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anada has been called the land of the pilot project.! It is not

uncommon for a promising, innovative model of care to

disappear or stagnate after the project or grant-based
funding finishes — or the willingness of a clinician or researcher to
put in extra hours dries up.2 This seems especially true of innova-
tions that support patients transitioning from one sector of the
health system to another (e.g., from hospital to community). Yet
projects that allow different parts of the health care system to work
together more efficiently are exactly the type of innovations we
need. To ensure that pilot projects that successfully improve inte-
gration and coordination of care become routine, changes may be
needed to how health care provider organizations are funded.
Funding strategies must reflect how care should be organized
rather than reinforcing how it is currently organized.

Funding strategies can encourage or hinder the uptake of
evidence-based health care delivery. Although we often focus on
who pays for health care (i.e., private v. public), how we fund
health care providers also deserves attention. Successful pilots
for new models of care often involve different personnel or new
technology, and existing funding strategies may limit health care
provider organizations’ ability to adopt them.

How does health care funding affect the way
health care is delivered?

Health care is frequently funded in silos. For example, hospitals
are often paid separately from physicians who work entirely
inside them, and both are paid separately from primary care
providers and from home care. Personal support and prescrip-
tion medications for long-term care residents are paid for out
of separate budgets. These silos create barriers for implement-
ing ways of delivering care that may work better. For example,
without a careful analysis, it may seem that paying for rela-
tively cheap services in one area is simply “extra resource con-
sumption” to deliver additional services, even though doing so
may result in decreases in relatively expensive services else-
where.? Streamlining and improving the care of patients with
chronic conditions requires investment in both interdisciplin-
ary primary care* and evidence-based medications.® Yet, any
savings from reduced admissions and complications accrue
not to the primary care organizations who had to invest addi-

KEY POINTS

® The way health care providers — both individuals and
organizations — are funded can either encourage or hinder
uptake of best practices.

® Siloed budgets make it especially difficult to implement and
scale innovations that would improve integration of care.

® Health systems around the world are experimenting with novel
funding strategies to incentivize delivery of high-value care.

® Canada should experiment with and evaluate initiatives that
seek to align innovations in funding strategies with innovations
that better integrate care.

tional resources to deliver high-quality care, but likely to
nearby hospitals.

Hospitals often use their budgets to deliver acute care at full
capacity, leaving little flexibility to invest in new models such as
enhanced outpatient care that may lead to reduced costs to the
health system, even if those models are well grounded in evi-
dence. Pilot studies have shown that, once in hospital, patients
may benefit from support for self-management through patient
education and navigation after hospital discharge, and that this
may be cost-saving.5" Yet, the organization paying for the patient
navigators cannot reap the rewards if the visits or admissions
averted are realized by a different organization. A recently com-
pleted multisite trial in Ontario showed that a series of support-
ive phone calls over the course of a year can help patients who
have had a myocardial infarction to adhere to their recom-
mended management plan.® However, if a hospital found the
resources to invest in delivering this type of intervention as an
ongoing program for the population in its region, it is not assured
of reaping the rewards.

As currently configured, no single key player in Canadian
health systems is well positioned both to make the investmentin
an innovative model of care and to easily claim back the financial
benefits, which is a barrier to innovation. Structural consolida-
tion at the regional level, to ensure a more centralized approach
for delivering or organizing a model to integrate care, would
allow for economies of scale. However, this will require decon-
struction of the siloed, provider-level health care budget.
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How do specific funding models support
or hinder innovation?

Global hospital budgets typically involve a stable, predetermined
annual dollar figure to cover the health services delivered.
Although they enable a predictable approach to controlling
costs, and allow for managerial flexibility since the funding is not
linked to specific items or activities, global budgets do not incen-
tivize innovation and arguably incentivize complacency.

