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Strengthening Incentives for a 
Sustainable Response to AIDS:  
A PEPFAR for the AIDS Transition

Mead Over and Amanda Glassman

Introduction

Remarkable progress has been made in the global 
fight against HIV/AIDS. The number of people receiving 
treatment in low- and middle-income countries 
increased from 300,000 in 2003 to 13.7 million in 2015, 
including 7 million supported by the United States. 
AIDS-related deaths have dropped by 29 percent since 
2005.1 These gains are primarily attributable to a 2003 
US government initiative called PEPFAR (the President’s 
Emergency Plan for AIDS Relief) that provided major new 
multiyear funding for global HIV/AIDS and created a new 
entity, the Office of the Global AIDS Coordinator, headed 
by an ambassador-rank Global AIDS Coordinator who is 
authorized to allocate PEPFAR’s resources and coordinate 
all US bilateral and multilateral activities on HIV/AIDS. 
The Global AIDS Coordinator has wide authority over 
HIV/AIDS activities implemented by the US Agency for 
International Development (USAID), the US Department 
of Health and Human Services (primarily through the 
Centers for Disease Control and Prevention [CDC], the 
Health Resources and Services Administration, and the 
National Institutes of Health [NIH]), the Departments of 
Labor, Commerce, and Defense, and the Peace Corps. US 
leadership is recognized worldwide as having spurred 
an unprecedented surge in political commitment, 
global spending, and scientific advancement, which 
has transformed AIDS from a death sentence into a 
manageable disease. 

However, without dramatic changes to PEPFAR, the next 
president risks being held responsible for the failure of 
a program that until now has been one of the United 
States’ proudest foreign assistance achievements. And 
because PEPFAR is a major component of US foreign 
assistance spending, the next president’s choices 
about PEPFAR will heavily influence any subsequent 
assessments of his or her humanitarian foreign 
assistance policies. 

While the United States had played a role in the global 
response to AIDS since the mid-1980s, the creation 
and authorization of PEPFAR in 2003 marked a turning 
point in terms of funding and attention given to the 
epidemic. Through the US Leadership against HIV/AIDS, 
Tuberculosis and Malaria Act of 2003, $15 billion over 
five years was allocated to PEPFAR to address HIV/AIDS 
in the hardest-hit countries and make contributions to 
multilateral agencies such as the Global Fund to Fight 
AIDS, Tuberculosis and Malaria (Global Fund).2 In 2008, 
PEPFAR was reauthorized for an additional five years 
at up to $48 billion, and in 2013 Congress extended 
PEPFAR’s authorities through 2018.3,4
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POLICY	RECOMMENDATIONS

•			Experiment	with	impact-based	agreements	
to	align	policy,	funding,	and	actions	to	drive	
progress	toward	an	AIDS	transition,	with	
attention	to	rights	and	gender	issues.

•			Measure	what	matters—new	infections	
and	AIDS-related	mortality—to	achieve	
maximum	value	for	spending	through	
better	targeting	and	alignment	of	financial	
support	with	countries’	own	financial	
commitments	and	progress	on	prevention	
and	treatment.	

•			Create	incentives	for	co-financing	by	
committing	to	a	floor	of	support	in	hard-
hit	countries	and	developing	matching	
funds	for	each	additional	person	tested	or	
on	treatment.
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Figure 1   More US Foreign Assistance Is Devoted to Health Objectives Than to Any Other (FY2014); 
Most of That Is for HIV/AIDS

Source: Panel A: Foreign Assistance Dashboard database, downloaded May 2015. Panel B: Kaiser Family Foundation, HIV Funding (2014), http://kff.org/
interactive/budget-tracker/summary/Filter-Program-Area/HIV/Agency/?view=single-year&startYear=2014.

