Center for Global Development | www.cgdev.org

3

Afghanistan:
Paying NGO:s for Performance
in a Postconflict Setting

Egbert Sondorp, Natasha Palmer, Lesley Strong,
and Abdul Wali

Highlights

Large-scale contracting of nongovernmental organizations can deliver essential services to
the population, even in a postconflict setting with weak service delivery capacity.
Government stewardship of the health sector can be enhanced with services delivered
by contracted nongovernmental organizations.
Results suggest that nongovernmental organizations that are paid based partly on
results perform better than those that are paid for expenditures on inputs, although this
evidence is far from conclusive.

In 2002 donors and the nascent Afghan Ministry of Public Health decided to
contract nongovernmental organizations (NGOs) to provide access to a
defined package of essential health services. The three major donors active in the
health sector—the European Commission (EC), the U.S. Agency for Interna-
tional Development (USAID), and the World Bank—varied in their approaches
to payment, technical assistance, and accountability, which presented a wonder-
ful opportunity to compare the effectiveness of alternative approaches. The World
Bank incorporated performance bonuses in addition to a reliable fixed payment
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and allowed recipients to use funds in ways they deemed to be most effective.
Other donors reimbursed for documented expenditures on inputs, without an
explicit performance-related financial incentive, and imposed rigidities on the use
of funds. Each approach required NGOs to report and account differently for per-
formance, and each donor provided access to different forms of technical assis-
tance. This case, therefore, offers an opportunity to contrast the effectiveness of
payment for performance with input-based payment in a postconflict setting and
to explore implementation issues.

We describe the different contractual approaches and explore the limited
evidence on their effectiveness. The available evidence suggests that those
providers being paid with a pay-for-performance element in their contract per-
form better in some areas than NGO providers being paid with other mechanisms.
The methods used to assess performance show some weaknesses, however, as
do the measures of performance themselves, making it difficult to draw con-
clusions about the effectiveness of payment for performance in this complex
picture. For example, location-specific factors such as security, geography, and
baseline conditions at each facility may partly or fully explain observed differences
in performance.

Background

Afghanistan has had some of the worst health statistics in the world for almost half
a century. Even in the 1960s and 1970s, the health of Afghan women and chil-
dren was far behind that of others in the region, and health services were largely
absent in rural areas (Strong, Wali, and Sondorp 2005). This situation worsened
as a result of years of conflict. The United Nations Children Fund’s multiple indi-
cator cluster surveys for 1997 and 2000 placed Afghanistan as having the fourth
highest rates of child and infant mortality in the world. One child in four dies
before he or she is five years old (Fleck 2004). The country’s recent national sur-
vey of maternal mortality estimated maternal mortality at 1,600 per 100,000, on
average, but the range varies between 400 and 6,500 per 100,000 across regions
(Bartlett and others 2005), the second highest rate in the world. Inadequate human
resources in the health sector present another extreme challenge: Afghanistan has
only one doctor per 2,500 people and a severe shortage of trained midwives; only
one in five nurses is female (Ministry of Public Health, Management Sciences for
Health 2002).

Following the fall of the Taliban regime in 2001, donors began to review pos-
sible approaches to building up Afghanistan’s barely functioning health system.
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Table 8-1. Contracts Awarded in Afghanistan, by Donors since 2003

Number of Annual
grants or Number of Coverage  costs per capita
Donor contracts provinces Population (percent) (U.S. dollars)*
USAID 30 14 6,711,526 33 4.82b
European 13 40 4,031,000 20 5.22
Commission
World Bank 8 8 3,585,000 18 3.80
MoPH-SM
World Bank-PPA 1 3 1,105,247 5 4.82
Asian Development 3 3 294,500 1 4.83
Bank
Totals 55 34 15,727,273 77 4.68

Source: Authors.
a. Bid prices.
b. USAID bid excludes drug costs.

