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V,~ | FROM: MARK CALL
\/v’\ (Whconi® DATE: 18 MAY 1988

PAYMASTER GENERAL_ ’/////, cc PS/Chancellor (©

Mr Saunders

JOB SPECIFICATION FOR NHS MANAGEMENT BOARD CHAIRMAN

Whatever the task description, it seems to me that the job
specification should give emphasis to the personal qualities and
attitudinal aspects of candidates. Thus, taking administrative
competence for granted, the ideal candidate would have a mind open
to the consideration of organisational change. He, or she, should
welcome experimentation; and have a keen sense of the need for
improved customer service. He will no doubt need a robust
personality to stand up to strong producer interests. We should
probably add that it should be someone who welcomes a challenge!
Perhaps because these personal qualities are so important the DHSS
found it sufficient to brief the PAU to seek "someone with a
successful background in industry, management or commerce", on the

basis that they will know the right man when they see him.

v e

2. It could be of advantage to delay the appointment to such time
as the results of the NHS review are known. Candidates should at
least know for what it is they are applying. 1I'm not sure of the
timing of ©Len Peach's retirement, but this could mean an

interregnum. Is that worth consideration?

Mc

MARK CALL
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SECRET

FROM: H PHILLIPS
DATE: 18 May 1988
CHANCELLOR

ce Chief Secretary
Sir P Middleton
Sir T Burns
Mr Anson
Miss Peirson
Mr Turnbull
Mr Gieve
Mr Parsonage
Mr Saunders
Mr Call

NHS REVIEW: YOUR MEETING ON 19 MAY

This note sets out a checklist of elements which might feature in
an Autumn package following the NHS Review (Miss Wallace's note to
me of 12 May). It is in the form of an annotated agenda for your
meeting. It distinguishes between each item in a package
(including some comments); the timing in which each might come

forward in the Review; and the nature of Treasury action.
25 The note separates items where action seems essential for
improvements to the existing NHS; and items which might be

considered as possible runners.

3 Essential Improvements

(a) Accelerating the resource management initiative - this

includes the computerised cost and performance information
data, based on patient records, which in our view, is
essential; for example, to ensure that doctors become
properly involved in the management process. Mr Moore has
recognised this and said, in public, that resource management
would be extended to all districts from the end of 1989.
Timing: it may come up at the meeting on 24 May but more
likely will come later and be settled in PES. Treasury
Action: to make Mr Moore's timetable certain and agree action
set in hand to achieve it. It may cost us a substantial PES
bid for capital - some £200-£300m - spread over 1989-90 and
E990—91 . We shall press for resulting efficiency savings to

be scored.
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(b) VFM Audit. We have agreed a descriptive paper with DHSS
but, unlike DHSS, believe that the only organisation with the
track record to succeed here is the Audit Commission.
Legislation 1is required. Timing: the Chief Secretary has
invited Mr Moore to discuss the issue; a meeting needs tobe

set up. Treasury Action: to press for a decision, and give

DHSS help on relations between the Audit Commission and the
NAO/PAC. (DOE will need to be consulted).

(c) Changes to the Professions. There are two key

elements - consultant's contracts (who holds them; their
length; merit awards) and widening the access to nursing.
Changes to both will require announced consultation with the
professional groups concerned (in respect of nurses this
process has already begun with Project 2000). The DDRB made
some mildly critical remarks about consultants' merit awards.
Timing: these are meant to be the subject of DHSS papers for
a meeting in the week of 20 June. Treasury Action: to press

for some radical changes, and work up what may be an
acceptable price to pay in the Survey. We also need to
consider whether in relation to GPs the changes 1in primary

care being considered go far enough.

(d) Supply side measures to encourage the private sector.

This covers your concern with the apparent brake on the
release of consultant time to the private sector, private
sector help in building hospitals; and fuller use of other
private sector expertise. Timing: papers are planned for

week beginning 6 June. Treasury Action: prepare contingent

notes on supply of doctors, "private financing" of NHS
projects, and a view on private sector contribution to

reducing NHS waiting times.

(e) Competitive tendering. This is at present confined to

non-clinical services and needs to be opened up eg pathology.

Timing: not listed in the review work programme but should be
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brought into it. Treasury Action: letter at official level

to DHSS putting the issue firmly on the agenda.

(f) Internal Market Experiments in the NHS. Some regions,

like East Anglia, are anxious to start pricing and trading
services. Others should be encouraged. Timing: not listed on
the Review progamme but now has a momentum of its own.

Treasury Action: to ensure action and be ready to acknowledge

in the Survey some specific funding of start-up costs.

4. Possible Changes

(a) Healthcare buying agencies: Mr Moore's basic

proposal to transform the existing NHS monolith. But
will it? And will it be sufficiently realistic and
economical? Timing: the next review paper from
Mr Moore. Treasury action: to probe for realism, and

work-up views (and, if necessary, papers) on cost

control mechanisms.

(b) Independent hospitals - breaking up the existing

system of 'secondary care' including control by
charities, management-buy-outs, other forms of
privatisation. Can this be done effectively as an end

in itself within the NHS and separately from (a) above?
7 Timing: next DHSS paper and subsequent meetings.

Treasury Action: more detailed work on accountability,

and capital and running cost controls.

(c) Medical Audit - peer review of doctors by doctors.

This depends, in our view, on a robust data base (the
resource management initiative). 1Is it suitable for a
Government initiative which could unite the profession
in opposition? Should a select group of leading doctors
be stimulated to propose it? Timing: not formally
listed in the Review agenda but will come up under

audit. Treasury Action: nil.
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(d) Tax relief. Schemes covering employees and the
elderly are 1left on the table, but Mr Moore will keep
pressing for contracting out and hypothecation. Timing:
for week beginning 6 June. Treasury Action: our papers.

The Revenue will let you have an outline for the

weekend.

(e) Cash 1limiting of family practitioner services.

Timing: not yet separately identified in the work
programme but comes up under 4 (a) above. Treasury
Action: to press for the issue to be properly addressed.

5. These are the main points in an Autumn package which we think
you and the Chief Secretary should consider. I have not listed
charging although it remains, in our view, a key issue in terms of
the economics and financing of health care. There are a range of
of linked issues which will come up in the Survey and elsewhere,
eg the relationship between NHS reform and the Griffiths proposals
on Community Care; pharmacists' contracts review; PPRS review;

S

medical research (report by Lords Committee).

6. There is also the speech you are to make in June.

Mr Saunders has given you a note about it and you are to discuss

.

HAYDEN PHILLIPS

this with us separately.
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FROM: D RAYNER

ﬂép DATE: 19 MAY 1988
1. MISS PEIRSON cc Chancellor
Mr Anson
2. CHIEF SECRETARY Mr Phillips
Mr Luce
Mrs Case

Mr Revolta
Mr Saunders
Mr A M White
Mr Willis

Mr Davis

Mr Call

SPECIAL HOSPITALS: SPECIAL HEALTH AUTHORITY

The enclosed 1letter of 11 May from the PS/Social Services
Secretary to the PS/Scottish Secretary proposes the creation of a

special health authority to take over the management of the 4

special hospitals (ie those for the criminally insane). This
submission recommends acquiescence. HE agree.
Background

2. Mr Moore's proposals (for which the Home Secretary has already
expressed support) are set out in the Annex to Mr Podger's
letter. The special hospitals are at present managed directly by
DHSS, not as part of the NHS; and as three separate management
structures, which are called Special Health Authorities but do not
have the usual powers of SHAs. Mr Moore proposes creating a
new single Special Health Authority to manage the hospitals which
would have the same sort of powers as other SHAs. Individual
General Managers would be appointed to the hospitals. The paper
leaves open the question of whether the new SHA might eventually
be absorbed into the NHS (as is the plan for the Disablement

Services Authority).

Discussion

Sl DHSS principally want the change in order to strengthen, and
to distance themselves more from, the management of special
hospitals. In one respect, the timing is perhaps not ideal. The
policy on the major Broadmoor redevelopment is still very
unsettled: Stage I of the rebuilding has just about ended, at
hugely greater cost than planned, and DHSS are busy reconsidering

whether to proceed at all with the later stages (no decision will

X

AN
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be taken before the end of 1988) or indeed whether possibly to
sell the Broadmoor site (because the value of the site probably
outweighs the money spent on Stage I, and because of staff
recruitment problems). It does not seem ideal to set up a new
more devolved structure for the special hospitals when such major
policy questions are outstanding. However DHSS, to whom we have
mentioned the point, are unpersuaded; and setting up an SHA would

not absolutely preclude such possible policy changes.

4, DHSS have also recently referred to the possibility of using
any organisational change as an opportunity to exclude the Prison
Officers Association as the representative union in the special
hospitals. This is welcome (although it hardly squares with the
idea of "developing stronger links with the Prison service"); but
the question arises as to whether the creation of the new SHA
would make it more or less difficult to achieve. HE advise that
it would probably make little difference either way: if the POA
decided to make an issue of union representation in the special
hospitals, they would be in an extremely strong position to

prevent any change.

Costs

5% Mr Moore's paper says it is not envisaged that the proposed
changes would make additional demands on resources "the aim being
to introduce tighter and more effective control of existing
resources". In fact, DHSS are already pressing for increased
provision for the special hospitals in 1988-89, and the new SHA
might well press more publicly for higher expenditure on the
grounds that conditions in the special hospitals are inadequate.
However, tighter management is desirable, and the answer to those
greater pressures is probably to support eventual absorption into
the NHS.

Running costs

6. At present the administration costs of the special hospitals
(some £60 million a year, out of total CFS running costs of around
£80 million) are included within DHSS' overall running costs
limit. The question of future running costs treatment is not
addressed in the paper, but DHSS have written at official 1level
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to seek exemption of the special hospitals from running costs
control. Creation of an SHA would not automatically exempt them -
the Disablement Services Authority is still subject to that
control (and DHSS have also asked for exemption for the DSA) - but
we are considering the matter with RC. If we wish to recommend
exemption, we shall submit the case to you separately.

(Absorption into the NHS would mean automatic exemption.)

Conclusion

i I attach a draft reply acquiescing in the proposed management

changes, and supporting eventual absorption into the NHS
e gecAlo. o4

(suggesting it should be within S—yeaézfi The reply also asks for

officials (and you) to be consulted on the drafting of the

proposed national policy paper.

b,ubw .

D RAYNER
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DRAFT LETTER FROM: PS/CHIEF SECRETARY

TO: PS/SOCIAL SERVICES SECRETARY

SPECIAL HOSPITALS: SPECIAL HEALTH AUTHORITY

The Chief Secretary has seen a copy of your letter of 11 May to
David Crawley enclosing details of your Secretary of State's
proposed changes to the structure and management of the special

hospitals.

.28 The Chief Secretary is content with the proposals, assuming
they do not preclude the possibility of major policy changes on,
for example, the future of Broadmoor, and welcomes your Secretary

of State's assurance that the aim is to introduce tighter and more

effective control of existing resources. He supports the idea ?f
o Secl N

eve?tual absorption into the NHS (preferably within thg:£2i§-5

4N o

C$eaxs).

3 The Chief Secretary would be grateful if his officials (and
himself) could be consulted on the drafting of the proposed

national policy paper.

4. I am copying this letter to the recipients of yours.
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I am writing about changes my Secretary of State proposes in the
management of the four special hospitals at Broadmoor, Moss Side,

Park Lane and Rampton.

The Secretary of State has been reviewing the current management
arrangements for the hospitals to decide whether any changes are
needed to meet management and policy objectives for the special
hospitals service and to provide stronger management and policy
links with psychiatric provision elsewhere in the National Health
Service and with the Prison Service and Prison Medical Service.
He has concluded that changes are needed, and his proposals are

~set out in the annex to this letter. Because of the Home
Secretary's particular responsibilities and interests in relation

to the powers of the courts and the treatment of mentally
disordered offenders, he has been informed of the proposals and

has given his support.

My Secretary of State would welcome any comments your Secretary
of State has on the proposals.

BAR



Copies of this letter go to private

secretaries to the

Chancellor, the Lord Chancellor, the Home Secretary, Secretary of

State for Wales and the Secretary o

f State for Northern Ireland.

GEOFFREY PODGER
Private Secretary



Attachment Ly Jottor //nm Y48

MANACEMENT INCBNTIDENCE
L 8
THE SPSCEAL HOSREFALS SERVICE ‘¢1A :

¥ The Secretary of State for Sccial Services is responsible for providing

the Special Hespitals Service through four hospitals
The hospitzlshave been managed directly by the

Broadmcor, Moss Side,

Park Lane and Rampton.
ancd DHSS since the tHcme Office Board of Control was

a1 by

Ministry of Hezlth

reparation for the Mentzl Eezlth

replaced by the Specizl Hospitals Servica in p

lct 195G. Under Section 4 of the Naticrnzl Hezlth Service Act 1977, the
Secretary cf State is required "to prcvide znd mzintzin estzblishments
(referred to as "special hespitals") fer perscns detained under the Mentzl

Health Act"...."who in his cpinion reguire treztment under conditions of

special ‘security: on eccount-of their czrnssrcus, violent and criminal

prcpensitcies”.

Patients

sesves igndrprcvidestereatment. for

25 The hospitals form a single nsticrz:

nearly 1,700 ‘petients. ":Patients ereizcniliec Eincct from the courts ‘or
trensfenrced from prisons. cor cotherifescitzls ACmissicns ere determined
centrally by ‘the DHSS; throush @ multi-cisciglranvidcrissicnsePanel;

Management

3 Tne Secretary of State for Scc:iz! Services is respensible ultimately for
the management of the hospitals zand s. He is advised
s pertaining tc the Scecizal Ecspit;ls Service by & multi-
disciplinary group of DHSS officizls cermprising the Special Hospitals Service

Board (SHSB).

on all matter

4, Local management boards have been est ed for the hospitals, and all

management functions have been delegzted tc them except patient admissions,

. The lcczl management boards zare

w0

employment and the allocaticn cf resourcs

special hezlth zuthcrities (SHAs). Thnere is cne ezch for Broadmcor and

n

Rampton, end z combined cne for Mcss
le

cal manzgement beards zre sugccerted by Hospital Manzgemen

.

‘27 Nursing Officer and Administratcer

o

cceuntable to DH3S fer

3
D
[
n
b |
D
m



the exercise of the HMT management respcnsibilities which DHSS still
discharges directly. They are accountable tc the local management boards
for the exercise of the functions for wnich the local management boards

ave delegzted responsibility.

i There is an urgent need to develop a coherent policy for the Special
Hospitals Service, in itself and in relation to other services on which it
has a direct bearing - the hospital and community psychiatric services; the
priscn service and the prison medical service. There is a need to end the
gecgraphical, service and prcfessional isolaticn of the Special Hospitals
Service and ensure that the hospitals are regarded as part of the spectrum
of psyc’ iatric treatment. Unless the present management weaknesses are

corrected, this policy requirement will not be met.

