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Multinational benefit managers not only face 
the ever-present challenges of their U.S. medi-
cal plans but also must address the spiraling 
medical costs of their foreign subsidiaries. Per 

capita costs of medical plans covering employees outside of 
the United States have increased an average of 5.5 percent-
age points above local general inflation levels for the last 
six years. If a picture is worth a thousand words, Figure 1 
clearly shows the magnitude of the problem as well as its 
persistency. And this measure of the gap doesn’t include the 
additional financial burdens of benefit improvements or the 
upward adjustments in premium rates to correct for greater-
than-expected aggregate claim costs. 

At this pace, average medical plan costs outside the U.S. 
will double in real terms every 13 years. The situation is 
worse in some countries where multinational employers are 
making strategic investments for future business growth. 
Key locations with above-average medical inflation rates are 
Argentina, Brazil and Mexico in the Americas; Russia and 
former Soviet Republic countries, Turkey and the United 

Kingdom in Europe; Egypt, the United Arab Emirates, Ke-
nya and Nigeria in the Middle East and Africa; and Indone-
sia, Philippines, Malaysia, Singapore and Vietnam in Asia. 

Fundamental Factors Shaping  
the Medical Plan Landscape

Three factors have a major impact on medical plan costs 
and on employee absenteeism due to illness:

 1. Transformation of the world economy. As power 
shifts to emerging markets, the rapid formation of a 
new middle class and growing competition for scarce 
talent in these countries are fueling a combination of 
unrealistic expectations of health care quality, in-
creased demand for employer-sponsored medical plans 
and higher utilization levels.

 2. Aging of the population. Older workforces are more 
illness-prone and push up costs. In addition, demo-
graphic imbalances from an expanded retiree popula-
tion are creating financial pressures on social health 
care programs, which lead to cutbacks accompanied by 

global benefits

TABLE I
Top Disease Risk Factors Expected to Generate Future Claims, by Geographic Region
Asia/Pacific Europe Latin America Middle East/Africa
High blood pressure High blood pressure High blood pressure High blood pressure
Obesity/physical inactivity Poor stress management Bad nutrition Physical inactivity
High cholesterol/bad nutrition Obesity/physical inactivity/smoking Obesity/high cholesterol Bad nutrition/high cholesterol

Source: Aon 2018 Global Medical Trend Rates report.

FIGURE 1
Global Medical Cost Trends Compared With Global Inflation

Source: Aon 2018 Global Medical Trend Rates report. 
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cost shifting to private medical and disability pro-
grams.

 3. Deteriorating health habits. These are proliferating 
worldwide with a growth of risk factors such as seden-
tary lifestyles, poor diets, higher unmanaged stress lev-
els and increased consumption of alcohol, recreational 
drugs and tobacco. These risk factors lead to noncom-
municable diseases (e.g., cancer, cardiovascular and 
respiratory conditions), which now account for most 
deaths and disabilities in the world. Table I shows the 
main risk factors in specific regions.

The Global Medical Cost-Control Challenge
Despite the existence of robust social health care pro-

grams in many countries, multinational employers sponsor 
medical plans in most locations where they operate in order 
to recruit and retain needed talent. A recent survey of Aon 
offices in 100 countries showed the prevalence of company 
medical plan features (Table II).

Employer-sponsored medical plans frequently provide 
coverage that complements or supplements the national so-
cial health programs that employers usually help finance via 
fixed payroll taxes. Hence, when social health care costs are 
excluded, the per capita health care costs incurred by a com-
pany outside the U.S. are not as large as corresponding per 
capita expenditures in the U.S.

Some U.S. multinationals have regarded medical costs 
outside the U.S. as too low to cause any concern and have 
elected to devote little management time to cost-control ini-
tiatives, given the ostensibly minimal short-term financial 
upside. However, most multinational companies now recog-
nize that the issue of employee health not only affects medi-
cal premiums but has broader implications on the business. 
In particular, economic losses in employee productivity, re-
sulting from employee turnover, absenteeism and disengage-
ment, that are caused by ill health can have dramatic impact 
on business results. 

The following are two important forms of government in-
volvement outside the U.S. that detract from an employer’s 
ability to manage medical costs and to reduce the impact on 
productivity losses due to employee illness.