The first joint donor review mission in 2002 highlighted the possibility of con-
tracting NGOs to provide health services under the stewardship of the Ministry
of Public Health. This would fit both the policy intention to create a lean gov-
ernment and the reality on the ground, where the majority of health services (esti-
mated at 80 percent) were being provided by a number of well-established
NGOs. The notion of using output-based incentives was also introduced, and
the proposed contracts were referred to as performance-based partnership agree-
ments. NGOs would compete to win contracts to provide a basic package of
health services to people living in a geographically defined area. The Ministry of
Public Health officially endorsed the approach, and the first contracts and grants
were signed in 2003. All major donors in the health sector subscribed to this
approach, but from the start some differences among donors were visible, pri-
marily motivated by institutional arrangements internal to each agency (Strong,
Wali, and Sondorp 2006a).

In collaboration with the Ministry of Public Health, between 2003 and 2005,
the European Commission, the World Bank, and USAID entered into contracts
with NGOs worth more than $155 million to provide the basic package of health
services in regions covering 77 percent of the population. Between 2003 and late
2005, fifty-five contracts were awarded in a series of bidding rounds. Some details
on these contracts are given in table 8-1. The Asian Development Bank (ADB)
funded several contracts, also shown, but these were small in comparison to those
of the other donors, and there are no plans to finance more. We do not include
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discussion of ADB contracts because they are of marginal importance in future
plans for contracts in Afghanistan.

Donor Approaches
Although the basic package of health services and contracts with NGOs for its

delivery are common to all approaches, the nature of the contract used to govern
the relationship differs among the donors. This variation is reflected in the use of
quite different terminology, ranging from the European Commission calling them
grants to the World Bank calling them performance-based partnership agree-
ments. We refer to them generally as contracts (see table 8-2 for more detail on
the various mechanisms).

THE WORLD BANK

World Bank funds service delivery through two types of contracts: those with
NGO:s to provide the basic package of health services to an entire province and
those with the Ministry of Public Health to deliver services in three provinces
through the so-called strengthening mechanism (MoPH-SM). The World Bank
is the only donor to incorporate performance-based incentives as defined in this
volume. Performance-based partnership agreements offer the prospect of winning
a bonus worth 10 percent (amounting to more than $800,000 in some cases)
of the contract value as an incentive to reach or exceed specified targets. This
is achievable in stages, with 1 percent of the contract value payable for at least a
10 percent increase from the baseline for specified indicators. The final 5 percent
bonus is paid at the end of the contract. By 2007 interim performance bonuses
had been awarded to three NGOs, and more NGOs are expected to receive the
bonus. In addition, the Ministry of Public Health is expected to earn a bonus for
performance in the three provinces where the contracts are funded through the
strengthening mechanism.

These contracts allow relative flexibility in how funds are spent, but they
are still subject to the National Salary Policy and the tight specifications of the
basic package of health services, which details services, staffing patterns, and
ratios of facility to population. World Bank managers emphasized that this
type of contract decentralizes authority to field managers and encourages inno-
vation, because providers are motivated to reach performance targets by the
autonomy and associated flexibility to use funds effectively and efficiently as
well as by the opportunity to earn performance bonuses. The World Bank
approach does not provide formal technical assistance, but its monitoring mis-
sions do offer frequent feedback.
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The World Bank is the only donor that channels funds through the Afghan
Ministry of Finance; the Ministry of Public Health is responsible for paying con-
tractors. The Ministry of Public Health also carried out the procurement process,
subject to approval by the World Bank. A Ministry of Public Health unit is
responsible for collecting quarterly health data for ongoing monitoring. To com-
plement this, independent monitoring and evaluation are contracted to a third
party made up of Johns Hopkins University and the Indian Institute of Health
Management Research.

USAID

USAID’s Rural Expansion of Afghanistan’s Community-based Healthcare
(REACH) project has awarded contracts to NGOs to deliver the basic package of
health services with the Management Sciences for Health as the implementing
agency. REACH awards two types of contracts: those to NGOs to deliver services
in single districts or clusters of districts and those to implementing partners and
the Ministry of Public Health to deliver technical assistance. Unlike the World
Bank, REACH permits multiple providers in a province. REACH has an explicit
focus on capacity building, so attention has been paid to establishing new and
improving the management systems of existing national NGOs.

