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In 1965, when Medicare was enacted,
spending for prescription drugs was less
than $4 billion—so low that no one thought
to include a drug benefit as part of
Medicare. By 2003, the cost and importance
of drug therapy was so high that Medicare
Part D was enacted.

Drug therapies have become one of the
most important tools for managing chronic
illness: they forestall complications, reduce
attendant medical utilization, and help
improve patients’ productivity.?

Unfortunately, the benefits of drug
therapy are regularly undermined by the low
rates of compliance—sometimes as low as
20 percent, and varying with complexity and
duration of therapy.® The reasons for non-
compliance are myriad—including aversion
to side effects and general forgetfulness—
and can be difficult to combat.

However, financial incentives can
influence patient behaviors. We know, for
example, that copayments exert a powerful
influence on use of chronic medications.* So
why not lower them for certain patients to
encourage better adherence to high-value
drugs that are most effective?

Increasingly, payers are embracing
value-based insurance design (VBID) that
reduces copayments for patients who are
most likely to benefit from a drug or service,
as determined using available clinical
evidence.>® Patients for whom the
therapeutic benefit is modest—or the
evidence is mixed—face higher cost sharing.
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of Medicine and is not a report of the Institute of
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lower or no copayment for cholesterol-
lowering drugs if a patient has another risk
factor, like diabetes. To offset this cost,
patients at low risk might face higher
copayments.

Empirical studies—most focused on
prescription  drugs—suggest measurable
benefits from a value-based approach to
drug therapy.®’® For example, VBID for
cholesterol-lowering therapy alone would
reduce gatients’ total health costs by 3-5
percent.” Anecdotal evidence suggests even
more dramatic savings. Pitney Bowes
reduced copayments for several classes of
chronic medications, including diabetes,
hypertension, and asthma, in combination
with other health initiatives. They found
improved medication compliance, with the
higher pharmacy costs more than offset by
lower rates of emergency department visits
and avoidable hospitalizations.'

Clearly, VBID could be a very useful
tool for restraining health care costs by
discouraging use of medical interventions
with marginal value and by encouraging
certain services for selected patients for
whom there is clinical benefit. But VBID

For example, a plan might charge a faces operational challenges that could limit
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broader application.

First, if guidelines aren’t -carefully
drawn, they can lead to perverse incentives.
For example, patients who feel relatively
healthy might postpone medical care until
they are sicker and/or get better coverage.
Second, some anecdotal evidence suggests
that offering more generous drug benefits
makes a plan less competitive.!' A health
plan with a reputation for offering the most
generous benefits may disproportionately
attract the sickest patients. These concerns,
however, can be mitigated through risk
adjustment and incentives to stay healthy.*?

The biggest challenge is that clinical
data on efficacy for many services and
procedures are lacking or expensive to
collect, so VBID is not yet a widespread
solution. However, the potential VBID has
shown with medications suggests that payers
may want to use it with those procedures—
such as medical devices and imaging—that
impact spending the most.™

VBID shows promise as a key strategy
to help move the nation toward a health care
system that rewards value. We must
continue to test and establish financial
incentives that steer patients toward the most

appropriate levels of care for their
conditions. The real promise of VBID is to
mitigate tension between controlling health
care costs and ensuring that patients get the
care they need.
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Note: Authored commentaries in this IOM Series draw on the experience and expertise of field leaders to
highlight health and health care innovations they feel have the potential, if engaged at scale, to foster
transformative progress toward the continuously improving and learning health system envisioned by the IOM.
Statements are personal, and are not those of the IOM or the National Academies.

In this commentary, Leonard Schaeffer and Dana Goldman’s discussion of value-based insurance design
touches on several issues and lessons central to incentives for care that is effective, efficient, and continuously

improving, including:

The development and application of analytic tools that can improve both individual choice and
personal awareness of the value of health care interventions.

Closer attention to assessing the costs and outcomes of health interventions, e.g. pharmaceuticals,
devices, imaging, and services delivered outside the health care setting.

The development of analytics and incentives that drive attention, coverage decisions, and plan choices
toward health care services that deliver the highest value to individuals and society.

A strengthened level of communication between people and their clinicians on best practices, shared
decision making, and tailoring care to conditions and informed personal preferences.

Greater engagement in continuous feedback and improvement on the experiences with, services of
established importance in the control of chronic diseases.

Information on the IOM’s Learning Health System work may be found at www.iom.edu/learninghealthsystem.



http://www.iom.edu/learninghealthsystem

