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A s private and public purchasers of healthcare struggle to 
constrain rising costs, they must also strive to maximize 
the clinical benefit achieved for the money spent. In con-

trast to highly-publicized, provider-focused initiatives to enhance 
value such as preferential selection or reimbursement of clinicians 
who score highly on value measures, episode-based payments and 
patient centered medical homes, Value Based Insurance Design 
(VBID) focuses on patient incentives. Specifically, VBID is based on 
the premise that patient cost sharing should more explicitly encour-
age patients to use high value services and avoid low value services 
(visit www.vbidcenter.org for more information).

VBID is not a panacea for the ills of the healthcare system, nor is 
saving money its principal objective. However, the principles behind 
VBID can work synergistically with a range of patient- and provider-
oriented cost containment strategies to promote value. For example, 
VBID strategies can be used to mitigate the likelihood of adverse 
clinical outcomes under high deductible health plans by allowing first 
dollar coverage for services identified as high value. Similarly, VBID 
programs can augment provider-oriented strategies to favor use of high 
value services by aligning patient and provider incentives.

In this essay, we discuss the influence of cost sharing on patient be-
havior, explain the VBID concept, describe some real world examples 
of VBID implementation, and summarize the evidence regarding its 
clinical and economic effects.

Central Role of Cost Sharing
Patient cost sharing is one of the fundamental levers for changing 

behavior and will, therefore, remain an important cost containment tool. 
It is widely accepted that higher across-the-board patient cost sharing 
reduces utilization of healthcare services and consequently lowers aggre-
gate (and purchaser) healthcare spending. Evidence supporting this point 
dates back to the seminal RAND Health Insurance Experiment (HIE) 
begun in the 1970s1 and many subsequent studies. A comprehensive 
review of this literature reports price elasticities for healthcare demand 
in the range of -0.04 to -0.75 and concludes that the most reasonable 
estimates tend to center around -0.17.2 This implies that a 10 percent 
increase in price would cause utilization to fall by 1.7 percent. Although 
this is a modest effect, the ramifications can still be meaningful.

Ideally, higher patient copayments would discourage only the uti-
lization of low value care. However, evidence from the HIE demon-
strates that increased cost sharing reduces use of both high and low 
value services.3 Numerous recent studies that examine cancer screen-
ing and high value prescription drugs confirm that cost sharing affects 
the use of even potentially life-saving services.4-6

Value Based Insurance Design
By explicitly applying “clinically sensitive” cost sharing, VBID of-

fers a way to preserve the demand-dampening advantages of higher cost 

sharing while lessening the adverse health consequences that can re-
sult when high out-of-pocket expenditures reduce the use of high value 
clinical services.7,8 VBID programs are based on three observations: 1) 
medical services differ in their clinical benefit; 2) the value of a specific 
intervention likely varies across patient groups; and 3) cost sharing dis-
courages use of even high value, potentially life-saving services. We 
believe that more efficient resource allocation can be achieved when 
cost sharing is a function of the value of the specific healthcare service 
to a targeted patient group.

In practice, there are two general approaches to VBID programs. 
The first simply targets specific services and does not attempt to dif-
ferentiate among patient groups that would benefit more or less from 
their use. Copayments would be lowered or eliminated for all users of 
services viewed as high value, and could be increased for low value 
services. The second approach targets patients with specific clinical 
diagnoses (e.g., coronary artery disease) and lowers copayments for 
specific high value services (e.g., statins, beta-blockers) only for those 
patient groups. This strategy, which requires more sophisticated data 
systems to implement, creates differential copayments based on pa-
tients’ health conditions. 

A number of factors will determine how VBID programs affect 
patients’ health and purchasers’ spending. These factors include the 
effectiveness of the services targeted, the level and precision of clini-
cal targeting, the magnitude of the copayment changes, and patients’ 
responsiveness to price changes. Programs that are better at identify-
ing patients who will most benefit from the targeted service will have 
a higher likelihood of both improving patients’ health and achieving 
a positive financial return since fewer individuals will be eligible for 
copayment reductions.

While copayment reductions and program administration expenses 
represent real costs to the healthcare purchaser, these costs can be off-
set by reductions in use of other services due to better patient health. 
For example, fewer emergency room visits for acute asthma exacerba-
tions would offset, at least partially, the direct costs of lower copay-
ments for asthma controller medications. Several studies have shown 
that changes in drug copayments led to fewer hospitalizations and 
emergency room visits, particularly among patients with chronic dis-
eases.9 The likelihood of realizing such offsetting savings—and thereby 
improving the net financial benefit of the VBID program—is higher 
when the underlying risk of an expensive adverse outcome is high, 
when consumers are responsive to lower copayments, and when the 
service targeted for lower cost sharing effectively prevents the adverse 
outcome. Additional return on investment accrues if the non-medical 
benefits of improved health [e.g., reduced disability and absenteeism, 
enhanced productivity] are included.