Proposals fcr change

64 The following changes are proposed to correct the existing management
weaknesses and more effectively meet the pclicy requirementc:

(a) create Special Hospitals Service SHA: create a shadow SHA,

drawing on the SHSB, local management bozrds and DHSS staff, pending

the necessary legislative change, to be responsible for overseeing the

necessary management cf change at all lavels;

(b) appoint General Marnagers: in each of the special hospitals,

counting Moss Side and Park Lane as cne hcspital for this purpose,

following open advertisement alcng NHS lines;

(c) review functicns of SHSB and local meragement boards to determine

future management arrangsments in context of establishment of Special

Hospitals Service SHA;

(d) develcop national pelicy: for the future of the Special Hospitals

Service, which is flexible enough to be implemented either through a
central SHA or as part of the NHS, or bcta. This would require an
apprecpriate budget, which would be managed by the central SHA through

the General Managers in the hospitals.



e [he key elements are to establish a central SHA and to appoint General

Managers in the hospitals. By establishing a central SHA, the Special
Hespitals Service would te given the strengthened maragement and policy
advice which it needs. The cobjective would be to link the Special

Hespitals Service more closely to the NHS, either through complete
integration over time or through a preferably time-limited central body
which could consider and recommenc long-term policy and management
arrangements. By appointing General Managers, the Special Hospitals

Service would be brought into line with the rest of the NHS and provided
with a function which is necessary fer effective decentralisation of day-to-
cay management of the hospitals and delivery of central management and

pclicy requirements.

Timing
& There is a strong operaticnal and policy requirement for early

strengthening of the management arrangements. The aim is therefore to
appoint General Managers by the autumn of this year and create the Special
Hospitals Service SHA by 1 April rext year. Work on z national policy
paper to guide the future directicn of the Special Hespitals Service will
be carried forward in parallel.

Resource consequences

Lo It is not envisaged that the propcsed changes wculd make additicnal
demands on rescurces, the aim being to intrccduce tignter and more effective
cntrol of existing resources. The proposals are designed to be met from
the present revenue budget of the Special Hecspitals Service (£59m for
1088/89). Better use of rescurces, particularly capital resources (£12m
for 1988/89) and manpower (3318 staff at 1.4.89) should produce either

rn improved quaiity and quantity of service.

W)

savings over the lcnger term cor
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The Royal College of Midwives Trust

15 Mansfield Street, London W1M OBE
Telephone: 01-580 6523/4/5 & 01-637 8823

Patron: Her Majesty Queen Elizabeth The Queen Mother

President: Miss Margaret Brain, SRN SCM MTD FBIM
General Secretary: Miss Ruth M Ashton, SRN SCM MTD

RA/mm L\

19 May 1988

The Rt. Hon. Margaret Thatcher, MP
Prime Minister

10 Downing Street

LONDON

Dear Mrs. Thatcher,

The Royal College of Midwives was pleased to be asked, whilst
meeting with Mr. Moore, the Secretary of State, to submit
comments to the Cabinet Review Team that is examining the

funding and resource allocation for the National Health
Service. I enclose these comments.

Yours respectfully,
ézujk 5 i 5 LT

RUTH M ASHTON
General Secretary

The Royal College of Midwives Trust, Registered LONDON 1345335 Registered Office: 15 Mansfield Street London W1M OBE



THE ROYAL COLLEGE OF MIDWIVES RCM/145/88

15 Mansfield Street, London W1M 0OBE

EVIDENCE TO THE PRIME MINISTER'S REVIEW OF THE NATIONAL

HEALTH SERVICE

The Royal College of Midwives (RCM) has considered
both the level of funding of the National Health
Service (NHS) and the alternative methods of
resourcing which are now under discussion. This
paper sets out the College's view on these 1issues
and the way in which they could impact upon the

maternity services.

The Nation's Health and the Government Role

The College believes that no Government can
abdicate responsibility for the health of the
electorate. There 1is firm evidence that factors
such as housing, environmental controls,
nutritional standards and policies on smoking and

alcohol affect health status. The outcome of

e



pregnancy can for instance be improved as much by
enhancing the social environment of mothers as by
high-technology medical intervention. The RCM does
not consider that it is appropriate to consider the
NHS 1in isolation from wider public health issues
and it would urge the Government to review the
health implications of their policies 1in other
sectors. Failure to do this is detrimental to the
overall 1level of health in the population and

increases the call on the NHS

HEALTH CARE FUNDING

The Existing level of Funding

From the evidence available it is not possible to
endorse assertions that the present level of N.H.S.
funding is adequate. It is the view of the College
that the general inflation factor used is
unrealistic in relation to NHS cost inflation.
Furthermore the 1impact of demographic change
particularly the increase in the elderly population
has been underestimated and the real cost of the
Government's own priorities, (e.g. the transfer to

community care), has not been accounted for. The



reliance on "efficiency" or '"cost improvement"
savings to maintain current levels of service or to
undertake planned development have placed great
strains on services and in many instances have

proved counterproductive.

The past two years have seen increasing
difficulties as a result of the failure to fully

fund agreed pay awards.

On the capital side there has been an
inappropriate level of investment in the
infrastructure of the health service. The age of

many hospital buildings, the poor quality of
modern developments, the inability to fund and
then utilise national computer and information
systems, the changing nature of service
provision, the need to accommodate shifts: “in
revenue resources from Region to Region or from
programme to programme and the pressures to reduce
unit costs all indicate that more capital
expenditure could be wused effectively by the
N.H.S. and should be provided for this purpose. To
facilitate this, the College believes there is

scope to introduce the wuse of private sector



borrowing for capital requirements in order to

release revenue funds.

Data from abroad indicates that there is
significantly 1less spent by the Government on
health care in this country than our economic
position would suggest. It would seem that no
matter how health care is funded in the future, it
is highly wunlikely that the public element of
spending can decrease and the College would support
the view of many that it is desirable that public
spending is increased. Any structural change in
the present pattern of provision would undoubtedly
entail vastly increased capital expenditure. At
present, it would seem that the Government could
accommodate increased spending without having to
restrict other programmes. The conclusion must be
drawn therefore that any further restrictions in
health spending are not concerned with priorities
or economic necessity but rather the Government's
philosophy of the way in which health care should

be provided.



Funding the Health Service - the national
alternative

The College believes that there is still scope for
change in the provision of health care within the
present tax-funded system. Such a system is the
most equitable. Any move away from general
taxation would disadvantage low-paid workers and
especially women who tend to defer expenditure on
their own needs in favour of their children and
families. Funding from general taxation is also
administratively efficient. At present the
administration costs of the N.H.S. compare very
favourably with most commercial and charitable
enterprises, while alternative systems would entail
much higher costs in this respect. However, the
College considers that a major drawback to funding
from this source is that the level set has become a
political decision wunrelated to national health
needs. It is proposed therefore, that the resource
voted to the N.H.S. each year should be determined
by a formula based on agreed demographic and other

criteria, linked to per capita G.D.P.



Other options for funding

The College has examined the range of options being
suggested as possible replacements for funding from

general taxation:-

Earmarked Taxes - The College recognises that such

funds would not have to compete with other claims
on the national purse. However, it would seem
administratively inefficient to collect a separate
income tax for health, while a move to indirect
taxation, such as increased V.A.T levels, would
penalise those who at present do not pay income
tax. In addition it may well be difficult to set
the tax to raise the resources required for the

N.H.S. reliably.

Social Insurance Schemes - (or National Health

Insurance Schemes) The College would oppose any
flat-rate insurance as estimates suggest that this
would take a large proportion of the income of the
low-paid and could become a real poverty-trap
factor. it would be preferable to seek
contributions on an ability to pay basis, although
the same argument against an earmarked income tax

would apply to a progressive insurance fund. EF



such a fund operated the College would wish to see
care still free at the point of need. A payment
and claim-back system would be expensive to set up,
would operate against the most vulnerable members
of society and administrative costs would absorb
resources which could otherwise be spent on direct
health care. Finally, the RCM would oppose any
contracting-out mechanism. It is not considered
that the private sector can provide at present, or
is likely to be able to ever provide an
alternative comprehensive system of health care.
Therefore, the vast majority are likely to require
the N.H:S. at some stage of their lives.
Contracting out would tend to be by the healthier
and better off members of the population at
certain periods in their lives and it is difficult
to see how such a fund would operate on an
insurance basis with only those less able to pay
and most likely to require health care
contributing to it. The College is concerned that
contracting out, even with the provision of a
safety net for those who need care but cannot pay
is likely to lead to a two-tier system which would

be unacceptable.



Private Health Insurance - The College recognises

that international data suggests there 1is some
scope to increase the contribution from private
sources to health care in this country. However,
given the present health infrastructure even a very
much expanded private sector would not offer
comprehensive care and the R.C.M would object to
the introduction of a compulsory scheme of private
health insurance. An expansion of supplementary
or top-up private health insurance would be
accepted with reservations. Firstly, any increase
in private spending on health care should be
matched by an increase in public spending, i.e. the
value of total spending on health care should be
maximised. Secondly, the effect of increased
spending in the private sector should be monitored
in relation to outcomes to ensure that resources
were not being diverted to unnecessary treatments
or higher administrative expenses. An inspectorate
could ensure the maintenance of reasonable and
comparable standards in both private and N.H.S.
sectors. Thirdly, in those areas where the private
sector absorbs staff it should provide and/or pay
for training places. The College would suggest

that if there is any large expansion of the private



.4.1

.4.2

sector, the N.H.S. will have to compete for staff
and this will entail a realistic review of the pay
and working conditions offered to N.H.S. employees.
Finally, the College opposes the introduction of
tax concessions to encourage the uptake of private

health insurance.

The Private Sector and the Maternity Services - If

there 1is to be an increase 1in private sector
provision there are specific issues affecting the
maternity services which the Government must

address.

There are good public health reasons for keeping
maternity care within the NHS and the RCM continues
to support this system; maternity care safeguards
the health of the next generation; a system that is
not wuniversally accessible, such as that in the
United states, often leaves the at-risk mother
vulnerable to poor care and has an adverse effect

on perinatal mortality rates.

At present all health insurance policies exclude

normal pregnancy and childbirth and maternity care



.4.3

.4.4

- 10 -

has to be provided by the NHS or paid for by the

individual as opposed to the insurer.

Most health insurance covers '"complications of
pregnancy" and this could be a factor 1leading to
more women having high technology births. There is
some evidence that obstetricians are willing to
help patients claim from “their insurance by
generously interpreting the criteria for certain
procedures such as caesarean section. This could
inflate the overall amount spent on maternity care
without producing any comparable benefit in outcome

statistics.

It will be essential to establish standards and
monitor outcomes to ensure that national maternal,
perinatal and infant mortality rates do not suffer.
In a system where clients self-select into a
variety of facilities - moderately well-off couples
might choose to have their babies in pay facilities
- At would be difficult to compare the
effectiveness of different types of care

meaningfully.




5.4.5

5.4.6

A

The present system that allows a consultant to
conduct some private practice whilst holding an NHS
contract can result in his being required to make
clinical decisions simultaneously in separate
locations. In order to minimise the effect of
this, provided there is only a limited expansion in
private care the private facilities should be in
close proximity to the NHS uni%i Should there be
greater expansion of the private sector, consultant
contracts will need careful examination and it may
become necessary to separate those who practice

privately from NHS consultants.

The RCM believes that there could be a place for
some limited expansion in private health care even
in the maternity services. The private sector might
also be the main source for some advanced
techniques, an example being in vitro

fertilisation.

Other Ways of Increasing N.H.S. Income

All the suggested ways e.g. contracting of

services, sale and leaseback, commercial trading,



- 12 -

part-pay charges, have been examined. The College
believes that none of the methods currently under
discussion would raise money reliably, uniformly or
necessarily where it is most needed, neither do
they provide a long term solution to the problem of
attempting to provide health care with inadequate
levels of national funding. Such activity is also
likely to divert limited management resources away
from the management of care. 1In addition certain
factors, for example the sale of capital assets,
sponsorship, deals with the private sector, can
lead to considerable distortion in the planning of
service provision. Furthermore, an increase in
private facilities within the NHS would require
considerable capital and revenue expenditure to
improve available facilities and staffing levels if
they are to compete with the commercial private
sector. It would seem short-sighted to depend on
such sources in preference to an adequate level of

national funding.

The College would make comments about two specific
suggestions to generate additional NHS income,
which it Dbelieves would be inappropriate to

maternity care.



7 .

e )

Part-Pay Charges - The RCM would object to pregnant

women being asked to contribute financially to
their care. There 1is a very important public
health dimension to maternity care and women
should not be deterred from seeking care by being

obliged to make any payments.

Sponsorship and Commercial Trading - Mothers with

new babies are recognised to be vulnerable to
advertising and commercial pressures. The ethical
dimension of sponsorship (e.g. by baby food
manufacturers) or commercial deals (e.g. with

photographers) requires close examination.

RESOURCE ALLOCATION

Maternity Services - an acute facility? - The RCM

notes that most of the alternative methods of
sharing out national resources concentrate on the
acute sector because it absorbs the most resources
and because a significant proportion of users might
be able to contribute to the costs of their care.
The maternity services are presently classed as an
acute medical service, however there are certain
features which distinguish maternity from other

specialities:-
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- Pregnant women are not ill

- Health education promotion and pre-
ventative objectives are major components

of maternity care

- There can be no waiting lists

- The majority of care is given in the

community, not in acute facilities

- Research would suggest that the majority
of women can be delivered without high

technology care.

- Outcome data 1is relatively easy to
collect and has been kept since the
inception of the N.H.S. although this
data has been 'broad-brush' and there is
scope for improvement in the collection

of data relating to care outcome.

Thus, in many of the proposed arrangements the maternity
services need to be dealt with separately in order to ensure

an appropriate standard of care.



- 15 -

Controlling Costs

One of the central features of the alternative
proposals for distributing resources is that they
focus on cost-containment. The RCM has supported
the concept of cost effective care for some vyears,
arguing that maternity services in this country
could be provided within the N.H.S. at less cost
and more effectively. Particularly within the

following areas:-

- eliminating the duplication of midwifery
and medical skills (the midwife is the
appropriate practitioner for normal

pregnancy and childbirth).

= developing and assessing evaluated
protocols to ensure that costly high-
technology procedures do not slip into

standard use.

- ensuring that women receive appropriate
care not a standard catch-all package

that is largely unnecessary.
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- refining outcome data in relation to

patterns of care.

The College has also examined some resource
allocation alternatives to see how far they would
permit these measures to be implemented. The RCM
considers it paradoxical that the Government has
shown so 1little enthusiasm to tackle open-ended
medical spending or to ensure that clinical
services, as well as say ancillary services, are
provided in the most cost effective way. It would
view most favourably those proposals which apply a
rigorous framework for all health professionals to

operate in.

Funding of Service Plans and Internal Markets - If

an approach were adopted which moved away from
district self-sufficiency or towards a competing
market for health care provision, it would be
theoretically possible for mothers to have to
travel to a neighbouring district or beyond to have
their baby. This would generate problems of
accessibility, take-up and continuity of care. The

College is of the view that only in exceptional
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circumstances should mothers travel any distance to
receive care or to be delivered. Maternity should
therefore be designated a "core" facility provided
by every health district. The College recognises
however that certain very specialised functions,
such as neonatal intensive care or neonatal surgery
will continue to be best provided in sub-regional

or regional centres.

Funding of Costed Workloads - The problem with

using Diagnostic Related Groups (DRGs) in the
maternity services 1is that it could reward the
tendency to "over treat" women. There would be
considerable scope for slipping women into higher
risk-groups to attract more money. It is also not
clear how the maternity services, which are
essentially local, could or indeed should benefit
from improved cross-boundary flow payment

arrangements.

Vouchers - The level at which the voucher 1is set
would be unlikely to cover the costs of maternity
care. While a separate maternity voucher could be
issued there would be many difficulties. Would it,

for instance, cover simply normal pregnancy,
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childbirth and postnatal care or extend to all
risks, including special and intensive care of the

newborn?

