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Hospital funding mechanisms:

Type of Funding Number of 
Cases

Spending 
Control Transparency Cost 

Efficiency Quality

Per Diem / 
Cost Plus Yes No No No Flat

DRG /
Case‐based Yes No Yes Yes Flat

Global Budget No Yes No Flat Flat

Adapted from: R. Busse, EuroDRG project

US Medicare

European Countries



What’s Missing?



What are other countries doing about the missing 
elements that fee‐for‐service payments doesn’t 
provide?

Lever Quality Fragmentation Effectiveness

Funding Policy Value‐based Purchasing 
and Non‐Payment

Episodes of Care Episodes of Care

Meaningful Use of EHR Meaningful Use 
of EHR

Organization and 
Delivery System

Accountable Care 
Organizations

Accountable Care 
Organizations

Accountable Care 
Organizations

Medical Home Medical Home

System‐Level Cross Sector Data Standardization
Patient Outcomes and Experience



Commonalities?
• Significant impact on fee‐for‐service models
• Payment reforms are taking a variety of forms

– Most experimentation is occurring in the U.S.
– Netherlands

• Accountable Care Organizations
• Medical Homes
• Episodes of care = ‘Bundled Payments’



Medicare Bundled Payments Pilot
Goal:  Align incentives for all providers

Includes:  Inpatient Physician
Outpatient Home Care
Long‐Term Care Rehab

Hospitalization

All services within 
defined period,
excl. drugs



How do Bundled Payments Work?
• Mechanism:

– Groups of providers guarantee 3% reduction in fee‐
for‐service spending

– Continue to be remunerated via FFS; reconcile at end 
of the year

– (Potential) Savings are shared by providers

• Incentive:
– Reduce readmissions, intensity of post‐discharge care



Value‐Based Purchasing (U.S.)
• VBP is essentially a P4P program (or non‐P4P!)
• Initially, aimed at hospitals:

– Hospital‐acquired infections
– Re‐admissions

• Evidence of efficacy of P4P on physician 
behaviors is weak
– Hard to set indicators?
– Pay for improvement or attainment?
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