 1. Protective labor laws that provide:
— Extensive paid sick leaves and restrictions to the em-

ployer’s ability to replace or to temporarily fill the 
positions of employees on long sick leaves 

— Laws that vest employee rights to benefits that have 
been granted (acquired rights). These laws make it 
difficult or impossible for plan sponsors to amend 
existing plans in order to pass on a larger portion of 
premium costs to employees or to introduce or 
harden cost-containment plan design features. This 
effectively limits employers’ ability to fight annual 
medical cost increases through plan design changes.

 2. Regulatory requirements being introduced to explicitly 
or implicitly mandate employer-sponsored plans or to 
expand medical plan coverage. Worth noting, for ex-
ample, are recent regulations in Brazil that have led to 
the following requirements:
— Employers that offer medical plans must provide 

them to the entire workforce.
— Imposition of a “minimum plan,” which has en-

hanced coverage, eliminated benefit maximums and 
banned exclusions for dread diseases (such as HIV 
and cancer)

— Employers must offer a postretirement lifetime ben-
efit coverage option for participants who have con-
tributed to medical plan premiums for at least ten 
years. Since premiums that can be charged to indi-
viduals over the age of 60 who have exercised their 
options are effectively capped, there are significant 
subsidies involved. In addition, the employer must 
undertake the associated administrative burden for 
retirees. If a retiree opts for voluntary coverage un-
der the company’s medical plan and chooses to use 
the social health care system, the associated ex-

global benefits

TABLE II
Prevalence of Employer Medical Plan Features
Medical Plan Feature Percentage of Aon 
  Typically Provided  Countries Reporting Strong or 
       by Employers Moderate Plan Prevalence

Hospitalization 90%
Outpatient 86%
Vision 60%
Dental 63%
Prescription drugs 72%
Preventive medicine 62%

Source: Aon 2018 Global Medical Trend Rates report. 
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penses are imputed to the pri-
vate plan for reimbursement to 
the social health program.

As most multinationals know, the 
cornucopia of regulations is by no 
means relegated to Brazil. 

It should not be surprising, there-
fore, that multinationals are regarding 
global health care cost management as 
their primary benefit priority (Figure 
2). 

Recognizing the broader challenge, 
the majority of mature multinationals 
have worked hard navigating through 
a number of approaches targeting con-
trol of rising health benefit costs. The 
low-hanging fruit in the spectrum of 

options are financial strategies that 
seek to obtain short-term results. The 
following are the most common initia-
tives. 

Tight Local Procurement  
of Insurance

The tactics include frequently tak-
ing the insurance policies out to market 
through requests for proposals (RFPs), 
tough negotiation with carriers and 
bundling of other risks (typically life, 
accidental death and dismemberment, 
and total and permanent disability) 
with the business. These approaches 
have yielded some short-term success 
when used initially and also in some 

markets where insurance companies 
are lowering premium rates (caused by 
carrier saturation or due to many new 
carriers entering the market). This path 
eventually becomes ineffective as in-
surance markets stabilize and adverse 
loss ratios recur. 

Alternative Funding Strategies
Multinational companies have de-

ployed a number of financial strate-
gies for dealing with the medical cost- 
escalation problem. 

The traditional fully insured solu-
tion remains the main financing strat-
egy. However, a number of alternatives 
are being pursued.

global benefits

FIGURE 2
Top Global Compensation and Benefit Concerns

Source: 2015-2016 American Benefits Council and Aon 2015-2016 Global Benefits Governance and Operations study.
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Local Self-Insurance

Some companies in large markets have used this strategy. 
It has limited applicability in practice due to lack of econo-
mies of scale (since most multinationals only maintain a 
handful of international locations with more than 1,000 em-
ployees). Even when a company has the size and willingness 
to adopt this funding approach, actual execution is impaired 
due to a number of factors:

• Often inadequate medical service delivery infrastruc-
ture at the local level, as well as a shortage of qualified 
third-party administrators in most markets

• Lack of tools to protect the company from catastrophic 
losses (e.g., stop-loss coverage) 

• Regulatory restrictions.
Only a few non-U.S. countries, such as the U.K. and Mex-

ico, have a mature market of medical services provider net-
works for lease that provide guaranteed access to health care 
services and direct payment and offer medical service pro-
vider pricing that reflects economies of scale. Few markets 
have legislation that support self-insurance.