Health Maintenance Organisations (HMO)

The College finds certain elements of this concept
attractive. The contracting of professional staff
within well-defined operational procedures, the use
of medical audit and utilisation review, the
importance of community services and the emphasis
given to health education and patient participation
in care programmes are all consistent with the
College's policies. The RCM would endorse
arrangements which enabled groups of professional
staff to form partnerships to operate health care
shops at primary level and contract their services
to an H.M.O type authority. It would also support
arrangements which enabled an H.M.O to contract
directly with individual professionals such as
midwives. Both these options would give midwives a
place in the community to practice, along the lines
of the Community Midwifery clinics advocated for
some time by the RCM. Also, the emphasis on

performance review and cost-effectiveness would



8.2

- 19 -

strengthen the midwives' ability to assist as many
women as possible to experience a normal delivery
in hospital, without unnecessary technical
intervention. Midwives offer a cost-effective form
of maternity care. Finally, the H.M.O's concern to
monitor costs at secondary care level would also be
an antidote to any drift to a high technology
medicalised model of birth. Care would have to be
taken to ensure that hospitals contracted by the
H.M.O to provide facilities for confinements were

local.

Transferring HMOs to the U.K. Situation - The RCM

does not support proposals which suggest basing a
UK HMO system on general practitioners. This would
offer patients 1little choice and the focus on a
medical practitioner paid by item for service would
weaken the cost-control elements which are an
important feature of the American prototype. The
College finds proposals which envisage the patient
registering directly with an H.M.O authority more
acceptable. However, the College is seriously
concerned with the implications of forward planning
for secondary care in a health service which was

reliant on a system of freestanding hospitals all
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aiming to sell services to HMOs. Arrangements
would have to be made to ensure that groups of
high-cost patients or more difficult cases were

properly catered for.

Maternity care in the Future

The RCM believes that with adequate 1levels of
funding and the political will the possibility
exists for change within the present system. The
College is of the view that wholesale change of the
structure of health services in this country will
further delay necessary changes to develop a
cost-effective and client-orientated system of
care. However, no matter how health care is funded
or organised in the future the College would only
support change 1.£ certain principles are

safeguarded for the maternity services

= maternity care provision must remain a
free at the point of need secrvice 1in
order to safeguard the future health of

the nation.
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The care of a woman through the process
of childbirth extends through pregnancy,
labour and to the post natal period - a
time span of some nine to ten months.
The process itself represents a normal
life event which is based fundamentally
within the context of the family. To be
meaningful, therefore, any system in
which care is delivered should maximise
the objectives that care should be as
near to a woman's home and family as
possible, and should encourage continuity

of professional support.

Whatever health care system prevails it
must be designed so that maternity care
can more sharply be focused upon the
groups who consistently show patterns of
poor pregnancy outcome. Not only should
this be the aim because of the greater
need of these groups, but for a given
input of resource such targeting will
have the potential for increased marginal

improvements in health.
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an integrated midwifery service must be
maintained and strengthened; it should be
lead by a senior midwife with overall
responsibility for coordination and
maintenance of standards, in which
programmes of continuity of care can be

developed.

maternity care provision must fully
recognise that the women requiring the
service cannot be stereotyped; they
present a range of health, socio-
economic, educational and cultural nceds
which have to be identified and met if

the service is to be effective.

the midwife's role as an independent
practitioner must be recognised and

facilitated.
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NHS REVIEW: WORK IN HAND

My attached paper examines key aspects of our approach to self governing
hospitals.

2. Underlying these key aspects are a range of secondary, but important,
issues on which working papers are being prepared. These cover:

* the constitution and accountability of providers
* the management of capital assets and investment

* manpower planning and supply, and the financing of medical and nurse
training

* ensuring that contracts between buyers and providers give the right
incentives

* the timescale of change and the programme of action for achieving it
* resource implications
* improving information
3. Colleagues will clearly want to consider the main points arising from
these papers. But the best way of making progress might be for them to be

looked at first by the Cabinet Ofice Group of Officials. The main points
that arise from that work can then be brought to us. If that is agreed, I

will arrange accordingly.

SECRET
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SELF GOVERNING HOSPITALS: KEY ASPECTS

Note by the Secretary of State for Social Services

This paper examines two key aspects of self governing hospitals - role of
the buyer; and how the new approach would work in practice from the point of
view of the patient, the GP and the consultant. We are, I think, clearer
about the virtues of "self-governing hospitals" themselves, but Annex 1
sets out some further thoughts on "health care providers'" in case colleagues

would like to discuss them at this stage.

I The role of the buyer

(a) Separation of buying and provision

2. The essential step we have to take if we are to establish self governing

hospitals is to separate the buying and provision of health care.

* The major disadvantage of the present monolithic system, in which
there is little choice and competition, is that the interests of the
patients can take second place to those of the provider. In turn this
has reduced the incentive for managers to improve services and the

scope for people to spend more of their own money on health care.

* By contrast, the advantage of separating the purchase from the
provision of care is that it will open up the system to competition.

The patient would come first, not second.

3. The key to this will be the role of the buyer, or local health agency.
The agency's starting point should be the needs and interests of the
community, not those of the provider. This is a crucial change - we must

not dilute its impact.

DC1.7/16
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4. At present, health authoritifs are responsible for both buying and

providing health care. It is rmal in the private sector for decisions to
be taken regularly on whether /to provide a service in-house or to buy in
from outside. The public sector has not done this, although we have made
substantial progress with our initiatives on competitive tendering. If we
are to make a reality of th¢ agency's independent choice, it should not also
be the dominant supplier of health care. Otherwise, the agency's own

services will tend to be favoured.

!4
5. We shall want to consider the evolutionary route towards this goal, on
which I set out some proposals in Annex 2. 1In deciding on the pace of

change we must pay particular attention to:

* building on the progress we have already made in the NHS - for example

in the successful introduction of general management
¥ maintaining the morale of those now working in the service who need to
be reassured that there is a valued place for them in the reformed
structure.
(b) Who will the agency be?
6. Basically, the agency will be a public sector body and the successor to
the present health authorities and family practitioner committees. I deal
with this in more detail in Annex 2.
(c) What will the agency do?
7. The agency will be responsible for ensuring that there is comprehensive
health care for the population for which it is responsible. In particular

it will:

* identify present and future health needs, taking account of consumer

demand

DC1.7/16
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* invite tenders from providers of particular services or groups of

services, and negotiate and award contracts

* monitor the performance of providers against key quality, outcome and
cost targets, ensuring that patients, family practitioners and

consultants are fully informed.

8. The size of population covered will depend on a number of factors,
including the extent to which the agency is responsible for community care
as well as health care. But I expect these factors to point towards a
typical population of around 500,000 - larger than district health
authorities, about the same size as now covered by family practitioner
committees and interestingly the same size as proposed in New Zealand for
their equivalent body. We should not, however, aim to move to this size

overnight, as Annex 2 explains.
(d) How will agencies be funded?

9. We will be able to draw heavily on our RAWP experience. Buyers would

receive cash-limited allocations calculated according to

* population size, weighted for age profile and other relevant

characteristics; plus

* the cost of servicing the capital assets employed by service providers
(both existing stock and new investment), which would be charged

within contract prices.

There should be no need to compensate for cross-boundary flows, as RAWP does
at present, since each buyer's boundaries would be irrelevant to the
location of the services it bought.

10. Within this cash limited allocation, there would have to be special
arrangements for GPs. The issue we fhall have to address here, though we do
not need to settle it now, is how fdr we should use this opportunity to

apply budgetary limits to the exper iture of GPs.

DCl1.7/16
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(e) How will money follow patients?

d47%

The form of the contract would determine the way in which money

followed the patient. There would be broadly three different forms:

first, an average cost contract for a given number of treatments, where

the money would follow each patient. This would apply in particular to

cold elective surgery and possibly to maternity services.

second, a capitation contract where the money would go in advance of the

patient - though in the longer run the money would follow patients as a
group if the contract were moved. Such a contract would involve a set
annual fee for the number expected to use the service whether or not
they actually do. This would avoid the '"credit card" approach to
accident and emergency services, a criticism often levelled at the
United States. Where a non-resident was treated there could be cross
charging or a knock for knock arrangement. Besides accident and
emergency services, this type of contract might apply to out patient
referrals and acute episodes of mental or geriatric illness. A

comparable contract would also apply, as now, to family practitioners.

third, a retainer plus marginal cost contract would incorporate elements

of the first two. Under it, set annual fee would be paid so that the
capacity was available. There would then be a price per patient based
on marginal costs: for that part of the contract, the money would follow
the patient. This would be an alternative approach for out-patient

referrals and for maternity services.

IT How the approach would work in practice

(a) How the patient would see it

12. The patient would
* retain a direct, personal relationship with the doctor responsible for
his (or her) treatment.
DC1.7/16

SECRET



SECRET

* continue to look to his GP both for primary health care and for advice

on, and referral to, hospital services.

* continue to enjoy access, and entitlement, to a comprehensive range of

health services, free at the point of delivery.

* enjoy a better informed, and therefore more real, choice - exercised
through his GP - between different consultants and different
hospitals. He could for example make his own decisions on the balance
of advantage between shorter waiting and less travelling.
Administrative boundaries would not determine to the location of

treatment.

* benefit from the impact of competition on the standards of service

offered by providers.

* be able to look to a single body - the local health agency - as being

responsible for ensuring that his health care needs can be met.

13. Annex 3 illustrates how the system might work in practice for an

individual patient.

DC1.7/16
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(b) How the GP would see it

14. The GP's primary responsibility would still be to the patients on his
(or her) list. He would retain full clinical responsibility for those
patients. And he would continue to refer them, as necessary, direct to

consultants.

15. The main changes would be to the circumstances in which those referrals
took place. At present GPs are free to refer a patient to whichever
consultant they wish. Under the new arrangements I am proposing there would

be - and should be - a trade-off between

* the local health agency's decision on where to place its contract or
contracts for any given service, a decision which must be taken with

cost-effectiveness as well as choice in mind; and

* the GP's clinical judgement as to what is best for his (or her)
patient, which may be to refer him to a specialist at a hospital with

which the buyer does not have a relevant contract.

16. The effect of this trade-off, without any modification, would be to
constrain a GP's freedom of referral, and the profession would no doubt
object to this. It is essential, therefore, that we modify it to preserve
the GP's ultimate clinical freedom and enhance his ability to exercise it in
practice. I believe that the arrangements I propose would do this, for the

following reasons:

* in practice, a GP's freedom of referral is already constrained - by
inadequate information; by the reluctance of some district health
authorities to accept patients from elsewhere; and by the resources
available in hospitals. In future the information available to him
would be much better; DHA boundaries would be irrelevant; and local

health agencies would be shopping in a more efficient provider market.

DC1.7/16
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* in practice, too, GPs may take referral decisions on the basis of
which consultants they happen to know, or of longstanding habit. The
approach I propose would both prompt and help GPs to question such

referral patterns and exercise a better informed choice.

* GPs collectively would be able to influence, though not determine,
where local health agencies placed their contracts for hospital and
other services. For example, each agency's decisions would need to
take account of '"their'" GPs' preferred patterns of referral, and would
need to offer GPs the maximum range of choice consistent with

cost-effectiveness.

* GPs would retain the right to make referrals additional to those for
which "their" agency had already contracted, whether to the same or to

different providers. This right would be

- financed by a cash-limited "back pocket" held by each local
health agency for this purpose and calculated by them in the
light of known referral patterns.

— supported by a process of peer review, so that competing demands
on these reserve funds could be resolved by the profession

1tselif,

17. Annex 3 also illustrates how this might work in practice for the
individual GP, and Annex 4 summarises the different geographical
circumstances in which GPs would be exercising the choices open to them. I
believe that the changes I propose would bring great practical gains, but in
explaining and implementing them we would need to be alive to the fact that
many established relationships between individual GPs and specialists would

be disturbed.

(c) How the consultant would see it
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SECRET



SECRET

18. Like the GP, the consultant would find his (or her) basic clinical
responsibility, and his relationship with his patients, fundamentally
unaffected. But there would be a number of changes which, whilst welcome to

government, might not be welcome to many in the profession. In particular:

* consultants would no longer be employed by Regions or teaching
Districts. Instead they would either be self-employed or, like other

staff, employed by individual providers.

* whilst the principle of clinical freedom would be untouched, the
consultant would find what was expected of him (or her) more tightly
constrained by the terms of the contracts which local health agencies

had entered into with the provider for whom he was working.

* there could be no security of tenure beyond the term of current

contracts for the services for which he was responsible.

19. Against this there would be much in what I propose that would be
attractive to consultants, especially to the majority who are committed to

working hard for a better service. In particular:

* a more competitive form of provision should enable consultants to do
more work - as so many tell us they would like to - without their
services incurring the financial penalties which are inherent in the

present system.
* consultants would have much greater influence in the management of
their business - the deliVery of the services in which they specialise

- and much more scope to develop and market new ideas.

* there would be the prospect of higher earnings for the best

consultants as providers compete for their skills.

DC1.7/16
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20. As our work progresses we shall need to build up a balance sheet of how
the changes we propose would affect consultants, GPs and nurses, and of how
the professions as a whole would be likely to respond. We might take stock

when we discuss the professions in June.

Conclusion

21. My further work since our last meeting has satisfied me that we are
still on the right track. I invite colleagues to agree that we should

continue our exploration of the way the self governing hospitals approach

would work in practice.

May 1988
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Annex 1

Health Care Providers

1. Under the '"self-governing hospitals" model, public sector providers
would be freer than they are now to consider what services they wish to
offer and how to improve them. They would compete among themselves and with
private sector providers on both the quality and the cost of the various
services they offered. They would be free to sub-contract particular

services and to subject their support services to competitive tendering.

2. It would be a mistake for government to decide in advance exactly how
many providers of what kind would be needed, or to impose a rigid format on
what such a market would generate by way of a longer term pattern of
provision. Just as we have successfully embraced different models in our
approach to privatisation, so we should recognise in our approach to the
provision of health care the variety of circumstances we have to encompass.

In particular:

* there is a spectrum of hospital care ranging from metropolitan areas
with several teaching hospitals; through conurbations with a wide
choice of acute services; suburban areas with a single district
general hospital; to at the other end rural areas with substantial
travel to district hospitals and a greater potential role for cottage

hospitals. Annex 4 sets this out in more detail.

* there are over 1,800 NHS hospitals in England, of which 750 have fewer
than 50 beds. Many are in practice closely interdependent. It would
not be economic for every one of these hospitals to become
"self-governing" - employing their own staff, negotiating their own
contracts, and so on. Instead, it would make better management sense
for some of them to work together when bidding for contracts, as they

do now to provide a wider range of care.
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* not all public sector providers would be based on mainstream acute
hospitals. Of the 611 management units only 195 are solely "acute'.
The rest provide community health services, mental illness or mental
handicap services, or a combination of different services. These are
delivered partly through hospitals but also at patients' homes and
through clinics, health centres and GPs' surgeries. GPs themselves
would also be "providers" - seeing far more patients than are seen in

hospitals.

3. We should therefore put in place a sufficiently flexible market
framework to enable a variety of providers to emerge, and develop this

framework in an evolutionary way. This suggests a three-stage programme:

* Stage 1: prepare the way by continuing to devolve responsibility to
existing management units, involve doctors in hospital unit

management, and develop information systems.

* Stage 2:allow units to float free of Districts and become
"self-governing", probably at the same time as district health
authorities and family practitioner committees are re-formed into the

new buying agencies (Annex 2, paragraph 4).

