Corporate Strategy and
Healthcare Systems
Novartis International AG

Contribution of the pharma
industry to value-based care
Bakhuti Shengelia
Director Healthcare Systems

National Health Programmes
March 31, 2017
İstanbul, Turkey

Outline
 Value-based care - a necessary paradigm shift?
 The implications of value-based care for the pharmaceutical industry
 How Novartis is trying to embrace value-based care?
 The key barriers we need to tackle to enhance the contribution of
industry to value-based care
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The world will be larger, older,
sicker, and healthcare more costly...
From 2013-2025
Population
will increase by

Projected global healthcare spending1
USD, trillions

~1

+6.4%2

billion

Number of additional
>50 year olds

>500

15.6

7.4

2013

2025

Million

Chronic disease share of
disease burden

70%
Source: Projections from UN; WHO
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Nominal healthcare
spending to

double

Healthcare systems across the
globe are unforgivably wasteful
~27% of waste estimated, practice variation
representing half of it

Waste in the USA (2011)
30

23%

5%

12%

11%

50%
13

27

• $734 bln – inefficiency price tag
(27.7% of the total spend)

20

• $ 312 bln – spent on drugs

3

(11.8% of the total spend)

3
10
6

1

Intervention
mix2

Leakages3

Hospitals3

Medicines3

Human
Resources3

0

Total

Source: Donald M. Berwick and Andrew D.
Hackbarth, “Eliminating Waste in US Health
Care,” JAMA 307, no. 14 (April 11,
2012):1513–6; "

% of inefficiencies
Source: "The World Health Report: Health Systems Financing, The path to universal coverage," WHO, 2010 (`+Background paper 28)
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The old world is fading away
.... But what kind of a “new world” will replace it?

“Cost-based world”
• Focus on «price per pill»
• Procurement tactics (re-importation, reference pricing, mandatory
rebates etc.)
• Rationing of care

“Old world”

• Slightly less spend for same outcome (inefficiencies not
addressed)

• Some higher prices
• Broad access
• Few limitations

“Value-based world”
• Focus on Return on Investment of health care spend
• Resource reallocation towards real innovation (Health technology
assessment, conditional pricing, pay-for-performance, etc.)
• Clearly better outcomes for same spend (higher value – focus
on efficiency)
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Focusing on outcomes in a costconscious way is at the core of the
“Value” concept
Health outcomes
Value =

Cost of delivering the outcomes

Improve outcomes
Starting point is to focus
on improving patient
outcomes
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Reduce overall costs
Better quality of care is
often less expensive
over the long-term

Increase value
Better quality care at equal
or lower cost leads to
higher value in the system

Examples of outcome-based HCS
look promising
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5 key elements have been identified as
successful at increasing HC value
1
Identify target
population (e.g.
disease groups)

2
Define target
outcomes

3
Measure and learn
from variation

4 Define treatment
pathway with
coordinated
delivery

5
Align payments
and incentives

Focus on disease groups and other relevant population
sub-segments
• Identify patients based on their healthcare needs,
behaviours, etc. to prevent and manage illness, rather
than simply treat disease

Identify patients with
common needs and
highest costs

Define target outcomes to improve care and reduce costs
• That matter to patients and clinicians, balanced along full
cycle of care - prevention and cure, comparable, linked to
population

Identify which health
outcomes are
needed for healthy
population

Monitor outcomes and learn from variation to improve
• Establish registries, inter-operable data systems across
providers, real-time measuring, transparency of
outcomes, etc.

Improve to achieve
target outcomes at
minimum cost

Define treatment pathway around the patient vs. provider,
enabling coordinated delivery across all stakeholders
• New models need to be based on the patient along care
chain, vs. single procedure or single episode of care

Whole-person focus
• also reduce waste
from coordination

Ensure reimbursement models enable value focus
including outcomes along full cycle of care
• Payments aligned to providers' collective performance
Align stakeholders to
against target outcomes, instead of promoting price and
achieve previous
volume. Ensure incentive design does not promote
goals
unwanted behaviors (e.g. hiding bad results...)
Source: "Accountable Care: Focusing Accountability on the Outcomes
• Gradual transfer of risk to providers
that Matter," WISH Accountable Care Report, 2013; BCG
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World Economic Forum proposes
useful framework for building
value-based care
Policy

Payments

Benchmarking
research & tools

Outcomes
Costs

Informatics

Delivery organization
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Key recommendations for policy
makers and healthcare leaders
These recommendations have been derived from “Value in Healthcare”
project implemented in partnership with World Economic Forum
1. Mandate health outcomes tracking and set standards for data collection, analysis, and transparency
2. Balance the trade-off between patient privacy and data sharing
3. Enable cooperation, coordination, and partnerships along care pathways while protecting against
conflict of interest
4. Establish new reimbursement models that support longitudinal improvement in patient value
5. Enable pharma & medtech companies to take increased accountability for & contribute more actively
to patient value
6. Standardization of population segments and corresponding outcome and cost metrics