An alternative funding mechanism known as “activity-based
funding” offers a set price for a specific type of hospital admis-
sion, so the hospital is paid per patient. Forms of this model have
been adopted in many jurisdictions around the world and in Can-
ada (including Ontario, Quebec, British Columbia and Alberta)
despite uncertainty around their impact on quality of care.® This
model of funding encourages more efficient in-hospital care
(because hospitals will lose money if they overspend), which may
translate into reduced lengths of stay or better access. However,
the funding model may also contribute to overtreatment, and
more postdischarge problems or higher posthospital costs.
Activity-based funding strategies do not generally incentivize the
implementation of models of care that span sectors and time.

A more sophisticated approach, often described as “bundled
care,” aims to encourage collaboration across sectors to better
manage transitions in a way that benefits patients at lower over-
all costs.!? In general, this involves a set price for a full “episode
of care” that can span several health care provider organizations
and sectors, such as assessment, surgery and rehabilitation for
joint replacement. Penalties for potentially avoidable and costly
posttreatment events (e.g., readmissions) are sometimes added
to accentuate the incentives for coordinating postdischarge
care.’3 Funding innovations such as bundled care respond to a
key insight into the relation between cost and quality, which is
that, although high-quality care may ultimately cost less, the
costs and benefits of improving quality are often spread out over
time and across a range of individuals and organizations.>*
Emerging evidence on bundled care offers tentative support for
its ability to improve value in a specific set of contexts or for spe-
cific procedures.’>!® |deally, the “bundles” must cover an ade-
quate length of time to encourage implementation of models of
care that support patients over the long term.* Whether bundled
care funding models can help improve functional outcomes in
complex patients in addition to encouraging more efficient
single-disease-oriented care remains uncertain.*

Activity-based funding addresses each hospital admission
with a set price for each patient interaction; bundled care
focuses on “episodes” with a set price covering the key steps on
the pathway from acute presentation to postacute rehabilitation.
Policy-makers are now beginning to experiment with payment
methods that address individuals with one or more chronic dis-
eases, over a longer period. These “population-based-payment”
models involve a price paid per person in a defined community,
adjusted by risk profiles for that community, for a given period
(e.g., one year). Capitation-based models are increasingly com-
mon in primary care,” but population-based payment models
that include multiple sectors are much more rare. The provid-

ers — including hospitals and physician groups — share responsi-
bility and any monetary gains (and sometimes losses) in the care
of this population.? The jury is still out on these approaches:
such initiatives show promise?? but have not consistently
achieved better patient experience and population outcomes at
lower costs.?*?* Major challenges include governance, adequate
assessment of the funding needs for the targeted population,
and provider accountability for (and capability of) improving out-
comes that matter to patients.

What are some risks of making changes
to how health providers are funded?

There may be unintended consequences to the adoption of any
new funding strategy. Cherry-picking patients — that is, selecting
less complex, more profitable patients for procedures over more
complex patients for whom outcomes and costs are more unpre-
dictable — and “up-coding” patients (i.e., describing patientsin a
manner that renders them eligible for higher payments) are ways
that health care providers can benefit financially from activity-
based funding or bundled payment reforms.>?>% Shifting organ-
izational priorities in a way that does not reflect patient need is
another.*!? For example, if hospitals earn more money for
patients who receive home care postdischarge, they may make a
referral for all patients regardless of need, thereby increasing
costs for the health system in a manner not consistent with
anticipated benefit. Such responses threaten the goals of the
funding reforms by increasing total health system costs without
improving population health.

Incentives for physicians must be considered especially care-
fully. When wait times are longer than acceptable, funding mod-
els that incentivize volume (i.e., fee-for-service) remain sensible.
However, as with activity-based funding for organizations, fund-
ing models for individual health professionals that encourage
more care do not necessarily encourage better care. Further-
more, research on physician pay-for-performance schemes indi-
cates a lack of patient benefit.?-*° Ideally, funding strategies
should encourage appropriate care for the complex patients who
need it most, while mitigating the risk of unintended conse-
quences. Coordinating care across specialties and settings in a
highly integrated system is the best way to ensure that care is
delivered appropriately, and physician pay-for-performance
interventions do not tend to achieve this.

