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The Prime Minister plans to hold a meeting in Janaury
with your Secretary of State, the Minister for Health, Sir Roy
Griffiths, Treasury Ministers and possibly one or two
officials, to discuss the NHS.

l%x??yx/ 4}
THE NHS |

The Prime Minister has herself reached no view on the
scale of any changes which may be needed and she therefore
also has an open mind on timetable, on whether there should be
a Government statement (whether a Green Paper or in some other

‘ way) and whether legislation will be needed. But the Prime
Minister does now wish to take stock of progress so far in
improving the performance of the NHS, to review existing plans
for future changes, and to consider what more might be done.

In considering options for the future, certain basic
principles are already clear. They include the following:

(1) a high standard of medical care must always be
available to all, regardless of income;

(ii) the arrangements must be such as to give the users
of health services, whether in the private or the
public sectors, the greatest possible choice;

(iii) any changes must be made in such a way that higher
health spending does not lead only to higher incomes
for the suppliers of health care;

(iv) responsibility, whether for medical decisions or for
budgets, should be exercised at the lowest
appropriate level. Skilled people should not be
expected to do work which could be done by people
with less skill.

‘ You will no doubt have other criteria to suggest. But it

will be important at an early stage to establish a clear
framework of criteria for judging the desirability of change.
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‘ Against this background, I should be grateful if you
could arrange for a paper to be prepared as the basis for the
Prime Minister's meeting. This should describe the main
changes made during the past eight years and assess how far
achievement has matched expectations. It should include a
discussion of the variation in performance between districts
and the causes of these variations. It should set out plans
for the future, for example for the development of management
accounts and inter-district and inter-region charging and the
extension of external purchasing of medical and non-medical
services, and describe the timetable for achieving these
changes in some detail. The paper should include annexes
describing health care systems in other major countries and
summarise the main proposals which have been made for reform

« of the NHS and draw on this material to set out models for the

- provision of health care, with a discussion of their

advantages and disadvantages. These models are intended

simply to help establish a framework for discussion and a

common use of terms.

The Prime Minister does not at this stage intend formally
to discuss these questions with people outside Government.
But she continues to receive letters from supporters with
proposals for change and she is likely to discuss them with
those concerned from time to time. At a later stage a meeting
with knowledgeable outsiders, invited not as representatives
but as individuals, could well be useful.

‘ I am copying this letter to Alex Allan (HM Treasury).

LR

DAVID NORGROVE

Geoffrey Podger, Esq.,
Department of Health and Social Security.
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NOTE OF A MEETING HELD AT NO.l1l DOWNING STREET
AT 9.00 ON THURSDAY 28 JANUARY

Present: Chancellor
Chief Secretary
Sir T Burns
Mr Anson
Mr Kemp
Mr Parsonage
Mr Saunders
Mr Call

NHS

The Chancellor reported on the Prime Minister's meeting the day

before. There were signs that the debate could be moved in a very
useful direction, and he was anxious that the Treasury should
capitalise on this. The meeting had accepted the Chancellor's
insistence that debate should focus first on structure and cost
controls within the NHS and only later address any questions of

additional finance. The Chancellor had also made the point that,

although the review would concentrate on the hospital service, it
would also need to address the issue of pre scription charges, which
would have an impact on other parts of the health service. The
Prime Minster seemed well seized of the need to look at the
privileged position of doctors -this would be tackled anyway via
the review of consultants' contracts. The next step was for DHSS
and the Treasury to produce a joint paper charting the way forward.
Formally, this would be a procedural paper, but would obviously
have substantive implications: it was essential that the Treasury
should have an early input in the drafting of this. The Prime
Minister envisaged that the review could be completed before the
House rose for the Summer, though no public commitment to this

timetable would be made.
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L The Chief Secretary outlined the key points he felt the paper

ought to cover. First, it ought to set out what a cost effective
service would look 1like, and what the barriers were to getting
there - lack of proper costings, separation of managerial and
medical responsibility, lack of cross-fertilisation between public
and private sectors, labour inflexibilities, high cost prescribing.
The paper should then set out the pre-conditions for achieving the
Government's objectives - notably satisfactory procedures for
auditing costs and efficiency, and the establishment of information
systems to link up those parts of the system which were under

pressure with others where therewas surplus capacity.

i The Chancellor added that he felt the paper ought to spell out

what was meant by the 'internal market' - and it might be helpful
to rename the concept. Generally, it was important that the debate
should be couched in sensitive language, however radical the ideas

being discussed.

4, There was a general discussion of the obstacles that would be
encountered. Mr Anson said that DHSS might argue that a system of
‘patient-related funding' could not go ahead until the information
systems to operate it had been put in place. The Prime Minister had
made it quite clear that progress on this front would have to be
faster in future. DHSS were bound to argue that radical proposals
could not be implemented without a great deal more money. It had
been agreed at the Prime Ministers meeting that this was a separate
and subsequent question, and this line should be held. Mr Anson
said that there was, however, obviously a need for proposals on
structure to be consistent with the 1likely outcome of later
decisions on finance - and they would be consistent, to the extent
that they reduced the 'cliff edge' between the cost of public and

private health care.

1% Mr Kemp asked how much urgency should be attached to the

further work on options for introducing tax relief on private
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health insurance. It was agreed that the Treasury would need to
have thought through its position fairly soon, but that, in view of
the other pressures on relevant officials' time it would
effectively have to wait until after the Budget. The Chancellor

mentioned that concern had been expressed at the Prime Minster's
meeting that although private insurance was to be encouraged,
experience in other countries did not necessarily suggest that it

had an entirely positive effect on cost controls.

. The Chancellor commented that the joint paper ought to bring

out very clearly ways in which cost consciousness could be promoted
amongst decision makers as well as amongst customers. DHSS seemed
to be focusing mainly on customer awareness of the global cost of
the NHS, for example, via their idea of a hypothecated health tax.

But it was important to bring home the unit costs of different

forms of treatment to decision-makers, not just in hospitals, but
also in 1local authorities' social services departments, and,
notably, amongst GPs. GP referrals seemed to be an increasing
burden on hospital services: although it was perhaps unreasonable
to expect GPs to operate within strict referral budgets, it would
perhaps be possible to exert pressure on costs by publishing more
information about relative refemal cost in the way that information

was now available about relative prescribing costs.

7 A It was agreed that officials should ensure an early input

to the joint paper, and that Mr Kemp should coordinate the exercise

M

MOIRA WALLACE

within the Treasury.

1 February 1988

Circulation:

Those present
Paymaster General
Miss Peirson

Mr Turnbull

Sir P Mudd leton



Mr. Kinnock: Does the Prime Minister recall saying,
just five weeks ago, on 21 December, that charges for

natients in National Health Service hospitals:

“could not possibly come in during the lifetime of this
Parliament because I remember very vividly during the
election I confirmed we would rule it out. We have introduced
extra charges which we think people can afford but we are not
talking about extra charges beyond those which we have
introduced.”

Does the Prime Minister still stand by those words?

The Prime Minister : Yes, of course. I already made that
clear when I was asked a similar question in the House but
a short time ago.

Mr. Kinnock: Is the Prime Minister saying —it is
important that she make a formal announcement about
this — that there is no possibility in this Parliament of
direct or indirect charges for visits to the doctor, for
hospital visits, for family planning services or anything
else? If she is—and it is what she said in the election—
will she be good enough to make a formal announcement,
instead of letting it seep out through Bernard Ingham?

The Prime Minister: I have been asked this question
about board and lodging charges in this House, and I have
answered it in this House. The statements made during the
general election stand. I have said so before, and I say so
again. They stand for the lifetime of this Parliament. By
the time the next Parliament comes we shall have
completed the internal review. We shall then make our
promises, which will stand for the following Parliament.

HAusdRO 28 TANVARY 1488 CoL 477
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’ FROM: SIR T BURNS
DATE: 5 FEBRUARY 1988

‘ CHANCELLOR -~ cc Chief Secretary
Paymaster General
Sir P Middleton
Mr Anson
Mr Kemp
Miss Peirson
Mr Turnbull
Mr Parsonage
Mr Saunders
Mr Satchwell
Mr Cropper
Mr Tyrie
Mr Call

THE NHS
You asked for my comments on the Cabinet Office paper.

2% As far as the problems are concerned I am not sure that the
absence of ‘“"consumer freedom of choice" (para 3a) is how most
users see 1it. I see 1little prospect of giving a large
proportion of the population much of a say in "when, where, how
. or by whom they are treated" without an enormous increase in
resources going into health. My perception is that there is
considerable satisfaction with the NHS as far as serious illness
is concerned. The main problems relate to the speed or manner
in which less urgent illnesses are dealt with; long waiting
lists, 1long queues in outpatient departments, unfriendly staff
and generally squalid conditions. Almost no concern is given to

the convenience of the patient.

3 In a system that is largely financed from taxation I do not
see much purpose to be served Dby informing patients what it
costs to treat particular illnesses - as opposed to medical care
\in general (para 3b). The people who need to know the specific
Jl costs are the agents making the decisions, ie doctors or health
’authorities. It is also worth remembering that the number of
'cost' definitions is infinite and the relevant definition

’ depends upon the decision under consideration.
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. 4. I would argue that the key objectives - broadly referred to

VV&AJQ&R[ Service .

in paras 3c and 3d - are to get maximum use out of existing

resources and to ensure that the extra resources go where they

can be used most efficiently.

8. I have little to add to the seclLiun on facts. When
commissioning work on NHS inputs and outputs (para 6a) I hope we
can look at trends through time as well as between countries. I
would also like to see comparisons (again through time and
between countries) of waiting times and periods in hospital for

various types of treatment.

6. In terms of possible structures I would like to see most of

the initial effort go into developing a new NHS structure based
principally upon finance from taxation. Such a reform seems to
be the best medium-term prospect and in the longer run should be

consistent with increased charging, which I see as essential.

—

Once a new NHS structure has been designed it will be easier to
focus on the changes that could be made reasonably quickly to
the existing structure that would Dbe consistent with such a

move.

7 I am attracted by the idea of making hospitals compete for
custom and separating them from the District Health Authorities
who would effectively do the purchasing on behalf of the
patient; and similarly giving patients a choice between health

authorities or HMOs.

8. Finally we should not lose sight of the <c¢laim by many
defenders of the NHS that it delivers a good standard of health
care (measured by outputs) for a very low cost in terms of
percentage of GDP. There is scope for improvement but it is
difficult to sustain the charge that the NHS 1is grossly
inefficient. There 1is a general desire to increase resources
going into health provided that it brings shorter waiting lists
and better standards of service (mainly non-medical). We do not
want an increase in the GDP percentage for the sake of it, even
if it 1is partly privately financed; inevitably a large part of

hospital care will remain publicly financed.
lin
lindeed — ok wood f M‘L brangnd
bedr tre ‘Pa,«avwﬂ 3o )weele fov amiinefpuent .
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ost people like to feel that if
they suddenly fall ill help will
be at hand, and the po i
of the NHS has been fp
on this sense of secun:L

Recently, however, that lecun‘g has be-
gun to evaporate. Adverse publicity about
waiting lists — dramati brought to
public attention by the Birmingham hole-
in-the-heart babies — has led not only to
demands for more taxpayers’ money but
also to scrious debate about alternative
methods of finance. :

There are five main options for the re-
fotm of the NHS:

B Retain the existing structure and make it
more cost-efficient.

B Retain the structure but increase reve-
nue from other sources, such as charges for
hospitalisation.

B Retain the allocation by government of a
global budget, but privatise the hospitals to
promote competition (the Canadian for-
mula).

@ Retain the NHS hospitals under present
management but confine them to the deliv-
ery of services; finance health care from na-
tional insurance, as in Germany and
France.

B Retain the NHS hospitals but introduce
private insurance, using vouchers available
either to all or selectively to the FOOL

The principal disadvantage of the first
option — promoting efficiency — is that
the service would still be underfunded.

The second oPtion — the introduction of
hospital “hotel” charges — would produce
additional revenue, but would not enhance
competition. Pricing is only acceptable if
people have alternatives available to them.
Charging without choice hardly differs
from taxation. * * ek

The third alternative recognises the im-
portance of competitior. between the pro-
viders of health care. Most Canadian hos-
pitals are run by local, non-profit boards
which must compete for patients. The Ca-
nadian system, however, suffers from some
significant disadvantages, not least that the
government’s close involvement in fixing
professional fees gives rise to a high level of
conflict, including strikes.

The fourth option, national insurance,
operates in much of Europe. In Germany,
individuals opt into one of about 1,200 non-
profit sickness funds. Each fund charges its
own premium, which is then deducted from
pay packets, with the cost split 50-50 be-
tween employer and employee. Hospitals
are under a variety of ownerships and com-
pete for customers.

The main worry is that costs are out of
control. There are two main reasons, nei-
ther an inherent defect of insurance as
such. First, the tradition of German health
insurance has been that everything should
be free, an attitude which has encouraged
profligacy typified by the right of patients
who have undergone surgery to a petiod of
recuperation in a spa.

Second, because of the corporatist na-
ture of German government, producers
have been allowed to dominate price fixing.
The government requires that hospitals be
reimbursed according to their allowable
costs, a highly inflationary method. And
doctors’ fees are not paid by patients who
then claim from their insurer; instead, the
sickness funds pay local associations of
doctors who pass on the fees to their mem-
bers, a method which reinforces the ability
of the organised medical profession to im-
pede competition and raise prices.

Moreover, from the mid-1960s GPs be-
gan to be paid on a fee-for-service basis in-
stead of by capitation payments: this too
caused costs to escalate. High costs in Ger-
many reflect inept and counter-productive
efforts by government to regulate prices.

Option five, to finance health care

ularity
ounded

lessons
from abroad

With the Government’s review of health

care now under way, David Green looks

at the benefits and drawbacks of other

countries’ insurance-based systems

through private insurance, is the most radi-
cal alternative. America is the chief exam-
ple, though 40 per cent of health spending
is channelled through government hands
and the insurance industry is subject to
much clumsy government interference.

Two main criticisms are levelled at this
approach: that it makes cost-control harder
and that it is more expensive to administer
than the NHS.

ntil the mid-1970s, American

health insurers had a poor

record of cost-containment. But

this had much fo do with the re-

strictive practices enforced by the mighty

American Medical Association, which has

recently had its wings clipped by the Fed-

eral Trade Commission. 'lg:n led to a re-

newal of competition and to the pursuit of
cost-effectiveness in three ways.

First, insurers put providers under finan-

cial constraints. Health maintenance or-
ganisations (to which subscribers pay a
fixed monthly premium in return for all the
health services they require) penalise doc-
tors who fail to be cost-effective.

Second, insurers share costs with pa-
tients, who might pay all bills up to a fixed
sum before cover begins (similar to the car
insurance excess) or pay perhaps 20 per
cent of each doctor’s bill.

Third, insurers apply checks and bal-
ances to clinical decisions. Second opinions
to discourage unnecessary surgery are now
common, and many insurers employ nurse
reviewers to ensure that patients are not
kept too long in hospital.

Are all health insurance schemes more
costly to administer than the NHS? The
true cost of the NHS is hidden, because the
full cost of obtaining tax revenues is not in-
cluded in published figures. And this is
quite apart from the hidden cost of reduc-

4p
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ing each person’s disposable income and
there, is or her r to support alter-
nativ. would bring about price com-
petitioff” Moreover, the NHS is under-
managed: its costs are unknown and its
a\- ality of service not appraised. To remedy
deficiencies would certainly require

additional staff. :

And administration costs nd signifi-
cantly on customer choice. If a person
wants 100 per cent cover for every expense,
however small, the premiums will be hi
because many pieces of paper have to
handled and many cheques drawn. But if
the patient pays a part of each medical bill
the policy is cheaper to administer. Catas-
trophe insurance policies, which cover only
very expensive serious illnesses, are par-
ticularly good value. If people choosc to

y for costly policies, as in America they
gquently do, that is their privilege, but the
average cost of administering policies can-
not be considered a flaw inherent in aii
health insurance schemes.

he urgent task now is to devise a

framework which will enable a

competitive insurance market to

work in Britain. Policy-makers
should study three areas closely.

Pro-competition law: Until recently
American doctors subverted the competi-
tive process. Lest this happen in Britain,
the medical profession should be pre-
vented from enforcing advertising bans, fix-
ing prices, interfering with cost-contain-
ment efforts by insurers, limiting the supply
of doctors and obstructing the emergence
of competing professions or occupational
groups. This may require the ending of gov-
ernment-sponsored professiodal self-regu-
latiom, nmhangcs in: professional licens-
ing laws. % »

Risk selection: A disadvantage of com-
petitive insurance markets is that insurers
tend to compete not only by promoting
cost-effectiveness but also by selecting low-
risk subscribers and excluding the chroni-
cally sick and frail elderly. Two rules will be
necessary to prevent this. The first is open
enrolment: a requirement that no one
should be refused cover due to pre-existing
ill health. This rule has worked well in Aus-
tralia for many years. The second is modi-
fied experience rating: each insurer must
charge subscribers in the same age-group
the same premium. Premiums would differ
from company to company but not for sub-
scribers of the same age covered by the
same insurer. The disadvantage of the lat-
ter proposal is that premiums cannot be ad-
justed to encourage a healthy lifestyle, for
instance by offering non-smokers’ dis-
counts.

Inclusion of the Poor: Most people can
pay their own way, but government will
need to come to a view about the level of
health care the majority feels should be
provided for the poor, and to give them a
voucher sufficient to buy an approved
health insurance plan so that they are in-
cluded in the insurance system on equal
terms. The danger that a future govern-
ment will allow the value of the voucher to
erode could be avoided by linking its value
to the actual average expenditure on health
insurance of, say, the next 20 per cent of
the population above the poverty line.

ere are no perfect answers to the
problems of the NHS. All the proffered al-
ternatives have their drawbacks, and no
single foreign nation can offer a ready-
made blueprint, but an increased role for
insurance in some form is unavoidable. The
most urgent task is to create the legal
framework necessary to direct the energies
of a competitive insurance market to the
service of all.

The author is dircctor of the health unit of the

4 Institute of Economic Affairs.
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MR LEON BRITTAN — "NEW DEAL FOR E[EALTH 0'3 \,S\)/' W)Q,J’ \)’ d(\r

You asked - Miss Wallace's minute of 11 February - for an assessment

O OR TS L

2. Generally speaking I felt that Mr Brittan's pamphlet was worthwhile
and interesting, and a great deal better than some of the mass of material
about the present state and future development of the Health Service
which is currently washing around. In the early part of the pamphlet
he says all the right things about the need for a continued drive for
efficiency and value for money (though he does not seem to home in on
an "Audit Commission" body to press this a bit harder), and he says the
right things about contracting-out, some extension of charging, elimination

of duplication of services (something we have not in fact yet really

homed in on), and what I call the "cross pollination" between the public
homed 1n

and private sector, which distinguishes public provision from public
finance, and private provision from private finance, so that public finance
could buy in care from private provision and private finance buy in care

from public provision.

3. Finally, and crucially to my mind, he seems to home in, although
perhaps without knowing it, on a point about charging which is often
overlooked; namely the question of who the charges are actually paid
by, and in what form they are paid. My point here is that the question
of increased and new charges is often bedevilled by images of patients
actually having to fork out themselves at the point of service, so that
0ld ladies who visit their doctor have to find say £5 or seriously ill

people going to hospital have to find £500 a day, out of their own pockets

Sy

of the proposals in Mr Brittan's pamphlet on health, especially pages\‘l\?"

ot
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and there and then; in fact this does not have to be so, because within
the charging concept one could imagine the bill actually being sent to
someone other than the immediate patient (his insurance company, his
employer, the local authority, or some other "sponsor") ; and of course
not necessarily sent there and then - all of which I think Mr Brittan
gets near in his remark at the foot of page 10 about paying for services

"

directly "(although not necessarily at the point of delivery)

T On the most fundamental issue Mr Brittan homes in on the dilemma,
as he puts it, that there is a need substantially to increase spending
on health care, and private spending at that, in a way which (a) leads
to an increase in total provision both public and private, (b) does so
in a way which does not destroy the central principle of proper health
care for all irrespective of means and (c) does not relegate the public
or private sector to a lower tier service; and he might have added,
and this is perhaps a flaw in the argument here, that (d) ;ve do not want
to add to public expenditure as such - not wholly consistent with (a),
and (e) even if private provision and private finance have both increased,
the Government of the day would still probably have a view about the
scale of this given first the knock-on effects which increases in the
cost of private health care can have on the costs of public health care
and second the arguable desirability in any society of not spending too
much of one's wealth on any one product, especially perhaps health care,
given the tendency of this to expand of its own accord and given the

finite nature of national resources.

5. As is well known, Mr DBrittan's recipe lies in developing the so—
called "health stamp'", which he sees as a way first of making people
more aware of the cost of health, and second of encouraging private
provision and reducing the so-called effect by providing more meaninglful
financial benefit from an "opting out" system, somewhat akin to the opting
out from public pension provision. The argument, of course, is that
at the moment people '"pay twice" if they go private, since they have
to pay the full cost (give or take any tax relief) for the private care

while not being relieved of any part of their contribution to their public



entitlement, it not being possible to opt out of the tax system and it
not being worthwhile to try to opt out of the relatively small health

stamp we now have.

6. Put that way, there is a lot in Mr Brittan's approach (which is not,
after all, all that original). It is certainly one which I think the
second stage of the current review ought to look at carefully. But
to my mind the specific way Mr Brittan sets about it will not quite do.
To put it crudely, hefover does it. He shifts all of the costs of the
Health Service to the health stamp, giving on his figures a move from
general taxation to the health stamp of some £9.4 billion. Mr Brittan
suggests that this saving to general taxation could be used to increase
income tax allowance thus taking many people at the lower end of income
scales out of taxation all together; though he goes on to say, quite
rightly, that '"the full distributional consequences of the changes are,
however, likely to be quite complex". This is very true indeed. It
is not clear, for instance, how far this approach would have some of
the same characteristics of the community charge, namely a flat ratedness
regardless of means - not necessarily a bad thing, and even logical if
one is dealing with basic health care for an individual, but difficult

to defend, as we are seeing.

7. Iastly and from a Treasury point of view I think Mr Brittan overlooks
the serious risk that hypothecated levies such as he proposes would
constantly seem like an "easy" way to raise more money for public health
finance, though it would still of course add to public expenditure as
defined and would still add to the burden of taxation as we define 1it.
And it would be difficult to control if all NHS spending was financed
this way, in that any imbalance between the health stamp "take" and costs
would always have to be met by Government, which risks a long term

ratchetting up process.

e It may be that the distributional considerations and risks to
public expenditure and tax that arise (and indeed administrative costs

which could be high), are such that you will want to continue to argue,



as you have argued up to now, against any tinkering with the "health
stamp" apparatus at all. But I do not think one needs necessarily take
that position. My view is that one could move down the charging path

via the '"sponsor" route, involving a degree of opting out coupled with

some shift from NIC to health stamp (we need to run a lower NIF surplus

anyway and this is an economical way to do it), and this, coupled perhaps
with, some tax relief, would reduce the cliff edge, and could raise a
great deal of private money for health care, all without altering the
present proportionate sizes of the health stamp and the NIC too

dangerously. I think that this is an avenue which should be explored.

9. To summarise, therefore, Mr Brittan has a lot of good ideas and his
pamphlet is well worth reading. But in my view while usefully developing
a sensible line of thought in relation to this charging/cliff edge/opting
out nexus by way of increasing private finance for health care, he over
does it and the distributional consequences and risks to expenditure
involved in going as far as he suggests would not be acceptable. However,
in a sense this is a matter of degree rather than kind and it certainly

seems worth looking at his idea further.

t/\

E P KEMP



NEW HOKIZONS

A NEW
DEAL FOR
HEALTH

CARE

The Bt Hon Leon Brittan (JC MP

~onservative Political Centre



AUTHOR'’S NOTE

I AM greatly indebted to Graham Earles for his help in the
preparation of this pamphlet.

In common with other CPC publications this pamphlet is a
contribution to discussion and not an official Party
pronouncement.

CPC No. 0510-782

ISBN 085070 775 7

Published by the Conservative Political Centre,

32 Smith Square, London SWI1P 3HH and printed by
Conservative Central Office, 32 Smith Square,
London SWIP 3HH.

First published February 1988

© Leon Brittan

2

CONTENTS

A NEW DEAL FOR HEALTH CARE
IMPROVING THE NHS

LINKS WITH THE PRIVATE SECTOR
A FUNDAMENTAL CHA@GE

THE BENEFITS OF REFORM
BIBLIOGRAPHY AND REFERENCES

THE AUTHOR

page 4

14
18

20

(78]



o - ———— — p——— M. ' i it 0 7 et e

A NEW DEAL FOR HEALTH CARE_.

IF A visiToR from another planet were to arrive in Britain and
listen to the current debate about the NHS he would wonder
whether those putting forward the contending arguments were
talking about the same country. On the one hand he would hear
apparently accurate accounts of unmet needs, and on the other
hand he would hear protestations about the ever increasing
amount of money devoted to the NHS. In fact the same
arguments could have been heard at any time for a number of
years. But the recent accumulation of highly publicised
incidents has brought the debate to the forefront of public
attention and to the centre of the political arena.

This has had the effect of shattering the hitherto unspoken
assumption that a combination of modest administrative
reforms and increased funding can solve all our problems. It is
now clear that to continue to go down that road is a recipe for
ever growing dissatisfaction and is politically untenable. Up to
now the huge popularity of the NHS has made even the boldest
politicians reluctant to touch its essential structure or funding.
Almost alone of our great institutions it has been allowed to
continue substantially unaltered by the major reforms of the
past nine years. It is only now that the intensity of the debate
has at last put radical reform on the agenda.

What, then, is the essence of the problem, and what can we do
about it? Put simply, the problem is that an inevitably limited
supply of money is being required to finance a constantly
growing and potentially infinite demand for medical services.
Paradoxically, therefore, both the Government and its critics
are correct in their assertions.

The Government is right to claim that spending on the NHS
has increased in England by 26 per cent in real terms since
1978/9. It can also point to significant increases in services
offered: for example, the increases in coronary artery by-pass
grafts for the UK from 3,191 in 1978 to 10,500 in 1984, or the
number of hip replacements from 28,000 in 1978 to 38,000 in
1984. Yet, these and the many other extra services offered, and
the large number of modern new hospitals that have been built,
create by their very existence increased running costs in the
system as a whole. As a result, critics can point to examples of

what appears to be government underfunding and neglect: the
¢t gdown of wards or local accident units, poorly decorated
hospitals, and appallingly high waiting lists. To them, this is all
evidence of a health service in decline. Whilst they speak of
unmet demands, Government apologists reply by highlighting
the increased funds that have been made available and the
inefficient use of resources that still frequently occurs.

How, then, can we move from a sterile argument that
proceeds at cross-purposes to the reform that is needed to deal
with the underlying problem?

Our first task is a political one. It is to reassure people that
whatever changes we make, however radical they are, we yield
to none in our absolute belief in the fundamental principle that
adequate health care should be available to everybody in the
land, irrespective of their means. The credibility of that
commitment will depend not only on the frequency with which
it is repeated, although the importance of that should itself not
be underestimated. (For politicians should not assume that
people have always heard them, or taken in what they say, when
they say something for the first time).

At least as important is the general tone which we use when
speaking about matters unrelated to the NHS. If we show that
we understand that, vital as the enterprise culture is for our
survival as a nation, there are values that we share that go
beyond it, we shall be more likely to be believed when we
reassert our commitment to proper medical care for all.

The ‘umbrella concept’ philosophy behind the foundation of
the NHS is a vital one. Immense benefits are derived by having a
service which is substantially free at the point of use. It is this
feature of the NHS which gives the feeling of security that is so
highly prized, the knowledge that at an inevitably stressful time,
financial worries will not be added to concern about one’s
health and its implications for one’s job and family.

The NHS in its present form is simply the administrative and
financial structure set up to give effect to the principle of the
availablity of care for all, irrespective of means. There is
nothing sacrosanct about that structure, but there is everything
sacrosanct about the principle. The structure was set up after
the Second World War and reflects the thinking and perceived
needs of that time. It would be astonishing if after forty years it
did not require radical change. There is no need to be afraid of
such change provided we are loyal to the principle which the
NHS, as originally founded, was designed to implement. When
a patient seeks treatment today there is no reason why he
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should have any special loyalty to the monolithic system of
delivery that may have seemed right in 1948, provided he U
sure of getting the treatment he needs, whether he can afford to
pay for it or not. In fact, he may in the future be more likely to
get that treatment if we have the courage to change the system.

That is the essential case for reform.

Improving the NHS

What changes should, then, be instituted? Some can clearly
take place and produce benefits within the present structure.
There should, for instance, be a continuation of the drive for
efficiency and ‘value for money’ in the NHS through the
encouragement of greater cost awareness. The changes
recommended in the Griffiths Report of 1983 have largely been
introduced. But there is still a long way to go before the new
tools are used to the full. The use, for example, of option
estimates and appraisals for capital projects, such as the
building of hospitals, is now well established but the time scale
for deriving benefits from a change of this kind is obviously a
protracted one. Similarly, a computer-based package of about
420 Performance Indicators is published annually to help
managers compare aspects of their services, such as the average
length of a patient’s stay in hospital, with that achieved in other
authorities. From this, therefore, it should be possible to
identify aspects of performance that could be improved. But it
is bound to take time before managers fully appreciate how best
to use these Indicators to effect real changes in the working
methods of their own authorities.

Savings have also been made by the process of ‘contracting-
out’ support services, such as laundry, to private providers. At
present, the money saved stands at £73m. per annum, but there
is still scope for further savings, with Government estimates
that just under 50 per cent of these services by value have still to
be put out to tender.

The whole process of contracting out and the delegation of
financial control could, of course, be taken much further. It
would be possible to contract out a whole hospital. The hospital
would then continue to provide free treatment, but would
charge the Health Authority directly for the work done.

There are further ways of extending cost awareness to the
NHS, which have so far only been proposed, but not yet
implemented. There is everything to be said for accelerating the
pace of their introduction. One such proposal is that direct

{

cortrol over budgets should be given to clinicians. If head
te  Irs are being asked to control budgets, there seems no
reason why the same concept should not be extended to
doctors. The same idea is applicable in the case of primary
health care as it is in the case of clinicians working in hospitals.

