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B ending the cost curve in American healthcare is a key goal 
of the Patient Protection and Affordable Care Act (ACA, 
2011).1 Projections on the actual dollar amounts saved vary 

across sources, but the ACA’s emphasis on reducing fraud and abuse in 
public programs, uniform insurer standards to reduce paperwork, and 
taxes on generous health insurance benefits are all sources of cost sav-
ings.2 Payment reforms on both the insurer and the delivery side are 
also key drivers of expected savings. 

In implementing exchanges and certifying which plans can partici-
pate, states and their health insurance exchanges have the potential to 
change the landscape of insurance benefit design. The major reforms to 
the individual health insurance market involve changing the underwrit-
ing practices and establishing state-based health insurance exchanges. 
Exchanges will function as individual and small group marketplaces for a 
menu of plans within 4 tiers of coverage with increasing benefits. States 
may set up their exchanges as extensions of existing government agen-
cies, as nonprofits, or as independent government agencies.3 

Over 24 million new enrollees are expected to join the exchanges by 
2021, so controlling costs will become ever more important.4 Improve-
ments in healthcare costs mostly come from the use of effective services, 
while some authors note that increasing costs come from services with 
little value, or value for only some patients.5 Providing incentives to 
encourage consumers to use high-value services and discourage low-
value services has been promoted as one way of controlling costs. This 
strategy is otherwise known as value-based insurance design (VBID). 
While there is a growing national policy push to adopt VBID designs,6-9 
there has been little attention to date regarding how state health insur-
ance exchanges (HIEs) could or should be involved in promoting VBID 
for those it will be covering, and whether major cost savings will be 
achieved.

The ACA: Exchanges and VBID
The exchanges will function as marketplaces for individual and small 

group health insurance policies. In a central location, consumers will 
be able to compare the prices of plans and benefits.10 States have the 

option of creating separate pools for 
the individual and small group mar-
kets, or combining them. States can 
also choose to enter into regional 
exchanges. If states choose not 
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Objectives: One of the main goals of the Afford-
able Care Act (ACA) is to control the costs of US 
healthcare. Channeling patients toward more 
effective services is one of many approaches 
being used to control costs while improving 
health outcomes. This paper reviews value-based 
insurance design (VBID) concepts and discusses 
options for states to encourage these designs in 
the new health insurance exchanges (HIEs).

Methods: We reviewed the literature on VBID as 
well as the text of the ACA for descriptions of how 
VBID might be encouraged through the new state 
health insurance exchanges.

Results: States, under healthcare reform, are al-
lowed to promote the use of VBID designs in their 
exchanges. There are 4 broad approaches a state 
HIE could pursue with regard to VBID, ranging 
from establishing a process for recommending 
high- or low-value services and requiring plans 
to adhere to the recommendations, to offering no 
guidance to plans. The evidence surrounding how 
well VBID designs work is growing, but it is still 
limited. To date there is no evidence that reducing 
or eliminating copays for preventive services cuts 
costs in the long term. However, modeling does 
suggest the potential for such long-term savings, 
so states should proceed with caution.

Conclusions: Modifying copays, even in small 
amounts, can send signals to patients about the 
relative value of drugs and services. However, 
long-term savings will likely result from higher 
copays on low-value services. The leadership of 
each exchange has a unique opportunity to re-
shape the insurance benefit landscape in its state 
to improve value and invest in prevention.
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to establish an exchange, they can partner with the federal 
government or let the federal government run the exchange 
altogether. In all, 27 states have decided to let the federal gov-
ernment operate their exchanges.11 

Within the exchanges, 4 tiers of plans will be offered. The 
tiers are based on actuarial value, which is the amount the 
plan expects to pay out in medical costs while the other per-
centage is usually covered by the enrollee. The exchanges will 
then offer 4 tiers of plans: bronze, silver, gold, and platinum. 
The tiers increase in actuarial value from 60% to 90%. Cat-
egorizing the plans according to actuarial value is designed 
to make the relative value of the plans more transparent.12 
Exchanges can allow any plan wishing to participate, or can 
select certain plans based on predetermined criteria.

The ACA’s largest boost to VBID is the recommendation 
of an array of preventive services that must be offered with no 
cost sharing for all new plans beginning in 2010. The manda-
ted list comprises all of the US Preventive Service Task Force’s 
A and B recommendations, as well as additional women’s and 
children’s health services.13 This is an example of VBID help-
ing to signal the relative value of services and treatments to 
consumers. 

