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Abstract

Against the backdrop of rising federal debt and sweeping workforce reductions across U.S. health agencies under the Trump
administration, this commentary proposes a potential principled alternative to arbitrary budget cuts: an intra-agency competition
framework to foster internal competition within public health agencies. Drawing on economic theories, the authors argue that
splitting agencies into two or more autonomous, competing subunits could help reduce costs, increase efficiency, and improve
population health outcomes by channeling competitive incentives toward the public interest. The framework is potentially
applicable across three broad functional domains of government: direct service delivery (e.g., the fee-for-service Medicare
program), where competing subunits can be evaluated on return on investment weighted by beneficiary satisfaction; regulatory
oversight (e.g., the Food and Drug Administration), where competition can reduce bottlenecks and improve decision quality by
subjecting each subunit's performance to comparative scrutiny; and public health practice (the Centers for Disease Control and
Prevention), where regional subunits can compete on a cost-effectiveness metric such as the ratio of health gains over subunit
operating costs. Financial incentive structures permitted under U.S. federal employment law and civil service regulations are
discussed. Potential applications in other countries were also explored, especially countries with publicly funded healthcare
delivery systems. A potential implementation roadmap is proposed, along with key implementation challenges, including the
complexity of measuring outcomes, legal uncertainties regarding executive reorganization authority, political barriers, risks of
fragmentation and inequality, and short-term administrative overhead. The paper concludes that rigorous cost-benefit analysis
and phased pilot programs are essential before broad adoption.
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1. Introduction

U.S. federal government debt has steadily increased over government, driven largely by the Department of Government Ef-
the past several decades, reaching nearly $39 trillion by Feb-  ficiency. Within the Department of Health and Human Services
ruary 2026. [1] Against this backdrop, the Trump administra- alone, the restructuring reduced the workforce by 20,000 employ-
tion pursued aggressive spending reductions across the federal ees, [2] including 3,500 at the Food and Drug Administration (FDA)
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and 2,400 at the Centers for Disease Control and Prevention (CDC).

[3] Programs eliminated included those focused on smoking, lead
poisoning, gun violence, asthma, air quality, and infectious disease
surveillance. [4] These measures have been criticized by some ex-
perts as arbitrary and potentially harmful to population health, [5]
with the executive director of the American Public Health Associ-
ation warning that the cuts "will increase the morbidity and mortal-
ity of our population, increase health costs and undermine our
economy." [3].

More importantly, because such sweeping, non-discrimina-
tory reductions could recur under future administrations, a
more principled and evidence-informed approach is urgently
needed—one that aims to reduce public health expenditures
while simultaneously improving population health outcomes.

One possibility is to extend the approaches adopted in New
Public Management (NPM), [6] in particular, by using com-
petition to improve governmental efficiency. The NPM move-
ment emerged in the 1970s and gained prominence in the
1990s as a response to perceived bureaucratic inefficiencies
and fiscal pressures. It challenged the traditional model of
government monopoly over public services, allowing compe-
tition among public agencies and between public and private
service providers. [7].

The purpose of this paper is to extend NPM and describe
the conceptual basis for intra-agency competition within U.S.
federal public health agencies and in other countries, drawing
on economic theories; review relevant precedents; propose
performance metrics suited to specific agency contexts; and
discuss the preconditions and challenges for successful imple-
mentation. It should be noted that this paper is a conceptual
proposal, not an empirical study. Readers should interpret the
conclusions accordingly, understanding that the framework
represents a theoretical contribution intended to inform future
policy design and motivate empirical research rather than to
provide definitive evidence of effectiveness.

2. Materials and Methods

As a policy-oriented concept paper, the methods described
here focus on framework development rather than a reproduc-
ible experimental protocol and are presented to ensure trans-
parency of the analytical reasoning. We developed the intra-
agency competition framework by reviewing relevant eco-
nomic theories, existing public-sector competition models,
and empirical evidence from analogous programs in the
United States and internationally. Instead of a systematic, ex-
haustive literature search, we adopted an iterative, purposive
search strategy in Google Scholar and PubMed, moving from
broad public-sector governance literature toward economic
theories and specific empirical analogs relevant to intra-
agency competition. The search covered peer-reviewed litera-
ture, government reports, and policy analyses.

Economic theory selection was principled: X-inefficiency
theory [8] was selected because it directly characterizes pro-
ductive inefficiency and organizational slack arising from the
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absence of competitive pressure in insulated organizations
such as a government agency; yardstick competition theory [9]
was chosen because it provides a specific governance mecha-
nism through which benchmarking performance can mimic
market rivalry, fitting a public health agency well; and the mo-
nopoly-to-duopoly welfare framework was incorporated to
provide an intuitive structural analogy for the efficiency gains
anticipated from introducing a second actor into a previously
uncontested space. Together, these theories form a logically
coherent and internally consistent foundation for the proposed
framework.

