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European countries11, point to low productivity in terms of patient caseloads per medical staff 
(Serbia NHA, 2006).   
 
Under line-item budgets, hospital directors in the SEE region have limited expenditure autonomy. 
Directors can hire and dismiss staff within the MOH-set norms which often requires ministerial 
approval, and can select vendors for supplies other than pharmaceuticals.  However, they cannot 
reallocate funds across budget categories - and adjust the overall staffing levels or reduce 
spending on salaries to increase funds for drugs – to better respond to the hospital’s needs.  As a 
result, many hospitals use “vendor financing” when they reach their line-item ceiling to overcome 
shortages until they receive the new budget, when they will eventually pay outstanding bills to 
vendors (Gaumer, 2007).  The inability of hospitals to work within a budget led to the 
accumulation of hospital debts in Bosnia and Herzegovina amounting to 0.5% of GDP in 2004, 
causing the government to finance the cost over-runs of hospitals and health insurers, and patients 
to eventually pay higher fees for service use (B&H PEIR, 2006). 

4.7. Policy recommendations to support hospital payment reforms  

To move from input-based to some case based payment such as DRGs with a hard budget cap, 
SEE countries would have to invest in number of factors, including the following eight 
activities12: 

(i) Ensure enabling legal and institutional settings that support the effectiveness of 
hospital payment reforms.  For example, labor laws and regulations may interfere 
with policies to grant hospitals autonomy over hiring and firing staff or setting salary 
levels. 

(ii) Define contract between purchasers and providers, particularly with private 
providers. Develop contracts that specify which services providers agree to deliver 
and what prices the purchaser agrees to pay, which party has the authority to make 
which decisions, and what recourse is available to each party if the terms of the 
contract are not met. 

(iii) Develop the analytical and management capacity of the purchaser and provider to 
manage the new payment system, including capacity to develop and implement 
purchasing contracts, manage information systems and quality assurance systems, 
and monitor and evaluate purchasing policies. 

(iv) Build information and financial management capacity among providers to manage 
their internal resources, including accounting, billing, and information system. 

(v) Invest in two main components of a basic information system to support the 
development and implementation of a case-based hospital payment system, both of 
which are established at both the provider and the purchaser level: (a) Hospital case 
database, including basic discharge information about each case at each hospital 
included in the payment system; and (b) Financial database, including cost 
accounting and expenditure information.  

(vi) Build necessary care management capacity at the provider level in the wider health 
system to support implementation of DRGs; including setting up continuum of care 
paths, home care agencies and improved referral practice. 

                                                 
11 In 2003, ALOS in acute hospitals was 9 days in Serbia, 6.4 days in Austria, 3.6 days in Denmark, 4.3 
days in Finland, 6.8 days in Italy, and 7.9 days in Lithuania. Source: www.data.euro.who.int. 

12 Cashin et al. (2005) provide a thorough description about the enabling factors for implementing DRGs. 
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(vii) Develop and implement the DRG process as suggested in Box 2 and described 
above. Define the payment rate per case as an average across a group of hospitals (a 
critical aspect of case-based payment), and for payment to follow hospital cases. 

 
Before investing into the above steps, Governments would have to ensure the conditions 
needed for strategic purchasing are in place (see section 2.4 of this chapter). 
 

5. Pay for Performance 
 
The motivation to pay providers based on performance comes from a response to rising medical 
cost trends, the growth in chronic care costs and healthcare utilization, and demands by 
purchasers and patients for improvements in the quality of care (Dudley, et al. 2004).  Traditional 
strategies that stimulate quality improvement include regulation, measurement of performance 
and subsequent feedback, and marketplace competition (Lindenauer, et al. 2007).  Output-based 
reimbursement methods provide little financial reward for improvements in quality of care.  The 
current trend in payment reform is therefore to add a performance-based financial incentive to 
provider payment, to reward better quality performance and to prevent negative consequences 
such as inappropriate referrals to hospitals and specialists and substandard quality of care. 
(Nichols, et al. 2006). 
 
Pay-for-performance (P4P) aligns financial reward with improved performance outcomes and 
pays different amounts to providers based on their performance differences.  Financial incentives 
need to be tied only to performance measures that can be influenced through changes in medical 
practice.  Performance measurement can include five dimensions: (i) patient satisfaction, (ii) 
clinical process, (iii) outcome, (iv) information technology, and (v) efficiency indicators to 
identify areas of inappropriate utilization (Rosenthal et al. 2006).  Efficiency indicators need to be 
risk-adjusted to account for providers’ different case-mix severity when comparing performance 
across hospitals and when using comparative results for P4P.  Developing valid measures for 
specialist care is particularly challenging as different performance measures are needed for each 
specialty (Lindenauer, et al. 2007).  