Figure 2   US Funding for PEPFAR (for Bilateral HIV/AIDS Programs and Global Fund Contributions)  
FY2004–2015 and FY2016 Request (millions USD)

Adapted from the Kaiser Family Foundation. Original source: Kaiser Family Foundations analysis of data from the Office of Management and Budget, 
Agency Congressional Budget Justifications, Congressional Appropriation Bills, and US Foreign Assistance Dashboard (www.foreignassistance.gov)  
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More US foreign assistance spending, $8.4 billion in 
2014, is devoted to health objectives than to any other 
broad category (the bottom bar in the left panel of figure 
1). PEPFAR funding to combat the HIV/AIDS epidemic 
includes not only $6 billion from the foreign assistance 
budget, but also an additional $580 million channeled 
through the NIH and the CDC (right panel of figure 1). 
PEPFAR is one of a very few bipartisan development 
priorities, with executive and congressional leaders 
in both political parties generally agreeing on the 
program’s objectives and strategy. Perhaps as a result 
of this rare political collaboration, the program is the 
largest foreign assistance program in history to address 
a single health issue and has spent a total of $51 billion 
from its launch in 2004 through the end of 2014, 
with $6.6 billion authorized for 2015 and $6.3 billion 
requested for 2016 (figure 2).5   

 

PEPFAR’s importance to US foreign assistance policy derives 
not only from its size but also from several other unusual 
or unique characteristics. It is the only foreign assistance 
program that directly provides long-term medical 
treatment, thus arguably endowing those patients with 
a virtual entitlement to continued US support.6 PEPFAR 
is also the vehicle through which the United States is 
experimenting with channeling foreign assistance through 
the Global Fund, a multilateral institution quite different 
from the traditional Bretton Woods ones like the World 
Bank.7 Along with the Millennium Challenge Corporation, 
another innovative foreign assistance program, PEPFAR 
sits outside of USAID and thus has the freedom to adopt 
new approaches to improving the effectiveness of foreign 
assistance. Like the Department of Homeland Security, 
PEPFAR attempts to rationalize and coordinate government 
bureaucracy, in its case by organizing HIV/AIDS-related 
programming across multiple government agencies, 
including not only the State Department, USAID, and the 
CDC but also Health and Human Services, the Department 
of Defense, and the NIH. Furthermore, the United States 
provides nearly two-thirds of all international assistance for 
HIV/AIDS, which together with its 33 percent contribution 
to the Global Fund makes its support critical to the 
sustainability of the global effort against AIDS. All of these 
features together suggest that whether PEPFAR continues 
to succeed or is humbled by its growing challenges 
will have repercussions for good or ill not only on the 
United States’ international reputation but also on the 
effectiveness of its foreign assistance policy overall. 

Because US financing, both bilateral and multilateral, 
has dominated the global battle against HIV/AIDS, 
choices by the next administration will largely determine 
the health and financial burdens of the disease in 

severely affected countries through 2020 and beyond. 
If PEPFAR continues on its current path, the burden of 
HIV/AIDS in hard-hit, low-income countries threatens 
to consume an ever-increasing share of national 
health spending, perpetuate most recipient countries’ 
dependency on foreign donors, and indefinitely postpone 
the achievement of an AIDS-free generation. Therefore, 
the next US president must reinforce and continue 
the US government’s commitment to reducing HIV 
infections and AIDS-related deaths by ensuring PEPFAR’s 
programs establish clearer incentives for progress and 
partner-country investment. This can be done by

•   aligning funding to reward progress toward the AIDS 
transition;

•  allocating more funding to measure new HIV infections; 
and,

•  specifying future US commitments to focus countries as 
a foundation for strengthening co-financing schemes. 

Policy Analysis 

Aligning Funding to a New Goal: PEPFAR Must Prevent 
More New Infections, Not Just Reverse the Death Toll

PEPFAR-supported treatment is working and has reversed 
the death toll. But the fact is that HIV prevention has not 
worked well enough, so the number of people living with 
HIV/AIDS has continued to rise (see figure 3 and table 1).8 
For countries with large and growing treatment burdens, 
the pivotal challenge for the country, and for the United 
States as well, will be to push new infections below AIDS 
mortality. The political reality is that unless this challenge 
is adequately addressed, the US government will face 
large, endless fiscal outlays for what has become an 
international entitlement program.9