A far more controversial way of increasing resources for the
NHS would be to make some extensions in the charges to
patients for treatment. There is no doubt that it would be
possible to go some way further down this road without
undermining the fundamental principle of the NHS, so long as
the charges are modest and defensible in their own right.
Hospital ‘hotel charges’, for example, would certainly be
defensible on the grounds that people have to pay for their own
food if they are at home, and it is difficult to see why they should
not do so when they are in hospital. Nonetheless, quite apart
from their unpopularity, they would certainly be difficult to
administer. On the other hand even a 10 per cent cut in the bill
currently footed by the NHS for such services could provide
52,000 kidney machines or 490 body scanners.

A stronger case can perhaps be made for a small charge of,
for instance £1, for a visit to a General Practitioner. Such a
charge would certainly be easier to administer. Its importance
would lie not so much in the money raised, as in the fact that it
would be a gesture of understanding that a General
Practitioner’s time is valuable and costs money. It would not be
too great a charge to deter the visit of a person who is in genuine
need of medical advice, or genuinely anxious, but it has been
estimated that there would be a substantial saving in GPs’ time
as a result of the reduction in the number of unnecessary visits.
As a result, the quality of service for those seeing their doctor
would noticeably improve.

In addition to measures to increase resources, attempts
should be made, going far beyond the above mentioned
efficiency savings within individual hospitals, to release
resources that are currently used to provide duplicate services
within Regional Health Authorities (RHAs), and sometimes
even within District Health Authorities (DHAs). There needs
to be a greater freedom for the co-ordination of resources
between different DHAs within the NHS. As has been stated in
a recent work*: ‘the NHS needs to dismiss the idea that all
hospitals and health authorities must be able to provide all
facilities themselves’. One example of where greater co-
ordination is desperately needed should demonstrate the point.

*Peet, Healthy Competition, 1987.
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At present there is an enormous overlap of services offers by
the Public Health Laboratories, the pathology labora  :s,
and hospital Microbiology Units. Rationalisation of laboratory
services within RHAs would both cut administrative, technical
and labour costs and also build up centres of expertise. The
established benefits of economies of scale would apply without
any loss in service. Hospitals could then ‘buy in’ laboratory
services as they were needed - as indeed private hospitals do
already, either from the NHS, or from specialist companies
such as the Jean Shanks Pathology Services Group or Federal
Express. It would be difficult to sustain the argument that
laboratory services in the United States were in any significant
manner inferior to British services. It is revealing, therefore,
that in America the idea of every hospital having its own
pathology laboratory, for instance, would be ridiculed as
needlessly extravagant. Rationalisation of many other medical
services at Regional level on these lines, with the consequential
reduction in pointless duplication would release valuable
resources which could then be used to provide real
improvements in patient care.

Links with the Private Sector

Above all the concept of ‘buying in services” both within the
NHS, and between the NHS and the private sector, should be
massively extended. If there is no waiting list for a particular
type of operation in one place, and a substantial waiting list in
another, there is absolutely no reason why a patient should not
be entitled to have the operation performed where it can be
done most quickly, irrespective of whether this is within the
District or Region in which he happens to live. The proposal
that there should be a national, computerised information bank
to enable this to be done is one which should be implemented as
rapidly as possible. There will of course be many people who
are either unable or unwilling to travel the distance that may be
required to have earlier treatment. But that is a decision that the
patient and his family should make, as customers, not an option
that should be denied to him because the NHS is not organised
to provide it.

Even more important is the encouragement of much closer
links between the NHS and the private sector. If the NHS
cannot provide a particular service in a particular place, or
cannot provide it in reasonable time, it may well be better and
cheaper for the NHS to buy in that service from the private

sectnr, rather than to seek to duplicate it at great capital cost,
a.  with substantial recurring current costs. This already
happens to a limited extent. But instead of it being regarded as
unusual, extraordinary and questionable in principle, it should
be positively encouraged wherever it is the most effective and
efficient way of providing patient care.

By the same token, the private sector should be fully entitled
to buy services from the NHS, at the proper price, not only
through the use of pay beds, but also by paying for specialised
facilities of a wide variety of kinds, where the NHS is already
incurring the running cost of providing them, and where the use
of those facilities by the private sector would not deny or delay
their use by any NHS patients. If buying in of services, in both
directions, expanded substantially, the division between the
two sectors of health care would become much less significant
than is now the case. It would be more clearly recognised that
both sectors are making a contribution towards meeting the
same need: the provision of proper medical care for the country
as a whole.

Nonetheless, even if all these measures or changes were
implemented, the resources created or released would still
almost certainly be insufficient to meet fully the rapidly rising
demands for health care. In 1986 the Government acknow-
ledged that health authority services needed to grow by 2 per
cent per annum in real terms in order to meet the pressures they
faced. (1 per cent to keep pace with the increasing numbers of
elderly people, 0.5 per cent to allow the development of medical
advances, and 0.5 per cent to make progress towards
government objectives such as the improvement of renal
services and regular cervical smear tests for women). Moreover,
as the NHS becomes more efficient and treats more patients, it
necessarily generates a greater and greater demand for
resources. It is difficult to see how such expansion could be
financed entirely from the savings resulting from the changes
suggested earlier. It is estimated that just to meet the pressures
identified by the Government in 1986, spending on the NHS for
Great Britain would have to rise to £42bn. per annum by 1995,
compared to £21.6bn. for 1986-7.

There can, therefore, be no escape from the conclusion that
whatever else may be done, the real need of the health services
in the UK is for substantially increased resources, although not
simply by pumping more public money into the system as it is.

The history of the last twenty years has shown that resources
for health care cannot be provided by taxation alone. Under
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Labour governments the attempt to increase public spending
across the board ultimately led to economic disaste  .d
massive cutbacks, in the NHS as much as elsewhcre. I'he
Conservative government, by following a more prudent
financial policy, has actually been able to provide more for the
NHS, but still not enough for us to equal the share of national
resources devoted to health care by many comparable Western
countries. To attempt to increase provision simply by
increasing state spending, financed by higher taxation or
borrowing, may be tempting in the short run, but would soon
involve reversing the economic policies which have brought us
the steady growth without which we would become less
competitive, poorer individually, and in the long run less able to
pay for public services too.

The only answer to this dilemma is substantially to increase
private spending on health provision, provided (a) that we can
do so in a way that leads to an increase in the total provision,
both public and private, and (b) that we cando so in a way that
does not destroy the central principle of proper health care for
all, irrespective of means, and (¢) does not relegate the publicly
provided sector to a lower tier service.

If, in addition, the substantial growth of private provision
leads to genuine competition with the public sector, that is
likely to achieve the further benefits associated with such
competition elsewhere: increased choice, greater efficiency and
lower costs.

A Fundamental Change
All these objectives can be achieved. But they cannot be
achieved while retaining the present system of financing the
NHS. For the present system provides an effective barrier to an
increase in provision on the scale necessary to achieve what is
required. The reason for this is simple. At the moment anyone
who wishes to pay for any form of private health provision has
to pay twice over, as he has to pay his full share of the cost of the
NHS as well.

The necessary reform is accordingly based on three
fundamental premises:

(1)People are more likely to be prepared to pay for a service,
whether publicly or privately provided, if it is absolutely
clear what the cost of that service is, and if they pay for it
directly (although not necessarily at the point of delivery).

10

(2 People are prepared to pay more for a service, if they are
aking a voluntary decision to do so, than if they are forced
to pay through taxation.

(3)People are prepared to pay more in total for health care than
they are currently paying, but only a minority are prepared
to pay twice over for the same scrvice.

It is on these bases that radical reform is essential if the extra
resources needed for health care in this country are to be
provided.

The reform proposed would centre around a fundamental
change in the present method of financing the NHS.

In the last year for which figures are available, the NHS in
Great Britain cost £21.6bn. £18.4bn. of that came from general
taxation. Instead, the whole of the NHS should be financed by
contributions to a new ‘National Health Insurance Scheme’.

Insofar as existing social security benefits are paid for by
employees’ National Insurance contributions, that cost would
be met out of general taxation instead. National Insurance
contributions in their present form would be abolished for
employees. Instead, they would pay the new National Health
Insurance contributions, which would be set at a level to meet
precisely the cost of the NHS (less charges).

The great advantage of this arrangement is that those paying
the contributions would know that what they were paying was
meeting the cost of the NHS, and nothing else. This
transparency of funding would mean that if people asked for
more money to be spent on the NHS, they would know
immediately what the impact of that would be on their own
National Health Insurance contributions. Whether this would
lead to greater or lesser calls for increased spending, it is
impossible to say, but at least the debate would be founded on a
clear understanding of the financial implications of any
proposal for spending that is put forward.

Just as in the case of the present National Insurance Scheme,
what is proposed does not really involve the creation of a fund.
It would be a pay-as-you-go scheme, but the similarities in the
method of funding to the present National Insurance Scheme
make it sensible to call the new scheme the National Health
Insurance Scheme. This similarity of name will make it clear
that the employees’ contributions will now be exclusively
financing the NHS, rather than social security, as is
predominantly the case at present.

Perhaps of even greater importance, it is also proposed to

11
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encourage extra resources to be provided for health care-by
voluntary private contributions. Individuals who belong  :&
approved private insurance scheme should be able to opt out of
paying all or part of the new National Health Insurance contri-
butions. They would, therefore, be able to secure health care
from outside the NHS without paying twice for it. This would
lead to an increase in the total volume of health care provided.
For the most part those countries which spend a higher
proportion of their national income on health care have a larger
private sector, proportionately, than exists in the UK today.

These changes would, of course, completely alter the
financing of social security as well as the financing of the NHS.
Tables 1 and 2 set out how both would be funded before, and
after, the establishment of the ‘National Health Insurance
Scheme’. As Table 2 makes clear, the employers’ National
Insurance contributions would remain an integral part of
Social Services funding, thus allowing the present system of
contributory benefits to continue. The major financial result of
switching the chief source of NHS finance from taxation to
insurance contributions would, other things being equal, be to
increase the amount needed to be raised (above the old
employees’ NI contributions), from insurance contributions by
a global total of £9.4bn., whilst conversely reducing general
taxation requirements by £9.4bn.

The rise in insurance contributions needed to finance the
NHS would be met by increasing present levels of payment pro
rata. If such an increase in insurance contributions is regarded
as regressive, the £9.4bn. corresponding reduction in the money
needed to be raised by general taxation, could be used entirely
to increase allowances, and thus take many people at the lower
end of income scales out of taxation altogether.

The full distributional consequences of these changes are,
however, likely to be quite complex. If a straightforward
transfer of the financing arrangements in the way that I have
described would lead to consequences that are not desired,
there is absolutely no reason whatsoever why this should be an
obstacle to the introduction of the scheme. It would be perfectly
possible to make whatever adjustments are needed, either on
the tax side or on the contribution side, or on both, in order to
secure a distributional result broadly comparable to that at
present existing, if that is what is desired. This could even, if
necessary, include changes in the present regulations
determining who pays National Insurance contributions, in
order to ensure that payment is no longer tied to employment.

12

: TABLE 1
'S\)ces of finance for NHS and Social Security, for the year

1986-7 (GB)
NHS Social Security

£bn. £bn.
General Taxation 18.4 General Taxation 232
NI (employers and NI (employers and
employees) 2.6 employees) 213
Charges 0.6
TOTAL 21.6 TOTAL 44.5

TABLE 2

Sources of finance for NHS and Security for 1986-7 (GB), if the
‘National Health Insurance Scheme’ had been in operation.

NHS Social Security
£bn. £bn.
Nat. Health Ins. 21.0 General Taxation 32.2
Charges 0.6 NI Employers 12:3
TOTAL 21.6 TOTAL 44.5

SOURCES: The Government’s Expenditure Plans 1987-90,
HM Treasury 1987, Cm 56-11
Autumn Statement, 1986, HM Treasury, Cm 14

For those who wish to opt out of the NHS, a public
regulatory body would be established to ensure that they would
be insuring themselves for a comparable standard of care.
Proof of such cover would be required before an individual
would be allowed exemption from payments towards the NHS.

An important part of the new arrangements, however, is that
they would allow a considerable degree of flexibility in the
pattern and choice of health care provision by permitting
people to opt out of part of their National Health Insurance
contributions, and be entitled to a correspondingly limited

13
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proportion of the services provided by the NHS. They cold
only do so, of course, if they had bought the approy &
amount of private health insurance to give them cover for what
they were no longer getting from the NHS.

For example, people could insure themselves privately for all
services except emergency treatment and the use of a General
Practitioner. In such cases appropriate payments would be
made to both the NHS and private insurance companies.
Clearly, however, it would be necessary for the NHS provision
to be divided up into broad categories, with each one attracting
an appropriate percentage of the total National Health
Insurance contributions.

The Benefits of Reform

The reform suggested is plainly a radical one, but if it were
instituted the benefits to health provision in Britain would be
substantial. Initially, most individuals would probably opt to
remain in the NHS, with some perhaps partially contracting-
out to private insurers. The necessary expansion of private
health facilities, (needed to allow an increase in private money
spent on health care), could then occur naturally as demand
grew: groups such as BUPA or PPP could expand their services
to compete effectively with the state for an individual’s health
insurance. Consequently, change would occur according to
demand, without the previous top heavy re-organisations of
health care in the NHS. As individuals would be free to spend
what they wished on their health protection for the service they
chose, the resources available for health care would be greatly
enlarged. The problem. of matching resources with needs will
never be finally ‘solved’, but a major new injection of private
funds would lead to a very substantial improvement on the
present position.

The ‘National Health Insurance Scheme’ would also diffuse
the more sophisticated arguments against encouraging the
insertion of private finance into health care. First, the rightly
sacrosanct principle behind the original creation of the NHS
would remain. Treatment for all, irrespective of means, would
be guaranteed.

Moreover, by the influx of private finance, and the creation
of effective competition, the standard of health provision for all
would increase, without increased unit costs (as has occurred in
the United States, since effective competition was established
there, after the US Supreme Court outlawed the American
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Medical Association’s ban on advertising for medical services
1 %)

>econdly, the new arrangements would not lead to the NHS
being relegated to a second-class service, abandoned by all who
can afford to do so. It is the fear of this which has up to now
been the most potent argument brandished by those opposed to
any growth in private health care. Under the proposals set out
above there is no reason for this fear for the following reasons:

(1)The introduction of new resources into the provision of
health care by the growth of private provision will relieve the
present pressure on the NHS. The extent to which this will
happen, and the pace of development, is impossible to
predict, but the NHS infrastructure should, over a period of
time, need to accommodate fewer patients, until an
equilibrium is achieved between the two sectors.

(2)There will be a new direct relationship between the cost of
the NHS and the National Health Insurance contributions
that pay for it. Consequently, if there is demand for growth
in the Service, that can genuinely be weighed against the
extra cost to those who would benefit from that demand
being met. The inevitably political decision about the level of
funding would at last be made on a realistic trade off of the
cost and benefits involved.

(3)Another important factor militating against the NHS
becoming a second class service is the fact that under the new
system the contrast between the NHS and the private sector
will no longer exist in its present sharp form. The much
greater ‘buying in’ of services in both directions would blur
the present sharp demarcations.

(4)In addition, the ability of people to opt out partially, rather
than make an all-or-nothing choice will produce a far more
flexible pattern of health provision. The distinction between
NHS patients and private patients will be blurred, and it is
likely that most people at some stage of their life would use
both the private and the public sector.

(5)Finally, the benefit of competition both for the NHS and for
the private sector will prevent a division between a first class
and a second class service. At the moment there is no
effective competition, because you cannot have competition
when one of the products can only be bought if you have to
buy the other one as well.

*See Green, Challenge to the NHS: A study of competition in American health
care and the lessons for Britain, IEA, 1986.
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The developing competition would increase the efficiency of the
NHS, which would for the first time be under pressure Al
itself. It would also ensure that what has been describea as
‘irrational and excessive desires for health care’ would not be
exploited by private doctors. Rather, doctors would have to
offer cost effective treatment, for as the liberalised health
market developed in Britain, consumers would increasingly be
offered different options for insurance. (Indeed, many suspect
that it is under the present system that some doctors are able to
exploit the NHS — others are now investigating these claims; a
good and recent summary of these can be found in Why are we
waiting? by Jim Yates, OUP, 1987.)

One way in which this is likely to happen would be through
the development of Health Maintenance Organisations
(HMOs), as in the United States. HMOs are private companies,
which in return for fixed monthly or yearly premiums, provide
all the services and treatment a patient may need over the
corresponding period of time. They differ from standard
insurance in that the HMO is both the provider and the insurer
— indeed, they are often centred around one hospital. The
advantage to the consumer, therefore, is that provided the
service is satisfactory, the administrative costs, and hence the
premiums, are much lower. The HMO also has an interest in
not allowing unnecessary treatment (being both the provider
and the insurer), and, hence, the experience in the United
States, (where there were 393 HMOs serving 18.9m. people in
June 1985, with further growth of around 20 per cent expected
for 1986), is that they place great significance on preventive
medicine — which is being seen increasingly as the best way to
improve general health standards. The benefits of HMOs are
now widely recognised. They can, however, clearly only evolve
in a system of health care, in which insurance based medical
provision is well established.

Anybody who offers a complete ‘cure’ for the current ills of
the NHS is either a fool or a knave. But this does not mean that
we should throw our hands up in despair or carry on much as
before. There is now both the scope and need for radical
change. The proposed ‘National Health Insurance Scheme’,
together with the management changes and efficiency savings
suggested earlier in this paper, would create for Britain a richer,
more efficient and expanding health service. It would give effect
in today’s conditions to the principle upon which the NHS was
founded in 1948. We do no service to that principle by
maintaining a structure which in its present form is outmoded.
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British health care needs more resources; and, it is ironical that
H HS, originally formed to increase the provision of health
caircfor all, is now seen as the major barrier to higher spending.
The dialogue of the deaf that has characterised discussion of the
health services must now be adandoned.

The present organisation of health care needs radical reform.
The best way of bringing this about is to maintain the NHS for
all who want it, but also to allow the free health market to
flourish. This will enable individuals to deploy their health
insurance how and to whom they decide.

Letting the consumer express his choice has been a principle
widely followed by this Government in housing, and now in
education as well. If it has been good enough for the
Government elsewhere, why not in health care too?
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MR KEMP cc Chief Secretary
Paymaster General
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Sir T Burns
Mr Anson
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Mr Turnbull
Mr Parsonage
Mr Saunders
Mr Call

MR LEON BRITTAN - "NEW DEAL FOR HEALTH CARE"

The Chancellor was most grateful for your minute of 18 February
giving your assessment of Mr Brittan's pamphlet "A New Deal for
... Health Care" (papers attached for copy recipients). The Chancellor
agrees with your overall conclusion that the pamphlet contains many
good ideas, even if some of them are slightly over_done. The
Chancellor thinks the current studies ought to give some thought to
elimination of service duplication, which)as you point out in your
paragraph 2)we have not yet ;eally homed in on. The Chancellor
also takes your point that when we come to the gquestion of
charges we may also want to consider the question of who the

charges are actually paid by, in what form, and when.

AP

MOIRA WALLACE



. CONFB>*NTIAL

FROM: E P KEMP
CHANCELLOR OF THE EXCHEQUER 18 February 1988

MR LEON BRITTAN - "NEW DEAL FOR HEALTH CARE"

You asked - Miss Wallace's minute of 11 February - for an assessment

of the proposals in Mr 3Brittan's pamphlet on health, especially pages
105 ts 15

2. Generally speaking [ felt that Mr Brittan's pamphlet was worthwhile
and interesting, and a great deal better than some of the mass of material
about the present state and future development of the Health Service
which is currently washing around. In the early part of the pamphlet
he says all the right zhings about the need for a continued drive for
efficiency and value for money (though he dces not seem to home in on
an "Audit Commission" body to press this a bit harder), and he says the
right things about contracting-out, some extension of charging, elimination
ofi duplication™of " serwvices (something we have not in fact yet really
romed in on), and what I call the "cross pollination"” between the public
and bprivate sector, which distinguishes public provision from public
finance, and private provision from private finance, so that public finance
could buy in care from private provision and private finance buy in care

from public provision.

3. Finally, and crucially %o my mind, he seems to home in, although
perhaps without knowing it, on a point about charging which is often
overlooked; namely -he 3juestion of who the charges are actually paid
by, and in what form -~ey are paid. My point here is that the question
of increased and new -‘~arges is often bedevilled by images of patients

actually having to fcrx :ut themselves at thetpoint ofitservice,so Lkat

N

old. ladies: whe Wheis ~*-alsdideeoh Hewve g Ticd say 25 sor seriousliy 1l

people going to hospir;: . taies <o ~:nq £500 a Zay, out of their own pockets




nd there and then; in fact this does not have to be so, because within
the charging concept one could imagine the bill actually being sent to
someone other than the immediate patient (his insurance companr, his
employer, the local authority, or some other "sponsor"); and of course
not necessarily sent there and then - all of which I think Mr Brittan
giets' near in '}iisirem;.rkiatithé f‘rc':otmof‘ipag; 10 about paying for services

1"
.

directly "(although not necessarily at the point of delivery)

4., On the most fundamental issue Mr Brittan homes in on the dilemma,
as he puts it, that there is a need substantially to increase spending
on health care, and private spending at that, in a way which (a) leads
to an increase in total provision both public and private, (b) does so
in a way which does not destroy the central principle of proper' health
care for all irrespective of means and (c) does not relegate the public
or private sector to a lower tier service; and he might have added,
and this is perhaps a flaw in the argument here, that (d) we do not want
to add to public expenditure as such - not wholly consistent with (a),
and (e) even if private provision and private finance have both increased,
the Government of the day would still probably have a view about the
scale of this given first the knock-on effects which increases in the
cost of private health care can have on the costs of public health care
and second the arguable desirability in any society of not spending too
much of one's wealth on any one product, especially perhaps health care,
given the tendency of this to expand of its own accord and given the

finite nature of national resources.

5. As is well known, Mr Brittan's recipe lies in developing the so-
called "health stamp", which he sees as a way first of making people
more aware of the cost of health, and second of encouraging private
provision and reducing the so-called effect by providing more meaningful
financial benefit from an "opting out" system, somewhat zkxin to the opting
out from public pension provision. The argument, of course, is that

P

at the moment people ''pay twice" if they go private, since they have
to pay the full cost (give or take any tax relief) for the private care

while not being relieved of any part of their contribution to their public



' entitlement, it not being possible to opt out of the tax system and it
not being worthwhile to try to opt out of the relatively small health

stamp we now have.

6. Put that way, there is a lot in Mr Brittan's approach (which is not,
after all, all that original). It is certainly one which I think the
second stage of the current review ought to look at carefully. But
to my mind the specific way Mr Brittan sets about it will not quite do.
To put it crudely, he over does it. He shifts all of the costs of the
Health Service to the health stamp, giving on his figures a move from
general taxation to the health stamp of some £9.4 billion. Mr Brittan
suggests that this saving to general taxation could be used to increase
income tax allowance thus taking many people at the lower end of income
scales out of taxation all together; though he goes on to say, quite
rightly, that "the full distributional consequences of the changes are,
however, likely to be quite complex". This is very true indeed. 1t
is not clear, for instance, how far this approach would have some of
the same characteristics of the community charge, namely a flat ratedness
regardless of means - not necessarily a bad thing, and even logical if
one is dealing with basic health care for an individual, but difficult

to defend, as we are seeing.

7. Lastly and from a Treasury point of view I think Mr Brittan overlooks
the serious risk that hypothecated levies such as he proposes would
constantly seem like an "easy" way to raise more money for public health
finance, though it would still of course add to public expenditure as
defined and would still add to the burden of taxation as we define it.
And it would be difficult to control if all NHS spending was financed
this way, in that any imbalance between the health stamp "take" and costs
would always have to be met by Government, which risks a long term

ratchetting up process.

8. It may be that the distributional considerations and risks to
public expenditure and <ax that arise (and indeed administrative costs

which could be high), are such that you will want to continue to argue,



. as you have argued up to now, against any tinkering with the "health
stamp" apparatus at all. But I do not think one needs necessarily take
that position. My view is that one could move down the charging path
via the "sponsor" route, involving a degree of opting out coupled with

~ some shift from NIC to health stamp (we need to run a lower NIF surplus

anyway and this is an economical way to do it), and this, coupled perhaps

with, some tax relief, would reduce the cliff edge, and could raise a

great deal of private money for health care, all without altering the

present proportionate sizes of the health stamp and the NIC too

dangerously. I think that this is an avenue which should be explored.

9. To summarise, therefore, Mr Brittan has a lot of good ideas and his
pamphlet is well worth reading. But in my view while usefully developing
a sensible line of thought in relation to this charging/cliff edge/opting
out nexus by way of increasing private finance for health care, he over
does it and the distributional consequences and risks to expenditure
involved in going as far as he suggests would not be acceptable. However,
in a sense this is a matter of degree rather than kind and it certainly

seems worth looking at his idea further.
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A NEW DEAL FOR HEALTH CARE..

IF A visiToR from another planet were to arrive in Britain and
listen to the current debate about the NHS he would wonder
whether those putting forward the contending arguments were
talking about the same country. On the one hand he would hear
apparently accurate accounts of unmet needs, and on the other
hand he would hear protestations about the ever increasing
amount of money devoted to the NHS. In fact the same
arguments could have been heard at any time for a number of
years. But the recent accumulation of highly publicised
incidents has brought the debate to the forefront of public
attention and to the centre of the political arena.

This has had the effect of shattering the hitherto unspoken
assumption that a combination of modest administrative
reforms and increased funding can solve all our problems. It is
now clear that to continue to go down that road is a recipe for
ever growing dissatisfaction and is politically untenable. Upto
now the huge popularity of the NHS has made even the boldest
politicians reluctant to touch its essential structure or funding.
Almost alone of our great institutions it has been allowed to
continue substantially unaltered by the major reforms of the
past nine years. It is only now that the intensity of the debate
has at last put radical reform on the agenda.

What, then, is the essence of the problem, and what can we do
about it? Put simply, the problem is that an inevitably limited
supply of money is being required to finance a constantly
growing and potentially infinite demand for medical services.
Paradoxically, therefore, both the Government and its critics
are correct in their assertions.

The Government is right to claim that spending on the NHS
has increased in England by 26 per cent in real terms since
1978/9. It can also point to significant increases in services
offered: for example, the increases in coronary artery by-pass
grafts for the UK from 3,191 in 1978 to 10,500 in 1984, or the
number of hip replacements from 28,000 in 1978 to 38,000 in
1984. Yet, these and the many other extra services offered, and
the large number of modern new hospitals that have been built,
create by their very existence increased running costs in the
system as a whole. As a result, critics can point to examples of

what appears to be government underfunding and neglect: the
o g down of wards or local accident units, poorly decorated
hospitals, and appallingly high waiting lists. To them, thisis all
evidence of a health service in decline. Whilst they speak of
unmet demands, Government apologists reply by highlighting
the increased funds that have been made available and the
inefficient use of resources that still frequently occurs.

How, then, can we move from a sterile argument that
proceeds at cross-purposes to the reform that is needed to deal
with the underlying problem?

Our first task is a political one. It is to reassure people that
whatever changes we make, however radical they are, we yield
to none in our absolute belief in the fundamental principle that
adequate health care should be available to everybody in the
land, irrespective of their means. The credibility of that
commitment will depend not only on the frequency with which
it is repeated, although the importance of that should itself not
be underestimated. (For politicians should not assume that
people have always heard them, or taken in what they say, when
they say something for the first time).

At least as important is the general tone which we use when
speaking about matters unrelated to the NHS. If we show that
we understand that, vital as the enterprise culture is for our
survival as a nation, there are values that we share that go
beyond it, we shall be more likely to be believed when we
reassert our commitment to proper medical care for all.

The ‘umbrella concept’ philosophy behind the foundation of
the NHS is a vital one. Immense benefits are derived by having a
service which is substantially free at the point of use. It is this
feature of the NHS which gives the feeling of security that is so
highly prized, the knowledge that atan inevitably stressful time,
financial worries will not be added to concern about one’s
health and its implications for one’s job and family.

The NHS in its present form is simply the administrative and
financial structure set up to give effect to the principle of the
availablity of care for all, irrespective of means. There is
nothing sacrosanct about that structure, but there is everything
sacrosanct about the principle. The structure was set up after
the Second World War and reflects the thinking and perceived
needs of that time. It would be astonishing if after forty years it
did not require radical change. There is no need to be afraid of
such change provided we are loyal to the principle which the
NHS, as originally founded, was designed to implement. When
a patient seeks treatment today there is no reason why he
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should have any special loyalty to the monolithic system of
delivery that may have seemed right in 1948, provided he e
sure of getting the treatment he needs, whether he can afford to
pay for it or not. In fact, he may in the future be more likely to
get that treatment if we have the courage to change the system.
That is the essential case for reform.

Improving the NHS

What changes should, then, be instituted? Some can clearly
take place and produce benefits within the present structure.
There should, for instance, be a continuation of the drive for
efficiency and ‘value for money’ in the NHS through the
encouragement of greater cost awarencss. The changes
recommended in the Griffiths Report of 1983 have largely been
introduced. But there is still a long way to go before the new
tools are used to the full. The use, for example, of option
estimates and appraisals for capital projects, such as the
building of hospitals, is now well established but the time scale
for deriving benefits from a change of this kind is obviously a
protracted one. Similarly, a computer-based package of about
420 Performance Indicators is published annually to help
managers compare aspects of their services, such as the average
length of a patient’s stay in hospital, with that achieved in other
authorities. From this, therefore, it should be possible to
identify aspects of performance that could be improved. But it
is bound to take time before managers fully appreciate how best
to use these Indicators to effect real changes in the working
methods of their own authorities.

Savings have also been made by the process of ‘contracting-
out’ supporl services, such as laundry, to private providers. At
present, the money saved stands at £73m. perannum, bu} there
is still scope for further savings, with Government estimates
that just under 50 per cent of these services by value have still to
be put out to tender.

The whole process of contracting out and the delegation of
financial control could, of course, be taken much further. It
would be possible to contract out a whole hospital. The hospital
would then continue to provide free treatment, but would
charge the Health Authority directly for the work done.