5.1. Experience with P4P in the US 

Payers in the US and the UK have started paying providers for their outcomes.  In the US, 
hospital- or physician-based pay-for-performance is mainly applied in managed care plans.  More 
than half the HMOs use pay for performance in their provider contracts.  P4P programs show 
substantial design variation to reflect local conditions including information technology 
capabilities, data availability, relative leverage of purchaser and providers, and willingness of 
providers to participate.  Of the health plans with P4P, 90% have programs for physicians and 
38% for hospitals (Rosenthal, 2006).   
 
Results are still largely anecdotal (Dudley, et al. 2004); and P4P participation among providers is 
largely voluntary and focuses on PHC measures e.g., improving the Health Plan Employer Data 
and Information Set13 (HEDIS) scores (see Table 3), patient satisfaction, physician access or 
                                                 
13 HEDIS is a tool created by the National Committee for Quality Assurance (NCQA) to collect data about 
the quality of care and services provided by the health plans in the United States. HEDIS consists of a set of 
performance measures that compare how well health plans perform in key areas: quality of care, access to 
care and member satisfaction with the health plan and doctors.  NCQA requires health plans to collect this 
information in the same manner so that results can be fairly compared to one another.  Health plans can 
arrange to have their HEDIS results verified by an independent auditor. 
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electronic claims submission (Baker, 2003).  In the US most P4P programs are pilots.  Currently, 
the U.S. Medicare programming has a major development effort underway to pay hospitals a 
“value based payment” by 2009 (Lindenauer, et al. 2007).  P4P for hospitals still requires 
addressing several limitations before it can be more widely implemented, including defining and 
unifying measures across different reporting initiatives, risk adjustment for outcome measures, 
resource burdens on smaller versus larger hospitals, and the need for data on the effectiveness of 
P4P in improving processes and outcomes (Nichols, et al. 2006). 
 

Table 3: Examples of HEDIS Indicators about Access/Availability of Care 
• Adults’ access to preventive and ambulatory health services 
• Children and adolescent’s access to primary care practitioners  
• Prenatal and postpartum care visits 
• Annual dental visit 
• Initiation and engagement of alcohol and other drug dependence treatment  
• Call answer timeliness 

Source: HEDIS. USA.  www.ncqa.org  

5.2. Measuring and paying for performance under P4P 

Provider performance is measured and rewarded based on the scoring results achieved within 
each indicator.  Performance results are assessed and providers scored in three categories:  

(i) Scoring based on rank: comparing performance with that of their peers,  
(ii) Threshold scoring: reaching absolute targets of performance, and  
(iii) Scoring based on change: demonstrating improvement over previous scores.  

 
These categories are also applied in combination. As targets are achieved, measures can be 
replaced with others that are relevant.  A balanced scorecard of different categories should be 
constructed to account for evolving quality, cost management and other priorities of the purchaser 
and providers (Baker, 2003). 
 
P4P incentives take several forms resulting in different amounts and methodologies used across 
programs.  About one third of the US programs only reward the top-rated providers.  Most 
commonly used incentives are bonuses and withholds (Baker, 2003):   

• Bonuses - These generally take the form of annual payments ranging from 5-20 % of 
total reimbursement based on meeting minimum target requirements for several 
measures. For example, a purchaser provides mean bonus rewards of $4000 per 
physician, with a maximum possible reward of $12 000 per physician; or the purchaser 
negotiates the performance-based incentive separately from the capitation rate, with the 
incentive ranging from 1% to 5% of the capitation rate.   

• Withholds - Purchasers may withhold a percentage of reimbursement.  For example, a 
purchaser withholds about 5% of a provider’s monthly reimbursement. Subsequently, the 
purchaser returns all or portions of the withhold, based on the provider meeting minimum 
target requirements for performance measures. 

 
P4P is not budget neutral, and new money needs to be infused into the payment system.  Budget 
neutrality would require the size of any bonuses to be balanced by reducing reimbursements to 
underperforming providers, which creates concern about the possibility of harm to patients 
(Lindenauer, et al. 2007).  Withholds can be used to redistribute funds from low- to high-
performing providers. Providers performing in the top decile would receive a 2% increment in 
payments, and those in the second decile receive a 1% increment.  Providers that fail to exceed 
the performance benchmarks and are classified in the lowest two deciles are liable for a 1 to 2% 
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financial penalty which is redistributed to the top-ranking providers.  Experience from the US 
suggests that plans must tie at least 10% of provider compensation to performance to change 
medical practices (Rosenthal et al. 2006). 

