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Over the past 10 to 15 years, results-based financing (RBF)
has gained increased prominence in global health. Though
the term RBF encompasses a variety of demand- and supply-
side incentives to increase output or enhance access and qual-
ity,' the focus of this special issue and our commentary is on
incentives that target service providers. In high-income coun-
tries including the UK, France, and the United States these
types of incentives are typically referred to as pay-for-perfor-
mance (P4P),>* defined as financial incentives to hospitals,
physicians, and other health care providers “aimed at
improving the quality, efficiency, and overall value of health
care.” The term performance-based financing (PBF) has
acquired a wider use in low- and middle-income countries
(LMICs) and refers to supply-side financial incentives where
payment depends explicitly on quantity of services delivered
and “on the degree to which services are of approved quality,
as specified by protocols for processes and outcomes.”' PBF
may not only target health facilities but also include minis-
tries of health, local governments, provincial and district
health teams, and central medical stores. Though terminolo-
gies may differ, at their core, PBF or P4P is a provider pay-
ment mechanism, which uses information on provider
activities and the health needs of the population they serve to
drive resource allocation in order to maximize societal objec-
tives. For purposes of this commentary, we will use the term
P4P to refer to this mechanism.

In this commentary, we argue that it is crucial to pay
greater attention to the “forest”—that is, overall health sys-
tem reforms and how provider payment arrangements inter-
act with these to influence health outcomes, as opposed to
looking almost solely and more narrowly at the “trees”—that
is, the details and impact of a P4P mechanism divorced from
the underlying health system. P4P is a category of strategic
purchasing, the effectiveness of which depends critically on
its connections with the wider environment of purchaser—
provider relations. In the following paragraphs, we unpack
the potential health system benefits of P4P. Next, we briefly



outline our concerns around the current P4P debate that has
too often focused on the trees (e.g., specific payment arrange-
ments focused on boosting a few indicators) but ignoring
how these fit within and are affected by the wider forest
(larger health system reforms). We conclude by suggesting
some ways forward as to policy framing and country reform.

THE POTENTIAL HEALTH SYSTEM BENEFITS OF
P4P

First and foremost, P4P is a strategic purchasing tool, helping
to translate stated priorities into services. In its most generic
sense, purchasing simply refers to the allocation of resources
to providers for delivery of health services and related goods
(e.g., medicines) on behalf of the population.® Strategic pur-
chasing implies that this allocation is driven, at least in part, by
information on provider performance, the health needs of the
population they serve, or a combination.” Because P4P
involves an explicit link between purchasing and benefits, with
payment driven by verified data on the use of defined services,
it is a form of strategic purchasing. When approached in this
way, as it has been in several Organization for Economic
Cooperation and Development countries, P4P can have benefi-
cial effects.® Case studies from Australia, France, Germany,
and Turkey show that P4P combining quality and quantity cri-
teria prompted purchasers to pay greater attention to important
issues, including setting coherent strategic objectives, putting
in place appropriate information systems, and continuously
reassessing the incentives under which providers operate.®

In LMICs, partly as a result of the push from development
partners,” P4P initiatives have spread rapidly and demon-
strated some clear benefits. The PBF movemen‘[,10 which has
had a major role in establishing P4P initiatives in LMICs,
has brought real implementation experience and a shift in the
dialogue on health financing, moving away from simply
bemoaning low funding levels and toward how to use money
more effectively. In many countries, P4P has brought three
clear benefits: it has (1) broken the bureaucratic inertia asso-
ciated with historical budget allocation processes, shifting
the focus from merely executing budgets to a more data-
driven output orientation; (2) opened the financial manage-
ment conversation on the linkage between resources and
results; and (3) brought money directly to frontline pro-
viders."! These three benefits have proven to be particularly
critical to the success of reforms that involved the removal of
user fees. For example, in Burundi,'? the combination of user
fee removal and the introduction of P4P maintained the
direct cash flows and the incentives for productivity that user
fees previously brought to health providers, while lowering
the financial barrier for patients.

Soucat et al.: Pay-for-Performance Debate 75

P4P has also served as an impetus for granting much
discussed but rarely implemented autonomy to service
providers. Greater health facility autonomy is a precondi-
tion for P4P’s success.'>'* Autonomy is a broad concept
and can include autonomy in the areas of governance (the
process of setting overall policies, goals, and objectives),
management (the day-to-day direction of operations),
financial management (control of the generation of reve-
nues and the use of funds), and personnel management
(the selection and use of the facility’s staff). Autonomy
in each of these areas exists along a continuum. But at
least some degree of financial management autonomy is
essential for P4P to succeed. This typically requires facil-
ities to have their own bank accounts to receive payments
and some degree of spending authority over the revenues
received, although broad parameters are often set to
ensure that funds are spent appropriately.