Management Sciences for Health representatives in Afghanistan felt that in the
first phase of funding NGOs were not prepared to operate successfully under pay
for performance and wanted to see how well NGOs could function without incen-
tives. Because they believed that introducing monetary incentives would create
opportunities for fraud, they thought that efforts should focus on improving the
technical capacity of NGOs to deliver the basic package of health services.

Under the REACH project, therefore, NGOs establish targets for improve-
ment for a standardized set of indicators—a mix of input, process, and output
indicators—developed by Management Sciences for Health. Performance is mea-
sured against these indicators, but there is no performance-based bonus. Payment
can be withheld if deliverables (monthly reports) are not submitted or if moni-
toring visits reveal problems. Contracts can also be terminated for failure to per-
form. This has happened once.

Although Management Sciences for Health ran the procurement process in the
initial round, the Ministry of Public Health was involved in all stages, including
development of tender documents and evaluation of bids. Both central- and
provincial-level representatives of the ministry were included in the evaluation.
Although monitoring activities and grant management were responsibilities of
Management Sciences for Health in the initial round of grants (between 2002 and
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mid-2006), USAID handed over these tasks to the Ministry of Public Health in
the second round. Institutional procurement rules continue to prevent USAID
from channeling funds through the government. The World Health Organiza-
tion will manage payments for the second round of contracts.

EUROPEAN COMMISSION

The European Commission was the first donor to contract NGOs to deliver
health services in early 2003, before the final version of the basic package of
health services was approved. Contracts awarded to date do not contain any
performance-based features, and the EC approach most closely resembles tra-
ditional grant funding. A competitive process was put in place to award contracts,
but NGOs are reimbursed for expenditures on inputs. NGOs define their own
indicators based on a logical framework. To date, the EC monitoring systems
require the submission of annual narrative progress reports. The Ministry of
Public Health has been involved in a review of tender documents and evalua-
tion of proposals, although to a more limited extent than with other models.
However, it is envisaged that all procurement responsibilities will be handed
over to the Ministry of Public Health in future rounds of funding.

Table 8-3 illustrates the forms that contracting has taken in Afghanistan and
details some of the main differences among them. It also highlights some of the
changes that donors have made to upcoming rounds of funding in response to
greater familiarity with the Afghan context and developments in the health sec-
tor. In general, the models have become more similar over time, and newly
adopted features have streamlined donor approaches. The World Bank, however,
is the only donor with plans to continue incorporating financial bonuses.

Monitoring and Evaluating Systems

For pay for performance to work, performance has to be measured and vali-
dated. The value of monitoring and evaluating services delivered has received
attention in Afghanistan, and support is being provided by several sources. A
new national Health Management Information System (HMIS) has been put
in place by the Ministry of Public Health together with USAID’s REACH proj-
ect, and training has been conducted on a national scale to establish systems at
the provincial level.

The HMIS represents the national monitoring system that all providers are
required to report on, but donors have established additional mechanisms to mon-
itor performance. Some of these are specific to donor activities, and some cover
all facilities.
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Table 8-3. Reporting, Monitoring, and Evaluation in Afghanistan,

by Donor Program

USAID

World Bank,
Ministry of Public Health

European Commission

Submission of detailed quarterly
reports

Quarterly monitoring visits
(one visit per facility

Submission of quarterly
technical and HMIS
reports

Third-party performance

Submission of annual techni-
cal and financial reports
Submission of quarterly tech-

nical and HMIS reports to

per quarter) assessment conducted the Ministry of Public

Health

Ad hoc monitoring visits

Implementation of fully annually nationwide

functional service and semiannually in

delivery point performance-based from European Commis-

Household surveys conducted partnership agreements, sion head office in Brussels

at baseline, midterm, and Ministry of Public
end of project by NGOs

Semiannual roundtable meetings

Health strengthening

mechanism, and three

Semiannual face-to-face meetings European Commission
projects

Ad hoc monitoring missions
conducted by the
Ministry of Public Health
and the World Bank

Monthly performance-
based partnership agree-
ments coordination
meetings and some face-
to-face meetings

Wide circulation of aide-
mémoires documenting
mission findings to all

stakeholders

Source: Authors.

