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If policy analysts carry bumperIf policy analysts carry bumper 
stickers, they should read: ‘Payment 

on Performance’on Performance’.

Pressman & Wildavsky 1973- Pressman & Wildavsky, 1973
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Payment on PerformancePayment on Performance

Payment-by-results

Payment-by-outcome

Invest-to-saveOutcome commissioning

S i l I t B d
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What’s happening?What s happening?
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HMP Peterborough (UK)

• Outcome: Reduction in reconviction rates in 12m• Outcome: Reduction in reconviction rates in 12m 
after release
Population: Three cohorts of 1 000 offenders in• Population: Three cohorts of ~1,000 offenders in 
HMP Peterborough with short sentences (<12m), 
whether or not St Giles etc work with themwhether or not St Giles etc work with them 
(~1,000 over 2 years)

% f %• Incentive Regime: 10% for each cohort or 7.5% 
reduction over all 3 cohorts

6
• Control: offenders from all other prisons



HMP Peterborough (UK)HMP Peterborough (UK)
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HMP Peterborough (UK)HMP Peterborough (UK)

• Contract with Social Finance
Delivery led by St Giles Trust• Delivery led by St Giles Trust

• First payback expected after 3-4 years
• Went live September 2010
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HMP Doncaster (UK)HMP Doncaster (UK)
O t Ab l t d i t i• Outcome: Absolute desistence in 
12m after release

• Population: All prisoners released 
from Doncaster (except foreign John Biggin

nationals)
• Incentive regime: 10% of revenue rebated if 

one-year reconviction rate does not fall 5% 
points (60% > 55%)

• Bonus payments for each 1% point reduction 
beyond 5% points (up to 5% points) 
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HMP Doncaster (UK)HMP Doncaster (UK)

• £250m contract over 15 years
• Went live on 1 October 2011
• Serco has managed the prison since

John Biggin

• Serco has managed the prison since 
1994

• Joint venture with Turning Point & 
Catch 22

• Serco also has job placement contract 
for South Yorkshire
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for South Yorkshire



Work Programme (UK)Work Programme (UK)

Year 1 Year 2 Year 3 Year 4 Year 5

Attachment fee Maximum
payment 
starts to 

decrease

75% 50% 0% 0%

decrease 
from Yr 2

Job outcome 
payment Payment placing a job seeker <  Maximum payment starts to decreasepayment in a job for 13 and 26 weeks from Yr 3

SustainmentSustainment
outcome 
payment

Additional payment for every 4 wks a client retains work 
– for up to 2 years from job outcome
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Social Benefit Bonds (NSW)Social Benefit Bonds (NSW)

• Social Finance and Mission Australia -
reduce reoffending among young adult repeatreduce reoffending among young adult repeat 
offenders

• Benevolent Society, Westpac and the 
Commonwealth Bank – family preservation 
for at-risk families

• UnitingCare Burnside – family preservationUnitingCare Burnside family preservation 
and restoration
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Some Other InitiativesSome Other Initiatives

• Diabetes Pilot (Australia) – improvement in 
clinical indicatorsclinical indicators

• Suffolk Community Health (UK) – reduction in 
hospital admissions

• Defence Recruitment (UK) – recruitment and ( )
sustainment

• Troubled Families Initiative (UK) reducing• Troubled Families Initiative (UK) – reducing 
levels of crime, cutting the cost to 
government

13
government



This isn’t newThis isn t new.
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HistoryHistory
If h [ i h“If the [parish 

schoolmaster] was 
wholly, or even 

principally paid by [theprincipally paid by [the 
public treasury], he 
would soon learn towould soon learn to 

neglect his business.”
- Adam Smith, 1776
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HistoryHistory

“Instead of appointing a fixed salary, 
invariably of the same amount. . . it would 
be well to make such emolument in some 
measure depend upon the care with which 
their duties have been performed, as 
evidenced by their success.”

16- Jeremy Bentham, 1790s



HistoryHistory

“. . . the great master principle of 
d i i t ti f ki i t tadministration. . . of making interest 

coincident with duty – by only paying 
for results.”