Performance metric frameworks were derived from existing
published evaluation literature, including quality-adjusted life
year (QALY)-based analyses from health technology assess-
ment bodies and return-on-investment methodologies applied
in health services research. Agency-specific considerations,
including statutory mandates and service delivery structures,
were incorporated into the metric design to ensure alignment
with public interest objectives.

The agencies analyzed as illustrative cases include: (1) the
Office of Medicare Management within the Centers for Med-
icare & Medicaid Services (CMS), specifically its administra-
tion of fee-for-service (FFS) Medicare; (2) the Center for
Drug Evaluation and Research (CDER) within the FDA; and
(3) the National Center for Chronic Disease Prevention and
Health Promotion (NCCDPHP) within the CDC. These agen-
cies were selected because they represent three major func-
tional pillars of the U.S. federal health enterprise: service de-
livery, regulatory oversight, and public health promotion, of-
fering varied but instructive contexts for applying the intra-
agency competition model. Similar applications in other coun-
tries were also explored.

3. Results

3.1. Conceptual Framework

Economic theory provides a compelling rationale for intro-
ducing competitive structures within public agencies. The
starting point is a well-established empirical regularity: organ-
izations insulated from competitive pressure may systemati-
cally underperform. Leibenstein (1966) termed this X-ineffi-
ciency — the tendency of organizations shielded from exter-
nal discipline to accumulate organizational slack, weaken ef-
fort norms, and managerial inertia without active cost minimi-
zation and output maximization. [8] X-inefficiency arises
from the absence of sufficient incentives to do better. The re-
sult, for public agencies, is that socially beneficial outputs —
better health outcomes, faster drug approvals, more effective
prevention programs — go unrealized because no competitive
force compels efficient resource use. Recent cross-national
evidence confirms that X-inefficiency in health systems re-
mains substantial and measurable. A stochastic frontier meta-
analysis found that health-care spending inefficiency—meas-
ured as the distance between a country’s health-adjusted life
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expectancy and the efficiency frontier — persisted in most
countries during 1995-2022. [10] In particular, the study
found that governance improvements were among the strong-
est predictors of efficiency gains, suggesting that structural re-
forms may be promising.

The intuition from industrial organization economics rein-
forces this diagnosis. Under monopoly conditions, a single
seller restricts output below the socially optimal level to main-
tain pricing power, generating deadweight loss — the welfare
foregone when market power prevents transactions that would
otherwise occur. [11] Monopsony presents the mirror-image
problem: a single buyer suppresses the quantity it purchases,
driving the prices it pays to suppliers below the competitive
equilibrium and exploiting workers and vendors alike. [12] In
both cases, the absence of a competitive counterpart allows
the dominant party to capture surplus at the expense of overall
welfare. Transitioning from a monopoly or monopsony to a
duopoly or duopsony introduces a second actor, exerting com-
petitive pressure that moves output and prices toward socially
optimal levels and recovers a portion of the deadweight loss.
[13, 14].

Public agencies do not restrict output (or quantity purchased)
to extract surplus, so the monopoly (or monopsony) analogy
does not apply directly. Its value is structural and intuitive: it

illustrates why the absence of a competitive counterpart tends
to produce inefficiency, and why introducing one exerts disci-
pline. The underlying mechanism in the public-sector context
is not price competition but comparative accountability — and
for this, a different theoretical tool is required.

Shleifer (1985) proposed yardstick competition as precisely
such a tool for settings where direct market competition is ab-
sent. [9] Rather than relying on price signals, a regulator
benchmarks the performance of one entity against comparable
entities, infers an efficiency frontier from the comparison, and
uses that information to set cost targets and allocate resources.
The mechanism requires no market: it requires only that two
or more comparable units exist and that their performance can
be measured and compared. Competitive pressure is thereby
replicated through comparative evaluation rather than through
consumer choice or price rivalry. For example, this mecha-
nism has been operationalized in the U.S. Medicare Hospital
Value-Based Purchasing (VBP) Program, which annually re-
distributes billions of dollars based on hospitals’ relative qual-
ity performance. It has been demonstrated that yardstick in-
centives in the VBP program were associated with quality im-
provement, suggesting comparative accountability can func-
tion as intended within complex public health delivery sys-
tems. [15].
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Figure 1. Intra-Agency Competition Framework.
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Together, X-inefficiency theory and yardstick competition
establish the theoretical foundation for the intra-agency com-
petition framework proposed here. X-inefficiency identifies
the source of welfare loss in insulated public agencies; yard-
stick competition provides the governance mechanism for re-
covering it. The monopoly-to-duopoly (or monopsony-to-du-
opsony) transition serves as a useful structural analogy — il-
lustrating why a second actor changes incentives — but the
operative logic is benchmarking rather than market rivalry.

