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Appendix D. What is value-based price setting (VBP)? 
In order to be able to get funding for an R&D initiative and to get provision in 
a pharmaceutical market, it is essential to show how valuable a new type of 
therapy, such as treatment with ATMP, is. The value of the drug treatment 
depends on the outcome in clinical use. Therefore, the value does not depend 
on the cost of developing or producing the new treatment. The price that can 
be justified depends on the value and not on the cost of developing and 
producing the drug. Warren Buffett, one of the world’s most famous investors, 
once said that “price is what you pay – value is what you get”. That statement 
briefly captures the principle behind the VBP. Below we will try to give an 
explanation of what is meant by VBP within healthcare. We will do this by 
letting an individual (may be a decision maker (DM)) ask questions to another 
individual (perhaps a health economist (HE)) who answers the questions. The 
dialogue is inspired by the work of Professor Mike Drummond of York 
University in the UK. 

 

DM: I've heard a lot about VBP for pharmaceuticals and other technologies in 
healthcare. I understand that prices would reflect value in some sense, but 
what does that really mean? 

HE: Simply put, this means that the price of a new technology should be set in 
relation to the value that the technology adds in addition to the current 
treatment.  

DM: Who sets this value? 

HE: It depends. It is common for the value to be determined by the payer or 
another organization created specifically for this purpose. In the United States, 
the value can be determined by “Health Plan’s P&T (Pharmaceutical and 
Therapeutic) Committee” (Individuals are offered a “health plan”, and they can 
then choose which health plan they want to belong to and the different actors 
that offer health plans choose which care they want to offer). In Europe, it is 
often a public Health Technology Assessment (HTA) organisation such as TLV 
in Sweden or NICE in England that determines the value. 

DM: What about the patients? Don't they have a say? 

HE: It is to be hoped that the payer or HTA organisation has the interest of 
patients in mind when making their assessments. They make the assessment 
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on the basis of the clinical and economic documentation at their disposal. The 
payer or HTA organisation makes its assessment on the basis of the population 
or organisation to which they are subject. For private “health plans”, it is the 
people who have taken out their insurance there and who pay a member 
premium. In national healthcare systems, it is national policyholders or 
taxpayers. For regional health systems, it is the taxpayers of the regions that 
live there. 

DM: Why these organizations? Shouldn't it be the patients who decide? 

HE: Payers are responsible not only for one patient group, but for several 
patient groups and must therefore decide on their limited resources with 
regard not only to one treatment, but to several treatments. This is why the 
value added for a new treatment must be compared to the cost of the resources 
that could otherwise be used for another treatment.  

DM: Before moving on to costs, can you explain how values are calculated? 

HE: Assessment of the value always begins with appropriate clinical 
documentation. Here an assessment is made of the effect of the new treatment 
in comparison with the current standard treatment. Standard treatment may 
differ between countries and regions. Therefore, it is important that knowledge 
exists about current treatment practices. The value assessment also takes into 
account undesirable consequences and risks. In some countries, such as 
Sweden, expected effects on life expectancy and quality of life are converted 
into so-called “QALYs” (quality adjusted life years) in order to more easily 
assess the health effects, which can take many different forms. 

DM: Yes, but focusing solely on the health effects means that other valuable 
effects do not come into account, e.g. whether patients value cure, whether 
they can return to work or whether relatives are free to use their time as they 
please and do not have to take care of the sick. 

HE: This has been much discussed. There are studies suggesting that the 
population values that the risk of relapse should be eliminated (which can be 
interpreted as a curative) higher than a correspondingly high-risk reduction 
where the relapse risk persists. It is also obvious that there is value in that 
relatives are allowed to choose how they want to use their time themselves and 
that there is value in the fact that the sick can go back to work. Here, however, 
health plans and HTA organizations make different interpretations about what 
should be included in the valuation. What determines this is how dependent 
or independent an HTA organization is to the organization they are subject to. 
In England, NICE is subject to the National Health Service (NHS) and they see 
it based on the costs that the NHS is responsible for. It includes open and 
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inpatient care, drugs and some nursing homes. However, things such as 
municipal maids/personal assistants or loss of production due to non-work are 
not included. In Sweden, the parliament and the government say that TLV 
should have a socio-economic perspective, which in principle means taking 
into account the value of all the consequences that society's individuals value 
regardless of who pays for them. In practice, however, it is not always on this 
basis that TLV or NT council sits on its decisions. The explanation lies in the 
fact that there are limited resources among the principals and that the regions 
are responsible for the development of costs for healthcare. This does not 
include the economic consequences that may arise for other financiers, e.g. for 
domestic help/assistance, social insurance expenses. There are also aspects of 
how costs are distributed among age groups, where there may be ethical 
aspects to how the costs of production loss saved are not achieved for children 
or the elderly to the same extent as for working people, which may lead to the 
choice of disregard for that cost.  