- Edwin Chadwick, 1877
17
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‘P t b R lt ’ iHistory ‘Payment by Results’ in 
Education (Revised Code, 

History

1862-1890):

“It is the state’s business. . . to 
ascertain the results of the 
instruction given, and then g ,

to pay in proportion to those 
results .”results .

- Robert Lowe, 1861   
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Private SectorPrivate Sector

No cure, no pay
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Private SectorPrivate Sector
Power by the hour
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Private SectorPrivate Sector

Value basedValue-based 
pricing
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Public SectorPublic Sector

• Program Budgetingg g g
• Performance Budgeting
• Program and Performance Budgeting• Program and Performance Budgeting
• Management by Objectives
• Management by Results
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This is difficult:This is difficult:

“[Program budgeting] 
resembles nothing so muchresembles nothing so much 
as a Rube Goldberg 
apparatus in which theapparatus in which the 
operations performed bear 
little relation to the outputlittle relation to the output 
achieved.”

A Wild k
23

- Aaron Wildavsky



And not without its critics:And not without its critics:

The Revised Code was “the 
classical application to educationclassical application to education 
of the harmonious simplicities of 
the Manchester School withthe Manchester School. . . with 
the annual examination as the 
exchange the inspectors as theexchange, the inspectors as the 
skilled buyers who graded the 
product and the teachers keptproduct, and the teachers kept 
on their toes by a premium-
bonus system ”
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bonus system.
- R.H. Tawney, 1939



Why is it difficult?Why is it difficult?
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1 Specifying outcomes1. Specifying outcomes

“Outcomes often are uncertain, 
delayed, and controversial; 
procedures are known, immediate, p , ,
and defined by law or rule. It is hard 
to hold managers accountable forto hold managers accountable for 
attaining a goal, easy to hold them 
acco ntable for conforming to theaccountable for conforming to the 
rules.”

26
- James Q. Wilson, 1989



1 Specifying outcomes1. Specifying outcomes

• Complex, conflicting and contextual
• Ownership may be unclear• Ownership may be unclear
• May be unmeasurable
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2 Performance incentives2. Performance incentives

Butterworth Report (20 April): 
40% of PBO claims by 14 

agencies were false or 
unsubstantiated
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2 Performance incentives2. Performance incentives

Sunday 26 February 2012 

Exclusive: A4e and a £200m back-to-work 
scandal 
Accusations of fraud and widespread malpractice have prompted 
Commons watchdog to take tough action
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2 Performance incentives2. Performance incentives

“To secure a big grant, a high 
percentage of passes must bepercentage of passes must be 
obtained, but that is no measure of 
the true education gained by the Auberon Herbert, the true education gained by the 
scholars.

“It is indeed often a measure of the

,
1889

It is, indeed, often a measure of the 
cruel overstrain and worthless 
cramming that the delicate and dullcramming that the delicate and dull. . . 
have been subjected to for the 
purposes of money winning ”
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purposes of money winning.



3 Procurement3. Procurement

Wednesday 25 January 2012 

Over-optimism and the Work Programme:
why we should be worriedy
High expectations for the success of the government scheme to 
get people back into work will mean trouble at the frontline
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Work Programme (UK)g ( )
Successful Bidders
• Ingeus UK Ltd 7 £727m
• A4e Ltd 5 £438mA4e Ltd 5 £438m
• Working Links 3 £308m
• Avanta 3 £267m
• Seetec 3 £221mSeetec 3 £221m
• G4S 3 £184m

M i 2 £176• Maximus 2 £176m
• Serco 2 £115m
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And yet:And yet:

Social Benefit Bonds:

“Mr Baird said the Coalition was ‘confident 
that these proponents will be able to workthat these proponents will be able to work 
with us to develop these pilots in a way 
that represents value for money whilethat represents value for money, while 
also providing long-term social and 

”economic benefits for the state’.”
- Australian Financial Review, 20 March 2012

33



And yet:And yet:

Announcement of preferred bidder 
for Wiri Prison:for Wiri Prison: 

“The contract will have a 
combination of incentives and 
penalties to focus the contractorpenalties to focus the contractor 
on achieving the Government's 
objectives of public safety andobjectives of public safety and 
reduced re-offending.”