There are further ways of extending cost awareness to the
NHS, which have so far only been proposed, but not yet
implemented. There is everything to be said for accelerating the
pace of therr introduction. One such proposal is that direct
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cor*rol over budgets should be given to clinicians. If head
te Irs are being asked to control budgets, there seems no
reason why the same concept should not be extended to
doctors. The same idea is applicable in the case of primary
health care as it is in the case of clinicians working in hospitals.

A far more controversial way of increasing resources for the
NHS would be to make some extensions in the charges to
patients for treatment. There is no doubt that it would be
possible to go some way further down this road without
undermining the fundamental principle of the NHS, so long as
the charges are modest and defensible in their own right.
Hospital ‘hote! charges’, for example, would certainly be
defensible on the grounds that people have to pay for their own
food if they are at home, and it is difficult to see why they should
not do so when they are in hospital. Nonetheless, quite apart
from their unpopularity, they would certainly be difficult to
administer. On the other hand even a 10 per cent cut in the bill
currently footed by the NHS for such services could provide
52,000 kidney machines or 490 body scanners.

A stronger case can perhaps be made for a small charge of,
for instance £1, for a visit to a General Practitioner. Such a
charge would certainly be easier to administer. Its importance
would lie not so much in the moncy raised, as in the fact that it
would be a gesture of understanding that a General
Practitioner’s time is valuable and costs money. It would not be
too great a charge to deter the visit of a person who is in genuine
need of medical advice, or genuinely anxious, but it has been
estimated that there would be a substantial saving in GPs' time
as a result of the reduction in the number of unnecessary visits.
As a result, the quality of service for those secing their doctor
would noticeably improve.

In addition to measures Lo increase resources, attempts
should be made, going far beyond the above mentioned
efficiency savings within individual hospitals, to release
resources that are currently used to provide duplicate services
within Regional Health Authorities (RHAs), and sometimes
even within District Health Authorities (DHAs). There needs
to be a greater freedom for the co-ordination of resources
between different DHAs within the NHS. As has been stated in
a recent work*: ‘the NHS needs to dismiss the idea that all
hospitals and health authorities must be able to provide all
facilities themselves’. One example of where greater co-
ordination is desperately needed should demonstrate the point.

*Pcet, Healthy Competition, 1987.
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At present there is an enormous overlap of services offer~ 1 by
the Public Health Laboratories, the pathology labora 8,
and hospital Microbiology Units. Rationalisation of laboratory
services within RHAs would both cut administrative, technical
and labour costs and also build up centres of expertise. The
established benefits of economies of scale would apply without
any loss in service. Hospitals could then ‘buy in’ laboratory
services as they were needed - as indeed private hospitals do
already, either from the NHS, or from specialist companies
such as the Jean Shanks Pathology Services Group or Federal
Express. It would be difficult to sustain the argument that
laboratory services in the United States were in any significant
manner inferior to British services. It is revealing, therefore,
that in America the idea of every hospital having its own
pathology laboratory, for instance, would be ridiculed as
needlessly extravagant. Rationalisation of many other medical
services at Regional level on these lines, with the consequential
reduction in pointless duplication would release valuable
resources which could then be used to provide real
improvements in patient care.

Links with the Private Sector

Above all the concept of ‘buying in services’ both within the
NHS, and between the NHS and the private sector, should be
massively extended. If there is no waiting list for a particular
type of operation in one place, and a substantial waiting list in
another, there is absolutely no reason why a patient should not
be entitled to have the operation performed where it can be
done most quickly, irrespective of whether this is within the
District or Region in which he happens to live. The proposal
that there should be a national, computerised information bank
to enable this to be done is one which should be implemented as
rapidly as possible. There will of course be many people who
are either unable or unwilling to travel the distance that may be
required to have earlier treatment. But that is a decision that the
patient and his family should make, as customers, notan option
that should be denied to him because the NHS is not organised
to provide it.

Even more important is the encouragement of much closer
links between the NHS and the private sector. If the NHS
cannot provide a particular service in a particular place, or
cannot provide it in reasonable time, it may well be better and
cheaper for the NHS to buy in that service from the private

sectnr, rather than to seek to duplicate it at great capital cost,
a.  with substantial recurring current costs. This already
happens to a limited extent. Butinstead of it being regarded as
unusual, extraordinary and questionable in principle, it should
be positively encouraged wherever it is the most effective and
efficient way of providing patient care.

By the same token, the private sector should be fully entitled
to buy services from the NHS, at the proper price, not only
through the use of pay beds, but also by paying for specialised
facilities of a wide variety of kinds, where the NHS is already
incurring the running cost of providing them, and where the use
of those facilities by the private sector would not deny or delay
their use by any NHS patients. If buying in of services, in both
directions, expanded substantially, the division between the
two sectors of health care would become much less significant
than is now the case. It would be more clearly recognised that
both sectors are making a contribution towards meeting the
same need: the provision of proper medical care for the country
as a whole.

Nonetheless, even if all these measures or changes were
implemented, the resources created or released would still
almost certainly be insufficient to meet fully the rapidly rising
demands for health care. In 1986 the Government acknow-
ledged that health authority services needed to grow by 2 per
cent per annum in real terms in order to meet the pressures they
faced. (1 per cent to keep pace with the increasing numbers of
elderly people, 0.5 per cent to allow the development of medical
advances, and 0.5 per cent to make progress towards
government objectives such as the improvement of renal
services and regular cervical smear tests for women). Moreover,
as the NHS becomes more efficient and treats more patients, it
necessarily generates a greater and greater demand for
resources. It is difficult to see how such expansion could be
financed entirely from the savings resulting from the changes
suggested earlier. It is estimated that just to meet the pressures
identified by the Government in 1986, spending on the NHS for
Great Britain would have to rise to £42bn. per annum by 1995,
compared to £21.6bn. for 1986-7.

There can, therefore, be no escape from the conclusion that
whatever else may be done, the real need of the health services
in the UK is for substantially increased resources, although not
simply by pumping more public money into the system as itis.

The history of the last twenty years has shown that resources
for health care cannot be provided by taxation alone. Under
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Labour governments the attempt to increase public spending
across the board ultimately led to economic disaste N
massive cutbacks, in the NHS as much as elsewhere. The
Conservative government, by following a more prudent
financial policy, has actually been able to provide more for the
NHS, but still not enough for us to equal the share of national
resources devoted to health care by many comparable Western
countries. To attempt to increase provision simply by
increasing state spending, financed by higher taxation or
borrowing, may be tempting in the short run, but would soon
involve reversing the economic policies which have brought us
the steady growth without which we would become less
competitive, poorer individually,and in the long run less able to
pay for public services too.

The only answer to this dilemma is substantially to increasc
private spending on health provision, provided (a) that we can
do so in a way that leads to an increase in the fotal provision,
both public and private, and (b) that we can do so in a way that
does not destroy the central principle of proper health care for
all, irrespective of means, and (¢) does not relegate the publicly
provided sector to a lower tier service.

If, in addition, the substantial growth of private provision
leads to genuine competition with the public sector, that is
likely to achieve the further benefits associated with such
competition elsewhere: increascd choice, greater efficiency and
lower costs.

A Fundamental Change
All these objectives can be achieved. But they cannot be
achicved while retaining the present system of financing the
NHS. For the present system provides an effective barrier toan
increase in provision on the scale necessary to achicve what 1S
required. The reason for this is simple. At thc moment anyone
who wishes to pay for any form of private health provision has
to pay twice over, as he has to pay his full share of the cost of the
NHS as well.

The necessary reform is accordingly based on three
fundamental premises:

(1)People are more likely to be prepared to pay for a service,
whether publicly or privately provided, if it is absolutely
clear what the cost of that service is, and if they pay for it
directly (although not necessarily at the point of delivery).
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(2 People are prepared to pay more for a service, if they are
akingavoluntary deaston to doso thanaf they are forced
1o pay through taxation.

(3)Pcople are prepared to pay moren total for health care than
they are currently paying, but only a minonty arce prepared
to pay twice over for the same scrvice.

It is on these bases that radical reform is essential if the extra
resources needed for health care in this country are to be
provided.

The reform proposed would centre around a fundamental
change in the present method of financing the NHS.

In the last year for which figures are available, the NHS in
Great Britain cost £21.6bn. £18.4bn. of that came from general
taxation. Instead, the whole of the NHS should be financed by
contributions to a new ‘National Health Insurance Scheme’.

Insofar as cxisting social security benefits are paid for by
employees' National Insurance contributions, that cost would
be met out of general taxation instead. National Insurance
contributions in their present form would be abolished for
employcces. Instead, they would pay the new National Health
Insurance contributions, which would be set at a level to meet
precisely the cost of the NHS (less charges).

The great advantage of this arrangement is that those paying
the contributions would know that what they were paying was
meeting the cost of the NHS, and nothing else. This
transparency of funding would mean that if people asked for
more money to be spent on the NHS, they would know
immediately what the impact of that would be on their own
National Health Insurance contributions. Whether this would
lead to greater or lesser calls for increased spending, it is
impossible to say, but atleast the debate would be founded on a
clear understanding of the financial implications of any
proposal for spending that is put forward.

Just as in the case of the present National Insurance Scheme,
what is proposed does not really involve the creation of a fund.
It would be a pay-as-you-go scheme, but the similarities in the
method of funding to the present National Insurance Scheme
make it sensible to call the new scheme the National Health
Insurance Scheme. This similarity of name will make it clear
that the employees’ contributions will now be exclusively
financing the NHS, rather than social security, as is
predominantly the case at present.

Perhaps of even greater importance, it is also proposed to



encourage extra resources to be provided for health care by
voluntary private contributions. Individuals who belong -
approved private insurance scheme should be able to opt out of
payingall or part of the new National Health Insurance contri-
butions. They would, therefore, be able to secure health care
from outside the NHS without paying twice for it. This would
lead to an increase in the total volume of health care provided.
For the most part those countries which spend a higher
proportion of their national income on health care have a larger

TABLE 1

S. d‘es of finance for NHS and Social Security, for the year
1986-7 (GB)

NHS Social Security

£bn. £bn.
General Taxation  23.2
NI (employers and

General Taxation 18.4
NI (employers and

rivate sector, proportionately, than exists in the UK today. ;
i These changes pwould, of course, completely alter the shphyes) %9 cInploeES) e
financing of social security as well as the financing of the NHS. Charges 0.6
Tables | and 2 set out how both would be funded before, and Lol o Sl
after, the establishment of the ‘National Health Insurance TOTAL 21.6 TOTAL 44.5
Scheme’. As Table 2 makes clear, the employers’ National TR =
.. Insurance contributions would remain an integral part of
. »' |Social Services funding, thus allowing the present system of TABLE 2
'_,> * |contributory benefits to continue. The major financial result of Sources of finance for NHS and Security for 1986-7 (GB), if the
\; switching the chief source of NHS finance from taxation to ‘National Health Insurance Scheme' had been in operation.

insurance contributions would, other things being equal, be to
increase the amount needed to be raised (above the old
employees’ NI contributions), from insurance contributions by
a global total of £9.4bn., whilst conversely reducing general
taxation requirements by £9.4bn.

The rise in insurance contributions needed to finance the
NHS would be met by increasing present levels of payment pro
rata. If such an increase in insurance contributions is regarded
as regressive, the £9.4bn. corresponding reduction in the money
needed to be raised by general taxation, could be used entirely
to increase allowances, and thus take many people at the lower
end of income scales out of taxation altogether.

The full distributional consequences of these changes are,
however, likely to be quite complex. If a straightforward
transfer of the financing arrangements in the way that I have
described would lead to consequences that are not desired,
there is absolutely no reason whatsoever why this should be an
obstacle to the introduction of the scheme. It would be perfectly
possible to make whatever adjustments are needed, either on
the tax side or on the contribution side, or on both, in order to
secure a distributional result broadly comparable to that at
present existing, if that is what is desired. This could even, if
necessary, include changes in the present regulations
determining who pays National Insurance contributions, in
order to ensure that payment is no longer tied to employment.

12

NHS Social Security
£bn. £bn.
Nat. Health Ins. 21.0 General Taxation 32.2
Charges 0.6 NI Employers 12.3
TOTAL e i aFamal 44.5

SOURCES The Government's Expenditure Plans 1987-90,
HM Treasury 1987, Cm 56-11
Autumn Statement, 1986, HM Treasury, Cm 14

For those who wish to opt out of the NHS, a public
regulatory body would be established to ensure that they would
be insuring themselves for a comparable standard of care.
Proof of such cover would be required before an individual
would be allowed exemption from payments towards the NHS.

An important part of the new arrangements, however, is that
they would allow a considerable degree of flexibility in the
pattern and choice of health care provision by permitting
people to opt out of part of their National Health Insurance
contributions, and be entitled to a correspondingly limited
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proportion of the services provided by the NHS. They cenld
only do so, of course, if they had boughl the approy =«
amount of private health insurance to give them cover for what
they were no longer getting from the NHS.

Forexample, people could insure themselves privately for all
services except emergency treatment and the use of a General
Practitioner. In such cases appropriate payments would be
made to both the NHS and private insurance companies.
Clearly, however, it would be necessary for the NHS provision
to be divided up into broad categories, with each one attracting
an appropriate percentage of the total National Health
Insurance contributions.

The Benefits of Reform

The reform suggested is plainly a radical one, but if it were
instituted the benefits to health provision in Britain would be
substantial. Initially, most individuals would probably opt to
remain in the NHS, with some perhaps partially contracting-
out to private insurers. The necessary expamlon of private
health facilities, (needed to allow an increase in private money
spent on health care), could then occur naturally as demand
grew: groups such as BUPA or PPP could expand their services
to compete effectively with the state for an individual’s health
insurance. Consequently, change would occur according to
demand, without the previous top heavy re-organisations of
health care in the NHS. As individuals would be free to spend
what they wished on their health protection for the service they
chose, the resources available for health care would be greatly
enlarged. The problem of matching resources with needs will
never be finally ‘solved’, but a major new injection of private
funds would lead to a very substantial improvement on the
present position.

The ‘National Health Insurance Scheme’ would also diffuse
the more sophisticated arguments against encouraging the
insertion of private finance into health care. First, the rightly
sacrosanct principle behind the original creation of the NHS
would remain. Treatment for all, irrespective of means, would
be guaranteed.

Moreover, by the influx of private finance, and the creation
of effective competition, the standard of health provision for all
would increase, without increased unit costs (as has occurred in
the United States, since effective competition was established
there, after the US Supreme Court outlawed the American
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Megdical Association’s ban on advertising for medical services
i 2:%)

>econdly, the new arrangements would not lead to the NHS
being relegated to a second-class service, abandoned by all who
can afford to do so. It is the fear of this which has up to now
been the most potent argument brandished by those opposed to
any growth in private health care. Under the proposals set out
above there is no reason for this fear for the following reasons:

(1)The introduction of new resources into the provision of
health care by the growth of private provision will relieve the
present pressure on the NHS. The extent to which this will
happen, and the pace of development, is impossible to
predict, but the NHS infrastructure should, over a period of
time, need to accommodate fewer patients, until an
equilibrium is achieved between the two sectors.

(2)There will be a new direct relationship between the cost of
the NHS and the National Health Insurance contributions
that pay for it. Consequently, if there is demand for growth
in the Service, that can genuinely be weighed against the
extra cost to those who would benefit from that demand
being met. The inevitably political decision about the level of
funding would at last be made on a realistic trade off of the
cost and benefits involved.

(3)Another important factor militating against the NHS
becoming a second class service is the fact that under the new
system the contrast between the NHS and the private sector
will no longer exist in its present sharp form. The much
greater ‘buying in’ of services in both directions would blur
the present sharp demarcations.

(4)In addition, the ability of people to opt out partially, rather
than make an all-or-nothing choice will produce a far more
flexible pattern of health provision. The distinction between
NHS patients and private patients will be blurred, and it is
likely that most people at some stage of their life would use
both the private and the public sector.

(5)Finally, the benefit of competition both for the NHS and for
the private sector will prevent a division between a first class
and a second class service. At the moment there is no
effective competition, because you cannot have competition
when one of the products can only be bought if you have to
buy the other one as well.

*See Green, Challenge to the NHS: A study of competition in American health
care and the lessons for Britain, IEA, 1986.
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The developing competition would increase the efficiency of the
NHS, which would for the first time be under pressure el
itself. It would also ensure that what has been describea as
‘irrational and excessive desires for health care’ would not be
exploited by private doctors. Rather, doctors would have to
offer cost effective treatment, for as the liberalised health
market developed in Britain, consumers would increasingly be
offered different options for insurance. (Indeed, many suspect
that it is under the present system that some doctors are able to
exploit the NHS — others are now investigating these claims; a
good and recent summary of these can be found in Why are we
waiting? by Jim Yates, OUP, 1987.)

One way in which this is likely to happen would be through
the development of Health Maintenance Organisations
(HMOs), as in the United States. HMOs are private companies,
which in return for fixed monthly or yearly premiums, provide
all the services and treatment a patient may need over the
corresponding period of time. They differ from standard
insurance in that the HMO is both the provider and the insurer
— indeed, they are often centred around one hospital. The
advantage to the consumer, therefore, is that provided the
service is satisfactory, the administrative costs, and hence the
premiums, are much lower. The HMO also has an interest in
not allowing unnecessary treatment (being both the provider
and the insurer), and, hence, the experience in the United
States, (where there were 393 HMOs serving 18.9m. people in
June 1985, with further growth of around 20 per cent expected
for 1986), i1s that they place great significance on preventive
medicine — which is being seen increasingly as the best way to
improve general health standards. The benefits of HMOs are
now widely recognised. They can, however, clearly only evolve
in a system of health care, in which insurance based medical
provision is well established.

Anybody who offers a complete ‘cure’ for the current ills of
the NHS is either a fool or a knave. But this does not mean that
we should throw our hands up in despair or carry on much as
before. There is now both the scope and need for radical
change. The proposed ‘National Health Insurance Scheme’,
together with the management changes and efficiency savings
suggested earlier in this paper, would create for Britain a richer,
more efficient and expanding health service. It would give effect
in today's conditions to the principle upon which the NHS was
founded in 1948. We do no service to that principle by
maintaining a structure which in its present form is outmoded.

16

British health care needs more resources; and, it is ironical that
3 \}HS, originally formed to increase the provision of hea’th
careTor all, is now seen as the major barrier to higher spending.
The dialogue of the deaf that has characterised discussion of the
health services must now be adandoned.

The present organisation of health care needs radical reform.
The best way of bringing this about is to maintain the NHS for
all who want it, but also to allow the free health market to
flourish. This will enable individuals to deploy their health
insurance how and to whom they decide.

Letting the consumer express his choice has been a principle
widely followed by this Government in housing, and now in
education as well. If it has been good enough for the
Government clsewhere, why not in health care too?
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The National Union of Conservative and Unionist Associations
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16 Magdalen Road Exeter Devon EX2 4SZ Telephone Exeter (0392) 58231/3

President: DAME MARY BRIDGES, DBE
Chairman: MICHAEL CARTER, CBE
Hon. Treasurer: PETER HODGSON, OBE
Hon. Secretary: PETER GOWER, CBE

22nd February 1988

Rt. Hon. Margaret Thatcher, FRS, MP,
10 Downing Street,
London SW1

LW T

t the National Union dinner I promised to let you have the
information on a well-managed and positively run Health Authority.
I enclose press cuttings and a shorf‘ﬁéﬁ@? which I hopé you will
find interesting and, also, heartening. I feel there are many
Authorities in the country that are similarly well-managed. It is,
therefore, unfair that those which are efficiently run are lumped
together with the ones which are badly run in a general and, very
often, ignorant condemnation of the NHS. I have noticed over
recent months that the louder some Authorities shout '"cuts", the
greater their managerial incompetence. S

The Authorities which are currently short of funds have not
suddenly arrived in their current predicament. This is the conse-
quence of years of mismanagement. Extra tunds would Jjust cover up
inefficiencies and sins ©Of omission. If extra funds are availahle,
they should be targeted to specific projects which are easily moni-
tored for performance. The Somerset Health Authority is not

demoralised and has an active and dynamic management, with many
new ideas on how to run the service for the benefit of the patients.




Rt. 'Hon. Margaret Thatcher, PFRS, MP 22nd February 1988

If you would consider allowing my Chairman, Mr. Ward and the
District General. Manager) 'Mpriesmithtand myself tolfcome and see you
for half an hour or so, we would be pleased to do so. I think on
questioning us, you would discover new and interesting insights
into the workings and otherwise of the NHS from, so to speak, the
Tactorywflcon.

Michael Carter, CBE

Chairman, Western Area

Batcombe House,
Batcombe,
Shepton Mallet,
sSomerset.



SOMERSET HEALTH AUTHORITY

PROF ILE

Somerset Health Authority provides health services to a population
of 361,000. It has 27 hospitals, 6 day hospitals and a total of

3,086 beds. The acute services aré based on a District Hospital
at- Taunton and a District Hospital at Yeovil. It manages its own
Ambulance Service. It is one of the Iarger health authorities in

the country.

FINANCIAL STATUS

The basic cash limits for Somerset Health Authority for 19Y8//88
are:

Revenue £76 million
Capital £1 million
Joint Funds £1 million
TOTAL £78 million

The Authority over the years has accumulated revenue reserves.

This has been done by not committing to the service all the revenue
funds allocated by government but rather putting some by regularly
each year in order to meet the running costs of future proposals

and capital schemes. These monies have been used on a non-recurring
basis year by year to augment the Authority's spending usually on
capital projects. This reserve currently stands at £2.6 million.

It will be used in the future to fund the revenue costs of the second
stage of redevelopment of the District General Hospital which will be
completed in 1994 and to augment the cost of the community based
strategy for services for the mentally handicapped and the mentally
ikl

Apart from allowing the Authority to augment its major capital
programme this strategy also puts the Authority in a good
position for any "fine tuning" which may be required during the
course of the year.

CAPITAL

A selection of major capital works in the period 1985/86 to 1994/95
is shown below. They have been funded from the normal capital
allocation as well as by the use of the reserve fund referred to

———————————————
above.

continued



Schemes Completed 1985/86 to 1987/88 £ million
Musgrove Park Hospital Pathology Facilities) 1.4
(Acute Services) Mortuary )

ENT Theatre and Dept 0.8

Maternity Unit 0.6

5 Phase I Redevelopment 975

CT Scanner 22

Intensive Care Unit 0.6

Burnham EPD Unit Mental Illness 0.6
15T

Schemes Planned to 1984/95

‘Musgrove Park Hospital Phase II Redevelopment 18.8
Yeovil Hospital Radiology Department) 2.0
CT Scanner ) ;
(voluntary subscriptions involved)
Glastonbury/Street Community Hospital) 3.3
Priory Hospital Redevelopment ) d
Williton Hospital Elderly Services a2
Mental Illness Community Facilities 10.4
36.7

HOSPITAL ACTIVITY

Between the years 1982/83 and 1986/87 there has been an increase in
health activity, for example, in acute hospitals inpatient cases
have increased by just over 1l1% during this period. There has been
a drop by 10% in the length of time that the average patient has
stayed in hospital. The number of day cases has increased by 9%.
The average number of attendances by outpatients has increased

by 7%. The Accident and Emergency departments have dealt with an
increase of 10% in patients. Increases have also taken place in
performance in the long stay hospitals, hospitals for the mentally
ill and the mentally handicapped.

INCREASED EFFECTIVENESS

The Authority has pursued rigorous cost effective programmes
resulting in, for example, a saving of £1 million per annum recurring
through the competitive tendering exercise for hotel services in
hospitals. This was undertaken within the time-table laid down by
the government ending in 1986. Since that time a regular cost
improvement programme of just over 1% per annum has been achieved
each year.

continued



INTRODUCTION OF GENERAL MANAGEMENT

The introduction of General Management has been a great success
in Somerset. High calibre managers have been recruited to whom
clear responsibilities have been delegated and powers of decision

given. Unnecessary bureaucracy has been eliminated and accounta-
bilities are quite clear. Functional management has been eliminated
cutting out unnecessary professional hierarchies. The ethos of

general management is widely accepted within the District even by

the consultants despite their contracts being with Region. Clinicians
are also much keener to play a role in management and over the years
good working relationships have been established with the consultants.

WAITING LIST INITIATIVES

Two waiting list reduction schemes have been successfully
achieved. o

(i) East Reach Hospital Taunton

This hospital had been vacated following the transfer to
purpose built facilities at the new District General Hospital.
It was proposed to re-open the hospital for a limited period
to carry out 400 operations in a period of two months. The
estimated cost was £300,000.

The project team was set up in January 1987. By the

1 March 1987 it had set up the initiative and recruited

all the necessary medical and nursing staff on fixed term
contracts. Other services were provided from the District
General Hospital. Some new equipment, totalling £25,000,
was purchased.

The initiative was a success. 479 operations were carried
out on 410 patients; the actual cost was £214,000 funded

by
DHSS Initiative Monies £100,000
DHA Monies £114,000

Prior to expiry of contracts nurses were assessed, interviewed
and where appropriate all available nurses were offered
permanent posts within the Unit. All purchased equipment has
been fully utilised within the Unit since the end of the
project.

(ii) Yeovil District Hospital

The waiting list initiative is taking place at Yegovil District
Hospital and aims to reduce the waiting list in Gynaecology,
General Surgery and Orthopaedic Surgery by 800. The estimated
cost is £90,000 which is being funded by the Authority. The
initiative started on 1 April 1987 and is planned to continue
until 31 March 1988. Staffing is mainly from within existing
establishments. Additional equipment, mostly prostheses, is
estimated at £28,000. As at 31 January 1988 the initiative
has exceeded its target with 813 operations as follows:-



332 Gynaecology;
356 General Surgery; and
125 Orthopaedic.

There are still two months for this scheme to run.

CURRENT PROBLEM

Somerset, like all other health authorities, faces uncertainty
with regard to the level of funding for pay awards (particularly
the review body awards relating to doctors, dentists, nurses and
"professions allied to medicine) for 1987/88 and for 1988/89.

It will not be possible to implement the Authority's developments
for 1988/89 and 1989/90 as planned unless the government fully
funds, on a recurring basis, the cost of the 1987/88 pay awards
and future awards. If, however, the recurring under-funding of
the 1987/88 pay and price increases continues into 1988/89 and
there is a fall-short of actual costs by, say, 1% then the total
deficit for the Authority will be £800,000 in 1988/89 which has
to be added to the £400,000 in 1987/88 giving a total funding
defiicit off £1.2  million.

The Authority is preparing a contingency plan for this eventuality
which involves looking at its current services in order to see
whether some of the unsophisticated health care in, for example,
the long stay services can be left to the private sector or
voluntary sector so that funds can be spent on that part of the
Health Service for which it is best equipped and does best. The
Authority is also looking at bringing forward cost improvement
programmes and is satisfied that it will be able to find another

% improvement in efficiency in the next two years. This will
involve the closure of small, less economic hospitals.

KEYSTSSUES

(a) Consultant Contracts

The single most important change that would have widespread
positive effects on the Health Service is to put consultant

contracts with District Health Authorities. The contractual
situation at the present time with the exception of teaching
hospitals is that the contracts lie with Region. Consultants
under these circumstances have loyalties ﬁzizﬂér to Region
with whom they rarely come into contact nor to the District
with whom they work but feel no ties of contractual loyalty.
Professional independence is inculcated in the medical
educational system and the contractual arrangements within
the NHS serves only to reinforce that independence. The
reality of the employer/employee relationship between health
authority and consultant would introduce an important
psychological change and a significant sanction for health
authorities in a hiring and firing capacity. This sanction
does not need to be used to be an important weapon in
operational management terms.

continued



The District General Manager of health authorities must be
seen as the ultimate Manager. He is in a position to
appraise consultant performance although it would be wise
for him to be professionally advised in order to do this

effectively.

The ultimate aim should be short term contracts for consultants
with agreed work loads accountable through District General
Managers to District Health Authorities.

Consultants with large private practices, and they are likely
to be surgeons and anaesthetists, can earn more working a
shorter period in the private sector than they can within

the NHS. There is an unhealthy temptation, therefore, to
give priority to private work. A contract with greater
remuneration for an agreed work load would be mutually
attractive.

(b) Restriction of Service Provision

There are a number of clinical conditions which should not be
an NHS responsibility, for example,

W———

cosmetic surgery;

invitro fertilisation;

treatment of minor ailments; and
chiropody (except for medical conditions).

These services could be provided on a fee paying basis.

(e) Private Patients and Income Generation

There is a growing demand for private practice. Many health
authorities could meet this but are currently restricted by
requlations relating to the number of private beds they are
allowed. This Authority would like to increase the number
of private patients by the provision of a small private wing.
An increase in private patient beds can only be granted where
a clear demand is not being fully met within existing
allocated beds. This does not allow health authorities

to anticipate the demand. Somerset consultants would be
prepared to support the building of a small private patient
unit which would generate a significant amount of income for
the Health Aufhority. It may be, of course, that the New
Medicines Bill will address this.

(d) Influence of Professions and Other Organisations

The influence of the professions and particularly the medical
profession, and statutory bodies such as the English National
Board and other organisations like Royal Colleges have enormous
influence over the way that the NHS 1s run. It is highly
questionable whether or not private institutions, commerce

and industry, would be so dominated by such professional
bodies. The Health Authority and the General Manager can

find themselves having to meet stringent conditions which

these bodies can impose on_threat of withdrawal of recognition.
Examples can be the Royal Colleges insisting on time-tables for
consultants which do not give adequate NHS service. Recently




(e)

the UKCC (National Body for Nurse Training) have recommended
a completely new training scheme for nurses (Project 2000)
which replaces the present Health Service orientated training
programme by a more expensive and broader based >d educational
scheme centred on education institutions. The current
'apprenticeship" training for nurses has served the NHS well.
Its elimination will take the nurse further away from the
patient bedside where she learns her skills and will have the —
same adverse effect on nursing which its demise had for
industry and commerce.

N R TR e it ot

NHS Relationship with Consumer

A free Health Service at the time of need is a laudable ideal.
Unfortunately, it clouds the relationship between the
consumer (patient) and the supplier (Health Authority) and
raises expectatlons without identifying the implications.

