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ABSOLUTE ADVANTAGE

Lost productivity is enormously expensive—and business leaders 
know it. But actually calculating its cost can be an exercise in frustration.

How is this hidden heavy affecting your organization, and what are you
doing about it? Here’s a hint: It’s not just an HR issue anymore…
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W
hat is a healthy employee
worth? Until recently,
researchers would most
likely answer this question
in terms of saved medical

costs. A healthy employee with few health
risks spends less money on medical care
due to fewer chronic illnesses and avoided
serious health events. This story alone is
quite compelling—employees with multi-
ple risk factors can cost thousands of
dollars more than low-risk employees, on
average. Furthermore, as our population
ages, the difference will grow substantially.

Despite such evidence, many employers
still consider poor employee health to be a
fringe issue, not a true business issue.
Health care costs are a single (though large)
line item in a large benefits budget, inside
the multifaceted human resources (HR)
cost center. Although corporations recog-

nize hiring, firing, providing benefits, and
doing performance evaluations as necessary
functions, HR is not usually considered
part of a company’s core business. “Real”
business is where the money gets made.
HR is a necessary cost of doing business. 

In this context, medical costs are something
to be controlled and managed, so benefits
budgets stay reasonable. After all, medical
coverage is an expense, like providing
parking, vacation, and life insurance. In
essence, following the same logic, employ-
ees are a necessary expense, too. They’re
needed to get things done, but come with a
large price tag.

Without realizing it, the medical cost
focus of health promotion research may
have perpetuated a perception of health as
extrinsic to business. If high medical costs
are the primary outcome of poor health,
then businesses can restructure benefits
(or stop providing health insurance) to
make the problem go away. Besides, high

health care costs may not occur for years,
so decision-makers often avoid invest-
ments in good health (which just add to
their expanding budget) in the short term
in exchange for a potential return in the
benefits budget later. But the decision-
makers are missing something. 

TThhee  SSeeccrreett  SSiiddee  ooff  SSiicckknneessss
As strange as it may sound initially,
medical costs are not the primary
outcome of poor health. They are an arti-
fact—a secondary outcome. Poor health
leads to symptoms and clinical outcomes
that lower functionality and increase the
need for expensive care. The same symp-
toms, clinical outcomes, and lowered
functionality also interfere with a person’s
ability to perform at a high level in the
workplace. The truth is, healthy employ-
ees not only cost less in medical care, they
also are more functional at work, absent

less often, experience fewer injuries, and
arrive back on the job more quickly after
they do get injured. You can’t get much
more “core” to business than that. 

Medical costs are complex, and difficult
to use as an indicator of overall health, let
alone as a business outcome. While we all
understand that some medical costs result
from an individual’s behavioral choices,
the truth is never that simple. Lung and
mouth cancer often (but not always) indi-
cates use of tobacco, traumatic head
injuries may indicate lack of seatbelt use
or safety helmets, and many heart attacks
could have been prevented with appropri-
ate diet and exercise habits. But most
medical expenses cannot be attributed to
a single, direct cause. Furthermore, we
believe some costs are “good” costs
because they prevent higher costs in the
future. Examples include appropriate dia-
betes care, use of cholesterol-lowering and
asthma drugs, and many more.

Considering all of this, it’s safe to say that
only focusing on medical costs as the
highest priority health outcome will lead
to a predictable tug-of-war when it comes
to investing in solutions. Do these ques-
tions sound familiar? “If I am trying to
reduce costs, why are you asking me to
add costs?” “Is the increase in prevention
costs and drug costs really that much
smaller than what it would cost to treat
the eventual outcome?” “If diabetes treat-
ment costs are considered the negative
outcome of not managing obesity and
exercise, how can they also be considered
a good investment cost when we turn our
attention to disease management?” All of
these are legitimate questions, without
straightforward answers.  

VVaalluuee  CChheecckk
The problem lies not in the connection
between health and business outcomes,

but in the metrics we have chosen as our
indicators. As we have seen, a focus on
medical costs alone marginalizes health as
an HR issue rather than a business
issue, and leads to a mindset of reducing
costs rather than investing in solutions. 