34
- Ministerial Press Release, March 2012



Why the confidence?Why the confidence?
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Performance based contractingPerformance-based contracting
“C titi i ff d“Competition in offender 
services has been shown to 
be effective at encouragingbe effective at encouraging 
the management and 
workforces of existing and 
future providers to improve 
outcomes, drive efficiency 

d d li i tiand deliver more innovative 
models of service delivery.”

- UK Ministry of JusticeUK Ministry of Justice 
July 2011 
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Welfare to WorkWelfare to Work

• 1982 – US Job Training Partnership Act 
• 1994 – Australia’s ‘Working Nation’• 1994 – Australia s Working Nation

• 1995 – US: ‘Wisconsin Works’
1996 A li ’ ‘J b N k’• 1996 – Australia’s ‘Job Network’

• 1998 – UK ‘Employment Zones’
• 2011 – UK ‘Work Programme’
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Foster Care (US)Foster Care (US)

• Payment on performance used since 1996 y p
• Used in federal funding of states

A d i t t i t ti ith• And in some states in contracting with 
providers

• Kansas 4 - Payment in 3 stages: referral, 
engagement & preservation No paymentengagement & preservation. No payment 
for children re-entering care within 12m
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Value based pricingValue-based pricing

• Developed over more 
than 20 years

• Driven by health insurers 
(US) and government(US) and government 
regulators (UK)

• Multiple sclerosis• Multiple sclerosis, 
schizophrenia, colorectal 
cancer high cholesterol

39

cancer, high cholesterol



Is it working?Is it working?
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1 Work Programme (UK)1. Work Programme (UK)

Social Market Foundation (August 2011):

• All providers are likely to underperform 
minimum expectations in Yrs 1 & 2minimum expectations in Yrs 1 & 2

• By Yr 3, all providers at risk of having 
i d

41
contracts terminated



1 Work Programme (UK)1. Work Programme (UK)

• Assumptions abt job placement
NAO report 
(January 2012): • Assumptions abt. job placement  

for Group 2 are optimistic   
- NAO: 26%

(January 2012):

- NAO: 26%
- DWP: 40%

• Providers will seek to renegotiate• Providers will seek to renegotiate 
prices

• One or more providers may get• One or more providers may get 
into serious difficulty
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2 HMP Doncaster (UK)2. HMP Doncaster (UK)

• 2 5 years before we know if there
John Biggin

• 2.5 years before we know if there 
has been any impact

• But the early signs are promising
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3 Pilots: HMP Peterborough3. Pilots: HMP Peterborough

Qualitative assessment by RAND (May 2011):Qualitative assessment by RAND (May 2011):
• Too early to draw conclusions about outcomes
• Contractual arrangements were complex
• Development of a robust outcome measure was 

complex and time-consuming
• The pilot is too small to deliverThe pilot is too small to deliver 

cashable savings
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4 Additionality: Wiri Prison (NZ)4. Additionality: Wiri Prison (NZ)
Incentive Payment

• Payment for performance 
in excess of required 

Unitary Charge

standard
• Based on targets for 
reducing reoffending

• Payment for delivering 
the design, build, 
operation, maintenance 

d fi i f th iand financing of the prison
• Abated for non-availability
and performance below the
required standardrequired standard
• KPIs mostly based on 
zero tolerance

Charges

45

C a ges
• For serious incidents



Why persist?Why persist?
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Outcome CommissioningOutcome Commissioning

• Specifying clear outcomes 
• Whose outcomes?

H t t ?• How to measure outcomes?
• What population?What population?
• How are outputs linked to outcomes?
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Process InnovationProcess Innovation

• Effective case management
• Joined up delivery

N b i d l• New business models
• Integration g
• Management inset

J i d f di ?• Joined up funding?
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Product InnovationProduct Innovation

• Better co-productionp
• Market segmentation (‘cream-

skimming’)

• However, there are constraints. . .,
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LessonsLessons
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LessonsLessons

• No one knows how to do this (yet)(y )
• We’ve tried reforms like this in the past 

and they didn’t workand they didn t work
• The most developed model is 70 years old
• Providers are willing to learn
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LessonsLessons

Gaming is a real issue• Gaming is a real issue
• Don’t confuse funding & contract designg g
• Be modest 

B ild ‘l i t ’• Build a ‘learning system’
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A Toolkit ApproachA Toolkit Approach

Lots of animals, particularly apes, use 
bj t b t h t t t f thobjects; but what sets us apart from them 

is that we make tools before we need 
them and once we have used them wethem, and once we have used them we 
keep them to use again.
This chipped stone from Olduvai GorgeThis chipped stone from Olduvai Gorge 
[which was made around 1.4 million 
years ago] is the beginning of the toolbox.