* Stage 3: leave the market to generate new subdivisions and
combinations of providers, perhaps with some providers opting out of

the public sector entirely (for example through management buyout).

4. Providers who remain in the public sector will need to be accountable
for their stewardship of public assets. We shall need to explore, and
perhaps to experiment with, different models for satisfying the requirements
of accountability and for dealing with related matters such as investment in
capital and training. We need also to explore ways in which provider
management could itself be franchised competitively: this could be
especially valuable where there was little or né scope for alternative
providers to enter the market, or where a hospital's failure in the market
did not justify the closure of a valuable, or even essential, facility. We

shall need to consider further papers on these issues in due course.
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Local Health Agencies

Local health agencies would be accountable to the Secretary of State for

Social Services who would in turn be accountable to Parliament.

2.

Broadly, such agencies could be based on one of three models:

elected bodies, like the proposed New Zealand regional health

authorities.

appointed bodies, akin to the present health authorities and family

practitioner committees. (Regional health authority and family
practitioner committee members are all formally appointed by the
Secretary of State, though nominations are drawn from various groups.
District health authority members are appointed by regional health
authorities or local authorities, though the chairman is appointed by

the Secretary of State.)

government agencies, without any outside members.

In considering these models, we need to bear in mind:

first, that the agencies will be funded by central government money, not
local. It would be important to have an organisation which focussed on
value for money rather than becoming a pressure group for more
resources. The New Zealand model does not seem appropriate for that

reason.

second, we need to make the best use we can of existing management

resources and to avoid the cost of unnecessary turbulence.
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third, our experience of managing the NHS has shown the need for good
oversight of work of district health authorities and the value for this

purpose of an effective regional tier.

fourth, we want to leave room for alternative buying agencies to develop

if there is a demand for them.

4. Taking these factors together, the quickest way to make progress will be
to adapt the existing structure rather than introduce an entirely new one.

On this basis, the stages of development might be:

Stage 1. prepare the way by continuing to devolve responsibility from
region to district, by implementing key aspects of the Primary
Care White Paper, and by further developing the necessary

information sytems.
Stage 2. re-form district health authorities and family practitioner
committees into local health agencies, probably at the same

time as providers begin to be floated free.

Stage 3. consolidate the skills and systems needed to make the new

approach work.

Stage 4. in due course - allow competing buyers to emerge and review

the role of the regional tier.

5. As part of this process we shall want to consider the continuing role of

nominated members.
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Annex 3

Patient and GP Choice

1. The "self-governing hospitals'" model implies no change in a patient's
treatment in an emergency, but it would have an impact on the way in which a
patient and his or her GP would exercise choice over non-immediate referrals
to a specialist. This note illustrates that impact by reference to a
fictitious patient, Mrs Smith, and her GP, Dr Jones. It assumes that

Mrs Smith has already chosen Dr Jones as her GP, is satisfied with the
service he offers, and trusts his advice. It also assumes that the

"self-governing" hospitals model has been in operation for around 3-4 years.

2. Mrs Smith is a widow aged 65. She lives alone in the suburbs of a large
provincial town. She sees a lot of two friends who live in her street, and
has a son, daughter-in-law and grandchildren who live two or three miles
away. She is physically mobile, but is partially sighted and has a history
of eye trouble, including a hospital admission five years previously for a
cataract removal. She has recently developed mild diabetes. She has no

private health insurance.

3. Mrs Smith's eyes are troubling her again. She hesitates to consult her
GP because she is afraid of the consequences: she did not like her previous
stay in hospital, and does not want to repeat the experience; and she is
afraid of losing her sight. Nonetheless, encouraged and reassured by her

friends and family, she makes an appointment to see Dr Jones.

4. Dr Jones is unable to make a firm diagnosis. Given Mrs Smith's history,
though, he knows that the problem is not straightforward and suspects
strongly that an operation will be needed. He reckons that this would
involve a stay in hospital of about a week followed by two or three
follow-up out-patient attendances. He also suspects, but cannot be sure,
that Mrs Smith's condition will deteriorate quite quickly if not attended
to.
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5. Dr Jones explains all this to Mrs Smith and advises strongly that she
should see a specialist, initially for an out-patient consultation and

diagnostic tests. He reviews the three main options:

i. Mr A is the consultant at the district general hospital in the town.
This is the hospital to which Mrs Smith was previously admitted, and to
which she is therefore not well disposed. But the consultant is now
different: Mr A was recruited by the hospital's management 18 months
previously to revive a flagging opthalomology department and standards
have improved dramatically. The available evidence, together with

Dr Jones's own experience, suggests that Mr A deals admirably with
relatively routine cases, but his department is not well equipped for
more complex problems and so Mrs Smith might have to be referred on to a
more highly specialised unit. An outpatient appointment could be
arranged quickly, but pressure on operating theatres has recently
extended ophthalmology waiting times to an average of 4 months: Mrs
Smith might rate a high priority on Mr A's waiting list, but Dr Jones
cannot be sure. The hospital holds the main contract for providing
ophthalmology services for the local health agency's residents: the
terms of the contract are adequate to cover Mrs Smith's out-patient,
diagnostic and in-patient needs, although the relatively low price
negotiated by the agency could encourage Mr A to refer Mrs Smith

elsewhere for treatment.

ii. Mr B is a consultant at a provincial teaching hospital 50 miles
away. The ophthalmology department there is strong, and both well
equipped and well staffed to deal with complex cases. Dr Jones has a
generally high opinion of Mr B, although Mr B's ratio of operations to
patients seen is high and Dr Jones knows that Mrs Smith would prefer not
to face an operation unless it was really necessary. Also, some of

Dr Jones's patients have in the past found the hospital to be rather
impersonal. An out-patient appointment could be arranged as quickly as
one with Mr A and in-patient waiting times are substantially shorter -
about a month on average. The local health agency's only other
ophthalmology contract is with this hospital: the agency decided two

years previously to increase from 10% to 20% the proportion of its

DC1.7/16

N

U
<
4
I



committed ophthalmology budget devoted to this contract, partly to put
pressure on the district general hospital to improve its performance and
partly in response to the changing preferences of its GPs. The agency
has nonetheless asked its GPs to minimise the referral of relatively
routine cases to this hospital as its prices are higher, reflecting its

more specialised nature.

iii. Mrs C is a consultant at Moorfields Eye Hospital in London, 150
miles away. Dr Jones has occasionally referred difficult cases to

Mrs C in the past, and has total confidence in her and the hospital's
ability to deal with them. An out-patient appointment would take a
little longer to arrange than one with Mr A or Mr B. In-patient waiting
times average three months - shorter than those for the DGH, but Mrs
Smith would be much less likely to rate a high priority on Mrs C's list
than on Mr A's. The local health agency has no contract with
Moorfields, but it does have a reserve budget to cover referrals without
existing contractual cover, subject to peer review. Moorfields's prices
are the highest of the three hospitals, but Dr Jones is satisfied that
he could make a strong case for financial cover from the reserve budget.

It could take up to three weeks to receive a reply to such a bid.

6. Having gathered all the relevant information Dr Jones discusses these
options thoroughly with Mrs Smith. His advice is a referral to Mr B.
Although he believes that a referral to Mrs C would be Jjustified on clinical
grounds, he is concerned about the length of time that would elapse before a
diagnosis is made and, if necessary, an operation performed; and he is
worried about how Mrs Smith would react to being so far from home. On the
other hand, he believes that the history and potential complexity of Mrs
Smith's condition makes a referral to Mr B clinically justifiable by

comparison with a referral to Mr A.

7. Mrs Smith has only one doubt about agreeing to this: she feels she would
cope much better with a spell in hospital if she could be visited frequently
by her family and friends. In other respects her natural inclination to

follow Dr Jones's advice is reinforced by her strong desire - having steeled

DC1.7/16

C" Brus T ool e gorscsy
", . Fe, L

\.}-' bl Tl 20N Ve :



SECRET

herself to consult him - to wait the shortest time possible for any
necessary hospital treatment. For herself she sees the time to be spent
travelling to out-patient appointments as a price worth paying for a shorter

waiting time.

8. Mrs Smith discusses the position with her son and her friend. They work
out between them how at least one of them can visit her every day, usually
with a grandchild, if she is admitted to the teaching hospital. She
telephones the surgery to ask Dr Jones to go ahead with the referral to
Mr-B;

DC1.7/16



Annex 4

Geographical Variations

1. This note describes the different types of area in which GPs would refer

their patients to hospital.
2. Admission to hospital would continue to be by three main routes:

* directly via accident and emergency departments

* emergency referrals by GPs

* by a GP referral for an out-patient appointment followed if necessary
by a decision by the consultant to admit for treatment as an
""elective" patient or to refer the patient on for more specialised

care.

All local health agencies, regardless of size or geographical coverage,
would need to ensure that their contracts provided for access to hospital

through these routes.

3. In deciding with which hospital to place a contract, local health
agencies would need to judge the cost, quality and accessibility of
services. The weightings given to these criteria would be influenced by the

kind of area in which the agency operated. Broadly, the range would be:

i. areas including a teaching centre

By definition, these will be metropolitan areas, often with several
teaching hospitals. About 15% of the population currently live in a

district served by a teaching hospital. 1In these areas:

* GPs and patients currently have a wide choice of core and

specialist acute services: contracts might appear to restrict this.

DC1.7/16
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* except to the extent that separate provision is made for medical
training, local health agencies would need to balance costs (which
are high in teaching hospitals), the public's desire for the
""best", and the need to ensure that teaching hospitals have
sufficient numbers of routine cases to carry out their education

function.
* there might be alternative private sector provision.
The net effect would be likely to be little change in public perception.
There should be ample scope for placing contracts with several provider

units. By raising awareness this should increase real choice.

ii. conurbations

In addition to those living in an area which includes a teaching
centres, about 25% of the population live in heavily built up areas. 1In

these areas:

* there would be a wide choice of core acute services. There should
therefore be no difficulty in placing contracts with efficient
providers while retaining some choice. The balance might be more
difficult to strike where there was a high degree of consumer

awareness, for example with maternity services.
* some choice would also be likely in specialist services. Greater
competition might be encouraged where there was a teaching centre

nearby and alternative private sector provision.

iii. mixed urban/rural areas with one district general hospital

About 45% of the population live in Districts of this kind which do not

have a teaching hospital. In these areas:

DC1.7/16
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* patient choice might be increased for some treatments depending on
the accessibility of neighbouring units and the scale of private

sector provision.

* the scope for competition in the provision of core acute services

would be relatively limited.
* there would be unlikely to be significant change in the pattern of
specialist referrals or of referrals from one consultant to

another.

iv. rural/sparsely populated areas

About 15% of the population live in "rural'" Districts. In these areas:
* there would be unlikely to be significant changes in the choice of
core or specialist acute services. Accessibility would continue to

be a major criterion.

* the new model might encourage more imaginative use of cottage

hospitals. Contracts could be negotiated directly with GPs.

DC1.7/16
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DATE: 19 May 1988

APS/PAYMASTER GENERAL
ce PPS

PS/Sir Peter Middleton

Mr Anson

Mr Phillips

Miss Peirson

Mr Call

CHIEF EXECUTIVE NHS MANAGEMENT BOARD

You asked if there were any specific points which might help in
considering possible successors to Len Peach.

25 The next Chief Executive is likely to have to preside over a
time of major upheaval in the NHS. Quite what it will involve will
depend on the outcome of the present NHS Review. There may be
major changes to push through with health authorities and with the
medical profession. It is possible - though not certain at this
stage - that NHS reorganisation may involve the job expanding to
encompass GPs as well as hospitals (at present it covers only the
latter).

3% It therefore needs somebody with the drive and the capacity
for innovation to see through major change. But this involves much
more than simply setting targets and meeting them. It is not a
straight 1line management job. The NHS Management Board does not
"manage" the NHS; rather it seeks to persuade and cajole the
regional and district health authorities. Each authority has its
own parochial concerns, which it feels are not understood by the
DHSS. Each resents interference, as it sees it, from the centre.
Tact, firmness, considerable powers of persuasion and - not least
- patience are needed.

4. The job is also of course highly political. The incumbent has
to work within political parameters which are not the same as
those of running a business. He is answerable to Ministers, and
subject to Parliamentary pressure and scrutiny - for example, as
Accounting Officer for the Hospitals and Community Health Vote, he
is liable to appear several times a year before the PAC. The ideal
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candidate would therefore either have some Whitehall or
Westminster experience in his background, or be demonstrably
capable of operating in an environment very different from the

business world.

5. The DHSS have suggested that somebody with an industrial
relations or personnel background - like Len Peach - might be well
suited to the job. There is certainly a large man management
element in the job, but there is more to it than that. There are
deeply entrenched professional and trade union interests in the
NHS. It would be very important that somebody with an industrial
relations background did not allow himself to get too close to
them at the expense of the wider management task.

6 In short, we need a good, tough, innovative manager, with the
political sensitivity to handle the Whitehall end of the job and
the diplomatic skills to persuade a wide constituency of different
interests to line up behind possibly radical change.

R B SAUNDERS
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NHS REVIEW : TAX RELIEF

1 At the Prime Minister's meeting on 9 May you agreed to
arrange for a paper to be prepared, for consideration in

the week beginning 6 June, on two options:

- tax relief for private health insurance premiums

paid by the elderly; and

- exempting premiums paid by employers under a
company scheme from taxation as a benefit in kind

in the hands of the employers.

2% In Moira Wallace's note of 16 May you asked for an
early note on the work being done for this paper on the
second option, and in particular the case for restricting
benefit-in-kind exemption to company schemes which cover
all employees. The best way of meeting this request would

seem to be to let you see an early draft of the paper, and

cc PS/Chief Secretary Mr Battishill
PS/Financial Secretary Mr Isaac
Sir P Middleton Mr Corlett
Mr Anson Mr Beighton
Mr Phillips Mr Lewis
Miss Peirson Miss Rhodes
Mr Culpin Mr Davenport
Mr Turnbull Mr Eason
Mr Saunders Mr I Stewart
Mr Griffiths Mr Walker
Mr Call PS/IR

Mr Kuczys
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this is attached. (Mr Saunders saw a version earlier this
week, but this has changed quite a lot as we have worked
further on it.) Much of the work is by Mr Walker.

3 I should stress that this is only an early draft, and
there are still some gaps to be filled and rough edges to
smooth out, quite apart from any comments Lhat you (and copy
recipients) may have. On the other hand, time is quite
tight. The week before 6 June is the Whitsun Recess when a
number of those involved will be away from the office; so
our aim is to try and finalise the paper if at all possible

by next Friday (27 May).

4, It would be very helpful, therefore, to have your

initial views on this draft. In particular:

a. Is the paper broadly on the right lines? Are you
content with the tentative conclusion, that a case
for tax relief for the elderly could be made out,
though there are strong doubts about its
cost-effectiveness; and that it is very difficult to
find arguments for exempting benefits-in-kind of some
employees but doing nothing to help less favoured
employees or the self employed - andzgould lead to
pressure to go much wider?

b Are you content to leave a number of detailed
questions open in the paper? (For example, whether
"the elderly" should be defined as the over-65s, those
of pension age, or the over-60s; and whether relief

should be at marginal rate or basic rate only.)

e We have drafted this as a paper by officials. It
would obviously need some redrafting, if you wished

to send out a paper in your own name. Alternatively,
if you are content with the general line, it could go
under cover of a note by you drawing out the main

points you want to emphasise. If the latter, we will
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of course let you have a draft next week, but are there

any particular points you would want to make?

d. Are you happy with the treatment of benefit-

in-kind exemption limited to all-employee schemes? Our

own evidence, which is somewhat anecdotal, does not
square with the Orros paper - that is, we do not think
the great majority of company schemes are restricted to
management (or, if they have been in the past, this is
now changing). In any case, we do see practical
difficulties with this proposal. We can of course do
more work on it if you would like. But do you agree
that it should not have too much prominence in this

paper for Colleagues?

