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Provider Network 
Optimization: The Next 
Frontier in Employer-
Sponsored Health Care
Roughly half the U.S. population is covered under health plans sponsored by large employers. That puts these 

organizations in a powerful position to demand increased consistency and value from the health care system, 

starting with their local markets. Through provider network optimization, employers finally have a practical ap

proach to understanding their local health care ecosystems and engaging in strategies that drive their employ

ees to lower cost providers that truly deliver quality care. Through this new level of transparency and insight, 

proactive employers are empowered to make intelligent decisions on how to guide their people to the best 

quality care at competitively priced facilities.

by Michael Murphy | Aon and Todor Penev | Aon

Innovative new benefits, like pet insurance, adoption cov-
erage and volunteer time off, have garnered attention as 
employers seek creative ways to reward and retain valued 

employees. Yet it’s one of the oldest benefits that is consis-
tently responsible for keeping benefits managers awake at 
night: health care. Rapidly increasing health care costs, con-
tinually evolving delivery system models and an uncertain 
health care landscape have kept the challenges associated 
with employer-sponsored health care squarely at the fore-
front of their minds.

Employers have spent the last four decades trying to con-
tain the cost of the health coverage they provide to employ-
ees. Along the way, they have seemingly exhausted every 
possible avenue for paring back costs—or at least putting the 
brakes on the constant escalations. From health maintenance 

organizations (HMOs) and preferred provider organizations 
(PPOs) to consumer-directed health plans (CDHPs), health 
savings accounts (HSAs) and private exchanges, employers 
have embraced one strategy after another in the hopes of 
reining in health care costs. 

While each approach brought its own set of advantages, 
none has emerged as the standalone, single-bullet solution 
employers have long been seeking. Even for benefit programs 
that have been successful at taming utilization in recent 
years, costs have continued marching forward due to medi-
cal and pharmacy unit cost increases.

Unfortunately, employers don’t enjoy the same luxury as 
Medicare which, as the biggest payer in the market, has the pow-
er to dictate how much it will pay for specific procedures year 
over year. In the 1990s and 2000s, employers paid an average 
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of 20-30% more than Medicare for any 
given medical expense. Since 2010, this 
gap has been rapidly expanding, and the 
unit cost premium employers pay over 
government programs for the same ser-
vices is set to exceed 75% in this decade.1

Most organizations have contracted 
with their carriers for network-negoti-
ated rates focusing on average network 
costs and discounts. However, that 
strategy has had limited success in con-
trolling cost because carriers have been 
more focused on getting every provider 
into the network rather than negotiating 
the deepest discounts. Meanwhile, con-
centrated provider systems have shown 
significant local negotiating power, and 
carriers have faced tough choices when 
building their network panels.

Granted, employers have tradition-
ally aimed to have the most comprehen-
sive network possible, giving employees 
access to every hospital, doctor, surgeon 
and outpatient clinic and minimizing 
out-of-network utilization. While this 
approach empowers employees to play 
a more active role in their own health 
care, plan members have struggled to 
navigate the wide universe of care op-
tions and directories of providers. More 
proactive employers have provided 
white-glove, personalized navigation 
assistance, since the vast majority of 
individuals simply don’t have the incli-
nation to make key provider selection 
decisions on their own.

To help workers control their out-
of-pocket costs, some organizations 
have given them access to online tools 
that compare costs for medical services 
based on ZIP code. Such tools can be 
quite eye-opening in the significant vari-

ations in cost they reveal. For example, 
the health care transparency company 
Amino found a huge variation between 
the average cost of an abdominal mag-
netic resonance imaging (MRI) at a hos-
pital ($1,751) versus a freestanding im-
aging center ($680). Capturing a broader 
basket of hospital procedures, a recently 
published RAND academic analysis on 
hospital price variation in Indiana re-
vealed a greater-than-300% variance 
between the lowest cost and highest cost 
facilities for a standardized set of hospi-
tal procedures within the same market.2

While these price disparities pro-
vide eye-opening information, they 
provide little in the way of context. An 
employee may be intrigued to learn 
that the surgery center ten miles away 
charges thousands less than the hospi-
tal around the corner for the same sur-
gery, but they are left wondering how 
the two facilities compare in terms of 
quality and outcomes. And since the 
employer is often the one paying the 
bill, many employees pay little attention 
to differences in price when it comes to 
expensive procedures that would al-
most certainly exceed their individual 
out-of-pocket plan limits.

