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Performance-based financing: just a donor fad or a catalyst
towards comprehensive health-care reform?

Bruno Meessen,* Agnes Soucat” & Claude Sekabaraga®

Abstract Performance-based financing is generating a heated debate. Some suggest that it may be a donor fad with limited potential
to improve service delivery. Most of its critics view it solely as a provider payment mechanism. Our experience is that performance-
based financing can catalyse comprehensive reforms and help address structural problems of public health services, such as low
responsiveness, inefficiency and inequity. The emergence of a performance-based financing movement in Africa suggests that it may
contribute to profoundly transforming the public sectors of low-income countries.

Abstracts in gss 32, Frangais, Pycckuit and Espaiol at the end of each article.

Introduction

The United Nations Millennium Development Goals are ap-
proaching their deadline of 2015 but progress to date has been
insufficient. Public expenditure on health — both domestic and
official development assistance — has increased over the past few
years in most low-income countries’ but results have been slow. As
the public health system remains the backbone of national health
policy and the main beneficiary of international aid, it is most likely
to be part of the problem. In too many countries, the public health
system does not meet user needs and demands.” It is inefficient due
to resource leakage’ and worker absenteeism.* Equity, in terms of
utilization and contribution, is unsatisfactory and public spend-
ing often benefits richer groups disproportionately.”® Ministries
of health and their international advocates often cite insufficient
funding as the underlying cause of low performance. Others argue
thatitalso stems from a lack of accountability within public health
systems.” Although many observers and users are likely to share this
view, few proposals for reform have been put forward. Our opinion
is that performance-based financing, as it is being developed in
several sub-Saharan African countries, is a strategy that could help
address the structural problems plaguing health systems.

Performance-based financing can be defined as a mechanism
by which health providers are, at least partially, funded on the basis
on their performance. Performance-based financing can be con-
trasted with the line-item approach, which finances a health facility
through the provision of inputs (e.g. drugs, personnel). Haiti is the
first low-income country in which health service providers (national
nongovernmental organizations) were contracted and remunerated
according to their performance (which was measured by the attain-
ment of some coverage rates).® In Cambodia, performance-based

.””'" However, despite

financing was applied to the public secto
promising results, it did not materialize into a national policy. This
breakthrough did, however, take place in Rwanda. Several pilots
initiated in 2002 allowed for a better understanding of major issues,
then the country rapidly adopted performance-based financing as
its national policy and scaled up the approach to the entire country
in 2005.1%

The Rwandan experience has attracted a lot of attention. It
has rapidly inspired neighbouring countries like Burundi and the

Democratic Republic of the Congo and has consolidated an interest
in performance-based financingat regional and global level. Today,
more than 20 countries are in the process of introducing or scaling
up performance-based financing in Africa. Performance-based
financing also fits into the Millennium Development Goals aid
paradigm and global efforts for rapid progress on a few key indica-
tors. Yet several authors have expressed concerns about this wave

of enthusiasm.'>!¢

Our assessment is, however, that their critique
reflects a view of performance-based financing as solely a provider
payment mechanism and overlooks the potential of performance-
based financing to reform health systems. These critiques can’t see

the woods for the trees.

The reform package

In most low-income countries, some kind of national health service
remains the backbone of the health system (at least in theory). These
public systems rely on the central government and the ministry
of health, in particular, to fulfil nearly all functions of the health
system including: resource collection, pooling of funds, purchasing,
regulation, provision, employment, drug supply, ownership of in-
frastructure and equipment, monitoring and evaluation. Decisions
related to these functions, including those related to health-care
provision, are usually highly centralized. It is the central level of
government, for example, that decides the required mix of staff for
a health centre, allocates personnel and pays salaries.
Performance-based financing takes a radically different ap-
proach to the health system, giving organizational units substantial
decision rights over their resources (i.c. autonomy). Organizational
units do not rely on hierarchical relationships but on contractual
or regulatory ones. Interaction through contracts requires that the
steward or its proxy clearly define performance for each organiza-
tional unit. Different types of contracts are possible. For health
facilities, the approach currently favoured in Africa is paying for a
quantity and quality mix, a fee-for-service look-alike model com-
bined with scoring based on a quality checklist. For a restricted
list of key services, each additional unit of service produced (e.g.
one more fully immunized child) is thus rewarded. This approach
also encourages the health facility to set up a bonus contract with
cach staff member. This contract does not try to measure individual
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performance (as most outputs are produced
by the whole team), but takes into account
individual contribution through working
days, responsibilities and qualification.'”

