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Performance-Based Contracting:
The Case of Residential Foster Care
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Growing concern about accountability in the human
services has led to interest in performance-based
contracting. This article defines and analyzes different
approaches to performance-based contracting,
specifically the measurement of input versus outcomes.
Using group foster care as an example, it proposes a
design for performance-based contracting that achieves
the intended objectives and yet is consistent with the
values of the social work profession.

Assuring achievement of social service goals is important to both policymakers
and social work professionals. Legislators and policymakers allocate funds
to programs that professionals say will alleviate specific social problems.
Policymakers and the public are becoming skeptical, however, about whether
the programs are achieving their objectives, because the targeted problems
continue to grow. As budget pressures increase, policymakers want to know
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that the money they are allocating is achieving the intended results. To max-
imize the benefits of scarce resources, policymakers require evaluations of
the effectiveness of programs in meeting the objectives specified [DeHoog
1985].

For example, states currently spend a considerable amount of money to
place children in residential treatment centers and other group foster care
settings on the assumption that it is useful—that group foster care will improve
the lives of children. As the per diem cost of group foster care rises, together
with the total expenditures for such care, questions are being raised about
how effective group foster care is, which programs are effective with which
children, and whether group foster care is the most effective and efficient
(cost-effective) way to help children. Policymakers are asking for hard evi-
dence that there are, in fact, positive results to warrant spending these funds.

Social work professionals are also concerned about the achievement of
social service objectives. The goal of social services is to improve human
lives. Social work as a profession has increasingly recognized the need to
hold itself accountable for achieving what it seeks to achieve, hence the
importance of evaluating whether (or the extent to which) we are producing
the outcomes that we seek [Carter 1988a; Carter 1988b: Poertner and Rapp
1987; Rapp and Poertner 1987]. We have recognized the importance of as-
sessing the relative effectiveness of various service methodologies in achieving
specified outcomes [Carter 1988a: Hudson 1987; Walsh and Walsh 1990;
Poertner and Rapp 1987; Prochaska and Arsenault 1984: Rapp and Poertner
1987]. We can grow as a profession and the quality of our services can
improve only as we learn more about the extent to which we are achieving
our objectives and the relative success of various approaches to achieving
them,

These two sources of concern in achieving identified objectives—quality
of human service provision and financial accountability—have led increas-
ingly to the establishment of standards within service contracts. One strategy
that has been advocated is performance-based contracting: the use of specified
rewards for meeting or exceeding contract objectives, and penalties for failure
to meet contract objectives [Wedel and Colston 1988]. It is a strategy that
has been proposed by policymakers in social services, education, vocational
training, mental health, and other fields to hold agencies accountable for
meeting the service objectives they have presented as justification for funding.

There are, however, many problems with the way performance-based con-
tracting has been conceived and carried out. This article analyzes performance-
based contracts in general. Then, using group foster care as a field of focus,
it proposes a design for performance-based contracting that achieves the in-
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tended objectives and yet is consistent with the values of the social work
profession.

A Historical Antecedent: The Field of Education

This increased demand for accountability in human services is similar to that
which occurred in the field of education beginning in the late 1960s. The
public was unwilling to continue to fund the educational system at Fhe levels
being requested without evidence that the money was translating into improved
performance [Betchkal 1971; Blaschke 1971; Lessinger 1971]. Edlfcators and
school boards were faced with convincing a concerned and sometimes skep-
tical public that teaching resulted in learning, especially for children from
low-income families [Blaschke 1971; Wilson 1971]. Educators were accused
of focusing exclusively on inputs (more books, more programs, more money
for teachers), while ignoring outcomes [Peterson 1971; Wilson !97!]. ll‘was
in this context that performance-based contracting was introduced in educauor}.

Private companies or groups of teachers or administrators contracted with
school districts to accelerate the achievement of a limited number of students,
with payment contingent upon outcomes [Blaschke 1971]. Performance-based
contracting in education did not deliver the expected results [Wedel and Colton
1988]. Problems arose in the implementation of perfomagncc-base_d contracts
in schools, such as opposition from teachers who were not ‘m'cluded in plangmg
or evaluation design [Barrett 1971], challenges to the validity of stz?ndardtzed
tests as measures of achievement |[Levine 1971; Campbell and ILonon I9_72],
and concern about narrowness in scope, that is, limiting attention to subjects
such as reading and math where there is consensus on what should be measured
[Carpenter 1971].

The field of education continues to look for ways to measure outcomes
and yet avoid the problems of some of the early experiments with perfofn?a‘nce-
based contracting. Kentucky is one such example. lp 1990 Kentucky initiated
a plan that includes rewards (up to a 15% increase in pay) for teachers based
upon the performance of the school where they are employed. Performance
is to be measured by such variables as grades, attendance, and dropout rate.
Penalties are incurred when performance declines, ranging from decrea§es in
pay to closing the school. Each school’s performan@ is mc'asured relative to
its results the previous year rather than by comparing it with othe‘r SCh(..)O!S.
The Kentucky plan also increases funding for Lfducano.n. teachers admml:q-
trative power, and freedom to experiment with innovative methods [Berstein
and Howington 1991; The Economist 1991].