Specifically, the proposed intra-agency competition frame-
work involves splitting a single agency into two autonomous,
competing subunits that perform the same function and are re-
sponsible for delivering the same mandate (Figure 1). Rather
than relying on top-down, discretionary budget reductions —
which are susceptible to political influence and do not inher-
ently reward efficiency — this structure activates what Figure
1 identifies as the framework's key mechanism: comparative
accountability for performance benchmarking, with resource
allocation and rewards linked to relative performance out-
comes. This governance logic is consistent with yardstick
competition theory. On the existing agency side, Figure 1 il-
lustrates the baseline conditions this mechanism is designed
to remedy: a lack of competitive pressure, vaguely defined
performance metrics, staff motivation weakened by the ab-
sence of a visible scoreboard, and, as a result, organizational
slack (X-inefficiency) with no internal mechanism to reallo-
cate resources toward higher-performing functions. Under the
intra-agency competition framework, each subunit would face
incentives to minimize costs, improve service quality, and in-
novate, because superior performance could be rewarded with
resources, institutional recognition, or expansion, while un-
derperformance would carry real consequences. By embed-
ding these competitive incentives within the institutional ar-
chitecture of a public agency, the framework may channel
self-interest toward socially desirable outcomes without re-
quiring continuous external oversight or politically contested
spending decisions. Nonetheless, as Figure 1 makes explicit,
this net benefit is conditional on efficiency gains exceeding
the extra resources required to sustain the parallel governance
structure. In this context, competition does not replace the
public interest as the governing objective — it is intended to
operationalize and optimize it.

This approach is theoretically attractive precisely because it
does not depend on the accuracy or biases of any single deci-
sion-maker or a group of decision-makers' judgment. Instead, it
harnesses decentralized information and competitive dynamics to
surface efficiencies that centralized, discretionary processes are
unlikely to identify. The result is a governance structure that is
both more adaptive, more accountable, and more efficient than
the monopolistic (or monopsonist) status quo.

3.2. Potential Applications in the U.S.

The intra-agency competition framework can be applied
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across a range of public health functions, including direct ser-
vice delivery, regulatory oversight, and public health practice.
Rather than being limited to a single agency type, the frame-
work is sufficiently flexible to accommodate the diverse or-
ganizational structures and mandates found throughout the
public health system.

3.2.1. Service Delivery

The most extensively studied case is the NHS internal mar-
ket, introduced in England in the 1990s under the Conserva-
tive government and continued in a modified form under New
Labour into the 2000s. This model structurally separated pur-
chasers from providers within a single-payer system and pro-
moted patient choice among competing providers as a mech-
anism to drive quality and value. [16, 17] The purchaser-pro-
vider split created incentives for hospitals and other providers
to attract patients by improving services and controlling costs,
effectively embedding market-like dynamics within a publicly
funded framework. Evidence suggests that the NHS internal
market led to lower costs and increased provider efficiency
over time, although quality declined initially during the 1990s
before improving in the 2000s as the model matured, perfor-
mance metrics were refined, and accountability mechanisms
were strengthened. [16-18] Specifically, Propper, Burgess,
and Gossage (2008) found that during the 1990s price compe-
tition phase, hospitals in more competitive markets reduced
waiting times but experienced modestly higher acute myocar-
dial infarction (AMI) death rates—a result attributed to hospi-
tals optimizing on measured dimensions (waiting times) while
neglecting unmeasured ones (clinical mortality). [16] In con-
trast, following the post-2006 reforms that introduced fixed-
price competition and expanded patient choice, Cooper et al.
(2011) found that patients in high-competition areas experi-
enced measurably lower post-reform AMI mortality than
those in low-competition areas, providing causal evidence that
competition with well-designed, fixed-price metrics can im-
prove clinical outcomes in a publicly funded health system.
[17].

One potential application of this framework to the U.S.
would be the Office of Medicare Management within the
CMS, which administers the traditional FFS Medicare pro-
gram. This office could be divided into two autonomous sub-
units, each charged with improving health outcomes for FFS
beneficiaries and managing costs more effectively, but oper-
ating independently and being evaluated against one another.
To implement this, in an initial phase, the two subunits could
be assigned responsibility for distinct geographic regions,
competing on the basis of risk-adjusted, pre-specified perfor-
mance metrics such as per-beneficiary spending, preventable
hospitalization rates, and chronic disease management out-
comes. This geographic separation would allow operational
differences to emerge and be measured without direct overlap.
As the program matures and administrative capacity develops,
the subunits could then expand into the same geographic areas,
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competing directly for FFS beneficiary enrollment and driving
further gains in quality and efficiency. The number of com-
peting subunits need not be limited to two; introducing addi-
tional subunits could generate further competitive pressure
and yield greater efficiency gains, consistent with economic
theory suggesting that welfare improvements increase as mar-
kets move away from duopoly toward more competitive struc-
tures. See more implementation details in Section 3.4.

Unlike the UK’s NHS, U.S. health plans and providers are
often privately owned and thus not government agencies.
There are no close examples of competing public agencies
within the U.S. healthcare system; below, we discuss some
programs that introduce competition by government purchas-
ers to illustrate possible outcomes in the U.S context.