5.3. Impact of P4P and of public reporting of performance results 

In the US, the evidence base linking P4P programs to better quality of care is thin.  Most studies 
showing efficacy are inconsistent, or have revealed unintended effects, such as improvement in 
documentation without much change in the underlying quality of care (Epstein, 2007).  P4P is 
often introduced in combination with public reporting of performance results, which stimulates 
interest in quality on the part of providers, but few studies have identified the incremental effect 
of P4P over public reporting (Dudley et al. 2004).  Recent research suggests that the incremental 
effect of P4P over public reporting is small resulting in around 3% performance improvement 
over two years, and varies according to baseline performance with the largest improvements 
observed among hospitals who were poorest performers (Lindenauer, et al. 2007).   
 
The costs of administering P4P programs are likely to be higher than those for public-reporting 
programs.  It will therefore be important to determine the additional effect of P4P on performance 
improvement compared to public reporting alone, and whether the additional benefits of adding 
P4P to public reporting are worth the added cost and complexity (Lindenauer, et al. 2007). 

5.4. Experience with P4P in the UK 

In the UK, the National Health Service had introduced a P4P contract with family practitioners in 
2004.  The Health Service committed $3.2 billion in additional funding over a period of three 
years for the P4P program, which was intended to increase family practitioners’ income by up to 
25%, depending on their performance with respect to 146 performance indicators relating to 
clinical care for 10 chronic diseases, organization of care, and patient experience.  Table 4 
presents a selection of process indicators used in the UK. In preparation for the P4P program, 
family practitioners employed more nurses and administrative staff, established chronic-disease 
clinics, and increased the use of electronic medical records (Doran et al., 2006). 
 

Table 4: Examples of Clinical Domain Process Indicators 
Disease Process Indicators 
Asthma  
 

% of patients with asthma who have had an asthma review in 
the previous 15 months 

Cancer 
 

% of patients with cancer reviewed within 6 months of 
confirmed diagnosis 

Chronic obstructive pulmonary 
disease (COPD) 

% of patients with COPD with diagnosis confirmed by 
spirometry and reversibility testing 

Coronary heart disease (CHD) 
 

% of patients with CHD whose last blood pressure 
measurement was 150/90 mm Hg or less 

Diabetes % of patients with diabetes whose last blood pressure 
measurement was 145/85 mm Hg or less 

Hypertension  
 

% of patients with hypertension with last blood pressure 
measurement was 150/90 mm Hg or less 

Hypothyroidism  
 

% of patients with hypothyroidism with thyroid function tests 
recorded in the previous 15 months 

Mental health  
 

% of patients with severe long-term mental health problems 
reviewed in the preceding 15 months 

Source: Pay for Performance Program, UK. www.nejm.org
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5.5. Impact of P4P and key challenges 

Results from the first year of P4P program in the UK show that financial incentives affect 
physicians’ behavior.  However, there is no way to establish how much of behavior change is due 
to P4P and how much is caused by other factors such as availability of information to providers 
or peer pressure.   
 
In the UK, providers attained a median of 96.7% of the available points for clinical indicators, 
which greatly exceeded the 75% predicted.  Consequently the cost to the payer was considerably 
more than expected.  The P4P program increased the gross annual income of the average family 
practitioner by $40,200.  Of this amount the family practitioner paid for any additional nursing 
and administrative costs of meeting the targets.   
 
The high levels of achievement might suggest that the targets were too easy to achieve, or that 
there is misreporting by providers.  To counter misreporting, Primary Care Trusts, statutory 
bodies responsible for the delivery of health care in local areas, inspect all local practices and 
undertake detailed audits of randomly selected practices.  P4P contracts allow providers to 
exclude patients from eligibility for specific indicators in the performance calculations (termed 
“exception reports”), because of reasons related to patients’ non-cooperation, contraindication or 
unavailability of service.  Exception reporting also provides an opportunity for providers to 
increase their income by inappropriately excluding patients for whom they have missed the 
targets (Doran et al. 2006). 
 
