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Payment By Results (PbR)

‘where vulnerable users can't exercise choice for 
themselves, the government should specify the result it is 
seeking, and then pay the providers of the service if, but 

only if, they achieve that result…providers of drug 
rehabilitation are being paid their full fee only if they get 
drug users properly off drugs. And there are numerous 

other examples springing up across Whitehall.’

Oliver Letwin: “Payment by results will transform public services for the better” Guardian 29th March 2012.



• Payments based on results that 
can range from pure outputs to 
final outcomes

• Transference of risk to another 
party

Source: Cabinet office. Payment by outcomes what it is and when to use it. 

What is PbR?



What is PbR?

• Payments based on results 
that can range from pure 
outputs to final outcomes

• Transference of risk to 
another party

Source: Cabinet office. Payment by outcomes what it is and when to use it. 



Types of PbR

No risk shared outside 
Government

Risk shared outside 
Government  

Payment by 
outcomes

Outcome based transfers 
(Sure start)

Payment by outcomes  
(Open Public Services 
2012)

Payment by 
outputs

Outputs  based transfers 
(NHS)

Payment for outputs
(Network rail)

Source: Cabinet office. Payment by outcomes what it is and when to use it. 



UK Pharmaceutical Industry

Companies (2011) 365

Employees (2011) 75000

Annual sales (2011) £31.8 billion

UK exports (2009) £20 billion

UK imports (2009) £13 billion

Pharma R&D UK (2009) £4.3 billion (25% of UK R&D)

World’s 75 top-selling medicines (2007) 20%

NHS Spend on Branded Drugs (2010-11) £10 billion

Source: The Pharmaceutical Price Regulation Scheme, Eleventh Report to Parliament, February 2012 



Pharmaceutical Price Regulation 
Scheme (PPRS)

• Branded prescription medicines 

• Regulates prices and profits on sales to the NHS. 

• 20% prescriptions but 80% of costs.

• Voluntary between the Department of Health and the 
branded pharmaceutical industry represented by the 
Association of the British Pharmaceutical Industry.... 
Section 261 of the National Health Service Act 2006

• Started 1957... Renegotiated approximately every 5 years.



PPRS Objectives (2009)

• Deliver value for money

• Encourage innovation

• Promote access and uptake for new 
medicines

• Provide stability, sustainability and 
predictability



National Institute for Health and 
Clinical Excellence (NICE)

• Provides national guidance on promoting good health 
and preventing and treating ill health.

• Recommendations to NHS on use of new and existing 
medicines and treatments.

• Technology appraisals to recommend NHS

• No scope for NICE to negotiate 
price or recommend a price.

• BUT...does provide an incentive 
for pricing at a cost effective 
level.



Source: The Pharmaceutical Price Regulation Scheme, Eleventh Report to Parliament, February 2012 

Country

2004 2005 2006 2007 2008 2009 2010

Australia - - - 94 94 126 139

Austria 94 96 94 96 111 125 117

Belgium 90 95 97 101 122 132 122

Finland 96 101 96 99 119 113 105

France 84 96 89 92 108 115 104

Germany 106 108 105 113 142 169 155

Ireland 99 103 105 112 134 144 133

Italy 78 84 78 83 101 120 113

Netherlands 92 95 94 99 115 - -

Spain 80 84 85 88 109 118 106

Sweden - - 103 105 116 126 130

UK 100 100 100 100 100 100 100

USA 176 198 188 183 252 249 281

Price Comparisons



Source: The Pharmaceutical Price Regulation Scheme, Eleventh Report to Parliament, February 2012 



BUT PPRS does not...

• Target innovation for improved outcomes in areas of greatest 
unmet need

• Ensure access to new treatments for those who would benefit 
most

• Encourage enough innovation and development of high value 
treatments

• Enable pricing to reflect wider benefits of drug treatments to 
the economy and society

• So...can PPRS be re-developed with a payment by 
results focus to better address these concerns?
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Some Background

• Pharmaceuticals represent 10-20% of 
the healthcare budget, depending on 
jurisdiction

• Expenditure on pharmaceuticals is 
rapidly rising in some countries (e.g. 
cancer drugs)

• Following the lead of Australia (1993), 
many jurisdictions now assess new 
drugs for value for money



Some Background

• In the UK, this function is performed 
by NICE (England) and the SMC 
(Scotland)

• Cost-effectiveness analysis, as 
opposed to cost-benefit analysis, is 
normally used



How Did We Get to Value-Based Pricing in 
the UK?