The Medicare Advantage program, in which private health
plans compete with one another, may not be a close example,
but it exhibits competitive features. However, largely because
it has a higher cost benchmark than traditional Medicare, it
remains unclear whether Medicare Advantage saves money.
[19].

In contrast, Medicare's Durable Medical Equipment, Pros-
thetics, Orthotics, and Supplies (DMEPOS) competitive bid-
ding program offers a compelling domestic success story.
Launched by CMS, the program replaced administratively set
fee schedules with a competitive bidding process in which
suppliers submit bids to provide covered equipment and sup-
plies, with contracts awarded to those offering the best com-
bination of price and quality. This market-based mechanism
reduced Medicare spending on durable medical equipment by
47% during the five years following the program's launch, [20]
representing substantial savings for both the program and ben-
eficiaries. Importantly, these cost reductions were achieved
without compromising access to necessary equipment or in-
creasing adverse patient outcomes, addressing the concern
that competitive mechanisms in healthcare inevitably trade
cost savings for quality. [21, 22].

At the state level, a number of states have employed com-
petitive bidding to procure managed care health plan services
for their Medicaid and Children's Health Insurance Program
(CHIP) beneficiaries for more than a decade. [23, 24] Under
these arrangements, health plans submit bids to serve enrol-
lees within defined geographic regions, with contracts
awarded based on price, quality metrics, and network ade-
quacy. While this approach has demonstrated meaningful cost
reductions, the evidence base remains limited. No rigorous,
peer-reviewed studies have been published evaluating these
programs, and the available descriptive analyses suggest a
concerning trade-off: although competitive procurement re-
duced expenditures, it also introduced quality problems in
some instances, including disruptions to continuity of care and
to beneficiaries' access to established providers. [25, 26]
These findings underscore the importance of robust perfor-
mance standards and oversight mechanisms when introducing
competitive frameworks into publicly administered health
programs.
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3.2.2. Regulatory Oversight

Internal competition need not be confined to service deliv-
ery agencies — it could also be applied productively within
regulatory bodies. Consider the CDER within the FDA, which
evaluates and approves new pharmaceutical products. Con-
cerns have been raised that CDER is being overly cautious,
potentially delaying patient access to new therapies relative to
European counterparts — a phenomenon sometimes described
as “drug lag.” [27].

Dividing CDER into two or more competing subunits could
introduce a self-correcting dynamic into the regulatory pro-
cess. In an initial phase, subunits might overcompensate in an
effort to attract new drug applications from sponsors — po-
tentially erring toward leniency. However, this is precisely
where well-designed performance metrics become essential.
By evaluating subunits on a scorecard of outcomes (see Sec-
tion 3.2.4 Performance Measurement), the competitive frame-
work would create incentives for accuracy and thoroughness
rather than for speed alone.

Over time, competition encourages an iterative adjustment
process in which subunits improve their approaches, converg-
ing toward a more optimal balance between safety and effi-
cacy. Rather than replacing regulatory judgment, this frame-
work sharpens it by subjecting each subunit's decision-making
to comparative scrutiny and accountability.

3.2.3. Public Health Practice

Even a public health agency such as the CDC can leverage
internal competition to improve outcomes. Consider the
NCCDPHP, which oversees programs addressing the leading
causes of death and disability in the U.S., including cardiovas-
cular disease, diabetes, obesity, and cancer. The country could
be divided into multiple geographic regions, with the
NCCDPHP organized into a corresponding number of auton-
omous subunits, each responsible for managing chronic dis-
ease prevention and health promotion activities within its as-
signed region. Subunits would compete with each other and
be evaluated against one another on risk-adjusted, region-spe-
cific performance metrics, creating incentives for each to
identify and adopt the most effective programmatic ap-
proaches.

A structurally similar model has already been adopted by
the Environmental Protection Agency (EPA), which divides
the country into ten geographic regions, benchmarks out-
comes across them, and implicitly links performance to fund-
ing allocations. [28] This regional structure creates a form of
comparative accountability that shares certain features with
the intra-agency competition framework proposed here. How-
ever, the EPA model falls short in one important respect: it
does not incorporate operating costs into its performance eval-
uation, leaving efficiency incentives incomplete. A more fully
realized intra-agency competition framework would integrate
both outcome quality and cost-effectiveness into the perfor-
mance metrics used to evaluate and differentiate subunits.
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3.2.4. Performance Measurement

Subunit performance metrics must be carefully designed to
reflect both outcomes and operating costs, remain aligned
with each agency's statutory mandates, and consistently serve
the public interest. The appropriate metrics will vary across
agencies, depending on the nature of their functions and the
extent to which their outputs can be quantified in financial
terms.

For the FFS Medicare program, which provides insurance
services already available in the private market, performance
metrics can be drawn directly from analogous private-sector
benchmarks. Suitable measures would include total surplus —
defined as the sum of Part A budget and Part B premiums mi-
nus claims paid and subunit operating costs — as well as re-
turn on investment (ROI), risk-adjusted health outcomes, and
beneficiary satisfaction. A composite measure may be consid-
ered, such as an ROI weighted by health outcomes (see Sec-
tion 3.4 for an example). These metrics would allow subunits
to be evaluated on both fiscal stewardship and the quality of
care delivered to enrollees, creating balanced incentives that
discourage cost-cutting at the expense of outcomes.