In Tanzania, for example, the P4P reform gave substantial
impetus to allow facilities to have their own bank accounts."
Here and in other countries, the P4P reform included giving
health facility managers more discretion to decide how to
improve the quantity and quality of their services.'* In a few
countries, P4P has been part and parcel of bold reforms in per-
sonnel management. In 2008 as part of Rwanda’s P4P reforms,
facilities received autonomy to make decisions on staffing,
including hiring and firing and establishing new health
posts.'®!” Turkey’s performance-based payment scheme in
primary care enabled the implementation of major health ser-
vice delivery reforms.'® Specifically, it attracted and retained
physicians in family medicine by dramatically increasing their
salaries. It also overcame constraints to adjusting provider pay-
ment under formal civil service regulations.'” In Burundi,
health centers did not have managerial autonomy prior to P4P.
The reform included the extension of autonomy for health cen-
ters to manage their budgets and, where necessary and as deter-
mined by the facility, to recruit staff to be paid solely through
funds generated by the health facility (personal communica-
tion, S. Sibomana, 28 December 2016).

In aid-dependent countries, P4P may also provide a mech-
anism to streamline donor assistance around a package of pri-
ority services.'""!” Settings with severe domestic resource
constraints generally have a large number of donors often
with a specific focus such as disease-specific global health
initiatives. Typically, they have distinct funding flows and
reporting arrangements with the programs that they support.
An output-based payment arrangement for a defined set of
services, such as P4P, shifts the focus from supporting pro-
grams to delivering services and by doing so can help move
away from these parallel vertical mechanisms while main-
taining accountability for the delivery of priority services
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within an integrated package.'® This has the potential to
serve as a concrete step toward the establishment of an
explicit minimum benefits package, based on high-priority
services. For example, in Rwanda between 2004 and 2010,
P4P reforms brought together various donor funds to support
a common comprehensive package of services that
responded to the country’s health priorities.'” When P4P was
scaled up nationwide, the government of Rwanda provided
funding for 16 general health services, and the United States
President’s Emergency Plan for AIDS Relief agreed to fund
another 10 HIV/AIDS related services, and the Global Fund
to Fight AIDS, Tuberculosis and Malaria agreed to purchase
the reproductive health, HIV/AIDS, and tuberculosis indica-
tors."' Their funds, together with those from eight other
development partners that joined this effort later, were chan-
neled through the national P4P agency that purchased the
services against well-defined indicators. This arrangement
contributed to decreased fragmentation of donor assistance
in Rwanda.!” In Burundi, as in Zimbabwe, different donors
used P4P to harmonize their support around a comprehensive
package of services."!

P4P has also contributed to strengthening the focus on
measurement, including on measuring quality. P4P links
payment to data and can thus create demand for and pro-
in health systems to
improve accuracy of data and enable timely pay-
ments.'*?® Verification is an important element of P4P as
with any provider payment arrangement where money is
linked to reported data. This is challenging to implement
when health information systems and internal auditing
mechanisms are weak, particularly where the risk of
fraudulent or false statistics is high.?'

Enhancing verification mechanisms in isolation from the
rest of the health information system may, however, have a
limited impact. The general aim of verification is to counter-
act the incentives for overreporting or “upcoding” through
administrative mechanisms to verify data validity.*? Verifica-
tion processes can be quite onerous.”*** In Benin, for exam-
ple, total funds devoted to verification activities were
equivalent to approximately 40% of the bonus payments to
facilities.”* The time taken for verification can also cause
delays in P4P payments, as in a current Tanzania pilot.'> The
approach to verification should be guided by cost-effective-
ness considerations. The aim is to design and implement the
verification mechanism in a way that it is a credible threat
against false reporting but doing so at least cost. This means
balancing the costs of such mechanisms against the costs of
overreporting by providers.>> In addition, countries should
preferably avoid separate P4P reporting forms and informa-
tion flows and invest in reforming national information

mote investments information

systems to include the data necessary to implement output-
based payment methods.

As with any output-based payment method, P4P can cre-
ate moral hazard, increasing the risk of false reporting or
overreporting of activities. Information and statistics can be
easily distorted, especially in countries where there is no free
press, where information is not publicly available, and where
individuals cannot easily access and question information
provided by public bodies, including state statistical agencies
or ministries of health. One author noted the risk of statistical
fiction.?! In a sense, therefore, contexts with greater freedom
of information—the right to access information held by pub-
lic bodies**—provide a more conducive environment for
P4P reforms to have their desired effect. In settings with
overall weak information systems, limited freedom of infor-
mation and low transparency, any information-driven pay-
ment arrangement, including P4P, can be easily
compromised. At the same time, because P4P involves a sep-
aration of functions and explicit financial flows, it can pro-
vide a stimulus for greater transparency by bringing at least
some transactions to the surface. Still, certain interventions
or programs are not appropriate in certain contexts, and this
has to be recognized, particularly by development partners,
so that reforms promoted, such as P4P, are tailored to fit with
the specific contexts of each country.?’

