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summary

Health inequalities have a profound effect on individual lives and lead to increased health care
demand, higher costs, and a negative impact on the nation’s long-term economic prosperity. Beyond
addressing social determinants of health, action on health care system design to reduce inequalities
can significantly enhance overall system efficiency. Funding plays a crucial role as it directly
influences the distribution of resources and incentives to deliver high quality care. Here, we examine
evidence on how health care funding can be structured to reduce health and care inequalities.

Based on a review of 46 articles, we found that while there is a lack of robust studies because of the
challenges of conducting research in this areaq, there are several evidence-based principles of how
inequalities can be addressed through more equitable funding models. Key findings were:

= Capitation funding is associated with more equitable outcomes than fee-for-service.

= Pay-for-performance systems without equity considerations compound funding inequalities by
directing more money to areas of lower clinical need.

= Adjusting funding, especially pay-for-performance, to account for socioeconomic or health
differences, would improve efficiency of funding, reduce funding inequalities and likely reduce
health and care inequalities.

= Payments for performance could also be improved by comparing performance between
similar organisations, paying for improvements, reducing exception reporting, and rewarding
organisations for improving health inequalities.

= Increased privatisation is associated with increased inequalities, but increased marketisation in a
publicly funded system is not.

= Targeting funding to specific disadvantaged groups can improve health inequalities.
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It is not just morally, but also economically
imperative to tackle health inequalities. Prior to
COVID, health inequalities’ annual costs were
estimated as £4.8 billion to the NHS, £31 billion in
lost productivity, and between £20-32 billion in
lost tax and increased benefit payments (7). This is
likely to have risen after the pandemic.

Addressing health inequalities requires policy
interventions to address key determining

factors for health targeting underlying social
inequalities (1,8,9). However, action must also
address inequalities across health care systems.
Addressing inequalities in funding is imperative
given its impact on service provision, workforce
and subsequently patient outcomes (10-12).

In addition to designing funding to improve
inequalities, it is vital that existing funding models
do not compound them. For example, general
practices in more affluent areas receive more
funding per patient compared to less affluent
areas when weighting for clinical need (2). That
the least affluent areas have the worst health,
yet receive relatively less funding, highlights the
persistence of the Inverse Care Law: those who
most need high-quality health care have the least
access to it (13).

There are three common funding models
described in the literature: capitation, fee-for-
service (FFS) and pay-for-performance (P4P).

In England, general practice is predominantly
funded through capitation with P4P and FFS
funding schemes providing additional incentives.
Meanwhile, FFS models dominate funding of acute
hospitals.

Funding
model

Description

Capitation Health care organisations are
paid a fixed fee per patient,

regardless of the services used.
Example: Global sum that a general practice is
paid annually per weighted patient on their list.

Fee-for-
service (FFS)

Organisations are reimbursed for
each unit of care that they deliver.

Example: A hospital receiving a set fee for
performing a specific operation.

Pay-for- Organisations are paid based on
performance quality of provision of care.
(P4aP)

Example: Quality and Outcomes Framework (QOF)
reimburses general practices in England based
on achievement against standards of clinical
processes, prescribing, and patient outcomes.

To prevent funding structures from worsening
health inequailities, it is crucial, at the very least, to
align funding with clinical need. More ambitiously,
reversing both funding inequalities and the Inverse
Care Law would require allocating even more
resources to areas with the highest need, beyond
what their clinical demands might suggest. This
can be accomplished by introducing new funding
models or modifying existing ones. The NHS uses
several different funding models and here we
review the evidence of the types of funding models
that are most likely to address health inequalities.

Figure 2: Total NHS payments per weighted patient by IMD quintile (England)
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Summary of evidence

We identified studies from: 1) A living evidence map
from the Health Equity Evidence Centre (14); 2) a
search of electronic databases (MEDLINE, EMBASE,
Cochrane); and 3) snowballing references. In

total we screened 4328 articles and prioritised 46
articles for review. Latest reviews with the greatest
relevance to the UK context were prioritised in
reporting.

This review identifies a range of evidence regarding
how health care funding can be used to address
health inequalities, and what funding models result
in increased or decreased inequalities. There is

a lack of randomised, well-controlled research
that examines how funding models affect health
inequalities. This is largely due to methodological
challenges common to a lot of public policy
research. For example, it can be hard to isolate the
impact of funding changes without a clear point

of comparison, and randomisation of interventions
rarely occurs.