For the CDER, the challenge is more complex, given the
inherent difficulty of monetizing drug safety and efficacy. In
this context, QALYs — a widely used health economic meas-
ure that integrates both length and quality of life — provide a
rigorous and internationally recognized outcome metric. Sub-
unit performance could be evaluated on total QALY's gained
through approved therapies, as well as cost-effectiveness, de-
fined as the ratio of QALY's gained to subunit operating costs.
This framework rewards subunits that efficiently approve ef-
fective, high-value therapies, while penalizing those that incur
high costs relative to health gains.

Similar metrics could be adapted for the NCCDPHP, where
the relevant outcomes include reductions in chronic disease
burden, preventable hospitalizations, and premature mortality
— all of which can be expressed in QALY terms — alongside
a corresponding measure of cost-effectiveness. Across all
agencies, the overarching principle is that performance met-
rics should include both outcome and cost dimensions, be re-
sistant to gaming, and be directly tied to each agency's public
health mandate.

3.2.5. Financial Incentives

A fundamental challenge in applying competitive frame-
works within federal government agencies is the absence of
residual claimants [6, 29] — that is, unlike private sector firms,
where shareholders capture the financial gains from efficiency
improvements, no individual or group within a public agency
has a direct financial stake in the surplus generated by better
performance. This structural feature weakens the natural in-
centive for efficiency that competition ordinarily produces in
markets, and must be deliberately addressed through the de-
sign of meaningful monetary incentives.

Within the constraints of federal employment law and civil
service regulations, several mechanisms are available. [30]
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For frontline staff and mid-level personnel, performance-
based rewards, quality-step increases, and group-oriented
productivity incentives can be deployed to align individual be-
havior with subunit goals. For leadership roles within compet-
ing subunits, Senior Executive Service performance bonuses
represent an important lever, as they allow agencies to differ-
entiate compensation based on measurable outcomes rather
than tenure alone.

Careful design of these incentive structures is essential. [29]
Incentives that are too narrowly focused on short-term metrics
can discourage investment in long-term capacity building,
while individually oriented rewards may undermine the col-
laborative behavior necessary for effective public health de-
livery. Conversely, incentives that are too diffuse or discon-
nected from measurable performance may fail to motivate
meaningful change. The goal is a balanced incentive architec-
ture that rewards both individual contribution and collective
subunit performance, sustains focus on long-term perfor-
mance, and remains consistent with the federal government's
broader obligations of equity, transparency, and accountabil-

ity.
3.3. Potential Applications in Other Countries

The intra-agency competition framework described above
is not limited to the U.S. In any country with a functioning
rule of law, independent regulatory institutions, and transpar-
ent performance accountability, the same structural logic ap-
plies. This includes most of Western Europe, Canada, Aus-
tralia, and Japan — jurisdictions that share the institutional
prerequisites necessary for competitive incentives to operate
as intended rather than being distorted by political interference
or regulatory capture. That said, even within these settings,
implementation would need to be carefully tailored to each
country's political economy, existing bureaucratic structures,
and the preferences of key institutional stakeholders.

The most direct application is to countries with publicly
funded healthcare delivery systems, such as Brazil and Can-
ada. Where governments act as the dominant purchaser of
health services — a monopsonistic position analogous to
Medicare in the U.S. context — splitting delivery responsibil-
ities across two or more autonomous, competing provider en-
tities could generate efficiency gains and innovation incen-
tives similar to those described above. The UK's NHS offers
the most extensively studied precedent. Countries such as
Canada, France, Germany, Australia, and Brazil, which simi-
larly combine public financing with a mix of public and pri-
vate delivery, may find analogous structures worth exploring
within their existing institutional architectures.

The framework may also be relevant to regulatory agencies.
Bodies such as the European Medicines Agency, which per-
forms functions comparable to the U.S. FDA, operate in envi-
ronments where performance benchmarking, structured peer
review, or competitive allocation of review responsibilities
could reduce bottlenecks and improve decision quality.
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Public health agencies analogous to the U.S. CDC — including
the UK Health Security Agency, the European Centre for Disease
Prevention and Control, and the Public Health Agency of Canada
— similarly operate in environments where competitive account-
ability mechanisms could strengthen performance, though the
same implementation considerations apply.

3.4. Potential Implementation Roadmap

The following roadmap illustrates one possible approach to

implementation, serves as a potential working model, and is
not intended to be prescriptive or exhaustive. The FFS Medi-
care program is used as a running example throughout; it is
chosen because it represents the most operationally mature
and institutionally well-understood context for applying the
framework in the U.S. The specific sequencing, design
choices, and governance arrangements described below will
require adaptation to specific contexts and to evolving legal
and political conditions.