For countries such as Burundi or
Rwanda, adopting performance-based
financingled to a complete reconsideration
of roles and functions in the health system.
Functions are bundled in coherent packages
to maximize economies of scale and scope,
yet with a new concern to avoid conflicts of
interest. As much as possible, this approach
favours a “separation of functions”'>"” This
often requires the set-up of new bodies,
such as a purchasing agent to act as a third-
party payer, and the active involvement
of new stakcholders, such as community-
based organizations to help verify activities
reported by the health facilities. Growing
evidence indicates that this reform package
can address the problems of low responsive-
ness, poor efficiency and inequity in the
public health system.

Greater accountability

Performance-based financing is a powerful
means to improve the way health facilities
respond to users. As health facilities are
remunerated according to their outputs,
they have strong incentives to satisfy users.
Granted more autonomy in exchange for
greater accountability for results, health
facilities can tailor initiatives to the popula-
tions they serve. They might, for example,
extend opening hours, provide consulta-
tions during the weekend, subcontract
community actors or offer baby clothes to
mothers who deliver in a health centre, as is
the case in Rwanda. The pressure for results
impacts on the entire system. Health facili-
ties, for instance, will put pressure on their
suppliers, including the central medical
store and national programmes, to receive
the inputs required to make their provision
of services attractive. In addition, health
workers view health information systems
differently under performance-based
financing: properly completing and filing
health information forms is a “must”, as
the data provide the basis for part of their
remuneration.

Performance-based financing can also
empower consumers. In traditional low-
income country health systems, citizens
have limited or no way to influence the
availability and quality of health services.
In contrast, with performance-based financ-
ing, the community can help verify results
and provide feedback on the quality of
services received.”’ More fundamentally,
patients “vote with their feet”, as deciding
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to seek care elsewhere entails a direct loss
for the health facility budget and, through
this, the amount available to remunerate
personnel. This may be more effective in
terms of accountability than voicing one’s
discontent.”!”!%

Improved efficiency

Performance-based financing can help
improve allocative efficiency by strengthen-
ing stewardship. Implementation requires
the ministry of health to clarify key health
priorities to finance, such as interventions
aimed at reaching the Millennium Develop-
ment Goals or reducing other important
causes of morbidity or mortality. Perfor-
mance-based financing can also lead to
greater technical efficiency in the health sec-
tor by increasing the quantity and quality
of services delivered for a given amount of
money.”” This is obtained by modifying in-
centives for health workers. Evidence shows
that performance-based financing can boost
staff productivity, an important outcome in
countries experiencing a human resource
shortage.”” By increasing the income of
health providers — often a prerequisite for
accepting reform — performance-based
financing can secure greater motivation,
reduce the brain drain and even encourage
staff to work in remote arcas.

In Rwanda, performance-based financ-
ing helped trigger a major reform of human
resource management. The number of
health workers increased by 62% between
2005 and 2008 and public subsidies for
health worker remuneration more than tri-
pled. Moreover, the average remuneration
increased by 60% to 100%, depending on
the facility.”! The successful experience with
performance-based financing convinced
the central Government of Rwanda that
facilities could successfully manage wage
payments. It subsequently devolved this
responsibility to health facilities, while also
giving them the power to hire and fire staff.

As with any health financing strategy,
performance-based financing must be seen
as part of a broader vision. Ideally, this
vision supports universal coverage. Some
countries may be inspired by the Rwandan
experience, which has shown how the
performance-based financing approach
can complement community-based health
insurance. Performance-based financing
focuses on preventive services and quality
control, leaving access to curative care and
protection against catastrophic expen-
ditures to the community-based health
insurance. Others may prefer the example
of Burundi, which develops reform plans
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using performance-based financing to
remunerate providers that deliver free
health care to mothers and children. This
isa promising strategy since frec health care
financed through input provisions secems
to reach its limits in many countries.”
Performance-based financing could also
tackle geographical inequities. For instance,
it can improve equity by introducing higher
prices for services delivered in remote
areas; this will help to attract staff there.
Furthermore, many actions taken by health
facilities to increase their revenue from the
performance-based financing scheme may
help improve access (e.g. reducing user fees
to attract more patients).