Despite this, existing research studies provide
some clear guidance about which types of funding
models are more or less likely to address health
inequalities. We divide the evidence into four
categories:

1. Impact of capitation, fee-for-service, and
pay-for-performance on health inequalities

2. Adjusting existing funding models to reduce
health inequalities

3. Direct funding to organisations serving specific
disadvantaged groups

4. Impact of increased privatisation and
marketisation

1. Impact of capitation, fee-for-service and
pay-for-performance on health inequalities

Capitation and fee-for-service

There was limited relevant evidence found
regarding the introduction of capitation and FFS
models on inequalities. The limited evidence
suggests that capitation payments are more likely
to address health inequalities compared to FFS.
Tao and colleagues (2016) reviewed six studies
that explored health inequalities of patients in
capitation-based plans compared to FFS (15).
Two US studies and one Canadian study in the
review found that organisations with capitation
plans were associated with lower inequalities by
ethnicity in access to care. Both US studies also
reported reduced inequalities in continuity of care
and quality of care in organisations with capitation
plans. In contrast, two studies reported that there

was generally little difference in inequalities
between plans. This is not to say that all capitation
models are necessarily equitable, or that they can’t
be made more equitable. For example, the Carr-Hill
formula, which calculates capitation payments to
general practices in England, has been criticised
for not considering socioeconomic variables such
as deprivation indices (5,16,17).

Pay-for-performance

Over-reliance on P4P schemes that reward quality
alone can exacerbate inequalities in funding.
Studies identified a “reverse Robin Hood effect”,
where GP practices with relatively healthy patients,
mostly in affluent areas, receive more funding
(18,19). We know from both UK and international
literature that health care organisations that serve
socioeconomically disadvantaged and ethnically
diverse groups tend to have worse quality of care
and therefore are likely to receive less funding in
P4P programmes. Markovitz and colleagues (2017)
reviewed 58 studies from the UK, US and Canada
and found that worse performance was associated
with practices and hospitals that served poorer
patients and more patients from racial and ethnic
minorities, but not by any other patient factors,
including insurance type, gender, age, or patient
health (20,21).

Direct evidence of the impact of P4P schemes on
health and care inequalities is limited (22,23). In
England, the Quality and Outcomes Framework
(QOF) is the largest P4P programme. When
introduced, there was an initial widening in the
quality of care between more and less affluent
areas, followed by a narrowing (24-26). The

QOF also narrowed inequalities by age (25-27)
and widened inequalities by sex in favour of
male patients (24,26-28). Ethnicity showed no
clear overall pattern (15,24-27). Importantly, this
evidence is observational, and the effects of the
QOF cannot be distinguished from other co-
occurring factors such as a cross-government
Health Inequalities Strategy, which was associated
with reduced socioeconomic health inequalities
(9,29,30). There is limited evidence on the
long-term effects of the QOF on inequalities.
Furthermore, research has suggested that the QOF
does not significantly reduce mortality related to
heart disease, cancer or other conditions (31).

Beyond the QOF, there is limited evidence on

the impact of P4P on inequalities. For example,
Eijkenaar and colleagues (2013) examined P4P and
found that P4P led to a narrowing of inequalities,
but the study relied on four early studies of the
QOF (32). similarly, other reviews were highly
reliant on the QOF for outcomes, limiting the
impact of conclusions due to the observational
nature of studies, and lack of similarity to other
P4P schemes (24,33,34). A Cochrane review (22)
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identified only one study assessing the impact of
P4P in an inpatient setting. This US study found that
financially awarding or penalising hospitals for
quality was associated with increased inequalities
in access between ethnic groups. A systematic
review of value-based health care schemes in

the US found inconclusive evidence, given large
heterogenicity of studies (23).

2. Adjusting existing funding models to
reduce health inequalities

Adjusting capitation

Capitation models can be adjusted to account
for measures of socioeconomic status. Such an
approach is used internationally (35), but not in
the UK (5,16,17). Doing so would improve funding;
a recent study found that adjusting the Carr-Hill
formula in England by deprivation data would not
just improve funding equity, it would significantly
enhance funding efficiency. This study also found
that adjusting total general practice funding
would have significant effects, with an even larger
improvement in efficiency (5).