Key challenges related to P4P programs include gaining acceptance from providers.  As a result, 
payers tend to develop their P4P programs collaboratively with providers, by consulting groups of 
physicians on the program design or by starting with a pilot program with providers that are 
interested in P4P.  Of major concerns is the administrative burden created by P4P and resulting 
cost, the potential for conflicting financial incentives, and the lack of standardized measures 
which increases the reporting burden for providers (Baker, 2003).  In the UK, many smaller 
practices are believed to have merged in the face of the administrative pressures under P4P 
(Doran et al. 2006).  
 
While there are still many uncertainties concerning the level of financial incentives needed and 
the optimal formula for improving performance, the experience with P4P in the UK and the US 
shows six main lessons (Lindenauer, et al. 2007; Doran et al. 2006; Dudley et al. 2004) 

First, P4P programs can be costly and require substantial additional monies, in particular 
when targets are easy to reach, and additional investment in information-technology 
systems is required to monitor performance.   
Second, a baseline and careful monitoring and evaluation of progress are needed to avoid 
paying for improvements that have already occurred and to prevent abuse. 
Third, incremental and geographically staggered introduction would enable policymakers 
to better estimate the quality effects of the program and reduce risks for providers and 
payers.  
Fourth, information about provider performance needs to be transparent and made 
available to consumers; 
Fifth, P4P needs to be part of wider health strategy of quality and cost management; and 
Sixth, the incremental performance effect of P4P over public reporting is small resulting 
in around 3% performance improvement over two years. However, the cost and 
complexity to develop and implement P4P is substantially higher than public reporting. 
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5.6. Experience with P4P in middle- and low-income countries 

P4P programs have started in Central and Latin America (Costa Rica, Nicaragua, Haiti), where 
quality-based payments are using financial incentives and measure performance against 
structural, process, and outcome standards.  In Nicaragua, six public hospitals are offered an 
incentive bonus of 17% of hospital revenue for achieving performance targets.  Targets include 
technical quality standards (e.g. re-infection rates) and interpersonal quality standards (e.g. rates 
of complaints).  In Haiti, targets set for PHC providers included technical quality standards (i.e. 
availability of modern methods of family planning) and an interpersonal quality standard (i.e. 
average waiting time for attention to children).  Providers were paid a portion (95%) of their 
historical budget, and were allowed to earn back the withheld 5% plus an additional 5% if targets 
were achieved (Eichler, 2005).  Both evaluations found P4P to have a positive impact, although 
the ability to generalize from these findings is limited (McNamara, 2005). 
 
In SEE, some degree of P4P is currently introduced in the FYR of Macedonia, which aims at 
implementing DRGs.  In preparation, hospitals started quarterly activity-reporting, and 
performance reporting on ALOS, inpatient admissions, referrals, re-admission and patient 
satisfaction.  Of the current historically defined global hospital budget, the HIF pays 60% 
monthly base payment, 30% monthly payment based on the number of cases, and since the 
beginning of 2007, the remaining ten percent are paid based on the above five performance 
indicators.14

5.7. Policy recommendations to support P4P payment reforms  

SEE countries that consider developing and implementing P4P programs, would have to invest in 
several activities to ensure the critical success factors are in place.  These investments would be 
in addition to the conditions that need to be set up for strategic purchasing, and include the 
following five key factors (Nichols, et al. 2006; Lindenauer, et al. 2007):  

(i) Ensure provider acceptance 
a. Develop P4P programs collaboratively with providers 
b. Start with a pilot program with providers that are interested in pay for 

performance  
(ii) Invest in information technology in health facilities and purchasers to monitor and 

evaluate performance and project financial impact of P4P 
a. Depending on the P4P design, a standardized minimal hospital data set is needed 

with discharge abstracts, including clinical coding, patient level data on 
demographic and diagnoses, treatment, outcome, quality of care; data on case-
mix for risk-adjusted comparison, and on patient satisfaction. 

b. Increase investment in hospital medical records staffing and auditing. 
(iii) Ensure a sound program design for P4P, grounded in overall health strategy 

a. Select measures that are in line with overall health strategy 
b. Consider using performance rewards that are budget neutral 
c. Conduct financial projections of the impact of P4P in a feasibility study to 

estimate the performance effect and financial risk for providers and payers, 
against public reporting. 

d. Building a comprehensive, evidence-based reporting platform that generates 
compliance reports and follow-up information for providers 