9o—0—-0—-0—-0—-0

. . Define Define
Define Sub-unlt Performance Incentive
Boundaries ] .
Metrics Mechanisms
Geographic split Metric tied to Differential
via CMS regional agency mandate, budgets, scope
structure; resistant to expansion for top
comparable gaming, performer;
beneficiary determined in individual
profiles; risk- advance by an bonuses and
adjustment independent group
specified upfront body; weighted productivity
ROI, with awards;
parameters structured review
calibrated process for
empirically underperformer

Define Conduct Cost- Pilot, Evaluate,
Governance Benefit Improve &
Rules Analysis Scale
Independent Extra resources Quasi-
evaluation body; required; experiment
transparent anticipated gains; evaluation;
adjudication; distributional transparent
shared non- effects across reporting;
competitive regions; iterative
functions; anti- unintended refinement;
gaming consequences of scaling by
safeguards resource geographic
reallocation coverage or
additional
subunits

Note: The fee-for-service Medicare program is used as an example to illustrate the implementation roadmap. CMS = Centers for Medicare

and Medicaid Services; ROl = Return on Investment.

Figure 2. Potential Implementation Roadmap.

Step (1): Define subunit boundaries. The first step is to de-
termine how the agency will be divided into competing subu-
nits. In the case of FFS Medicare, a geographic split is the
most operationally feasible initial design, considering the ex-
isting 10 CMS regional offices. To the extent possible, geo-
graphic assignment should be designed to ensure comparabil-
ity in baseline beneficiary health status and existing provider
capacity. In addition, risk-adjustment procedures should be
specified in advance so that performance differences can be
attributed to subunit-level management and innovation.

Step (2): Define performance metrics. Performance metrics
must be specified before the pilot begins, tied directly to each
agency’s public mandate, and resistant to gaming. For the FFS

Medicare pilot, a candidate composite metric may be a bene-
ficiary-satisfaction-weighted ROI, as defined below, with A
empirically calibrated to ensure subunit operating costs are on
comparable scales. It is intended to incentivize subunits to im-
prove the value of care delivered to beneficiaries, reduce
claims paid, and remain mindful of beneficiary satisfaction
and subunit operating costs. This is just one possibility, and
we acknowledge that defining a composite metric warrants
further research. Nevertheless, the metric, its components, and
the calibration parameters should be set in advance by an in-
dependent body and should not be modifiable by either com-
peting subunit.

Weighted ROI = [(Expected spending per beneficiary — Actual spending per beneficiary — A X Subunit operating costs per ben-
eficiary) / (Actual spending per beneficiary + A x Subunit operating costs per beneficiary)] x Risk-adjusted beneficiary satis-
faction weight

Step (3): Define resource reallocation and incentive mech-
anisms. Competitive incentives require that superior perfor-
mance be rewarded with tangible consequences. For the FFS

Medicare pilot, resource reallocation might take several forms:
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(a) differential budget allocations in subsequent fiscal years,
weighted toward the subunit achieving better performance; (b)
expansion of operational scope or geographic responsibility
for higher-performing subunits; and (c) personnel incentives,
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including Senior Executive Service performance bonuses for
leadership and group productivity awards for staff. Incentive
design should balance individual and collective rewards to
avoid undermining collaborative behavior, and should be
shielded from political interference to maintain credibility.
Importantly, underperformance should trigger a structured re-
view process — conducted by the independent governance
body — rather than automatic downsizing or workforce re-
ductions. This is essential for political feasibility: it signals to
federal employees, unions, and agency leadership that the
framework is designed to improve performance through ac-
countability and learning, not to serve as a mechanism for ar-
bitrary budget cuts, which the framework is explicitly pro-
posed as an alternative to.

Step (4): Define governance rules. Clear governance rules
are essential to ensure competition drives performance im-
provement rather than internal lobbying or bureaucratic ri-
valry. For the FFS Medicare pilot, governance rules should
specify: (a) who controls the performance evaluation pro-
cess—ideally an independent body without interference from
either subunit or shared political leadership; (b) how disputes
over metric interpretation or performance assessment will be
adjudicated; and (c) what safeguards will prevent gaming, in-
cluding regular metric review, whistleblower protections, and
penalties for misreporting. Shared functions requiring coordi-
nation—such as beneficiary data infrastructure and fraud de-
tection—should be explicitly designated as non-competitive
and managed through joint governance mechanisms.

Step (5): Conduct a pre-pilot cost-benefit analysis. Before
implementing the pilot, a rigorous cost-benefit analysis should
be conducted to assess whether the anticipated efficiency
gains are likely to outweigh the additional resources required
relative to the status quo. For the FFS Medicare example, cost
inputs would include the administrative overhead of maintain-
ing two parallel management structures, designing and opera-
tionalizing performance metrics, establishing independent
evaluation capacity, and adjudicating performance disputes.
The cost-benefit analysis should distinguish upfront costs
from maintenance costs. Benefits may include projected sav-
ings to Medicare (= expected spending — actual spending) un-
der intra-agency competition. It should also explicitly model
distributional effects, including the risk that efficiency gains
may be unevenly distributed across geographies or beneficiary
populations, as well as the consequences of following re-
source reallocation.