VBID discussions in the literature may not always distin-
guish between designs using different cost-sharing levels as 
a mechanism to motivate the use of specific services, from 
other designs using incentives to promote health-related be-
havioral change. The Affordable Care Act gives employers 
and insurers more leeway to expand the use of this second 
type of incentive-based structure to encourage healthier be-
havior. Under the bill, employers and insurers may offer up 
to 30 percent of the value of the premium to a consumer as 
an incentive for meeting certain health goals such as smoking 
cessation, up from 20 percent currently (§ 2705).1 The bill 
also allows Medicaid programs to experiment with behavioral 
incentive programs (§ 4108).1 

Both types of interventions may use financial incentives to 
influence patient decisions, but incentives for changes such as 
weight loss or smoking cessation are not focused on individual 
types or classes of medical services, and are therefore not con-
sidered part of the definition of VBID.14 Although of interest 
and worthy of future study, we cite these ACA initiatives to 
distinguish them from the discussion of the VBID incentives 
below. 

Experience to Date With VBID
Value-based designs alter incentives 

for patients to curtail or increase use of 
specific types of medical services. They 
are rooted in the health economics lit-
erature, which has shown consumers to 
be consistently responsive to the level 

of cost sharing for medical services. The best known study of 
the impact of cost sharing on utilization is the RAND Health 
Insurance Experiment.15 Although this federally funded study 
occurred several decades ago, its original intent was to provide 
input into the design of benefit levels for a national health 
program such as the ACA. Results showed that higher cost 
sharing was associated with reduced use of healthcare servi-
ces, but that patients were just as likely to reduce the use of 
necessary as unnecessary services.

More recent literature on cost sharing details how these 
same conclusions from the RAND experiment can be used 
to encourage prevention of downstream complications in 
chronic disease.16 Most of the recent VBID initiatives have 
focused on reducing cost sharing for chronic disease mainte-
nance medications. These policies have usually focused on 
specific patient subgroups to increase the efficiency of the 
design.17 For example, Chernew et al, examined copay reduc-
tions for the management of chronic diseases in 6 classes of 
drugs. The employer plan reduced copays on statins, inhaled 
corticosteroids, angiotensin-converting enzyme inhibitors, 
angiotensin receptor blockers, beta-blockers, and diabetes 
medications. The authors found a 7% to 14% reduction in 
nonadherence to drugs in these classes when copays were re-
duced 50% for preferred and nonpreferred tiers and to zero 
for generic drugs.18 In a separate study, a large Blue Cross 
Blue Shield plan eliminated or lowered copays for drugs in 
8 classes of medications and adherence rates improved by 2 
to 4 percent in the first year of the program.19 Additionally, 
Choudhry et al found that dropping the copays on prescrip-
tion drugs for clopidogrel and statins led to 4% and 2.8% in-
creases in adherence.20 

While these copay changes to incentivize the use of cer-
tain technologies show improvement in some process indica-
tors, they have not yet achieved cost savings.21 For example, 
the same Blue Cross Blue Shield study found no cost savings.19 
Another recent article by Choudhry et al (2011) found no 
significant difference in costs between a group with no copay 
for cardiovascular drugs and a group with regular cost shar-
ing.22 The lack of significant cost savings may be due to the 
short follow-up times in these studies—usually 1 year. More 
research is needed in the area of cost savings of incentivizing 
the use of certain services. This will become especially impor-
tant as the ACA has also required that insurers provide all the 

Take-Away Points
Value-based insurance designs (VBIDs) alter copay structures to promote high-value 
medical services and treatments while discouraging the use of low-value services. Over 
time, it is possible that VBID will become an important method for changing incentives 
within the healthcare system in an effort to control growth in healthcare costs. States have 
several options for promoting these designs within the new health insurance exchanges.
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selectively contract with plans. As of January 2013, 7 state 
exchanges, such as California and Rhode Island, have opted 
to be “active purchasers,” allowing them more power to con-
trol which plans can offer insurance through the exchanges.11 
Six states, including Colorado, Utah, and Hawaii, opted to 
organize the exchanges solely as a clearinghouse. 