The World Bank is funding a large external evaluation program conducted by
Johns Hopkins University and the Indian Institute of Health Management
Research (IIHMR). This includes four annual assessments of the performance of
national health facilities in all thirty-four provinces and three semiannual assess-
ments in eleven provinces covered by World Bank contracts (eight provinces with
NGO contracts plus the three MoPH-SM provinces) as well as three provinces
covered by EC grants.

Based on the annual assessments, scores on a balanced scorecard are calculated
at the provincial level. Details of the components are shown in table 8-4. The
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Table 8-4. Components of the Balanced Scorecard

Domain

Component

Detail

Patients and community

Staff

Capacity for service
provision

Patient satisfaction

Patient perceptions of quality

Weritten community health
committee activities
Health worker satisfaction index

Salary payments current

Equipment functionality index

Drug availability index

Family planning availability
index
Lab functionality index

Staffing index

Provider knowledge score

Staff received training in last
year

HMIS use index
Clinical guidelines index

Patients were asked to rank
whether they were satisfied with
their visit

Patients were asked to score a
range of quality-related items
such as courtesy of staff, cleanli-
ness, and availability and cost of
drugs. This is a composite
index of nine items

Percent of facilities with a written
record of activities

Staff were asked to rank fourteen
measures of their own satisfac-
tion such as working relation-
ship with other staff, availability
of equipment, and salary. This
is a composite index of these
fourteen items

Whether staff have received their
salary within the past month

Presence of key equipment, such
as weighing scales for children,
thermometer, and sterilizer

Presence of five key drugs
(Paracetemol, Amoxicillin,
Tetracycline eye ointment,
ORS packets, and iron tablets)

Presence of family planning
supplies

Eleven items to measure the
functionality of the facility’s
laboratory

Whether the facility had the reg-
uisite staff as prescribed by the
basic package of health services

Level of knowledge of providers
relevant to their cadre

Percentage of staff who attended
post service training in the last
year

Availability and upkeep of HMIS

Availability of various clinical
guidelines

(continued)
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Table 8-4. Components of the Balanced Scorecard (continued)

Domain

Component

Detail

Service provision

Financial systems

Overall vision

Infrastructure index
Patient record index

Facilities having tuberculosis
register

Patient-provider care index

Proper disposal of sharp objects

Average new outpatient visits
per month

Provision of antenatal care
services

Delivery of care according to the
basic package of health services

Facilities with user fee guidelines

Facilities with exemptions

Females as a percent of new
outpatients

Outpatient visit concentration
index

Patient satisfaction concentra-
tion index

Appropriate number and condi-
tion of rooms

Maintenance of appropriate
patient records

Availability of tuberculosis registers

Time spent to check a patient

Checks for proper disposal of
sharp objects

Number of new patients

Availability of antenatal care
services

Availability of delivery services

Availability of user fee guidelines

Facilities with exemption mecha-
nisms for poor people

Females as a percent of new
outpatients

Proportion of poor versus rich
using health services

Satisfaction of poor versus rich
with health services

Source: Ministry of Public Health, Johns Hopkins University, and IIHMR (2004).

scorecard is based on a random sample of health facilities in a province and mea-
sures the extent to which their activities are aligned with those prescribed by the
basic package of health services. This mechanism is the only independent moni-
toring and evaluation mechanism in place that documents performance in all
provinces, making it a valuable investment for the Ministry of Public Health.
Other monitoring mechanisms include the submission of quarterly narrative,
financial, and HMIS reports to the Ministry of Public Health and ad hoc moni-
toring missions to the field (a World Bank midterm review in mid-2005 and quar-
terly visits under REACH contracts, for example). USAID introduced the fully
functional service delivery point (FESDP) monitoring tool as a way for NGOs to
monitor the level of quality in facilities. It consists of internal and external exer-
cises to monitor improvements in a number of indicators related to quality of care.
Many of the indicators are similar to those included in the balanced scorecard.
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Table 8-5. Proportion of Facilities to Population in Afghanistan, 2002—-05

Indicator Number
Number of provinces 34
Number of health facilities
Baseline 606
Current 1,050
Population 20,569,020
Ratio of health facilities to population
Baseline 1:33,993
Current 1:19,560

Source: Authors.