To begin to address this challenge, in 2015 PEPFAR 
announced a new strategy (“PEPFAR 3.0”) with a goal of 
“epidemic control” and broader aspirations of achieving 
an AIDS-free generation. PEPFAR defines epidemic 
control as the point where new HIV infections fall below 
the number of AIDS-related deaths. Epidemic control 
is the only way to reduce the actual size of the HIV/
AIDS burden on partner countries and on the donor 
governments that support them, and the only way to 
eventually achieve an AIDS-free generation.10 

Achievement of epidemic control or an “AIDS transition”11 
depends vitally on PEPFAR’s ability to work with its 
partners—recipient governments, its grantees and 
contractors, and the Global Fund—in every partner 
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Table 1  Global Dynamics of the HIV/AIDS Epidemic, Millions of Adult Infections 

Year
Total number 

living with HIV/
AIDS

Annual number 
of new infections

Annual AIDS-
related deaths

Total number 
receiving 

antiretroviral 
therapy

Number of persons newly recruited 
to antiretroviral therapy assuming 

attrition to be:

0% 5%

2006 29.0 2.2 2.0 1.8 0.7 0.8

2007 29.2 2.2 1.9 2.6 0.8 0.9

2008 29.5 2.2 1.8 3.6 0.9 1.1

2009 29.9 2.1 1.7 4.6 1.0 1.2

2010 30.3 2.1 1.6 6.4 1.8 2.1

2011 30.8 2.1 1.6 8.4 2.0 2.3

2012 31.3 2.0 1.4 10.4 2.0 2.4

2013 31.8 1.9 1.3 12.1 1.7 2.2

Note: All rates of return are from data posted on www.mcc.gov and reflect original calculations. All budget figures are from the original compact 
agreements and reflect original budgeted amounts.

Figure 3   New Infections Exceed Annual HIV-Related Deaths with the Number of HIV-Positive Adults Continuing to 
Grow Worldwide

Source: Authors’ construction using UNAIDS AIDSInfo database, downloaded January 2015. 

Note: Kinks in the lines representing incidence and deaths are due to UNAIDS’ rounding of published estimates.

Panel A  New Infections and Deaths Panel B   Adults Living with HIV/AIDS and  
Adults on Treatment

New adult infections

AIDS-related adult deaths
Total adults living with HIV/AIDS

Total adults on treatment

M
ill

io
n

s 
of

 A
d

u
lt

s 
Li

vi
n

g 
w

it
h

 H
IV

/A
ID

S 
 

an
d

 r
ec

ei
vi

n
g 

A
ID

S 
Tr

ea
tm

en
t

M
ill

io
n

s 
of

 N
ew

 In
fe

ct
io

n
s 

an
d

 D
ea

th
s

1990       1995      2000   2004        2010 2013 1990       1995      2000   2004         2010 2013

3.5

3.0

2.5

2.0

1.5

1.0

0.5

0.0

35

30

25

20

15

10

5

0

Widening gap 
between  

new infections 
and mortality

Resumed growth 
of people living 
with HIV/AIDS

PE
PF

A
R 

La
u

n
ch

ed

PE
PF

A
R 

La
u

n
ch

ed



Strengthening Incentives for a Sustainable Response to AIDS: A PEPFAR for the AIDS Transition

   J  |  5

country, aligning and fine-tuning efforts and incentives 
in support of that single goal. This will mean ensuring 
that partner countries and funding agencies—and ideally 
related agencies such as UNAIDS and the World Health 
Organization—share the vision of an AIDS transition. 
This includes moving scarce resources toward the most 
cost-effective prevention and treatment combinations 
in key populations that will get to goal as quickly 
and inexpensively as possible, while simultaneously 
respecting human rights and gender issues. 