After the November election, many state lawmakers who 
had been opposed to the ACA opted to allow the federal gov-
ernment to operate their state’s exchange. It is unclear at this 
juncture whether the federally run exchanges will be involved 
in promoting certain types of benefit designs or whether they 
will allow any willing insurer to participate for these 27 states.

Option 1: Require Plans to Structure  
Copays According to State-Defined High-  
and Low-Value Services 

Under this option, the state would set up a governing body 
to decide what services would be covered with reduced or 
increased cost sharing for plans entering into the exchanges. 
The advantage of this approach is that it would provide con-
sistency with regard to services considered high or low value 
across VBID plans. Defining the services up front would pre-
vent the plans from structuring copays in ways that might lead 
to risk selection, such as setting higher costs for certain drugs. 

There is some precedence for state involvement in value-
based service determination. For its state-sponsored insurance 
programs, including Medicaid, Oregon compiles a detailed list 
of services it deems of high value, and covers as many of the 
services as possible with the funding allotted in a given year 
(Table 1). The Oregon Health Plan ranks medical services 
“in a way that represents the comparative benefits (ie, clini-
cal effectiveness and cost-effectiveness) of each service to the 
entire population to be served.”27 

Oregon’s 11-member Health Services Commission has an 
established process for selecting covered services, starting by 
ranking clinical areas from highest to lowest benefit. Common 
treatments and procedures are assigned to the clinical catego-
ries ranging from maternity and newborn care (category 1) 
to “inconsequential services” (category 9).28 These categories 

USPSTF recommendations free of charge. 
In lieu of long-term follow-up, modeling suggests some 

long-term savings, but these analyses have often focused 
on raising copays for “low-value” services. For example, the 
3 main treatments for prostate cancer vary greatly in their 
average costs with no evidence that the more expensive 
treatments result in better outcomes.23 A radical prostatec-
tomy costs $7300, brachytherapy costs $19,000, and radiation 
therapy costs $46,000 on average. Newer forms of radiation 
treatment can cost close to $100,000 per case, and have not 
been shown to have any clinical advantages over any of these 
less expensive options, including watchful waiting. A simple 
VBID policy would be to modestly increase the cost shar-
ing for these services to encourage more use of the cheapest 
and equally effective prostatectomy. The authors of the same 
prostate treatment study estimate $1.7 to $3 billion could be 
saved directing patients toward the lower-cost treatments. 

What Role Should the Exchanges Play?  
To date, there has been little policy work offering guid-

ance on whether or how states should encourage VBID in 
their HIEs. The Robert Wood Johnson Foundation published 
a brief on the possible actions HIEs could take and identifies 
VBID as part of a state’s possible role in active purchasing.24,25 
In selecting plans for participation, an HIE could give special 
priority to contracting plans applying VBID strategies. While 
Section 2713 promoted VBID, the preliminary HIE regula-
tions promulgated by the Department of Health and Human 
Services in July 2011 did not offer substantial guidance for 
states on implementing value-based designs.26 

State health exchanges are faced with a spectrum of pos-
sibilities. At one extreme, a state could establish mechanisms 
to identify high- and low-value services, and then mandate 
that all participating health plans apply different cost sharing 
levels to the services in these categories. The other extreme 
is to do nothing, and let insurers continue experimenting 
with VBID as they wish. Overall, the latitude state health 
exchanges have in adopting any of the 4 options depends on 
what level of power state lawmakers give their exchanges to 

n Table 1. VBID in the Affordable Care Act Legislation

Section Description

§ 1331 States are allowed to set up basic health plans for those above the Medicaid eligibility level and are allowed to use 
value-based designs in the basic health plan. 

§ 2713 This section requires several services to be offered with no cost-sharing: the USPSTF A and B recommendations, 
the CDC’s immunizations recommendations, and Health Resources Services Administration’s women and children’s 
screenings and regular check-up care. Also of note is that the bill allows HHS to develop guidelines for VBID: “The 
Secretary may develop guidelines to permit a group health plan and a health insurance issuer offering group or indi-
vidual health insurance coverage to utilize value-based insurance designs.”

CDC indicates Centers for Disease Control and Prevention; USPSTF, US Preventive Services Task Force; VBID, value-based insurance design.
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are then combined with a series of metrics to derive an overall 
score: clinical effectiveness, population impact measures, the 
need for the service, and the net cost (Figure).