Adjusting pay-for-performance

Conway and colleagues (2022) examined how

P4P programmes can be optimised to reduce
inequalities (19). Two key adjustments were
supported by quantitative evidence. First, good
quality, consistent evidence was found for adjusting
either performance or payments for the difficulty

of achieving the target (36-38). For example, this
could involve adjusting for health factors, such as
comorbidities or socioeconomic factors to ensure
that practices are paid relative to the difficulty of
meeting the payment threshold (28). One criticism
of this approach is that if results are adjusted,

and only adjusted results published, this may
conceal socioeconomic differences in health, as
the underlying differences would be hidden (19).
This highlights the importance of reporting both
unadjusted and adjusted statistics and payments.
Second, financial incentives could be reimbursed
according to performance against health care
organisations grouped by socioeconomic or clinical
factors. Wholey and colleagues (2018) examined
the best ways to compare quality of care across
health care organisations in Minnesota. The authors
found that grouping practices by socioeconomic
factors was a more accurate way of explaining
variations in performance than simply adjusting for
these (39).

Two further initiatives to reduce inequalities
through P4P are described in the literature but
were primarily based on expert opinion rather than
quantitative evidence. First, designing metrics

to either target inequalities directly, or indirectly
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at specific populations, conditions, processes

and outcomes, would be expected to improve
inequalities (19). Second, improvement from
baseline measures rather than absolute quality was
suggested to be more equitable (19,28).

Exclusion of patients from P4P schemes, especially
in the QOF, was noted to be of significant concern
for inequalities. For example, exception reporting
within the QOF permits practices to exclude certain
patients from target calculations based on patient
compliance, disease status, medication suitability,
availability of services or patients being new to the
practice. This can exclude underserved groups with
unintended consequences: patients who are older,
less affluent, and experience multiple long-term
conditions who are exception-reported patients are
more likely to die in the following year (25,28,40).

Adjusting local health and care budgets

There is good evidence that adjusting existing
funding to local health and care systems reduces
inequalities. Barr and colleagues (2014) published
an analysis of changes to the NHS allocation
formula in 2002 that resulted in more funding being
allocated to socioeconomically disadvantaged
areas. They found significant reductions in mortality
inequalities and overall improvements in mortality
nationally, which were driven by improvements

in areas with higher levels of deprivation: each
additional £10m of resources in the least affluent
areas was associated with a reduction of 4 deaths
per 100,000 in males and 1.8 deaths per 100,000 in
females. This association was not significant in the
most affluent areas (41). An example of this in action
at a local level is shown below.

3. Direct funding to organisations serving
specific disadvantaged groups

Providing unconditional cash transfers to
organisations that service certain disadvantaged
populations can reduce health inequalities.
Evidence of this comes from transfers targeting
homeless people (42), indigenous populations

(43) and rural communities (44,45). Gibson and
colleagues (2015) reviewed 13 studies and found
evidence that increasing funding specifically
targeted at minority groups, with poorer health,
was effective in narrowing inequalities (43). Three
studies included in the review examined indigenous
groups in the US, Australia and New Zealand who
had worse type 2 diabetes outcomes compared

to the national average. Of the two studies that
were successful in improving health outcomes,
both involved the unconditional transfer of financial
resources to facilitate improved care. The third
used a fee-for-service model, where providers were
paid per diabetic care plan, and failed to show a
narrowing in inequalities.



4. Impact of increased role of the private
sector and marketisation

Countries with more publicly funded health and
care services tend to have lower inequalities.

A review of European healthcare funding
identified that increased private ownership of
healthcare services is associated with increased
socioeconomic inequalities in access (46). This
review also identified two studies that found that
increases in user fees and out of pocket payments
resulted in increased health inequalities.

Increasing health care delivery through higher use
of privately owned, for-profit organisations can
increase inequalities. Burstrom and colleagues
(2017) explored Swedish health reform between
2008 and 2010 which encouraged privately funded
primary health care practices to the market and
promoted patients to choose between them

(47). overall, this was associated with increased
inequalities. Private practices were less likely to be
found in areas with populations with worse health.
Additionally, while access increased for all groups

it did so less for those with worse health. Reforms
acted as a barrier to integrated care for those with
worse health. A recent study found that areas with a
higher increase in private provision saw a decrease
in avoidable hospitalisations, but an increase in
socioeconomic inequalities in hospitalisation rates
(48).