- Neil MacGregor, A History of the World in 100 Objects
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Background SlidesBackground Slides
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Work Programme (UK)Work Programme (UK)

Year 1 Year 2 Year 3 Year 4 Year 5

Attachment fee Maximum
payment 
starts to 

decrease

75% 50% 0% 0%

decrease 
from Yr 2

Job outcome 
payment Payment placing a job seeker <  Maximum payment starts to decreasepayment in a job for 13 and 26 weeks from Yr 3

SustainmentSustainment
outcome 
payment

Additional payment for every 4 wks a client retains work 
– for up to 2 years from job outcome

55



UK Ministry of JusticeUK Ministry of Justice

The government’s intention is to:   
“. . . pay independent providers to 
reduce reoffending paid for byreduce reoffending, paid for by 
the savings this new approach will g pp
generate for the criminal justice 

t ”system.”
- Coalition Agreement 2010

56

- Coalition Agreement, 2010



UK Ministry of Justice: y
Innovation pilots

• 3 projects covering offenders released 
from prisonfrom prison
– 1 private (Doncaster)
– 1 public (High Down) (tba 11.12)
– 1 public + private (Leeds) (tba 11.12)1 public  private (Leeds) (tba 11.12)

• 2 projects testing a local approach 
– Greater Manchester 
– 5 London boroughs

57
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UK Ministry of Justice:y
Innovation pilots

• 2 projects covering offenders on 
community sentencescommunity sentences
– Wales Probation Trust (3.12)
– Staffordshire & West Midlands Probation 

Trust (3.12)( )
• 2 innovation pilots to be submitted by the 

marketmarket
– c.30 proposals being reviewed now 
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UK Ministry of Justice: y
Other pilots

• 4 youth custody pathfinder pilots with local 
authorities underwayauthorities – underway

• 2 pilots testing the inclusion of a p g
reoffending outcome in the Work 
Programme in conjunction with DWPProgramme, in conjunction with DWP 
(expected 5.12)
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UK Ministry of Justice:y
Market-testing

Payment by results has not been specified 
for Round 2
- but innovation will be recognised andbut innovation will be recognised and 
there may be 2 or 3 contracts with PbR 
elementselements.
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Department of Health (UK)Department of Health (UK)

• ‘Drug Recovery’ – 8 two-year drug pilots g y y g p
(9.11)

• Suffolk Community Health – bonus 
payments for reduced admissions (3.12)
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Suffolk Community HealthcareSuffolk Community Healthcare

• £140m contract over 3 years. 1,000 staff.y
• Community & specialist nursing, children’s 

services management of communityservices, management of community 
hospitals, speech & language therapy

• Integrated care based on state-of-the-art 
management information systemsg y

• Includes a bonus payment for reduced 
hospital admissions

62
hospital admissions



Local Government (UK)Local Government (UK)

• London - £5 million in grants to charities in g
a campaign against homelessness (3.12)
– reducing the number of regular rough sleepers inreducing the number of regular rough sleepers in 

London
– increasing the number in settled accommodation and g

employment,
– reducing admissions to accident and emergency 

units of hospitals
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Local Government (UK)Local Government (UK)

• Essex County Council: social impact bonds to finance 
‘ lti t i th t ’ t k ith l bl‘multi-systemic therapy teams’ to work with vulnerable 
young people (3.12)

• Manchester City Council: pilot directed at moving young 
people from residential care into foster care with thepeople from residential care into foster care, with the 
provider paid on their results (3.12)
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Other PBR Projects (UK)Other PBR Projects (UK)

• Children’s Centres (but additional)( )
• Vulnerable Children – 6m pilot from April 