What’s being missed in this thought
process is that the value of a person to an
organization extends beyond any single
outcome or cost—medical or otherwise.
Although the term has become widely
used in multiple contexts, the notion of
human capital is reflective of overall
employee value. Human capital refers to
the many abilities and resources an
employee brings to the organization
including skills, experience, attitude,
vitality, and physical and mental effort.
The notion of human capital proposes
that a company can invest in its “humans”
to increase their abilities, and thus get a
return on human capital investment.
Usually companies think of such invest-

“A focus on medical costs alone marginalizes health 

as an HR issue rather than a business issue, and leads to a mindset 

of reducing costs rather than investing in solutions.”



ments as training, new technology, or
organizational aids. The organization that
best leverages its people has a distinct
competitive advantage in the marketplace.  

Making health a core business issue
requires core business outcomes. Poor
health doesn’t just add medical dollars to

the benefits package. Poor health interferes
with one’s ability to do work and be at
work. Poor health diminishes work capac-
ity. Poor health erodes human capital.
Conversely, as individuals move along the
continuum from illness to wellness, capac-
ity and ability to work improves. As such,
prudent investments in good health are
investments in human capital.

PPeerrffoorrmmaannccee  BBoooosstt
While medical costs are a concern to HR,
most operational managers usually worry
about work performance. Consider the rel-
evance the following questions have on

worksite operations. What if all workers
had two fewer days absent? What if an
employer could get four percent more
effort from its workers? What if we could
reduce workers’ compensation costs by
half? What if we could actually reduce the
number of workers we need, because the
employees we have are focused, on-task,
and on the job?

These outcomes are not hypothetical. The
latest productivity research indicates that
individuals with multiple risk factors are
absent more, injured more, and return to
work more slowly than individuals with
fewer risk factors. A University of Michi-
gan study of Xerox employees calculated
that 85% of workers’ compensation costs
could be attributed to excess risks (beyond
the lowest levels of risk). A StayWell study
indicated that individuals who participated
in health management programs reduced
their use of disability benefits by several
days per case. The value of the combined
loss of effort from sickness absences, dis-
ability, and workers’ compensation far
exceeds the difference in medical costs
between low and high-risk employees. 

Further research indicates that the loss of
effort from lowered functionality at work
often exceeds the more obvious loss of effort
when people miss work. Findings from a
series of studies of Bank One employees
show far greater loss of work output from
diminished quality and quantity of work
when present (sometimes called “presen-
teeism”), than from occasions when the
employee is absent. Harvard studies show

similar findings on the impact of chronic
illnesses on absence and performance.

MMeeaassuurriinngg  PPrroodduuccttiivviittyy——
SSttaarrtt  wwiitthh  AAbbsseennccee  
The most obvious indicator of lost produc-
tivity is absence. If an employee misses
work due to illness or injury, there is almost
always a business consequence. At the very
least, a salaried worker is delayed in accom-
plishing work he will make up later in the
week. But more likely the worker will
accomplish less that week, and perhaps
interfere with team members’ progress. In
other jobs, absence will require the use
(and payment) of a replacement worker
who may not perform as well. Remember
how often your class accomplished as
much with a substitute teacher as with the
regular teacher? At worst, the absence
comes on a day where the result is a missed
deadline or blown opportunity.

While the exact consequences of absence
vary from business to business and job to
job, few would argue that having regular
workers on the job more often helps busi-
ness. If excess absence creates significant
business costs and consequences in your
company, it is possible that lost productivity
should be as big a concern as medical costs.
To investigate, ask managers in your organi-
zation what happens when their employees
are absent (not vacation, but an unsched-
uled absence due to illness). Do they pay
another worker? Do they overstaff to cover
absence? Can they estimate the value of lost
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“The latest productivity research indicates that individuals with 

multiple risk factors are absent more, injured more, and return 

to work more slowly than individuals with fewer risk factors.”