What is required is a mechanism for sharpening-up the
accountablllty of the supplier to the consumer and the
consumer's appreciation of the value of the service being

provided. The most effective way of achieving this is
through a contribution for services given. This would not

have to be a large amount, but it should be sufficiently large

to be economic to collect. It could be insurable. If this

charge was related to hotel services it would have the advantage
of not impinging on clinical services, would give an income to
the Authority which was easily identifiable, would enable the
Health Authority to use that income to improve services and
particularly hotel services which in turn would create an
internal market for consumers to exercise some choice. At
present referrals to hospital are made at the discretion of
general practitioners with little involvement of the patient.
AIthough clinical considerations would still be important this
change would ensure that they would not be the only ones to
influence the patient. e

/T A"WARD I N SMITH
' Lhairman District General Manager

M Wi B OSCAREER
Member

February 1988
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The Government have con-
gratulated Somerset Health
Authority on its £222,000 scheme to
reduce hospital waiting lists in the
county.

The scheme was carried out at the
195-year-old East Reach Hospital,
Taunton, earlier this year and as a
result 479 operations were carried
out on 410 patients within 43
days.

in a letter, the Department of
Health and Social Security say: “We
regard this as an excellent example
of good practice.”

Mr. Ian Smith, the Authority’s
General Manager, said all the staff
were to be congratulated on achiev-
ing excellent results.

He said that in Somerset this year
there had been a 20 per cent reduc-
tion in hospital waiting lists.

This had been achieved by the
East Reach facilities and other
schemes, including a highly success-
ful one at Yeovil District Hospital
where the staff were already ahead
of their own target.

A report shows that between
December and June, the lists in
Somerset dropped by 1,113 to
3,995.

2
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Mr. Smith paid tribute to the medi-
cal, nursing and other support staff
whose hard work and dedication
had produced such good results.

Mr. Smith pointed out that there
had been a shortening of queues for
many types of operation, including
general surgery, gynaecology, ear,
nose and throat surgery, oral sur-
gery and orthopaedics.

The exception was eye surgery
where there had been a slight rise
from 342 to 403 because the move to
Musgrove Park Hospital from East
Reach Hospital had caused some
disruption.

Reduction in the lists are: West
Somerset: General Surgery down
from 1,355 to 1,104; Gynaecology
down from 638 to 396; ENT Sur-
gery down from 414 to 309; Oral
Surgery down from 794 to 635,
Orthopaedics down from 1,565 to
1,148 and Ophthalmology up from
342 to 403.

East Somerset: General Surgery
down from 462 to 378; Gynaecology
down from 532 to 440: ENT Sur-
gery down from 91 to 76; Oral Sur-
gery down from 209 to 181
Orthopaedics down from 237 to
206.
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SOMERSET Health Authority is hOpmg to be
allowed to spend an extra £375,000 to reduce

hospital waiting lists.

The authority will decide
whether the money should be
spent as part of a special
fund set up by the Govern-
ment to reduce the numbers
of people waiting for
operations.

In the past year Somerset
has reduced the waiting lists
by 20 per cent, through extra
operating sessions at Yeovil
and keeping East Reach
Hospital, Taunton, open afler
the move to Musgrove Park
Hospital.

In Yeovil 725 additional
operations have been
performed, compared with a
target of 600.

The chairman of the auth-

~ority, Mr Tom Ward, said on

Friday that Somerset was
doing “exceptionally well”, in
spite of the crisis in funding
the national health service.

“We are by no means
complacent, but we have
been able to stay within our
cash limit during the current
financial year.

“As a result, our basnc
services have not been ‘affec-
ted, while at the same time |
we have introduced a num-
ber of new initiatives.”

—
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Patients gain from energy savings

The Authority is to launch a major
campaign to reduce the cost of heat-
ing and lighting at its 28 hospitals
and other healthcare buildings in
the county.

The Authority spends more than
£2 million every year on energy —
twice the amount it spends on
drugs.

Over the last 10 years the
Authority has reduced its energy bill
by over 25 per cent but Mr. Roger
Tanner, Director of Estate Manage-
ment, is convinced that further
savings of up to 30 per cent can be
achieved by new initiatives in this
area.

A small team of energy specialists
has been set up to investigate and
advise on how these savings can
be achieved.

Work has already started on
energy surveys of the major hospital
sites and these will analyse in detail
how and what energy is being used
on each site.

Detailed plans will also be drawn
up for improving the energy perfor-
mance by improving insulation, and
using the latest computerised control
systems, heat recovery equipment
and low energy lighting schemes.

The Authority recently installed
one of the country’s first “zero fuel”

incinerators at Tone Vale which is
now incinerating waste from all the
West Somerset Hospitals without
using any fuel.

The campaign will also concen-
trate on “good housekeeping”, such
as switching off unwanted lights,
closing doors and windows to avoid
losing heat and generally making
sure that energy is not wasted.

To promote this “energy cons-
cious” environment in all its hos-
pitals the Authority is to introduce
an Energy Newsletter, an Energy
Handbook for all new employees
and an Energy Saving Suggestion
Scheme with cash prizes, said Mr.
Tanner.

He added: “Our objective is to
make Somerset Health Authority
the most energy efficient Authority
in the NHS.

“If we can achieve our target of 30
per cent reduction in our annual
energy bill then this will release more
than £0.5 million every year for
improving patient services.

“One of the good things about
saving energy is that not only does it
save money but it usually results in
better standards of comfort for
patients and staff who work in our
buildings.”

The Authoriti‘s Chairman, Mr.

Tom Ward, has hosted a series of
early morning ‘Energy Breakfasts’
when senior managers were told of
the effects of saving energy and
asked to actively support the
campaign.
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Better health

service from
cash savings
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SOMERSET Health
week that patients
efficiency savings of
two years.

The innt;oduction of mpt:!t;
itive tendering, new switch-
boards andr:gnng! in energy

o6t have helped to release

the cash.

Ay Ian Sunith, the auttiorl-
1 ty's new general

manager,
said developments in the
service would increasingly
depend on making better use
of existing money. -

Among the projects to
benefit is the first
Musgrove  Park Hospital,
Taunton, due to be completed

.next year.

Yeovil District Hospital
will gain a new orthopaedic

outpatient department while

improvements at South Peth-
erton Hospital include new
facilities an

occupational therapy depart-

ment and updated physiother-,

apy and X-ray rooms.

The authority plans to

appoint a new consultant in
paediatrics specialising in the
care of the handicapped  as
well as junior posts to help in
general and acute services.

phase of

AﬁthSrity announced this |°
are
£1.6 million over the next

to benefit directly from

More community midwives | .
will be appointed to cope with '
the expected 25 per cent
increase in births over the
next ten years. o
. There are plans to help pay
for a medical director at St
Margaret's Hospice and to
give money towards -setting
up a counselling service for
AIDS sufferers. i i

Wells is to get an extra
consultant peychiatrist while
the Kenneth Bailey Day
Hospital in Yeovil will be
opening five days a *week
rather than the present.

’

Top priority for the mental-
ly ill is the development of
psychiatric services in No
Somerset by the provision of
Yocally-based units near the
people they will serve. -

‘Fire at laundry

AN electrical fault sparked a
.small fire in a dryer at the
laundry. in Parkmead Road
on Monday.
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THE NATIONAL HEALTH SE

reating the symptoms
of mass hysteria

AMONG politicians of all parties, the
media and the professions concerned,
there is a consensus that the National
Health Service is on the rocks. Only
the Government appears to dissent
from the diagnosis of terminal
decline and even it seems to be hunt-
ing for a magic bullet.

But what is new and different
about the present crisis? There has
never been a time in the 40-year his-
tory of the NHS when it has not been
short of cash. No sooner had Aneurin
Bevan launched it in 1948 than he
had to go cap in hand to the Cabinet
for more money, a process repeated
every year since then. Equally, there
has never been a time when NHS
cmployees have not protested about
its inadequacies. As Enoch Powell
pointed out 20 years ago, those work-
ing in the NHS have a vested interest
in denigrating it in order to advertise
their case for more money.

The theme, therefore, is an old one.
But it is now being presented as high
tragedy. One reason for this might be
that the NHS is indeed facing a more
serious financial challenge than ever
before. But first let us consider some
other possible explanations. In par-
ticular, the possibility that much of
the sense of crisis may be self-in-
duced: a case of mass hysteria.

Everything happening in the NHS
is immediately interpreted as the
symptom of a cash crisis. Every
player on stage, doctors, nurses and
all the rest, plays up to the audience.
The audience joins in. Newspapers
and broadcasters seize on the drama
and, by so doing, excite both actors
and audience to new frenzies in the
pantomime. The real problems of
some of the NHS's 192 districts are
generalised into a national crisis.

There are three stock scenarios
used to indicate crisis. First, there is
the case of closed beds, which are
immediately and uncritically taken
as evidence that the NHS is starved
of resources. But the NHS has been
doing this for 40 years, as have
health services the world over. Prog-
ress in medicine has made it unneces-
sary to have so many beds: the best
thing is to keep patients out of the
dangerous hospital environment.
Closing beds cannot be automatically
equated with cutting services.

Second, there are waiting lists.
Heart-rending stories about critical-
ly-ill patients waiting for operations
are presumed to reflect the inadequa-
cies of NHS financing. But, equally,
they can reflect the inability of local
management to shift resources into

priority areas or to change the work-
ing practices of consultants. There is
also evidence (provided by John
Yates of Birmingham University and
others) of under-used operating the-
atres, cancelled operating sessions
and absent surgeons even in prosper-
ous times, meaning that existing
resources are being wasted.

Third, there are the missing nurses.
The media stories are about wards
that are being closed or operations
that cannot be carried out because of
the lack of nurses. Again, there is an
automatic presumption that a
national pay award would cure a
national shortage of nurses. How-
ever, information about the way in
which nurses work in different parts
of the country is revealing. To quote
the latest Health Advisory Service
report, in Wolverhampton there is a
four to four-and-a-half hour hand-
over period between the morning and
afternoon nursing shifts on some
wards. This means one-and-a-half
people are paid for every nurse
required on duty. Unless we take fac-
tors such as this (and patterns of
absenteeism wastage) into account,
we should not rush to conclude that
there is a national crisis.

All this is not to argue that every-
thing is well in the NHS. But it is a
strong argument against indiscrimi-
nate knee-jerk reactions: the hysteri-
cal and automatic cry of “more
money” whenever some problem sur-
faces. What we need to do is to
unpick the so-called national crisis.

Much of the present malaise and
low morale within the NHS has little
to do with money and everything to
do with changing status and power.
The introduction of general manage-
ment has, inevitably and rightly,
changed the rules of the game. The
nursing hierarchy bitterly resents the
diminution of its professional pres-
tige. Consultants feel threatened, as,
for the first time ever, managements
start to look at the work they do for
the district service. Life is clearly
getting tougher for everyone in the
NHS.

The picture is further exaggerated
by stories of crisis in London hospi-
tals. Most of these stories do not
make it clear that London has always
been relatively over-provided with
hospital beds and staff. Unlike the
rest of the country, it has therefore
suffered actual cuts under the 1976
Resource Allocation Working Party
formula which was designed to pro-
duce a more equitable national distri-
bution. London is also different in

that public services there are more
down-at-heel than elsewhere because
of the local labour market. Finally
London provides high-technology
care for patients drawn from all over
the country: in one district 70 per
cent of the patients are imported.
Thus there may be a case for a tem-
porary infusion of funds, to cover
the transitional costs of getting rid of
London’s excess of beds and consul-
tants, particularly in teaching hospi-
tals, but that is very different from
calling for a general increase in the
NHS budget or national pay levels.

Indeed most of the present advo-
cacy of extra spending risks detract-
ing from the real problems of the
NHS. This is why we have ignored
the battle of statistics, where no
amount of juggling will ever settle
the argument. There can be no for-
mula for defining the adequacy of
NHS funding: the much quoted 2 per
cent annual increase, the basis of all
the estimates of the deficiency in
funding, is simply the invention of
ingenious DHSS civil servants anx-
ious to present a case to the Trea-
sury.

The important thing now is to get
away from hysteria about the
national plight of the NHS. The way
in which extra money is put in is
perhaps more important than the
sum involved. Simply to inject extra
millions, whether raised through tax-
ation or by ingenious wheezes
designed to get more private funds, is
to shore up the status quo which we

hould be changing.

We therefore end with two sugges-
tions. First, health districts present-
ing themselves as bankrupt should be
rescued only after an external pro-
fessional and financial audit to find
out how far their problems are

Amid cries of crisis from Britain’s hospitals, three experts give their d

money channelled into the NHS
should not be an across-the-board
increase but should be used to bring |
about better service provision as dis- |
tinct from shoring up an ancient
monument.

Over the next decade or so, health
care will move towards a more
diverse model, as we design different
organisational solutions to different
problems in different parts of the
country. Only when we have the
structure and organisation right, can
we be clearer about how much extra
money we need — and about how we
should raise it.

‘;
self-inflicted. Second, any extra}

Patricia Day
Rudolf Klein

Putricia Day and Rudolf Klein are,
respectively, Senior Research Qfficer
and Director of the Centre for the
Analysis of Social Policy at the Uni-
versity of Bath.
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NHS REVIEW

I have given some further thought to Monday's meeting at No
10 on the NHS. (I hope now that I will be able to arrive
late rather than miss the whole meeting. 1 will do my best
to do so).

Although we are still in the stages of collating inform-
ation I think our destination is becoming clearer. We need
therefore, to press ahead with the work that takes us there.
I have commented below on the Papers to be considered at the
meeting and suggested some objectives in Para 11 et seq.

DHSS Papers 1 - 8

These papers have few fresh ideas and are largely for
information but -

HC 2 (What happens to Patients)

Patient choice is an attractive principle although in
practice the sick have little choice. However a Health
Service-wide Computer Information System would enable
patients to choose to move out of their own Health District
for surgery if another District could carry it out more
speedily.
This approach a) provides a better service
) maximises facility utilisation
c) offers a genuine choice
d) would be popular presentationally.

Can we commission a Paper on the cost/ use/ benefits of such
a system? It may require some variant of funding through
'top-slicing to ensure that all Health Authorities are
financially able ( and willing) to receive out-of-town
patients. (see Paral9).

HC 3 (Waiting Lists)

We should accept the Cabinet Office offer of a Paper on
shortening waiting lists. The option above could play a
part in this. As I mentioned on Friday, I suspect John
0O'Sullivan's idea of a ' maximum waiting time' for specified
operations might appear also in this paper. If it does we
would need to be careful of the public expenditure implic-
ations of any such approach.

This Paper should specify which operations account for most
of the waiting list and why the list is so long.
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HC 3 states that 46% of the waiting lists are accounted for
by seven operations - mostly routine ones. If the Private
Sector can cope why not contract them out to speed treat-
ment? This would vividly illustrate the practical value to
the NHS of the growing private sector. Within the NHS
regional specialty centres might be appropriate to deal
with large back-logs of specific surgery requirements.

(See Paral®).

HC 5 (Man-power inflexibility)

We must tackle restrictive practises notwithstanding the
squabble this will cause with the BMA and Consultants. I
would prefer to see the paper the Cabinet Office offers
before the DHSS initiate their initiative on Consultant
Contracts. Tackling restrictive practises follows logically
from the Nurses Clinical Grading Review and we should regard
this ad a prioritvs

HC 6 (Information for Management)

We should re-emphasise the necessity for speed in improving
the time-table for costing and pricing improvements. DHSS
ambitions are far too modest and we should press for this
information as soon as possible.

Papers 9 - 12 are ours and we discussed them on Friday.
However several points arise:-
HC 11 (Independent Audit)

I Minuted separately about this on Friday. I do consider we
should invite the Audit Commission to audit the Health
Authorities although the DHSS will oppose strongly. We could
accept the Wilson fall-back, but I would prefer full Audit
Commission involvement.

I do not believe we can satisfactorily establish an internal
market or enable funding to follow activity level (rather
than population total) without stringent auditing, and
costing and VFM techniques. The Audit Commission have the
skill and the track record. I be|ieve we should use them
and make the decision to do so without delay. And we should
make public the efficiency comparisons that arise from
Audit Commission's reports.
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9. HC 12 (Charging)

I would avoid detailed discussion on Monday. Our present
objective is simply to keep charging options on the table.
We can consider details of extended charging when structur-
al changes (and their costs) are clearer. We can emphasise
that charges not only raise income they act as a discipline
on expenditure.

/) 10.Activity Funding

We touched briefly on 'top-slicing', and 'activity funding',
on Friday.

If we wish to direct resources to reflect treatment rather
than nominal population structure then activity funding has
many attractions.

There can be several variants. In essence, it involves
holding funds centrally (either additional funds or part of
the annual PES settlement), and enabling Health
Districts/Hospitals to claim those funds against specific
performance levels. It provides a practical way for 'money
to follow patients'. Moreover we could consider opening
these funds for operations in the Private Sector too.

11.Summary

The above paragraphs suggest we should:-

- review Consultants Contracts and restrictive practises.

- prepare an initiative on shortening waiting lists.

- introduce the Audit Commission and VFM studies to the
NHS

- examine activity funding

- consider/ cost Service wide computerisation.

12.These measures fall short of full-blooded reform but they

begin to add up to a practical package that could be
announced this year. I hope we can agree to press ahead with
them as an Action Menu on Monday.

13.For the longer term I should like to commission some models

of possible alternative systems. This should move us from
discursive theory to practical problems. Officials should
be asked to produce Papers on this as soon as possible.
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14.We should also examine the extent to which we can maximise
NHS/Private Sector co-operation through buying or jointly
using surplus capacity. There is no theoretical reason why
most services - pathology, surgery, Nursing, clinical
services should not be bought in (or contracted out) where
it is economical to do so.

15.The P.M. indicated to us last week that she was not opposed

to a confidential 'time frame' for decisions. We should

raise this on Monday and set one. The Dr. Johnson principle

suggests a demanding target and, I think, so does political
necessity.

16.The next meeting should be after the conclusion of the
Budget Debate.

28th February, 1988 J.M.
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REVIEW OF THE NATIONAL HEALTH SERVICE

ISSUES FOR MEETING ON 29 FEBRUARY

Note by the Cabinet Office

1. At its last meeting on 8 February, the Ministerial Group
commissioned papers on twelve topics. These are attached.

What the papers show

2. The papers are intended primarily as a quarry of background
information and analysis.

3. The first eight papers are mainly factual but illuminate some
1mportant points about the way the National Health Service (NHS)
is working at present.

For instance:

1 spending on the NHS (paper HC1). Between 1978 and 1986
manpower in the Hospital and Community Health Services
increased by 5 per cent. This concealed a decrease of 28 per
cent in ancillary staff (largely because of contracting out)
and an increase of 14 per cent in doctors and nurses. Over
the same period, inpatient and day cases increased by 26 per
cent, drawn particularly from the elderly and the young. Life
expectancy increased across all age bands.

ii. what happens to patients (paper HC2). Patients have very
little real choice within the NHS at present. The main
decision they have to take is whether to consult their GP or
present themselves at an accident and emergency department.
All other decisions are taken by GPs and consultants.

iii. waiting lists (paper HC3). There were 688,000 people on
waiting lists last March, of whom 162,000 had been waiting for
more than a year. Almost all were waiting for surgery.

Nearly half are thought to have been accounted for by only
seven operations. Waiting times have remained broadly
constant since 1975. There are considerable regional
variations in the length of waiting lists with the Northern
and Yorkshire regions consistently the best, and some Thames
regions switching from being the best to the worst in the last
eight years. There seems to be no single explanation for the
length of lists. Would the Group like to have a further paper
on practical ways of shortening waiting times?




4.

iv. Comparison between the public and private sectors (paper

—HC4).  The private sector concentrates primarily on elective

surgery: that is, surgery for conditions which if not treated
may cause discomfort but not death. It accounts for 15-20 per
cent of total operations of this kind but plays little part in
the treatment of geriatric and mentally ill or handicapped
cases, two of the biggest demands on the NHS which cannol be
covered by insurance.

A second point is the cost-comparison in Annex B which, if
correct, seems to suggest that unit costs in Lhe private
sector have increased much more sharply than those of the NHS
in recent years.

v. manpower inflexibility (paper HC5). A combination of
restrictive practices, tenure and self-regulation backed by
statute may well be one of the main obstacles to reform. The
Department of Health were planning to open up a major
initiative on consultants' contracts in the next few weeks.
Would the Group wish them to defer this initiative until its
work is further advanced, but instead provide it with a paper
on more radical ideas for possible change? and on ways in
which the self-regulation of entry qualifications by nurses
could be altered?

vi. information about costs, budgeting and resource manage-—
ment (papers HC6 and 7). Local hospital managers already have
considerable information about hospital activity (eg length of
stay for particular illnesses, operating theatre usage) and
about some costs. The next step is to develop a sufficiently
accurate approach to apportioning overheads to enable cost
information to be used for the purposes of pricing (setting
budgets) and control (monitoring actual against expected
costs). Depending on the approach, the NHS could be in a
position to price the treatment of individual patients at any
time between Easter 1988 and January 1990; but using this
information for control purposes nationally is not expected on
present plans until at least 1990. Further papers about this
timetable and about clinical audits will be coming forward for
the next meeting of the Group.

vii. overseas practice (paper HC8). This is a first shot. A
further summary of both financing and provision in other
countries will be coming forward for the next meeting of the
Group.

The remaining four papers contain some preliminary analyses of

issues identified at the last meeting.

viii. Papers HC9 and 10 on competition and consumer choice
suggest criteria for decisions on future structures. The
Annex to HC10 on the State's role draws an important distinc-
tion.between providing health care and financing it.




ix. Paper HC11 suggests changes in the present arrangements

—for auditing the NHS. Decisions will be needed on whether
changes should be made and, if so, which of the options to
adopt.

X. Paper HC12 suggests ways of extending charges, as a means
not simply of raising revenue but of iunlroducing tinancial
discipline into the present system and lowering the cliff-edge
between free public services and full-cost private services.

Options for longer-term change

5. These papers inevitably have a short-term bias. The Group may
therefore wish to commission further work on the options for
longer-term change. The attached annex outlines a possible paper
which officials could be asked to prepare for the next meeting of
the Group, setting out the main options for reforming the NHS.
More detailed assessment of selected individual options and their
implications could then follow.

Conclusion

6. The Group is invited:

i. to note the background papers attached, and to commission
any further work on them which it may wish to have;

ii. to commission a paper on the options for longer-term
change on the lines of the Annex attached.

Cabinet Office
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OPTIONS FOR THE NHS
Outline of official paper

1. There are three broad approaches which could be adopted. They
are not mutually exclusive. Some of the ideas under different
headings could be combined. For instance, changes within the
existing NHS could be madc at an early stage as the first steps
towards a more radical structure; and changes in management
structure could be combined with changes in methods of financing.

Changes within the existing NHS

2. One approach would be to concentrate on refurbishing and
improving the NHS without changing its basic concept. Possible
options include:

i decentralised budgeting, with many more decisions, (for
instance, about priorities) being taken locally at or below
hospital level;

ii. introducing an "internal market", in which District
Health Authorities, hospitals and support services would trade
and compete with each other;

iii. contracting-out hospital care to public or private sector
providers. District Health Authorities, or perhaps hospitals
would be responsible for ensuring that care and treatment were
available;

iv. encouraging more personal and occupational provision eg
through fiscal incentives and/or the extension of charging.
Most health care would still be financed by tax.

New Structures

3. Among new structures one possibility would be to establish
Local Health Organisations, similar to Health Maintenance Organisa-
tions in the United States, based on District Health Authorities

or GPs or a combination of both. They would be funded partly by a
transferable capitation fee and partly by topping up. Competition
from the private sector could be introduced over time. So too
could an element of employer-based health provision. The
possibility of abolishing Regional Health Authorities would need

to be examined.

Changes in methods of Finance

4. Changing the method of finance (which is a different issue
from the level of finance) is another approach to reform. There
are at least three different possibilities under this heading:



——the money and buy care himself. There would be maximum
individual choice;

. . 8 health credits/vouchers. The individual would receive

ii. social insurance with or without opting out. This could
be either a new system or built on existing social security
arrangements;

iii. compulsory private health insurance. There would be a
safety net for those on low incomes.

Conclusion

5. The aim would be to set out these options clearly, with a
succinct indication of the main advantages and disadvantages,
including the public expenditure and fiscal implications, of each
approach, without any recommendation as to which should be
adopted. The next step would be to do a more detailed assessment
of the implications of individual options selected by the Group.
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SPENDING ON THE NHS : Note by DHSS

A. Introduction

1. This paper considers what public expenditure on the National
Health Service buys, both in terms of inputs and outputs, and
the efficiency with which those outputs have been provided.

2. The National Health Service comprises:

¥ the Hospital and Community Health Services CHEHS) ,
providing all hospital care and those community health services
which are not provided by general practitioners such as
district nursing and public health services.

X the Family Practitioner Services (FPS), providing medical,
dental and dispensing services and some ophthalmic services, and
covering the costs of medicines prescribed by general
practitioners.

* Central Health and Miscellaneous Services (CHMS), a small
number of services which need to be administered centrally eg
European Community medical costs, welfare foods and special
hospitals.

8. Inputs.
D . The NHS is financed primarily out of general taxation (85

per cent) with the remainder coming from National Insurance
contributions (11 per cent) and general charges and receipts (4

per cent). The proportion of HCHS spending which 1s
met from charges - 0.8 per cent - is relatively small, but 1is
expected to increase to some 1.4 per cent by 1990/91 largely as
a result of the i1ncome generation initiative. The remainder of

this paper concentrates on HCHS spending.

4. Spending on the HCHS accounts for 73 per cent of public
expenditure on the NHS (net of charges). Table 1, which
compares the distribution of expenditure across major
programmes for the years 1978/79 and 1987/88, shows that this
percentage has fallen relative to the growth in FPS
expenditure. (Annex A describes the breakdown of expenditure
within each programme).
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Tablg 1l: Distribution of (net) NHS Expenditure (England)

1978/79 1987/88
£m % £m %

NHS 6275 10020 16646 100.0

of which:

HCHS(total) 4744 756 12214 1 (e
HCHS(current) 4386 69.9 11374 68.3
HCHS(capital 358 S 840 5.0

FPS(current) 1369 21.8 3876 28:3

CHMS(current) 155 245 520 DAl

Other NHS(capital) 7 0 Tl 36 0L 2

Hospital and Community Health Services

Sy Some 93 per cent of net public spending on the HCHS
represents current expenditure. Annex B shows where this
expenditure goes now compared to 1978/79. Almost three quarters
of gross current spending is accounted for by labour costs, of
which expenditure on (NHS employed ) nurses accounts for a
third of the total.

& Table 2, which shows the change in numbers employed between
1978 and 1986 by main staff group, highlights the significant
increases in those (doctors, nurses and professions allied to

medicine [PAMs]) most closely associated with patient care.

Table 2: Growth in numbers of HCHS staff (000s)

1978 1986 % change

Total HCHS+ 753:5 793.4 Sas
Doctors 37.8 43 .2 14.3
Nursesx 3510 402.7 14.7
PAMs 24 .2 33.6 38.8
Admin & 100°T3 Ell o4 Elgzel:
Clerical

Ancillary*xx 17252 124 .3 =278

+ Figures for HCHS staff are based on whole time equivalents

* not adjusted for the reduction in contractual hours in 1981
** reduction in numbers primarily due to the ’competitive
tendering’ initiative
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7. Capital expenditure represents some 7 per cent{£840 million) of net—

‘public spending. In 1987-88 this is expected to be supplemented by a further
£200 million from land sales which health authorities retain.

C. Outputs.

8. Additional resources have bought still greater increases 1n
patient activity as Annex C shows. Between 1978 and 1986
medical and nursing staff each treated 1.2 per cent per annum
more inpatients and day cases.

9. In the acute sector ,which accounts for nearly half of all
HCHS expenditure, this increase in activity has occurred across
all ages but has particularly concentrated on the rising
numbers of elderly and the very young ( Table 5 ). The former
stems largely from an ability to carry out surgical and medical
procedures that were previously not possible for older people.
The latter reflects the increased ability of neonatal and
maternity services to keep alive premature and 1low weight

babies.
Table 5: Treatment rates (per 10000 population) by age
group,acute sector.
1978 1985% % change
0-4 1380.3 1554.2 12:6
5-14 SS9 644 .7 11 .9
15-64 7 .6 862.7 8.2
65-74 1362.6 1668.6 225
75+ 1736.5 2148.9 287
All ages 901.4 TOS2 57 14.6

X latest available data

1.0 This 1increase in treatment rates has occurred during _a
period when the number of available beds has been reduced 1in
the process of rationalising services. While increased

re—admissions account for a small part of the increase 1in
activity, by far the greatest influence on the higher number of
admissions has been a significant improvement in productivity
‘ reflected in such indicators as shorter average lengths of stay

and turnover intervals. Table 6 illustrates these changes for
the acute sector.



SECRET

Table 6: Use of Facilities (Acute sector)

1978 1986
No. of available 149913 131332
beds
Mean duration 9.8 AR
of stay (days)-
all ages
Turnover Intervalx 3.6 245
Throughput+ 28.0 ST IS

X Average 1length of time in days that a bed 1is unoccupied
between the discharge of one patient and the admission of
another.

+ In-patient discharges and deaths per year per available bed

11. The ’final’ output of the NHS should be a healthier and
longer living population. Mortality rates across all age bands
have fallen since 1978 and life expectancy increased as table
7a shows. Table 7b looks at the improvement in the standardised
mortality ratios (which take account of changes in the age
structure of the population) for a limited range of disorders
where prompt medical intervention can often prevent death.

Table 7a: Mortality rates and life expectancy by age

1978 1986
Perinatal mortalityx et 925
Death rates:xx
Males 122k 3 18 R
Females 18l 11.4
Life Expectancy:+
At Birth
Males Fier=lo) 7290
Females 76 ::2 T o
At 40 years
Males B205 ‘ 34.1
Females S8 . 394
At 60 years
Males i5e s 16:9
Females 20754 20105

X Per 1000 births
*X Per 1000 population, all ages and from all causes

+ In vyears,figures relate to triennial periods 1976-78 and
1984-86.