(iv) Support the development and implementation process 

                                                 
14 WB Aide Memoire. Conditional Cash Transfer Program. Health Section. Information collected during 
interview with HIF representative.  May 2007. 
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a. Build capacity to design, negotiate, monitor and manage performance and 
contracts at the purchaser and provider 

b. Support transparency and use of peer pressure to improve performance through 
public reporting of performance results 

c. Minimize administrative burden 
(v) Monitor and evaluate  

a. Examine the effectiveness of P4P in improving care processes and outcomes and 
make adjustments to targets, thresholds, and contracts to ensure financial 
viability. 

b. Evaluate administrative cost of P4P to ensure sustainable administration 
c. Consider impact of public reporting on performance improvement versus P4P 

 
6. Discussion and Conclusion 

 
The health care systems in South Eastern European countries are at a crossroad. Growing costs, 
combined with increased utilization for more sophisticated care by an aging and newly 
empowered consumer population, has put considerable strain on both healthcare delivery and 
finance.  These cost issues are compounded by a growing chorus among purchasers and 
consumers alike calling for improvements in efficiency and quality of care.  
 
Evidence from OECD and SEE countries show that provider payment reforms hold promise for 
improving system performance by changing the financial incentives to providers for improving 
access to better quality health care, while at the same time promoting effectiveness and the 
efficient use of resources and cost containment.  However, provider payment reform should not 
be seen as a remedy for reducing oversupply and rationalizing the health sector.  Rather central 
leadership is needed for health sector rationalization including closing and merging of facilities or 
departments, to ensure system level efficiency. 
 
Provider payment reforms need to be embedded in overall health strategies and undertaken in 
conjunction with other reforms. In some countries this may require institutional and legal 
changes; ownership changes; provider autonomy allowing facility managers to adjust their 
resource- and output-mix; investment in information technology; training of staff; public 
reporting of performance results; and standard treatment protocols for providers.  
 
European countries including the Central and South Eastern European region have already 
launched pilot programs, or are well advanced in purchasing reforms.  Evidence from these 
countries shows that capitation payment combined with performance-based payment for PHC 
providers, and DRG hospital payment with a hard budget constraint may lead to improved access 
and productivity and better quality of health care, within a defined budget.  Provider payment 
reform takes time to develop and implement and appears to be in constant refinement.  For 
example, the Netherlands are currently considering developing a DRG that is based on a full 
episode of treatment independent on whether the patient is treated in outpatient or inpatient 
setting or uses a home care agency after discharge.  While numerous challenges exist to 
implementing purchasing reforms, evidence shows that changing financial incentives to providers 
affects their behavior, in particular if supported by public reporting of results (Lindenauer et al. 
2007).  However, some payment reforms may come with substantial administrative costs and 
complexity for providers and purchasers. 
 
The experience with purchasing reforms in other countries provides key lessons for SEE 
countries including the need for: 

 Stakeholder support, and a supportive institutional and legal framework;  
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 Broader health sector delivery reforms to ensure the system can cope with wider 
effects of providers’ reaction (e.g. paying for long-term care and developing home care 
where hospital stays will be shortened);  

 Information technology, training of staff, and administrative simplicity;  
 Sound program design to guarantee the reforms are financially sustainable;  
 Adaptation of management to ensure providers can react to financial incentives;  
 Monitoring and evaluation of payment reforms/ 

 
These measures should be considered for implementation to support the success of provider 
payment reforms. 
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Annex 
 

Table A1: Definition of Terms 
Term Acronym Definition 

Allocation 
basis 

 A rule used to allocate indirect costs to a cost center (hospital clinical 
department) in the step-down cost accounting process. 

Allocation 
statistics 

 The data needed to apply the allocation basis to allocate indirect costs to 
a cost center (hospital clinical department) in the step-down cost 
accounting process. 

Average 
length of stay 

ALOS Average number of days per hospital stay. 

Base rate BR Aggregate average cost per hospital case across a group of hospitals 

Bottom-up 
costing 

 A costing method that determines the unit cost of a service summing the 
cost of all inputs used to provide the service in the most recent year and 
divided by the annual total number of the service provided. 

Budget 
neutral 

 The payment system is designed so that the total payment to providers 
the health sector, or a sub-sector such as the hospital sector, in a budget 
period is equal to the total amount of resources allocated to the sector. 

Bundling of 
services 

 Grouping health care services into a higher level aggregated unit (e.g. 
hospital bed-days and all tests and procedures are grouped into a 
“discharge”), and charging or paying for the group of services rather than 
for each individual service. 

Case-based 
payment 
method 

 A hospital payment method that reimburses hospitals a pre-determined 
fixed rate for each treated case. 

