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EXECUTIVE SUMMARY
This report describes the benefits of introducing an outcomes-based model 
for drug purchasing as a mechanism to address the affordability challenge, 
to reduce risks within the NHS and to improve outcomes for patients. 
This would apply the principle of the NHS only paying for what works. The 
report describes how such a scheme could be introduced and the design 
challenges to be overcome.

The NHS is facing huge challenges on three fronts: its budget is constrained, 
with per capita spending on healthcare falling; demand is growing as a 
consequence of demographic pressures and rising co-morbidities; and, the 
reform agenda towards personalised, outcomes-based care is gathering 
pace. Transforming how care is commissioned and provided, whilst 
delivering better value for money are the over-riding purposes as the NHS 
pursues efficiencies of £22bn over five years.

Yet, how we procure medicines is too often left out of the equation. This 
is despite the £16.8 billion that is spent each year on treatments, the 
importance that patients attach to prompt access to effective treatments 
and the opportunities for innovation. Reform-orientated initiatives such as 
the Cancer Drugs Fund and the Accelerated Access Review have pointed 
towards a path of change, but the principal policy reaction has been one 
of cost control. Pro-innovation industrial policy that seeks to maximise the 
contribution of the Life Sciences sector is pitted against healthcare policies 
designed to meet funding constraints. Continue to follow this road and 
we sacrifice long-term value for short-term control. This will harm patient 
outcomes and damage the UK economy, undermining investment in the 
health economy which accounts for a fifth of R&D spending. Instead, the 
NHS and medicines procurement must re-focus on value for money over the 
longer-term.

To this end, this paper assesses the potential benefits of introducing 
outcomes-based reimbursement for drugs as an alternative approach to 
funding medicines and sets out how it could be pursued. We conclude that 
this could be an important reform for the new Government to pursue as it 
takes forward recommendations through the Accelerated Access Review.
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Why we should introduce outcomes-based reimbursement

The access to new medicines in the UK contains features that may 
negatively affect patients, the efficiency of the NHS and the wider economy. 
As this paper argues, adopting an outcomes-based commissioning model 
could result in improved patient outcomes: contributing to earlier access to 
medicines, driving better value for money and reducing the risks for the NHS, 
facilitating more personalised prescribing and offering clearer incentives to 
invest in the UK’s health economy and in innovative treatments. In some 
specific instances, this approach could also provide the infrastructure for 
the NHS to fund medicines over multiple years thus reducing the burden 
within a specific financial year.

Our research learns from similar developments in other countries as well as 
application in UK public services. For instance, managed entry agreements 
in Italy have similar features to the outcomes-based reimbursement model 
discussed in this report. Two of the schemes require the attainment of 
pre-determined outcomes. Under Payments-by-Results, the manufacturer 
must pay back the full amount paid for the medication for each non-
responder to the Italian commissioner. Under Risk Sharing contracts, the 
manufacturer must pay back a proportion of the amount based on non-
responders. As of October 2012, there were 16 Payments-by-Results 
contracts in place in comparison to two Risk Sharing contracts. In the UK, 
outcomes-based approaches have been adopted in employment support 
and offender rehabilitation, whilst they are being pursued actively in the 
NHS and social care. The report discusses the options and trade-offs 
when determining the outcomes that should be pursued, including putting 
a value on ‘unmet need’ and potentially other wider economic and social 
outcomes, whilst not reducing health decisions to mere fiscal equations. 
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How we should introduce an outcomes-based scheme 

The policy proposals set out in this paper seek to build on the successes 
of our current infrastructure and institutions, as well as the Accelerated 
Access Review. Specifically, the proposals cover:

• Inclusion criteria: Terms for deciding what new treatments should be 
pursued through the scheme. One such condition that we propose is 
that drugs that address ‘unmet’ need could progress into the scheme.

• Definition of outcomes: With the NHS to agree the outcomes that the 
drugs should achieve in order to be remunerated, applying the principle 
of only paying for what works. 

• Better measurement and data: An outcomes scheme would be reliant 
on good measurement and data. Further work is needed to build 
momentum behind initiatives to develop better data on healthcare 
outcomes and the necessary architecture. This would be of wider value 
to commissioners, patients and policymakers across the healthcare 
economy.

• Cost sharing options: Enabling an option for the manufacturer and  
the NHS to share the initial costs of interventions, thus allowing the  
NHS to spread the costs of treating large cohorts of patients over 
multiple years.
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INTRODUCTION
This research assesses the potential benefits of introducing outcomes-
based reimbursement for drugs as an additional route for bringing medicines 
to market in the NHS and explores how such a scheme should be designed.

It seeks to answer the following questions:

• What are the problems with how the NHS purchases drugs currently?

• What would be the potential benefits of moving to a more flexible 
system enabling an outcome-based approach?

• What are the main considerations in designing an outcomes-based 
scheme?

• What could the decision-making process look like?

• How could we overcome and manage specific design challenges?

It starts, in Part I, by assessing the flaws in the UK’s current ability to 
access new and novel medicines. Part II sets out the potential benefits in 
introducing a scheme with outcomes-based payments for drugs. Part III 
analyses how best to design a viable scheme, including what outcomes 
to pay for, how outcome risk should be shared between the NHS and the 
manufacturer and who pays and when. Part IV provides an outline of the 
commissioning process and Part V describes how the wider system would 
need to change to facilitate and incorporate such schemes efficiently as a 
route to improving patient outcomes.

Our analysis was based on a wide review of the literature and evidence 
relating to UK and European healthcare, and to drug reimbursement 
schemes in the UK and abroad. Our evidence review also covers payment 
by results schemes and contracting adopted more widely in UK public 
services. The research was informed by discussions with experts, officials, 
patient charities and industry.
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PART I: HOW DO WE REIMBURSE 
DRUGS CURRENTLY AND WHAT ARE THE 
CHALLENGES?
This section describes how drugs are currently reimbursed and explains 
why we need reform.

What society wants from a well-functioning purchasing model

The NHS is witnessing one of the most prolonged periods of budget 
constraint since its inception. Real-terms increases of around 1% per annum 
this decade compare to an historical average of 4%. Per capita spending 
and spending as a proportion of GDP are both in decline.1 

In this context, continuing to maximise value for money is paramount, 
including in the £16.8 billion spent on medicines in 2015/16.2 Value for 
money derives from the benefit delivered to the patient and society versus 
the costs to the purchaser. This must underpin any reimbursement model 
– and NICE technology appraisal comprises a rigorous process to assess 
cost effectiveness. But, more broadly, our analysis leads us to believe that a 
well-designed reimbursement model should fulfil several critical functions:

• It should ensure that patients are able to access new and innovative 
medicines as early as possible whilst facilitating good value for money 
for the NHS and hence the taxpayer.

• It should ensure that the value created by treatments to patients and 
society is captured and rewarded so that the pharmaceutical sector 
is encouraged to develop treatments that are of the greatest value  
to society. 

• It should ensure that investors receive clear signals to develop and 
introduce new treatments by ensuring that there is a strong and clear 
incentive to invest.

• It should fit properly within a wider outcomes-focused NHS so that 
commissioners are able to choose the optimal combination of 
interventions through the care pathway whether that is primary, 
secondary or community care, social care, medical devices or medicines.
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How drugs are currently made available

The NHS has a mechanism to regulate medicines available to patients but 
it can be disjointed in its approach. In a scenario where individuals’ health 
risks are insured by the state, prescribers and patients – who make the 
ultimate decision on whether a drug is used – may be unaware of the price 
of drugs they consume (or prescribe), and may be insufficiently sensitive to 
the price of drugs.3 Change this sentence to: A framework agreement is in 
place to ensure pricing is managed and help facilitate appropriate pricing.

Current regulations within the healthcare industry centre on the 
Pharmaceutical Price Regulation Scheme (PPRS). Introduced in 1957, 
the PPRS is a voluntary agreement between the Government and the 
pharmaceutical industry. The current scheme runs for five years from 2014, 
and it covers branded medicines supplied to the NHS by scheme members, 
regardless of their patent status. The scheme has historically regulated 
the profits that companies can achieve on sales to the NHS. It is based 
on a range of maximum allowances covering R&D, manufacturing costs, 
information, sales and marketing and general administrative costs. These 
are then subject to a maximum percentage profit. Overall, the scheme aims 
to manage the need for new medicines in the future and the government’s 
desire to control expenditure. Due to economic conditions and the financial 
challenges facing the NHS, the Association of British Pharmaceutical 
Industry (ABPI) agreed with the Department of Health in 2014 for the current 
scheme, as an exceptional measure, to limit the growth in the overall cost 
of branded medicines purchased by the NHS from members of the scheme. 
This is delivered by a cap and levy whereby companies repay any growth in 
expenditure beyond agreed levels (in the range 0 -2% in 2014-2018) to the 
Department for Health.

New medicines may also require an evaluation of clinical and cost 
effectiveness carried out by the National Institute for Health and Care 
Excellence (NICE). NICE evaluates the drug in terms of extension of life 
and quality of life improvements and this is set against the cost. NICE will 
recommend medicines where the cost of a Quality Adjusted Life Year (QALY) 
is below cost-effectiveness thresholds.4 
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The shortfalls in our current system

Notwithstanding the fact that the UK has well-established and respected 
decision-making institutions and infrastructure, the current system has a 
number of drawbacks.

1. Delays in access to new treatments and questions over value 
for money

In some instances our current system can delay patient access to new 
treatments. So as to be able to estimate the potential effectiveness 
of the drugs more precisely, evidence gathering to inform pricing and 
reimbursement is carried out ex-ante before the drugs are made available 
to patients. This is time-consuming. The scale of the delay is illustrated by 
a claim by PWC’s Strategy & team in its paper for the Accelerated Access 
Review (AAR) that if their recommendations were to be implemented patients 
would be able to access medicines up to six years earlier after marketing 
authorisation.5 Patients and the charities representing them are frustrated 
by the level of access to the newest and most effective treatments.6 

This dilemma is particularly marked in relation to drugs that are highly 
innovative – because the outcomes are harder to predict and there could be 
uncertainty surrounding the clinical data, commissioners may decide that 
the risks are too great to make the drug available.