Table 7b: Potentially avoidable causes of death (England &

Wales) Dol Sl e, =2

Cause Age group

Perinatal death =

Tuberculosis! 5-64
Cancer of Cervix 15=64
Hodgkin’s Disease 5-64
Chronic rheumatic

heart disease 5-44
Hyper tension/cerebrovascular
disease B5=64
Surgical deaths?® 5-64
Respiratory diseases 1—14
Asthma S5=44

Percentage
change in
standardised
mortality
ratios

(478~ 1986

38

=oU
—7ek

=350
_173
=58
—o5k

() Appendicitis,choleolithiasis,cholecystisis and hernias

(3) 1979-85 percentage change shown

available

as 1978 figures not

(4) Figures likely to be distorted by revision of International

Coding of Diseases.



Central health and miscellaneous services (gross expenditure)
1986-87
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Annex A

Distribution of NHS

Expendi ture
Welfare food —
——(25%) -

European Community

medical costs(!) Grants to voluntary

(6%) “organisations and
7 ° " other services
Mental health\&& - (12%)
"(15%) Medical, scientific,

and technical services (9%)
Family Practitioner Services

: 1) The costs of medical care ou'&'dbyotherECbun&iestopeopIeﬁom
(gross current expenditure) 198687 ggland Na'rhfer s o e 1 Welfare Food Service are subject to a cash limit.

Pharmaceutical &% /

service General dental
- (46%) service
(19%)

General Ophthalmic
service (4%)

FPS administration (2%)

General medical
service

(29%)

Health Authority gross current expenditure

—

(excluding joint finance) by service group, 1985-86

e o e AN i 4

Acute (46%)

Mentally handicapped
people (5%) = ¥

HQ Administration ¥
(4%)

Children (3%) \&&

Menully ill people (ll%

(1) Excludes expenditure on acute services.

Elderly people(")
(13%)

EF4
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‘ Annex B: Sources and uses 6‘#

!health authorities

Y
1978/79 1986/87
. £m : 7772(7 47 £m . z
Income:
Exchequer 4347 .4 DE0S 101&2.5 FELS
Charges+ S5E0 0.8 21 :0 09
receipts
Decreases in 24 .0 @5 GE_E 0.7
working balancesS
Central 15:1 i (4.-2) (-0:1)
adjustmentsL
Total 4421 .5 100.0 1@8S51 72 100.0
Expenditure:
A_Staff
Medical +
Dental S i 112271 e S
‘ Nurses 1555207 30.6 3495.2 HHLT
Other NHS 1492 _& BSEE 291 /7 28595
staff
Non—NHS staff 40_6& Bl 56 =) 1L ks
(agency etc)
Sub—-total 32785 74 .1 7685_1 74_5
B_.Non—staff
Drugs 1281 289 e -2 Dl
Medical+ 1757 4.0 466 .6 4_5
surgical l
equipment
Energy* 144.1 s 239.4 2.3
Provisions® 132.1 3.0 1891 1.8
Rates ST s 166. 7 1.6
Other &02.0 158 1458.3 14.1
' Sub—total 1243.3 258_1 285645 272D
Direct credits (100.2) (2.3 (206.1) {=2.0)
Total 4421.5 18620 PO 7 D 100_.0



SECGRET

1. Includes X-ray equipment and laboratory and occupational and
industrial therapy equipment.

2. Fuel,light and power .

g Includes contract catering

4. Includes net expenditure of qerv1ceq recelved from/ \erv1ces
provided to other authorities =

S. eg running down of stocks, deferred payments to creditors
& Includes advances to the Central Blood Laboratories
Authority et al. and adjustments for supplies and equipment

provided by the Department to health authorities without cash
pavyments.

Note: 1In 1986-87 Health Authorities met some £150 million ‘of
expenditure from cash releasing cost improvements resulting
from a more efficient use of resources.
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Annex C: HCHS Activity statistics (England) —-thousands

1978 1986 % change

HOSPITAL
Acute
Inpatients® 4204 45894 16.4
Daycases 542 1019 85 .0
Outpatientss 6757 7776 e
A&E cases 13360 13776 S
Maternity‘
Inpatients?® Z51 862 17.9
Outpatients3 o2 725 0.1
Geriatric and
younger disabled
Inpatients+ 241 405 &8.0
Outpatients? S, 59 5925
Daypatients*®* 1363 1662 219
Mental Illness
Average daily 78 62 2055
no. of occupied
beds
Outpatients® 187 202 8.0
Daypatients % 3095 333 23.8
Mental Handicap
Inpatient beds 47 34 DT
Outpatients® 3 3 0.0
All specialties
Inpatient & DS 7464 G o]
daycases 5
Outpatients 7711 23768 oS
A&E 13360 1 3776 Bt b
Daypatients % 4957 &£108 29.5
COMMUNITY
Health visiting® 3597 4129 14.8
Home nursing 31558 3433 8.7

1. Includes GP maternity

2. Discharges and deaths

3. New outpatient attendances
4. Daypatient attendances

S. Persons visited

6. Persons treated
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WHAT HAPPENS TO PATIENTS Note by DHSS

Introduction

1. This paper offers a summary analysis of the flow of patients into and
through NHS hospitals.

Consultation and admission

Primary Care

2. Ninety per cent of patient contacts with the NHS are dealt with by primary
care* services. Every year there are some 200 million general practitioner
(GP) consultations (Annex, Table 1). Only a fraction of these consultations
(see below) result in referral for secondary care* in hospitals.

Access to Secondary Care: Acute Services

3. There are three main routes to admission for in-patient or day
treatment® in hospital acute services©:

s directly, via accident and emergency (A and E) departments.

ii. also as emergencies, but through referral by a GP or by another
consultant.

iii. by GP referral for an outpatient appointment, followed by a decision
by the consultant to admit for in-patient or day treatment as an
"elective" patient (ie with no clinical need for emergency admission).

4. Overall, more than half of all acute in-patients are admitted as
emergencies (2.6 million "immediate admissions" out of a total of 4.9 million
in 1986 - see Table 1), ie through routes i. and ii. A relatively small
proportion of A and E patients are subsequently admitted as in-patients -
there were 10.5 million new A and E patients in total in 1986.

*"Primary care" services are those which are offered at the point of entry
into the health service system. They provide simple diagnosis and treatment,
preventive care, and referral of complex cases to secondary care.

*"Secondary care" consists of specialised services, provided on referral
From primary care services, which offer care and treatment which is usually

more sophisticated and complicated than could be handled by a GP.

X In-patient and day treatment both involve using a hospital bed, but day
treatment does not involve staying overnight.

O"Acute" services are all hospital services other than maternity, geriatric,
units for the younger disabled, mental illness and mental handicap services.

BEO/3704a/1
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_are not subsequently admitted for inpatient or day treatment, but many return

5. Route iii. is more complex. Of the 8.8 million new out-patients in 1986,
(7.8 million of whom were in the acute specialties), about half were referred
by their GP, the remainder either by one hospital specialist to another or as
a follow-up to in-patient or day treatment. The majority of new out-patients

for subsequent out-patient appointments. Of the 2.2 million elective
in-patients treated in 1986 (Table 1), 60% did not know the ‘date of admission
when the decision was taken to admit. Paper HC3 offers a fuller analysis of
in-patient waiting lists and waiting times, including their distribution
geographically and by speciality.

Non-acute services

6. Non-acute admissions - mainly maternity, mental illness, mental handicap
and geriatric - are too varied for ready generalisation. Again, a substantial
proportion of admissions (the exact figure is not known) are immediate - most
maternity and mental illness admissions, for example. Some mentally
handicapped and mentally ill people still reside in hospital, but many are
admitted for short periods of observation, treatment or respite care. In 1986,
96% of mental handicap admissions and 74% of mental illness admissions were
re-admissions.

Tertiary Care

7. "Tertiary care" is that which follows referral from one hospital - whose
facilities are inadequate to care for a particular patient - to a specialist
hospital or unit for more complex diagnosis and treatment (for example
cardiothoracic or neurosurgery). These specialist procedures are usually
expensive. Referrals of this kind may account for some 30-70% of admissions
to postgraduate and other specialist teaching hospitals.

Decision points

8. Through the processes of consultation and admission, the key decisions -
to the extent that there is real choice - are taken

* by patients, to consult their GP or to present themselves at an A and
E department.

* by GPs, to refer to a consultant or to seek an immediate admission.
(Rates of referral by GPs vary widely between individual GPs,
Districts and Regions: the Group may like to have a fuller paper in
due course on this issue and on the balance between general practice
and out-patient hospital work.)

* by consultants, to admit a patient following an out-patient
consultation.

* by consultants again, to refer on for tertiary care.

Care and treatment

9. The Annex as a whole gives some summary analyses of the pattern of care
and treatment in NHS hospitals. Two of the more significant features are:

BEO/3704a/2
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* acute services account for 77% of in-patient cases treated, but only

38% of occupied beds (figure A).

* people aged 75 or over accounted for 16% of all in-patients and 13%
of acute in-patients in 1985, but for, respectively, 34% and 26% of
beds used (Table 2). (Only 6% of the England population was aged 75
or over).

A fuller breakdown of acute and geriatric services by the main diagnostic
categories is in Table 3, and by types of operations in Tables 4(a), and 4(b)

10. The figures in paragraph 9 reflect relative lengths of stay. For example,
the average length of stay for acute patients aged 75 and over was 14.6 days
in 1986, compared with 7.3 days for all ages. Lengths of stay obviously vary
widely from condition to condition: for example, in 1985 the average length
of stay for stroke patients - of whom 61% were aged over 75 (Table 3) - was
48.8 days.

11. Nearly 40% of the average 264,000 NHS hospital beds in use each day are
occupied by mental handicap and mental illness patients, even though such
patients account for less than 4% of admissions. A large part of the patient
care now provided for these groups in the community is delivered by hospital
based doctors and nurses.

Discharge

12. A decision to discharge is normally taken by the responsible consultant,
often in consultation with colleagues in other professions. The decision on
timing may depend on the availability of adequate community-based support. In
1986, 5.8 million in-patients were discharged home (Table 1); an unknown
proportion of those concerned will have been among the 3.5 million people
treated by home nurses and the 1.5 million adults seen by health visitors -
many of the latter being the mothers of recently born babies.

February 1988 DHSS
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GP4 /3 ANNEX
Table 1. Summary of patient flows, England 1986
s Millions—otf persons/———
attendances

Family Practitioners

Committee services

number of GP consultations 200

(average 4 per head of population)

number of prescriptrons dispensed 323

Hospital services

- Outpatient attendances ST exr

(new outpatients) (189%8")

- Accident and Emergency attendances i3S

(new A and E patients) (F1OE5)

- Day cases 105
of which operations ({0.80)

- In-patient cases 6.4
maternity (055,
psychiatric 02
geriatric and units for younger disabled 0.4
acute 4,9

of which
Surgical
- immediate admissions el
- elective 1898
(of which booked/planned) (1) (0.60)
Medical
- immediate admissions 125
- elective 0.4
(of which booked/planned) (1) (80 F29)
- In-patient operations 206
- In-patients destination on discharge
- home Bs
—idied in hospital 0.8
- to another institution 0o
all in-patients 6.4

Note (1) Booked and planned admissions are elective (ie non-
emergency) cases where the patient is given a date of admission
at the time the decision is taken to admit.
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TABLE 2 Estimateq nusber of In-Patient ang Day Cases treated, and average nuaber of beds
used gaily, with percentage age distribution, NHS hospitals!, England 1985

ESTINATLD NUMBERS? AVERAGE NUMBER OF BEDS USED DAILY
Percentage Total Percentage Total
IN-PATIENTS 0- 14 15-64 65-74 15 years All ages 0:~ 14 1564 6574 75 years All ages
years years years & over years years years & over
fental nang:cap 28 69 2 1 43,900 2 82 10 6 36,400
mental 1linese 1 65 14 20 203,900 1 42 2 35 64,800
Maternity 0 100 0 0 851,600 0 100 0 0 10,800
0 t 19 80 382,200 0 2 19 9 50,000
Acute 17 55 14 13 4,865,100 10 4" 20 26 100,700
Unils ‘ot ine founger Disapleg 0 96 3 0 7,300 0 99 1 0 1,300
14 58 12 16 6,353,800 ‘4 “" 18 3 264,000
LAY CASES
—luty
Rate-r.ty 0 100 0 0 18,800
Seriattcs 0 13 31 56 700
11 1 1 6 37,800
TC7A.7 11 12 11 6 957,200
Source : Wospital In-Patient Enquiry 1 All Specialties
¢ Sd3 2 Discharges and deaths

3 In aadition SH3 recorded 450 Mental handicap
and 5,110 mental illness day cases



TABLE 3  Estimated nuaber of 1n-patlent cases with main diagnosis as shown, and average nuaber of beds used daily,
wWith percentage age aistribution, NHS non-psychiatric non-saternity hospitalsi, England 1985

ESTIMATED NUMBERS .AVERAGE NUMBER OF BEDS USED DAILY
Total Percentage Total Percentage

DIAGNOSIS A1l ages 0 -14 75 years All ages 0 - 14 75 years
years & over years & over
All Causes 5,254,540 16 18 151,989 1 43
Injury ana Paisoning 566,270 22 16 13,970 10 43
Neoplasms (cancer) 510,910 2 23 14,646 1 32
Diseases of the Genitourinary Systes 487,140 1 9 1,012 3 20
Heart Diseases 351,350 0 32 11,857 0 49
Complications of regnancy, Chiidbirth ind tne Puerperium 152,030 0 ¢ 987 0 0
Abdominal Pain 133,030 17 8 1,388 10 19
Diseases of the Clreulatory Systea 132,060 0 i1 4,070 0 40
‘ Disoraers of tne Eye 125,010 15 32 1,903 6 42
Cereorovascular Disease (stroke) 123,030 0 50 16,180 0 61
Diseases of the Nervous Systea 106,940 12 22 8,548 5 41
Hernia of Abdominal Cavity 101,560 13 17 1,508 S 29
Arthopathies i1ncluaing Rneumatsig Arthritis 81,700 2 30 5,231 1 48
Pneumonia, Bronchitis ang Eaphysena 19,320 12 49 7,093 2 74
Other 2,304,190 26 15 57,598 13 40

POPULATION - Englana 1985 47,111,700 19 6
! Equivalent to Acute Sector plys Source : Hospital In-Patient Enquiry

Geriatric Depts plus Units for
the Younger Disabled



TABLE 4(a) Bstimated number of in-patient operations performed, and average number of beds used daily,
With percentage age distribution, NH§ non-pgychiatric non-maternity hospitals, Bngland, 1985

BSTIMATED NUMBERS AVERAGE NUMBER OF BBDS USED DAILY
Total Percentage Total Percentage
All Ages 0 - 14 15 years All Ages 0 - 14 75 years

years t over years & over

Neurosurgery 63,950 8 7 1,874 15 8

Operations on eye 115,480 16 kDl 1,720 1 38

of which Operations on lens 59,140 1 48 1,026 1 30
Bar Nose and throat operations 225,900 i1 2 2,072 36

of which Tonsils and adenoidg 81,820 1 0 685 65 0

Oral Surgery 86,730 15 2 664 13 §

Cardio-thoracic surgery 100,910 1 14 2,395 i 14

Abdominal operationg 449,840 8 15 10,641 { 5

Inguinal hernia operations 65,780 15 13 830 i 21

Urinary operations (inc male genital organs) 233,180 16 20 4,017 7 29

of which Cystoscopy (with destruction of lesion) 87,110 ]S 28 1,229 1 7

Obstetric & gynaecology operations (erc asgisted delivery) 426, 460 0 2 §,826 0 6

of which Hysterectony 68,170 0 3 1,898 0 5

Dilatation, curettage and biopsy of cervix 126,640 0 3 853 0 6

Orthopaedic operationg 306,620 13 11 10,862 1 36

of which  Treatment of fracture by operations 105,230 20 22 4,157 1 1]

Arthroplasty 52,710 1 35 2,950 0 5

Operations on arteries, veing and lymphatic systen 11,120 1 8 1,224 1 18

Operations on skin (inc plastic surgery) 100, 380 20 9 1,987 12 20

Other Surgery & procedures 181, 460 9 14 3,547 8 U

ALl operations and procedures 2,362,630 13 12 45,809 7 23

Source : Hospital In-Patient Bnquiry



TABLB 4(b) Estimated number of day case operaticns performed, with percentage age
distribution, NHS non-psychiatric ncn-zaternity hospitals, Bngland, 1985

ESTIMATBD NUNBBRS

Total Percentage
ALl Ages 0 - 14 15 years
jears § over
dastric intudation 119,560 l 10
ixzision andjor biopsy of superficial cyst, lesion or other skin growth 19,080 § §
Cystescopic operations and examinationg 69,840 2 14
uigation or ercision of vas deferens {vasectony) 42,080 0 0
~iagnostic dilatation and curettage of cervix 37,800 0 0
Sigaisdoscopy 28,330 1 9
Bxtraction of tooth, simple and surgical 23,740 i l
Incision of ear drum 22,750 817 0
[ncision or removal of nail 19,600 16 3
Arthrotomy and joint puncture of bone 14,170 ) ]
Bronchoscopy 11,040 1 13
Spinai Puncture 9,630 A b
Neuroloysis 9,340 0 5
Partial mastectomy 9,000 0 2
Preputiotomy & circumcision 8,470 84 1
Other day case surgery 289,700 12 b
ALl operations and procedures 194,130 10 §

Source : Hospital In-Patient Bnquiry
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HOSPITAL WAITING LISTS AND TIMES : Note by DHSS

Introduction

1. This paper is a background note on the composition of waiting lists and
the extent of excessive waiting. The Group may wish to have a further paper
in due course setting out the underlying issues and implications together with
work now in hand to tackle them.

Trends since 1975

2. On 31 March 1987 the number of patients on the in-patient waiting list in
England was 688,000, some 100,000 more than in March 1975 but 60,000 less than
the March 1979 peak. Over the period the underlying trend has been an
increase of 1.5% a year. Industrial action in 1975, 1979 and 1982 caused the
waiting list to rise rapidly, followed by periods of recovery. In March 1986
the waiting list began to rise again, but not as a result of a strike. This
continuing rise is a resumption of the national trend over the years which has
been masked by the peaks caused by industrial action.

3. The gradual rise in the total waiting list has matched an associated rise
in numbers of patients treated. As the volume of patients treated has risen
so too have the numbers waiting. In fact the 1.5% average annual increase was
slightly exceeded by an increase of about 1.7% a year in the number of acute
inpatient cases treated. That has allowed waiting time, which is the relevant
problem from the view of the patient, to remain constant over the period. 1In
1985 50% of all patients admitted from the waiting list were admitted in seven
weeks or less. The corresponding figure for 1976 was eight weeks.

Extent of excessive waiting

4. At 31 March 1987 162,000 patients (23.6% of the total list) had been on
the waiting list for more than 1 year. The proportion is the smallest since
the statistic was first collected in 1975. Further, it overstates the extent
of the problem because waiting list figures are collected at fixed points in
time and therefore exclude people who have been on and come off the list in
the intervening weeks.

5. Waiting lists consist almost entirely of patients waiting for surgery.¥*

In 1985 nearly 3 million surgical cases were admitted to hospital. Of these,
1 million were admitted immediately and 550,000, or 18%, were admitted as
booked patients. Of the remaining waiting list patients, 750,000 were
admitted after waiting less than 3 months, and just 87,000 (3% of all surgical
admissions) after waiting over 1 year. The relevant information is summarised
in Chart A. A number (believed to be small) of patients on waiting lists do
not, in fact, receive treatment.

* "Surgery" involves incision of the flesh. The "medical" specialties do not.

BEO/3704a/4




Composition of lists

6. Six surgical specialists (in order of magnitude: general surgery,
orthopaedics, ENT, gynaecology, ophthalmology and oral surgery) account for
some 85% of the waiting list. A high proportion of the patients are waiting
for a small number of "popular" operations. A study of long waiting lists in
West Midlands and Wales suggests that 46% of the total waiting list is
accounted for by seven operations (varicose veins, hernias, hip replacements,
arthroscopies (operating on a joint), tonsils and adenoids, sterilisations and
cataracts). These results are broadly confirmed by a total census in Northern
RHA of their waiting list at 31 January 1987, the results of which are
summarised at Table A. 1In general the "popular" operations are even more
prominent among patients waiting over a year.

7. For the most part, waiting list patients do not suffer from life
threatening conditions, but many waiting list conditions lead to discomfort,
increasing pain and disability.

Geographical variations

8. There is considerable variation in size of waiting lists between Districts
and hospitals. There are 19 districts (10%) which have less than 100 patients
waiting over 1 year. The lists in 20 districts represent 25% of the total
national list.

9. Obviously differences in list size are affected by differences in
catchment population and numbers of hospitals. However even when the length
of the waiting list is related to the amount of activity in that district - in
order to determine how many days' work the waiting list represents - there are
still marked variations. The district with the largest population
(Leicestershire) has few waiting list problems.

10. Regional comparisons tend to mask the widest variations, but even so show
significant differences. Chart B shows the deviations from average in 1980.
It is notable that the regions with the least problems were Northern,
Yorkshire, and 3 of the 4 Thames regions. West Midlands had the worst
problem. By 1986, Chart C shows that the position had changed. Northern and
Yorkshire were still at the top of the league table but the worst problems
were now to be found in 3 of the 4 Thames regions.

11. DHSS analyses has shown that in general there is no consistent
relationship at district level between bed capacity or numbers of patients
treated and either waiting lists or times. Similarly, the work of John Yates
at Birmingham University using peformance indicators and activity figures has
shown that the numbers of surgeons or operating theatres, absolute levels
finance or efficiency (measured by operating rates per surgeon or the extent
of cancelled operating sessions) are statistically unrelated to waiting lists
or times at district level.

12. Experience has shown the need to look at waiting list problems and their
causes individually and locally. The underlying cause of a problem list will
be one or several of a range of factors, but determining which one needs local
investigation. The solution will not necessarily be more money. For instance
in looking at 30 of the longest lists John Yates found only one in which
improvements depended on major capital work. In some places the problems lie
in efficiency - a poor work rate, low throughput of beds, or inadequate
discharge or admission procedures. Elsewhere the problem has been particular
bottlenecks - shortages of staffing operating sessions, beds, anaesthetists or
trained nurses.

BE0O/3704a/5



' 13. The waiting List Initiative has stimulated managers and clinicians in
districts to identify the particular cause of their problem and the action
needed to solve it, and then to put that action in hand (often supported from
the waiting list fund). The aim is to develop locally accepted, achievable
targets for improvements in waiting time.

DHSS

February 1988
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Cases Treated by Source of admission, 1985
Surgical Specialties, NHS Hospitals, England.

[ immediate(1,050,190)
B Transfers(82,430)
Booked(551,030)
Other(87,910)
¥ 5 0-28 days (360,750)
¥ A 29-91 days (390,630)
¥ Y 92-365 days(343,740)
¥ >366 days (86,930)
% I Not Stated (10,730)

% denotes waiting list cases



TABLE A

SUMMARY OF INPATIENT WAITING LIST DATA FROM NORTHERN RHA CENSUS

Specialty
Iist aged 65+

gen surgery and urology 23
Orthopacdiog 22
Oynascalagy 5
ENT Surgery i

X on waiting '

|
1
1
'

1 of patients waiting:

b months ! year

or more or more
sk Al
45 25
L 10
23 l

main operation for inpatients on lisgt,
with ¥ in bracketc

veins(20), cystoscopy(14), hernia(13:
cholecystectomy(4), prostatectomy(3),
sigmnoidoscopy(3), circuscision{3',

total hip replacement (14}, bunion{!0},
knee replacement(1),

sterilisation(32), bysterectomy(16}
diiation and curretage(i3),

repair of prolapse(&), eramiration unde-
anaesthesia(2), terminatior of pregnancy:{ii,
tonsilectomy/adenoidectony{37),

incision of the ear drum!(15)
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CHART B

Notional time to clear waiting lists, 198g
Difference between Regional and National figures
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A COMPARISON BETWEEN THE PRIVATE AND PUBLIC ACUTE SECTORS IN THE UK

Introduction Note by DHSS

This paper summarises some key characteristics of the private acute sector, and
compares these briefly with the NHS. It does not cover private nursing home
provision, which the Group may wish to consider Separately at some stage.

Comparison

25 Comparative information is set out in tabular form as follows:
Annex A - is a summary overview of what the private acute sector is and how
it operates, with the NHS equivalent information against each entry where

appropriate.

Annex B - 1is a financial resume of the private sector, again showing NHS
equivalents where appropriate.

Bl There are a number of points of comparison which are worth highlighting, and
which the Group may wish to pursue in more depth through later papers:

%®There are obvious differences in the nature of the business. For example:

(d) the very different sizes of the average hospital
(49 beds in the private sector against 233 in the NHS).
Private units may find recruiting easier because they offer a
friendlier, less stressed environment, and patients too may
welcome this. On the other hand, in terms of the range
of staff and equipment, and in training provision, the larger
NHS units have advantages.

(ii) the differing range of work undertaken - private units
concentrating on elective (pre-booked) acute surgery with the
NHS tackling a much wider spectrum including accident and
emergency care, intensive care and maternity care. Most
people who go to the private sector for elective surgery will
first have consulted their NHS GP.

(iii) differences in the characteristics of the insured and
non-insured populations - in particular the fall-off in
insurance cover for those over 65, caused by the high
premiums (which reflect relative use of services).

¥There are important differences in the businesses' relationship with their
consumers. Whether the private sector's consumer is defined as the patient,
the insurer, the GP or the admitting clinician, the private unit has to
attract their business.




b,

¥There is an important difference also in their relationships to

consultants. NHS consultants have admitting rights to NHS beds, by virtue

of their contracts. The private sector offers admitting privileges. Some
private managers operate systems which measure each admitting consultant's
use of the hospital's various clinical and support services. Those
consultants who do not generate sufficient income for the unit, for example
by wusing it for convalescence and not treatment or by cancelling theatre
sessions at short notice, may have their admitting privileges withdrawn.

¥Patterns of staffing differ. The majority of private acute hospitals now
have some form of resident medical cover (although far removed from NHS
standards of cover). On the other hand, consultants, who in their work in
private units do not have supporting teams of junior staff, give much more
direct patient care. The nursing pattern is not dissimilar: in the private
sector nursing care is provided only by qualified nursing staff.

#Billing and costing systems differ in a number of respects (although there
are some similar strengths and weaknesses as Sir Roy Griffiths' paper for
the Group's last meeting suggested). The private sector's financial systems
are designed to ensure overall cost recovery, and in general departmental
cost recovery, via billing systems which divide costs across patients.
These wusually involve charging a calculated cost, plus a mark-up; the split
of costs across patients may however be estimated rather than measured. The
position in the NHS is described more fully in a separate paper. Financial
information on the private sector, for example as in Annex B para 2 comes
from insurers and therefore reflects the charges they bear rather than
providers' costs. In particular charges may be adjusted to circumvent cost
controls and maximise income.

The Group may wish to note this outline comparison pending consideration of

some of the underlying issues in greater depth. Also attached, at Annex C, are
some examples of co-operation between the NHS and the private sector.

February 1988 DHSS
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AN OVERVIEW e
i What it is:
Some 184 acute hospitals (including 16

termination of pregnancy clinics) in England
with 9450 beds (425 beds) giving some 20
beds per 100,000 population.

another
generally

There are
hospitals,

3000 pay beds in NHS
in the acute sector.

Roughly U45% of total private hospital beds

are non-profit (religious or charitable)
with 2/5th of the for-profit beds being
owned by American groups. Over 50% of
private hospitals are no more than

12 years old. Average size 49 beds.

2 Where it is:

Just over 50% of private beds (plus U47% of
pay beds) are in the four (NHS) Thames
Regions which have 30% of the England
population; outside the Thames Regions,
Oxford and Wessex have average levels of

private beds, with the rest of England below
average.

i What it does:

Primarily elective surgery, where including
paybeds it covers 15-20% of the GB total.
For some types of operation it meets a
higher proportion, eg 25% of hip-joint
replacement.

Roughly 25% of acute procedures in

independent hospitals are performed as day
care.

Length of stay: a 1983/84 study of 1981 data
found that, after controlling for age and

case mix, lengths of stay in private
hospitals were very comparable with those in
NHS hospitals. (Pay bed lengths of stay
were very much shorter.) This study is now
being repeated; completion March/April
1988.

y, Occupancy:

Bed occupancy is variable, but generally
low. BUPA estimated overall occupancy in

1986 at 51%; it is lower in London.
(NHS Pay-bed occcupancy - as pay-beds - was
32% in 1986.)

ANNEX A

The NHS -equivalent: 131,000 acute
beds or 260 per 100,000 population.

Average size 233 beds (NHS acute and
mainly acute hospitals).

NHS policy of geographic and
population-determined resource re-
allocation aimed at giving broadly
equal access to services.

As well as elective surgery, the
NHS provides accident and emergency

services, medical and paediatric
care, virtually all intensive
care, primary and community care,

and disease prevention progammes.

32% of elective surgery as day care
in 1985. (NB. definitions may
differ.)

Occupancy in NHS acute beds was 75%

in 1986 (which does not take account
of the use of beds during the day
for day cases).



‘ 2% Cost Control Mechanisms

While private providers therefore seek to
control their costs, their billing systems,
coupled with patients!' reliance on

—insurance, —allow reasonable confidence —of

overall costs being recovered whatever level
they reach. Cost control is largely an
insurer function; the insurers therefore:

(i) have moved towards preferred
provider systems - insurers (or
companies providing cover for

employees) steering patients towards
particular hospital groups with whom
they have preferential rates

(ii) have established negotiating
teams aiming to ensure "their"
patients get the optimum prices from
providers

(Calat, have applied cash 1limits
to medical fee re-imbursement, based
on a broad classification of operative
procedures. (This classification is a
system which has grown up over the
years. It is not, for example, based
on diagnosis related groups.)

A number of "third party administrators"
have also appeared; their purpose is to
administer insurance claims and potential
claims with the aim of challenging
unnecessary care and excessive billing.

The insurance industry is believed to be
developing a variety of insurance plans to
help control costs eg partial insurance.

y, Payment Patterns

25% of private acute treatment is paid for
by the patient, the other 75% being a charge
on insurance companies.