Step (6): Pilot, evaluate, improve, and scale. Ideally, the pi-
lot should be implemented as a quasi-experimental evaluation.
For the FFS Medicare pilot, appropriate comparison groups
might include matched geographic regions not subject to the
intervention with historically comparable baseline periods. Based
on results, the framework design—including metric weights, in-
centive structures, and governance rules—should be iteratively re-
fined before any decision to scale. If the pilot demonstrates net pos-
itive welfare effects—improved performance metrics relative to
controls, acceptable unintended consequences, and a favorable
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cost-benefit ratio—the framework may be expanded in two ways:
(a) expanding geographic coverage so that the two FFS Medicare
subunits operate in overlapping rather than distinct regions, intro-
ducing direct enrollment competition; and (b) introducing addi-
tional competing subunits to further welfare gains. Scaling deci-
sions should be evidence-based because the framework's theoreti-
cal efficiency gains are not guaranteed but conditional on the spe-
cific design choices made in Steps 1 through 5.

4. Discussion

The intra-agency competition framework proposed here
may offer a principled mechanism for improving efficiency
and population health outcomes within the U.S. federal public
health agencies and those in other countries. Unlike discre-
tionary budget cuts, which may reduce capacity in ways that
are difficult to target or reverse, competition-based reforms tie
resource allocation directly to performance, creating continu-
ous pressure to improve outputs relative to costs. This ap-
proach is consistent with the broader tradition of NPM re-
forms and with economic theory suggesting that moving from
a monopoly to a duopoly structure generates welfare gains by
reducing deadweight loss.

We acknowledge that, to our knowledge, no government
has formally implemented intra-agency competition in the
precise form proposed here—that is, the deliberate division of
a single public agency into two autonomous, competing sub-
units evaluated against one another on performance metrics.
The examples in the healthcare field reviewed in this paper—
the NHS internal market, the DMEPOS competitive bidding
program, and Medicaid managed care procurement—involve
competition among legally distinct service or product provid-
ers rather than within a single agency. The governance chal-
lenges, incentive dynamics, and unintended consequences of
true intra-agency competition may differ in important ways
from those documented in the analogous literature. The U.S.
EPA is another example, but competition among regional of-
fices is implicit and is not tied to operating costs. Filling this
knowledge gap requires empirical research that does not yet
exist. By articulating a theoretical framework, this paper pro-
vides the conceptual infrastructure necessary to design and
evaluate pilots capable of generating the evidence.

There are meaningful implementation barriers that warrant
careful consideration. One significant challenge lies in perfor-
mance monitoring. Measuring subunit operating costs is rela-
tively straightforward, but assessing the outcomes that public
agencies are ultimately designed to produce is considerably
more complex. Relevant metrics would include risk-adjusted
health outcomes, QALYSs, and program beneficiary satisfac-
tion — each of which requires methodological rigor and sus-
tained investment to produce reliably. Sound, mature method-
ologies for measuring these outcomes have been developed in
the health economics literature, and tools such as the EQ-5D,
SF-6D, and HUI3 instruments are already widely used in clin-
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ical and policy contexts. [31-33] However, applying them sys-
tematically at the population level — for example, to evaluate
the comparative performance of competing FDA or CDC sub-
units — would require dedicated data infrastructure, inde-
pendent evaluation capacity, and ongoing resource commit-
ments. These challenges are not unique to the United States;
any country adopting this framework would face comparable
demands on its measurement and evaluation systems.

Another barrier is legal, though in the U.S., this may be less
significant than it first appears. New legislation may not be
required, given that the executive branch has broad authority
to reorganize administrative agencies. In Trump v. American
Federation of Government Employees (2025), the U.S. Su-
preme Court stayed a lower court injunction blocking large-
scale agency reductions in force and reorganizations, finding
that the executive order directing those actions was likely law-
ful — signaling that the current Court leans toward broad ex-
ecutive discretion in this domain. [34] The case has not been
finally resolved on the merits. A loss for the Trump admin-
istration would indicate that Congressional authorization is re-
quired. Furthermore, the financial incentive mechanisms re-
quired to make this framework operational — such as perfor-
mance-based budget allocation and differential resource dis-
tribution between subunits — are grounded in existing admin-
istrative and appropriations law, and would likely not require
new statutory authority regardless of how the reorganization
question is ultimately resolved.

In other countries, the legal picture is more varied. In the
United Kingdom, structural reorganization of public agencies
has historically required primary legislation, as illustrated by
the National Health Service and Community Care Act 1990,
[35] which established the NHS internal market, and the
Health and Social Care Act 2012, [36] which restructured
NHS governance. Parliamentary systems in Canada, Australia,
and most European countries similarly vest reorganization au-
thority primarily in the legislature rather than the executive,
meaning that implementing this framework would likely re-
quire either new enabling legislation or amendment of existing
agency mandates. In more centralized systems, the executive
retains somewhat broader administrative discretion, which
could ease implementation — though parliamentary or consti-
tutional constraints would still apply in specific contexts.