5 There may of course be other aspects which you (or

others) want to change.

A

A W KUCZYS
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DRAFT 20 MAY 1988

TAX RELIEF FOR PRIVATE MEDICAL INSURANCE

Note by Inland Revenuc

Introduction

il This paper covers two options which were
identified for further consideration at the Prime

Minister's meeting on 9 May. The options are:
I to give income tax relief on premiums
paid for private medical insurance for

the elderly; and

il. to exempt employees from tax on premiums

paid by employers under company schemes.

Tax relief for the elderly

2 The elderly are heavy users of health
services. Those over [65], representing

[15] per cent of the population, pre-empt
[40] per cent of total NHS expenditure in the
country.

3, At the same time, they are less likely to be
covered by private medical insurance than the
population as a whole. 350,000, or [4] per cent
of those over 65 are covered by private medical
insurance; whereas over the population as a whole
the cover is [10] per cent. Hardly any over-75s
are insured. The reasons for this relatively low

coverage appear to be:
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- reluctance of insurers to provide

coverage for new subscribers over 65

- even where insurance is available, it is
relatively expensive (a typical policy
costs [£300] for a couple aged 30, hut
lE600] for a couple aged 65);and
(understandably) the restrictions in the
cover tend to bite harder on the elderly

than on others.

- some of the big NHS costs (eg for
long-term care) are not insurable on any

terms.

4. The combination of these factors means that
the elderly represent a very heavy call on NHS
resources. The question is whether tax relief on
their private medical insurance premiums would
provide a practical, cost-effective and
politically sustainable method of attracting them
into the private sector for at least some of their

needs and easing pressure on the NHS.

S On the practicalities, a tax relief scheme

for the elderly could be operated by the Revenue
on the lines of the MIRAS scheme for mortgage
interest relief. That is, basic rate relief would
be given at source by reduction of the premium,
with the Revenue dealing directly with the
insurance providers. The possible arrangements
are described in more detail in the Annex. A
MIRAS-type scheme would mean that the benefit of
the relief (in effect, a public expenditure
subsidy) would be available to non-taxpayers (if
any of them were in the market for this type of

insurance) .

6 Decisions would be needed on:
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- whether, where the taxpayer was a
higher-rate payer, relief should also be
given at the higher (40 per cent) rate

- the age (60 or 65) at which entitlement

to relief would begin

- the type of policy which would qualify
for relief, and by whom such policies
would be approved (on the assumption
that relief would need to be restricted
to genuine medical expenses); and
whether the qualifying premiums should

have an upper limit

- whether the relief should be available
only for the elderly themselves, or
whether (at the cost of added

NS % administrative complication) it should

be available also for others who pay for
an elderly person's membership.

T4 The cost-effectiveness of the relief would be

determined to a large extent by the take-up. This
is because of the deadweight cost of giving relief
to those who already have private medical
insurance. For example, relief at the 25 per cent
basic rate on an average premium of £600 for
170,000 existing subscribers would cost about

£20 million (deadweight).

8. It is difficult to estimate the number of new
elderly subscribers who would be attracted in by

the relief, but some American research suggests

that it could amount to perhaps another

10 per cent. If that is right then the overall
cost of relief would not be much more than

£22 million. But even that assumes that insurers

would in future be prepared (by constrast with the
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present common rule) to take on new clients
amongst the elderly.

s The question therefore is whether that cost
would represent a good "buy" in terms of savings
in the NHS by encouraging perhaps 20,000 new
elderly people to move Lu the private sector for
certain specified medical services. A 10 per cent
increase in premiums would amount to about

£8 million. If the simplifying (and generous)
assumption is made that in the long run the level
of premiums represents broadly the medical costs
the insurer expects to bear, then the cost of tax
relief (£22 million) would substantially exceed
the saving (£8 million) to the NHS.

10. On the wider political implications, the
introduction of relief would represent a (limited)
reversal of the Government's general policy of
abolishing or reducing tax reliefs for special
categories of taxpayers. The consistency of
policy would probably come under attack.

11. If the relief were restricted to the elderly,
the criticism might be deflected on the basis that
this was a de minimis relief, narrowly targeted at
a particularly deserving group for whom the market
in private medical care was not at present working
well.

12, But the question is whether it would be
possible to hold the line at the elderly. There
would undoubtedly be pressure for the relief to be
extended more widely, particularly to younger
people not in a position to benefit from
employers' health insurance schemes. If the line

could not in practice be held, there would be

" major implications both for the cost and for wider

tax policy issues.
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Benefit in kind exemption

13. The second proposal is for just such an
extension to other groups, by exempting premiums
paid by employers as a benefit in the hands of
employees. The same questions arise: would this
be practical? would it be cost-effective? and on
what basis could the dividing line be defended?

14. As far as practicality is concerned,

exempting the benefit would be relatively
straightforward (see Annex for details).

Exemption would effectively give employees relief
at their marginal rate. In contrast to relief for
the elderly, it would be more difficult
operationally to give relief only at the basic

rate.

15. It is not clear that extending relief in this
way would be cost effective. At present, over
750,000 employees above the £8,500 threshold for

taxing benefits in kind enjoy the benefit of

employer-paid medical insurance. The deadweight
cost of exemption for these employees would be
around £80 million. The extent to which a change
in tax treatment would stimulate additional
employer provision is very hard to gauge, since
the price mechanism involved is indirect - the
cost to the employee would have been reduced but
the decision whether to provide insurance rests
with the employer whose costs would be unchanged.
US evidence relating to employer-provided
insurance suggests that an increase in provision
of 10 per cent might not be implausible. If it
were 10 per cent, it would take the total cost to
about £90 million. But this figure should be
treated as little more than illustrative. On this
basis, the relative cost-effectiveness of this

proposal will be exactly the same as tax relief



Shomld ib? Thak
wonld be o sUpPRen
Supe ¥ ey NQ Ev.w
CV?VE}P%%V%LC
hre almatpV ras
W iaswrdnw .
g

SECRET

for the elderly: ie the tax cost would
substantially exceed the new premiums and the
benefit to the NHS.

16. Moreover, employer-provided insurance cover
is a growth area: the number of employees covered
is already rising at about [5] per cent a year.
There is an argument that this sector is growing
quickly enough not to need a tax-based boost.
(Indeed there is already some fiscal incentive
because medical cover, like other benefits, is

exempt from employer and employee NICs).

17. One possible variant would be to grant
exemption only where a company scheme applied to
all employees. This might do most to widen
coverage, by encouraging the extension of existing
schemes, limited to managers or "staff", to the
whole workforce. However, there is no reason to
believe that, in general, existing schemes are
limited to senior employees. Increasingly, this
sort of benefit is being provided to all
employees - which is one reason for the growth in
coverage. And it is not clear how the rule could

in practice be enforced.

18. Some employers themselves provide medical
attention for their employees or pay for their
treatment. Any exemption should reasonably extend

to these arrangements also.

19. As we see it, the most difficult issue is to
find the rational basis on which to defend the
dividing line for the exemption. Why should
people of working age get tax relief for private
health insurance if - but only if - they are
employees and their employer is prepared to pay
the contributions to the insurers directly? What
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are the grounds for excluding everyone else -
other employees? the self-employed?

20. The arguments for special relief for the
elderly are that they find it difficult to get
insurance and they have to pay in effect a
surcharge. For employees in the hig company
schemes the situation is precisely opposite:
health insurance cover is offered on a plate, and

at a discount.

21. In all comparable fields - pensions,
disability insurance, education and (at present)
health insurance - the tax legislation tries so
far as possible to treat on an equal footing
employees generally and the self-employed. This
reflects the Government's general policy,
emphasised by successive Chancellors, that there
should be no special tax advantage to employers
and employees to arrange for their remuneration to
be taken in kind, rather than cash.

22, To put this point another way, the benefits
in kind charge is not a special penalty on
employer-provided medical cover. It provides
income tax neutrality between the employee who
receives part of his pay in benefits, and the
employee or self-employed man who is paid wholly
in cash and buys his own benefits. If the
Government wants to provide a special tax relief,
it now provides that relief across the board. To
defend a limited exemption - confined to
employer-financed benefits - it would on the face
of it be necessary to identify some special
(presumably social) reason why collective
employer-financed group schemes were more
desirable than private individual insurance - or

why these particular employees were in more need
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of health insurance than other employees or the

self-employed.

23. If pressure led to extending relief to all
for private medical insurance the cost would rise
substantially to around £250 million (or more if
demand increased significantly). And, as noted in
the Treasury paper of 22 April, that in turn could
lead to pressure for concessions in other areas
(eg for those who opt out of State education by
educating their children privately) which, apart
from any other considerations, would be very

costly.

Conclusion

24. Neither tax relief for the elderly nor
benefit in kind exemption poses insuperable

operational difficulties. A relief for the

elderly alone might cost around [£22] million, if
(despite the considerable deadweight cost) such a
relief were felt to offer good value for money or
other political advantages. For people of working
age we have not so far been able to identify an
argument for confining an exemption to
employer-paid premiums. So there would be
considerable pressure for a more widely available
relief, at significantly greater cost - and,
beyond that, to treat other forms of "opting out"
similarly.
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ANNEX

Operational and practical considerations

ok This annex covers:

- operational and staffing implications

for the Inland Revenue

- compliance costs and benefits for

employers and insurance providers

- possible limits to relief and vetting of

policies

- timing questions

A. Tax Relief for the Elderly

A Operationally, the best way to give tax
relief for the elderly would be to arrange for
insurance providers to give basic rate tax relief
at source. The Inland Revenue would set up a
special unit, along the lines of the existing unit
for mortgage interest relief at source (MIRAS) to
deal with the insurance providers and their claims
for repayment. Some technical expertise would be
needed to check that the policies offered were
acceptable. Relief could be given also at the
higher rate, but this would have to be handled by
individual tax offices - at an additional staff

cost,

3is The overall Inland Revenue staff cost of
granting relief for the elderly on this basis is
[10] at basic rate only, plus another [15] at

marginal rate.
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4, As for compliance work for insurance

providers, giving relief at source for the elderly
would add to their costs: the arrangements would
clearly have to be kept as simple as possible to
keep such additional work to a minimum. But the
insurance providers should be getting a
significant amount of new business as a result of
the relief, and would thus have no ground for

complaint.

5 Some limit to the relief in each individual

case may be desirable. Relief could, for example,
be restricted to a maximum of, say, 25 per cent
above the average subscription in order to prevent
those who could afford it getting tax relief on
policies which included cover going well beyond
essential medical care. But limiting relief in
this way would be operationally difficult. And it
could hit those who, because of their age or
previous health record, found cover more expensive
than the average. The best way to control the
type of cover provided would be for the Revenue
(on the basis of advice from an expert body) to
approve policies before they qualified for tax
relief.

6. The timing of the introduction of any relief
would depend on when a firm decision was taken to
go ahead, when it was announced publicly and when
the necessary legislation was enacted. The
timetable from a decision (and announcement) on
tax relief for the elderly, to implementation,

would depend on three factors:

. setting up the new Inland Revenue unit,
and other necessary Inland Revenue

procedures (eg for approving policies) ;
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& B BUPA and other providers setting up
their own arrangements for operating
relief at source; and

iiis the need for primary legislation.

Of these, i. should take around 6 months, and is
unlikely to be critical. The most problematic is
likely to be iii. With, say, an Autumn 1988
announcement, the first legislative opportunity is
likely to be the 1989 Finance Bill (unless
Parliamentary time were found for a short Bill
specifically for this purpose). Regulations
covering details of the scheme would have to
follow Royal Assent to the primary legislation
(July/August 1989 in the case of the Finance
Bill).

70 This suggests that an Autumn 1989 or January
1990 start of operations should be feasible, for
relief at basic rate only. If, however, relief

were to be given at marginal rate, the scheme
would really need to come into operation from the
start of a tax year: that would point to an April
1990 start.

By Benefit in Kind Exemption

8. Operationally, exempting employer-provided
medical insurance as a benefit would be relatively
straightforward. Once the initial job of amending
PAYE codes had been done, there would subsequently
be less work for Tax Offices, and a small staff

saving in the Inland Revenue.

9o If the exemption were available only to those
schemes where the whole work-force was offered
insurance, there would be a [small] Inland Revenue

staff cost to ensure that only those employers who
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met the criteria were given the tax relief; but
this staff cost would be [partly] off-set by
savings in the Tax Offices dealing with the
employees concerned. The overall Inland Revenue
staff effect would be [negligible].

10. An exemption for employer-provided private
medical insurance should entail a reduction in the

compliance burden on employers. At present,

employers have to send the Tax Office annual
returns detailing the benefits-in-kind provided
for most employees. Exemption would mean that no
returns would be needed for the 200,000 employees

whose only benefit was private medical insurance.

11. If relief were given only at the basic rate,
it would continue to be necessary to obtain
information from employers, and any staff savings
in the Revenue would be reduced.

12, The earliest practicable starting date would

be April 1989. An Autumn 1988 announcement would
be desirable. Legislation could be in the 1989
Finance Bill.

13. A benefit-in-kind exemption which applied
only to all-employee schemes would, however, be
more complex. It is difficult to see how
arrangements could be set up before the
legislation was in place: this points to a
starting date of April 1990.

Cs Wider Options

14, Neither of these options appears unduly
difficult operationally. But if the logic of
introducing both reliefs ultimately led to giving
relief for all individually-paid subscriptions,

the operational effects would be much more
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far-reaching. Basic rate relief at source would
be essential; and if, in addition, higher rate
relief were given by tax offices, the level of
extra work would rise at about the time other
major changes (eg Independent Taxation of husband

and wife) were being absorbed.
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The Paymaster General was grateful for your minute of 19 May.

He connmenks ok
24 A What has emerged on the specifications from within HM Treasury reduces

him to despair on the DHSS's simplistic catch all. It is a difficult job, and
effectiveness in it is more likely if the search is targetted to specifically
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. NHS REVIEW: SELF GOVERNING HOSPITALS

Note by the Secretary of State for Social Services

My attached paper examines key aspects of our approach to self governing
hospitals.

2. Underlying these key aspects are a range of secondary, but important,
issues on which working papers are being prepared. These cover:

*¥ the constitution of providers
* the management of capital assets and investment

* manpower planning and supply, and the financing of medical and nurse
training

\Exi * ensuring that contracts between buyers and providers give the right
incentives

* the timescale of change and the programme of action for achieving it
* resource implications
. * improving information, including information on costs

* a balance sheet of how the changes we propose would affect
consultants, GPs and nurses.

~ 3. Colleagues will clearly want to consider the main points arising from
(. these papers. But the best way of making progress might be for them to be
i; looked at first by the Cabinet Office Group of Officials. The main points

that arise from that work can then be brought to us. If that is agreed, I
will arrange accordingly.

d e s v aatiW b lzwl,} “batad ‘)

May 1988
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SELF GOVERNING HOSPITALS: KEY ASPECTS
Note by the Secretary of State for Social Services

1. This paper examines two key aspects of self governing hospitals - role
of the buyer; and how the new approach would work in practice from the point
of view of the patient, the GP and the consultant. We are, I think, clearer
about the virtues of '"self-governing hospitals'" themselves, but Annex 1 sets
out some further thoughts on "health care providers".

