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Performance-Based 

Contracting: Will It 

Save or Sink You?

Mady Chalk, Ph.D.

Dale Jarvis, CPA

Session Overview

•Pick any area of health and human services and you will 

find the new accountability buzzword –performance-

based contracting. 

•Is this simply the new fad du jour? 

•Is it a term that is so nebulous

that it will be used confuseand 

abuseproviders rather than improve 

care and accountability? 

•Or is it a mechanism for improving care 

and strengthening the delivery system?

Letõs 

Find Out!
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Five Session Objectives

During this session participants will:

•Gain an understanding of the need to reengineerthe US healthcare 

delivery and financing systems;

•Explore key behavioral healthcare strategiesthat lay the foundation 

for evidence-based, performance-based contracting;

•Obtain clarity on what performance-based contracting is and isnôtand 

its relationship to quality improvement;

•Examine models of how performance-based contracting can 

successfully improve careand strengthen the delivery system;

•Explore what you can do to prepare for and influencehow 

performance-based contracting is developed and implemented in your 

community.

Structure of this Workshop

•Four ―Chapters‖

–The Need to Reengineer the US 

Healthcare Delivery and Financing 

Systems (Dale)

–Performance-based Contracting

for Quality Improvement (Mady)

–Mini-Panel: Mady and Dale

–Audience Q&A
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The Need to Reengineer the US 

Healthcare Delivery and Financing Systems

Coverage 
Expansion

Delivery 
System 

Redesign

Payment 
Transformation

Need to Reengineer the US 

Healthcare Delivery and Financing Systems

Indicator Health

Spending %

of GDP 1998

Infant

Mortality

Rate 1998

Fairness of

Financial

Contribu-

tions 1997

Health 

System

Overall

Performance

Country (Percent) (Rate) (Rank) (Rank)

United States  13.6 7.2 54 37

Australia 8.5 5.2 27 32

Canada 9.5 5.2 18 30

Denmark 8.3 5.2 4 34

Finland 6.9 3.9 10 31

France 9.6 4.6 27 1

Germany 10.6 4.9 7 25

Italy 8.4 6.1 23 2

Japan 7.6 4 9 10

Luxemburg 5.9 5.1 2 16

Norway 8.9 4 11 11

Sweden 8.4 3.5 14 23

Switzerland 10.4 4.7 39 20

UK 6.7 5.9 8 18

Source OECD US Census WHO WHO

Health Care System Indicators and Rankings in 

Selected High-Income OECD Countries, 1997-1999

Coverage 
Expansion

Delivery 
System 

Redesign

Payment 
Transformation



3/12/2010

4

The challenge is even greater for persons with mental 

health and substance use disorders; success or failure of 

healthcare reforms will be measured by how much the 25 

year mortality disparity is reduced

Need to Reengineer the US 

Healthcare Delivery and Financing Systems
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Need to Reengineer the US 

Healthcare Delivery and Financing Systems

•Root Cause Analysis: Significantly ―suboptimized‖ 

healthcare system that results in:
–Overutilization of unnecessary, high cost tests and procedures

–Underutilization of prevention, early intervention and primary care services

–Numerous Potentially Avoidable Complications (PACs): medical conditions 

resulting from:
•Improper diagnosis

•Medication errors

•Patient confusion about self-care

•Poor communication between 

providers at hand-offs

•Absence of hand-offs

•Inpatient adverse events

•Other related activities

–PACs comprise 25% - 60% of healthcare expenditures
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Need to Reengineer the US 

Healthcare Delivery and Financing Systems

•The 2001 IOM report described the components of an effective care 

system, including a supportive payment and regulatory environment, 

supporting organizations whose main purpose in life is to, support high 

performing patient-centered teams that achieve the six IOM aims for 

improvement (e.g. Outcomes).

Supportive

payment and

regulatory

environment

Organiza-

tions that

facilitate the

work of

patient-

centered

teams

High

performing

patient-

centered

teams

Outcomes:

- Safe

-Effective

- Efficient

- Personal-

ized

- Timely

- Equitable

Care System

Need to Reengineer the US 

Healthcare Delivery and Financing Systems

•Recently Ed Wagner’s Care Model has been adapted to MH/SU, 

focusing on the Outcomes of Recovery and Wellness

System of Care 
Resources & 

Policies
¶  Criminal Justice 

System
¶  Housing
¶  Vocational

Empowered & 
Hopeful 

Consumer

Delivery System 
Design

¶  SU Providers
¶  Primary Care Providers
¶  Mental Health Providers
¶  Roles Clear
¶  Communication & 

Follow-up System

Decision 
Support

¶  Guidelines 
¶  Provider Education 
¶  Specialty Support 
¶  Feedback

Receptive & 
Capable Care 

Team

Productive Interactions

Recovery/ Wellness 
Outcomes

Social Inclusion 
& Opportunity

Self-
Management 

Support
  ¶  Advocacy
  ¶  Resources
  ¶  Skills Training
  ¶  Role Adaptation

Clinical 
Information 

Systems
¶  Registries 
¶  Reminders
¶  Measurement
¶  Feedback

Community
MH/ SU Treatment System

Health Care Organization
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Need to Reengineer the US 