The Coalition Government created alternative pathways for more rapid drug 
access, including the Early Access to Medicines Scheme and the Cancer 
Drugs Fund. However, balancing the desire to make drugs available to 
patients promptly with the requisite focus on value for money has proved 
challenging. 
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Box 1: Patient Access Scheme, The Early Access to Medicines Scheme 
and the Cancer Drugs Fund

Patient Access Scheme:

Patient Access Schemes (PASs) were introduced in the 2009 PPRS. The schemes 
are designed to facilitate patient access to a medicine where the list price is 
higher than the value derived by NICE during their assessment. The agreements 
are made between the Department of Health and the pharmaceutical company, 
with involvement from NICE. There are two types of schemes: simple discount 
schemes and complex schemes. Simple discount schemes should ensure no 
significant ongoing burden for the NHS, and a manufacturer can reduce the price 
of the product. Complex schemes involve more intricate agreements; these can 
include outcome-based schemes, dose capping and stock supplied at zero cost.7 

There is currently a preference by the Department of Health for simple discount 
schemes. According to NICE data, there have been 113 PASs between 2007 and 
2017.8 A significant proportion of these have been simple discount schemes, whilst 
only one has been based on outcomes. The burden of data collection and the 
absence of data standards may make the commissioner reluctant to participate in 
complex schemes, although other factors may play a part.

Early Access to Medicines Scheme:

The Early Access to Medicines Scheme (EAMS) was set up in April 2014 with 
the aim of providing earlier availability of promising new unlicensed medicines 
(medicines that do not have a marketing authorisation) to UK patients that have a 
high unmet clinical need.9 The medicines included in the scheme are those that 
are intended to treat, diagnose or prevent seriously debilitating or life threatening 
conditions where there are no adequate treatment options. Under the scheme, 
the Medicines and Healthcare products Regulatory Agency (MHRA) gives a 
scientific opinion on the benefit/risk balance of the medicine, based on the data 
available when the EAMS submission was made. The scheme has resulted in 
a number of drugs being available to patients a number of months before they 
received marketing authorisation. 

Cancer Drugs Fund:

In 2011, the government established the Cancer Drugs Fund (CDF). It was introduced 
to help support patients gain access to cancer drugs not routinely available on 
the NHS. A new framework for CDF has come into force to address perceived 
unsustainable financial pressures. As part of this new framework, NICE began 
reappraising all old drugs within the CDF in April 2016. Drugs have one of three fates: 
rejected, stay in the CDF, or recommended for routine commissioning. 



OUTCOMES-BASED REIMBURSEMENT OF MEDICINES

14

NICE can make the recommendation that a drug should enter the CDF when 
“there is potential for a drug to satisfy the criteria for routine commissioning, but 
where there is currently too much uncertainty surrounding the clinical data and 
consequently the cost effectiveness estimates to make such a recommendation”.10 

The CDF has enabled patients to access drugs – such as sorafenib for treating 
advanced hepatocellular carcinoma – that would otherwise have been unavailable. 
However, recent academic research has suggested that previous CDF practices 
were unlikely to achieve value for money.11 The study focuses on the potential 
benefits associated with 47 indications that were available through the CDF in 
January 2015. This analysis relates to the original CDF, which has been replaced 
by a new CDF that acts as a managed access fund.

While these interventions have had some success in enabling patients to 
access some drugs that would otherwise would not have been available, 
they have limitations. Indeed, even in 2010, the Government admitted that 
the CDF and the PAS were ‘not long-term solutions’.12 Since inception, over 
95,000 patients have benefited from the CDF.13 However, the fund is limited 
to cancer drugs. More fundamentally, concerns have been raised that drugs 
made available through the initial CDF were poor value for money (see Box 1 
above). The lack of connection between the amount paid for the drugs and 
the benefits to patients has led to significant pressure to constrain spending 
through the CDF. To the extent that the CDF has resolved the problem of 
delayed access, it has done so by exposing the taxpayer to higher risks than 
would occur through an outcomes-based approach. Changes need to be 
made so that patient access issues are addressed whilst retaining value 
for money.

The EAMS on the other hand is open to treatments for all diseases but fewer 
non oncology drugs have been made available through this route.14 While 
the PAS route potentially adds significant flexibility into the system, few 
drugs have been approved using an outcomes-based approach.

This is symptomatic of a wider flaw within the current model, namely that 
manufacturer’s remuneration is not connected sufficiently with the real life 
performance of their products. Estimates produced through trials under 
controlled conditions may be an inaccurate reflection of their impact on 
wider patient groups and at different dosage levels. Moreover, as the Office 
of Fair Trading pointed out a decade ago, drugs with the same properties may 
be purchased at very different prices, though the practice of prescribing 
generic equivalents has increased significantly over time.15 
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2. Improving investment incentives for investors in the health 
economy

A second problem is that a system of profit and revenue claw-backs limits 
the reward that investors can receive. Providing clearer incentives could 
help attract additional investment into the UK’s health economy and to 
develop new treatments for patients.

The UK’s Life Sciences and wider health economy is a competitive strength 
of the UK. Data from the ONS shows that ‘Medicinal and Pharmaceutical 
products’ are the third largest category of UK goods exports, constituting 8.5% 
of the value of all UK exports. As Figure 1 shows, in 2015, the pharmaceutical 
industry accounted for around a fifth of UK R&D spending. This investment 
contributes not only to UK growth, jobs and exports but also to the availability 
of new treatments for patients. As part of the Industrial Strategy, Sir John 
Bell was invited to develop a Life Sciences economic strategy to identify 
steps to advance the UK’s competitive strengths, recognising the value of 
a thriving life sciences sector to the UK economy. This builds on significant 
work developed through the Accelerated Access Review.

Recent independent research produced by KPMG Economics team and 
commissioned by the National Institute for Health Research (NIHR) Clinical 
Research Network estimated the economic contribution made to the UK 
clinical research activity supported by the network at £2.4 billion of gross 
value added.16 
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Figure 1: Expenditure by UK businesses on performing R&D in 2015  
(2015 prices)

Source: ONS, Business enterprise research and development, UK: 2015 (2016)
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The consequence is that investors have little confidence that important 
new treatments they discover that address unmet need will be approved 
and purchased; they also have no confidence of the price that will be 
paid irrespective of its value; and they have little incentive to maximise 
innovation because more profitable ventures do not pay higher returns. 
Meanwhile, patients are denied treatments that are available and that have 
in some cases passed NICE cost effectiveness tests.

The NHS is one of the largest publicly-funded healthcare systems in the 
world and is the main customer of medicines in the UK (with only around 
one in ten of the UK population having some form of private medical 
cover).19 The Government has a huge strategic opportunity to promote the 
conditions for innovation, investment and competition. In its consultation, 
the Department for Business, Energy and Industrial Strategy was right to 
ask: ‘What further steps can be taken to use public procurement to drive 
the industrial strategy in areas where government is the main client, such 
as healthcare?’ As described below, one of the answers lies in re-thinking 
our reimbursement model.

3. Sharpening the focus on innovation and capturing  
broader value

A further dilemma in our current procurement model is that our calculation 
of what matters – encapsulated in NICE’s definition of a QALY – arguably 
provides an incomplete measure of what matters to society. A QALY is a 
measurement of improved health; this form of measurement is used within 
a number of OECD countries. QALYs are calculated by estimating the years 
of life remaining for a patient following a particular treatment or intervention 
and weighting each year with a quality-of-life score (on a 0 to 1 scale). 
Measures include the person’s ability to carry out the activities of daily life, 
and freedom from pain and mental disturbance.20 NICE will recommend 
drugs with a QALY of between £20,000 and £30,000 and up to £50,000 per 
QALY for end of life care drugs.21 

QALY is respected as a robust methodology. However, there are broader 
dimensions of value that society may wish to reward and encourage. First, 
society may want to pay more for new innovative developments including 
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treatments that meet ‘unmet’ need so as to send a signal to investors to 
develop such treatments. Second, society may wish to put a greater weight 
on outcomes for some specific patient groups – for example, for patients 
with severe, chronic or terminal diseases.22 Third, society may wish to pay 
for a wider suite of outcomes. These could include fiscal and economic 
benefits, and morbidity as well as mortality measures. 

4. Catching up with reforms in wider healthcare system 

In the context of increasing co-morbidities, extended lives and rising costs 
of healthcare, there is growing interest across the wider NHS in personalised 
care, value-based healthcare and outcome-based commissioning. 
Sustainability Transformation Plans set out ambitions to transition from 
procuring on the volume of care activities (e.g. hospital appointments 
or operations) to commissioning on the basis of outcomes.23 As the 
Bedfordshire, Luton and Milton Keynes Sustainability and Transformation 
Plan states: ‘Commissioners will become more focused on the health and 
wellbeing of local people and on clinical outcomes where services are 
provided, rather than inputs and processes.’24 Some STPs include new 
commissioning models which ‘share risk between organisations, focus 
on outcomes of care’, for instance through capitation payments, where a 
provider is given payment to reflect the needs of the population and left 
with the responsibility to improve healthcare outcomes.25 

Moving to an outcomes-based healthcare system facilitates a profound 
shift. As Michael Porter has argued, ‘We must move away from a supply-
driven health care system organized around what physicians do and 
toward a patient-centered system organized around what patients need’.26 

Such an approach means commissioning the optimal mix of care options 
to deliver value and achieve outcomes (whether via hospital, social care, 
medicine or community care). The move to a single commissioner at the 
sub-regional level aims to facilitate this. But, drug treatments are not part of 
this continuum because methods for reimbursing them are out of sync with 
where the wider healthcare system is moving.
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PART II: WHAT WOULD BE THE POTENTIAL 
BENEFITS OF ENABLING AN OUTCOME-
BASED APPROACH?
Part I described a number of shortfalls in the current system. Many of 
these could be addressed by applying the concept of ‘outcomes-based’ 
commissioning to the way in which medicines are used in the real world.

Potential benefits of moving to an outcomes-based approach

The aim of an outcome-based scheme is to link the remuneration that firms 
receive to the actual performance of their product, in terms of the real 
benefits that it brings to the patient and wider society.27 In so doing, such 
an approach has a number of particular attractions:

• Only paying for what works: Currently, where medications do not yield 
results as expected the NHS achieves poor value for money. Under an 
outcomes-based scheme, the amount that the drug company receives 
in the long-run would be dependent on the treatment conferring a 
predetermined level of benefit. Academics who recently criticised 
the old CDF scheme for achieving poor value for money suggest that 
‘improvements on the current system could also be achieved through 
new payment systems based on the attainment of pre-determined 
outcomes or the introduction of value-based co-payments.’28 

• Innovative therapies could be made available to patients earlier: 
Schemes such as the CDF and EAMS are already allowing earlier 
access to certain medications. By protecting the NHS from the risks 
of underperformance of treatments where outcomes are uncertain, the 
NHS could permit earlier local access to drugs with greater confidence 
through an outcomes-based approach.