I The role of the buyer

(a) Separation of buying and provision

2. The essential step we have to take if we are to establish self governing
hospitals is to separate the buying and provision of health care.

* The major disadvantage of the present monolithic system, in which
there is little choice and competition, is that the interests of the
patients can take second place to those of the provider. In turn this
has reduced the incentive for managers to improve services and the
scope for people to spend more of their own money on health care.

* By contrast, the advantage of separating the purchase from the
provision of care is that it will open up the system to competition.
The patient would come first, not second.

3. The key to this will be the role of the buyer, or local health agency.
The agency's starting point should be the needs and interests of the
community, not those of the provider. This is a crucial change - we must
not dilute its impact.

4. We shall want to consider the lutionary route towards this goal, on
which I set out some proposals in Annex 2. 1In deciding on the pace of
change we must pay particular attention to:

* building on the progress we have already made in the NHS - for example
in the successful introduction of general management and our
initiatives on competitive tendering

* maintaining the morale of those now working in the service who need to
be reassured that there is a valued place for them in the reformed
structure.

(b) Who will the agency be?
5. Basically, the agency will be a public sector body and the successor to

the present health authorities and family practitioner commlttees I deal
with this in more detail in Annex 2.

DC1.7/16
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(c) What will the agency do?

6. The agency will be responsible for ensuring that there is comprehensive
health care for the population for which it is responsible. In particular
1.Cewii A0

* jidentify present and future health needs, taking account of consumer
demand

*¥ invite tenders from providers of particular services or groups of
services, and negotiate and award contracts

* monitor the performance of providers against key quality, outcome and
cost targets, ensuring that patients, family practitioners and
consultants are fully informed.

7. The size of population covered will depend on a number of factors,
including the extent to which the agency is responsible for community care
as well as health care. But I expect these factors to point towards a
typical population of around 500,000, resulting in about half as many
agencies as there are now district health authorities. This would be about
the same size as now covered by family practitioner committees and
interestingly the same size as proposed in New Zealand for their equivalent
body. We should not, however, aim to move to this size overnight, as Annex
2 explains.

(d) How will agencies be funded? z

8. Buyers would receive cash-limited allocations calculated according Eb'l CQA-fM~“fH

e TR Sovine
* population size, weighted for age profile and (other relevant ) qujm?L
characteristics; plus » o A2 tva iy ve
- what WA 0V 1o, OV Whed ne il v ¢ Y Re?\  carololy
* the cost of servicing the capital assets employed by service provfaéx§ f ;
kF‘V

(both existing stock and new investment), which would be charged e
within contract prices. el b

;e \u
There should be no need to compensate for cross-boundary flows, as RAWP does giuﬁ}‘)

at present, since each buyer's boundaries would be irrelevant to the
location of the services it bought.

(e) How will money follow patients?

9. The way in which money follows the patient would depend on the nature of
the work for which the agency was contracting. In-patient hospital care
covers

immediate treatment such as accidents and other medical and surgical
emergencies

urgent treatment such as cancer surgery, for which admission must be
prompt when required

treatment for chronic illness such as geriatrics and mental illness

D@17/ 16
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non-urgent ("elective'") treatment, such as hip replacements and
hysterectomies, for which timing can be a matter of choice.

10. Most hospital treatment falls into the first three categories. An
agency's concern for these will be to secure treatment when required, but
within a fixed budget. This points to

P )

* g capitation contract, where the money would go in advance of the
patient. Such a contract would involve a set annual fee for the number
expected to use the service whether or not they actually do. Where a
non-resident was treated there could be cross charging or a knock for
knock arrangement. A capitation-based contract might also apply to
out-patient referrals.

e Lo | e

11. For most "elective'" treatment it should be possible for the money to
follow each patient, through

* an average cost contract, for a given number of treatments.

12. A third alternative, which incorporates elements of the first two forms
of contract, would be

¥ a retainer plus marginal cost contract, under which a set annual fee
would be paid so that the capacity was available. There would then be
a price per patient based on marginal costs: for that part of the
contract, the money would follow the patient. This might be a useful
approach for, say, maternity services.

II How the approach would work in practice

(a) How the patient would see it
13. The patient would

* retain a direct, personal relationship with the doctor responsible for
his (or her) treatment.

* continue to look to his GP both for primary health care and for advice

on, and r‘eferr‘al to, hospltal services. [\/lﬁ 1Y) W"SQV‘EJ

/’7 * continue to enjoy access, and entitlement, to a comprehensive range of
\ health scrvices, frece at the point of declivery.

* enjoy a better informed, and therefore more real, choice - exercised
through his GP - between different consultants and different
hospitals. He could for example make his own decisions on the balance
of advantage between shorter waiting and less travelling.
Administrative boundaries would not determine to the location of
treatment.

#* benefit from the impact of competition on the standards of service
offered by providers.

* be able to look to a single body - the local health agency - as being
responsible for ensuring that his health care needs can be met.

DC1.7/16
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(b) How the GP would see it

14. The GP's primary responsibility would still be to the patients on his
(or her) list. He would retain full clinical responsibility for those
patients. And he would continue to refer them, as necessary, direct to
consultants.

15. The main changes would be to the circumstances in which those referrals
took place. At present GPs are theoretically free to refer a patient to
whichever consultant they wish, although this is limited in practice.

Under the new arrangements I am proposing there would be - and should be - a
trade-of f between

* the local health agency's decision on where to place its contract or
contracts for any given service, a decision which must be taken with
cost-effectiveness as well as choice in mind; and

* the GP's clinical judgement as to what is best for his (or her)
patient, which may be to refer him to a specialist at a hospital with
which the buyer does not have a relevant contract.

16. The effect of this trade-off, without any modification, would be to
constrain a GP's freedom of referral, and the profession would no doubt
object to this. "It is essential, Rherefore, that we modify it to preserve
the GP's ultimate‘klinical freedom‘ggg enhance his ability to exercise it in
practice. I believe that e rangements I propose would do this, for the
following reasons:

* in practice, a GP's freedom of referral is already constrained - by
inadequate information; by the reluctance of some district health
authorities to accept patients from elsewhere; and by the resources
available in hospitals. In future the information available to him
would be much better; DHA boundaries would be irrelevant; and local
health agencies would be shopping in a more efficient provider market.

* in practice, too, GPs may take referral decisions on the basis of
which consultants they happen to know, or of longstanding habit. The
approach I propose would both prompt and help GPs to question such
referral patterns and exercise a better informed choice.

* GPs collectively would be able to influence, though not determine,
where local health agencies placed their contracts for hospital and
other services. For example, each agency's decisions would need to
take account of '"their" GPs' preferred patterns of referral, and would
need to offer GPs the maximum range of choice consistent with
cost-effectiveness.

* GPs would retain the right to make referrals additional to those for
which '"their" agency had already contracted, whether to the same or to
dittferent providers. This right would be

D€1.7/16
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— financed by a cash-limited '"back pocket" held by each local
health agency for this purpose.
j;(; - supported by a process of peer review, so that competing demands
on these reserve funds could be resolved by the profession
itself.

17. Annex 3 summarises the different geographical circumstances in which
GPs would be exercising the choices open to them.

(c) How the consultant would see it

18. Like the GP, the consultant would find his (or her) basic clinical
responsibility, and his relationship with his patients, fundamentally
unaffected. But there would be a number of changes which, whilst welcome to
government, might not be welcome to many in the profession. In particular:

* consultants would no longer be employed by Regions or teaching
Districts. Instead they would either be self-employed or, like other
staff, employed by individual providers.

* whilst the principle of clinical freedom would be untouched, the
consultant would find what was expected of him (or her) more tightly
/l, constrained by the terms of the contracts which local health agencies
‘ had entered into with the provider for whom he was working.

* there could be no security of tenure beyond the term of current
contracts for the services for which he was responsible.

19. Against this there would be much in what I propose that would be
attractive to consultants, especially to the majority who are committed to
working hard for a better service. In particular:

* a more competitive form of provision should enable consultants to do
more work — as so many tell us they would like to - without their
services incurring the financial penalties which are inherent in the
present system.

* consultants would have much greater influence in the management of
their business - the delivery of the services in which they specialise
— and much more scope to develop and market new ideas.

* there would be the prospect of higher earnings for the best
consultants as providecrs compete for their skills.

Conclusion

20. My further work since our last meeting has satisfied me that we are
still on the right track. I invite colleagues to agree that we should
continue the development of the self governing hospitals approach.

May 1988
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Annex 1

Health Care Providers

1. Under the '"self-governing hospitals'" model, public sector providers
would be freer than they are now to consider what services they wish to
offer and how to improve them. They would compete among themselves and with
private sector providers on both the quality and the cost of the various
services they offered. They would he free to sub-contract particula:
services and to subject their support services to competitive tendering.

2. It would be a mistake for government to decide in advance exactly how
many providers of what kind would be needed, or to impose a rigid format on
what such a market would generate by way of a longer term pattern of
provision. Just as we have successfully embraced different models in our
approach to privatisation, so we should recognise in our approach to the

provision of health care the variety of circumstances we have to encompass.
In particular:

* there is a spectrum of hospital care ranging from metropolitan areas
with several teaching hospitals; through conurbations with a wide
choice of acute services; suburban areas with a single district
general hospital; to at the other end rural areas with substantial
travel to district hospitals and a greater potential role for cottage
hospitals. Annex 4 sets this out in more detail. Ncb &&@p QW&Q

T

there are over 1, 80§)NHS hospitals in England, of which 750 have fewer
than 50 beds. Many are in practice closely interdependent. It would
not be economic for every one of these hospitals to become
"self-governing'" - employing their own staff, negotiating their own
contracts, and so on. Instead, it would make better management sense
for some of them to work together when bidding for contracts, as they
do now to provide a wider range of care.

not all public sector providers would be based on mainstream acute
hospitals. Of the 611 management units only 195 are solely "acute'.
The rest provide community health services, mental illness or mental
handicap services, or a combination of different services. These are
delivered partly through hospitals but also at patients' homes and
through clinics, health centres and GPs' surgeries. GPs themselves

would also be "providers'" - seeing far more patients than are seen in
hospitals.

3. We should therefore put in place a sufficiently flexible market
framework to enable a variety of providers to emerge, and develop this
framework in an evolutionary way. This suggests a three-stage programme:

* Stage 1: prepare the way by continuing to devolve responsibility to
existing management units, involve doctors in hospital unit
management, and develop information systems.
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* Stage 2: allow units to float free of Districts and become
"self-governing'", probably at the same time as district health
authorities and family practitioner committees are re-formed into the
new buying agencies (Annex 2, paragraph 4).

* Stage 3: leave the market to generate new subdivisions and
combinations of providers, perhaps with some providers opting out of
the public sector entirely (for example through management buyout).

4. Providers who remain in the public sector will need to be accountable
for their stewardship of public assets. We shall need to explore, and
perhaps to experiment with, different models for satisfying the requirements
of accountability and for dealing with related matters such as investment in
capital and training. We need also to explore ways in which provider
management could itself be franchised competitively: this could be
especially valuable where there was little or no scope for alternative
providers to enter the market, or where a hospital's failure in the market
did not justify the closure of a valuable, or even essential, facility. We
shall need to consider further papers on these issues in due course.

DE17/1.6



Local Health Agencies

Local health agencies would be accountable to the Secretary of State for
Social Services who would in turn be accountable to Parliament.

2,

How ¢

4.

Broadly, such agencies could be based on one of three models:

elected bodies, like the proposed New Zealand regional health
authorities.

appointed bodies, akin to the present health authorities and family
practitioner committees. (Regional health authority and family
practitioner committee members are all formally appointed by the
Secretary of State, though nominations are drawn from various groups.
District health authority members are appointed by regional health
authorities or local authorities, though the chairman is appointed by
the Secretary of State.)

government agencies, without any outside members.

In considering these models, we need to bear in mind:

first, that the agencies will be funded by central government money, not

local. It would be important to have an organisation which focussed on

value for money rather than becoming a pressure group for more
resources. The New Zealand model does not seem appropriate for that
reason.

second, we need to make the best use we can of existing management

resources and to avoid the cost of unnecessary turbulence.

third, our experience of managing the NHS has shown the need for good
oversight of work of district health authorities and the value for this
purpose of an effective regional tier.

fourth, we want to leave room for alternative buying agencies to develop

if there is a demand for them.

Taking these factors together, the quickest way to make progress will be

to adapt the existing structure rather than introduce an entirely new one.
On this basis, the stages of development might be:

Stage 1. prepare the way by continuing to devolve responsibility from

region to district, by implementing key aspects of the Primary
Care White Paper, and by further developing the necessary
information sytems.

Stage 2. re-form district health authorities and family practitioner

committees into local health agencies, probably at the same
time as providers begin to be floated free.

DC1.7/16




Stage 3. consolidate the skills and systems needed to make the new

approach work. M ‘/\.QVV Q WM ‘V/Q\-ﬂd\ﬁﬂ.

Stage 4. .in.due; course - allow competlng uyers to _emerge and review

s

5. As part of this process we shall want to consider the continuing role of
nominated members.

DCL7/16



Annex 3

Geographical Variations

1. This note describes the different types of area in which GPs would refer
their patients to hospital.

2. Admission to hospital would continue to be by three main routes:

*¥ directly via accident and emergency departments

* emergency referrals by GPs

* by a GP referral for an out-patient appointment followed if necessary
by a decision by the consultant to admit for treatment as an
"elective" patient or to refer the patient on for more specialised
care.

All local health agencies, regardless of size or geographical coverage,
would need to ensure that their contracts provided for access to hospital
through these routes.

3. In deciding with which hospital to place a contract, local health
agencies would need to judge the cost, quality and accessibility of
services. The weightings given to these criteria would be influenced by the
kind of area in which the agency operated. Broadly, the range would be:

i. areas including a teaching centre

By definition, these will be metropolitan areas, often with several
teaching hospitals. About 15% of the population currently live in a
district served by a teaching hospital. In these areas:

* GPs and patients currently have a wide choice of core and
specialist acute services: contracts might appear to restrict this.

* except to the extent that separate provision is made for medical
training, local health agencies would need to balance costs (which
are high in teaching hospitals), the public's desire for the
"best", and the need to ensure that teaching hospitals have
sufficient numbers of routine cases to carry out their education
function.

* there might be alternative private sector provision.
The net effect would be likely to be little change in public perception.
There should be ample scope for placing contracts with several provider

units. By raising awareness this should increase real choice.

ii. conurbations

In addition to those living in an area which includes a teaching
centres, about 25% of the population live in heavily built up areas. In
these areas:

DC1.7/16
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there would be a wide choice of core acute services. There should
therefore be no difficulty in placing contracts with elfficient
providers while retaining some choice. The balance might be more
difficult to strike where there was a high degree of consumer
awareness, for example with maternity services.

some choice would also be likely in specialist services. Greater
competition might be encouraged where there was a teaching centre

nearby and alternative private sector provision.

mixed urban/rural areas with one district general hospital

About 45% of the population live in Districts of this kind which do not
have a teaching hospital. In these areas:

¥*

iv.

patient choice might be increased for some treatments depending on
the accessibility of neighbouring units and the scale of private
sector provision.

the scope for competition in the provision of core acute services
would be relatively limited.

there would be unlikely to be significant change in the pattern of
specialist referrals or of referrals from one consultant to

another.

rural/sparsely populated areas

About 15% of the population live in '"rural'" Districts. In these areas:

3*

DC1.7/16

there would be unlikely to be significant changes in the choice of
core or specialist acute services. Accessibility would continue to
be a major criterion.

the new model might encourage more imaginative use of cottage
hospitals. Contracts could be negotiated directly wilh GPs.
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NHS REVIEW: MEETI ON 24 MAY

The Prime Minister's next meeting will take a further paper from
Mr Moore on "self-governing hospitals".

e The paper is disappointing. Instead of telling us more about
how the suggested system might work in the real world, it is still
in very general terms, extolling the theoretical virtues while

. eschewing practical details. Most of it is about the proposed "
buyers" (now redesignated "local health agencies"), but without
adding very much to the previous paper. We learn that they are to
cover population areas of some 500,000, rather larger than the
typical DHA (paragraph 7) and that their funding will be based on
something like RAWP, but not much else. See for example paragraph
6, which purports to describe what the agencies will do. It gives
no indication of how they will in practice set about these tasks,
what these will involve and what resources they will need to do
them.