CONCERNS AROUND THE CURRENT P4P DEBATE

In the recent past, P4P has mostly been analyzed as a tree, a
project in isolation, sometimes as an end in itself, a panacea
or a nemesis in health financing, depending on which side of
the issue the given expert stands.''**3° Criticism has been
harsh but still within that narrow project approach. Over the
past few years, a large number of P4P initiatives in LMICs
have been designed and implemented as separate projects or
programs, frequently without due consideration to the rest of
the health system and, more specifically, of how these link to
existing provider payment mechanisms and broader public
finance reforms.” Researchers and practitioners are still
debating whether or not P4P worked, rather than trying to
draw lessons on the interactions with other payment mecha-
nisms and with the wider environment to influence change at
the provider level.>!~2

Overall, there has been limited discussion on the forest—
that is, the health system reforms—and how P4P can be inte-
grated and contribute to health system strengthening. To
learn from P4P-related reforms, it is necessary to go beyond
their labels and unpack their component parts—reforms in
provider payment methods, benefit packages, and provider
autonomy—and how the changes in these specific aspects



that result from the introduction of P4P interact with the
wider health system, particularly in the area of payment and
service delivery. In practice P4P takes many different forms.
P4P is never meant to be used as a sole payment mechanism
but rather in combination with other mechanisms. These
others may be seen as the base payment system while P4P
reflects the performance element. The incentive environment
created by P4P cannot therefore be assessed independent of
the base payment system. The consequences of the same P4P
arrangement will be very different if blended with a capita-
tion payment mechanism (as for primary care payment in
Armenia or the UK)>*** rather than an underlying fee-for-ser-
vice system (as is generally the case in China or France).>*>

MOVING FORWARD

Going from project to system means that reforms undertaken
under the label of P4P are designed and implemented with
explicit broader health system objectives in mind and contin-
uously adapt to country-tailored health reform agendas. An
important first step is to align overall provider incentives and
accountability mechanisms with core policy objectives. The
second is to pay attention not only to the P4AP mechanism but
also to the base payment system, in particular thinking
through what the blended payment system should look like
and the incentives it sets up. A third point to keep in mind is
the need for reforms to embed output-based payment into
national budget and public financial management processes.
Specifically, this means a shift from entirely input-based
budgeting to at least a partially output-based approach and
granting some degree of provider managerial autonomy over
internal resources. Fourth is focusing on efficiency and sus-
tainability through attention to both integrating information
systems for provider payment and developing affordable,
cost-effective verification mechanisms.

Looking forward, there is a need to reframe the P4P
debate and direct it toward broad-based health system
reforms. In fact, there should be no PBF or P4P debate.
Country experience has demonstrated that moving from
more passive to more strategic purchasing of health services
contributes to progress toward policy objectives embedded
in universal health coverage.’® So the question is not whether
to introduce a reform with the label P4P but rather how to
introduce, extend, and institutionalize mechanisms for strate-
gic purchasing of health services. It is therefore essential to
channel the energy around P4P to lead to sustained, step-by-
step extension of strategic purchasing arrangements within
the framework of a mixed provider payment system and
broad reform of the provider—purchaser relationship. This
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has implications in terms of specifying benefits, developing
information systems, keeping providers accountable, and
steering reforms of public financial management systems and
provider managerial autonomy.

Well-designed P4P projects could be a good entry point to
reforming the health ecosystem or forest. However, this will
not happen automatically. If P4P is to play the catalytic role
needed to enable strategic purchasing to go from scheme to
system, it requires a broader approach. In particular, several
issues require attention:

e P4P affects marginal productivity. Thus, a key policy
variable to consider is the share of provider income to
be derived from each source of funds and how the com-
bination creates an incentive environment for providers,
particularly in light of the local labor market
environment.

e The role of financial incentives within an overall quality
and access improvement strategy should be clarified. A
quality improvement strategy that depends solely on
financial incentives is not adequate and potentially risky
because it can lead to cost inflation, patient avoidance,
and other forms of gaming, but a quality improvement
strategy can include P4P as one of its core
componen‘cs.23’37’38

e The processes of budget formulation and reporting on
outputs within public financial management arrange-
ments need to be integrated in broad budget reform
efforts including fiscal decentralization where relevant.

e The role of P4P and its coherence with reforms of the
provider—purchaser relationship needs to be considered,
including decentralization and providers’ autonomy,
civil service or workforce statute reforms, and gover-
nance reforms.

e Information used to support output-based payment and
its integration into overall health information and pro-
vider payment systems is an essential part of the reform
process. There is thus a need to develop cost-effective,
sustainable verification processes, maintaining a credi-
ble threat at least cost.

Our view is that the benefits of P4P can only be achieved
if integrated in a broader health system and health financing
reform. The next generation of studies on P4P should move
away from impact evaluations of discrete and noncomparable
interventions and pay greater attention to examining some of
these key policy questions. The relevant policy question is
thus how P4P can contribute as part of a wider incentive and
accountability framework that can be institutionalized to
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sustain improved coverage with good quality health services
in a variety of different contexts.
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