Experience to Date With VBID
Several private and public sector employers, health plans and phar-
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macy benefit managers have implemented VBID programs. Notable 
early adopters include the city of Asheville, NC, Pitney Bowes, Marriott 
Corporation, Aetna, the state of Maine, United HealthCare (UHC) 
and the University of Michigan. Most typically, VBID programs simply 
lower copayments on classes of medications identified as high value. 
Other programs, such as the Asheville Project, University of Michigan’s 
Focus On Diabetes program and UHC’s Diabetes Health Plan, target 
patients with a particular clinical condition.

Evaluation of the impact of VBID programs is fairly nascent with 
most work focusing on understanding how changes in cost sharing affect 
medication adherence. Our recent evaluation of a program that lowered 
copayments for all users of five high value pharmaceutical classes demon-
strated significant increases in medication compliance for four of the five 
drug classes, relative to a control group not subject to copayment reduc-
tions (Figure). Whether these improvements in adherence will translate 
into better health outcomes remains to be determined.

The financial impact of VBID programs depends on program design 
features including the direction and magnitude of copayment changes 
and the extent of targeting. Programs that raise cost sharing for low 
value services are most likely to save money. Those that lower copay-
ments for high value services can also produce net savings, and reports 
in the popular press suggest this has been the outcome for some VBID 
programs.10-12 For example, Pitney Bowes reported substantial savings 
after lowering copayments for prescription drugs for high-cost chronic 
illnesses, although the absence of an external control group in this study 
leads to questions regarding the generalizability of the findings.13 Simu-
lations also indicate that VBID programs can save money if sufficiently 
well targeted.14,15 By and large, however, more rigorous examination of 
VBID programs is needed to determine their financial impact.

The Future of VBID
While barriers to VBID implementation certainly remain, private 

purchasers are increasingly adopting VBID programs as they acknowl-
edge that efforts to control spending through patient cost sharing should 
not produce preventable reductions in quality of care. Interest has also 
spread to the Medicare program; legislation was recently introduced in 
Congress (S.1040) to require Medicare to test the impact of reduced 
cost sharing for medications used to treat 15 common chronic condi-
tions. Moreover, as comparative effectiveness research identifies high 
value services and health information technology becomes more wide-
spread, it is becoming easier to create and implement VBID programs.

Experience from the field indicates that VBID programs are feasible to 
implement, accepted by all vested stakeholders, and very well received by 

beneficiaries.16 VBID can also support other initiatives 
such as high deductible health plans, disease manage-
ment, patient centered medical homes, accountable care 
organizations and pay-for-performance programs. By al-
lowing differential cost sharing, patient accountability 
is promoted and value of the system is enhanced.

We do not expect VBID alone to resolve our 
health system’s inefficient use of resources. Although 
VBID programs cannot be designed immediately for all 
clinical conditions due to limited data, key VBID prin-
ciples should be applied to services and patient groups 

for which we predict that more rational cost sharing can produce higher 
value care. Ultimately, the alignment of financial incentives – for pa-
tients and providers – will encourage the use of high value care while 
discouraging the use of low value or unproven services, and produce 
more health at any level of healthcare expenditure. The quest for more 
efficient use of our healthcare dollars must continue, and we believe 
that VBID can play a role in achieving this goal.
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MPR indicates Medication Possession Ratio; the percent of days in the quarter that the �patient possessed the 
prescribed medication. Copayments were reduced by 50% for �brand name drugs and eliminated for generic drugs.
Source: Adapted from Chernew et al. (2008). “Impact of Decreasing Copayments on �Medication Adherence Within 
a Disease Management Environment.” �Health Affairs, 27(1): 103-12.

n  Figure. Impact of Copayment Reductions on Medication Adherence 

 Baseline MPR  Percentage Point   Increase in     Decrease in
 (Compliance) Increase in MPR  Compliance  Non-Adherence

ACE inhibitors/ARBs  68.4  2.59 (P <0.001)  3.8%   −8.2%

Beta-blockers  68.3  3.02 (P <0.001)  4.4%   −9.5%

Diabetes medications  69.5  4.02 (P <0.001)  5.8%   −13.2%

Statins  53.0  3.39 (P <0.001)  6.3%   −7.1%

Inhaled corticosteroids  31.6  1.86 (P = 0.134)  5.9%   −2.7%