• Aligning the incentives for investment in R&D with the needs of NHS 
patients: Major drug discoveries that improve health would receive more 
generous reimbursement, whilst the NHS budget would be protected 
from paying for treatments that are not sufficiently effective.29 
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• Aligning the interests of manufacturers and commissioners thus 
permitting better targeting of drugs within the patient population. 
Under an outcomes-based scheme, the manufacturer only has an 
incentive to recommend that a patient receives a drug where there is a 
reasonable likelihood that the patient’s health will improve. Therefore, 
the interests of both the NHS and the manufacturer are aligned in favour 
of appropriate patient selection. According to a study analysing the use 
of atorvastatin in an outcomes-based reimbursement scheme found 
that by making the manufacturer accountable for outcomes it was more 
likely that the product would be targeted at those patients who would 
benefit the most.30 

• Transforming innovation in treatments with wider reform of the 
health service. Adopting an outcomes focus would support the wider 
healthcare transformation programme as any system improvements 
required to drive patient outcomes could form part of the overall 
agreement. The approach could bring two associated benefits: it 
would shine a light on the performance of therapies in standard clinical 
practice (rather than within a trial); and, it would also drive a greater 
focus on outcomes data in the NHS. 

• Assisting the NHS to manage its short and medium term budget 
constraint challenges. As will be described below, by sharing the risk, 
outcomes-based agreements could help alleviate cost pressures in the 
medicine budget, especially if such agreements spanned over several 
financial years. 

Building on current reforms

There is fertile territory to develop this concept. As noted in the Five Year 
Forward View and subsequent strategies, NHS England and the Government 
recognise the importance of innovative reforms, including outcomes-based 
commissioning and capitation payments. This has been mirrored within the 
Life Science community through the AAR, which seeks to promote NHS 
collaboration and to develop a pathway to coordinate regulation, payment, 
evaluation and diffusion processes to get transformative treatments to 
patients quicker.31 The setting up of a strategic commercial unit presents 
opportunities for ‘novel risk-sharing agreements’ between the NHS and the 
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innovator. From both directions, therefore, there is significant interest in 
evolving a healthcare system that promotes greater innovation and focus 
on outcomes. The AAR also recommended that an Accelerated Access 
Partnership be established to help get new treatments to patients much 
quicker.32 In its manifesto, the Conservative Party committed to ‘implement 
the recommendations of the Accelerated Access Review to make sure that 
patients get new drugs and treatments faster while the NHS gets best value 
for money and remains at the forefront of innovation.’33 

More specifically, a study by PwC for the AAR looked at 13 different 
reimbursement schemes. Stakeholders who responded to a survey as 
part of this analysis rated outcomes-based reimbursement as one of the 
most attractive schemes, and the idea achieved support across industry 
and Department of Health / NHS.34 The report also assessed outcomes-
based payments as being appropriate for most of its product archetypes 
and appropriate in a larger number of instances than other reimbursement 
mechanisms.35 

At the same time, the concept of outcome-based commissioning has gained 
ground in public services. The idea has been adopted in various forms in 
private healthcare insurance markets as well as in the NHS.36 However, 
while a number of one-off schemes have taken place, work is now needed 
to establish such an approach more securely and sustainably and make it a 
tool that commissioners can use appropriately. Despite a seminal study by 
the Office of Fair Trading in 2007 into value based pricing and a response 
by the Government in 2010, there has been no systematic development of 
the policy.37 The ambition set out in 2010 to introduce value based pricing in 
2014 was not crystalised. The claim that ‘there must be a much closer link 
between the price the NHS pays and the value that a medicine delivers’ has 
not been heeded. 

In the analysis that follows, we draw on lessons from the past, from other 
countries and from other public services to sketch out how a system of 
outcomes-based reimbursement could function.
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PART III: WHAT ARE THE MAIN 
CONSIDERATIONS IN DESIGNING A SCHEME?
This section assesses the main design considerations that policymakers 
would have to make in developing an outcome-based reimbursement model 
(OBRM) and how these could be managed. These include:

1. How to share outcome risk between the NHS and the manufacturer.

2. How the initial costs of drugs are shared.

3. What outcomes to pay for?

4. What drugs should be made available through the scheme?

1. Deciding how to share outcome risk between the government 
and the provider

Currently, outcome risk sits with the Government. Under OBRM, the risks 
could be shared between the NHS and the manufacturer. From a theoretical 
perspective, risks should only be passed to the manufacturer when the 
latter has some control over the outcomes.

In a scenario where outcome risk is passed to the manufacturer, the drug 
company would walk away with no revenue from the drug if the agreed 
outcomes were not achieved. From the state’s perspective, this ‘pure’ 
version of payment by results would protect taxpayer resources. However, 
it may be beneficial for the purchaser and manufacturer to share the risks. 
If the drugs achieved better outcomes than expected, the manufacturer 
would benefit from the situation, which would help align incentives. 
Existing international and other public sector applications of the principle 
of payment for outcomes (or results) suggest that getting the correct 
distribution of risks is important.
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Figure 2: Risk sharing options

How existing schemes function

A number of past schemes in pharmaceuticals have required the 
manufacturer to make full refunds where outcomes are not achieved. 
However, it is also commonplace in public services and in pharmaceutical 
agreements for risks to be shared.38 In drug schemes this has meant 
requiring price discounts and triggering free treatments in the event of the 
agreed outcomes not materialising. Risk sharing agreements have been 
used in drug reimbursement (see case study on Italy) and in payment by 
results schemes in the UK.39 

• Offender rehabilitation: The contractors are paid a fee-for-service 
element for probation activities as well as a reward payment if an ex-
offender desists from re-offending.

• Employment support: Work Programme providers were paid by results 
to get individuals into sustainable employment. The Department 
estimates that 80% of the payments to providers are on the basis of 
results over the course of the programme.40 
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• Rail franchising: The Department of Transport has often taken a share of 
the upside and the downside risk through a policy called ‘cap and collar’. 
Here, where revenues exceed a given threshold then proceeds are shared 
between the provider and the government; the government also shares 
the losses if revenues fall below a given benchmark.41 Such schemes may 
limit the incentive for rail firms to invest during the course of the contract. 

Box 2: Italian case study

Italy uses a number of managed entry agreements, some of which are similar in 
principle to our proposed OBRM. Three types of agreement can be stipulated, 
these are:

• Cost sharing (CS) 
• Payments-by-results (PbR) 
• Risk sharing (RS) 

CS agreements involve price discounts and are not outcomes-based, whereas PbR 
and RS agreements involve outcome measures and involve reimbursement to the 
healthcare provider. When agreeing to PbR contracts the manufacturer is required 
to pay back the full amount for those patients who do not respond to treatment, 
known as ‘non-responders’. This is an example of when the manufacturer takes 
all of the risk. Within the RS contracts, the Italian healthcare purchaser and the 
manufacturer share the burden of risk. These vary from PbR, as the manufacturer 
now has to pay back a proportion of the drug price for each non-responder. Non-
responders have to be identified within a pre-set time for each drug; the median 
value is 8 weeks but can range from 4 to 12 weeks.42 As of October 2012, there 
were 16 PbR contracts in place in comparison to two RS contracts, which shows 
the preference for the risk to be borne by the pharmaceutical sector. Research has 
suggested that the use of such arrangements is commonly associated with faster 
patient access to medicines in Italy.43 

Figure 3: Value of Italian reimbursement

Source: L. Garattini et al., Italian risk-sharing agreements on drugs: are they worthwhile? 
(2014)
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Factors determining efficient distribution of risk

A number of factors are likely to determine the most efficient distribution of 
risk in an agreement. First, there are considerations to do with alignment 
of incentives and mutual effort towards improved patient outcomes. Under 
a risk-sharing scheme both the commissioner and the manufacturer have 
an incentive to recommend that a patient receives a drug where there is 
a reasonable likelihood that the patient’s health will improve. Therefore, 
the interests of both the commissioner and the manufacturer are aligned 
in favour of appropriate patient selection. A similar lesson may apply where 
patients are in control of their own treatment. Here risk sharing may ensure 
that both the NHS and manufacturer is seeking to promote medication 
compliance among patients. 

Second, the distribution of risks may affect the nature of the pharmaceutical 
market. In markets such as employment support and offender rehabilitation 
where payment by results have been introduced there have been concerns 
about the effect on smaller providers. Smaller providers (private or 
charitable) will find it harder to manage outcome risk because their balance 
sheets are less substantial. In addition, outcome risk may systematically be 
less appropriate because smaller firms may be dealing with smaller cohorts 
of patients where statistical significance may be an unassailable problem.47 

In September 2013, the AIFA (Italian Medicines Agency) published the revenues 
associated with the managed entry agreement. The total amount that theoretically 
should have been paid back to the commissioner was €46.3million. However, only 
two thirds of this sum was received and a third had not been received: 11% because 
of late requests for reimbursements (by hospitals) and 22% due to disputes with 
the pharmaceutical sector relating to the evidence base. Total refunds from 
manufacturers came in at around 5% of expenditure for the drugs involved.44 

Due to the regional nature of the Italian healthcare system, there have been some 
difficulties in ensuring compliance with the reimbursement system. Prescribers 
have had to be reminded to ensure that all patients are correctly recorded on 
the national system and that payback procedures are applied correctly.45 The 
case study emphasises the importance of clarity over outcome measures as 
well as ensuring that the right procedures are in place to boost compliance by 
administrators.46
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2. Deciding the payment schedule 

A second important consideration is which party should cover the immediate 
costs of the interventions. In instances where outcome risks are passed to 
the manufacturer of the medicine, the state could decide to defer paying for 
the drugs until it has observed the outcomes. There are good reasons for 
considering such a step, although there are also associated risks that would 
have to be managed and that may make it inappropriate.