Current spending and allocation is under study within 
PEPFAR, and early decisions to refocus resources have 
been taken. However, recipient government spending 
and Global Fund resource allocation practices are less 
well known at this time. Recent research suggests that 
some aspects may still be inconsistent with a transition 
goal.12 Specifically, patient retention on antiretrovirals 
varies widely, as do costs associated with delivery, while 
some key prevention interventions such as circumcision 
remain at low coverage. This suggests that aspects of 
programmatic quality and effectiveness will require 
greater attention. Within the PEPFAR ecosystem 
of partners and implementers, setting up grant 
agreements or contracts that generate better incentives 
to align PEPFAR technical assistance and research 
partners’ support to implementing partners with the 
same goal in mind are also needed.

Better Data Are Needed to Align to a New Goal

A new strategy, however, requires new data to be 
successful. Better measurement is needed to more 
accurately estimate the two variables that will define 
success at epidemic control: the mortality of HIV-
infected populations and new HIV infections. Currently, 
data collection is focused on enrollment of patients 
into antiretroviral treatment, alongside a large number 
of operational and service-readiness measures. While 
these latter data are essential for management and 
oversight purposes, mortality and new infections are the 
underlying drivers of program success. Therefore, they 
should be better measured on an ongoing basis. 

Consistent with its goal to improve the quality of AIDS 
treatment, and thereby enable treatment as a means 
of preventing new transmission,  PEPFAR is already 
working to improve monitoring of patient adherence 
to antiretroviral therapy. As a byproduct of that process, 
facilities will track patients to their homes and thus 
learn more about patient characteristics—for instance, 
whether they have simply shifted treatment facilities, 
have dropped out of treatment altogether and now pose 

a threat to potentially spread drug-resistant strains of 
HIV, or have since died. The new monitoring plans should 
bring improved data on HIV/AIDS mortality. 

However, a much more difficult challenge is to accurately 
estimate the number of new HIV infections in a given 
population. Since healthy people contract HIV during risky 
activities outside treatment facilities, new HIV infections 
can be accurately estimated only by population-based 
sampling methods. Furthermore, because HIV infection 
is a rare event even in highly affected countries, large 
samples are necessary to estimate the number of 
new infections with sufficient accuracy such that 
improvements can be detected from one survey to the 
next. By illustration, one study estimated that a sample 
size as large as 50,000 respondents might be necessary to 
detect a halving of the infection rate.14 

The cost of accurate and reliable surveys is significant, 
even if they are inexpensive compared with the cost of 
antiretroviral therapy. Sufficient resources will need to 
be mobilized for the accurate measurement of annual 
infections to properly track progress toward epidemic 
control in each partner country. We recommend an 
annual budget of $5 million per country for such efforts. 
This would total roughly $180 million per year across 
PEPFAR’s 36 active country programs. Although this 
seems like a large expenditure in absolute terms for 
monitoring surveys, the data would provide PEPFAR and 
recipient countries with a chance to bend down the 
curve on billions of dollars of AIDS treatment spending 
over the medium to long term. More specifically, this 
strategic investment could lead to significantly improved 
epidemic control outcomes due to the resulting 
improvements in patient targeting both within and 
across focus countries, and enable future usage of 
outcome-based program expenditures. 

Partner-Country Co-Financing Must Be Strengthened

To date, PEPFAR has shouldered the lion’s share of AIDS 
treatment and prevention costs in most of its focus 
countries. In some countries, the US government has 
covered approximately 90 percent of total AIDS-related 
spending.15 Conscious of its flat funding from Congress, 
PEPFAR has signaled that it expects recipient countries 
to assume a larger share of the fiscal burden going 
forward. However, the incentives for those governments 
to assume that responsibility remain weak. Most PEPFAR 
recipient countries report modest increases in their 
domestic spending on HIV/AIDS. But to date, only the 
government of South Africa has assumed responsibility 
for specified numbers of patients, while low-income 
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countries with high AIDS burdens remain heavily 
dependent on PEPFAR and Global Fund assistance.16 

Making all of US funding conditional on recipient 
government co-financing is not a credible strategy 
because of the implicit entitlement of existing patients 
to continued treatment. The largest obstacle to 
increased HIV/AIDS spending by recipient governments 
is their uncertainty whether their increased spending 
would be offset by PEPFAR reductions, saddling them 
with an entitlement burden (or “contingent liability”) 
without actually increasing the number of patients 
receiving treatment. To reverse such perverse incentives, 
PEPFAR should clearly and transparently commit, 
without conditions, to a minimum or base level of AIDS 
treatment support in a subset of the most severely 
affected countries for at least a decade. By recognizing 
and respecting the treatment entitlements the United 
States has incurred, such a commitment would not only 
provide a baseline to which recipient governments can 
confidently contribute incremental funding, but also 
establish a floor from which the United States can offer 
rewards for verified success at reducing new infections. 