7. Raising public awareness / engagement (clinicians & patients) and spreading the case for change
8. Implementation of VBHC system pilots with exchange of best practices / key success factors
9. Establishment of an int'l data aggregator to support benchmarking, clinical innovation, & novel clinical
trials design
10.Digital technology to promote behaviour change & patient engagement in health, wellness, and
shared decision making
11.Enabling new business models that can redefine the relationships between medtech, pharma,
providers, and payers
Source: World Economic Forum and BCG. Value in Healthcare Project.
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What does value-based care mean
for pharma?
Challenges

Opportunities

• Raising a bar for innovation

• Rethinking product portfolio

• Need for evidence of real
world effectiveness

• Improved patient
segmentation and precision
targeting

• More complex competitive
landscape
• Tougher reimbursement
environment
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• Bundled services and
beyond-the-pill solutions
• Collaboration with nontraditional partners

Novartis has decided to embrace the
drive towards value-based care
Past
Treating signs &
symptoms
Hypertension, blood
sugar levels

Focus on overall clinical
outcomes
Less heart failure
exacerbations,
fewer hospital admittances

Product offering
The product itself

Product plus offering
The product + measures to
enhance outcomes:
diagnostics, telehealth
technology, apps

Selling medicines &
devices
Customers with fixed
budget for
pharmaceutical and
device spending

Partnering for better health
Partnering with customers to
achieve good clinical
outcomes against
sustainable healthcare
spending
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Future

`

In order to be fit for value-based
care we are leveraging four areas
VALUE-BASED CARE
Understand real
world outcomes of
our products

Enhance real world
outcomes of our
products

Shift business model
towards outcomebased payments

•

Post-marketing
studies

•

Patient support
services

•

Pay for
outcomes

•

Patient
registries

•

Healthcare
provider support

•

Third party
partnerships

•

Predictive
modelling

•

Effectiveness
enhancing
solutions

•

Proportional
risk-sharing

1

2

3

Shaping policy environment to create stronger enablers for an outcome based commercial model

4
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... Novartis leads the pack in
outcome-based payment schemes

Source: University of Washington: Performance-based risk-sharing arrangements for drugs and other medical products
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US and Italy are ahead of others in
outcome-based deals
OBC deals by country over time
US

7

22

OBC deals by country and therapeutic area
2

31

US

30

Italy

9

Netherlands

5

10

1

16

Italy

20

Netherlands

9

11

5

3

3

2

1

5

1 3

31

6

30

1 3

1 2 20

12

Sweden 1 3

14

4

8

3

Other Countries

30

Other Countries

16

6

2 2

3

5
Before 2013

10

15

1

After 2013

20

10

3

30

10

8
0

0

4

19

5

4

3

3
8

Sweden

2

UK 1

14

UK

14

25

30

35

Unspecified

10

20

Cardiology

Endocrinology

Neurology

Oncology

Rheumatology

Other TAs

30

Italy has established a clear focus for OBC deals in oncology, but cardiology in the US is also a clear trend
Source: Novartis commissioned research.

The presented data may not be an exhaustive representation of the universe of outcome-based deals .
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We are piloting various outcomebased payment models
Countries with OBCMs1

Disease areas / products with OBCMs1
Heart Failure

USA

Multiple Sclerosis

Canada
Germany

Psoriasis

United Kingdom

Asthma / CSU
Wales

Ireland
Switzerland
Netherlands

1

Outcome-based commercial models
Corporate strategy & Healthcare Systems
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Osteoporosis
Wet AMD
Oncology

Some examples outcome-based
payment models
•
•
•

•
•
•

Agreements with Aetna and Cigna in the United States
Aim: Evaluate reduction in proportion of patients with heart failure
hospitalization as an outcome – based on the FDA-approved label –
which will be measured through payers’ claims databases.
Novartis will reduce price to payers, if effectiveness drug does not exceed
pre-specified threshold.
Working closely with Irish National Clinical Lead in Heart Failure, the
Heartbeat Trust and Croi
Aim: Develop an outcomes based commercial model which will deliver a
suite of integrated healthcare solutions targeted at closing identified
practice gaps in heart failure management
Goal to both improve outcomes for heart failure patients and to establish
an outcomes based funding model.

•

Working in partnership with NHS Wales

•

Aim: develop joint working programme that includes analysing current
performance of services related to heart failure. Programme may lead to
outcome-based solutions with the aim of improving quality of life and
survival rates of people living with heart failure.