2011 with 3 councils (additional)2011 with 3 councils (additional)
• Troubled families. . . (under development)
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Mt Eden Contract (NZ): M 2011Mt Eden Contract (NZ): May 2011
• 10 year contract with Serco worth• 10 year contract with Serco, worth 

~NZ$300m
• Underpinned by process & low level 

outputsp
• Years 1 & 2 – some high level outputs 

(‘pathways’)(‘pathways’)
• From Year 3 – reduction in recidivism
• 10% of service fee at risk
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Wiri PPP Prison (NZ): M h 2012Wiri PPP Prison (NZ): March 2012

Incentive Payment
• Payment for performance 
in excess of required 

Unitary Charge

standard
• Based on targets for 
reducing reoffending

• Payment for delivering 
the design, build, 
operation, maintenance 

d fi i f th iand financing of the prison
• Abated for non-availability
and performance below the
required standardrequired standard
• KPIs mostly based on 
zero tolerance

Charges
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C a ges
• For serious incidents



Social Benefit Bonds (NSW)Social Benefit Bonds (NSW)

• Social Finance and Mission Australia to 
develop a pilot in recidivism 500 youngdevelop a pilot in recidivism – 500 young 
adult repeat offenders

• Benevolent Society, Westpac and the 
Commonwealth Bank to support 550 families 
in out-of-home care over five years

• UnitingCare Burnside - children aged 0-5UnitingCare Burnside children aged 0 5 
years and their parents across 10 locations, 
over seven years
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Diabetes Pilot (Australia)Diabetes Pilot (Australia)

• 3 year pilot involving 150 GP practices in y p g p
three states

• 2 intervention groups testing different• 2 intervention groups testing different 
initiatives and 1 control group

• ‘Pay for performance’ based on patient 
satisfaction and clinical improvementsp
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Diabetes Pilot (Australia):( )
Payment Regime

Quality 
Improvement

50% - process 
measures
25% patient

Up to 
$150 per Improvement 

Support 
Payments

25% - patient 
satisfaction
25% - clinical 
improvement

$150 per 
patient

Fle iblePaid 
$213 per 
patient 

(average)

Flexible 
Funding – to 
compensate 
for care 

quarterly in 
advance. 
Top-up 
funding if ( g )

planning & 
reviews

funding if 
condition 
gets worse
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Flexible Funding:g
Risk Stratification Model

Within range Out-of range 
(blood sugar, 
cholesterol, BP)

Complex

, )

18% 23%(complications 
such as heart 
or kidney) Newly-

diagnosed 
l

~18% ~23%

N t

overlay –
additional 
support for 
introduction

~20% 24%Not 
Complex

~20% ~24%
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COAG Funding (Australia)COAG Funding (Australia)

• National Agreements – Outcome g
indicators preferred – public reporting

• National Partnership Agreements• National Partnership Agreements
– Reform NPs: Intermediate outcomes or output 

measures
– Project NPs: Milestones which trigger rewards 

payments 
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Elective Surgery Waiting Listsg y g
National Partnership Agreement

• $252m of $300m is ‘reward funding’g
• 3 measures of improvement:

Increased volume of admissions ($200m)– Increased volume of admissions ($200m)
– Increased cost-weighted volume of 

$admissions ($100m)
– Reduced waiting times (no specific funding)
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COAG Funding:g
Performance Measures

• Indicators should be ‘meaningful, simple g p
and comprehensible to the public’

• A high level outcome may require multiple• A high-level outcome may require multiple 
indicators, but ideally, one indicators 
h ld lti l tshould serve multiple outcomes

• Outcome indicators should measure the 
status of individuals or the community
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COAG Funding:g
Performance Measures

• The link between an indicator and an 
outcome should be evident

• Indicators should track real change• Indicators should track real change
• Where outcomes are difficult to measure, 

outputs may be used
• With long timeframes short and medium-With long timeframes, short and medium-

term indicators may be appropriate
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COAG Funding:g
Good Performance Measures

• Meaningful and understandable
• Timely

Comparable• Comparable
• Administratively simple & cost effective
• Accurate
• Avoids perverse incentives• Avoids perverse incentives
• Objectively measureable

76• Attributable 