Healthcare Delivery and Financing Systems

Getting from here to there might be described as:

ÁMoving further upstream with prevention 

& early intervention services to prevent 

health conditions from becoming chronic

health conditions

ÁDramatically improving the management of chronic 

health conditions for the 45% of Americans with one 

or more such conditions whose 

treatment draws down 75% 

of total medical costs

ÁReducing errors and waste in the system

•All of which lend themselves to Value-Based Contracting strategies

Need to Reengineer the US 

Healthcare Delivery and Financing Systems

•Key strategies for achieving these objectives:

Integrated Delivery Systems

Accountable Care Organizations

Bundled Case Rates that 

pay a Percentage of PACs 

and Non-Payment for Never 

Events 

Payment Model to cover 

Prevention, Primary Care 

and Chronic Disease 

Management;  Bonus 

Structure for managing 

Total Health Expenditures

Person 

Centered 

Health 

Care 

Homes

Specialty 

Hospitals
Person 

Centered 

Health 

Care 

Homes

Linkages to High 

Performing Specialists that 

can support the 

management of Total Health 

Expenditures and minimize 

Defect Rates

Food Mart

Specialty Clinics

Food Mart

Specialty Clinics

Person 

Centered 

Health 

Care 

Homes

Specialty 

Hospitals

Hospitals within Hospitals

Clinic

Clinic
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Need to Reengineer the US 

Healthcare Delivery and Financing Systems

New Service Delivery Models

New Patientôs first 

Visit to PCP includes 

behavioral health 

screening

Possible 

BH Issues?

Behavioral Health 

Assessment by BH 

Professional working 

in primary care

Need BH 

Svcs?

Clients with Low to Moderate BH need  enrolled 

in Level 1; to be case managed and served in 

primary care by PCP and BH Care Coordinator 

with support from Consulting Psychiatrist and 

other clinic-based Mental Health Providers

Clients with Hi Moderate to High need referred 

to Level 2 specialty care; PCP continues to 

provide medical services and BH Care 

Coordinator maintains linkage; this is a time-

limited referral with expectation that care will be 

stepped back to primary care

YES

YES

Person Centered Healthcare Home Clinical Design based on IMPACT Model

- Systematic outcomes tracking (e.g., PHQ-9 for depression, GAD-7 for anxiety) 

- Treatment adjustment as needed including stepped care (e.g. up to specialty BH)

   (based on clinical outcomes, evidence-based algorithm; in consultation with team psychiatrist)

- Relapse prevention 

Referrals to other needed services and supports (e.g. CSO, Vocational Rehabilitation) 

Need to Reengineer the US 

Healthcare Delivery and Financing Systems

Which creates the foundation for performance-based contracting, 

which will likely unfold along two tracks

•Through the New Service 

Delivery Models
•Through the traditional Mental 

Health and Substance Use 

Delivery Systems

Integrated Delivery Systems

Accountable Care Organizations

Bundled Case Rates that 

pay a Percentage of PACs 

and Non-Payment for Never 

Events 

Payment Model to cover 

Prevention, Primary Care 

and Chronic Disease 

Management;  Bonus 

Structure for managing 

Total Health Expenditures

Person 

Centered 

Health 

Care 

Homes

Specialty 

Hospitals
Person 

Centered 

Health 

Care 

Homes

Linkages to High 

Performing Specialists that 

can support the 

management of Total Health 

Expenditures and minimize 

Defect Rates

Food Mart

Specialty Clinics

Food Mart

Specialty Clinics

Person 

Centered 

Health 

Care 

Homes

Specialty 

Hospitals

Hospitals within Hospitals

Clinic

Clinic
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Performance-based Contracting

for Quality Improvement

What is ―Performance?‖

•The ―performance‖ discussed here is related to 
agreed upon ―results‖ for treatment programs 
and health plan, generally treatment processes 
and (with caution) outcomes.

•The focus is on improving the quality of 
treatment.

•There is little unequivocal data, but some good 
evidence, that payment and reputational 
incentives can work to improve quality of care.
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What Are We Talking About?

Pay for Performance

Quality-based Purchasing

Performance-based Contracting

State-level Results-based Decision-making

History

•IOM Report –Crossing the Quality Chasm

•AHRQ Technical Reviews and Decision Guides

•The Leapfrog Group

•The Finance Project, and others
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Targets

•Targets in medical care: clinicians and hospitals 

(organization).

•Targets in addiction treatment: treatment 

programs (organizations and networks), health 

plans.

Incentives and Purchasing

•IOM Report Recommendations: 

–―align financial incentives with care processes based 
on best practices and the achievement of better 
patient outcomes.‖

–―no payment method is neutral‖ with regard to quality

–―base payments on measurable indices of quality‖

–―make provider performance data available to 
purchasers and the general public‖ which has a 
financial impact and a reputational impact
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Why Do It?

•Deficiencies in quality have been documented 

that deeply affect patient care.