To shift incentives toward epidemic control and 
co-financing, PEPFAR must shift how its funding is 
disbursed and tracked. Currently, PEPFAR’s funding 

fails to encourage recipient governments to either 
accelerate progress toward epidemic control or assume 
a greater share of the responsibility and costs. Since 
PEPFAR’s inception, it has preferred to implement HIV 
prevention and treatment programs through local and 
national contractors (represented by the top and bottom 
segments of the bars in figure 4) instead of through 
national governments (the thin middle segment).17 
Although it is easier to audit and hold nonstate actors 
accountable—at least for narrow, contractor-specific 
objectives—only national governments have the 
authority and responsibility to be charged with bending 
the nationwide trends on mortality and new infections 
as required for epidemic control. 

Far from assuming a larger share of the responsibility 
and funding for HIV/AIDS programs, several partner-
country governments have responded to donor health 
funding by diverting domestic resources away from 
health.18 Since PEPFAR funding is subject to Congress’s 
annual appropriations process, recipient governments 
are quite rational to doubt whether PEPFAR is willing 
to commit either to continue funding HIV/AIDS if the 
recipient government starts to shoulder a greater 
proportion of the financing burden or to withdraw 
funding when the recipient government reneges 
on an agreement. In addition, PEPFAR’s strategy of 

Figure 4   Through 2010 PEPFAR Had Made Little Progress Toward Its Objective of Contracting Directly with  
Partner-Country Governments or Local Nongovernmental Organizations

Source: Institute of Medicine, Evaluation of PEPFAR (Washington, DC: National Academies Press, 2013).

Note: The Institute of Medicine was unable to obtain more data after 2010 on the distribution of PEPFAR financing by type of partner

PEPFAR funding for local prime partners

     Partner-Country Nongovenment               Partner-Country Government               Other Prime Partners 
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running money largely outside of country governments 
to address AIDS has meant that public funds quite 
naturally went to other priorities. Unless PEPFAR 
changes these incentive structures, the US government 
should be expected to continue to shoulder most of 
the responsibility for AIDS treatment in poor countries. 
Therefore, while the absence of incentives not only 
burdens the US government—both through persistent 
funding requirements and lost opportunities to support 
other development priorities—it also will handicap 
efforts to truly bend the arc of AIDS within these 
environments. In addition, the US government may face 
difficult choices in several countries, where recipient 
governments continue to deprioritize AIDS control in 
favor of other priorities. Having a clear plan of action for 
how to address these cases will be important.

Until PEPFAR policies align recipient governments’ core 
priorities and interests with the objective of epidemic 
control, those countries’ HIV/AIDS disease burden and 
the fiscal demands of that burden on the US government 
are both likely to grow.  

Proposed PEPFAR Reforms and Policy 
Recommendations 

The next president has the potential to definitively 
contribute to controlling the AIDS epidemic throughout 
the world. Yet that will require a series of concerted 
steps and reforms concerning how the US government 
operates and collaborates with PEPFAR’s focus-country 
governments and partners. Undoubtedly, the next 
president must continue the United States’ strong 
commitment to supporting the global AIDS response 
and the millions of people whose lives hang in the 
balance. Yet to maximize the impact of US funds and 
accelerate progress, we recommend three strategies. 

u Experiment with impact-based agreements. 