Having a state agency regulate VBID for private insurers 
is a politically tough option as there are substantial technical 
and analytic challenges associated with identifying both high- 
and low-value services. The US Department of Labor recently 
held an open comment period on VBID, and many patient 
groups, disease-specific advocacy organizations and even local 
health departments voiced concerns that VBID would be used 
as a way to limit access to medically necessary services.29 

Decisions over the appropriate services to include as high 
or low value are not without controversy. For example, the 
USPSTF recently recommended delaying regular mammo-
grams for women until after age 50 years due to the high 
rate of false positives.30 This could leave many women fac-
ing higher copays on mammograms conducted at earlier ages 
in a VBID policy. Oregon’s solution to the change in recom-
mended screening frequency was to cover mammograms for 
all women aged 40 years and over if the physician advised 
it. After age 50 years, the state suggested that mammograms 
should be done every 2 years.31 

There are several drawbacks to setting up a similar process 
elsewhere. The first is in timing. Oregon developed its method 

over a decade and a half, making it difficult to replicate else-
where in a short period of time.27 There are also potential ad-
verse consequences for states deciding to maintain small group 
or individual markets outside of the exchanges. Requiring 
some plans to offer certain services for free could raise the cost, 
forcing some people out of the exchange. However, the subsi-
dies offered to lower premiums would likely make this result 
unlikely. More importantly, in order to curb any adverse selec-
tion in the exchanges, health plans are required to have similar 
premiums for similar coverage in and outside of the exchange.1 

Alternative 2: Require Insurers to Design  
Their Own VBID Plans

Another approach to promote VBID would be to require 
HIE-participating plans to offer insurer-created value-based 
designs. The major advantage of this option is allowing flexi-
bility for insurers. In the Department of Labor’s open comment 
period on value-based designs, the Blue Cross Blue Shield 
Association commented that because the field is still emerg-
ing, insurers need the flexibility to innovate.29 Researchers at 
the University of Michigan’s Center for Value-Based Insur-
ance Design also urge flexibility, arguing that mandating too 
many benefits could limit an insurer’s ability to offer plans in 
the lower-cost bronze tier.32 If insurers were required to offer 

n Figure. Formulas Used for Oregon‘s Health Service List

Source: Oregon Health Services Commission (2011). Prioritization of Health Services: a report to the governor and the 76th Oregon Legislative Assem-
bly (pp 3-6).

Category
Weight

Effectiveness

Impact on healthy life years
+ Impact on suffering
+ Population effects
+ Vulnerability of population affected
+ Tertiary prevention (categories 6 and 7 only)

Schizophrenic disorders
Category 3 weight: 75

Impact on healthy life years: 8
Impact on suffering: 4

Effects on population: 4
Vulnerability of population affected: 0

Effectiveness: 3
Need for service: 1

Net cost: 5
Total score: 3600

75 � [(8 + 4 + 4 + 0) � 3 � 1] = 3600

Grade I sprains of joints and muscles
Category 8 weight: 5

Impact on healthy life years: 1
Impact on suffering: 1

Effects on population: 0
Vulnerability of population affected: 0

Effectiveness: 2
Need for service: 0.1

Net cost: 4
Total score: 2

5 � [(1 + 1 + 0 + 0) � 2 � 0.1] = 2

� � Need for
service

�
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too many benefits free of charge (as in Alternative 1), then it 
could be very hard for the insurer to offer the basic benefits 
plans that would be part of the exchange’s bronze tier—the 
60% actuarial value tier.

Alternative 3: Incentivize/Encourage Insurers  
to Offer VBID Plans

Incentivizing insurers could promote VBID without facing 
the potential negative political consequences of mandating 
non-coverage of low-value services. The University of Michi-
gan’s VBID Center offered a brief piece of guidance on this 
issue. The authors argue that states need to allow for flexibil-
ity in setting up the plans, that states should not set uniform 
cost-sharing levels, and also suggested that VBID could rep-
resent a plan quality performance measure.32 For example, a 
state could consider whether a plan incorporated VBID as one 
quality indicator when evaluating which plans are qualified to 
sell in its exchange. In such a case, plans using VBID could be 
rewarded with extra “points” in a request for proposal process. 
Maryland’s lawmakers took this route when writing the leg-
islation enacting the state’s exchange board, indicating that 
VBIDs could be used as 1 criterion for plans to be selected into 
the exchanges.33 Exchanges could also encourage the selec-
tion of particular services for inclusion in VBID designs. Items 
a state could incentivize might be zero copays on generic drugs 
for treating chronic diseases. Massachusetts issues requests for 
proposals for insurers wanting to participate in its exchange, 
and scores them on how well they do at providing consum-
ers “good quality and value, according to standards set by the 
Connector.”34 Plans receive better scores if they have “inno-
vative pharmacy management” and incentives for wellness.35