The FFSDP tool aims to encourage NGOs to monitor their own performance.
To date, the FFSDP tool has been implemented in 65 percent of REACH facilities,
and there are plans to pilot it in four provinces with World Bank and EC contracts,
with the possibility of expanding it to the entire country.

Under USAID’s REACH project, NGOs are responsible for conducting their
own baseline, midterm, and end-of-project household surveys using the lot qual-
ity assurance sampling methodology. The surveys collect baseline and subsequent
information on ten key health indicators focused on maternal health, reproduc-
tive health, and child health. Data have been collected by staff employed by
NGOs such as community health workers. Questions have been raised over the
reliability of the results given that the NGOs are directly responsible for data col-
lection. REACH has provided close supervision and engaged NGOs in joint
analysis to reduce the possibility of falsifying results.

CONTRACTING NGOs

Overall, contracting NGOs has helped to expand service delivery rapidly.
Between early 2003 and mid-2000, availability of the basic package of health
services has expanded to all thirty-four provinces, nominally covering 82 percent
of the population, with only sixteen districts and the centers of some major cities
still uncovered. In addition, the proportion of facilities to population has increased
from one facility for every 34,000 people to one for every 20,000 people (see
table 8-5), and inequities among provinces have been reduced. At baseline, the
availability of health facilities ranged from one for every 12,027-92,578 people.
By 2005, this gap had been reduced to a range of one facility for every
12,027-26,968 people (Ministry of Public Health 2005). Significant progress has
also been made in recruiting and placing female staff in facilities, specifically, a


http://www.cgdev.org

Center for Global Development | www.cgdev.org
154 CASE STUDIES

Figure 8-1. Change in the Number of Female Clinical Health Workers
in Afghanistan, by Province

Number of female health workers
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Source: Strong, Wali, and Sondorp (2006b).

300 percent increase within the eight case study locations examined by Strong,
Wali, and Sondorp (2005; see figure 8-1).

Promising progress toward reaching health service delivery targets such as
immunization coverage (DPT3) and skilled delivery has also been made (see fig-
ure 8-2). For example, analysis of HMIS data shows that the number of women
delivering in health facilities more than doubled between 2004 and 2005 (see fig-
ure 8-3).! The proportion of women receiving a first antenatal care visit at least
doubled in all approaches (see figure 8-4). Findings from the third-party evalua-
tion show that the number of facilities providing antenatal care in the three
MoPH-SM provinces increased from an average of 45 percent to 75 percent
between the first annual round of facility-based inspections in 2004 and the first
semiannual round in 2005.

1. Because pockets of data in the HMIS database were missing, all data were corrected for under-
reporting. Data were analyzed by quarter. If data for one month of the quarter were missing, then
the mean of the remaining months in the quarter was calculated. The HMIS database was more
incomplete for some donor areas than for others, which necessitated these corrections to allow for
valid comparisons of performance across approaches.
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Figure 8-3. Proportion of Deliveries Attended by Skilled Birth Attendants
in Afghanistan, Corrected for Underreporting, 2004 and 2005
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Source: Strong, Wali, and Sondorp (2006a).
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Figure 8-4. Proportion of Pregnant Women Receiving First Antenatal Care Visit
in Afghanistan, 2004 and 2005

Percent
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Source: Strong, Wali, and Sondorp (2006a).

PERFORMANCE-BASED PAYMENT

Contracting NGOs has clearly increased the availability and use of the basic
package of health services by the Afghan population. It is less clear whether the
different donor approaches, and in particular performance-based payment by the
World Bank, have influenced the effectiveness of NGOs.

Data

HMIS data show that the number of consultations per person per year has in-
creased steadily over time (see figure 8-5). All donor approaches show the same
general trend over 2005, but the MoPH-SM model appears to have outperformed
the others. There has been wide interest in the potential for comparing the effec-
tiveness of the different approaches taken by donors using the balanced scorecard
data. Figure 8-6 illustrates the mean performance by contracting group accord-
ing to the balanced scorecard in 2004 and 2005. The net gain in each group
was 3.5 (European Commission), 12.2 (World Bank), 10.1 (REACH), and 8.1
(MoPH-SM). World Bank—-NGO provinces score the highest, followed by those
of USAID, the MoPH-SM, and the European Commission. Bonuses are paid in
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Figure 8-6. Comparative Performance in Afghanistan, by Contracting Group,
2004 and 2005
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the World Bank scheme according to percentage change over time rather than
absolute score. The pay-for-performance mechanism appears to be outperform-
ing the other models, but the differences are relatively small.