•

Goal: Jointly contribute financially as well as providing skills, knowledge
and other resources.
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Potential hurdles for outcomebased payment models

• Associated transaction and administration
costs;
• Data availability and accessibility
• Agreeing on scheme details (e.g., the
appropriate outcome metric or the financial
adjudication process)
• Physician push-back
• Lack of trust between payers and
developers
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Key barriers for value-based care
from the pharma perspective
Limited accessibility of patient-level data






Outcomes metrics not well defined
Restricted access to data due to
privacy protection laws
Inadequate IT infrastructure
Fragmented data pools

Silod budgets





Lack of interest in value across the
care continuum
Short-term focus prevails over longterm impact
Societal interests dominated by
institutional interests
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Fragmented and unsynchronized global
regulatory and HTA standards





Different outcome data requirements
Misaligned incentives
Higher cost of creating data to
demonstrate value

Regulations preventing partnership of
pharma with other players in healthcare





Lack of trust and fear of collusion
Limited integration across the care
continuum
Patient not being in the center of
care

Concluding thoughts
 Value-based care is critical for sustainability of healthcare systems and we
have no better alternative than to embrace it

 Examples of value-based care generate confidence that it can work and
deliver the expected impact

 There are many structural, policy, and behavioral barriers to value-based care
that require a holistic approach

 The pharmaceutical industry can make a significant contribution to the valuebased care agenda, but this requires more trust and cooperation from the
public sector

 The journey to value-based care will be a learning process. It will require
patience, flexibility and the ability to adjust the road maps along the way.
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Backups if needed
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We need to look across budgets in
value-based care
United Healthcare initiated bundled
payment experiment for cancer in 2009
19 cancer episodes identified and bundled
• >1000 patients1 with breast, colon or lung
cancer
• Episodes based on tumor site, stage, HER2
status, whether chemo is used, etc.
• Each group selected single chemo regimen for
each adjuvant therapy episode based on
interpretation of available evidence-base
Bundled payment over defined course of care
• Episode payment at initial visit to cover 4-12
months of treatment
• Covers chemo drugs (based on the practiceselected regimen) at acquisition cost

Resulting in overall cost reduction but
increased chemotherapy spending
Cost M USD
-34%

120
100

Chemotherapy cost

98
8

Other medical costs

80

65

60
40

21

91

+179%
44

20

-52%

0
FFS control
group

Oncology
bundle

Foremost due to decline in
hospitalization and therapeutic radiology

By including drug costs in bundled payment, providers are incentivized to choose most appropriate therapies – those that
provide highest value
Note: Sample size too small to evaluate impact on survival 1. Of which 810 were eligible for the analysis
Source: Newcomer, L.N. et al. Changing physician incentives for affordable, quality cancer care: results of an episode payment model.
Journal of Oncology Practice (2014)
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Martini - Europe's leading center for
prostate cancer therapy
Martini Klinik does over 2k
prostatectomies /year – largest in EU

5 year disease-specific survival
Average Hospital

94%

Martini Klinik

95%

Registry
started

Severe erectile dysfunction

qA Hospital
Average

75.5%
34.7%

Martini Klinik

Incontinence
Average Hospital

Martini Klinik
Corporate strategy & Healthcare Systems

Source: Hospital quality reports 2010, BCG analysis

qA

6.5%

43.3%

Transparency of outcomes
accelerates the improvement
Example:
Swedish myocardial infarction registry
RIKS-HIA

Quality index
6

5

+22%

4

+40%
+13%

3

All hospitals (n=69)
Bottom half 2007 (n=34)

+7%
2
2005

2006

2007

Data made public
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Source: Swedeheart RIKS-HIA Annual reports

2008

2009
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The Alzira model – integrated patient-centered care
model
Evolution – from a hospital into a network

2003-2018

1999-2003

• Initiated with existing private contractor
• Focused only on Hospital de La Ribera
• Original private investment of 61ml Euros
related to building of a new hospital
• Contract granted initially for 10 years
• Capitation €204 + consumer price index
(1999)

• Initial scope expansion: secondary +
primary care
• Capitation fee: € 379 (€ 607 by 2010) +
percentage yearly increase in the
health budget
• Contract extension by 15 years
• Private investment of € 68 mln during
concession

Source: NHS European Office. The search for low-cost integrated healthcare. The Alzira model from the region of Valencia (2011)
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Maximizing value for all players
Source: NHS European Office. The search for low-cost integrated healthcare. The Alzira model from the region of Valencia (2011)

- Higher level of privacy and
comfort
- Greater accessibility and
quicker response time
- Choice of hospital and doctor
Technology at the service the
patient

- Stable employment with an
innovative payment system
- Opportunities for development
and for pursing a professional
career
- Opportunities for teaching and
research
- Working in an environment
with strong commitment to
technology