Can new funding strategies encourage
integration of care?

If current siloed approaches to funding health care disincentivize
the cross-sectoral investments in care that could benefit both
patients and payors, then what kind of funding could encourage
innovative models of care that improve integration across sec-
tors and care for patients? A recent debate pitted advocates of
bundled care against a population-based health funding
approach (i.e., using capitation-based models to fund population
groups). Those advocating for expansion of bundled funding
approaches argue that these strategies can effectively send
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appropriate price signals to encourage spread and scale of cost-
effective interventions.®! Those advocating for population-based
funding approaches emphasized the importance of aligning
incentives to encourage investments in prevention and disease
management.3

The debate obscured an important point, though, specifically
that improvement may not happen unless both funding and
delivery of care are integrated. Bundled care has promise, but
the cross-sectoral partners that share the “bundle” must be will-
ing and able to work together to find mutually beneficial solu-
tions.3* One sector or professional group alone is unlikely to be
able to lead a process that requires different parts of the health
system to work together to facilitate efforts forimprovement and
system sustainability. Relatedly, funding announcements that
focus on a single sector — like home care — rather than on a
health goal or population may dissuade spread and scale innova-
tions seeking to integrate and coordinate care.

Regional budget-holding organizations (such as regional
health authorities) could be a responsible party able both to
invest in system-integration models and to reap their rewards —
but only if they control comprehensive, cross-sectoral budgets.
For example, in some jurisdictions, responsibility for both home
care and other health services have been devolved to the
regional level.® The hope is that local governance and oversight
can enable better coordination across the health care system
and greater focus on preventive services, allowing for integrated
services or investment in nonhealth services that affect health
outcomes.* Such a model may enable the regional budget-
holder to realize more clearly the benefits of making iterative
investments in improvement over time — once the hard work of
achieving consensus is achieved.®

Canada is blessed with a well-trained, highly capable clin-
ician workforce. Increasingly, that workforce is developing
capacity in quality improvement, but as clinicians aim to tackle
problems of integration of care, they come up against barriers to
spread and scale that may seem insurmountable due to mis-
aligned or siloed funding mechanisms. We recommend that
Canada’s provincial governments facilitate integration of care
by deliberately moving away from siloed funding and testing
options with the explicit aim of incentivizing all relevant stake-
holders to collaborate in the management of their populations®
that require care in multiple settings over time. This could be
attempted in an incremental fashion through systematic experi-
ments with bundled payments, initially for common surgical
procedures with clear potential for standardization, then
expanding based on lessons learned to a wider range of pro-
cedures and conditions covering longer patient-episodes and
involving a greater number of providers.®” A more transforma-
tive option would be to experiment with population-based pay-
ments, managed by integrated provider organizations with
oversight of all hospital- and community-based services and
providers as well as medications, starting in communities where
there is a natural hospital hub that provides the bulk of second-
ary care for a population, and an identifiable group of primary
care providers willing and able to engage. Either approach must
involve the necessary support and reserved time for the devel-

opment of the governance and accountability structures that
engage all the relevant providers.

Importantly, we also recommend ongoing federal and provin-
cial investment in the infrastructure required for more integrated
and coordinated models of care to succeed: capacity building
among clinicians in leading quality-improvement initiatives;
e-health capabilities to enable continuity of information and to
capture relevant outcomes; and support for embedded, rigorous,
formative and summative program evaluations. Such evaluations
could build on the approaches used by the Center for Medicare &
Medicaid Innovation;* success could be guided by measurement of
patient (and provider) experience, population health and cost*® —
but also by the identification of lessons learned to be applied to the
next experiment. Policy-makers should view investments in the
infrastructure needed to integrate care and experiments testing
novel payment strategies as a long-term project, an iterative pro-
cess informed by emergent population or health system needs, to
be refined over time based on the results of rigorous evaluations.
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