Beyond legal and institutional constraints, political feasibil-
ity is a critical determinant of whether intra-agency competi-
tion can be implemented in practice. Several political actors
may serve as facilitators. In the U.S., for example, fiscal con-
servatives in Congress and among the electorate who priori-
tize deficit reduction and government efficiency represent a
natural constituency for performance-based reforms that offer
an evidence-grounded alternative to arbitrary spending cuts.
Budget oversight bodies—including the Congressional
Budget Office and the Government Accountability Office—
may also support the framework if rigorous cost-benefit pro-
jections are credible and independently validated. Conversely,
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several actors are likely to resist implementation. Federal em-
ployee unions have historically opposed reforms that intro-
duce competitive pressures on workforce structure, compen-
sation, and job security. [37] Existing agency leadership may
resist the institutional fragmentation and loss of unified au-
thority that splitting agencies would entail. Congressional ap-
propriators with close relationships to specific agencies may
also oppose restructuring that disrupts established funding
channels. Feasible implementation strategies to navigate these
political dynamics include: framing the framework as an al-
ternative to arbitrary cuts rather than a complement to them,
which may broaden its political coalition; engaging federal
union leadership early in framework design to address work-
force concerns and incorporate labor protections into govern-
ance rules; initiating reform through voluntary pilot programs
in lower-profile agency contexts before seeking broader leg-
islative authorization; and building an independent evidence
base through transparent pilot evaluations that can withstand
adversarial political scrutiny.

Furthermore, the rules of competition must be carefully de-
signed to preempt unintended consequences. Subunits within
the same agency will compete for budgets, talent, and institu-
tional recognition — but they also share a parent agency, con-
gressional appropriators, and political leadership. This creates
areal risk that competition devolves into internal lobbying and
bureaucratic turf wars rather than genuine performance im-
provement. This risk is well recognized in the public admin-
istration literature. [38] Safeguards should therefore include
independent performance evaluation, transparent metric de-
sign, and clear adjudication rules to ensure that competitive
incentives reward outcomes rather than political maneuvering.

Finally, it is worth noting that the intra-agency competition
framework proposed in this paper complements rather than re-
places other efficiency-promoting strategies, including pro-
cess improvement, technology adoption, and workforce devel-
opment. Its distinctive contribution lies in creating structural
incentives for ongoing improvement, rather than relying on
episodic management interventions. Future research should
evaluate the welfare effects of specific pilot implementations,
examine the optimal design of performance metrics for differ-
ent agency types, and investigate how intra-agency competi-
tion interacts with existing civil service regulations, collective
bargaining agreements, and statutory mandates. As federal
agencies face mounting pressure to demonstrate fiscal respon-
sibility while maintaining and improving population health
outcomes, evidence-based frameworks such as this one will
be essential for informing reform efforts.

Nevertheless, the framework has important limitations that
must be addressed in institutional design. First, competition
often exacerbates inequality. If CDER subunits are evaluated
on QALY-based metrics, there is a risk that drugs targeting
rare diseases—which typically yield smaller aggregate QALY
gains—would be deprioritized. Rare disease programs should
therefore be explicitly excluded from intra-agency competi-
tion, with dedicated funding and evaluation mechanisms.


http://www.sciencepg.com/journal/hep

International Journal of Health Economics and Policy

http://www.sciencepg.com/journal/hep

Second, competition may hinder collaboration between
subunits, leading to fragmentation in regulatory actions or ser-
vice delivery, duplication of effort, and gaps in programs that
require coordinated national responses, such as infectious dis-
ease surveillance and emergency preparedness. Institutional
safeguards—including shared data infrastructure, joint plan-
ning processes, and coordination mandates—would be re-
quired to mitigate this risk.

Third, the costs of establishing and operating a competitive
framework—including the overhead of maintaining two par-
allel administrative structures, designing and monitoring per-
formance metrics, and adjudicating disputes—may offset ef-
ficiency gains, at least in the short term. A rigorous upfront
cost-benefit analysis is therefore essential before implementa-
tion. Pilot programs in well-defined, lower-risk contexts
would provide valuable evidence on feasibility, unintended
consequences, and net welfare effects before any large-scale
rollout.

5. Conclusions

Introducing internal competition within public health and
regulatory agencies represents a promising, evidence-in-
formed alternative to arbitrary budget cuts. By dividing agen-
cies into autonomous competing subunits with clear, publicly
oriented performance metrics and meaningful incentives, this
framework has the potential to reduce spending while improv-
ing population health outcomes. Given the complexity of im-
plementation and the risk of unintended consequences, careful
institutional design, robust cost-benefit analysis, and phased
pilot programs are recommended before broad adoption.
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