Results

The balanced scorecard and the HMIS suggest different patterns of achievement
for different groups of NGOs. Both sources of information should be inter-
preted with care. Various factors may influence performance as reflected in the
balanced scorecard, and concluding that variations are attributable to pay for
performance alone is not possible. Equally, data from the HMIS may not be
accurate enough to reflect differences among providers. There are several draw-
backs to comparing performance on the basis of an assessment such as the bal-
anced scorecard.

First, the data exclusively reflect services provided at functional facilities. This
introduces a bias for provinces that have only a handful of functional facilities in
more accessible areas. A province with extremely low and unequal coverage may
receive a good score if the few facilities that exist are doing well. For instance, in
Zabul and Uruzgan, only four facilities were included in the initial 2004 assess-
ment, yet the provinces were ranked first and fourth of thirty-four (Ministry of
Public Health, Johns Hopkins University, and IHMR 2006), despite the fact that
many residents of these provinces had limited, if any, access.

Second, the balanced scorecard was designed primarily to measure performance
in province-wide projects funded by the World Bank. As such, interpretation in
USAID and some EC provinces is more difficult because one NGO does not
necessarily cover an entire province.

Third, balanced scorecard results were not meant to be compared directly
across donor approaches. Given that the data do not report the relative starting
points in each of the areas or provinces and are not weighted for security and geo-
graphic considerations, a 5 percent increase in a difficult setting may be a greater
achievement than a 15 percent increase in an easier setting.

Last, the balanced scorecard cannot reflect improvements in access or health
outcomes for the broader community.? Although these assessments provide some
information on access, the information is limited to populations living within the
immediate catchment area of functional facilities sampled.

2. To address this problem, the Ministry of Public Health, with World Bank funding, is com-
missioning the same third party to conduct a small national sample household survey to measure a
collection of health coverage indicators. Data from this are not yet available.
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Similarly, the apparently good performance of the MoPH-SM must be reviewed
critically as an example of further contextual confounding factors:

—The three provinces within the MoPH-SM are near Kabul and enjoy good
security, creating more favorable circumstances for attracting trained and experi-
enced health staff. For example, several female health providers are transported
daily from Kabul to the health facilities in the province where they work (Strong,
Wali, and Sondorp 2006a).

—Most facilities were already well established and being run by reputable
NGOs when the MoPH-SM took over the provinces.

—The MoPH-SM team has the authority to hire and fire provincial health
staff, including the provincial health director, which allows them to create the best
circumstances possible for successful implementation.

—The MoPH-SM subcontracts a range of services. In one province, for exam-
ple, the provincial hospital and several clinics are managed by an NGO. Several
components of the basic package of health services, such as community health
worker and midwifery training, have also been contracted to NGOs.

Finally, it is clear that the monitoring and evaluation tools being used by dif-
ferent stakeholders produce different results. For example, data on skilled atten-
dance at deliveries for USAID areas vary depending on the source used. HMIS
data show that skilled deliveries at the end of 2005 were 11.18 percent of all deliv-
eries, on average (Ministry of Public Health 2005 in Strong, Wali, and Sondorp
2005). USAID’s end-of-project household survey shows 22.9 percent for the first
two rounds of grants (Ministry of Public Health, Management Sciences for
Health 20006). Finally, the balanced scorecard data show that delivery care accord-
ing to the basic package of health services was 32.5 percent in 2005 (Ministry of
Public Health, Johns Hopkins University, and IIHMR 2006). Clearly all these
data have confidence intervals that are wider than many of the differences reported
for the performance of different models.