Once heralded as a breakthrough 
that would enable organizations to get 
health care costs under control, many 
price comparison tools have struggled 
to get traction on price alone and, to bet-
ter assist employees, have more recently 
introduced quality and provider charac-
teristics to their engines. Yet most plan 
members still rely on personal recom-
mendations and local name recognition 
when selecting providers. On the surface, 
reputation may seem like a reasonable 

gauge by which to make such a decision, 
but an objective look at outcomes often 
reveals that reputation doesn’t always 
translate into superior results. 

When it comes to health care, some 
names carry more weight than the rest: 
Johns Hopkins, New York University 
(NYU) Langone, Cedars-Sinai, the 
Mayo Clinic and others consistently 
rank near the top on lists like that pro-
duced by U.S. News and World Report. 
The very mention of these facilities 
conjures feelings of respect and trust—
and deservedly so. (See figure.) Yet not 
all procedures require world-class aca-
demic medical care and, while one hos-
pital may be nationally renowned for 
complex cardiac care, a facility down 
the street may consistently produce 
better outcomes for more routine or-
thopedic procedures—often at a frac-
tion of the cost, because they aren’t 
charging “brand name” prices. In those 
instances, patients would do far better 
to schedule their procedure at the lesser 
known facility. Not only are they more 
likely to realize a successful outcome, 
but the cost savings for themselves and 
their plan can be substantial.

Beyond All-Inclusive Networks
Increasingly, employers are recog-

nizing the value of marrying price data 
with outcome metrics to paint a more 
comprehensive picture of a given fa-
cility or provider. This transparency 
is key to driving better outcomes at 
lower costs by directing employees to a 
select network of providers and facili-
ties with a proven track record of de-
livering quality care without the sticker 
shock. Not since the days of the HMO 
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have employers considered what could be gained by par-
ing back their networks, perhaps contracting with just one 
hospital system, rather than three. As the trend moves away 
from broad access, employers are beginning to recognize the 
potential to achieve better outcomes at lower cost by intel-
ligently narrowing the network.

In recent years, a number of large employers have begun 
adopting targeted narrow network or centers of excellence 
approaches built around identifying high-performing, low-
cost providers and channeling employees to those facilities 
with a proven track record of delivering quality care without 
the sticker-shock price. Most traditional health plans have 
begun promoting their own narrow network or preferred 
provider arrangements as they move away from trying to be 
all-inclusive and attempt to be choosier about the hospitals 
to which they steer patients. Likewise, a handful of emerg-
ing health plans and third-party administrators are building 
solutions predicated on a more narrow definition of available 
providers. Some plans claim that steering to specific hospital 
systems will save members 10% or 20% through better care 
coordination or cost, but employers have limited means of 
validating and benchmarking these claims using traditional 
metrics such as access, disruption and discounts.

Increasingly, proactive employers are recognizing the need 
for objective, independent data on episode cost and quality 
to evaluate vendors and provider claims. To date, however, 
very few sources have been available that are reliably objec-
tive and fact-based. Access to provider-specific cost data has 
been rare due to the complexity and high degree of secrecy 
surrounding network contracts. Even employers that have 
invested significant effort in data aggregation or participa-
tion in local all-payer data initiatives have found it difficult 
and time-consuming to analyze provider cost data. On the 
quality front, many popular sources rely on self-reported or 
patient-submitted survey data grounded in opinion rather 
than data based on facts, clinical outcomes and safety. What’s 
more, quality rankings are often influenced by factors that 
are unrelated to medical outcomes, such as the appearances 
of buildings, parking availability and food options.