DM: Shouldn't we strive for all new treatments to pay for themselves? 

HE: It is unrealistic to expect all new claims to lead to cost savings that exceed 
their cost increase. This would mean, for example, that only certain types of 
treatments can be accepted, such as gene therapies for haemophilia as in our 
previous hypothetical examples. There is a potential for reduced costs for FVIII 
that can easily fund a new gene therapy. Many of the other therapies that 
extend life and quality would not come about. The purpose of providing good 
care is not for the state and the regions to make money from it, but for us to 
provide the population with the care they are asking for. 

DM: Treatments such as gene therapy for haemophilia that are expected to pay 
for themselves may well not be problematic to fund. Why do we say that kind 
of ATMP is a problem? 

HE: This is because the application of the VBP principle clearly shows that 
gene therapy can justify a relatively high price, but at the same time there are 
budgets in the health service where there is simply no room for such treatment. 
There is a conflict between the principle of cost-effectiveness, which 
corresponds to rational choice of drugs, and the principle of cost control. In 
the short term, it can be difficult to prepare for innovations and adapt the 
budget so that future innovations are given space, while we maintain cost 
control. An example of this was when the new Hepatitis-C drugs were 
introduced. The drugs were judged to be cost-effective but where there were 
not enough budgets to cover the costs of treating more than a small proportion 
of patients. In this case, the state and county councils agreed and set up funds 
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equivalent to approximately SEK 1.5 million per year to reduce the budget 
barrier.  

DM: Hepatitis C was surely an exception that was carried out in Sweden. How 
do you do it in other countries? Is there such flexibility in other countries in 
terms of the possibility of changing budgets, shifting resources away from 
other sectors of society and avoiding so-called drainpipes (silos)? 

HE: Some countries such as Italy have created a special national fund for 
cancer drugs and another fund for other expensive drugs to be used in such 
cases when there is a conflict between cost-effectiveness and affordability. 
England has a special budget limit stating that if the cost of drugs exceeds £20 
million, use is limited up to this threshold even if the treatments are considered 
cost-effective. The Netherlands uses traditional cost limitation methods such 
as start-up and stop rules for treatment, price/volume agreements and price 
negotiations with companies. There is therefore not a common European 
approach, but many different attempts to deal with the conflict between cost-
effectiveness and budgetary constraints. In countries where there is 
competition between insurance companies and where insurance can freely 
vary in terms of premiums, it may be possible to pass the question of 
affordability over to policyholders. A “health plan” may include the possibility 
of giving policyholders access to certain types of drugs should treatment be 
considered for a higher premium. Another “health plan” may follow a different 
approach and perhaps include a different type of care or to sell the insurance 
at a lower premium.  

DM: Let's see if I understood the main points: 

Value-based price setting in healthcare is in principle no different from when 
a buyer decides to buy a car or a house. 

The essential difference lies in the fact that we don't usually make purchases 
in healthcare as individual consumers, but let any other decision-maker do it 
on our behalf, such as an HTA organization in public healthcare systems or a 
provider of “health plans,” the pharmaceutical committee in private healthcare 
systems, making the valuations and making price and subsidy decisions. 

Determining value in healthcare presents several challenges, such as deciding 
which value drivers (attributes) should be assigned to values and how to 
quantify them. The basic elements are clinical treatment effects and side 
effects. These have consequences for expected survival and quality of life, but 
also expected cost savings in healthcare or the sectors that the HTA 
organisation or committee is responsible for taking into account.  
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Affordability is an important aspect that can conflict with the principle of cost-
effectiveness and thus the principle of value-based price setting. This conflict 
can be dealt with in many different ways, but there is not yet a real consensus 
among public health systems on how to deal with this and this conflict will 
become even more accentuated now that we are bringing more and more 
ATMPs to market in the near future. 
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