The health module of the National Resource Vulnerability Assessment, scheduled
to begin in 2007 and designed to produce information on coverage indicators such
as immunization at the district level, should prove useful. In addition, the Afghan
household survey to be conducted by the Johns Hopkins University and IIHMR
may provide complementary information. Accurately measuring performance
under different contractual approaches will be a long-term process. Currently,
using balanced scorecard data to compare performance between providers and
donor models to draw conclusions on their effectiveness may not be appropriate.
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However, based on the limited information available at the time of writing,
NGOs paid through contracts that incorporate performance-based payments
appear to do relatively well. Factors other than the opportunity to earn per-
formance bonuses may be driving this apparent better performance. Another
possible contributor to performance is the autonomy and flexibility to use
funds in ways that NGO management deems most effective. Input-based reim-
bursement approaches, by contrast, require accounting for spending on inputs
according to a predetermined budget and may limit flexibility to change the
mix of inputs. The emphasis by the Ministry of Public Health and donors
on monitoring results may also be driving better performance. The perceptions
of the different stakeholders shed some light on the various factors that play
a role.

Stakeholder Perceptions

Qualitative interviews in the study by Strong, Wali, and Sondorp (2005) explored
the perceptions, experiences, and attitudes of donors, the Ministry of Public
Health, and NGOs to the idea of using performance bonuses. NGOs were asked
about their perceptions regarding performance-based approaches and whether
they had spurred changes in the way they operated.

Although some providers felt that pay for performance was too early to intro-
duce in the Afghan context, others felt that a more explicit focus on results was
having a good impact on their performance by encouraging NGOs to work
harder. A number of NGOs, for example, cited that difficulties related to obtain-
ing needed inputs—such as drugs and supplies, health professionals, training, and
equipment—Ilimited their ability to achieve the desired outcomes. Additionally,
it was thought that although the overall idea of pay for performance was good, the
timing was not right.

The focus on performance has encouraged NGOs to become more decentral-
ized and to improve their monitoring capacity. Some felt that the new emphasis
on performance motivated useful management and organizational changes that
strengthened their capacity. Changes in structure included the addition of HMIS
officers and provincial monitors to allow for closer tracking of progress toward tar-
gets. In general, NGOs felt that their organizations had become more decentral-
ized and that this had had a positive impact on performance.

Many interviewees operating under the World Bank model commented that
mission findings were extremely useful and that feedback had had a positive influ-
ence on their performance. According to one NGO manager, the number of
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patient consultations increased four times after receiving guidance from a World
Bank mission.

USAID-funded NGOs implementing the FESDP tool also described signifi-
cant improvements in performance. Interviews with REACH NGOs revealed that
the FFSDP tool allowed them to improve the quality of services. It was also sug-
gested that unannounced quarterly monitoring visits to facilities put greater
emphasis on performance.

Interviews showed that the most favored aspect of the World Bank approach
was the lump-sum contract. The financial flexibility this permitted created more
freedom for implementation and responding to changes at the field level. The
prospect of obtaining a financial bonus seemed secondary to the lump-sum con-
tract, which represented a new way of doing business for most NGOs involved.
Some of the larger NGOs remarked that easy access to funding from other exter-
nal sources meant that there was no pressure to obtain the 10 percent bonus pro-
vided through the scheme.

Another NGO commented that any decisions on how the bonus funds would
be used would be determined by their main office and that they were sure that
field staff would receive no direct benefit, meaning that the bonus was not really
a source of motivation. They felt that if they knew they would receive some per-
sonal benefit, then it might serve as an incentive. These views, however, were
obtained before bonuses were awarded. Anecdotal evidence collected after the
study showed that field staff benefited from performance bonuses, which may help
to change the perceptions of this approach.

NGOs that received bonuses showed considerable pride in the outcome. Funds
usually were spent on small luxuries for clinics, such as heaters for the staff, and
for staff bonuses. It is unclear, however, whether it was the money, the sense of
being rewarded for good performance, or both that pleased staff.

Some NGOs cited fear of failure as a more prominent motivator than the
performance bonus. Interviews with NGOs operating under the World Bank
and REACH schemes revealed that they also felt under pressure to perform.
When asked about penalties for poor performance, most World Bank and USAID
NGOs said that their contracts would be terminated and their reputations tar-
nished. By the later stages of fieldwork, all NGOs were aware that national
monitoring mechanisms were in place and understood that their performance
would be compared with that of other NGOs across the country.