Enhanced value chain
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- Public management at a lower
than average and predictable
cos
- Investments paid for by the
concessionaire
- Capitated payment with
financial risk transfer
- Innovation in management
technologies
- Contribution of
complementary human
resources

Alzira model outcomes
Integrated model

Non-integrated model

External consultation delay

25 days

51 days

Average surgery delay

34 days

60-90 days

CAT delay

12 days

90-120 days

MRI delay

15 days

90-120 days

Readmission within 3 days (per 1000
discharges)

4.05

6.1

Patient satisfaction (0-10)

9.1

7.2

Electronic case history

100%

20%

Major day surgery

56%

43%

Outpatient surgery rate

79%

52%

Minor emergencies

9%

20%

Source: NHS European Office. The search for low-cost integrated healthcare. The Alzira model from the region of Valencia (2011)
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Impressive cost advantages from
capitation
• The private contractor receives a fixed capitation for a year
• The capitation fees rise in successive years in line with the region’s public health
budget increase
• The contractor in exchange offers a wide range of services
• Capitation covers all expenses
• Annual costs are fixed and easy to forecast
• Patients free to chose another hospital, in which case the contractor hospital covers
100% costs and “looses money”

2006

2007

2008

2009

2010

Cost per inhabitant for other regions

€659.53

€731.11

€780.96

€811.74

€824.64

Capitation paid for the integrated care

€494.72

€535.39

€571.9

€597.64

€607.14

Cost saving

25%

27%

27%

26%

26%

Source: NHS European Office. The search for low-cost integrated healthcare. The Alzira model from the region of Valencia (2011)
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Gesundes Kingzigtal (GK)
Integrated care model in Germany
• In 2006, a regional health management company in co-operation with the
physician’s network in the region & two health insurance providers (AOK BW
and LKK BW) established a joint health & social care with the aim of improving
overall wellbeing of the population.
• GK is the only long-term public health & population-based integration approach
in Germany including 20 preventive & health promotion programs for various
diseases.
• The program uses “gain share” model between GK & two sickness funds
covering the total costs of care for the population.
• GK is an innovative model combining: logistical reengineering of care
processes, IT integration, public health & prevention.
• The model covers 33,000 people
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Core five principles of GK model

Individual treatment
plans and goal setting
agreements

Innovative financing
incentives: profit
sharing between GK
and providers

Focused on
curative care
&
fragmented.
Lack of
prevention
focus

Connecting improved
curative care with
comprehensive health
promotion & disease
prevention

Patient selfmanagement, followup care & case
management

System-wide
electronic records

Source: Integrated Care and Local Government Association. Case of Gesundes Kinzigtal, 2013
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The right
intervention
at the right
place for the
right person
at the right
time

Financial incentive scheme

Share for GK

Pay for performance
Services not normally covered but deemed
important to achieve better outcomes

Share for SHI

Improved
contribution margin
=
Shared Savings

Additional incentives
All providers are given a share of the
company’s profit on the basis of individual
provider performance and efficiency

Traditional reimbursement

Contribution margin
= Insurer income –
real costs
(Insurer income is
morbidity adjusted
and related to the
total healthcare
consumption)

Traditional reimbursement envisaged by
the statutory health insurance plan

Source: Integrated Care and Local Government Association. Case of Gesundes Kinzigtal, 2013
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• Development of new
management
processes;
• Streamlining treatment
guidelines and
protocols;
• Developing new
patient care pathways

Evidence on outcomes - GK
User
satisfaction

Staff
satisfaction

Patient
outcomes

Efficiency

Impact on
costs

• More than 2000 people from other insurance funds switched to join the program
• 8 out of 10 people in the region knew about healthy Kingzigtal program and provided positive feedback

• 71% of healthcare professionals strongly supported program and felt they were delivering better outcomes and saving costs
• 82% of medical staff felt that the program fully achieved its results and they derived professional satisfaction from it.

• Life expectancy of GK patients increased by 1.5 years versus controls
• Incidence of fractures among osteoporotic patients fell by 5% compared to the control group
• Improved survival rate of patients with congestive heart failure.

• Slower increase in hospitalization rates in between 2005-2010: 10.2% versus 33.1% in the control group
• 15% reduced quota in nursing home admissions
• 20% reduction in the rate of “polypharmacy” among elderly

• Lower overall costs for sickness funds involved – Positive cost difference of €327 per capita
• For insurer with high risk patients there was a substantial morbidity-adjusted efficiency gain amounting to more than 16% of
total cost compared to the control group members of the same insurer
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Greatest savings in hospital care and sickness
benefits

Pharmaceuticals

Hospitals

Other services incl.
sickness benefit

Total

0
50

66,00 €

100
150

151,00 €
327,00 €

200
250

110,00 €
300
350

Source: Integrated Care and Local Government Association. Case of Gesundes Kinzigtal, 2013
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