The options and the trade-offs

Outcome-based commissioning schemes typically deploy one of two 
methods of payment schedule. First, the NHS may cover the immediate 
costs of the interventions – in other words, the NHS finances the 
interventions. In the event that the manufacturer achieves the outcomes or 
better, then it retains the money it has already received with the potential 
for a performance benefit. In the event that the outcomes are not achieved, 
then the NHS claws back a portion of its initial expenditure as a penalty 
from the manufacturer. For instance, in some risk-sharing agreements 
in pharmaceuticals (e.g. Velcade for multiple myeloma and cetuximab 
for colorectal cancer) the manufacturer promises to refund the costs of 
treatments that do not work.

An alternative approach is for the manufacturer to cover the immediate 
costs and to finance the interventions. The NHS then pays the manufacturer 
when / if the agreed outcomes are observed. This is common practice 
in public service commissioning (offender rehabilitation, employment 
support), though not in pharmaceuticals. An important consideration is how 
the outcome is to be measured and the appropriate trigger for payment. For 

Summary

Outcome risk can be shared between the purchaser and the manufacturer. 
However, the two parties may agree occasions where the risk should 
pass entirely over to the manufacturer. The distribution of risks between 
the two parties should be tailored to the specific intervention. 
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instance, living additional years is by definition a long-term measure and 
in such cases an alternative, surrogate trigger may be acceptable if this is 
closely correlated to the desired outcome (e.g. a clinical test that predicts 
a longer life). 

In straightforward terms of economic efficiency, requiring the manufacturer 
to finance interventions that the state could otherwise finance implies a 
higher cost of borrowing. However, there may be countervailing benefits.

Table 1: Trade-offs – Advantages and disadvantages of the manufacturer 
covering the immediate costs of interventions

Potential advantages of the 
manufacturer covering immediate 
costs

Potential disadvantages of the 
manufacturer covering immediate 
costs

May alleviate funding pressure on 
short-term NHS budget and enable 
rationing to be less severe (for more 
detail see below) 

The Government can borrow money at 
cheaper rates than the private sector. 

Ensures that the purchaser is insured 
against the risks of a manufacturer 
going bust when it owes money to the 
state. This may be less of a concern 
for very large pharmaceutical firms, 
and more relevant for smaller firms and 
originators.

The full benefit of a drug may only be 
measurable over many years, thus 
putting a long-term financial obligation 
on the manufacturer.

This may discourage firms and limit 
market participation. Smaller firms in 
particular may find it difficult to finance 
the interventions.

Therefore, measures would need 
to be taken to guard against market 
concentration and preserve diversity 
and the role of smaller providers.

Eliminates risks associated with 
recouping payments from firms (for 
instance, having effective collection 
systems in place).48

May have an unintended consequence 
of the pharmaceutical industry being 
less able to invest in other new 
treatments. However, this would 
ultimately rely on the potential returns 
that investors foresee from investing 
in developing treatments for the UK 
market.
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As can be seen from Table 1, there are significant disadvantages as well as 
advantages from requiring the manufacturer to cover its share of the costs 
of interventions. There may be circumstances when it would be optimal 
for the commissioner to defer payments but there are likely to be many 
considerations to take account of. Treatments often vary substantially and 
it is important that the system is flexible in order to treat some diseases 
and products differently. In its study for the AAR, the PwC found that along 
with therapeutic reference pricing, disease-specific P&R pathways and 
indication-based pricing, deferred payments was seen by stakeholders 
as among the least attractive new models.49 From the public sector side, 
this may in part stem from the difficulties associated with the problems 
of fragmented budgets across different health and social care settings 
which may make it more difficult to realise the longer-term savings.50 Single 
commissioning budgets at a local area could help address this dilemma in 
the medium term.

How changing the payment system could help manage the 
short-term NHS budget constraints

As it stands, the NHS pays for treatments when they are made available to 
patients. Altering this practice so that the manufacturer covers (some or all 
of) the immediate costs of treatment could have implications for the ability 
of the NHS to make treatments available to patients and could offer a route 
to achieve cost control as well as pursuing value.

All advanced economies face concerns about the growing costs of 
healthcare and, in particular, anxieties over the high costs of treating large 
patient groups with new expensive treatments. The response so far in the 
UK has been towards cost control rather than the pursuit of value.

Developments between 2015 and 2017 provide evidence of this effect. In 
2015, NICE recommended ledipasvir-sofosbuvir for the treatment of chronic 
hepatitis C, a condition that affects 215,000 people within the UK. The new 
drug had the potential to cure patients. However, costs range from £26,000 
to £78,000 depending upon the length of treatment needed. Due to budget 
constraints, NHS England decided to cap the number of patients who 
can access the drug each year to 10,000. The consequence is that many 
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patients are denied access to the treatment for many years. Meanwhile, the 
NHS must spend money treating the patient in other ways in the intervening 
years, which will likely mean a higher cost overall. By 2020, the NHS plans to 
be treating 15,000 people with those with the highest unmet clinical need 
prioritised first.51 

The case described above has also triggered wider policy measures to 
control costs. From 1 April 2017, NICE and NHSE have implemented a new 
budget impact test.52 This will directly impact drugs where there is a sizable 
patient population and could add further delays to patient access. This 
threatens to sacrifice long-term value for short-term control.

In this context, altering the payment schedule could help overcome the 
issues associated with NHS annual budget constraints, particularly when 
a new innovative drug becomes available with potentially transformative 
properties for large numbers of patients.

How a different payment schedule could work

If the NHS were to pay for outcomes only when they are observed, it could 
defer expenditure whilst making treatments immediately available. But, how 
could such a scheme work?

Potential impact of altering the payment schedules

Below we describe the potential effect of changing the payment schedule in 
instances where the observed outcomes cover more than one budget year.

Under the first payment example the NHS still pays upfront for the drugs it 
receives. Access to new treatments for patients is still achieved due to the 
introduction of outcome based reimbursement but the payment schedule is 
not influencing access.

NHS receives and 
pays for drug

Wait N years for 
outcomes to be 

achieved

Following outcome 
observations the NHS  
receives full or partial 
refund is applied for 

non-responders

NHS receives drug
Wait N years for 
outcomes to be 

achieved

NHS pays 
manufacturer. A full 
or partial discount 

is applied for 
non-responders
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Under the second payment schedule, the NHS no longer pays up front for the 
drugs it receives. This may be able to contribute to further improvements in 
patient access to new treatments. For instance, take a drug discovered for a 
cancer where there were 5,000 patients who had an unmet need, where the 
average costs of the treatment were £30,000 and where the outcome was 
five-year survival. If the manufacturer covered the initial costs of treating 
the population (£150m), the Government would be able to set aside £30m 
each year for five years to cover the final costs of reimbursement in Year 5 
of £150m.

NHS receives and 
pays for drug

Wait N years for 
outcomes to be 

achieved

Following outcome 
observations the NHS  
receives full or partial 
refund is applied for 

non-responders

NHS receives drug
Wait N years for 
outcomes to be 

achieved

NHS pays 
manufacturer. A full 
or partial discount 

is applied for 
non-responders

Box 4: Over what time periods would OBRM schemes run?

In a scenario where the receipt or reimbursement of payment will depend upon 
observed outcomes, the question of availability of outcome data and when it 
is available becomes paramount. The complexities associated with outcome 
measurements means that a one size fits all model will not work. For example:

• Nilotinib, which is used to treat chronic myeloid leukaemia, is also subject to a 
performance-linked reimbursement agreement in Italy, with the manufacturer 
agreeing to cover the costs of all treatments where the patient who does not 
reach an agreed haematological response after one month.53 

• In Germany there is an outcomes-based pricing arrangement in place for 
zoledronic acid, which is used to treat osteoporosis. The manufacturer agreed 
to cover the cost of any patient who suffered a fracture within one year of being 
treated with zoledronic acid.

There are a number of medications where a one-year observation period would not 
be adequate in enabling outcomes to be measured. Some medications may require 
reimbursement contracts that relate to a number of courses of treatment rather 
than a specific time window. Other medications, particularly those that aim to 
increase life expectancy may require a longer period for outcomes to be observed. 
For instance, the UK performs poorly at five-year survival rates for cervical and 
colorectal cancer and this may be an important measure to attach payments to.54 
The multiple sclerosis scheme tracks patients over a ten-year period.55 
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3. Deciding what outcomes we should pay for

What to pay for

NICE is a respected body that implements a robust methodology. Since 
its inception, NICE has not only influenced what drugs are made available 
through the NHS but it has increasingly set global references points for 
pricing.56 The QALY should provide the starting point for determining a unit of 
outcome to be achieved. However, there may be benefits to supplementing 
the QALY with broader measures of value, as described below.57 

1. Putting additional value on ‘unmet need’ 

Putting greater weight on ‘unmet need’ could send a signal to investors 
that they will be remunerated adequately if they bring innovative drugs to 
market whilst enabling more transformative drugs to be made available to 
patients. ‘Unmet need’ captures the extent to which a medication treats a 
disease population where there is currently no effective treatment. Levels of 
unmet need are high across a number of diseases. For instance, pancreatic 
cancer is the UK’s fifth biggest cancer killer. Less than 5% of patients live 
for five years or more after diagnoses, a rate which has remained relatively 
unchanged for forty years, as shown by Figure 4.58 

Summary

Who pays and when has important implications for the market and for 
the NHS budget. Asking the manufacturer to cover the immediate costs 
of the interventions would defer costs for the NHS and therefore enable 
it to make treatments available quicker, however it will not always be the 
optimal policy and there are significant challenges that would have to 
be overcome. Deciding who pays and when should be a flexible option 
in order to accurately react to difference in diseases and medications.
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Figure 4: Pancreatic cancer 1971-2011; age standardised five-year net 
survival, England and Wales

 

Source: Cancer Research UK

2. Putting greater weight on quality of life and qualitative improvements

Charities representing patients with severe diseases frequently reinforce 
the importance of measuring the impact of a treatment on a person’s 
quality of life and emotional well-being.59 Equally, patient champions also 
emphasise the importance of putting value on the ability of patients with 
short life expectancy to spend time with their family even if this doesn’t fit 
with the typical QALY definitions. This may include putting greater weight on 
more modest extensions to life expectancy where these have a significant 
impact on the quality of life of the patient or where life expectancy is 
otherwise very short.