• Office of Fair Trading Report 
in 2007

• Government discomfort with 
the fallout from some of 
NICE’s recommendations, 
which in the past have been 
based on the manufacturer’s 
asking price



How Did We Get to Value-Based Pricing in 
the UK?

• More flexibility in pricing 
introduced through Patient 
Access Schemes

• Caution over the outcomes-
based schemes and perceived 
success of the finance-based
schemes



Examples of UK Patient Access Schemes

• b-IFN and glatiramer for 
multiple sclerosis – 2002

– Prospective cohort –
managed by DH

• Bortezomib for multiple 
myeloma – 2007 

– Money back guarantee 
based on response (M-
protein)

• Ranibizumab for AMD – 2008

– Dose capping scheme 
(<14 injections per eye)

Source: Chalkidou (2009)

• Erlotinib for SCLC – 2008

– Cost capping scheme (same 
overall cost as docetaxel)

• Sunitinib for advanced RCC –
2009 DRAFT

– First time EOL guidance 
informed decision

– 1st cycle of treatment free to 
NHS patients

• Lenalidomide for multiple 
myeloma – 2009 DRAFT

– Dose capping scheme (<26 
cycles/2yrs)



Value-Based Pricing Proposal (UK)

Stated objectives are to:

• Improve outcomes through better 
access to effective drugs

• Stimulate innovation

• Improve the process (e.g. increased 
transparency, timeliness)

• Include a wide assessment, 
alongside clinical effectiveness

• Ensure value for money from NHS 
resources



Value-Based Pricing Proposal (UK)

• A technical assessment of the 
costs and quality-adjusted life-
years (QALYs) gained from the 
drug

• Instead of NICE making 
recommendations, there will 
then follow a negotiation 
between the company and the 
DH to determine a (maximum) 
value-based price (VBP)



Value-Based Pricing Proposal (2)

• Would apply to new branded medicines launched from 
January 1, 2014

• Recognition that new arrangements may be required for 
already-existing medicines



Value-Based Pricing Proposal (2)

The negotiation would consider:
• The ‘basic’ cost-per QALY threshold

• The burden of illness and unmet needs that the medicine 
focuses on

• The extent of therapeutic innovation

• The wider societal benefits (e.g. impact on carers)



Value-Based Pricing Proposal (3)

• A full assessment of these factors will be 
used to determine the VPB

• If the company’s price is higher than the 
VBP, it would be asked to lower its price, or 
provide extra justification



Value-Based Pricing Proposal (3)

‘If the company were not prepared to do either of 
these, it would be the company’s responsibility to 
explain to the public why it was not prepared to 

offer that drug at an appropriate price’



Issues Raised by Value-Based Pricing

• The value of a drug can vary by (clinical) indication

• The actual price paid has to remain secret in order to 
avoid international reference pricing

• The role (if any) of patient top-up payments needs to be 
determined

• Difficult in practice to reward innovation



Problems and Challenges of Rewarding 
innovation

• Some benefits of innovation 
are not captured

• Some benefits of innovation 
take a long time to become 
apparent

• Much innovation is 
incremental

• Incentives to innovate 
should be given at the time 
R&D investments are being 
made



Inadequacy of Current Measures of Health 
Gain

• Measures such as the quality-adjusted 
life-year (QALY) focus on health gain

• Many of the benefits of innovation may 
relate to increased convenience of use, 
or greater adherence

• Policy makers in many jurisdictions are 
resistant to considering estimates of 
benefit



Time Lag in the Benefits from Innovation

• The full benefits from major innovations may take time 
to become apparent

• May be the case for a new mechanism of action that 
delays progression of disease

• ‘Risk-sharing arrangements may be difficult to devise, or 
maintain, over a period beyond (say) 5 years

• Product may be out of patent before some long-term 
benefits are apparent



Incremental Nature of Innovation

• Much pharmacologic innovation is incremental in nature 
- first product in a new class, or its use in the first 
indication, may deliver only modest benefits

• The main gains may be from follow-on products, which 
may be from a different manufacturer



Giving the Incentives at the Time of R&D 
Decisions

• Pharmaceutical R&D decisions are long term and subject 
to considerable risk and uncertainty

• These decisions are made on an international level –
risks the ‘free-rider’ problem

• The main current policy instrument, patent protection, 
may not deliver the ‘appropriate’ level of R&D



Does All Innovation Add Value?



Incremental Innovation?