Performance-based financing can also
better align donor initiatives with country
frameworks. The management of funds
from global health initiatives and “vertical-
ized” aid programmes present important
challenges. The Rwanda experience, howev-
er, has shown that if the performance-based
financing system is harmonized, properly
designed and adopted by all funders, it can
facilitate the pooling and integration of all
financing sources, including the govern-
ment budget and specific programmes, such
as the United States President’s Emergency
Plan for AIDS Relief.

Spill-over effect

Performance-based financing is all about
public finance and, in many countries, has
become central to the public sector reform
toolbox. Ministries of finance and local
governments see health performance-based
financing as part of a strong international
movement towards more results-based
and client-oriented public finance models
inspired by the new public management
model. Many countries have embarked on
some form of budget reform, including
performance-based budgeting, and needs-
and performance-based formulas for inter-
governmental transfers. The health sector
may resist these reforms or pioneer them.
The Government of Rwanda, for example,
has established performance contracts with
departments and district councils for all
sectors; the contracts link funds received
to performance. The health sector is one
of the drivers of the reform and contributes
to shaping it.

Delivering results can also win the
commitment of ministries of finance to
fund the health sector. In Burundi and
Rwanda, performance-based financing
strengthened the position of the Min-
istry of Health vis-a-vis the Ministry of
Finance by showing a clear link between
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funding and outcomes. In Rwanda, the
performance-based financing budget
increased from US$ 0.8 million in 2004
to US$ 8.9 million in 2007. Practical
implementation of more transparent public
finance management is also a key benefit
of performance-based financing. Public
expenditure tracking surveys often find that
resources allocated for service provision
never reach the frontlines.”> A major benefit
of performance-based financing s the direct
transfer of resources to frontline providers,
which dramatically reduces leakages.
Finally, performance-based financ-
ing sheds new light on decentralization
in the health sector. During the past
decades, many countries have invested in
ill-conceived decentralization reforms of
their health systems. In some cases, these
reforms have actually led to a decline in
performance.”* The performance-based fi-
nancingexperience suggests that the central
level of government should keep decision
rights regarding key public health priori-
ties, firmly exercising this right through its
purchasing power. At the same time, it
should be ready to transfer decision rights

related to the delivery of priority health
interventions to health facilities. This is
consistent with 30 years of policy agenda,
which tried to implement primary health
care through greater autonomy of health
facilities (e.g. the Bamako Initiative in
sub-Saharan Africa). Performance-based
contracts may also help level the playing
field for public, private-for-profit and not-
for-profit facilities, an interesting policy op-
tion in low-income countries whose health
sectors are growingly pluralistic.

Conclusion

We do not pretend that performance-based
financing is a panacea; more classical sup-
port and mechanisms will remain crucial for
strengtheninghealth systems in low-income
countries. The strategy has limits: some
dimensions of performance are difficult
to measure and, therefore, to remunerate.
Performance-based financing is difficult to
design and implement correctly and some
conditions are necessary for its success. As
with any provider-payment mechanism,
there are short- and long-term side-effects.
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What is very relevant at one point in time
may be counter-productive later. Issues of
path dependency will have to be managed.
Yet, fee-for-service, a remuneration system
which has become an evil in high-income
countries, is probably needed in contexts
where the main problem is insufficient use
of health services.

Recent experience in central Africa
indicates that these challenges are probably
manageable. More interestingly, they have
revealed the opportunity for wider reform
offered by performance-based financing.
If it is incorporated into a broader reform
context, it can help address several struc-
tural problems facing health systems around
the world, problems that have proven in-
tractable for years. This could be the right
metric to assess the success of ongoing pilot
schemes and mean much more than prog-
ress towards a few outcome indicators. ll

Acknowledgements:

We thank Rachel Skolnik for assisting in
the editing process.