One final example of incentive-based encouragement 
is the quality ratings the Centers for Medicare & Medicaid 
Services (CMS) uses for assessing Medicare Advantage plans. 
The health reform bill allows CMS to make incentive pay-
ments to Advantage plans if they meet certain quality bench-
marks.36 For example, one of the metrics evaluates the plans’ 
ability to have patients up-to-date on screenings and vacci-
nations. While not directly linked to value-based designs in 
terms of reduced cost sharing for certain services, this program 
does serve as a possible template in encouraging the use of 
more highly valued services. 

As an alternative to direct incentives, states could also en-
courage insurers to offer VBID plans in the exchanges. The 
closest existing example for this approach would be Oregon’s 
VBID recommendations. Oregon has 2 separate pieces to its 
VBID processes (see Table 2). There is the formal priority set-
ting that makes the list of covered services and establishes the 
varying levels of copays for all of the public plans under the 
state’s control, as mentioned above. It then created a separate 

list from this process, which comprises recommended high-
value services for the commercial market. The commercial 
plans are not required to adhere to the recommendations.37 

Oregon’s approach for commercial payers is a relatively 
hands-off one for selecting certain services for reduced co-
pays as part of the plans, but does take advantage of Oregon’s 
research-based priority setting process for identifying services 
for reduced copays. While evidence is scarce on whether the 
private plans in Oregon take up the recommendations, the 
public employee plans do take the suggestions into account.38 
The boards overseeing these plans chose to both raise copays 
on certain undervalued services like emergency department 
visits and lower them on several highly valued services such 
as vaccinations. The program was adopted in 2010 and has yet 
to be evaluated. Oregon’s experience represents a way states 
could encourage VBID plans.

Alternative 4: Offer No Guidance to the Plans
State exchanges could remain silent on the issue of VBID, 

which would let insurers decide for themselves what types, if 
any, to offer beyond what is required in the ACA. This ap-
proach would presumably result in limited adoption of VBID 
unless interest in this model increases substantially. However, 
many insurers and employers are already experimenting with 
different types of incentives. In a survey of 1300 large em-
ployers, Choudhry et al found that many benefit managers are 
thinking of implementing some version of valued-linked in-
centives, either of the behavioral change type, or the reduced 
copays for high-value medical treatments, or both.7 The au-
thors found that while less than 20 percent of employers in 
2007 were currently using some type of incentive, over 81 
percent planned to in the next 5 years. 

Impediments to VBID Implementation
The ultimate impact of VBID designs on health plan pre-

miums has not yet been clearly determined, in part because 
there is so little well-evaluated experience with initiatives 
raising cost sharing for low-value services. These are likely to 
generate most of the savings, but face more implementation 
challenges. Neumann and colleagues reviewed issues associ-
ated with increasing copays for “low-value” services.6 These 
interventions are much more controversial, both because of 
the added financial burden on patients and also because it is 
technically challenging to determine with high confidence 
which services are low value. 

Additional challenges have prevented insurers from widely 
adopting these designs, including a lack of evidence of what 
works, and difficulty in determining which services are high 
or low value.7 These challenges are followed closely by con-
cern over the effective targeting of incentives to the right 
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populations. For example, dropping the copay on all hyper-
tension drugs means the insurer will spend more money on 
the patients who are already adherent, just to gain improved 
outcomes for the subset who are not. The lack of continuous 
enrollment and high turnover rates in US insurance markets 
means health plans have limited incentives to invest in pre-
ventive or behavior-changing initiatives if the enrollees leave 
the employer or plan before the benefits accrue.39 

