone ben-
efits technology. As a result, HRMS/payroll “one-stop shop” 
vendors have been losing ground within the benefits ad-
ministration market. For example, HRMS/payroll vendors 

learn more
Education
Certificate Series—Health Care Cost Management
March 3-4, Lake Buena Vista (Orlando) Florida
Visit www.ifebp.org/certificateseries for more information.

Health Care Management Conference
May 1-3, New Orleans, Louisiana
Visit www.ifebp.org/healthcare for more information.

TABLE
Capabilities Primarily Associated With a Private Exchange

2016 Employer Survey* 2016 Employer Survey** 2015 Employer Survey***

Online enrollment Multicarrier Plan selection tools
Decision-support tool Benefits administration Call center
Benefits administration Defined contribution Employee communication support
Call center Product marketplace Enrollment and eligibility maintenance

*bSwift Benefits Study
**Pacific Resources Benefits Advisors
***Private Exchange Evaluation Collaborative
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have seen their market share with large 
employers decrease from 60% in 2013 
to 45% in 2015.9

Recent surveys also show that more 
than 40% of companies are replacing 
or plan to replace their core HRMS 
systems10 and/or are working on a new 
enterprise HR systems strategy.11

Much of this lack of enthusiasm for 
the status quo can be attributed to a sig-
nificant drop in customer satisfaction, 
at least among some vendors. For ex-
ample, in a 2015 survey12 respondents 
were asked to identify their primary 
technology for managing enrollment 
and eligibility data for employee ben-
efits and to rate, on a scale of 0 to 10, 
the likelihood that they would recom-
mend that vendor to a colleague, using 
the Net Promoter Score (NPS) method-
ology. The overall NPS for the HRMS/

payroll vendors was worse than 250, 
and none of the major players regis-
tered a positive NPS. In contrast, some 
standalone benefits technology ven-
dors scored an NPS greater than 120.

New Players Emerge
Over the past few years, several new 

HR/benefits administration vendors 
have entered the market, mainly target-
ing small to medium-sized businesses. 
These vendors typically use cloud-based 
technology that produces an enhanced 
user experience, greater mobility and 
increased flexibility. Small to medium-
sized businesses can now implement 
HR/benefits administration software 
with functionality that, until recently, 
was available only to larger companies. 

The major advantages of cloud-
based technology in HR include:13

• Fast and affordable deployment 
compared with legacy HRMS 

• An intuitive user experience
• New levels of accessibility to en-

able greater workforce mobility
• Smarter decision making via data 

and analytics and cognitive com-
puting

• Scalability, flexibility and contin-
uous functionality upgrades

• Cost and workforce efficiencies.
These “all-in-one” systems typically 

include robust functionality for all 
or many of the modular components 
within an HRMS. The modules are 
completely integrated with full com-
munication between functional areas. 
They include features of modern bene-
fits administration systems and private 
exchanges such as more robust choice, 
decision support, better experience and 
a more user-friendly shopping plat-
form.

Implications for Employers
Employers of all sizes have many 

good benefits administration options, 
including private exchanges, and it is 
important for organizations to align 
their goals with the correct solution.

Answering the following nine ques-
tions may be a useful first step in the 
decision-making process.

 1. What is the employer looking to 
accomplish with its employee 
benefits offerings, and how might 
technology support those objec-
tives?

 2. What are the employer’s major 
benefits challenges, and what do 
employees like/dislike about and 
want from its benefits offerings? 
How might technology help?

 3. How do employees access benefits 
information? How important is 

FIGURE 3
HRMS/Payroll Market Share of Benefits Administration Market, 
Large Employers

Base = >1,000 employees

Source: SourceMedia Research, 2013, 2014, 2015.
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the ability to support mobile users, and how well does 
the current system do it?

 4. How important are cost management/predictability, 
expanding employee choice, enhancing the member 
experience and reducing the employer’s administrative 
burden? Which are priorities?

 5. Is the employer looking to replace an existing HRMS or 
benefits administration system, or is the focus on add-
ing new/enhanced features and functionality aimed at 
meeting benefits objectives?

 6. What features and functionality are most important?
 7. How satisfied is the employer with its current HR/ben-

efits administration system and vendor(s)? How flexi-
ble is the current system?

 8. How open to change are the organization and its em-
ployees?

 9. What pathways are available to help the employer meet 
its objectives, and which is the best potential pathway?

The world of employee benefits administration and the 
technology that supports it will continue to evolve. Decisions 
an employer makes today about how benefits are adminis-
tered and the technology behind it—including whether to 
implement a private exchange—may play a key role in de-
termining the long-term success of an employee benefits 
strategy. Thoroughly and thoughtfully evaluating the many 
options available will go a long way toward ensuring that the 
direction an employer takes is right for the company and its 
employees over both the short and long term. 

Sarah Matousek, M.P.H., Ph.D., and Emily Eibl of Day 
Health Strategies contributed to this article.
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takeaways
•  HR departments have been relying on HR management system 

(HRMS) technology since the 1980s.

•  The market for standalone benefits technology solutions that 
focus on a specific function or a small number of functions within 
benefits has grown, as employers needed better functionality than 
previous systems offered.

•  Private exchanges offer new ways for employers to manage health 
care costs, encourage employees to be better health care consum-
ers and meet regulatory compliance requirements.

•  The lines between private exchanges and benefits administration 
platforms have blurred as technology vendors have begun market-
ing their own private exchanges and private exchanges have 
added benefits administration functionalities.

•  Questions employers should ask when evaluating benefits admin-
istration options include what they want to accomplish with their 
offerings and what features are the most important.
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