Competing interests: None declared.

wasde

tiloLi)) deowal] Dl ) 3ol 52 3ama pl oslhl @A) Gug 98 U telos¥l If Talizal s 5o

dungasll dovall Olods & Dgad] JSLinl) guatl] (e aelugy Jalid]
Situch] Lgad] Hopbs ying . Blxalg dJl=a)l paeg Gl d Lo
Oleladll Gladl muly 525 § dolge] &3] I L 31 & 51891 )

) J5 Wl Ladsal] Sl § dals]

GV g &l 09y pamdld Lsle Yoo oY) J] witud] Jogedd]
lely deusdl clny] guss e 8350w 8)03 Gow A Luds ool
Lol .douil) sodie lgedsius Olaadl =8u) AT Y] digp ¥ & (adll
eyl hisy o oS IV J] wimad) lgedl OF Y b Ly

mE

ETFSUMME: ARBMPTEIE LIS EET RIESERMELT

ETHEBE R E T AN FR, FRARNETR
RE-AHBEHH, RERSRENBEATR. KS K
Wit ZAH AT — M CAALE. RN ERZ
2T G0 Ve B A IR HE AN B BT B & T R E T A B AR

S, Aol B, RBCRAAE, FMET S
2%k Y B By B LR R A B TR B A S
HWRARL %,

Résumeé

Financement basé sur les résultats: juste un engouement des donateurs ou un catalyseur vers une réforme

compléte de la santé?

Le financement basé sur les résultats est a I'origine d’un débat passionné.
Certains pensent qu’il ne s'agit peut étre que d’un engouement des
donateurs, avec un potentiel d’amélioration de I'offre de services limité.
La majorité de ses détracteurs le considere seulement comme un
mécanisme de paiement des prestataires. Notre expérience est que le
financement basé sur les résultats peut catalyser des réformes completes
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etaider a résoudre les problemes structurels relatifs aux services de santé
publique, comme la faible capacité de réponse, I'inefficacité et I'injustice.
L’émergence d’'un mouvement de financement basé sur les résultats en
Afrique laisse a penser qu’il peut contribuer a transformer en profondeur
les secteurs publics des pays a revenu faible.
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Pe3rome

(DI/IHaHCI/IPOBaHI/Ie II0 pe3ynbTaTaM: NpN4Iyaa JOHOPpA VIV KaTalanus3arop BCCOXBaTbIBaIO].[IeI?I pe(l)oprI

MeIUKO-CAaHUTAPHOI moMom?

Boxkpyr ¢unaHCcuMpoBaHMUA IO pe3ynbraraM paboTsl
pasBepTbIBaeTcs OypHas AMcKyccust. HekoTopele Ioaraor,
YTO 9TO Kalpyu3 GpUHAHCUPYIOLIEI CTOPOHBI, He 00/Iafiaouit
3HAYNUTETbHBIMY BO3MOYXHOCTSIMI JJIsI COBEPIIEHCTBOBAHNIS
IIPEfJOCTAB/ICHNS YCIYT. BO/IBIIMHCTBO KPUTIKOB PaCCMATPUBAIOT
€ro TO/IbKO KaK MEXaHM3M pacdeTa ¢ HOCTaBInKoM. Haur omsT
[IOKa3bIBaeT, YTO (PMHAHCUPOBAHNE 10 PE3y/IbTaTaM CIIOCOOHO
CTaTb KaTaJM3aTOPOM BCeoODbeMmommx pepopM U MOMOYb

PeLNTb CTPYKTypHBIe MPOOIEMBl YCIYT 00IeCTBEHHOTO
3/IpaBOOXPAHEHIs], TAKNE KaK C/Taboe BHUMaHIE K TOTPeOHOCTSIM
IIAL[VIEHTOB, 9KOHOMIYecKasi Hea((PEeKTUBHOCTD 1 OTCYTCTBIE
COLVANBbHON CIPaBe/INBOCTY. BO3HMKHOBEHME JIBVDKEHMA
3a (MHAHCHPOBaHNME 10 pe3yIbTaTaM B CTpaHax AQpuku
[IOKA3bIBAET, YTO OHO MOXXET COAEICTBOBATH IIybOKOI
TpaHcOpMAL OOIeCTBEHHBIX CEKTOPOB B CTPAHAX C HU3KIM
JIOXOJIOM.