More commonly, large manufacturing or back-office 
operations are setting up their own clinics or maintaining 
in-house doctors and nurses. This type of initiative is be-
ing pushed by labor laws that require employers to main-
tain basic or first aid services in facilities with a number of 
employees above a certain threshold. These medical services 
are generally financed on a pay-as-you-go basis or otherwise 
financed on a fixed fee by a specialized outsourcing vendor.

Furthermore, many companies that have actually tried lo-
cal self-insurance for their integrated health care (outpatient, 
inpatient, dental, prescription drugs, maternity, etc.) have, in 
fact, generated even higher costs due to poor plan admin-
istration, especially lax claim-adjudication practices that 
emerge because the local subsidiary management has more 
leeway to make ad hoc exceptions and special cases. 

Multinational Pooling

In this strategy, companies form multinational pool-
ing agreements with one or more of eight global carrier 
networks. The underlying idea is to create larger groups of 
employee benefit risks in order to improve the overall pric-
ing. Risk premiums (which carriers assess in order to pro-
tect themselves from adverse effects of claim volatility) and 
administration expenses of the pooled portfolio are reduced 
because of risk diversification and larger economies of scale. 

The inclusion of medical plans in a multinational pool 
does not appear to have yielded the anticipated reductions in 
up-front premiums or the generation of large international 
dividends. In fact, medical plans are being systematically 
phased out of multinational pools since nine out of every ten 
medical plans pooled in recent years have actually produced 
negative contributions to international dividends. 

Use of Corporate Captives

A handful of companies have gone a step further, adopting a 
captive reinsurance financing mechanism that includes medi-
cal benefits. Most of these companies have other motivations in 
mind such as gaining tighter global benefit governance, achiev-
ing flexibility in plan design and taking advantage of corporate 
tax incentives, which are the real drivers of such strategy. 

global benefits

TABLE III
Cost-Mitigation Methods Most Commonly Reported, by Region
Asia/Pacific Europe Latin America Middle East/Africa
Wellness initiatives Wellness initiatives Wellness initiatives Wellness initiatives
Cost containment Cost containment Cost containment Cost containment
Access and delivery restrictions Provider networks Access and delivery restrictions Access and delivery restrictions

Source: Aon 2018 Global Medical Trend Rates report.
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Due to local labor and tax laws, cap-
tives need to use locally licensed front-
ing carriers. Challenges that often keep 
medical plans out of captives include: 

• Few global carrier networks can 
assume the risk locally and then 
reinsure it to the captive (front-
ing) while also maintaining a ro-
bust medical service delivery in-
frastructure that can compete 
with leading local players.

• A high risk of adverse underwrit-
ing experience that would result 
in losses to the captive or limit 
the potential for cost savings 

• Excessive transactional costs for 
medical plans due to very high 
claim frequency and significant 

transactional costs from fronting 
carrier fees, bank charges and for-
eign exchange hedging expenses

• Employee contribution consider-
ations, fiduciary controls thereof 
and employee consent require-
ments that limit the company’s 
ability to change the plan or to 
select the carriers.

Hence, using a captive vehicle has 
not proven to be a viable long-term so-
lution for medical cost control.

Bulk Purchasing Across Countries

This procurement technique involves 
the consolidation of employee benefit 
risks across several countries for the 
insurance purchase with a single global 

provider. The goal is to obtain up-front 
premium rate discounts, better under-
writing terms (e.g., higher coverage lim-
its before underwriting is required) and 
premium rate guarantees over a time pe-
riod (usually two or three years). 

The first barrier to overcome is that 
local labor, tax and insurance laws most 
often require the use of locally admit-
ted policies (issued by a locally licensed 
carrier) and adherence to local pricing 
norms. This is even more important in 
the case of medical plans that typically 
require employees to share in premium 
costs. Further problems are a shortage 
of global providers with geographically 
widespread medical plan offerings and 
the array of plan designs, risk types, 
currencies and legal restrictions (e.g., 
reinsurance limits, tariff pricing) across 
countries that make pooling techni-
cally challenging or highly impractical.