Fortunately, electronic record coding improvements, trans-
parency initiatives from the Centers for Medicare & Medicaid 
Services (CMS) and emerging independent data sources have 

made it possible to analyze and derive better insights from ag-
gregated administrative and transactional data. Further, CMS 
leadership in payment reform has simplified many commer-
cial pricing arrangements, with contracts increasingly using 
Medicare as a reference price, and considerably streamlined 
the ability to compare providers on a consistent basis. As such, 
local provider analyses that were traditionally the realm of 
only the very largest and most sophisticated payers are now 
possible even for medium-sized employers with an interest in 
monitoring and understanding the medical provider ecosys-
tem where their dollars are going.

From Insight to Action 
Organizations are working to gather independent provider 

cost and quality data that can inform benefits strategies with an 
unprecedented level of local market insight. As employers be-
gin to assess what such information could mean to their benefits 
strategies, they are recognizing there is much to be gained from 
the level of transparency provided though provider-level cost 
and quality data. It can be used to gain a better understanding of 
and make better decisions on best value providers; to structure 
design, pricing, network and contracting strategies and naviga-
tion approaches to guide people to those providers; to review 
recommendations made by carriers regarding high-performing 
providers, systems and centers of excellence; and to measure the 
impact of strategies implemented over time. 

Proactive employers are utilizing a number of strategies 
as they apply provider network optimization to regain con-
trol and positively impact employee health outcomes while 
controlling costs. Through this new level of transparency and 
insight, they are empowered to make intelligent decisions on 
how to guide their people to the best quality care at competi-
tively priced facilities.

Increasingly, savvy employers are taking a proactive ap-
proach, providing navigation solutions—a concierge level of 
call center support—where employees can turn to learn which 
facility provides the best quality for their particular health is-
sue at the most reasonable price. Others are taking more of a 
carrot-versus-stick approach, whereby they either exclude the 
most expensive facilities from their network altogether or in-
centivize employees to utilize lower priced providers.  

Some employers have established a preferred tier of pro-
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viders, comprised of those offering the highest quality at the 
lowest cost. The plan is then structured to reimburse more 
for tests, procedures and surgeries performed at these facili-
ties. Some employers even waive the deductible for employ-
ees who agree to go to a lower priced facility. 

In the near future, we expect employers to adopt and de-
fine their own standards for benchmark pricing and explore 
bundled contracts or reference-based pricing for key clini-
cal tracks. Designed to incentivize employees to choose the 
high-value provider, reference-based pricing models include 
designation of a median price the plan is willing to pay for 
each procedure. If the employee goes to a higher priced pro-
vider, the employee must pay the difference. When it comes 
to certain highly expensive procedures, such as a course 
of chemotherapy, the employee stands to avoid potentially 
thousands of dollars of additional cost merely for going a lit-
tle out of the way and obtaining treatment in a nearby town. 
The employer succeeds in paying what it has deemed a rea-
sonable amount for the treatment, and the employee is still 
able to obtain the quality care he or she needs while manag-
ing to avoid excess out-of-pocket cost. 

Granted, a single strategy will never fix all the inefficien-
cies and sources of price and quality variation in the U.S. 
health care system. Yet companies remain dedicated to pro-
viding employer-sponsored health coverage, arguably the 
most valued of all benefits. Roughly half the U.S. population 
is covered under health plans sponsored by large employers. 
That puts these organizations in a powerful position to de-
mand increased consistency and value from the health care 
system, starting with their local markets. Through provider 
network optimization, employers finally have a practical ap-
proach to understanding their local health care ecosystems 
and engaging in strategies that drive their employees to lower 
cost providers that truly deliver quality care. 

Endnotes
 1. www.cms.gov/Research-Statistics-Data-and-Systems/Statistics 

-Trends-and-Reports/ReportsTrustFunds/alternativePartB.html.
 2. www.rand.org/pubs/research_reports/RR2106.html.
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