3. Paying more for indirect benefits and positive externalities

Drug treatments can produce a number of positive benefits and externalities 
as well as delivering the direct benefits of improved patient health. 

0

0.5

1

1.5

2

2.5

3

3.5

4

1971-1972 1980-1981 1990-1991 2000-2001 2005-2006 2010-2011

Period of Diagnosis

N
et

 S
ur

vi
va

l (
%

)

Net Survival (%) Men Net Survival (%)Women Net Survival (%) Adults



SOCIAL MARKET FOUNDATION

33

a) Medical costs

Interventions may contribute to cost savings associated with a reduction 
in the number of hospital stays or GP appointments. Some existing risk-
sharing arrangements include a target set for a pharmaceutical firm by an 
insurer to reduce hospital admissions for heart failure.60 In devising any 
such payment measures commissioners should be aware that improving 
someone’s health for a year may not eliminate future costs of care but simply 
defer them. Past evidence has also suggested that reduced hospitalisation 
does not translate straightforwardly into cash savings unless a hospital can 
close a ward.61 

b) Indirect costs:

Pricing mechanisms often fail to incorporate market externalities. While NICE 
evaluation includes an assessment of the patient’s expected productivity, 
the indirect effects on other individuals is usually not incorporated.62 An 
example of such externalities is the impact that drug provision has on those 
providing unpaid caring services. Academics at Sheffield University have 
estimated that in 2015 the value of unpaid care equated to £132 billion per 
year.63 An improvement in patient health may release some of this value back 
into the formal economy if the carer is of working age. There are a number 
of diseases where indirect costs are significantly higher than the costs 
associated directly with the treatment and management of the disease. 
This is the case with diabetes. In 2010/11, direct costs were estimated to be 
£9.8bn, which is significantly lower than the estimated indirect costs, which 
stood at £13.9bn. In these estimations, indirect costs were calculated from 
data on mortality rates, sickness, presenteeism and informal care. Figure 5 
shows the estimation of costs in 2010/11 and forecasts ahead to 2035/36. 
The proportion of total costs attributed to indirect costs is approximately 
equal over time. 
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Figure 5: Direct and indirect costs of diabetes in the UK (£bn)

Source: http://www.talkondiabetes.org/docsTOD/j.1464-5491_.2012_.03698_.x_.pdf

Including indirect costs could have a number of positive effects particularly 
for the economy and for individuals who are supporting patients during 
their treatment. This approach should incentivise manufacturers to produce 
medications that are effective at all stages of disease and that can positively 
affect the lives of those caring for patients. The challenge is deciding which 
indirect costs to include.

c) Weighing up broader outcomes

Countries including Sweden and Norway incorporate societal perspectives 
into their costings process: they are willing to pay more for products with 
larger social impacts. However, there is little evidence thus far to indicate 
that this has made a significant difference to the prices paid.64 Research 
suggests that the productivity gained must exceed patient consumption 
if this is to have a positive net effect on society.65 It is difficult to value 
these costs in monetary terms. In Sweden the human capital approach is 
used, which in theory values all uses of time: utility associated with leisure, 
education and retirement should be included. An alternative option is the 
friction cost method; this only considers temporary costs that are due to 
reduced working capacity.66 
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It remains unclear what role the economic and fiscal evaluations should play 
in the reformed process. Whilst these measures capture a number of costs 
and benefits that are not normally reviewed, difficulty can arise when trying 
to assign monetary values to these outcomes, adding complexity as well as 
opening moral issues around whether society should prioritise patients with 
certain characteristics over others. In re-assessing what we pay for we do 
not advise that matters of social justice should give way in favour of a purely 
economic equation. 

What to measure

As well as deciding which outcomes to pay for, commissioners must identify 
measures that can inform them whether or not these outcomes have been 
achieved. Here, they may face a trade-off between what they would ideally 
measure versus what is practicable to measure. A number of past schemes 
have engineered measures that are strong in theory but vulnerable in 
practice. For instance, the outcome measure developed for the Velcade 
scheme for multiple myeloma centred round a refund offered by the 
manufacturer if levels of abnormal M-protein found in patients’ blood failed 
to decrease by a pre-agreed percentage. However, there was subsequently 
significant disagreement over the optimal level of thresholds response.67 
It will be important for stakeholders to input into the development of 
appropriate outcomes measures in the context of clinical data, clinical 
practice and the practicalities of collecting reliable data.

In a perfect world, the NHS would acquire information that is real-time, 
relevant to the actual outcomes (rather than proxies) and that encompasses 
measures across all outcomes in which society is interested. As Michael 
Porter has argued, outcomes are condition-specific and multi-dimensional.68 
However, data may be costly to gather and administer, insufficiently timely 

Summary

NICE’s QALY methodology provides a good basis for what commissioners 
should be ready to pay for. However, there may be scope to build on QALY 
to capture wider value that derives from drugs, including savings to the 
NHS, productivity improvements and wider impact on society.
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and in some cases impossible to acquire. Moreover, it may require a complex 
algorithm which would introduce additional complexity into the process.

Research by National Voices and the Health Foundation has argued in 
favour of the NHS co-producing measures with patients as a necessary 
step towards person-centred care.69 In particular there may be a tendency 
to track what we know we can already or easily measure rather than what 
matters to patient outcomes (what has been termed ‘outcome first/patient 
second’).

Figure 6: Four dimensions of outcome measures70 
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Figure 7: Hierarchy of outcome measurements

4. Deciding what drugs should be covered through the scheme

It is easy to see outcomes-based schemes as a ‘silver bullet’. However, 
as past analyses have concluded, and as indicated above, it can be time-
consuming to negotiate, expensive to administer and difficult to assess.71 

OBRM is a comparatively expensive and resource-intensive way of 
procuring goods and services because it requires significant information 
and measurement as well as investment in commissioning design and time 
commitment from the purchaser and the provider. It would be an inefficient 
commissioning method for goods and services where there is a high level of 
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Summary

Ultimately, the balance must often be struck between simplicity, 
transparency and timeliness on one hand versus data quality and cost on 
the other. Commissioners would be wise to err on the side of simplicity.
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certainty about what outcomes would be delivered by a given intervention. 
You would not procure tarmac for a new road through an outcomes-based 
contract.

If all drugs should not proceed through the OBRM, what qualifying conditions 
should drugs fulfil to participate?

• Condition 1: Where uncertainty is high. OBRM would be more suitable 
for new drugs where the impact is highly uncertain. This would include 
new drugs that are untested in real situations and therefore where the 
true impact is unknown. In such instances, the NHS would no longer be 
liable to pay for medications that proved to be ineffective, and therefore 
it may be ready to make drugs available to patients quicker.

• Condition 2: Where the new drug addresses ‘unmet need’. Unmet need 
is an area that is currently not taken into account during the appraisal of 
drugs for routine commissioning. Making breakthrough drugs available 
to patient populations is a high priority and therefore they could 
automatically qualify to progress through the OBRM. In many cases, 
we may expect there to be significant crossover between the drugs 
that meet condition 1 and 2 (i.e. highly innovative drugs are likely to be 
associated with uncertainty and have the potential to address issues 
of unmet need).

• Condition 3: Where the aggregate costs of administering the 
reimbursement model are proportionate. Given the costs of 
administering OBRM, it should only be pursued where the aggregate 
costs of the medicine for the patient population is significant.

• Condition 4: Where there is a reasonable prospect of outcomes being 
defined and measured. For instance, critics have argued that a risk-
sharing agreement for MS has suffered due to the difficulty measuring 
disability progression, thus resulting in inconclusive price reviews, 
whilst the ten-year period was considered too long by some critics.72 
However, more recent analyses have pointed to successes including 
predicting a positive long-term effect of the disease-modifying 
therapies among MS patients consistent with UK cost-effectiveness 
requirements.73 
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The size of the patient group is also likely to affect the prospect of calculating 
a statistically significant result. Where patient groups are very small, there 
may be problems knowing whether or not the treatments have had an effect. 

Summary

Establishing clear conditions for drugs to be considered through 
outcomes-based commissioning will be an important step towards 
provider certainty to investors and sustainability in the system.
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PART IV: WHAT PRINCIPLES SHOULD GUIDE 
THE PROCESS?
This section describes the working principles of an outcomes-based 
scheme. As far as possible, in introducing greater flexibility we should build 
on the strengths of the UK system. We are proposing an alternative formal 
route through which new drugs can pass for approval. Decision points must 
be as transparent and clear as possible to send clear signals to investors. 
Layering in such a scheme would have the benefit of minimising disruption 
to current processes. As discussed in this report, and elsewhere, existing 
experience with outcomes-based approaches suggests that success is 
heavily reliant on good design scheme, including how outcomes should be 
measured and assessed, how evidence will be gathered and how results 
will be reported and governed.74 

Table 2: Principles that could underlie a scheme 

Step Description

Qualifying criterion: Does 
the drug address an ‘Unmet’ 
need?

Based on evidence provided by the manufacturer, 
any clinical trials and other existing data, NICE 
and the NHS are likely to be more interested in 
drugs that can meet ‘unmet need’.

Alternative qualifying 
criterion: Does the drug 
provide wider value that 
the QALY does not always 
capture?

The manufacturer has relevant evidence that the 
drug can achieve high levels of wider benefits 
not always captured in QALY.

Practical checks: Is 
outcomes-based scheme 
practicable?

The purchaser (for example NHS, clinicians, 
commissioners, NICE) and the manufacturer 
agree on the practicalities of an outcomes-
based approach, for example:
Which outcomes are relevant.
• Whether relevant outcomes can be easily 

observed and measured, including whether 
the data is available and from what sources. 
Absolute clarity is needed on what will be 
measured and when, so as to reduce the 
likelihood of disputes.75
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Table 2 Continued

Step Description

• Whether the patient group is large enough 
to provide results that are definitive 
and statistically robust, providing the 
commissioner with requisite evidence on 
which to make payments.76 

• Whether likely expenditure on the drug is large 
enough to make administrative costs of the 
process proportionate.

• Where is the scheme implemented – i.e. 
locally, regionally or nationally.

Decision on most 
appropriate route: Should 
the outcome agreement 
be part of the Health 
Technology Appraisal 
assessment?