Resumen

Financiacion basada en el rendimiento: ¢es sdlo una tendencia de los donantes o el catalizador para una

reforma sanitaria integral?

La financiacion basada en el rendimiento ha generado un encendido
debate. Algunos sugieren que puede tratarse simplemente de una nueva
tendencia de los donantes con un potencial limitado para mejorar los
servicios. La mayoria de sus detractores la consideran simplemente como
un sistema de pago del proveedor. Seguin nuestra propia experiencia, la
financiacion basada en el rendimiento puede catalizar una reforma integral

y ayudar de forma eficaz a afrontar los problemas estructurales de los
servicios sanitarios publicos, como la poca capacidad de respuesta, la
ineficacia y la desigualdad. La aparicion en Africa de esta tendencia de
financiacion en funcion del rendimiento sugiere que puede contribuir a
transformar profundamente los sectores publicos en los paises de bajos
ingresos.

References

1. External aid for health remains insufficient in low-income countries (policy
highlight no. 3). Geneva: World Health Organization; 2009. Available from:
http://www.who.int/nha/use/Highlight_3-2009.pdf [accessed 19 November
2010].

2. Jaffré Y, Olivier de Sardan J-P. Une médecine inhospitaliere: les difficiles
relations entre soignants et soignés dans cing capitales d’Afrique de I'Ouest.
Paris: Karthala; 2003. French.

3. Gauthier B. PETS-QSDS in sub-Saharan Africa: a stocktaking study.
Washington: The World Bank; 2006.

4. Chaudhury N, Hammer J, Kremer M, Muralidharan K, Rogers H. Missing
in action: teacher and health worker absence in developing countries. J
Econ Perspect 2006;20:91-116. doi:10.1257/089533006776526058
PMID:17162836

5. Castro-Leal F, Dayton J, Demery L, Mehra K. Public spending on health care
in Africa: do the poor benefit? Bull World Health Organ 2000;78:66—74.
PMID:10686734

6. O’Donnell O, Van Doorslaer E, Rannan-Eliya RP, Somanathan A, Adhikari
SR, Harbianto D et al. The incidence of public spending on healthcare:
comparative evidence from Asia. World Bank Econ Rev 2007;21:93—123.
doi:10.1093/wber/Ihl009

7. World development report 2004 making services work for poor people.
Washington: The World Bank; 2003.

8. Eichler R, Auxila PAU, Desmangles B. Performance-based incentives for
health: six years of results from supply-side programs in Haiti. Washington:
Center for Global Development; 2007.

9. Van Damme W, Meessen B, von Schreeb J, Heng TL, Thomé JM, Overtoom R,
et al. Sotnikum new deal, the first year — better income for health staff; better
service to the population. Phnom Penh: Médecins sans Frontieres; 2001.

10. Barber S, Bonnet F, Bekedam H. Formalizing under-the-table payments to
control out-of-pocket hospital expenditures in Cambodia. Health Policy Plan
2004;19:199-208. doi:10.1093/heapol/czh025 PMID:15208276

11. Soeters R, Griffiths F. Improving government health services through contract
management: a case from Cambodia. Health Policy Plan 2003;18:74-83.
doi:10.1093/heapol/18.1.74 PMID: 12582110

12. Meessen B, Musango L, Kashala J-P, Lemlin J. Reviewing institutions of
rural health centres: the Performance Initiative in Butare, Rwanda. Trop Med
Int Health 2006;11:1303—17. doi:10.1111/].1365-3156.2006.01680.x
PMID:16903893

156

13. Soeters R, Habineza C, Peerenboom PB. Performance-based financing and
changing the district health system: experience from Rwanda. Bull World
Health Organ 2006;84:884-9. PMID:17143462

14. Rusa L, Schneidman M, Fritsche G, Musango L. Rwanda: Performance-
based financing in the public sector. In: Performance incentives for global
health. potential and pitfalls. Eichler R, Levine R and the Performance-
Based Incentives Working Group, editors. Washington: Center for Global
Development; 2009.