Average claim per person covered has
increased from £53 per annum in 1979 to £98
in 1986 (all at 1986 prices).

Chart 2 shows the movement over time in the
(real terms) average claim per person
covered, with an NHS equivalent.

The average health insurance premium has
increased from £165 per subscriber in 1979
to £250 in 1986 (1986 prices). Each
individual subscriber covers an average of
2.15 people.

HCHS cost control operates

(i) via overall cash 1limit
eontrol — S —
(Gl via centrally-run pay
system - Review Bodies,

Whitley. (NB. Private sector
-except for medical fees -
follows NHS rates.)

(14a) by paying staff
salaries, not on an item of
service basis.

N/A

NHS acute sector expenditure per
head of England population was
£112 pa - allowing a notional 20%
for capital - in 1985, virtually the
same in real terms as in 1979.

N/A
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A FINANCIAL RESUME
1. What it spends:

Estimated 1986 UK spending on private non-

psychiatric acute, in-patient and out-

patient, care: £683m.

Breakdown: NHS Pay Bed charges £67m
Physicians and surgeons fees
£310m

Medical/surgical hospitals and
cliniecs £306m

The figures below are those available from
insurance sources as typical charges for the
procedure 1listed; for reasons set out in 3.
below these billed figures, although
designed to ensure a private unit recovers
cost overall, may not represent true
procedure costs.

Hip replacement £2100-£4200

Heart operation £U4560-£6540

Hysterectomy £1320-£2880
Duodenal ulcer £1220-£2280
Varicose veins £740-£1380

23 Cost Components:

BUPA has estimated that in-patient charges
per patient treated rose by 77% over the
period 1980/81 to 1985/86. (Charges have to
cover the costs of capital investment.
Trends in unit costs are not available.)

To maximise income and limit the impact of
insurer-led cost containment, private
providers tend to load price increases on
to those items of cost that meet with least
resistance - notably, in recent years,
drugs.

ANNEX B

The NHS equivalent for 1985-86 in
England only was £5240m.

[NB This includes a 20%
allowance for annuitised capital;

revenue spending was £4370m].

NHS Procedure costs

£3960 1984 central
estimate)

£3000-£3960 (£3,000 is Hillingdon
Health Authority's costs based
on average length of stay for NHS
heart operations; £3,960 is based on

a Trent Region study in 1987.

(Updated

£1440 (Updated 1982 study)
N/A
N/A

[NB NHS figures include notional 20%
allowance for annuitised capitall]

The equivalent NHS increase in in-
patient cost per case for the period
1980/81 is 17%.



. Registered

5. Who it employs:

Nurses: 7001 whole time
equivalent (England December 1986) - T4 per
100 beds.

_Medical staff: There is no data available on-

the extent to which NHS consultant staff
undertake private practice. Under their
terms and conditions, 6,400 whole-time NHS

consultants can earn up to 10% of their NHS
salary through private practice; a further
5400 part-time NHS consultants face no
earnings limit.

Other Professional Staff) No data

Support Staff ) available

The sector relies on the NHS, providing only
some limited nurse training, mainly post-
qualification study for nurses. Attempts to
establish medical training arrangements have
not succeeded.

6 Who uses it:

Over 9% of the UK population have health
care insurance, and are able to recover part
or all of their costs when they use the
private sector. (50% of insurance is
company purchase, 20% is employer-based and
30% is individual or group.) Roughly 25% of
private sector use 1is not covered by
insurance.

Chart 1 attached shows the growth in health
insurance coverage.

i Consumer Protection

The operations of the insurers protect
users' financial interests.

Their care interests are safeguarded by

(1) each unit's pride in its
reputation
(ii) the requirements of the

registration system

(iii) their right to report health
professions to their professional
machinery eg General Medical Council

(iv) their right to go to law.

= 4
NHS Registered Nurses in acute
sector was some 55,000, or about

43 per 100 beds.

6400 whole-time —consultants, 5400 —

part-time. (Plus 800 wte staff with
honorary contracts - principally
academic staff. They may also

undertake private practice). 23,700
wte other medical staff from senior
registrar to house officer.

[NB Medical staffing figures are not
split between acute and other.]
355,700 wte other staff - across all
sectors of NHS activity.

Virtually all basic nurse training
(24,000 trained per year) and the
great majority of post-basic
training. All medical training.
All other professional health
training that is not in
higher/further education sector.

Financial discipline imposed by cash
limits.
The NHS' care standards reflect

(i) each unit's morale and
ethics
(ii) the watch-dog role of

Community Health Councils

(Glain ) the responsibility of
Authorities, and ultimately
Ministers

(iv) the input of the
Ombudsman

(v) the role of MPs

(vi) health profession's
machinery eg General Medical
Council

(vii) a patient's access to

law.
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* 1In real terms using HCHS revenue deflator (£1985/86)

# About 20% should be added to NHS expenditure to allow for
annuitised capital expenditure.
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COOPERATION BETWEEN THE NATIONAL HEALTH SERVICE AND THE PRIVATE SECTOR

1. This note briefly summarises the current range of projects involving the
private sector and local health authorities. In 1986, the private sector
provided treatment for 41,000 cases under arrangements involving 121 health
authorities. The range is considerable and the number of projects has
increased significantly recently, stimulated by central initiatives such as
Ministers' drive to reduce waiting lists. As part of the waiting list
initiative, over 35 district health authorities have reached agreements with
the private sector for treating some 4,800 NHS patients in private hospitals
for certain conditions at a total cost of over £2.3 million.

2. Examples of waiting list projects include:

Portsmouth HA: 100 hip replacements
(£135,000)

Doncaster HA: 100 general surgical operations
(£40,000)
200 ENT operations
(£100,000)
70 gynaecology operations
(£30,000)

Burnley HA: 181 ENT operations
(£66,000)
77 hip replacements
(£60,000)

Southend HA: 240 gynaecology operations
(£96,000)

3. Other examples of projects involving the private sector can be sub-divided
as follows:

a. The provision of expensive, specialist equipment

i. BUPA have paid another £1 million for a Magnetic Resonance
Imaging Scanner at the National Hospital for Nervous Diseases, for
use by both NHS and private patients;

ii. Installation of lithotripter at St Thomas' Hospital at a cost to
BUPA of £1 million. About 1,000 patients treated each year,
75 per cent of which are NHS;

iii. NHS patients represent half the 2,000 annually using the whole
body scanner in BUPA's London Medical Centre.

b. Preventative medicine
e BUPA Hospital, Portsmouth is providing mammographic screening

for between 5 and 8 NHS patients a week under a contractual
arrangements with Chichester HA;

PS/3637a/1
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ii. BUPA Hospital, Norwich is providing mammography services to NHS
patients. It has also made a joint appointment with Great Yarmouth
and Wave_ney HA of a nurse tutor;

Tdks 'Ihréa;fing,AhientwoéaiaﬂagﬁQQéfingwHA, private sector heart
screening takes place out of hours on NIS facilities. The IIA
receives 20 per cent of the gross income.

c. Innovative medicine

St Joint venture with St Bartholomew's Hospital whereby American
Medical International (AMI) Portland Hospital pays £80,000 pa for the
provision of infertility services at St Bartholomew's for the
treatment of 1,000 women (and some men), half of whom are NHS
patients.

ii. Bioplan Holdings plc, a Hampshire - based health cage company,
is collaborating with Oxford and Salford Health Authorities in
building joint NHS/private day surgery units.

d. “Priority care" groups

i. The NHS spends £5 million pa sending seriously disturbed young
people to private psychiatric facilities, such as AMI's two units at
Kneesworth near Cambridge and Langton House, Dorset;

ii. Bolton HA are holding discussions on a mixed NHS/private
development of a new facility for 90 long-stay geriatric patients, 50
of whom will be from the NHS.

e. Management ncraccts

Guys Hospital is considering contracting out to Hospital Capital
Corporation (HCC) the management of 47 paybeds in Nuffield House, its
private patient wing.

£e "Priority acute' services

A number of the waiting list projects mentioned in paragraph 2 are
targeted at diagnostic groups to which Ministers have asked health
authorities to give priority. Other examples include:

i East Suffolk HA have an agreement with Unicare Medical Services,
a subsidiary of the US based Travenol, for the provision of renal
dialysis services in Ipswich. At present, 10 NHS patients are
regularly dialysing;

ji. Clwyd HA signed a contract on 19 November 1987 with AMI
Manchester for the treatment of up to 20 cardiology and cardiac
surgery patients to be referred each year by consultance physicians
in Clwyd:

iii. Two subsidiary private renal units, managed on behalf of the NHS
by Travenol and Community Dialysis Services at Bangor and Carmarthen,
were opened in 1985 under a 7 year contract. The provision of two
further subsidiary units at Cardiff and Merthyr Tydfil is under
consultation.

PS/3637a/2
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MANPOWER INFLEXIBILITIES . Note by DHSS
Introduction
1. It is important to promote greater flexibility in the use and deployment of
staff in the HCHS. Changes in the 1labour market, and in particular the

prospect of a substantive decline in the number of school leavers, make this
the more important.

2 Manpower inflexibilities are being tackled across all staff groups. The
present paper deals primarily with professional staff. It

* summarises relevant work currently in hand in respect of (a)

consultants, and (b) the non-medical, professional workforce;
* considers the relationship between this work and the review; and

* suggests some issues for further consideration in the context of this
review.

Work in hand

Consultants

&3 The main work currently in hand which bears on flexibilities in the
medical workforce is addressing three underlying problems:

20 the fact that the present consultants' contract seeks to cover a
lifetime's work during which technology, practice and service patterns
will change. Appended to this paper is a background note on the

consultants' contract, and on the context in which the possability S of
changing that contract is currently being addressed.

bie a lack of effective mechanisms, including sanctions, for resolving
problems quickly at local level.

c a lack of common understanding about the professional (service to
patients) and the managerial (resource use) elements of a consultant's
duties, and about the problems of reconciling the two in daily practice.

I Two major initiatives are currently in hand. One 1is the Resource
Management Project - with which the Group is already familiar. The other
concerns disciplinary procedures: current disciplinary procedures for hospital
and community doctors and dentists can use resources which would be better
spent on patient care - the costs of lengthy suspensions on full pay; s for
example, and high legal costs. The DHSS is currently working with the
profession on the first major review of these procedures, and a report is
expected later this year.

S Other work is at this stage internal to Government. Specifically the
following proposals are under consideration, not all of which are addressed




‘ exclusively to "inflexibilities" but which are interrelated in a variety of
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a. ineluding 1in the existing contract references to subordinate
documents such as a specific, reviewable job description.

b. providing for greater geographical mobility.

Cle securing a sharper assessment of a consultant's management aptitude
and attitude during the appointment process.

d. establishing a clearer role for Districts in monitoring consultants'
activities, or even (despite its unpopularity with the profession) giving
Districts the contracts themselves where they are currently held at
Regional level (Appendix, paragraph 2).

e. tightening the rules to prevent private practice from distorting NHS
commitments (for example, by delaying the start of NHS clinics).

f. promoting "best practice'" in the management of professional work and
in the exercise of managerial tasks and responsibilities.

B reviewing the distinction awards system, for example to reward
managerial as well as clinical excellence and responsibilities and to
secure a fairer distribution of awards overall.

Other professions

6. Inflexibilities which arise with the other health professions - nurses,
physiotherapists, radiographers, and so on - are being tackled on three main
fronts:

(a) Greater flexibility between professional disciplines. There is

potential for greater flexibility between professions; and in some cases
within them. The "Project 2000" proposals for the reform of professional
nurse education aim to maximise flexibility within the profession in the
delivery of nursing care in and between both hospital and community
settings. These aspects of Project 2000 are well accepted in the NHS and

by the profession. Inter-professional flexibility is more sensitive.
There are two approaches: to seek amalgamation of professions, and to
seek flexibility of roles and common training. There has recently been

only one successtul example of amalgamation (physiotherapists and
remedial gymnasts), although discussions are going on which could lead to
eventual amalgamation of physiotherapy and occupational therepy:.
Flexibility of roles and common training are seen as a more immediately
practicable approach, although still controversial with the professions.
There have been some limited advances. DHSS are seeking to stimulate
more.

(b) Skill mix. The potential for using vocationally trained '"helpers"
is recognised to varying extents by different professions. There is also
' varying appreciation of the extent to which recruitment problems at
professional level will necessitate this approach. The Project 2000
proposals envisage a new but better prepared "helper" grade to replace



and enlarge the existing, limited numbers of nursing auxiliaries.

‘ Ministers are currently considering how to secure this necessary

e 2 ——expansion. —Some other professions (eg occupational therapy) are working
positively to expand the role and use of helpers. Others are 1less
advanced. DHSS policy is to promote the National Vocational
Qualifications approach throughout the care sector (ie social services
and private and voluntary sectors as well the NHS) . This will involve
both '"career ladders'" based on vocational qualifications, with access Lo
professional training for the more able "helpers'"; and the maximum degree
of common training for all helpers, to promote flexibility. The NVQ
approach is being backed up by a number of skill mix studies in
individual professions.

(c) Conditions of service. Difficulties here include rigid

grading definitions; collective agreements which stipulate triggers

for the creation of extra posts; benefits which apply to certain grades
only or which are different for each staff group; and allowances, for
example for unsocial hours, which can inhibit flexible

shift-working. A series of grading reviews now in progress should
result in a more flexible recognition of skills and

responsibilities. A wholesale review of conditions of service is

also under way with a view to making them better suited to local
management needs.

Wider review issues

= The Group's work could clearly have a major impact on much of the work

‘ described in this paper. The review could, for example, have significant
implications for both consultants' and general practitioners' contracts going
beyond what is currently proposed, and it seems sensible to take no major new
initiative with the medical profession on consultants' contracts for the time
being. The Department will report as the review proceeds on any implications
which may emerge from current developments.

g There remain at least three key issues which are potentially fundamental
to the review. Some if not all of these issues could usefully be illuminated
by comparisons between the public and private sectors and/or between UK and
overseas experience. They are:

ca Self-regulation. Doctors are accountable to their patients for the
service they give. Nurses and the other health professions are similarly
responsible for the maintenance of professional standards, including safe
practice and enhancing specialist knowledge. These responsibilities are

underpinned by the regulatory activity of the relevant statutory bodies,
in particular the General Medical Council, the United Kingdom Central
Council for Nursing, Midwifery and Health Visiting and the Council for
Professions Supplementary to Medicine. The value of this self-regulation
needs to be weighed against the need for flexibility and management
control. The Group may find it helpful to have a fuller paper on this
issue, and on related issues such as limitations on professional

advertising.
(b) "Tenure". Models of health care delivery which imply a less
. monolithic organisation of supply will have implicatinns far the tenure

tfor life currently enjoyed by nearly all NHS staff, including hospital



consultants (Appendix, paragraph 2). The Group may wish to consider at a

‘ later stage whether current proposals for modifying tkﬁle/ciorlr'fuélian‘ti_r
— ———————~contraet—ina way which alleviates the effects of tenure - in particular

5 (a) and (b) above - will suffice (assuming that a nationally negotiated
model contract remains the right approach).

(f'c) "Bkl s supply:’ There'is a major and growing problem of securing an
adequate supply of many of the skills - especially nursing and some other
non-medical skills - which will remain essential however health care
delivery is organised. The Group may therefore wish to consider as their
work progresses:

* the potential impact of different organisational models on the supply
and costs of scarce skills; and

* how best to maintain the necessary "seedcorn'" investment in
professional and other skills training.

February 1988 DHSS
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Consultants' contracts
Background
1155 In the 1970s, the Government and profession sought to negotiate a more

work-sensitive contract for consultants. An impasse was reached over '"pricing"
the new contract, and it fell. Instead, in 1979, the precscnt Government agreed
and introduced the current arrangements for private practice and promulgated a
new model contract (Annex A).

2. Background information about the basis on which consultants are employed is
contained in Annex B. The key features are 24 hour responsibility for patients
and permission to undertake private practice as well as NHS work. The majority
of consultants are appointed to the grade (with tenure for life) in their mid
to late 30s and remain in the same post until retirement. Consultants'
contracts are held at RHA or Teaching District level, although many consultants
work only in one District.

Objectives

3. In addressing the need for change, the NHS Management Board's aims are that
consultants should

* be a well-motivated workforce, providing high quality, 24 hour care
for their patients.

* provide maximum value for money and account for the resources they
use.

* regularly evaluate their clinical practice.

* accept the need for the flexibility to meet changing clinical
practices and service needs.

4. It is also important to secure the commitment of the consultant workforce
to any changes proposed, recognising that

* it is difficult to provide effective services to patients without the
commitment and goodwill of the consultant body.

S most consultants provide services in excess of their contractual
commitments, and only a minority abuse their positions.

* many consultants are increasingly willing to participate in resource
management initiatives, to secure improved efficiency, to co-operate
fully with general management, and to promote more systematic clinical
audit.



“APPOINTMENT OF CONSULTANT IN (SPECIALTY)
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Annex D
(PM(79)11)

RECOMMENDED FORM OF CONTRACT FOR CONSULTANTS

Dear

1. | am instructed by the (insert name) Authority to offer you an appointment of [whole-time] *,
[maximum] ®, [part-time]® consultant in (specialty) from (date) subject to the Terms and Conditions of
Service of Hospital Medical and Dental Staff and to the provisions as to superannuation from time to time in
force.

2. The terms and conditions of the employment offered are set out in the Terms and Conditions of Service
of Hospital Medical and Dental Staff (England and Wales) and General Whitley Council Conditions of Service
as amended from time to time. Copies of these may be seen at the Authority’s offices.

3.  The appointment is superannuable. Unless within 13 weeks of starting your employment you are notified
otherwise, you will be subject to the National Health Service Superannuation Scheme and will then be
contracted out of the state pension scheme. A copy of the current regulations governing the scheme may be
seen at the Authority’s offices and a booklet about it is attached (NHS Superannuation Scheme (England and
Wales); An Explanation).

4.  Insofar as they are not already covered by the Terms and Conditions of Service mentioned above the
following duties have been assigned to you for the purpose of providing health services under the National
Health Service Acts in the following district(s): (insert names)

a. Diagnosis and treatment of patients at the following hospitals, health centres and clinics; (insert
names). (Insert, for part-timers only, the number of notional half-days at each)

b. [Domiciliary consultations as may be required from time to time] .

c. In addition to the duties mentioned above you may exceptionally be required to undertake duties
for limited periods within the districts specified above.

d. The diagnosis and treatment of patients occupying accommodation made available under
sections 58, 65 and 66 of the National Health Service Act 1977, insofar as such patients have not made
private arrangements for such treatment under section 65(2) of that Act.

e. (insert as necessary)

1 Continuing clinical responsibility for the patients in your charge, allowing for all proper delegation
to, and training of, your staff.

Subsequently, the duties and places where they are to be carried out may be varied by agreement between the
Authority and yourself.

5. The arrangement of your duties will be such as may be agreed between the Authority and yourself from
time to time. (Insert the following sentence for whole-timers and maximum part-timers). [It is agreed that any
private practice you may undertake, whether limited or not by the Terms and Conditions of Service, will in no
way diminish the level of service that may be expected from you by the authority in carrying out the duties
specified above].® (Insert the following sentence for maximum part-time consultants only:) [It is also agreed
that the duties specified above are regarded as requiring substantially the whole of your professional time, and
that this will involve a minimum work commitment equivalent to 10 notional half-days a week].* (Insert the
following sentence for part-time consultants only:) [The duties of the appointment offered to you are assessed
as amounting to  notional half-days a week].*

6. The salary of the appointment (exclusive of any distinction and meritorious service award payable to
you) will be that appropriate to a [whole-time] * [MPT] * consultant appointment [assessed at notional
half-days a week]." Your starting salary will be (insert commencing salary). Salary will be payable
monthly/quarterly. Your incremental date will be
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7. For the purposes of section 1(2)(c) of the Employment Protection (Consolidation) Act 1978, your
previous employment with (insert name of previous employer) does [not] ® count as part of your continuous
period of employment [and your continuous period of employment therefore began on (date)].® However,
for the purpose of certain NHS conditions of service, previous NHS service, not treated as “continuous’’ under
the provisions of the Employment Protection (Consolidation) Act 1978, may also be reckoned for those
purposes, subject to the rules set out in the Terms and Conditions of Service.

8. The employment is subject to 3 months notice on either side but is subject to the provisions of
paragraphs 190 to 198 of the Terms and Conditions of Service of Hospital Medical and Dental Staff.

9.  You are required to be fully registered with the General (Medical] * [Dental] * Council.

10. The authority requires you to be a fully subscribed member of a recognised professional defence
organisation, or, if you have an objection to such membership on grounds of conscience or on some other
grounds approved by the Secretary of State, to take out and produce to the authority an insurance policy
covering yourself in respect of any liability arising out of or in connection with your duties hereunder, and to
produce to the Authority forthwith the receipts of the payment or renewal of subscriptions or premiums as
the case may be. :

11. Your private residence shall be maintained in contact with the public telephone service and shall be not
more than 10 miles by road from the (insert name) hospital unless specific approval is given by the Authority
to your residing at a greater distance.

12. Arrangements for leave and other absences must be approved by the Authority [but shall in the first
instance be made locally].*

13. The agreed procedure for settling differences between you and the authority where the difference relates
to a matter affecting your conditions of service is set out in Section XXIl of the General Whitley Council
Conditions of Service.

14. In matters of personal conduct you will be subject to the General Whitley Council agreements on
disciplinary and dismissal procedures. The agreed procedures for appeal against disciplinary action or dismissal
are set out in Section XXXV of the General Whitley Council Handbook and paragraph 190 of the Terms and
Conditions of Service of Hospital Medical and Dental Staff.

15. The authority accepts no responsibility for damage to or loss of personal property, with the exception of
small valuables handed to their officials for safe custody. You are therefore recommended to take out an
insurance policy to cover your personal property.

16. |f you agree to accept this appointment on the terms indicated above, please sign the form of acceptance
at the foot of this letter and return it to me in the enclosed stamped addressed envelope. A second signed copy
of this letter is attached and should be retained by you for future reference.

Yours sincerely

Signature
On behalf of

| hereby accept the offer of appointment mentioned in the fo.regoing letter on the terms and subject to the
conditions referred to in it. | undertake to commence my duties on the

Signature
Date
This offer and acceptance of it shall together constitute a contract between the parties

~

Note: [ ]° denotes ““delete as necessary”.



Key facts
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b.
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MANAGEMENT OF CONSULTANTS IN THE NHS

14,000+ consultants (England and Wales).

Contracts held at Regional or Teaching

District level (by District in Wales).

Can be appointed as:

Proportion
i. whole-time (equivalent to 11

halt-days per week). Private

practice must not exceed 10% of

salary 48%
ii. maximum part-time (equivalent

to 10 half-days per week).

Unlimited privafe practice 32%
iii.other part-time 9%
iv. honorary (normally University

employees). 11%

Under his terms of service, a whole-time and maximum
part-time consultant is "expected to devote substantially

the whole of his professional time to his duties in the NHS".

Whole-time consultants' salaries start at £25,440 rising

by four annual increments to £32,840. In addition, 36% of
consultants receive a distinction award of between £5,790
and £29,550 p.a. 1% receive the highest award: their whole-
time salary (on scale maximum) is £62,390. Some 68% of

consultants are in receipt of an award when they retire.

Total HCHS medical and dental pay bill for 1987/88
estimated to be £1,516 million, including some £50 million

for distinction awards.

In addition to their salaries - and depending upon the
specialty - consultants can earn fees from domiciliary
consultations (no more than approximately £10,000 p.a),
category 2 work (providing reports for insurance companies

etc) and family planning work.
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INFORMATION FOR MANAGEMENT : Note by DHSS

Introduction
152 This paper

(1) summarises recent and current developments in HCHS management
information;

(ii) 1illustrates what health authority managers can now do with
the better information which is coming on stream; and

(iii) examines in broad terms the timetable for future action based
on DRG (diagnosis related group) costing. (A fuller paper is being
prepared on this in accordance with the conclusions of the previous
meeting of the Ministerial Group).

The paper is relevant both to strengthening the NHS in its present form
and to the development of the systems that would be needed to underpin
more radical options.

Recent and current developments

2% Current improvements in the range and quality of the information
available to local management have come from two main initiatives:

(1) Korner: the Korner Steering Group identified a minimum range
of compatible data to be captured in every District. Most of the
Group's recommendations have been implemented by health authorities
from 1987-88, and the remainder are due for implementation from
1988-89. The result has been a radical overhaul of the Service's
information systems, the fruits of which are now beginning to
emerge.

(ii) Performance indicators (PIs): the Department has developed a
set of 450 PIs, covering a wide range of both inputs and outputs.
Their purpose is to help management at all levels to identify
variations in performance so that necessary management action can
be taken. An updated package is due for publication by the end of
March. An improved, Korner-based, set relating to the financial
year 1987/88 is being developed for issue in January 1989.

S The Korner recommendations were directed primarily to the needs of
District management. The data to be submitted to the Department is
obviously less detailed than that needed by Districts, and has been
asked for less frequently (much of it quarterly, the rest annually) than
it will be needed by local managers.
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The uses of better information

s Timely, accurate, reliable and accessible information is needed by
management

* to plan effectively, and to make difficult choices between
competing needs, demands and solutions.

* to monitor the development of services and use of resources.

* to evaluate the use of resources and the quality and outcome of
care.

With the implementation of Korner and the development of PIs, local
managers now have powerful information tools at their disposal. Some
brief illustrations show what is now becoming possible.

5% On hospital activity data, for example, figure 1 at Annex A shows
for each of the Districts in a Region the average length of stay in
hospital for patients who have had a heart attack. Figure 2 gives a
similar comparison of operating theatre usage. At local level, analysis
of this kind can be further broken down by individual consultant and
valuable feedback given to consultants themselves. As a different
example, figure 3 shows the variations across Districts in attendances
at general surgery outpatient clinics. The main items of data available
on hospital activity are listed at Annex B.

6. Information on costs is being significantly improved with Korner
implementation, especially through the introduction of costing by
specialty (for hospital services) and by programme (for community health
services). Cost control through departmental budgeting is already
commonplace - by way of illustration, an extract from one hospital's
financial monitoring report is at Annex C. Since health authorities now
have greater freedom to set charges for private patients, some have for
that purpose established the average costs of particular operations in
their hospitals (using much broader patient groupings than DRGs).

e Local managers can now construct a wide range of indicators of
performance by relating costs to activity or manpower. Examples of
indicators which local managers can construct from Korner data on acute
services, services for the elderly, and diagnostic and other clinical
support services, are at Annex D.

Further improvements

8 We are building on these foundations to secure further
improvements. For example, it is important that measures of the outcome
of treatment are developed to complement indicators of activity and
efficiency. Work on outcome measures is in progress within the
Department, and a further note on this can be provided if the Group so
wishes.

94 Another key area for further improvement is information on costs.
Korner-based specialty costing is a valuable planning and monitoring
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tool, the more so when combined with the detailed activity data which is
available locally. But, as explained in Sir Roy Griffiths's paper for
the last meeting of the Group, it does not by itself allow for the wide
variety of conditions and procedures encompassed by a single specialty.
We are tackling this for two main purposes:

* "pricing', the broad determination of the resources absorbed by
given patient ''case-mix" workloads;

* control, the more precise monitoring of performance on a local,
hospital-specific, basis.

10. To be acceptable, information for control purposes must be based on
a combination of

* patient activity data in which local managers and doctors have a
high degree of confidence; and

* a system which

- attributes to individual patients and/or DRGs a significant
proportion of their actual costs (such as drugs and medical
tests), and

- apportions all other costs (such as clinicians' time,
theatre use, hotel and overhead costs) in accordance with an
agreed standard approach which offers acceptable accuracy
without detailed and expensive data collection and allocation
processes.

One of the objectives of the resource management project is to provide
output costs on this basis both by individual patient and by ®DRG.: “Such
information will be available for several of the pilot sites by 1989,
but it will be at least 1990 before comparably good information will
start becoming available on a wider basis.

11. It should be possible, using estimates, to develop more quickly
DRG-related information which is adequate for pricing purposes (although
accelerating progress would carry resource implications). There are
four options:

option A - take pre-Korner 1986-87 cost account and activity data
and apportion all costs largely on the basis of US experience. In
this way broad average DRG costs could be computed by about Easter
1988 on a national and Regional basis.

option B - as for option A, but using (post-Korner) 1987-88 data.
On this basis results could be available by October/November 1988,
provided that the problems arising from the transition to Korner
data prove manageable.

option C - use 1987-88 data, but apportion all costs on the basis
of costing samples taken from, say, 20 UK hospitals together with
the experience of several of the existing resource management
sites. This could offer results by about January 1989.




option D - as for option C, but allowing time for the development
and evaluation of the resource management project to provide a more
robust and acceptable database. This approach should allow
well-researched DRG standard costs to be generated by January 1990,
using 1988-89 data.

12. The problem with both option A and option B is that, because US and
UK clinical practice is not the same, the use of unevaluated US cost
weightings would be open to legitimate challenge. Option C does not
face the same problem, but would be subject to two major risks:

* there are bound to be teething troubles with 1987-88 data, as the
first following Korner implementation; and

* it may be more difficult to obtain the acceptance of DRGs and
other resource management developments if we proceed without the
evaluation provided for by option D.

13. The paper promised in paragraph 1 (iii) above will examine the
timetable for further action in more detail. It will consider in

particular:

* how critical it will be, in the light of the development of the
Group's work, to have DRG information at least by 1989;

* the balance of advantage between, on the one hand, introducing
the DRG changes quickly and, on the other hand, introducing them

more slowly but after full evaluation and consultation;

* whether it would be desirable to discuss option C with the
medical profession; and

* the scope for early trials of pricing and control systems.