If a national scheme is being considered, then 
appropriate agreements should be in place 
that allow the appraising body (e.g. NICE) to 
consider the outcomes-based scheme as part 
of the overall HTA evaluation if appropriate. The 
decision on whether to implement an outcomes 
based scheme could occur at a number of points 
during the appraisal process, as is the case when 
deciding on whether drugs should be available 
through the CDF.77

Agreement terms: how 
should risks be shared 
and what are the payment 
terms? 

The NHS sets the terms on which the drugs can be 
procured, including:
• The outcomes that need to be met (e.g. patient 

health and well-being, hospital admissions), 
when they need to be met and how they will 
be observed.

• The commercial agreement covering when the 
outcome is achieved/not achieved.

• How risks will be shared.

• The flow of money.

• Any other commercial considerations such as 
confidentiality.
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Table 2 Continued

Step Description

Drug is made available to 
patients

• Assuming an effective risk-sharing agreement 
is put in place, it should be in the interests of 
both the commissioner and the drug company 
to ensure that the drug is used appropriately 
on the right target patients.

• The firm is likely to be of assistance in 
recommending how products fit into care 
pathways and patient selection.

• At the same time, data collection processes 
are established and agreed to ensure that 
outcomes can be tracked.

Relevant outcomes 
measured

At the end of the outcome period, the outcomes 
are measured and recorded. It is important to 
consider who has responsibility for collecting the 
data and who subsequently owns the data.

Reimbursement contingent 
on the agreed outcomes 
being met/not met

The reimbursement is completed on the basis of 
the agreement. Payment will be made based on 
health value multiplied by number of patients or 
on the basis of a rebate as previously agreed.
Past evidence suggests that it is important 
to institute mechanisms to ensure that 
reimbursement functions effectively especially 
if this relies on information gathered by third 
parties.78 
The process could be led by NHS England’s 
Strategic Commercial Unit. 
Schemes will need independent oversight and 
governance.
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PART V: HOW COULD WE MANAGE SPECIFIC 
DESIGN CHALLENGES?
This section describes additional design considerations and how the wider 
healthcare system needs to change.

Ensuring that the necessary outcome data is available

Data availability

Under an outcome-based model, the NHS needs access to excellent data on 
health outcomes. There is anecdotal evidence that data shortages and lack 
of confidence about data availability has undermined the UK’s readiness 
and ability to engage on innovative reimbursement structures through the 
Patient Access Scheme. 

The UK has strengthened its healthcare information architecture and 
accountability considerably. Examples of current measurement practices 
include: the NHS Outcomes Framework which covers five dimensions of 
care outcomes; and data developed through the Health and Social Care 
Information Centre and by inspectors such as the Care Quality Commission. 
NHS England is developing Clinical Services Quality Measures across 
a range of priority areas including stroke, cancers, cardiac and mental 
health (dementia and psychosis).79 These are composite measures 
based on multiple data sources aimed to provide information to patients, 
commissioners and the NHS.

However, despite these improvements, commissioners moving to 
outcome-based commissioning have encountered challenges relating to 
the availability of appropriate data. One study concluded that for a typical 
patient segment, data exists which allows 50-60% of outcomes to be 
measured.80 Many schemes have had to establish new data collection 
systems to facilitate new commissioning practices.81 Early schemes 
designed to introduce outcomes-based reimbursement required significant 
upfront work to improve outcome measures.82 
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Filling data gaps and introducing robust mechanisms are significant 
undertakings. Moreover, data collection necessarily imposes a burden on 
clinicians, commissioners and indeed patients. However, this is a journey 
that the NHS is embarking on already and needs to be pursued as part of 
the wider reform agenda. Innovative initiatives are underway in a number 
of local health economies. Through its Centre for Cancer Outcomes, the 
Cancer Vanguard at UCLH project is aiming to identify relevant outcomes in 
each disease area using a multi-disciplinary team scorecard and assessing 
data quality and completeness.83 As past work by the SMF and others has 
argued, better health outcome data can also drive stronger accountability 
and benchmarking as well as enabling innovative commissioning and early 
identification of the causes of health care variation.84 

There is considerable work underway at a local, national and  
international level. 

• STPs and digital ambition: The STPs contain significant data ambitions. 
The Great North Care Record and the Hampshire Health Record are 
examples of advanced practice in this area. In Hampshire, the health 
record includes 87 million documents and has approximately 8,500 
unique users. The data covers areas such as GP diagnoses, blood 
and radiology results, current medication and some social care 
information.85 The North Central London has published a Local Digital 
Roadmap.86 This could include utilising data from wearable devices. 
The area is establishing a ‘NCL Population Heath Management Model’ 
which will ‘monitor health outcomes and treatment effectiveness to 
enable value based commissioning’ by 2020.

• Use of and development of outcome measures for outcomes-based 
commissioning. Bedfordshire developed an outcome-based capitated 
payment contract for musculoskeletal conditions, with a provider paid 
by results. The CCG adopted the ICHOM Standard Set for low back pain 
which had been developed by physicians, care specialists and patients.87 

• Development of standard outcomes measures. A recent initiative 
has produced a standardised set of outcome measures of colorectal 
cancer. Colorectal cancer is the third leading cancer in men and the 
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second in women globally.88 ICHOM has created a set of standard 
outcome measures that are applied across a range of diseases. In 
Colorectal cancer, the outcomes include: disutility of care, degree of 
health, survival and disease control and quality of death.89 In oncology, 
the Systemic Anti-Cancer Therapy dataset collects standard clinical 
management information on patients undergoing Chemotherapy 
funded by the NHS in England.90 This contains information from hospital 
electronic prescribing systems and is linked to the Cancer Outcomes 
and Services Database, the Radiotherapy Data Set and three diagnostic 
databases.91 

There remain many areas for further work. First, efforts need to continue to 
develop standardised methods for capturing patient insight and feedback 
as well as enabling patients themselves to help develop the outcome 
measures. Second, while there is significant work going on at a local level, 
NHS England will need to play a strong coordinating role so as to ensure that 
data gaps are filled, to reduce variation and to ensure common standards 
and measures where possible. Ultimately, the local NHS will need to 
demonstrate that it has the right data collection tools and policies to enable 
it to track relevant outcomes before it is able to purchase these treatments 
in its area. Common processes for responding to data collection gaps and 
variation could help.

Third, NHS England and NICE should consider how they can work with the 
pharmaceutical industry and patient charities to improve data collection 
and completion. This should start with a working group being established 
incorporating drug manufacturers, providers, commissioners, clinicians, 
patients and officials to oversee an audit of data gaps and set benchmarks 
for local commissioners and providers.92 A desirable outcome would be a 
data collection framework which could guide what data is collected, when 
and how. Further steps could also help including cross-sector efforts 
to improve NHS IT infrastructure so that reliable outcomes data can be 
recorded across the country. As the ongoing work by the ABPI on Real World 
Evidence highlights, further collaborative work is needed between the 
NHS and industry to build an infrastructure to support linked, multi-source 
datasets. Meanwhile, patients themselves must be engaged in deciding 
how their data is used.93 
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Information architecture

Decision-making credibility is extremely important, including achieving and 
retaining the trust of patients, clinicians, politicians, commissioners and 
investors. Decisions on whether outcomes have been achieved must be 
made independent of government and commercial interests – so as to 
reduce the risk of fraud and limit the influence of external factors on 
decisions.94 The SMF has previously advocated establishing an Office for 
Patient Outcomes. Such a body could provide oversight as well as arbitration 
where there are disputes over the interpretation of results.

Assessing attribution and ensuring that providers are rewarded 
appropriately 

Attribution risk

In designing new reimbursement methods, consideration should be 
given to attribution – in other words what factors have contributed to the 
observed outcome. Manufacturers want to be confident that the effect of 
their interventions is rewarded appropriately.

Economic theory would suggest that the optimal incentive structure would 
be for all factors that contribute to an outcome to be in the control of the 
agency that is being incentivised.95 As Porter has argued, ‘the proper unit 
for measuring value should encompass all services or activities that jointly 
determine success in meeting a set of patient needs.’ This is the logic 
behind policymakers seeking to integrate responsibilities for health and 
social care in one place so that commissioners can choose the right mix of 
interventions to improve outcomes.96 

Good data on outcomes is crucial to effective reimbursement as well as 
to the future of outcomes-based commissioning more widely in the NHS. 
The Government should institute an audit of NHS data gaps and ensure 
that any data gaps are identified and closed. This should be overseen by 
a cross-industry working group. 
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Health outcomes may be affected by lifestyle factors and compliance with 
prescriptions. Ensuring that good data is captured on whether patients are 
taking their medicines as prescribed will be important. There may also be 
concerns over systematic bias. Although our research has not unearthed 
instances, it would be possible to imagine a scenario in which there was 
systematic bias that worked in favour or against the performance of a drug. 
This could occur if forward-looking and innovative clinicians were more 
likely to prescribe better drugs than their peers. If these same clinicians 
also provided a higher quality of care in other ways to their patients then the 
observed outcome may be a consequence of who is prescribing a drug as 
well as what is being prescribed. We are not aware of current value-based 
pricing schemes seeking to control for all such factors.

The NHS may also want to consider external factors that may affect the 
likelihood of the outcomes being achieved. For instance, the wider state of 
the economy is likely to affect whether employment outcomes are achieved.

What happens if a patient stops taking a drug or takes an additional drug?

A particular attribution dilemma transpires when a patient takes multiple 
drugs or where a patient switches from Drug A to Drug B.97 In such cases, 
the NHS and the manufacturer may be unable to disaggregate the effects of 
individual drugs on the outcomes. In part this can be controlled, by defining 
specific payment terms in these cases in the contract. However, in a mature 
scheme it may be possible for the firm that has developed Drug B to buy out 
the outcomes for the firm that developed Drug A. 