REACH representatives felt that the design and specifications of the grant
could improve performance without financial bonuses and have a sustained
impact on the organizations and their employees as well. For example, REACH
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grant requirements include submission of HMIS reports and recruitment of
female community health workers. As a result, 98 percent of REACH-supported
facilities are submitting HMIS reports and 53 percent of community health work-
ers are female. Workshops on a number of different topics, such as training for
illiterate women, have helped REACH grantees to satisfy grant requirements.
Another also saw monitoring as a key part of the process of improving perfor-
mance, without the need for financial incentives. It was claimed that the REACH
approach has helped to increase transparency and reduce fraud in the NGOs.

A potential drawback of the pay-for-performance approach has been identified
as the tendency to become overly focused on targets. Some stakeholders expressed
concern that strong incentives to improve in certain areas of service delivery would
weaken the focus on overall quality of care. This was raised by one NGO where the
overarching concern was that the new payment arrangements were pushed through
very quickly and that this might have an impact on how lasting some of these
positive changes would be.

Financial freedom opens the door for NGOs to accumulate funds not spent on
project activities. This was of some concern in various parts of the Ministry of
Public Health. Under a lump-sum contract, budgets of the winning bid cannot
be negotiated, and if organizations spend less than what was budgeted to reach
performance targets, they can, in theory, keep the surplus. Although the World
Bank has made a few exceptions for budget negotiations, the ministry is still con-
cerned about how the NGO can accrue profit but not allocate any financial ben-
efit for the purchaser. These fears have been quelled to some extent by clauses in
World Bank contracts to the effect that any surplus funds must be used for con-
tinuing project activities.

Conclusions

We have briefly described the various contractual approaches being used
in Afghanistan and considered whether there is evidence on the effects of
performance-based payment. What evidence does exist supports the idea that
payment for performance has encouraged stronger performance among NGO
service providers. It would appear that both World Bank and Ministry of
Health provinces are performing very well and better than those providers not
receiving a pay-for-performance incentive. However, we have also identified
a number of alternative explanations for why this may be the case. These rea-
sons are related both to the way in which performance has been measured
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(measurement bias) and underlying differences in the provinces in each group
(selection bias).

Additional issues related to the implementation of pay for performance in a
fragile, postconflict setting should be raised. The first is a question of the degree
to which some NGOs are able to respond to the types of incentives presented by
a pay-for-performance approach. The pay-for-performance approach is predicated
on an idea that, given proper incentives, providers can improve their performance.
For some NGOs in Afghanistan, the external constraints in which they operate
may mean that this is not the case. It may lead NGO:s to fail to bid for the most
difficult areas for service delivery.

To better understand the potential impact of pay for performance in Afghanistan,
it is also necessary to understand the extent to which field-level workers and
managers are aware of the targets that have been set. Several factors are of interest
here. First, one donor noted that NGOs were taking time to understand the con-
cept of a fixed budget and the measurement of results. Second, in the REACH
project, NGOs spoke of the beneficial effects of both setting and monitoring tar-
gets, without the need for a financial bonus. Third, some NGOs appeared to be
uncomfortable with the idea of being rewarded financially because it did not
fit with their humanitarian mandate. Last, the World Bank contract design—
lump-sum contracts with flexibility—received very favorable feedback overall.
For example, one NGO that was initially strongly opposed to the concept of
performance-based partnership agreements converted completely to the new
way of doing business. Indeed, several of the NGO representatives interviewed
who have experience with all three donor approaches are ardent supporters of
pay for performance and suggest that it has stimulated positive changes in how
they work.

Afghanistan’s experiment with pay for performance is still in its very earliest
days. It is important to watch the results over the next few years with care, but also
to be aware of the difficulty of isolating the effect of pay for performance without
a randomized study design. It is important to note both the similarities and dif-
ferences in using pay for performance in a postconflict setting compared to a more
stable health system. Some issues appear to be the same, such as the strong incen-
tives pay for performance gives to achieve certain target indicators, but in a post-
conflict setting, external constraints may hinder providers from responding to
pay-for-performance incentives appropriately. Similarly, the motives of NGOs
that work in a humanitarian setting may be less influenced by the promise of
financial gain.
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