February 1988 DHSS
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ANNEX A

Figure 1
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Annex B

Examples of hospital patient activity data available (at consultant

level where applicable)

Number of consultant episodes by diagnosis

Length of stay

Bed turnover interval

Bed occupancy

Bed throughput

Number of cases operated upon

Number of outpatients persclinic

Number of day cases

Waiting lists and waiting times

Accident and emergency cases
‘ Numbers of laboratory requests

Numbers of diagnostic procedures eg. Xray, ECGS.
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RESOLVE 222 20 70
21: 17 22nd Dec 87 Variance on Budget - year to date
Personnel
£000 g N ___Variance on Budget - 7 months to Oct.87 =
-80 -40 -20 0 20 40 60
L s A : * = 3 4 J

70 Total Personnel & Accommod.

71 Personnel

72 Training

73 Accommodation charges
74 Staft Residences

75 Administration

76 Medical Records

77 Medical Administration

78 Other Personnel

RESOLVE ; 222 20 80
21: 19 22nd Dec 87 Variance on Budget - year to date - '

Hotel Services

£060 Variance on Budget - 7 months to Oct.87

-40 -20 0 20 40

80 Total Hotel Services

81 Catering - New Contract
82 Monitoring

83 Domestics - New Contract
84 C.S.S.D. ¥

85 Transport

86 Sewing Room

87 Porters

88 Operating Theatres

89 Other Hotel Services

* Central Sterile Supplies Department




PROGRAMME - DESCRIPTION OF INDICATOR @ TYPE
ACUTE
SERVICES
Patients Actual cost per consultant Efficiency
using a bed episode by acute specialty
Day care Actual cost per attendance Efficiency
patients (day care patients) by
acute specialty
Out-patients Actual cost per out-patient Efficiency
attendance
Accident Accident and emergency Effictency
and cost per attendance
Emergency - Accident and Emergency
Department department
SERVICES FOR
THE ELDERLY
Patients Actual cost per occupied Efficiency
using a bed day - geriatric
Bed specialty
Oout Actual cost per Efficiency
patients attendance (out patients)
- geriatric specialty
Day Care Actual cost per Efficiency
patients attendance (day care
patients) - geriatric
specialty
Manpower / Total annual staff costs Efficiency/
Community of 'District Nursing stafft Provision
related to the resident
population aged [65+]
Chiropody Total staff cost (chiropody Access
Services staff) related to the

resident population
aged 75+



[~ ] . TOUTeN IR LT e
5 R RS R
3 ‘

Gy = KD e ;i

PROGRAMME DESCRIPTION OF INDICATOR TYPE

DEPARTMENTS

Pathology Total cost related to Efficiency
unweighted reguests for
each pathology specialty

Total staff cest Efficiency
(patholoygy staff) related

to unweighted requests

for each pathology specialty

Radiology Total cost of radiology Efficiency
services related to 100
weighted requests

Total staff cost Efficiency
(radiology staff) related
to 100 weighted requests

Radio- Total radiotherapy costs Efficiency
therapy related to exposures -
Radiotherapy departments

Nuclear Total cost (nuclear Efficiency
Medicine medicine) related to
weighted requests

Medical Medical physics revenue Efficiency
Physics expenditure per number

of courses of radiotherapy

given

Medical physics revenue Efficiency
expenditure per 1000

unweighted radiology

requests

Medical physics revenue Efficiency
expenditure per 1000
weighted nuclear medicine



DESCRIPTION OF INDICATOR

TYPE

Pharmacy

Operating
Theatres

Chiropody

Dietetics

Occupational
Therapy

Speech
Therapy

Catering

Domestic/
Cleaning

Portering

Total staff cost (pharmacy
staff) related to
occupied bed days

Total staff cost (pharmacy
staff) related to
consultant episodes

Qualified pharmacists (WTE)
related to total drugs
expenditure

Total pharmacy staff (WTE)
related to total drugs
expenditure

Total cost of Operating
Theatres related to
operating hours

Total staff cost ' (theatre
staff) related to occupied
surgical bed days

Total cost (Chiropody
services) related to 1000
resident population

Total cost (Dietetics
services) related to
1000 resident population

Total cost (occupational
therapy services) per 1000
resident population

Total cost (speech therapy
services) related to 1000
resident population

Total cost (patient
catering) per occupied
bed day

Total cost (domestic
services) per 100 sq
metres cleaned

Total staff cost (portering
staff) related to 100
weighted bed days

Efficiency

Efficiency

Workload

Workload

Efficiency

Efficiency

Efficiency

Efficiency/

Provision

Efficiency/

Provision

Efficiency

Efficiency

Efficiency

Efficiency
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NHS BUDGETING AND RESOURCE MANAGEMENT : Note by DHSS

Introduction

17 This paper offers a factual summary of current developments in budgeting
within the NHS. It complement paper HC6 on "information for management'.
Background

2 Since the 1974 reorganisation of the NHS there has been a considerable
sophistication of financial reporting within the Service. The extension of the

management accounting function within finance departments has improved the
content and timeliness of budget reports. Increasing computerisation has
facilitated better workload statistics and manpower reporting as part of overall
financial management. In the majority of Districts, managers can expect to
receive payroll based reports within 10 days of the month end; some managers
will be receiving weekly activity and cost reports.

Links to Planning

S Lt ass a” trudismes that s budget is a costed plan'", and the necessary
preliminary to the budget setting cycle should be the planning cycle. In most
health authorities, however, only plans for new services or curtailment of
existing services have an impact on budgets, whilst cost improvement programmes

tend to be finance-driven and not seen as part of the service plan. The
implementation of general management, together with a sharpening up of the
planning process in the past two or three years, have stimulated greater

integration. But the focus of budgeting still tends to be on marginal change to
existing functional budgets rather than on a fresh look at output plans.

Current Budgetary Practice

4 There is no statutory or defined cost centre structure in NHS hospitals for
budgetary reporting. Given that hospitals have different management structures,
there will continue to be local variations. But there are a number of natural
cost centres. Typically, budgets will be set, and individuals held accountable,
for:

(i) major diagnostic departments such as radiology, chemical pathology
and pharmacy.

(i) other medical and para-medical services such as physiotherapy and
psychology.

(iii) ancilliary services such as domestics/cleaning, portering, transport
and estate management.

5. Although in some areas - physiotherapy for example - budgets will tend to be
just a financial reflection of a manpower quota, most cover workload as well as
resources. Many hospitals have undertaken detailed costing and budgeting
studies in departments like radiology. In addition, the competitive tendering
programme has ensured cost centres such as catering have had their budgets more
carefully scrutinised.

MH.11




6. More variation is found in the cost centres associated with nursing staff
and medical and surgical equipment. Many (but not all) hospitals have set up

~wards, operating theatres, out-patient clinics and so on as cost centres. But

there have been technical difficulties associated collecting data routinely on,
for example, the use of consumables by a ward; and also problems of
responsibility, for instance agreeing locally who is accountable for the
operating theatre budget.

Input Budgeting

Tes The well established systems for monitoring actual against expected
financial performance have served the NHS well in supporting strong financial
controls. But current practice remains directed primarily at controlling

inputs. A classic illustration of the problem this poses is the accountability
of the budget holder of (say) radiology. Whilst he can be expected to run his
department efficiently and produce each X-ray with the minimum labour and
materials consistent with quality, he cannot be expected to control the volume
of X-ray requests. Establishing this aspect of budget setting in turn requires
information systems which can relate patient activity to inputs in the ways
described in paper HC6.

Output Budgeting

8. There have been a number of local experiments in the development of budgets

which are better related to outputs. These have often been in teaching
hospitals, frequently centred around '"high-tech" specialties such as renal
medicine. The nature of this and similar specialties - high cost, low patient

volume, expanding, and relatively discrete in costing terms - meant that budgets
could be constructed around forecast patient numbers and agreed treatment
protocols.

9. Attempts to develop this process on a comprehensive basis across a

hospital were formalised with the management budgeting experiments which
preceded the current Resource Management Project. Despite a number of
weaknesses in these first experiments, they did provide systems which could be
used to start the budget setting process with forecasts of patient numbers and
to provide a much stronger link to the planning process.

10. There are probably now some 50 hospital sites in the UK with at least a
rudimentary form of output-driven budget setting. The timetable for developing

a more sophisticated approach based on '"diagnosis related groups'" (DRGs) is
discussed more fully in paper HC6.

February 1988 DHSS
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HE18

HEALTH CARE SYSTEMS IN OVERSEAS COUNTRIES : Note by DHSS

1158 Attached are a set of notes on the delivery and financing of health care
Systems in a selection of OECD countries, namely:

Australia (A)
Canada (B)
Denmark ()
Finland (D)
France (E)
Germany (F)
Netherlands (G)
Sweden (H)
New Zealand )
United States (1)

The notes are lntended to be brief and for information only. The Ministerial
Group may wish to explore individual Systems in more detail at a later date.

2o “Dite Group may also Bind it helpful to have a fuller comparison, including
Parameters additional to those in the attached notes and covering, for example

* differences in total health expenditure
% a breakdown of health expenditure between different health care
sectors and within sectors, including the efficiency with which

resources are used

2 comparisons between tax based and non-tax based systems, including
the impact on people's incomes, administrative costs, and so on

L output comparisons
* differences in health status.
February 1988 DHSS
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SECRET

AUSTRALIA A

Administrative Organisation SR

The federal ‘government has legislative Powers over the provision of
pharmaceutical, hospital and Sickness beneflits and medical and dental
Services:

The supply of health care facilities and the' operation of health
Services js shared between the state governments and the Private
SEecter:

Local authorities have limited powers and responsibilities for the
Protection and Promotion of public health .

Coverage

A universal heal th insurance scheme (Medicare) eperetes throughout
Australia with residency as the sole eligibility Ccriterion.

Medicare reimburses in full the cost of inpatient‘ and outpatient
treatment ang accommodation in Public hospitals. Patlenps contribute
towards drug Prescription costs with a flat rate fee per item.

Medicare does Not cover dental services, home nursing, pPhysiotherapy
and chiropracters-

Individuals can upgrade the basic Medicare service through private
insurance/ out-of-pocket Payments._

Delivery of sService

Primary care

AsS. 18 the Uk the general Practitioner acts as the gatekeeper to the
health Service.

Of the 390 Per cent of Practitioners in Private prectice 40‘per cent‘are
GPs and the Fest are specialists who hold Part-time salaried hospital
Posts with (limited) rights of pPractice.

Secondary care

About 30 per cent of general shor t-stay hospital beds are in public
hospitals and the relatively high bed to population ratio means that
waiting lists are virtually non-existant. Private hospitals, which tend
to be owned by doctors, are licensed by the state health authoriFy_w;th
responsibility for standards of accommodation, staffing, facilities
and records.

Patients on  admission (either by referral or through the_ A&E
depar tment) elect to be treated either as a hospital®’ or ’pPrivate’
Patient. The former are treated by hospital clinical staff and the coet
reimbursed by Medicare. The latter are treated by the doctor of their
choice and must pay a user fee.

Source of funds

1.25 per cent of taxable income (from all sources) over and abeve
specified thresholds. There are exemptions for Pensioners and social
security beneficiaries-
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State dovernments provide the major share of capital funds for public
hospitals. In addition individual hospitals may ralsgi bank }°§P§,
Suaranteed by the state health authority. SR e - S

Hoseltal[ Doc tor reimbursement

Public hospital oPerating costs are reimbursed by the federal and state
governments _ There are no government subsidies for private treatment
and patients Pay the fui1] COSt:

Genera] Practitioners are paid on a fee-for-service basis. Full-time
hospital doctors are salaried, the dwards set by an independent wage
fixing tribunal .



. SECRET B

. 3 ~Administrative organ Leatten, o :

The Department of National Health and Welfare administers “national
Programmes, monitors Provincial compliance with condlthns of
legislation and provides Provinces with technical, consultative and
Co-ordinating services.

Provincial health care systems are self-contained. FEach authority
administers its own health insurance plan, assesses hospital and
medical claims, pays Providers and monitars all aspects of the
Progr dmme _

Coverage

Each province Funs a universal medical insurance scheme which is
pPortable from Province to province. Coverage is compulsory but some
opting out is Permitted in Ontario and Alberta. Services covered vary
between Provinces but typical exclusions are cosmetlc. surgery,
Prescription drugs for those under &5 external appliances and
ambulance transport .

Delivery of service

Primary care

office-based ( as against hospital ) private Practice but with hospitgl
Privileges to admit and treat/ supervise the treatment of their
Patients.

. All providers are autonomous. Some 70 per cent of practitioners are in

Secondary care

Over 90 per cent of beds are in nonfederal hospitals of which just 2
Per cent are in Proprietory institutions. A further 2 per cent of beds
are in federal hospitals and the remainder are in provincial mental
institutions. Hospitals are owned mostly by communities or by
charitable institutions.

Sources of funds

The bulk of the cost of the Canadian health Service is et from
Provincial general revenues. The Federal government makes contributlons
to the provinces through block grants, conditional on the Provinces
meeting federal Programme requirements. Employer/employee contributions
vary between Provinces as do user charges. Physician services tend to
be re-imbursed im full .

Hospital/ Doctor reimbursement

Hospital operating costs are met from annual Prospective global budgets
controlled by the Provincial government. Capital budgets are granted
. Separately on specific approval of the proposed investment.

Doctors are reimbursed either on a fee-for-service basis if
self-employed (in  either the primary or secondary sector) or an a
salary if employed by a hospital or health centre.
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DENMARK

. Administratijive organisation

= FLIRETITSERRE T Tays iont the legislative framework and under takes
supervision and control of the health pProgramme .

County councils with responsibility for hospital services, and the

National Health Insurance scheme are responsible for curative health
services. Preventive medical services fall to the municipalities.

Coverage

As in the Uk all residents dare guaranteed the right to free medical
care lirrespective of income.

Delivery of service

Primary care

Primary health Services: are organised on a similar basis to the UK.
Patients are treated by general practitioners in private Practice with
access to a wide range of community health services. If appropriate
Patients are referred to sPeclialists outside the hospital system. This
group of practitioners Provides most services traditionally supplied
in the UK by outpatient facilities.

Patients can choose between two types of gp service:-:
']

. —free treatment by a gp of their choice with whom they agree 1;0 stay
for at least one year. 95 per cent of the population opt for this.

“unrestricted access to any GP or Specialist with the patient paying
the Practitioner’s fee and part of the cost of treatment.

Secondary care

Almost all the hospitals are publicly owned. Treatment is free and
Patients are admitted on referral by GP or through A&E service. A few

Source of funds

Almost the entire cost of the Danish health system is borne by the
local and state government out of general taxation and rates.

In addition charges are levied on
—adult dental care
—physiotherapy

—sSpectacles

with exemptions for patients on low incomes.



Hospital/ Doctor reimbursement

Doctors are under contract to local government and are paid either on a

straight capitat{9974fge;41£openhagen)—VGF»fbV*‘capitaticn“‘pTU§*WhT§éw

—fOY:SE?Viééff(fgSt of the country). Specialists are paid on a
fee--for-service hasis and where employed by hospitals can engage in
Private practice outside normal working hours either on Fhelr own
Premises or at the hospital. If the latter there are regulat10qs_a§ to
the time, extent and user Payments to the hospital for facilities,
staff and instruments

Hospitals are financed by local government .
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Administrative Organisation

Iﬁgm‘Ministtyw~of~Socia&*AffairS*éﬁa”ﬂéﬁlfhféUEEFVises three National
Boards of of Heal th, Social Welfare and I ahour Protection. The
Provision of health services falls directly to the municipalities, or
communes, which effect delivery either singly or in combination with
other communes .

ﬂnveragc

All residents are covered by 3 Predominantly public financed
system.Private insurance schemes exist but these are mainly involved in
compulsory accident insurance which covers the cost of health care
resulting from work or traffic accidents.

Delivery of service

Primary care

The basic unit of health care is the health centre run by a commune or
federation of communes. The health centre is a functional medical unit
which may have more than one physical location. The Services proyided
cover basic GpP care, school health, dental care, and vetinary services.
Almost all have some beds, X-ray and laboratory facilities.

One fifth of pPhysician services in the Primary sector are pPrivate.
Health centre doctors may treat private patients but not in the health
centre.

Secondary care

Virtually all hospitals are Public hospitals owned by a federation of
communes in each of 21 central hospital districts. Some 5 Per cent _of
hospitals are Private and may or may not be subsidised. 1In addition
state hospitals Can have upto 10 Per cent of its beds designated as
Private.

Sources of funds

Health services are funded from general taxation levied at central

and/or local level. Gross hospital costs are shared between State and
commune, the richest receiving a subsidy of 30 per cent and the poorest
a subsidy of g Pertcent. . {(Similar arrangements apply to health
centres) .

than 1
are levied on outpatient visits and inpatient admissions as a day fee

Hospital doctors are salaried as are health centre Practitioners.
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Administrative Oorganisation

—There —ig considerable central regulation of hospital plann@nq and
spending with regional governmenls in control of administration and
funding.

Coverage

The national social insurance system is virtually universal.

Delivery of service

Prlmary care

Medical care js dispensed by general practitioners and specia;isps in
Private practice. There is no limit on access to, nor pPrescription of
care by, the Practitioners and no referral by GPs to sSpecialists.

A small but growing number of health centres have been estgbl@shed in
recent vyears managed by community groups and friendly socleties. The
centres are officially recognised by the sickness insurance funds and

Secondary care

Some 70 per cent of beds are in publicly owned (mainly by local

government) hospitals. Some private owned hospitals are agthorlsed to
. Operate as part of the public system accepting an obligation to treat

patients round-the-clock.

Most private facilities are used for maternity and elegtive surgery
and are about 12 Per cent voluntary and 18 per cent Proprietory.

Sources of funds

Health care expenditure is financed from-

—employee/employer social security contributions (which cover cash
benefits too)

—Patient charges. These cover roughly 25 per cent of doctors’ and
dentists’ fees, 20 per cent of hospital treatment costs plus a small
"hotel’ charge and between 30 and &0 Per cent of the cost of prescribed
medicines. (Social assistance beneficiaries are exempt as are consumers
of essential care for serious and long term illnesses, maternity and
neo-natal services).

—government contributions from the proceeds of automobile insurance
Premiums as well as a tax on pharmaceutical advertising costs,alcohol
and tobacco. In addition the government pays lump sum subsidies towards
hospital capital and operating costs.

‘ Hospital/doctor reimbursement

Hospitals receive about 20 Per cent of their operating costs direct
from the Patient and the rest from the sickness insurance funds by way
of Prospectively set global budgets.



SEORET

Capital costs are recovered in part through amortisatioq allowances in
the per diems and charges. The balance of costs are financed through
Subsidies from the central and local governments. o

In the primary sector Rractitioners receive a - state approved

fee—for—service (health centre physicians are salaried) . Im  the

hospitals doctors are pPaid a salary in the pPublic sector and receive a
fee—for—service in the Private sector.
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Administrative organisation

Central government is resppnsiglg,Fon;nyerallgsupervision of the social
insurance"*systéﬁ”'and"heélth matters in general BRE i e EHA state
governments (Lander) that determine hospital capacity and have
executive and legislative Powers to fix hospital per diems, capital
expenditure etc.

Coverage

Some 90 per cent of the Population is covered by the sickness insurance
scheme. The remaining 10 per cent (mostly high earners and the
Self—employed) are covered by private insurance.

Delivery of sService

Primary care

Primary heal th services tend to be delivered by general Practitioners
In private Practice, but as in France, since patients can consult
Speclialists directly, GPs do not have a monopoly on Primary care.

All social insured patients gain access to the health system either
through a gp Or specialist who must be a member of 3 physicians’
Oorganisation or panel . Outpatient services are provided by
’polyclinics’, outpatient clinics (establishments with at least 3
Specialised departments), doctors practices and district nurses.

Secondary care

The hospital sector is confined almost exclusively to inpatient
Services._ Except in an emergency, admission is on referral by a panel
doctor. The doctor’s referral must be submitted in advance to the

sickness fund for approval of cost, otherwise the patient must pay in
Gl

Over half the hospitals are Publicly owned by the local commugities-
Some 35 per cent are private non—-profit making and the remainder are
Proprietory .

Source of funds

Health service expenditure is financed from-

—employer/employee social security contributions with an upper earnings
limit: " . Re & result of measures introduced 1last vyear (primarily
increased charges and reduced coverage for ’inessential treatment?’)
these contributions will be reduced in the future.

= patient charges eg Prescriptions (with exemptions for
children,pensioners, the disabled and expectant mothers), ’hotel’
charges for the first fourteen days in hospital and transportation
charges._ New or increased charges have been announced for
Prescriptions, sSpectacles -hearing aids and dentures.

—government subsidies for particular occupation schemes and grants for
hospital capital expendi ture.
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Hospital /Doctor reimbursement

Hospitals are under contract to the sigkness_fundsfmbBQS}C Operat;ng
costs are reimbU?§§a”fﬁ?aﬁgﬁggFagggEEIVe (hospital specific) per diem
rates negotiated between the hospital and the regional sickness fund-
These rates are subject to approval by states governments. For opFlonal
extras such as single room accommodation and treatment by a Particular
doctor the patient is charged directly.

Capital costs are financed by federal, state and local authorities
directly out of taxation.

Regional physician panel< contract with the sickness funds to provide
care for the insured on an annual lump sum basis. The lump sum is then
appor tioned among Participating doctors on a fee-for-service basis.
Hospital doctors are salaried.
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Administrative organisation $ i i) SRR Py, =

Both national and regional government have responsibility for health
sector planning and the construction of facilities and the acquisition
of major items of medical equipment require a government issued
licence.

Coverdge

Social insurance with an approved sickness fund is compulsory for all
employees under retirement age and earning less Lhan a fixed amount.
Individuals remain compulsorily insured Post retirement, as do social
security beneficiaries and all dependents. This covers some 70 per cent
of the Population. The remainder are covered by private insurance.

The ’Exceptional Medical Expenses’ scheme covers the cost of medical
care in cases of prolonged illness or disability requiring
hospitalisation of more than a Year or nursing home care for the
elderly or chronic sick. It is compulsory for all residents.

Delivery of sService

Primary care

Patients register with a general Practitioner contracted to the social
insurance scheme who ejther treats the patient directly or refers him
to a specialist operating in private pPractice from the outpatient
department of a hospital .

Increasingly gp services are being provided in health centres alongside
dentists and dispensing chemists._

Secondary care

Some 90 per cent of hospitals are Privately owned and ISLIRIE S o
non-profit bais DY e il communities and religious orders. The
remainder are owned by the municipalities. Hospitals maybe fur ther
classified according to whether they are ’open’ oy ’closed’. In the
former the Patient is free in the choice of specialist who in turn has
right S of access to the hospital. In the latter, there is a contract
with a team of Specialists the members of which treat patients to the
exclusion of all other specialists.

Admission to hospital is via GP or specialist referral.

Sources of funds

Health service expenditures are financed from

—equal employee/employer Percentage social Security contributions for
ordinary care but with additional employer contributions for the
’Exceptional Medical Expenses’ scheme

— patient charges for Prescriptions, some dental treatments and
artficial limbs and appliances

— annual lump sum government subsidies for the ’Exceptional Medical
Expenses?’ scheme.
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Hospital/ Doctor reimbursement

Hospital and doctors contract to thgiggg;al,insgrance,scheme-and = § 8
Paid dlrgctly<by—£he~sickness‘fuﬁa§j

GPs arec paid 4 capitation fee, however, the size of the fee is related
to the number of Sickness fund Patients registered with him.
Compensation for.: the fixed costs of practice are Paid out to some
maximum number of registered sickness fund patients. 1In addition GPs
with Privately insured Patients receive Payment on a fee-for-service
basis, direct from the Patient who is subsequently reimbursed by the
insurer .

Specialists are paid on a fee-for-service basis and on a ;cale agreed
with the sickness fund (for sickness fund patients) . Hospital doctors
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Administratijve organisation

The Ministry of Health and Social Welfare determines pelicy. An
independent supervisory body, responsible to the government
(not the ministry) is the main enforcement and planning agent
but executijive responsibility for all public medical services
falls to the 23 counties and 3 municipalities.

Coverage

The national health insurance scheme is compiil snry for all who
live and work 1n Sweden. It provides protection aga}nst loss of
income due to il Resss injury, disability or childbirth.

Benefits include Part of the costs of Primary care services,
outpatient services in hospitals and consultations for
ilnpatient treatment. Dental services are free upto the age of
19. Sickness benefits under the scheme amount to 90 percent
of income upto some fixed maximum.

Delivery of service

Primary care

’Family’ doctors are emploved by the counties/municipalities as
district health officers Providing community care in health
centres. However, the use made of primary care facilities is
remarkably low due in Part to an ’over-investment’ in hospital
(including outpatient) based services to which patients have
direct access without the need for GP referral. Currently only
a third of all ambulatory physician visits are to district
Physicians (as against 50 per cent at hospital outpatient
climcs)e

Secondary care

Only 6 per cent of hospitals are privately owned and ?here are
no private facilities in Public hospitals. Most hospitals are
owned by the counties/ municipalities.

Highly Specialised hospital care is provided by six health care

regions and is regulated by agreement between the county
councils.

Sources of funds

Some 65 per cent of Sweden’s health care service 1is financed
from employers’? contributions. A further 15 per cent comes from
state grants and the rest from patient charges.
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Hospital/doctor reimbursement

Hospital operating costs are met from annual budgets controlled
by the local community councils. Capital costs are community
financed by means of a specific appropriation voted by the
community councils-

Docturs in the Public sector receive a fixed salary for a fixed
number of working hours and are prohibited from receiving
direct Patient fees for inpatient or outpatient services.
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Administrative Organisation

The Department of Health defines sector wide priorities and funds and
oversees:

(1) Hospital boards (and the area health boards that are gradually
replacing them) . These plan and control Public hospitals and (in the
case of health boards) public heal th .

(2) Health benefits that subsidise privately provided general
Practitioner Sehviices = Pharmaceuticals, laboratories and private
hospitals.

Coverage

Health care is available to all "esidents. The cost of hospital care in
Public hospitals is borne entirely by the state. Patients contribute to
the cost of primary care and some 30 per cent of the population has
Private insurance to cover these charges. Free dental services are
limted to those under 1é& years old.

Delivery of service

Primary care

Primary health is delivered by Private practitioners in a contractual
arrangement with the State. Patients do not have to register with any
Particular doctor. For access to specialist and hospital care general
Practitioner referral i1s usual; it is obligatory if health benefits are
to be claimed. Choice between public hospital specialist services (for
which there is no charge ) and private specialist services (for which
Patients pay at a subsidised rate ) is determined in part by assessment
of waiting times, convenience of location and flexibility of
appointment systems.

Secondary care

Private hospitals account for about 14 per cent of surgical and medical
beds, 55 per cent of geriatric beds and 21 per cent of all hosp@tal
beds. Hospital care is subsidised in the private sector and provided
free of charge in the public sector. A high proportion of pathology and
radiology is done Privately, is free or heavily subsidised to the
Patient, and ijs used extensively by the smaller hospitals on a
contractual basis.

Sources of funds

The public sector meets over 280 per cent of the total health care cost
financed Primarily from general taxation (with minor exceptions funded

directly from the Accident Compensation Commission). A further 15. per
cent represents out-of-pocket payments to meet the costs of GP V}51ts
(the State meets only half these costs) and pharmaceuticals

(prescriptions are Subsidised with larger subsidies available for
children and elderly) .

Hospital/Doctor reimbursement .

Public hospitals are funded through budgets allocated on a .RANF type
basis to Hospital Boards. Private hospilals receive subsidies in the
FOEMEOTE o DEF - 2l o e e e, e sl I
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General —practitioners and specialists receive from the State a flat
rate fee for items of Service performed during nurmdal hours. Fhis “is
enhanced for night,holdiay and week-end work and for treating certain
categories of Patients eg the elderly, children and chronically infirm.

Patients Pay the excess direct to the GP upto a maximum charge set by
an independent body. Full-time hospital doctors are salaried.
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Administrative organisation

The Federal government’s direction of the health service is limited to

the,g,provisiOHﬁ—oF”*monrés “tied to specific legislation and the
regulations that flow from that leqislatinn.Planning is undcrtaken at
state dnd local levels. Licensure of both practitioners and hospitals

falls within the powers of the state government.

Coverage

US health care Systems combine public and private interests and
institutions. Some 90 per cent of the population is protec?ed by
Private health insurance or a government programme or a combination of
both.

The two main governemnt programmes, Medicare and Medicaid account for
about 30 per cent of health care spending. Medicare is run by the
Federal government for the elderly (over 65) ; Medicaid is a
federal/state funded programme covering the needy, regardless of age.
Many Medicare pPatients take out top up’ insurance to cover charges
(mostly Physician fees) not fully reimbursed by the scheme. Service
coverage for Medicaid is wider than for Medicare but usually excludes
dental services,prescribed drugs, eyeglasses and intermediate care
facilities.

Delivery of service

Patients have a significant amount of freedom to select the physician
of their choice and the hospital in which care will be provided. The
pPrincipal constraint is whether or not the chosen physician has the
Privilege of admitting patients to the hospital of the patient’s choice

Primary care

Most physicians are in private practice and there is no clear
demarcation between the role of the general practitioner and the
Speclalist._Patients have direct access to both, who will then refer to
a specialist /other specialty service as appropriate. Physician
Practice is office based -house calls are very rare.

An increasing number of physicians —approximately 25 per cent - now
Practice in single or multi-specialty groups. Health Maintenance
Organisations (HMOs), where the emphasis is on Prevention, tend to be
large multi-specialty groups which contract with a population (usually
an employee group) to Provide comprehensive health services in return
for regular Payments, irrespective of whether the enrolled use service
or not.

Secondary care

owned of which some 35 Per cent are in non-profit making institutions.
The rest are federal (intended for the armed forces, veterans and
American Indians and not accessible by the general public) state and
locally owned.The latter have provided a charitable ’last resort’
function and their importance is diminishing.

Access to private hospitals is by the referring physician with rights
of practice, who Personally provides /supervises hospital care and
determines when to discharge the patient.



Sources of funds

Federal ,and,ﬁloeaflfst-arte*govm"’nment monies together account for just

over: 40 percént of direct total health expenditure. The remaining 60
Per cent divides equally between direct out-of-pocket _Payments and
third Party (insurance) Payments. Medicare is a social 1nsurange
Programme. gne Part covering hospital,nursing home and home care is
financed through the social security system by compulsory salary
deductions. The second part covering physicians services is flnanged by
general taxation and  voluntary contributions. ﬂedicald is a
non—contributory Programme financed from general taxation.

Hosgital/doctor reimbursement .