Ensuring compatibility with devolved commissioning and local 
discretion

Looking further to the future, policymakers should also be open to 
more localised agreements to address the needs of a specific locality. 
Accountability for health and social care outcomes is increasingly being 

In introducing such a scheme, the NHS should evaluate whether there 
are significant differences in prescribing practices and whether there is 
correlation with other factors that may affect health outcomes.
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devolved to local commissioners. For instance, since 2016 the Greater 
Manchester Health and Social Care Partnership has had control over a 
devolved budget for health and social care. Their plans include ‘moving to 
outcome-based, multi-year capitation models that support implementation 
of new models of provider collaboration and innovation.’98 

In a scenario where the local NHS has adopted outcome-based 
commissioning contracts and capitation payments, they may also want 
to play a fuller role in determining the price they are willing to pay for the 
outcome.99 One of the earliest outcomes-based commissioning contracts 
in the UK was pursued by North Staffordshire Health Authority in 1999. This 
year, it has been reported that Manchester health leaders are considering 
paying pharmaceutical firms for medicines based on how well they work, 
using patient data to test real-world outcomes.100 

Different local economies may have different priorities, different care 
pathways and different population needs. Local commissioners may want 
greater discretion over the outcomes that they pay for and amount they pay. 
For instance, one area may wish to prioritise reduction in hospital admissions 
whilst another may have particular policies focused on carers re-entering 
the labour market. It is therefore important that any policies around outcome 
schemes are future proof, with flexibility to allow for a national approach as 
well as regional and local agreements and implementation.

The personalised medicine agenda may drive this approach – manufacturers 
may be looking for healthcare partners with whom they can work to develop 
drugs around the needs and characteristics of much smaller patient groups. 
Many of these partners will be local collaborations (e.g. research intensive 
universities and hospitals).

Helping guide and develop the market

Part III demonstrated some of the trade-offs implicit in introducing 
outcomes-based commissioning in terms of whether such schemes could 
inherently favour larger firms whilst disadvantaging smaller firms. We might 
expect the market to achieve a new equilibrium as the reforms mature – 
for instance, smaller firms with good prospects that could not bring such 
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schemes to market themselves may become likely contenders for buy-outs 
at higher prices.

The Government could consider making specific allowances for smaller 
firms. This is likely to be particularly important in terms of expectations on 
the manufacturer to finance the interventions – this could have significant 
implications for the cash flow of a small firm. The efficient distribution of risk 
in the case of a small charity may also be different. As a review for the AAR 
noted, innovative smaller manufacturers may not be well placed to provide 
free products for extended periods.101 

One potential downside is that the system becomes more not less complex. 
This would give an advantage to larger firms that can invest larger sums in 
navigating the processes and regulatory complexities.

Piloting the scheme and controlling costs

The NHS may wish to set parameters for the scheme to provide control on 
costs. This could be achieved via three possible routes:

1. The Government could pilot OBRM for a set period of time before 
reviewing the efficiency of the scheme as well as the costs of the 
overall medicine budget. The pilot would have to run for a sufficiently 
long period to allow data on outcomes to be measured and for the 
reimbursement cycle to take place. With this in mind we would propose 

Any model should be designed with simplicity in mind – to send clear 
signals to investors and to retain diversity in the market where small 
providers can participate fully.

The Government should also consider making special allowances for 
smaller providers to allow them to participate. These should be made 
explicit so that firms come forward and propose new treatments. Special 
treatment could include: putting a lower level of outcome risk on smaller 
providers; and not expecting that smaller providers should cover the 
upfront costs of treatments. 
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that any pilot should run for a minimum of five years. It would also be 
beneficial for any pilot to have coverage across different diseases and 
open to a variety of commissioning practices.

2. An annual budget limit on the value of outcomes purchased through 
the scheme could be set by central Government or, as accountability is 
devolved, by local commissioners. Such a policy would be vulnerable 
as the CDF was to pressure for expansion to enable access to  
additional drugs.

3. The generosity of the reimbursement mechanism could be adjusted up 
or down. As Part II described, the NHS would decide which outcomes to 
remunerate. Beyond the QALY, there may be a case to pay a premium for 
treatments that address ‘unmet’ need, that contribute to cost savings 
elsewhere in the system or that provide wider, less direct benefits to 
patients or carers. One approach may be to introduce the scheme at a 
lower level of generosity and increase it over time. 

In considering how OBRM should be introduced, consideration should also 
be given to how stability, transparency and sustainability can be embedded.

How OBRM would sit alongside other initiatives

The policy described above would support the conditional approval and 
evidence generation features of the Cancer Drugs Fund, and would expand 
the current Patient Access Scheme (PAS) beyond simple discounts. The 
Early Access to Medicines would be outside of this scope as the product is 
provided free of charge pre-licence. 

By putting these practical measures in place and adopting an  
outcomes-based approach, we can improve access and outcomes for 
patients, and maximise the NHS budget by applying the principle of only 
paying for what works.



SOCIAL MARKET FOUNDATION

51

ENDNOTES
1. Nigel Keohane, Targeting Better Health (SMF, 2016)

2. NHS Digital, Prescribing Costs in Hospitals and the Community, England 2015/16 (2016)

3. OFT, The Pharmaceutical Price Regulation Scheme (2007)

4. NHS England, Appraisal and Funding of Cancer Drugs from July 2016 (including the 
new Cancer Drugs Fund), (2016)

5. PwC, Accelerated Access Review: Proposition 2: Getting ahead of the curve. 
Recommendations for accelerated access pathways and flexible pricing and 
reimbursement framework, (2016). Evidence from Italy suggests also that ‘risk-
sharing’ agreements contribute to earlier access to medicines. See regression 
results cited in Jaime Espín, Joan Rovira and Leticia García, ‘Experiences and Impact 
of European Risk-Sharing Schemes: Focusing on Oncology Medicines’ (Andalusian 
School of Public Health, 2011)

6. Breast Cancer Now and Prostate Cancer UK, International comparisons of Health 
Technology Assessment (2016)

7. Department of Health, The Pharmaceutical Price Regulation Scheme 2014 (2013)

8. NICE, ‘List of technologies with approved Patient Access Schemes’. See https://
www.nice.org.uk/about/what-we-do/patient-access-schemes-liaison-unit/ list-of-
technologies-with-approved-patient-access-schemes, Accessed 10.07.2017

9. Office for Life Sciences, A guide to navigating the innovation pathway in England 
(2016)

10. NHS England, Appraisal and Funding of Cancer Drugs from July 2016 (including the 
new Cancer Drugs Fund), (2016)

11. A. Aggarwal, T. Fojo, C. Chamberlain, C. Davis and R. Sullivan, ‘Do patient access 
schemes for high-cost cancer drugs deliver value to society?—lessons from the NHS 
Cancer Drugs Fund’, Annals of Oncology, 2017

12. Department of Health, A new value-based approach to the pricing of branded 
medicines: A consultation (2010)

13. NHS England, Appraisal and Funding of Cancer Drugs from July 2016 (including the 
new Cancer Drugs Fund), (2016)

14. PwC, The Early Access to Medicines Scheme (EAMS): An independent review (2016)

15. OFT, The Pharmaceutical Price Regulation Scheme (2007); The King’s Fund, Better 
Value in the NHS: The role of changes in clinical practice,(2015)

16. KPMG, NIHR Clinical Research Network: Impact and Value Assessment (2016)

17. Karl Claxton, Mark Sculpher and Stuart Carroll, Value-based pricing for 
pharmaceuticals: Its role, specification and prospects in a newly devolved NHS 
(University of York, 2011)

18. NICE, ‘Budget impact test’, see https://www.nice.org.uk/about/what-we-do/
our-programmes/nice-guidance/ nice-technology-appraisal-guidance/budget-
impact-test, Accessed 10.07.2017. National Voices, Report to the Office of Life 
Sciences: The Life Sciences Strategy and implementing the Recommendations of 
the Accelerated Access Review (2017)

19. King’s Fund, The UK private health market (2014)



OUTCOMES-BASED REIMBURSEMENT OF MEDICINES

52

20. NICE, ‘Glossary’. See https://www.nice.org.uk/glossary?letter=q, Accessed 
10.07.2017

21. NHS England, Appraisal and Funding of Cancer Drugs from July 2016 (including the 
new Cancer Drugs Fund), (2016)

22. The fact that there are other QALY thresholds – for instance for end of life care which 
has a higher price threshold of £50,000 – implies that this argument is accepted.

23. Nigel Keohane, Putting Patients in Charge (SMF, 2015)

24. Bedfordshire, Luton and Milton Keynes Sustainability and Transformation Plan October 
2016 submission to NHS England Public summary (2016)

25. King’s Fund, Delivering sustainability and transformation plans (2016)

26. Michael E. Porter and Thomas Michael E. Porter Thomas H. Lee, ‘The Strategy That 
Will Fix Health Care’, Harvard Business Review, October 2013

27. Alexis Sotiropoulos, Pricing Pharmaceuticals by Outcome (RSA 2020 Trust, 2011)

28. A. Aggarwal, T. Fojo, C. Chamberlain, C. Davis and R. Sullivan, ‘Do patient access 
schemes for high-cost cancer drugs deliver value to society?—lessons from the NHS 
Cancer Drugs Fund’, Annals of Oncology, 2017

29. Karl Claxton, Mark Sculpher and Stuart Carroll, Value-based pricing for 
pharmaceuticals: Its role, specification and prospects in a newly devolved NHS 
(University of York, 2011)

30. Alexis Sotiropoulos, Pricing Pharmaceuticals by Outcome (RSA 2020 Trust, 2011). This 
also links to the personalised medicine agenda. NHS England, Improving Outcomes 
Through Personalised Medicine: Working at the cutting edge of science to improve 
patients’ lives (2016)

31. Accelerated Access Review: Final Report: Review of innovative medicines and  
medical technologies – An independently chaired report, supported by the  
Wellcome Trust (2016)

32. Ibid.

33. Conservative Party Manifesto 2017

34. PwC, Accelerated Access Review: Proposition 2: Getting ahead of the curve. 
Recommendations for accelerated access pathways and flexible pricing and 
reimbursement framework, (2016)

35. See Appendix D, Ibid.

36. Alexis Sotiropoulos, Pricing Pharmaceuticals by Outcome (RSA 2020 Trust, 2011)

37. OFT, The Pharmaceutical Price Regulation Scheme (2007); Department of Health, A 
new value-based approach to the pricing of branded medicines: A consultation (2010)

38. Alexis Sotiropoulos, Pricing Pharmaceuticals by Outcome (RSA 2020 Trust, 2011)

39. National Audit Office, Outcome based payment schemes (2015)

40. Ibid.

41. Nida Broughton and Nigel Keohane, Back On Track: Reforming rail franchising (SMF, 
2016)

42. L. Garattini and G. Casadei, Risk sharing agreements: What lessons from Italy?, (2011)

43. Andrea Navarria, ‘Do the current performance-based schemes in Italy really work? 
“Success Fee”: a novel measure for cost-containment of drug expenditure’, Value in 
Health, 18, 2015, pp. 131-136.