None of the above measures ad-
dresses the underlying health risks 
driving increasing medical claim inci-
dence and severity patterns. 

Nonfinancial Strategies 
Simultaneously, multinationals are 

using a host of nonfinancial strategies 
to control costs, shown in Table III.

The most common plan design 
change is to increase employees’ con-
tribution to the plan (via premium cost 
sharing and/or contributions toward 
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takeaways
•  Per capita costs of employer-sponsored health care plans for non-U.S. employees have 

increased at a level well above the local general inflation levels for the last 20 years.

•  Key locations with above-average medical inflation rates are Argentina, Brazil and Mexico 
in the Americas; Russia and former Soviet Republic countries, Turkey and the United King-
dom in Europe; Egypt, the United Arab Emirates, Kenya and Nigeria in the Middle East and 
Africa; and Indonesia, Philippines, Malaysia, Singapore and Vietnam in Asia. 

•  Government measures including protective labor laws and mandates for health care 
plans can undermine an employer’s ability to manage medical costs.

•  Global employers are using alternative financing strategies including local self-
insurance, multinational pooling, corporate captives and bulk purchasing to help control 
costs.

•  Common nonfinancial strategies include plan design changes, wellness initiatives and 
restrictions on access and delivery of medical services.

TABLE IV
Percentage of Countries Reporting Use of Employee Cost Sharing, by Region
 Global Asia/Pacific Europe Latin America Middle East/Africa
Employees Share Cost of Medical Premiums 78% 68% 94% 90% 52%
Employees Share Cost of Medical Claims* 85% 95% 65% 86% 100%
*Includes deductibles, copays and coinsurance.

Source: Aon 2018 Global Medical Trend Rates report.
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claims such as deductibles, copayments, coinsurance and line-
item expense limits). These cost-containment measures are 
generally implemented along with benefit improvements such 
as increasing maximum annual or lifetime claim limits in or-
der to avoid violations of acquired rights laws and/or to obtain 
employee consent for the inclusion of the cost-containment 
features. Table IV shows the percentage of countries reporting 
use of employee cost-sharing features in their medical plans.

The initiatives dealing with access and delivery of medical 
services include restrictions on the use of expensive hospi-
tals and/or doctors, approvals and second opinions required 
for surgeries and expensive treatments, and use of in-plants 
(broker or carrier staff deployed to the employer site) for as-
sisting employees on wiser use of the employer or the social 
medical programs.

Given the fragmentation and heterogeneous nature of the 
covered populations, implementing wellness initiatives on a 
global scale has proven to be very difficult. 

Conclusion
As evidenced by the U.S. and early international experi-

ence, standard cost-management approaches likely will be 
insufficient to address spiraling medical cost patterns. 

Optimization of financial strategies and delivery mecha-
nisms is a very good start. However, these initiatives are es-
sentially short-term fixes and will have a diminishing posi-
tive impact on the business.

The path to an effective long-term solution likely must 
involve designing health care benefits and health care educa-
tion for employees and their families that are aimed at:

• Preventing/reducing the risk of accidents and serious 
illness

• Providing quality health care treatment when needed
• Facilitating the management of chronic health condi-

tions
• Educating the global workforce on the benefits of 

health care and good health
• Encouraging healthy behaviors.
In summary, in a world with a dwindling supply of 

qualified labor, mounting losses in productivity from non-
communicable diseases and global cost-control pressures, 
the promotion of a healthy workforce is not only a human 
resources or finance challenge but a strategic business is-
sue.  

global benefits

Wil J. Gaitan, FCA, ASA, MAAA, 
EA, CCP, is a global consulting 
actuary and total rewards consul-
tant for Aon Hewitt in Chicago, 
Illinois. He has experience working 

with corporate headquarters of multinationals as 
well as delivering on-site advice in 60 countries 
to subsidiaries and local companies in Asia, 
Europe, Middle East/Africa, North America and 
South America. He is a fellow of the Conference 
of Consulting Actuaries, an associate of the 
Society of Actuaries, a member of the American 
Academy of Actuaries, an enrolled actuary and a 
member of the International Association of 
Consulting Actuaries. He holds a B.S. degree in 
mathematics and an M.S. degree in applied 
mathematics from Roosevelt University.  

 
 b

io

pdf/1217