Since 1984 the Federal Medicare Programme has reimbursed hospitals on
the basis of Prospectively established payments Per case (diagnostic
related groups (DRGs) ) . Individual state Medicaid systems and private
insurers use a3 variety of approaches, pPredominantly retrospective cost
or charge based.

fixed-Pr1nc1pal government subsidies for capital are through the tax
exemption of financing instruments for health care institutions.

Patients Pay on a fee-for-service basis in the Primary sector but
doctors may be reimbursed Nty variety of ways ranging from
fee-for-service to salary to Percentage of group income (for group
Practices and HMOs) _Hospital doctors are either paid on fee-for-service
basis or a salary.
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SECRET
GREATER COMPETITION IN THE NHS HC 9
Note by HM Treasury
Ly The NHS is an administered rather than market-based system.

There is little effective competition between suppliers and little
financial incentive to attract customers. This has 1led outside
observers to discuss the "internal market" and other means of

introducing market forces.

25 The essence of a market-based system is a distinction between
buyers and suppliers. At present patients do not act as buyers, as
they do not pay directly for services; there is little charging
for services; and there is little competition between alternative

suppliers. Many possible models can be envisaged, for example:

Within hospitals: hospital managers as buyers, clinical

teams as suppliers.

Between hospitals: districts or GPs as buyers, hospitals

(public or private) as suppliers.

Between districts: one district as buyer, another as

supplier.

For all health services: amalgamated district/FPC as buyer,
contracting GPs, hospitals etc as

suppliers.

We do not need yet to construct detailed models. But we need to
identify the conditions which must be fulfilled if an element of
competition is to be introduced into the NHS. This paper should be
read in parallel with that on providing consumer choice; it should
be noted that the objectives of choice and efficiency do not

always coincide.
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3. If suppliers are to be able to compete with each other in a

way which improves overall efficiency:

——————————————+they need finaneial incentives to attract customers; =

- buyers need information on which to base their decisions

and budgets to encourage cost-effective choice.

Without all these, there is a danger that competition would be
solely in terms of quality of service, and hence generate further
cost pressures. Choices in the system need to be reinforced by
financial transactions which determine resource allocation: in

other words, the money should follow the patient.
4. This brings us up against a fundamental problem: service
delivery is organised in a completely different way from the

allocation of resources.

55 Service delivery is dealt with by the medical profession. It

' starts with the patient approaching his GP. Two distinct stages
follow: diagnosis and treatment. The GP may do both himself (eg by
writing a prescription for an antibiotic). Alternatively the
diagnosis may be clear, but he needs to refer the patient to a
hospital consultant for treatment. A third possibility is that the
patient is referred to a consultant for diagnosis, and perhaps
onwards within the hospital system several times before eventual
treatment. In the course of treatment, the consultant and his team
will call upon a number of specialist services: radiology;

pathology; physiotherapy; occupational therapy; and so on.

6. Resource allocation 1is 1largely separate from this process,

Funds are allocated by districts to hospitals, and within
hospitals, on the basis of an overall assessment of needs. Efforts
are of <course made at all 1levels to accommodate cilsitnid call!
requirements. But the structure - from PES to RAWP to day-to-day
decisions in hospitals - is quite different from the «clinical

decisions described above. Thus, the level and quality of service
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' has little bearing on resource allocation and, c¢onversely, there
is 1little resource incentive to improve performance. Indeed there
. exist perverse incentives not to improve efficiency. A surgical
———————team that —improved —its efficiency and so was able to treat more
patients in a year would, as a result, also have higher costs and
so would risk coming up against its budget limit before the year

end, as may have been happening in the current year.

T Even within the present organisation of the NHS, competition
could be introduced 1into at least some of these decisions. One
form of the "internal market" - with districts trading with each
other and the private sector on the basis of comparative cost -
could be introduced once the better costing information now in the
pipeline starts to come through. Clinical budgets, with medical
support services as cost centres, offer the prospect of

competitive tendering for pathology, etc. Good progress has been

made in competitive tendering for ancillary services, with
cumulative savings now over £100m a year, but no steps have yet

been taken to introduce it into clinical areas.
8. In considering specific options for changing the future
structure of the NHS, the following criteria need to be met if the

result is to be improved competition:

a. Does the new structure clearly distinguish buyer and

supplier?
B Is the buyer in a position to make informed choices?

o)s Do resource allocation decisions match up with clinical

decisions?

dis Is the good supplier thereby better rewarded than the

less good?

e. Are there 1incentives for suppliers to maximise their

‘ efficiency?
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CONSUMER CHOICE

Note by H M Treasury

Objectives and scope

There are two main objectives in extending consumer choice in health

cares:

(a) the ability to exercise choice is desirable in itself:
and

(b) choice stimulates competition among the suppliers of health
care and so encourages greater responsiveness to consumer

demands.

Moreover, if associated with appropriate financing mechanisms, choice

enables individuals to decide for themselves how much they want

o spend” on health ‘care: In this connection, it is important to
be clear about the appropriate role of the state - see Annex.
2 There are, however, a number of potential constraints:

- it 1is not generally realistic for consumers to exercise

choice over clinical decisions. This would be impossible
in relation to, for example, much casualty work. But there
is greater scope for patient choice in other areas (eg

maternity) and more generally giving patients more information

about the clinical alternatives;

— consumer choice may in some circumstances conflict with
efficiency. For example, an internal market under which
health authorities traded with each other (and with the
private sector) would imply directing patients to particular

hospitals and so overriding consumer choice:
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" - if health services are provided free at the point of use,
consumers have no incentive to be cost-conscious; allowing

more choice is thus 1likely to put wupward pressure on

expenditure, as patients would generally choose on the basis

of quality rather than cost.

If steps were taken to introduce greater choice, therefore, it would
need to be clear that the benefits outweighed the costs inevitably

associated with it.

B Leaving aside clinical decisions, where the scope is limited
as explained above, the main areas for the exercise of consumer

choice are as follows:

(a) choice of doctor (GP and consultant);

(b) choice of place of treatment (eg choice of hospital);

(c) choice of timing of treatment;

(d) choice of optional extra (eg better hotel services in
hospital); and

(e) choices indysEi naneing (eg in insurance-based systems
consumers may be able to choose between alternative levels

of cover according to the premiums paid.

Present system

4, In principle, NHS patients already have the right to choose
their GP and also the NHS hospital and consultant from whom they
are to receive their health care. In practice these choices appear
to be 1little exercised: very few people change their GP except
when moving to a different 1locality; and most people rely on the
GP to refer them to a consultant. One major reason is lack of readily

available information on the services available.



SECRET

. Little choice 1is offered by NHS hospitals over the timing
of treatment, eg out-patient consultations or non-urgent operations.

Nor do patients have any choice over the standard of hotel services.

—The—one —optional —extra available —in NHS —hospitals —is —use—of —an

"amenity bed" in a separate room, on payment of a relatively small

charge; but take-up of this option is low.

6. These limitations in the NHS mean that the main route for
patients wishing to have more choice is to go private, usually by
joining a private health insurance scheme. But itha siEys Fallcesitily
decision, as it effectively means paying twice for part of their
health care. And it is only by going private that patients are
able to exercise any choice over the financing of health services,
as there is no scope under the NHS either for opting out (ie providing
for ones own care in return for reduced contributions to the state
system) or for topping up (ie paying at the margin for extra

services).

Options for increasing choice

T Some steps are already being taken to extend the scope for
consumer§# choice W in* "the: "NHSH For example, the 1987 White Paper
"Promoting Better Health" has as an objective "to give patients
the widest choice in obtaining high quality primary care services".

To this end it is proposed:

- to improve the availability of information on 1local health
services, including discussion with the General Medical
Council of the removal of the ban on advertising by GPs;

- to make it easier to change doctor; and
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. - to raise the proportion of GPs' incomes accounted for by
capitation payments, so as to provide a greater financial

stimulus for GPs to be responsive to patients' wishes.

8. Other options within the present structure include:

(a) improved provision of information, along the 1lines of
the primary care White Paper but extended to the whole
range of health services. This might involve improved
communication between GPs and hospitals on the hospital
services and specialists available and on waiting times
in different locations;

(b) more choice over the timing of hospital treatment, for
example by requiring hospitals and consultants to offer
alternative appointment dates and the option of short-
notice cancellation bookings for out-patient attendances
and elective surgery;

(c) increased provision of optional extras in NHS hospitals,
available for a fee. As well as separate rooms, these
might include special menus, accomodation for visitors

and facilities such as private telephones and TVs.

g When more radical options for the future of the NHS come to
be considered, further ways of improving consumer choice will open
up. Structural changes within the NHS - for example, if we went
down the road of competing Health Maintenance Organisations - might
enable #patients to choose between different methods of providing
health care. And financing changes (for example, allowing people
to opt out of certain types of NHS care in return for paying a reduced

contribution) may make the alternative of private care the more
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real choice for many people than it is at present. Such options

will need to be considered in the next stage of the Group's work.
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ANNEX TO HC10

THE ROLE OF THE STATE

1 In considering the question of choice in particular, but also
other Qquestions (eg of competition), the role of the state needs

to be considered.

254 The state's primary role is to ensure that everyone has

access to adequate health care at a price they can afford.

5} For that purpose, it 1is not necessary for the state to
provide the care itself. At present the state does provide most
of the health care of the nation. There is some private sector
provision, part of which is purchased by the state and part of
which 1is bought directly by the patient (or via an insurance
company). But that is comparatively small (and the state even

sells some of its provision to the private sector).

4. It would be possible to move, gradually or quickly, to a
system where most health care services were provided by private
sector organisations, competing with each other to a greater or
lesser extent. The process might be fastest with hospitals, where
private sector provision has already made the greatest inroads,

but could also include primary health care.

5% The State would be left with an enabling and regulatory role.
As regards the enabling role, there are various ways in which
people could be enabled to finance their purchase of health care,

and these can be considered in the further work to be done.
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SCOPE FOR INDEPENDENT AUDIT OF EFFICIENCY HC 11

Note by HM Treasury

16 There is at present no systematic attempt to «carry out
studies which would enable the efficiency of different parts of
the NHS to be compared, so that best practice may be easily
established and disseminated and poor pertormance highlighted.
Experience suggests that a valuable way of doing this would be to

build on the collection and analysis of information by auditors.

25 The objectives would be to use the information systems now
being developed in order to produce deeper efficiency and value-
for-money (VFM) studies across a broader range of NHS acticity.
The reports need to be demonstrably independent. They also need to
be published regularly and widely in order to stimulate public

interest and discussion.

Current Structure

3% There are currently three layers of audit function 1in the
NHS:

(a) Internal audit within individual health authorities and

family practitioner committees.

(b) The main statutory external audit of individual

authorities and FPCs carried out by DHSS.

(c) Audit by the NAO of the summarised accounts for the
hospital and family practitioner services as a whole and

of the Appropriation Accounts for the relevant Votes.

Other VFM work under existing arrangements is carried out by the
Health Advisory Service, which promulgates good practice 1in

community care, and through efficiency scrutinies by regions.

4. At present none of these audit tiers carries out systematic
service-wide VFM audit. It is a function which could fall to
either NAO or DHSS in the present system. The NAO have begun to do
more comparative VFM work - the recent report on operating

theatres is a good example - and this is to be encouraged. But NAO
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(and PAC) are not best placed to take on the more wide-ranging
role envisaged in paragraph 1. The DHSS statutory audit teams have
'begun to give greater priority to VFM work, and 30 studies are

currently in progress.

Possible Options

o Most of the suggestions for change have focussed to some
extent on the analogy of the Audit Commission, following the
techniques which it wuses in its audit of local authorities. 1In
many cases, the auditors themselves are private firms, but all
report to the Commission and are paid for by the authorities. The
Commission instructs these auditors in the course of their audit
to gather figures for specific activities. The Commission then
assembles and compares these figure and produces models of best
practice. A report is produced for each authority, comparing
their performance with best practice, and the auditors are
instructed to follow up the authorities' progress in improving

performance.

6.. In its VFM studies, the Commission uses maximum publicity,
and threats to expose bad practice, in order to force councillors
to agree to efficiency improvements rather than face questions
from their electors. Much 1is achieved by appealing to the
professional pride of chief officers, but ultimately the

accountability is to local councils.

(i) Improve existing arrangements

7 This could be done by a variety of measures, including
greater outside recruitment into the DHSS Audit Directorate; more
exchanges of staff with the private sector and the Audit
Commission; contracting more audits out to private sector firms
(15% of health authority audits are already contracted out but the
Audit Commission proportion is 30%); and introducing multi-
disciplinary audit teams which included doctors and non-clinical
professionals as well as accountants. The statutory audit branch
might be given a quasi-independent status within DHSS, reporting
direct to the NHS Management Board, and charged with producing

more wide-ranging VFM reports.
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8. The advantages of this approach are that it would be readily
. accepted by the parties presently involved (Parliament, NAO, DHSS,
— and NHS staff) and would build on the progress now being made. It
is also likely to be 1less expensive than alternative options
involving organisational change. The disadvantages are that it
would provide less initial impetus than the other options, and
that the process would not be wholly independent of Government and
the NHS.

(ii) A new independent audit authority

O A second option would be to hive off the DHSS' statutory
audit service with an independent role and strengthened staffing.
This would follow the precedent of the Audit Commission, which was
originally set wup from the former District Audit Service of the
DOE. For individual health authorities, the new body would provide
statutory audit reports as they do now. Wider studies on value for
money and efficiency on a national basis could also be prepared
‘ for the NHS Management Board or for publication generally. An

annual report would be laid before Parliament.

(C1E1) Give statutory audit to Audit Commission

10. A further option would be to remove the audit function from
DHSS completely and give it to the Audit Commission instead of
setting up a new, and to some extent rival, body. DHSS audit
staff would then transfer across to the Audit Commission. The NAO
would continue to audit the consolidated accounts, so that the PAC
retained 1its role 1in relation to the large sums of voted money
which go to the NHS.

11. The advantage of this option would be that responsibility
would fall to a body with proven expertise. In contrast, there
would inevitably be a period of wuncertainty while the new NHS
audit body suggested under (ii) above established a track record
for itself. Given the links between health authorities and 1local
‘ authorities, it might be thought logical to have one body dealing

with the two.
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12. There are however constitutional difficulties. The Audit
Commission reports to 1local authorities, who are 1in turn
responsible to their electorates, subject to a statutory power of
surcharge where defined rules are broken. The NHS, on the other
hand, 1s a part of central government, with a Minister responsible
to Parliament. The lines of accountability are quite different.
If the Audit Commission became responsible for NHS external audit,
it would have to become responsible to DHSS Ministers (either
directly or through health authorities), which would represent a

major change in its hitherto independent constitution.

13. There is also a possibility of conflict with the NAO who, as
mentioned above, have the right to conduct VFM studies in the NHS
and do so. The NAO might resent the intrusion of another audit
body into what they may consider as their territory and this would

require careful handling.

Conclusions

14. The pros and cons of the three options for achieving this may

be summarised as follows.

(1) Beef up DHSS statutory audit. The least disruptive
option, and much could be done; but lacks the
impetus that would be given by a new organisation,
and a question mark would remain over its

independence and capacity for publicising reports.

(1) Create a new, hived-off audit body, similar to the
Audit Commission. Greater independence and
relatively few constitutional problems; but the new
body would have to prove itself and might find
itself in competition with the Audit Commission and
the NAO, with increased risks of duplication and

overlap.

(i Give statutory audit to the Audit Commission.
Enables Commission's prestige and track record to

be tapped, provides some consistency in treatment
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of local authorities and health authorities, and
avoids proliferation of bodies in this field. But

there could be constitutional problems in the Audit

—  Commission reporting to DHSS and there might well

be tension created with the NAO.

15. ©Under all these, the PAC would continue its oversight, with
NAO retaining 1its present audit responsibilities. This is
inevitable, given the large amount of voted money going to the
NHS. But it will be important to ensure that the ‘NAO and the
statutory auditors work together rather than in competition. And
changes should be made only after first discussing them with the

C & AG.
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SCOPE FOR INCREASED CHARGING
Note by HM Treasury
iy NHS charges potentially serve important functions in any
structure of health care.
a. They act as a price mechanism and hence as regulators of

demand on the system. They are the only price mechanism in a

largely free service to consumers.

b. They lower the cliff edge between free public services

and full-cost private services.

2% Most charges arise on the Family Practitioner Service -
prescription, dental and ophthalmic charges. But since the FPS is
frequently the point of entry into the system, the benefits of
improved charging mechanisms there should be felt throughout the

NHS.

Prescription charges

3 About 75% of prescriptions are free. Most of these (45% of
all prescriptions) are to pensioners, who have a blanket

exemption. This means that

- the economic benefits of prescription charges are

largely blunted because only 25% pay them

- where demand is highest (among the elderly) the price

mechanism is entirely absent.
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An obvious first step would be to remove the exemption for

pensioners over income support level, thus putting them on the

same footing as those below pension age. Because of their greater
needs, however, there may be a case for mitigating this, perhaps
by a reduced "season ticket" rate, or providing that prescriptions
after the first, say, half dozen were free. Even so, this change
would raise perhaps £100m a year. The same principle - exemptions
only for lower income groups - could be extended to children under

16, who at present account for 10-15% of prescriptions.

4, Prescription charges are a flat rate, currently £2.40. This
means that the only incentives to cost effective prescribing,
apart from exhortation, are the dissemination of cost information
to GPs (which FPCs are increasingly doing) and the requirements,
through the limited list, to prescribe generic equivalents.
Significant savings have been achieved in this way. But more would
be possible if prescription charges were put on a cost-related
scale , subject to some maximum (say £10 a prescription). There
would then be pressure from patients for doctors choose the

cheapest drugs wherever close substitutes were available.

Charges for visits to GPs

5. While GPs are an important filtering system, they are
undoubtedly subjected to many unnecessary consultations. Their
only means of discouraging this are limited and fully booked
surgery hours, and determined receptionists. A small charge per
consultation - say £2 - would help to discourage unnecessary

visits. Again, there would be exemptions, and perhaps "season

ticket" arrangements. On the present prescription charge
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exemptions, a £2 charge would raise £100m a year. If exemptions
were limited to low income groups, the revenue would be £240m. But

the more important gains from this would be:

a impressing on the public that health care has to be

paid for;
b reducing unnecessary dcmands on GPs' time (including
provision of 'medical certificates' requested to

justify absence from work for whatever reasoﬁ.

Hospital hotel charges

6. While in its full form this has been ruled out, it might be
worth considering charging for extras - TV, private room,
telephone, better food, etc. The present amenity bed scheme is not
popular, possibly because the standard of accommodation is
relatively poor for the money (which is also one of the common
criticisms by patients who use pay beds to get private treatment).
Nor is this being pursued under the income generation scheme as
yet, mainly because of difficulties in defining the "basic"
service and what it would be reasonable to charge for

additionally.

Outpatient visits

AR If charges were introduced for GPs, there would be a case by
analogy for introducing them for outpatient clinics. A £2 charge

might raise £25-50m, depending on the scope of exemptions.
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Accident and emergency departments

8. It might be possible to make a charge for visits to casualty
departments, provided this was done after the event.

Administration

2 S If new charges were introduced, provision would be needed for
their collection. This would involve some extra administration and
cost, and should clearly be integrated from the start into new
budgetting systems which may follow the resource management
initiative. While this paper has been drafted in terms of the
patient paying, there are other possibilities (like insurance,
employer or local authority billing) which can be considered later

in discussion of financing.

Pledges

10. The 1987 Conservative Manifesto did not refer to NHS charges.
The Campaign Guide however said
"The Conservative party has always maintained that those who
can afford to should make a fair contribution to the costs of
the NHS and thus to the overall resources available for
spending on health. Revenue from charges contributes to the
development and extension of medical services, from which
everyone can benefit."
The Prime Minister has ruled out hotel charges (which we take to
mean "basic" charges, rather than charges for optional extras) for
the duration of this Parliament.This was most recently reaffirmed
in an exchange with Mr Kinnock at oral questions on 28 January
this year - the relevant Hansard extract is attached. The only

other reference we have found is an oral answer by the Prime

Minister in January 1980 ruling out charges for visits to GPs.

This does not appear, however, to have been repeated subsequently.
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Vecr Chancellar _
You will remember that at this morning's meeting on the
NHS, the Prime Minister quoted from a paper sent to her - "
Mr. Michael Carter, the Chairman of the National Union's \
Western Area, on the performance of the Somerset Health
Authority. I thought yvou might find it useful to have
this paper and I therefore enclose a copy.
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JOHN WHITTINGDALE
Political Secretary

The Rt. Hon. Nigel Lawson, MP
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for more™®
NHS cash

8y Alan Pike, Social Affairs
Correspondent

A COMMONS committee with a
Conservative majority yesterday
unanimously urged the Govern-
ment to invest about £1.5bn more
in the National Health Service
during the next two years.
At a press conference to launch
the report of the Social Services
Committee, Conservative mem-
bers were as vocal as their

Labour colleagues in arguing
that the NHS  needed more
money now, regardless of the out-
come of the Government’s review
of the health service.

“We believe our recommenda-
tions represent, at a time when
the economy in buoyant, a realis-
tic programme which will bri

restore the morale of its staff —
who represent the most funda-
mental and essential resource of
the NHS,” says the report.

The committee was convinced

the NHS back up to scratch and.

’

Wednesday, March 2, 1988

there were »“grounds for serious
conce/n™ about the levels of ser-
vice the hospital sector will be
able to maintain in 1988-89.

Mr John Moore, Social Services
Secretary. responded by taking
issue with some of the commit-
tee’s specific recommendations
and stressing that there would be
“no blank cheques” for the NHS.
However, health service organ-
isations were quick to rally
round the committee, which con-
cludes that the NHS has suffered
a cumulative funding shortfall of
£1.896bn since 1980-81. * ° ;
The British Medical Associa-
tion and the National Association
of Health Authorities said the
report supported their view that
the NHS needs an immediate
injection of money. _ :
Mr Robin Cook, Shadow Social
Services Secretary, said the
report showed that “the Govern-
ment cannot convince even their
own backbenchers that our hos-
pitals are properly funded.”

The committee makes four
recommendations which,
together, would cost about £1.5bn
in the next two years:
@ The Government should com-
mit itself to fully funding NHS
pay settlements to which it
agrees in 1988-89;

@® The Government should make
available finance necessary to
cover health service inflation and
for a 2 per cent development in
services in 1988-89
® A £95m shortfall in funding of
pay and price inflation in 1987-88
should be “made good forthwith”
by the Department of Health and
Social Security, and a further
sum of not less than £1bn should

© Urgent attention should be
given to improving measure
ments of NHS effeftiveness.

Mr Moore said {he call.for an
extra £1bn was arbitraryy and
that the proposed £95m to cover
inflation in 1987-88 1ailed to take
account of the additional £75m
announced in December, or of
efficiency savings. -

But the committee’s recom-
| mendations will add to the pres-
sures on Mr Moore, partic arly
ag 'its Labour chairman, Mr
Frank Field, has succeeded in
| carrying a Conservative majority
with him. = 7.0
However,

the only solution

efficiency and that

health care.”

Resourcing the NHS: Shor

mittee HMSO £4.20

the report does

~dge that money is not
acknowledgl oG aroblems

of the NHS, that there is scope

ignificant improvement in
for sign P e

'also be better ways of funding

Term Issues Social Services Com-

Complaints against NHS rise,

t
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be allocated over the next two

years to specific priorities:

THE TIMES

Moore to announce a new |
| health yardstick

By Nicholas Wood,

qgatlona

Political Correspondent

Mr John Moore is expected to
announce the first steps to-
wa.{ds the creation of a nation-
al “health index” tonight. His
speech will take the con-
troversy over medical care
mto new and uncharted
waters.,

The aim of the stick.
which is being ifened 1o
Whitehall to a retail price
index, is to take Britain’s pulse
by providing a clear-cut
g;pans of meat_sut?;ng a battery

aspects of the 2
| health, s

Its findings will help the
Government 10 set strategic

licy goals and underpin the
undamental changes in
health care financing and
delivery expected to emerge

m the ministerial review set
up by Mrs Margaret Thatcher.
For instance, data on the
prevalence of high blood pres-

sure and cholesterol levels in
the population could be mar-
ried with existing information
on life expectancy, morbidity
rates, infant mortality and the
effects of smoking and diet to
build up a comprehensive
picture of national trends.

The index could also be
adapted to reflect the effects of
stress and lifestyle.

It is intended to be entirely
separate from the perfor-
mance indicators that the
Department of Health and
Social Security is already
developing as a way of
measuning health service cost
and efficency in the drive for
greater value for money.

The Secretary of State for
Social Services will spell out
the case for a new emphasis on
health data in a speech to the
council of the British Medical
Association in London.

While giving few clues_to
the outcome of the policy
review, he will restate the
Government’s determination
that access to medical care
should not depend on ability
to pay.

Mr Moore is expected to

argue that the well-being of the
general population should be
the focus of the current debate
rather than the “obsession”
with spending levels. -
. While there is plenty of
information about treatments
and operations, very little is
known about their eventual
impact on public health and
even their benefits to individ-
ual patients, Mr Moore is
expected to say.

He will also suggest that
there is no necessary link
between big health care bud-
ﬁ:ts and healthy populations.

e will point out, for instance,

that of the EEC countries,
Greece spends the lowest
gropomon of Gross Domestic

roduct on public health care
but has the highest male life
expectancy. Ireland, mean-
while, is top of the cash league,
but has almost the lowest male
life expectancy.

Mr Moore is expected to tell
the leaders of the medical
profession that he has already
asked his officials to examine
the feasibility of putting to-
gether a portfolio of health
indicators from which the
index would be constructed.

He will acknowledge the
technical difficulties of the
exercise but that it is
worth the effort to achieve
better planning, more i
measurement of trends and
9tliearcr assessment of prior-
ities.
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NHS REVIEW

I attach a revised version of the check list of key Treasury
points for the paper which officials are to produce for the next
‘ Ministerial meeting. The check 1ist incorporates the amendments

which the Chief Secretary wanted included.

AN

D P GRIFFITHS
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. LIST OF KEY TREASURY POINTS FOR NHS REVIEW PAPER ON LONGER-TERM

OPTIONS

@

e L Changes Within the Existing NHS-

(1)

sl S NEN o

St 43

(ii)

(iii)

Decentralised Budgeting

Timetable for introducing clinical budgets and
compulsory competitive tendering for clinical
services.

Scope for medical audit.

Scope for clinical productivity audit.

Internal Market

Timetable and method for introducing direct
financing (as opposed to delayed adjustment through
RAWP) of cross-border patient flows, ie "money
following the patient"; to include consideration of

activity funding.

Contracting Out Hospital Care

Implications of contracting out patient care to

private sector.
The special case of teaching hospitals.

Regulation? (to prevent eg monopoly pricing by

centres of excellence).
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. (iv) Fiscal Incentives/Charging

‘ - The pros and cons of tax relief (separate paper to
o Tk be put forward post-Budget covering such issues as
~ deadweight cost,; behavioural _effects, relief on

insurance premiume oxr expenditure, relief to

employers or individuals).
(v) Other

- Consultants' contracts (employment by DHA's;

short-term contracts).

- Nurses entry qualifications.

- Non-hospital issues (computerised information for
GPs; resource management for GPs; drugs - note the

E(CP) reviews of the PPRS and pharmacists'’

contracts).

‘ (Separate papers being prepared on waiting lists, the
ten best DHAs. Audit to be handled bilaterally).

2 New Structures

Amalgamating DHAs and FPCs. The status of GPs'
employment (employed or on contract).

- Relationship between hospitals (suppliers) and DHAs
(enablers). Implications for cost control.

- Local health organisations. Implications for cost

control.
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~ - Competing public and private sector HMOs .
Implications for cost control; state regulation
‘ (whether of the patients HMOs must accept, or of

the services they must provide); the scope for HMOs

to be employer-fiﬁéﬁééd“aS“weli*‘as—fenfellingggﬁmgf

individuals.

- The management of capital programmes in the event

of abolishing RHAS. The interaction between Lhe
| "private finance" rules and private health
l
| provision.
|

- Land sale receipts if RHAs go. Should districts be
allowed to keep them? Implications for the control
total.

The administration costs of new structures.

; 3. Changes in Methods of Finance

- How to stop public finance (vouchers, credits or
capitation fees) substituting for private finance
(existing private health insurance) and financing

; uncontrolled increase in public sector health care

costs.

- The pros and cons of the "health stamp" (problems
of hypothecation; employer/employee split; whether

income-related; whether covers elderly and
unemployed) .
J - The implications of contracting/opting out (partial

or complete; compulsory oOr voluntary; problem of
adverse selection, in which the better health risks

contract out, leaving the public sector with more

SRS

expensive patients).
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~ - The implications of “topping-up", for both public

expenditure and the private health insurance

. industry. If topping-up covers essential services,

s how to prevent 2-tier system? If not, how to
e U Sty e S Tl 74“§féVéﬁfﬁuncontroi&fmkfwm&iclyzfinanggg,ggpansidn?

- Remuneration and methods of payment (eg fee-for-
service) to service providers. Implications for
cost control. Use of charging as a discipline on

demand for health care.

- Distributional consequences of compulsory

insurance; a "poll tax"?

- Tax relief (see earlier).
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NHS REVIEW

I have seen Mr Phillips' minutes of 2 and 4 March and Mr Saunders'

of 4 Marchs

. 2 Insofar as Mr Phillips' minute is concerned it is essential
that our short-term measures merge into our long-term objectives

and the agreed Paper will be constructed with that in mind.

3 For that reason I strongly support Mr Phillips' view that
the consideration of long-term changes should begin with 'models'
of where we wish to end up (so that we can consider the practical
difficulties en route and make appropriate decisions) rather
than the DHSS preference of building on the present NHS as it
exists. The DHSS approach is fundamentally flawed and would

have no structure or objective.

4 We should endeavour to keep charging on the table as part
of the discussions on financial discipline since, as I said in
my note last week, it is relevant to curtailing expenditure as

well as raising revenue.
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5 I have discussed with Mr Saunders his comprehensive check
list of Treasury priorities and am content with it as amended.
6 Officials will now discuss the Paper for the next meeting

with DHSS and the Cabinet Office with the intention of a single

agreed Paper being produced. We will reserve the right to submit

22

JOHN MAJOR

a Treasury Paper in need.