To align funding to their new goal, PEPFAR and 
partner countries should experiment with innovative 
contracting mechanisms that would reward the country 
for demonstrating progress on agreed-upon targets, 
such as reductions in new HIV infections or treatment 
coverage and quality. These new mechanisms should 
be implemented at the government-to-government 
level (i.e., between PEPFAR and a partner government).19 
They also should be incorporated into contracts 
between PEPFAR and partner governments and their 
agents, such as subnational governments and local 
nongovernmental organizations.20 If these results-based 

payment mechanisms are to motivate government and 
other local actors, PEPFAR must accelerate its shift away 
from US contractors to funding governments and local 
contractors. Two particular impact-based expenditure 
models warrant consideration:

•  Cash on Delivery Aid. Working with the Global Fund 
and other partners, PEPFAR could support payments 
to recipient governments for measurable and 
verifiable progress on specific outcomes, such as 
$100 for every HIV infection averted.21 By linking at 
least part of payments directly to a small number of 
specific outcomes, governments would be empowered 
to search for more effective ways to achieve the 
mutually agreed-upon outcomes. Moreover, actual 
progress would become more transparent to the 
recipient country’s citizens. To encourage the recipient 
government to improve the accuracy of its HIV 
infection monitoring, PEPFAR can link a portion of 
reward payments to the precision of the estimates.22 
These structural features would serve to rebalance 
accountability, reduce transaction costs, build local 
service capacity, and encourage innovation. Like 
any aid approach, PEPFAR must discern whether a 
country’s governance structures are sufficient to 
support this kind of engagement without inducing 
human rights challenges. To mitigate that risk, 
certain checks and balances could be included in 
cash-on-delivery contracts, such as the requirement 
of oversight from a supervisory body or civil-society 
watchdog, or a provision to annul the contract in 
the event of discriminatory or stigmatizing behavior 
toward HIV-infected persons. 

•  Fixed-amount reimbursement agreements. In country 
programs that are not yet ready for a cash-on-delivery 
approach, PEPFAR could enhance incentives by paying 
for well-defined activities or outputs with previously 
agreed-upon specifications or standards. This would 
work particularly well for financing outputs for which 
cost structures are well known.

v		 Collect more representative data on new infections.  

PEPFAR should increase funding for HIV testing by as much 
as $180 million per year for subnationally representative 
sample surveys that track progress in reducing new 
infections. Having regular performance measures, 
even ones based on samples rather than on the whole 
population, enables the deployment of a large number of 
possible mechanisms to pay for performance and align the 
incentives of all national actors with the intermediate goal 
of the AIDS transition and epidemic control



The White House and the World 2016

   8  |  J 

w	Restructure	co-financing	arrangements.	

•  Specify future commitments to each focus country. 
In addition to all the patients PEPFAR has enrolled 
in treatment, the United States should unilaterally 
commit to support at least a fixed percentage of the 
new treatment requirements in each recipient country. 
This could vary from 20 to 80 percent depending on the 
current and projected US share of treatment financing 
within the respective country. Specifying a floor for 
future commitments ensures a base level of continued 
US support and assures the recipient country’s 
ministry of finance that its funding will help additional 
patients, instead of simply crowding out US assistance. 
Committing to a number of patients, rather than a 
minimum amount of money, allows cost reductions 
to free up resources for other uses. As the recipient 
country begins to share the fiscal burden of treatment, 
its financial incentives to prevent new infections will 
gradually increase. 

•  Leverage recipient government co-financing. Before 
programming its base level of country funding, 
PEPFAR should set aside as much as 10 percent of 
its total budget to reward countries that clearly 
mobilize additional funding for epidemic control. 
Possible mechanisms include block grants and other 
risk-sharing arrangements like those used in the US 
Medicaid program, where states match federal outlays 
on a dollar-for-dollar basis. Importantly, however, 
grant-matching programs should allow innovative local 
implementation and be accompanied by incentives for 
efficiency and impact.

Taken together, these three actions—impact-based 
agreements, measuring new infections, and co-financing 
—will help elevate PEPFAR from its past myopic focus on 
accountable funding of health service inputs toward a 
value-based purchaser of health improvements with the 
strategic vision to reach its new milestone of epidemic 
control—and proceed toward an AIDS-free generation
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