15. Eldridge C, Palmer N. Performance-based payment: some reflections on
the discourse, evidence and unanswered questions. Health Policy Plan
2009;24:160-6. doi:10.1093/heapol/czp002 PMID:19202163

16. Oxman AD, Fretheim A. Can paying for results help to achieve the Millennium
Development Goals? Qverview of the effectiveness of results-based financing.
Journal of Evidence-Based Medicine 2009;2:70-83. doi:10.1111/).1756-
5391.2009.01020.x

17. Hirschman AO. Exit, voice and loyalty. Cambridge: Harvard University Press;
1970.

18. Meessen B. An institutional economic analysis of public health care
organisations in low-income countries (PhD). Louvain-La-Neuve: Université
Catholique de Louvain; 2009.

19. Basinga P, Gertler P, Binagwaho A, Soucat A, Sturdy J, Vermeersch C. Paying
primary health care centers for performance in Rwanda (Policy research
working paper 5190). Washington: The World Bank; 2010.

20. Meessen B, Kashala J-P, Musango L. Output-based payment to boost staff
productivity in public health centres: contracting in Kabutare district, Rwanda.
Bull World Health Organ 2007;85:108—15. doi:10.2471/BLT.06.032110
PMID:17308731

21. SyA, Sekabaraga C, Soucat A. More and better performing health workers:
reforms and the health labor market in Rwanda (African Region Human
Development Series). 2010. Washington: The World Bank; 2010.

22. Meessen B, Hercot D, Noirhomme M, Ridde V, Tibouti A, Bicaba A, et al.
Removing user fees in the health sector in low-income countries: a multi-
country review. New York: United Nations Children’s Fund; 2009.

23. Gauthier B, Wane W. Leakage of public resources in the health sector: an
empirical investigation of Chad. J Afr Econ 2009;18:52-83. doi:10.1093/jae/
ejn011

24. Bossert TJ, Beauvais JC. Decentralization of health systems in Ghana,
Zambia, Uganda and the Philippines: a comparative analysis of decision
space. Health Policy Plan 2002;17:14-31. doi:10.1093/heapol/17.1.14
PMID:11861583

Bull World Health Organ 2011;89:153-156 | doi:10.2471/BL7.10.077339


http://dx.doi.org/10.1257/089533006776526058
http://www.ncbi.nlm.nih.gov/pubmed/17162836
http://www.ncbi.nlm.nih.gov/pubmed/10686734
http://dx.doi.org/10.1093/wber/lhl009
http://dx.doi.org/10.1093/heapol/czh025
http://www.ncbi.nlm.nih.gov/pubmed/15208276
http://dx.doi.org/10.1093/heapol/18.1.74
http://www.ncbi.nlm.nih.gov/pubmed/12582110
http://dx.doi.org/10.1111/j.1365-3156.2006.01680.x
http://www.ncbi.nlm.nih.gov/pubmed/16903893
http://www.ncbi.nlm.nih.gov/pubmed/17143462
http://dx.doi.org/10.1093/heapol/czp002
http://www.ncbi.nlm.nih.gov/pubmed/19202163
http://dx.doi.org/10.1111/j.1756-5391.2009.01020.x
http://dx.doi.org/10.1111/j.1756-5391.2009.01020.x
http://dx.doi.org/10.2471/BLT.06.032110
http://www.ncbi.nlm.nih.gov/pubmed/17308731
http://dx.doi.org/10.1093/jae/ejn011
http://dx.doi.org/10.1093/jae/ejn011
http://dx.doi.org/10.1093/heapol/17.1.14
http://www.ncbi.nlm.nih.gov/pubmed/11861583

	Reference 1
	Reference 2
	Reference 3
	Reference 4
	Reference 5
	Reference 6
	Reference 7
	Reference 8
	Reference 9
	Reference 10
	Reference 11
	Reference 12
	Reference 13
	Reference 14
	Reference 15
	Reference 16
	Reference 17
	Reference 18
	Reference 19
	Reference 20
	Reference 21
	Reference 22
	Reference 23
	Reference 24
	Policy & practice
	Performance-based financing: just a donor fad or a catalyst towards comprehensive health-care reform?
	Bruno Meessen,a Agnès Soucatb & Claude Sekabaragab
	￼￼￼￼￼￼￼Introduction
	The reform package
	Greater accountability
	Improved efficiency
	Spill-over effect

	Conclusion