•Although tying payments to performance is in its 

infancy, we know a good deal about what we 

want from treatment organizations and health 

plans to improve quality of care.

Incentive Theory

•Principal-Agent Theory: provider is decision-
maker with an incentive (stimulus), more or less 
disposed to respond depending on factors 
(organizational resources) that allow for or inhibit 
a response.

•Reinforcement  and Feedback Theory: ability to 
monitor providers allows purchasers to provide 
feedback and payments to reinforce responses 
and produce results.
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What Does the Impact Depend Upon?

•Characteristics of the Incentive

–Financial, non-financial characteristics and magnitude

–How targeted: is target ―optimal‖ to get the result 

–How reported –public release vs. confidential report

–Costs of complying

•Context

–Provider clarity about mission

–Provider characteristics  - financial, staff

–Financial and nonfinancial environment in which incentive 
program will operate

•Payer 

–Plan, purchaser, medical group

Resource Requirements

•Content knowledge: measurement design, data 

collection and aggregation, statistical analysis, 

awarding rewards, communication

•Organizational involvement: commitment of 

participating organizations to goals of incentives 

and the reward strategy and authority of 

organizational representative to make decisions
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Resource Requirements

•Financial resources: resources for awards and 

staff resources to carry out ―audits‖ 

•Data collection and analysis resources: staff 

resources for data collection at the 

organizational level and for data analysis at the 

purchaser level

Resource Assessment

•INSUFFICIENT ASSESSMENT OF RESOURCE 

REQUIREMENTS INCL. MARKET POWER, 

COMMITMENT, FINANCIAL RESOURCES, and 

COMMUNICATION  PROCESSES WILL MAKE 

FAILURE LIKELY
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Goals and Strategies

Incentive programs are about behavior change:

•Is your primary goal to improve care delivered by all
providers or do you want to pay more to high rather 
than low quality providers?

•Who is your focus? organization? clinician?  patient?

•What kinds of incentives will you use?  will you use both 
financial and non-financial incentives or one type of 
incentive?

Goals and Strategies

•How will you target the incentive to the people who 

have the ability to affect change?

•How relevant is the incentive to the mission of the 

organization?

•Will this be a contractual or regulatory requirement? 

what kind of market power do you have to influence 

provider self-interest?

•How will the incentives affect the internal culture of the 

organizations you are trying to change?
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Goals and Strategies

•What communication strategies will you use with 

organizations and with other payers or 

purchasers to get buy-in and during the quality 

improvement process?

•What are the likely costs to the treatment 

organization of achieving the results you have 

identified to improve quality?

Characteristics of Incentives

Financial:

•Recipients of Incentive: organizations (programs, 
networks, group practices), health plans

•Revenue and Risk: structure of rewards, minimum 
acceptable thresholds (levels of compliance)

•Costs to providers: implementing quality improvement 
strategies
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Characteristics of Incentives

Nonfinancial:

•Is improvement within the control of the provider –is 

measure (structure, process, outcome) attainable

–Does measure have clinical face validity and sufficient scope 

and sophistication to attract providers

•How will improvement be measured –benchmarked 

against prior performance, fixed threshold

•Acceptability of the incentive/goal to the provider

Underlying Issues That Affect Impact

•Financial Characteristics (payment or reimbursement methods)

•Organizational characteristics of providers, including supportive 
executive leadership

•Community characteristics: relationships with other providers in 
the community in which provider is operating

•Patient characteristics
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Critical Elements

•Buy-in/Commitment 

•Matching Goals with Mechanisms

•Reward Structure: all providers receive some reward or limited 
winners; providers competing or all held to a benchmark; ranking 
of performance relative to other providers or against self; the 
more thresholds the greater likelihood providers at different 
levels of performance will engage and improve

•Continuous Evaluation with Feedback –time series, 
benchmarking

Phasing-In Performance Purchasing

•Measure using existing data

•Pilot without financial incentives BUT with private 
reports to pilot participants

•Voluntary

•Create modest benchmark that is attainable

•Reward for accurate and timely data collecting and 
reporting

•Purchaser analysis to evaluate small scale impact 
before expansion to all



3/12/2010

18

Continuous Evaluation and Feedback

•Collecting baseline data, data during implementation 
and after

•Implementing in a small group of treatment 
organizations before a larger group implementation can 
allow for a natural comparison group

•Monitor both intended consequences (results) and 
unintended consequences—do some organizations get 
much worse? do organizations ―dump‖ or ―cream‖ 
patients to get better results?

What We Know and What We Don’t Know

•We know incentives of various types can 
improve quality of care

•We do not know with precision the best designs

•CLARITY ABOUT INTENDED RESULTS AND 
GOALS IS ESSENTIAL

•Evaluating  implementation is critical to learn 
more about different models of performance-
based contracting at the organizational level
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•For further information about performance-based 

contracting and measurement contact:

Mady Chalk, Ph.D.

Treatment Research Institute

Center for Policy Research and Analysis

mchalk@tresearch.org

Questions and Comments