Conclusions

• In principle, it makes sense to base prices on the value 
added by pharmaceuticals

• In practice, ‘value-based pricing’ raises a number of 
challenges in its implementation

• It also raises challenges for pharmaceutical 
manufacturers, in determining and financing their clinical 
development programmes
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External Pressures: 

The cost of bringing new drugs to market continues to rise

Pharma Industry’s Opportunities and 
Challenges 

Internal Pressures: 

Increased patient demand

Less money to pay for new products 

Resulting in:

Increasing payer pressure to reduce 
expenditure even though the burden of 
disease is increasing

Increasing demand for 'value for money’

Increasing risk averse stance by 
investors such as PE and VC funds

Replacement of revenues as products 
go off patent

Containing increasing cost pressures

Resulting in a variety of responses:

New safe, efficacious and differentiated 
product development 

Opening new opportunities in 
developing markets

Partnering/allying with other 
organizations including M&A

Diversification into branded generics or 
biologicals 



The Innovation Challenge : Pharmaceutical 
R&D Productivity 



Q. Which of these factors have the greatest influence on how your organization 
assesses the value of a new drug?

Scale:   >50%             40% - 49%            30% - 39%              20% - 29%              < 19%

Biopharma-
ceutical 
company

Biopharma-
ceutical serv-
ice provider

Generic 
pharmaceutical 
company

Health 
insurance 
company

Government 
payer

Regulatory 
agency

Degree of improved efficacy over existing products

Total patient outcomes

Whether it addresses an un-met medical need

Potential number of patients who could use the drug

Costs compared with competing products

Improved longevity of the patient

Improved quality of life for the patient

Source: Economist Intelligence 
Unit survey, September 2011

Industry’s focus: advancement of clinical efficacy vs. Agencies’ focus: patient centric outcomes

Perceptions of Value Differ Throughout 
the Healthcare Industry



Value-based Pricing will Attribute a 
Value for New Drugs from 2014



Determination of Value

The value-based approach is expected to deliver the stated 
objectives:

•Improve outcomes through better access to effective 
drugs

•Stimulate innovation

•Improve the process (e.g. increased transparency, 
timeliness)

•Include a wide assessment, alongside clinical effectiveness

•Ensure value for money from NHS resources





Definition of Value Pricing and Access Long Term Impact

Department 
of Health

Achieving a balance between a finite 
NHS budget and industry incentives 

Simplify and unify a common 
NHS process

Co-ordinate VBP with broader 
health policy

ABPI Smooth and equitable transition from 
existing pricing policy to VBP

Oversight role on behalf of 
industry to monitor 
effectiveness of new processes

Monitor VBP’s impact UK 
pharma research and 
development

Pharma Co. Ensure appropriate recognition for 
investment in drug innovation

Protection of reference price points

Managing multiple new decision 
makers 

Timely updates to product 
price/value based on clinical 
experience 

Maintenance of returns from 
NHS contracts

NHS Ensuring the validity of the baseline 
threshold used for value comparison

Manage risk of adopting of new 
drugs with value not fully 
proven 

Harmonisation of clinical 
protocols 

Long term impact on total 
budget spending

Improvement in patient 
outcomes

Patients and 
the Public

Weighting of inputs to value in line with 
public opinion

Equitable treatment for exceptional 
cases

Ensuring entitlement to drugs 
once approved under VBP 
evaluation

Timely access to innovative and 
novel medicines 

Sustained access to the latest 
products of medical research

Sustained improvement in 
clinical outcomes

How Will the Multiple Perspectives Shape the 
Implementation of Value-based Pricing?



How Will Value-based Pricing Impact the 
Overall Drug Development Process? 



Phase 1 Phase 2 Phase 3 Submission

Product Development

Positioning
Decision models –
economic & budget
impact
Market access strategy

Marketing Development
ForecastingMarket Needs Assessment Launch Preparation Launch

Pivotal trials, endpoints 
and thresholds, 
comparators, current 
outcomes, pathways & 
service models, optimal
value story & evidence

Launch and 
post launch 

value objectivesDrug candidate 
selection 
Indication
prioritisation

Target product
profile development

Clinical 
trial design 

Early positioning/ 
Clinical program design

Feasibility 
studies

R&D   Pre-clinical

Driving Value Decisions Up the Drug 
Development Pathway



Summary and Conclusions

Q. Can value-based pricing improve outcomes in 

healthcare?

A. Value based pricing provides an opportunity for 

improving outcomes in healthcare, however 
much will depend upon…



Summary and Conclusions

• Aligning the disparate definitions of value 

• How effectively VBP is implemented in the next 21 
months

• Industry adopting value criteria throughout the drug 
development process

• Financial management of the NHS budget i.e. spent on a 
superior mix of drugs

• And the impact will not be significant until a substantial 
number of medicines are under the VBP scheme