3. We believe that DHSS have been doing rather more work on the
proposals than the paper would suggest. We understand that Mr
Moore has deliberately chosen this approach because he fears that
an attempt to spell out proposals in detail would illustrate the
large number of difficult decisions needing to be taken, and may
thus put his colleagues off the whole idea. We think this is
mistaken. It is only by examining the hard detail, and discussing

L\?'f/\/\(ﬁ\\.{k"ﬁmww(vn\l W\";As v weed VWS Mg ’V\"}W\;Q‘m}
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the difficult questions, that the Group will really get into the
issues. It is only by this process that we will discover whether
the model can be made to stand up. I offer below the questions
which need to be put.

The providers

4. The analysis needs to start with hospitals. There are very
real dilemmas in setting up "self-governing" hospitals in the
public sector. Paragraph 4 of Annex 1 promises further papers in
due course. But we really need some indication of

- the corporate form of the hospitals and in what sense
they are accountable to the Secretary of State

- to what extent the Secretary of State may be liable for
their losses

- their powers to hold and deal in capital assets (eg
land)

- how capital expenditure will be financed: whether
directly by Government or by NLF lending

- how decisions about new capital projects are to be taken
and approved.

These are not just technical questions. They bear directly on
major structural issues like whether there needs to be a regional
tier between the hospitals and the Secretary of State, and what
form of financial supervision the Secretary of State needs to
exercise over their activities.

e Privatisation is not addressed. Is it envisaged that some or
all the hospitals will go into the private sector sooner or later?
Are they to be constituted in a way which readily permits later
privatisation?

) Bwgp \nv)wwmc o G Inglinh "‘"ﬂ‘t’t"f'\f] R vn
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6. A related issue - although one which I do not recommend you
to raise at the meeting - would be how we respond to new

privately-financed hospitals built primarily for NHS use. Our
private finance rules clearly indicate that we should be seeking
offsets within the public sector capital programme (or whatever
EFL or other control total exists under the new regime), but we
may have great difficulty in holding this line. This is a problem
which we will need to face up to squarely in any system of this
sort. We shall need to establish clear ground rules from the
start.

The buyers (local health agencies)

q% The functions of these agencies would seem to include at
least the following:

a. Placing contracts with providers (ie hospitals). But
what would this mean? Would there be separate contracts for
each specialty? How would they be negotiated, and how would
the provider performance be monitored? If contracts were
placed with more than one hospital in any given clinical
area, would proportions of total business be specified? What

expertise will the buyers need - accountants, lawyers,
doctors?
D Place contracts with GPs, as Family Practitioner

Committees do now. The relationship of this to the other

\// functions is tricky - see below.
o Some form of planning function (as the paper puts it
"identify present and future health needs, taking account of
consumer demand"). To whom will they account for their plan
and progress against them? How would these plans relate to
capital decisions, whoever takes them? What is to stop these
plans turning into means of generating pressure for further
public expenditure?

d. They will presumably need some relationship with the
community they serve. The idea (Mr Moore's paper, paragraph
2) is that "the patient would come first, not second". How
will the local population call them to account? How do we
stop them becoming a lobby mobilising local support for
higher expenditure?
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8. It might be easier to address some of these questions if we
had a clearer idea of what the agencies would be like, how they
would be managed and how many staff they would need. Annex 2 sheds
little 1light on this, other than coming to the unsurprising
conclusion that they should not be elected bodies.

L///9. We see real problems in the relationship of GPs to these

agencies. In theory, the agencies would be buying primary as well
as hospital care. They would be entering into contracts with GPs
in much the same way as with hospitals. We might achieve the
significant prize of cash 1limiting the Family Practitioner
Service, with agencies deciding priorities between primary and
secondary care within cash limits. But the proposals in the paper
show how quickly this would blur. If the system is to continue in
effect to allow GPs absolute freedom of referral, then the placing
of contracts becomes intimately bound up with the preferences of
the local GPs. There is a danger that GPs would come to dominate
the agencies, and hence the system. This would be most

Vundesirable. »M G(PS will he bg;ﬂ,., b W bxj N
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10. Mr Moore makes the point, quite rightly, that we need to
adopt an evolutionary approach. This is dealt with in very general

terms in annex 1, paragraph 3 and annex 2, paragraph 4. It would
be better however to have some hard evidence of the problems in
setting about this. Three regions are currently said to be
thinking about an internal market experiment, with East Anglia the
furthest advanced and most in tune with Mr Moore's ideas. I
suggest you ask at the meeting how this work is coming along.

11. You might also take the opportunity to get on record your
views about the immediate steps, discussed at your meeting
yesterday. I attach a check list.

R B SAUNDERS



20.5.2

SECRET

SHORT TERM IMPROVEMENTS IN THE NHS

Acceleration of resource management initiative - Mr Moore has
said publicly that this should be extended to all districts
from the end of 1989.

Better VFM audit arrangements.

Taken together, 1 and 2 will tend to lead naturally to the
emergence of more medical audit.

Extension of competitive tendering to clinical areas.

Reform of professional practices, including consultants'
contracts and entry qualifications to nursing.

Further steps to encourage the private sector.

Further consideration of the scope for charging.



pS2/93M oM
1”{”‘ IL T T g
. ‘ MISS M P WALLACE
23 May 1988
MR KUCZYS cc PS/Chief Secretary

PS/Financial Secretary
Sir P Middleton

Mr Anson

Mr Phillips

Miss Peirson

Mr Culpin

Mr Turnbull

Mr Saunders

Mr Griffiths

Mr Call

PS/IR

Mr Isaac - IR
Mr Corlett - IR
Mr Walker - IR

NHS REVIEW: TAX RELIEF
The Chancellor was most grateful for your minute of 20 May,

attaching an early draft of the tax relief paper. He would like to

discuss this, and this office will be in touch to set up a meeting.

V\J\,?\,\)

MOIRA WALLACE
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Treasury Chambers, Parliament Street, SW1P 3AG
01-270 3000

23 May 1988

John Studd Esg MD FRCOG
King's College Hospital
LONDON SES5

Many thanks for sending me a further note setting out in detail
your ideas about how we might expand the private health sector. I
found our chat very interesting, and I shall certainly make sure
that your suggestion is considered in our Review.

/‘%M»//tff '

/

/

IGEL LAWSON

i
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Chancellor
Mr Anson

Mr H Phillips
Mr Luce

Mis Peirson
Mrs Case

Mr Revolta
Mr Saunders
Mr D Rayner
Mr A M white

Treasutv Chambers. Patliament Street, SWIP 3AG ‘Mr Willis
a : Mr Davils

Geoffrey Podger Esqg Mr Call
Private Secretary

Department of Health and Social Security

Richmond House

79 Whitehall

London

SW1A 2NS

23 May 1988
;l‘L‘/ /va. ';20%fbc

SPECIAL HOSPITALS: SPECIAL HEALTH AUTHORITY

The Chief Secretary has seen a copy of your letter of 11 May
to David Crawley enclosing details of your Secretary of State's

proposed changes to the structure and management of the special
hospitals.

The Chief Secretary is content with the proposals, assuming
they do not preclude the possibility of major policy changes
on, for example, the future of Broadmoor, and welcomes your
Secretary of State's assurance that the aim is to introduce
tighter and more effective control of existing resources. He
supports the idea of eventual absorption into the NHS (preferably
within a specified period).

The Chief Secretary would be grateful if his officials
(and himself) could be consulted on the drafting of the proposed
national policy paper.

I am copying this letter to Paul Stockton (Lord Chancellor's

Office) ., Philip Mawer (Home Office), David Crawley
(Scottish Office), Jon Shortridge (Welsh Office), and David

Watkins (Northern Ireland Office).
)Y;WJQ rf%;&kf;1t7'
C,/’“ﬁﬂv

JILEROTTER

Private Secretary
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I attach as requested at this morning's meeting a draft minute

setting out our points on Mr Moore's latest paper.

2. 11

system would work in practice,

also attach for information a copy of the Annex on how the
which DHSS

officials

earlier but Mr Moore decided not to circulate.

R B SAUNDERS

prepared
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NHS REVIEW
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may help therefore if I set down before tomorrow's meeting some of
S KU o ansoas. .
C;’ desi ratoi i lu)
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Z.Ziifﬁms-basie]idea @éathat the buyer (the 1local health agency)

the questions

will be responsible for procuring services from providers on
behalf of patients. In their referral decisions, GPs will be
constrained largely by the contracts made by their buyer, but will
on occasion be able to refer patients elsewhere. How will these
constraints be applied in practice? In what ways will the freedom

of GPs be constrained? Wlll there b a vettlng procedure for
{ a- CM/\ el ferrels, ) ,

E?nd:v:duat-dec:stcnsfs v\w §0 va\¢Y'C\ftF€(l‘\ N e
OLFTFL

The buyer must have sufficient control over the system to

keep within his cash limit. He must |con only the extra-
contractual referrals made by GPs, but also the proportion of
referrals made under different contracts with different hospitals
and for different conditions. He needs to control both the flow of
patients to individual hospitals and the rate at which they are
treated. In effect, he, rather than the consultant, will have to

regulate the queue.
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4. This is an enormous task. Yet if the buyer is to be more than
simply a paying agent, he must in effecg take over some of these
functions from both consultants and GPs. But these are intended to
be administrative agencies, not making clinical decisions. Can
this be sold to the medical profession? How will large scale

duplication be avoided?

8 How will the cash limits be set? Will-it-be-acceptable—for

DT € LCLESTY agencle Some—pa O = ou Y O be—ab O
oYy a wldel— o € O reda v 2-a = nal :- . i ilen one
A~
elsewhere? 'What happens if the money runs out before the end of
< Lk Biink el we Caun

the year -Efi&i—it—bé]realistic tolféll a profligate buyer that he
has made his bed and must lie in it? What is to stop the buyers
from forming powerful and vocal lobbies for higher public

spending?

6. I therefore see a very real difficulty at the heart of these
olo W=
proposals: how _to reconcile the buying function of the new

agencies with the traditional rights of doctors in relation to
v

Wl e e Lg\i Q""" M AA
their patients, andL, control over costs i

1 oAl Saia+ M. taehs .

' pap
-clearly as I would like.

) I should like at an early stage to see a clear list of the

practical benefits which would flow from a reorganisation on these

lines, and aﬁ:he extent if any %(_D hici\},l.: t/I\lJe sag%ll‘)erzfngits cAoJu}K be )
. e 2 preetnt
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8. I am copying this minute to the Secretary of State, the
Minister for Health, the Chief Secretary, Sir Roy Griffiths at
DHSS, Professor Griffiths and Mr O'Sullivan (Policy Unit) and Sir

Robin Butler and Mr Wilson (Cabinet Office).
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Radical reforms urged to shift responsibility for we

Ifare away from central government

Local councils win vote of
confidence in care report

\
S

pavid Brindie
Soclal Services Correspondent

HE role of local authori-
ties in caring for the
elderly, disabled and
mentally ill should be
strengthened, according to a
report published yesterday.
The study into the future of
long-term care, commissioned
by the Government, gives coun-
cils 2 robust vote of confidence.
its author, Sir Roy Griffiths,
said: “Elected local authorities
are best placed, in my judg-
ment, to assess local needs, set
Jocal priorities and monitor
local performance.

“What is needed is strength-
ening and buttressing of their
capacity to do this by clarifying
and where necessary, adjusting
responsibilities and to hold
them accountable.”

He urges radical changes to
give_ local authorities the lead
rol@as “‘arrangers and purchas-
ers — not monopoly providers”
of community care services.

“Merely to tinker with the
present system would not ad-
dress the central issues and
would forego the benefits that
could be obtained by more con-

centrated action,” he said. “The
proposals as a whole are aimed
at enabling that opportunity to
be taken.”

Sir Roy is the report’s sole
author although he was
assisted by an eight-strong
team of advisers.

The team’s terms of reference
were “to review the way in
which public funds are used to
support community care policy
and to advise on the options for
action that would improve the
use of these funds as a contribu-
tion to more effective commu-
mty .n

The report dealt with care in
people’s own homes, group
homes, residential care homes,
hostels and nursing homes but
excluded care for children and
hospital in-patients.

Sir Roy considered funding
outside his remit but he in-
sisted that this must be pro-
vided at appropriate levels.

The report said the present
system, whereby responsibility
for care is shared between local
government, the National
Health Service, voluntary and
private sectors and informal
carers was unclear and patchy.
One agency should take respon:
sibility for identifying and

assessing needs and organising
suitable care.

The Government should ap-
point a minister with responsi-
bility for the policy who would
set overall objectives and stan-
dards, review local perfor-
mance and distribute grants.

The aim, however, should be
flexibility to allow local innova-
tion. “To prescribe from the
centre will be to shrivel the var-
jed pattern of local activity,”
Sir Roy said.

The Government would fund
local councils through grants of
between 40 and 50 per cent of
the costs of care programmes.
These would be varied accord-
ing to local population and its
ability to pay for services.

Local authorities would
amend their social services role
to ensure that care packages
suited individual needs.

The report said: “If commu-
nity care means anything, it is
that responsibility is placed as
near to the individual and his
carers as possible. The onus
should be on the social services
Authorities to show that the pri-
vate sector is being fully stimu-
lated and encouraged.”

Social security benefit would
no longer be automatically paid

to people in residential care.
Applicants would be means-
tested by social services and a
residential allowance, lower
than existing ones, may be pay-
able. The local authority would
then decide how much to top up
the allowance.

The report also recommends
the transfer of the community
care element of the social fund
to local councils.

Staff could come from a new
multi-disciplinary auxiliary
workforce covering social ser-
vices, the voluntary and private
sectors. They would be given
limited training and would give
help to the elderly and disabled.

“There is little likelihood that
the professions will be avail-
able in the numbers required to
cover all aspects of community
care, but more importantly itis
a waste of resources to be leav-
ing this type of practical work
to them,” Sir Roy said.

Long-term planning should
continue, the report said. With
many middle-aged people in-
creasingly well-placed and will-
ing to make their own provision
for old age, there is a need fora
range of options. L

Community Care: An Agenda
for Action; HMSO; £3.90

Sl - SR B |
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PRIME MINISTER

NHS REVIEW

I have seen John Moore's paper (Self-governing Hospitals - HC21)..
I believe it raises a number of questions about both the
practicalities and the overall desirability of the scheme. It may
help therefore if I set down before tomorrow's meeting some of the
questions that seem to me to need answering.