Providers may also object if investing in better preventive 
care or care coordination means extra expense for them. In 
an Institutes of Medicine report, providers cited the lack of 
reimbursement for promoting valuable services or discourag-
ing low-value ones.40 In the report, providers urged a focus on 
long-term outcomes for patients, such as managing chronic 
illnesses, as part of an overall agenda of paying for quality. 
The report also suggests another aspect of VBID could be 
reducing the overuse or misuse of services. Separate from 
helping patients navigate what services will provide the most 
benefit at the lowest cost, providers also face their own chal-
lenges with VBID when plans choose to “tier” hospitals and 
physicians according to some kind of quality metric. Some 
initial results from Massachusetts’ experience in this area 
have shown the copay signals can be counteracted with in-

formation from other sources, so more research in this area 
is needed.41

VBID approaches may have the potential to lower health-
care costs, but they must also be designed to account for in-
dividual patient needs.42 In some cases, a given service could 
be of little clinical benefit to one subgroup of patients, but 
of higher value to patients with a different set of character-
istics. Many patient advocacy groups criticized the use of 
value-based designs in letters written to the Department of 
Labor during the organization’s comment period on VBID. 
The groups argue the designs will be used to limit access to 
certain treatments.29 Using the previous brachytherapy ex-
ample, patient heterogeneity must be allowed to be a part of 
the shared decision making between patient and physician. 
The advantage of value-based designs, however, is to indicate 
information about what is high and low value, not limit access 
to these treatments altogether.

Patient education has also been identified as necessary to 
maximize the benefits of VBID.29 Oregon’s process to establish 
VBID as part of the employee benefit plans was met with resis-
tance by employees and organizers that cited the importance 
of communicating and educating patients about the benefits 
of the design in order to successfully implement them.38 

n Table 2. OHP’s Coverage Prioritization Processa

1. Ordering of clinical areas 1. Maternity/newborn 
2. Primary/secondary prevention 
3. Chronic disease management 
4. Reproductive services 
5. Comfort care 
6. Fatal conditions-disease modification/cure 
7.  Nonfatal conditions-disease modification/cure 
8. Self-limited conditions 
9. Inconsequential care

2. Application of impact measures 
  How the service/treatment impact the following 
   domains:

1. Impact on health life years 
2. Impact on suffering 
3. Population effects 
4. Vulnerability of population affected 
5. Effectiveness 
6. Need for service 
7.  Net cost

3. Scoring Each of the clinical areas and the impact measures have point values. Treat-
ments for all diseases are scored and ordered in “lines” from highest to 
lowest.

4. Coverage Oregon’s legislature covers as many services as possible with the given level of 
funding in a year.

5. Application of VBID principles Some enrollees face cost sharing in OHP. The state uses the prioritization 
process to determine the services of high value. Little/no cost sharing on: 
Value-based, basic diagnostics, comfort care.

6. Copays based on VBID tiers The prioritized list is sorted into 4 tiers according to the lines, with cost-sharing 
progressing up the tiers.

OHP indicates Oregon Health Plan; VBID, value-based insurance design. 
aAdapted from Oregon Health Authority presentation on VBID, 2011.26



VOL. 19, NO. 7 n THE AMERICAN JOURNAL OF MANAGED CARE n	 599

Encouraging Value-Based Insurance Designs

CONCLUSIONS
VBID is part of the broader movement of payment and 

delivery system reforms intended to improve the value, ef-
fectiveness, and efficiency of our healthcare system. As we 
embark on the biggest national health insurance expansion 
in 5 decades, states have a unique opportunity to consider 
and potentially implement VBID within the health insur-
ance exchanges. States with more active exchange boards 
might consider making value-based designs a criterion in a 
selective contracting process. States with a more hands-off 
approach to the exchanges could also consider recommend-
ing certain services to be offered for different copay levels, 
rather than requiring insurers to offer these designs. States 
with a political philosophy geared toward allowing all willing 
insurers to participate may just allow their insurer markets 
to continue with business as usual. Investing in prevention 
while diverting resources away from unnecessary services will 
be key in promoting health. Instead of incentivizing patients 
to use high-value services, some of the largest VBID savings 
are likely to result from requiring patients to pay more out 
of pocket for services that may provide little or no clinical 
benefit. While these designs remain controversial, VBID in 
conjunction with other payment reforms, in the long run, 
might begin to wrench the elusive “bend” out of the health-
care cost growth curve. 
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