Case group CG A group of hospital cases defined for a case-based hospital payment 
system to include cases with similar clinical characteristics and resources 
required to diagnose and treat the cases, or to complete a phase of case 
management. 

Case 
grouping of 
cases 

 A set of criteria and a process for allocating hospital cases into clinical 
groups that have similar clinical characteristics and resource intensities. 

Case group 
weight 

CGW The ratio of the average cost per case in a given case group divided by 
the global average cost per case, which reflects the resource intensity of 
diagnosing and treating cases in the case group relative to the average. 

Case mix CM The relative complexity and intensity of services required to treat 
patients in a hospital due to diagnosis, disease severity, and patient 
characteristics. 

Case mix 
index 

CMI A summary measure that describes the number and types of patients 
treated in a hospital according to the complexity and intensity of services 
required to treat the patients due to diagnosis, disease severity, and 
personal characteristics, such as age. 
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Term Acronym Definition 

Coefficient 
of variation 

CV The variation (standard deviation) of a variable expressed as a 
percentage of the average (mean) of that variable. 

Co-morbidity  A condition that is not related causally to a patient’s principal disease 
process, but increases a patient’s total burden of illness. 

Diagnosis-
related group 

DRG A classification of hospital case types into groups that are clinically 
similar and are expected to have similar hospital resource use.  The 
groupings are based on diagnoses, and may also based on procedures, 
age, sex and the presence of complications or comorbidities. 

Economic 
adjustment 
coefficient 

 An adjustment factor multiplied by the base rate in a case-based hospital 
payment system to adjust for economic factors external to the hospital 
sector that would affect expenditures, such as inflation or regional 
variations in resource cost. 

Hard budget 
cap 

 The amount of resources allocated to the health sector, or a sub-sector 
such as the hospital sector, which serves as a firm limit on expenditures 
in that sector during the budget period. 

Health 
purchaser 

 An entity that transfers pooled health care resources to providers to pay 
for services for a defined population. 

Hospital pool HP An estimate of the amount of funds that will be available to pay for 
hospital services in a defined geographic or administrative region for a 
specified time period. 

Incentive  An economic signal that directs individuals or organizations (economic 
entities) toward self-interested behavior. 

International 
Classification 
of Diseases 

ICD A system of categories used to classify morbidities according to 
established criteria.  The classification system is currently in its 10th 
edition (ICD-10) and is published by the World Health Organization. 

Major 
diagnostic 
category 

MDC A category of diagnoses generally based on a single body system or 
disease etiology that is associated with a particular medical specialty. 

Outlier case  A hospital case with an atypically long or atypically short length of stay 
for a particular case group.  The outlier case threshold is sometimes 
called the “trim point.” 

Prospective 
payment 

 The payment rate for a set of services is determined prior to the services 
being delivered. 

Provider  
payment 
method 

 The mechanism used to transfer resources from the payers of health care 
services to the providers. 

Provider  
payment 
system 

PPS The provider payment method combined with all supporting systems, 
such as information systems and accountability mechanisms, considered 
in the context of surrounding payment systems (e.g. for outpatient 
services) and referral rules. 
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Term Acronym Definition 

Reserve fund  A portion of the hospital pool that is set aside and not used to calculate 
the base rate of the case-based payment system.  The reserve fund is used 
to accumulate funds in surplus months and to pay for budget over-runs in 
deficit months.  Also referred to as a risk pool or contingency fund. 

Retrospective 
payment 

 The payment rate for a set of services is determined after the services are 
delivered. 

Soft budget 
cap 

 The amount of resources allocated to the health sector, or a sub-sector 
such as the hospital sector, which serves as a target, but providers are 
compensated for overruns if expenditures exceed the target in the budget 
period. 

Top-down 
allocation 

 The proportion of total available funds allocated to a sector, or sub-sector 
such as the hospital, is determined administratively rather than based on 
the actual share of total costs. 

Unbundling 
services 

 Ungrouping aggregated, or “bundled,” units of health care services into 
individual service components (e.g. hospital discharge is ungrouped into 
bed-days and all tests and procedures), and charging or paying for the 
individual services rather than the higher level “bundled” unit. 

Upcoding  The practice of assigning hospital cases to a case group that is 
reimbursed at a higher rate than the case group to which the case actually 
belongs based on the observed clinical characteristics of the case. Also 
called “DRG creep”. 

Source: Cashin, C. et al.: Case-based hospital payment systems. December 2004. Abt Assoc. Inc. 
USAID  
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