SOCIAL MARKET FOUNDATION

53

44. L. Garattini et al., Italian risk-sharing agreements on drugs: are they worthwhile?, 
(2014)

45. L. Garattini and G. Casadei, Risk sharing agreements: What lessons from Italy?, (2011)

46. Andrea Navarria, ‘Do the current performance-based schemes in Italy really work? 
“Success Fee”: a novel measure for cost-containment of drug expenditure’, Value in 
Health, 18, 2015, pp. 131-136.

47. Nigel Keohane and Arthur Dowling, Breaking Bad Habits (SMF, 2014)

48. For instance, in the case of Velcade due to the process being time-consuming and 
complex only a portion of available rebates were received. Alexis Sotiropoulos, 
Pricing Pharmaceuticals by Outcome (RSA 2020 Trust, 2011)

49. PwC, Accelerated Access Review: Proposition 2: Getting ahead of the curve. 
Recommendations for accelerated access pathways and flexible pricing and 
reimbursement framework, (2016)

50. See discussion of ‘Buy Now, Pay Later’ in PwC, International pricing and 
reimbursement schemes: Case study report (AAR, October 2015).

51. Public Health England, Hepatitis C in England 2017 report: Working to eliminate 
hepatitis C as a major public health threat, (2017)

52. NICE Press Release, ‘NICE gets go-ahead to fast-track more drug approvals’, 15 
March 2017 

53. J. Carlson, S. Sullivan, L. Garrison, P. Neumann and D. Veenstra, ‘Linking payment 
to health outcomes: a taxonomy and examination of performance-based 
reimbursement schemes between healthcare payers and manufacturers’, Health 
Policy, August 2010, 96 (3), 179-90

54. OECD, Health at a Glance 2015: How does the United Kingdom compare? (2015), OECD, 
Reviews of Health Care Quality: United Kingdom 2016 (2016) accompanying detailed 
tables in OECD, data / tables and detailed 2016 publication

55. J. Carlson, S. Sullivan, L. Garrison, P. Neumann and D. Veenstra, ‘Linking payment 
to health outcomes: a taxonomy and examination of performance-based 
reimbursement schemes between healthcare payers and manufacturers’, Health 
Policy, August 2010, 96 (3), 179-90

56. Alexis Sotiropoulos, Pricing Pharmaceuticals by Outcome (RSA 2020 Trust, 2011)

57. In addition, as has been noted elsewhere, while there is some flexibility in the NICE 
methodology, the mechanism for taking wider factors into account is not completely 
transparent. Department of Health, A new value-based approach to the pricing of 
branded medicines: A consultation (2010)

58. “http://www.cancerresearchuk.org/health-professional/cancer-statistics/
statistics-by-cancer-type/pancreatic-cancer/survival”, “heading-Zero” http://www.
cancerresearchuk.org/health-professional/cancer-statistics/statistics-by-cancer-
type/pancreatic-cancer/survival#heading-Zero, Accessed 10.07.2017

59. Prostate Cancer UK, Value-based pricing: getting it right for people with cancer (2012)

60. KPMG, Value-based pricing in pharmaceuticals (2016). Similar practices are also 
increasingly part of the wider integrated care (personalised care) approach where 
prospective cost savings through reduced hospitalisation are brought forward to 
finance effective social care interventions.

61. Nigel Keohane, Ian Mulheirn and Ryan Shorthouse, Risky Business: Social Impact 
Bonds and public services (SMF, 2013)



OUTCOMES-BASED REIMBURSEMENT OF MEDICINES

54

62. In the past, NICE approved four treatments for Alzheimer’s disease where cost 
effectiveness was only achieved when related to moderate or severe cases but not 
for mild diseases of Alzheimer’s. However, the industry argued that the benefits 
realised by carers increases when the treatments are taken earlier in the patient’s 
illness. Parliamentary Office for Science and Technology, Drug Pricing, (2010)

63. Lisa Buckner and Sue Yeandle, Valuing Carers 2015: The rising value of carers’ support 
(2015)

64. V. Paris and A. Belloni, ‘Value in Pharmaceutical Pricing’, OECD Health Working 
Papers, No. 63 (2013)

65. Centre for Health Economics, Value-based pricing for pharmaceutical: its role, 
specification and prospects in a newly devolved NHS, (2011)

66. V. Paris and A. Belloni, ‘Value in Pharmaceutical Pricing’, OECD Health Working 
Papers, No. 63 (2013)

67. Alexis Sotiropoulos, Pricing Pharmaceuticals by Outcome (RSA 2020 Trust, 2011)

68. Michael Porter, ‘What Is Value in Health Care?’, The New England Journal of Medicine, 
363, (2010), 2,477-2,481

69. Dr Alf Collins, Measuring what really matters Towards a coherent measurement system 
to support person-centred care (Health Foundation, 2014)

70. Outcomes Based Healthcare, Outcomes Myths? (2014)

71. Alexis Sotiropoulos, Pricing Pharmaceuticals by Outcome (RSA 2020 Trust, 2011); 
National Audit Office, Outcome based payment schemes (2015)

72. James Raftery, ‘Costly Failure of a risk sharing scheme’, BMJ, 12 June 2010. 

73. Jacqueline Palace, ‘Effectiveness and cost-effectiveness of interferon beta and 
glatiramer acetate in the UK Multiple Sclerosis Risk Sharing Scheme at 6 years: a 
clinical cohort study with natural history comparator’, Lancet Neural, 2015, 14, pp. 
497-505

74. Steven Wooding, Gavin Cochrane, Jirka Taylor, Adam Kamenetzky, Sonia Sousa, 
Sarah Parks, Insights on Earlier Adoption of Medical Innovations: an international 
review of emerging adn effective practice in improving access to medicines and 
medical technologies (Rand Europe, 2015)

75. This is identified as a risk in PwC, Accelerated Access Review: Proposition 2: Getting 
ahead of the curve. Recommendations for accelerated access pathways and flexible 
pricing and reimbursement framework, (2016)

76. For instance, past payment-by-results projects have required the contactor to 
demonstrate that they have achieved outcomes to certain confidence levels. For a 
lengthy discussion of the trade-offs in PbR contracts, see Ian Mulheirn, Paying for 
results? Rethinking probation reform (SMF, 2013)

77. NHS England, Appraisal and Funding of Cancer Drugs from July 2016 (including the 
new Cancer Drugs Fund), (2016)

78. PwC, Accelerated Access Review: Proposition 2: Getting ahead of the curve. 
Recommendations for accelerated access pathways and flexible pricing and 
reimbursement framework, (2016)

79. https://www.england.nhs.uk/ourwork/tsd/data-info/open-data/clinical-services-
quality-measures/, Accessed 10.07.2017

80. Outcomes Based Healthcare, Outcomes Myths? (2014) 

81. Health Foundation, Need to Nurture (2015)



SOCIAL MARKET FOUNDATION

55

82. http://www.nhsconfed.org/resources/2014/09/integrating-cancer-and-end-of-life-
care-in-staffordshire, Accessed 10.07.2017

83. Professor Kathy Pritchard-Jones, ‘UCLH Cancer Collaborative’, Presentation. 
Available at http://tvscn.nhs.uk/wp-content/uploads/2017/01/09-London-Cancer-
and-the- Vanguard.pdf, Accessed 10.07.2017’

84. Emran Mian, An Office for Patient Outcomes (SMF, 2015); The Value of Health 
Improving Outcomes, Analysing Health Outcomes Variation (2016)

85. https://www.digitalhealth.net/2014/07/loved-by-the-good/, accessed 10.07.2017

86. North Central London, Local Digital Road Map (2016)

87. Van Tuykom B, Stoefs J. How the NHS is leveraging ICHOM’s Standard Sets for value-
based purchasing, (International Consortium for Health Outcomes Measurement, 2014)

88. J. Zerillo et.al, An International Collaborative Standardizing a Comprehensive 
Patient-Centered Outcomes Measurement Set for Colorectal Cancer, JAMA 
Oncology, (2017), 3(5):686-694

89. Ibid.

90. http://www.datadictionary.nhs.uk/data_dictionary/messages/clinical_data_sets/
data_sets/systemic_anti-cancer_therapy_data_set_fr.asp?shownav=1

91. PwC, Accelerated Access Review: Proposition 2: Getting ahead of the curve. 
Recommendations for accelerated access pathways and flexible pricing and 
reimbursement framework, (2016)

92. A useful matrix of data fields to capture was developed in PwC, Accelerated Access 
Review: Proposition 2: Getting ahead of the curve. Recommendations for accelerated 
access pathways and flexible pricing and reimbursement framework, (2016), p.79

93. ABPI, Real world evidence (2015)

94. For importance of independent governance see James Raftery, ‘Costly Failure of a 
risk sharing scheme’, BMJ, 12 June 2010.

95. Nigel Keohane and Arthur Dowling, Breaking Bad Habits (SMF, 2014)

96. Michael Porter, ‘What Is Value in Health Care?’, The New England Journal of Medicine, 
363, (2010), 2,477-2,481

97. See for instance the case of practices in Germany in Jaime Espín, Joan Rovira 
and Leticia García, ‘Experiences and Impact of European Risk-Sharing Schemes: 
Focusing on Oncology Medicines’ (Andalusian School of Public Health, 2011)

98. Greater Manchester Combined Authority, Commissioning for reform (2016)

99. An article by Richard Murphy alludes to this issue: https://www.gov.uk/government/
speeches/better-access-to-innovation-improving-national-funding-models, 
accessed 10.07.2017

100. Sarah Neville, ‘Manchester mulls paying for medicines based on their efficacy’, 
Financial Times, 24 February 2017, accessed 10.07.2017

101. PwC, Accelerated Access Review: Proposition 2: Getting ahead of the curve. 
Recommendations for accelerated access pathways and flexible pricing and 
reimbursement framework, (2016)



Copyright © The Social Market Foundation, 2017



Making markets fairer and 
more competitive

Making markets fairer and 
more competitive

 

Outcomes-based 
reimbursement of 
medicines

Outcomes-based reimbursement 
of medicines

O
utcom

es-based reim
bursem

ent of m
edicines

Nigel Keohane
Kathryn Petrie

This report describes the benefits of introducing an 
outcomes-based model for drug purchasing as a 
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