Evidence from the UK suggests that procompetitive
reforms, within a predominantly nationalised
service, are less strongly associated with increased
inequalities than privatisation. These procompetitive
reforms throughout the 2000s in the UK include

1) increased independent sector hospital access

to the NHS funded market, 2) increased patient
choice of care location and 3) introduction of a
fixed price system of payment (49). While there
was much commentary and theoretical evidence
suggesting that this could widen inequalities (50),
such a change was not seen (49,51,52). Cookson
and colleagues (2013) found that increased
competition among hospitals in the UK led to more
care in socioeconomically disadvantaged areas
and a decrease in inequalities (52). This difference
in findings is likely attributable to competition being
small and most hospital services continued to

be supplied by public hospitals who did not have
strong incentives to select healthier patients — a
process known as “cream skimming” (49).

Limitations

The search strategy for this evidence brief covers
existing international review articles identified
through the HEEC evidence maps, a search on three
databases, and snowball searching. While such

an approach is sufficiently rigorous to capture a
wide range of evidence, some primary studies that
are not found in the identified reviews could have
contributed further to this brief. As is common for
research around health care funding, much of the
evidence was observational rather than controlled,
randomised or experimental.
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What works: key recommendations

models allocate resources proportionate to need.

DHSC, ICBs and

Certainty
Recommendation Target audience of evidence

(GRADE)*
Local and national decision makers should ensure that funding NHS England, SO S

disadvantaged areas should be provided with more implementation
support to achieve the policy objectives.

local authorities High
. -, . . : - 4n 4h 4
Health inequalities should be considered in funding decisions to NHS England, A TA 2
ensure a more efficient distribution of funding relative to clinical DHSC, ICBs and Moderat
need. local authorities oderate
Increasing funding through equitable capitation models is likely to NHS England, SO0
address inequalities compared to fee-for-service approaches. DHSC and ICBs Low
Pav-for- i ; ; 4n 4h 4
ay-for-performance reimbursement models without any equity NHS England, AT A [
adjustment are likely to result in more funding to areas with better DHSC and ICBs Moderat
health, exacerbating inequalities. oderate
Fundi i —for— i 4n 4h 4
unding, especially through pay-for-performance reimbursement, NHS England, AT A TS
should be weighted to account for clinical need, including DHSC and ICBs Moderat
accounting for socioeconomic disadvantage. oderate
Pay-for-performance should reward health care organisations for NHS England, S OOO
reducing inequalities or achieving high performance in outcomes DHSC and ICBs verv |
that would likely lead to a reduction in inequalities. erylow
Organisations in more affluent areas tend to be able to NHS England, == == OO
respond quicker to policy change, therefore practices in more DHSC and ICBs Low

Exception reporting, for example in the QOF, should be reviewed to
ensure that it does not increase inequalities, such as reducing time

NHS England,
DHSC and ICBs

4dh 4Ah A
ww "O

health and care should be considered.

local authorities

that patients can be excluded after joining the list, or removing the Moderate
criteria that patients can be exception reported if not engaging with
three postal letters.
. L . 4n b 4
Any policy which increases the role of the private sector should be NHS England, A TA 2
treated with caution and mitigations introduced to ensure that it DHSC and ICBs
. . I Moderate
does not increase inequalities.
. . - 4n 4Ah 4n
Funding through unconditional cash transfers to organisations NHS England, www
serving specific disadvantaged communities that experience poor DHSC, ICBs and Moderate

*GRADE certainty communicates the strength of evidence for each recommendation.

Recommendations which are supported by large trials will be graded highest whereas those arising from small
studies or transferable evidence will be graded lower. The grading should not be interpreted as priority for policy
implementation — i.e. some recommendations may have a low GRADE rating but likely to make a substantial
difference.
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About the Health Equity Evidence Centre

The Health Equity Evidence Centre is an academic
collaboration hosted by Queen Mary University of
London which seeks to build the evidence base of
what works to address health and care inequalities.
Decades of evidence has shown that the structures
and systems within society lead to health
inequalities. We believe that it is only by tackling
the unequal distribution of the social determinants
of health will we achieve health equity and that

the benefits of health care should reach the most
marginalised in society.

Find out more here: www.heec.co.uk
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