At the heart of the scheme is the idea that the buyer (the 1local
health agency) will be responsible for procuring services from
providers on behalf of patients. 1In their referral decisions, GPs
will be constrained largely by the contracts made by their buyer,
but will on occasion be able to refer patients elsewhere. How will
these constraints be applied in practice? In what ways will the
freedom of GPs be constrained? Will there be a vetting procedure

for extra-contractual referrals, and, if so, what criteria will be
applied?

The buyer must have sufficient control over the system to keep
within its cash limit. It must therefore control not only the
extra-contractual referrals made by GPs, but also the proportion of
referrals made under different contracts with different hospitals
and for different conditions. It needs to control both the flow of
patients to individual hospitals and the rate at which they are

treated. In effect, it, rather than the consultant, will have to
regulate the queue.



This is an enormous task. Yet if the buyer is to be more than
simply a paying agent and is to keep within its cash limit, it must
in effect take over some of these functions from both consultants
and GPs. But the buyer is intended to be an administrative agency,
not responsible for making clinical decisions. Can this be sold to

the medical profession? How will large scale duplication be
avoided?

How will the cash limits be set? What happens if the money runs out
before the end of the year - is it realistic to think that we can
tell a profligate buyer that he has made his bed and must lie in it?
What is to stop the buyers from forming powerful and vocal lobbies
for higher public spending? Are the buyers to be concerned with
quality of service, convenience of location and patient choice as
well as cost-effectiveness?

I therefore see a very real difficulty at the heart of these
proposals: how do we reconcile the buying function of the new
agencies with the traditional rights of doctors in relation to
their patients? And is there not a risk of control over costs being
lost . in an'attempt to square the circle?

I should like at an early stage to see a clear list of the practical
benefits which would flow from a re-organisation on these lines,
and the extent, if any, to which the same benefits could be
achieved by allowing the money to follow the patient within the
framework of a system very much more like the present one, although

with greater autonomy for major hospitals and hospitals of high
standing.

I am copying this minute to John Moore, Tony Newton and Sir Roy
Griffiths at DHSS, Professor Griffiths and Mr O'Sullivan (Policy
Unit) and Sir Robin Butler and Richard Wilson (Cabinet Office).

[N.L.]

23 May 1988



For background information May 24, 1988.

THE GERMAN HEALTH SERVICE

The health service operates within the framework of the
German social security system, which covers the entire
population of 62 million people. It makes provision for the
aged, for dependants' allowances and for misfortunes such as
sickness, accident, mental or physical handicap, accidents

at work and unemployment.

The protection comes mostly fram the statutory insurance schemes, either
public or private and collectively known as the health insurance scheme.

The health insurance scheme

The health insurance scheme is divided into two categories:

a. BEmployees with a monthly incame of up to DM 4,500 must be insured under
one of the statutory health insurance schemes -—— a variety of local,
company and wage earners' schemes;

b. Anyone whose earnings are above the ceiling can opt for exemption fram
this insurance liability and join one of the 49 private schemes,
where premiums are generally higher but the policies are geared to
individual requirements and kept within limits by the insured paying
directly part of the medical expenses involved.

At present almost 5,200,000 people are privately insured out of a total
work force of 26 million. The vast majority of the German population is
therefore covered under the National Health Insurance Programme (Gesetzliche
Krankenversicherung) which since it was launched in 1883 has been the mainstay
of German health policy.

There are many separate sickness funds, such as for example local
sickness funds and those looking after farmers, seamen or miners. The fund
boards and the medical profession together are legally responsible for seeing
to it that the members get the services they are entitled to. In effect, the
responsibility nowadays falls almost entirely on doctors joined together in
regional health insurance physicians' associations (Kassendrztliche

Vereinigungen) .

REPO FROM THE FEDERAL REPUBLIC OF GERMANY “

EMBASSY: 23 BELGRAVE SQUARE LONDON SWi1X 8PZ TELEPHONE 01-235 5033



l The funds themselves retain two main functions: collecting members'

contributions and paying for the services given. Because the insured person
does not have to pay for his treatment, doctors get payment through their
regional association —— which acts as an intermediary with the sickness fund
administrators. The funds are self-governing, with equal representation of
the insured and the employers on the two decision-making bodies of each fund,
the assembly and the board.

The statutory health insurance schemes are financed by matching
contributions from insured employees and employers. How much an employee pays
depends on his or her income. Up to a certain level every contributor pays
the same percentage of gross incame for medical insurance, so that people with
higher incomes pay more. A maximum amount for which the percentages are
calculated is set out and adjusted with salary increases.

The huge rise in expenditure has forced the schemes to increase
contribution rates considerably in the last few years: in 1970 the rate was
8.2 per cent, in 1987 12.6 per cent. The employee and employer each pay half,

with lower rates for special categories such as pensioners or students.

Choice of doctors
Members of statutory health insurance schemes and spouses or children insured
with them are free to choose any doctor or dentist registered with a sickness

fund and any hospital. General practitioners can refer patients to a
specialist or a hospital where they deem it necessary.

The treatment voucher (Krankenschein) the patient gets fram his sickness
fund —- and which is valid for a period of three months —— entitles him to
free treatment. The cost of the treatment carried out by the physician is
paid by the funds according to agreed rates which the physician claims on the

voucher.

Hospital treatment

If hospital treatment is necessary the sickness funds pay standard rates which
cover the costs for adequate care and all the treatment considered necessary.

This rate is the same for all hospitalised patients, regardless of which fund

they are insured with, but it only includes the actual costs arising fram use

of the facilities and treatment. Calling on extra services means the patient

has to pay fram his own funds or have an additional insurance on top of his




statutory one. Additional insurance has became increasingly popular as the

patient can then opt for special services such as a private doctor or a room

to himself.

For people carrying private insurance the financing scheme is different:
they have to pay bills in advance and they are then reimbursed after the
treatment (Kostenerstattungsprinzip).

The sickness funds cover not only medical and dental treatment. They are
also financially responsible for:

- Measures for illness prevention and early diagnosis of disease, such as
annual cancer tests for wamen over 20 and for men over 45; various
vaccinations; tests for children up to their fourth birthday;

- Provision of medicines and courses of therapy;

- Unlimited hospital treatment;

= Subsidies for dental protheses.

Apart fram these benefits a patient can receive certain payments fram the
fund, such as:

- Sick pay up to five days when having to care for a sick child under
eight;

- Sick pay in cases of disablement after the legal obligation of the
employer to continue paying wages has ceased (Krankengeld);

= Costs of hiring domestic help when hospitalised;

= In-hame sick care;

- Maternity assistance and pay before and after childbirth;

= Death allowances to help pay for burial costs.

Price of health
The benefits which the statutory health insurance schemes give their members
are expensive. Due to better medical care and longer life expectancy, health
care expenditure has been steadily increasing in the last few decades.

In 1960 benefits paid out by statutory health insurance schemes totalled
DM 9,000 million. By 1970 the total had grown to DM 23,800 million and in
1985 it was DM 113,600 million.

Review needed
Because of the huge increase in costs, the health service is running short of

money. To control the cost explosion in the health sector a number of



measures were introduced to reduce expenditure without lowering standards of
medical care. A first step was the 1977 Cost Reduction Act
(Kostenddmpfungsgesetz), but this had only a temporary effect.

New reforms envisaged in the Health Expenditure Bill expected to reach
the statute book in Bonn this year affect the actual structure of the
insurance scheme.

Health care will remain guaranteed but the health insurance schemes will
only have to pay for what is medically necessary and essential. Anyone
wanting more extensive (or expensive) benefits must pay for them himself. To
a certain extent patients will also be charged for medicines, medical aids and
special items such as hearing aids.

Sickness prevention plays an important role in the Bill to be adopted
later this year. In addition, the Government and the medical profession,
teachers and academics are encouraging the public to pursue health life
styles. The governing principle is that it is not for the state but for the
individual to ensure a healthy way of life and to make sure that when the need
for treatment arises everyone involved has an interest in effecting a cure as

econamically as possible.

Total expenditure of statutory health insurances 1985 in DM billion
(1985 total DM 113.6 bn)

350

1. Treatment by physicians 7. Sick pay

2. Treatment by dentists 8. Maternity pay

3. Dental prothesis 9. Death grants

4. Medicines and dressings supplied 10. Sick care at home/
by pharmacies transport costs

5. Social remedial courses & therapies 11. Sickness prevention

6. Hospital treatment 12. Administration costs

&



B ite. oy "j’iﬁ&z Etii N

From: J M SUSSEX

j ’ S ey to Date: 24 May 1988
. X
1.MR S DERS S,fcy? Ho SN e cc Chief Secretary
2 .CHANCELLOR : M oS Sir P Middleton
Hoaye A Mr Anson

2 Sir T Burns

S 7 Mr G H Phillips

Miss Peirson

CL{”y/ ,T_ /ao‘ ’ : -Egj§§§§> Mr Turnbull
| : I~ | Mr Parsonage
&\ kal élmb éjﬁngm, Mr Griffiths

b : | n D l QH{' Mr Satchwell
s ot il o Mr Call

e 0\ )
NHS RECEIPTS FROM PATIENT cmcﬁs

You asked for a comparison of NHS receipts from patient charges
expressed as a percentage of personal disposable income, today and
in the 1950s. Detailed UK figures are shown in the attached table.

2. From the inception of the NHS in 1948, patients have been
charged for some hospital, specialist and ancillary services.
Dental and ophthalmic charges were introduced in 1951/52 and
prescription charges in 1952/53. From 1952/53 for the rest of the
1950s payments by patients in respect of NHS charges represented
0.2 per cent of UK personal disposable income. NHS charges were a
similar proportion of disposable income in 1969/70 but had fallen
to only 0.13 per cent by 1978/79. Prescription and dental charges
increased markedly in the early 1980s so that by 1986/87 (the lat-
est year for which UK figures are available) patients' payments of
NHS charges were back to the level of the 1950s: 0.2 per cent of

personal disposable income.

3. This stability is remarkable in view of the increasing share
of an increasing national income that has been spent on the NHS
since the 1950s. Roughly 3.4 per cent of UK GDP was spent on the
NHS in 1952/53 compared with 5.1 per cent in 1986/87, by when GDP
had risen by nearly 130 per cent in real terms. Thus while as a
nation we have spent an increasing share of our income on the NHS
as that national income has grown, the same pattern has not been
reflected by our spending as individuals on the NHS, which has

shown no increase as a proportion of personal disposable incomes.



4. During the 1950s patient charges met roughly 4.5 per cent of
total NHS expenditure. This proportion has since declined
substantially , reaching a low point of 1.9 per cent in 1978/79,

betore rising again to a level of about 2.7 per cent in 1986/87.

o P

J M Sussex



NHS* CHARGES - UNITED KINGDOM

E million'money of the day)

14 2 3 4 5
Year |Gross Expend. Receipts from |2 as % (UK Personal |2 as %

by Cent. Gov. NHS patient of Disposable of

on the NHS charges 1 Income 4
1949/50 446 3.0 0.7 9135 0.03
1950/51 460 3.4 0.7 9675 0.04
1951752 475 149 1.6 10455 0.08
1952/53 518 20.0 3.7 11228 0.18
1953/54 499 24.2 4.6 12025 0.20
1954/55 525 2540 4.5 12646 0.20
1955/56 568 2657 4.5 13965 0.19
1956/57 621 28.6 4.4 14862 0.19
1957/58 661 < v 4.7 15665 3 My 4
1958/59 711 3320 4.4 16306 0:20
1959/60 35 35.0 4.5 17414 0.20
1969/70 1729 58.0 32 32572 0.18
1978/79 71992 15%7.0 P 117951 0..k3
1979/80 9397 202.0 241 143036 0.14
1985/86 17833 489.0 27 243100 0.20
1986/87p 19249 536.0 2'7L 262348 0.20

Notes: (i) UK personal disposable income is for calendar years 1949 to
1954 and then for financial years 1955/56 to 1986/87

(ii) p = provisional

(iii) CSO figures in all cases
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Frank Field Esq MP \
Chairman ; 1
Social Services Committee \ \

Thank you for your letter of 16 May sabout our review of the National Health

Service.

When we announced the setting up of the review in January, we made it clear that
the review was internal to Government. That remainsg the position end any working
papere relating to it are not in the public domein. As you know, the rules
governing the release of such papers to Select Committees are very clear. I am
therefore unabls to agree to your request to release to your Committee the papers

you are seeking.

I am sorry I cannot be more helpful.
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Frank Field Esq MP
~ Chairman 1
Social Services Committee L \

Thank you for your letter of 16 May about our review of the National Health

Service.

When we announced the setting up of the review in January, we made it clear that
the review was internal to Government. That reméina the pozitieon and any working
paperse relating te 1t are not in the public domain. As you know, the rules
governing the release of such papers to Selsc. Committees are very clsar. I am
therefore unabls to zgree to your request to release to your Committee the papers

you are seeking.

I am sorry I cannot be more helpful.
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SECRET

FROM: MARK CALL
DATE: 24 MAY 1988

CHANCELLOR cc Chief Secretary
Sir P Middleton
Sir T Burns
Mr Anson
Mr Phillips
Miss Peirson
Mr Parsonage

NHS CHARGING

I am a little worried about paragraph 13, 'star' 3 of the DHSS
paper. This states categorically that all patients will enjoy free
service. I have the impression that this is a firmer wording than
Mr Moore has used in speeches ("no-one shall be denied treatment
because of their inability to pay" ...) but I haven't checked all
of them. If that is so are we in danger of casting in stone a
principle without a conscious decision? In particular does this
rule out "topping up" charges for enhanced service or better
'hotel' facilities?

2. We often seem to be searching for imperfect substitutes for
the missing price mechanism. Surely some charging is better than
none? Provided there were exemptions for those who couldn't afford
to pay (for simplicity one might define that by benefit
entitlement), that might not cause such a public reaction. After
all that is the direction we are being urged to go on the Community

Charge, by relating it to the ability to pay.
3. Do you want to lay out in more detail the room for manoeuvre on
charging in your speech to the Leicestershire BMA? 1In the latest

draft the final sentence of paragraph 12 ("... largely free at the
point of use") contrasts with the DHSS paper.

\
Qi@ MARK CALL
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With the Compliments of

M drcment of Health and Social Security

Richmond House
79 Whitehall
London SW1A 2NS
Tel. No. 01-210
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DEPARTMENT OF HEALTH AND SOCIAL SECURITY
Richmond House, 79 Whitehall, London SW1A 2NS8
Telephone 01-210 3000

From the Secretary of State for Social Services

PO 1093/['4.19

Ms Janice Richards -5 MAY 1988
10 Downing Street g
LONDON 4
SWl1
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NHS REVIEW

The Prime Minister yesterday held a further meeting to

discuss the review of the National Health Service, the sixth
in the present series. I should be grateful if you and copy
recipients would ensure that this record of the discussion is

shown only to those with an operational need to see it.

Those present at the meeting were the Chancellor of the

Exchequer, the Secretary of State for Social Services, the
Chief Secretary, Treasury, the Minister for Health, Sir Roy
Griffiths, Sir Robin Butler, Mr. Wilson and Mr. Monger
(Cabinet Office) and Mr. O'Sullivan {(Policy Unit). The
meeting had before it a paper by the Secretary of State for
Social Services dated 20 May, 'NHS Review: Self-Governing
Hospitals' (HC 21) and a minute by the Chancellor of the
Exchequer dated 23 May.

The following were the main points made in discussion:

The essence of the structure proposed in HC2l1 was the
separation of the buying of health care from its
provision. This structure would open up the system to
competition between the providers and ensure greater
responsiveness to patient needs. It was needed to
produce the major change in attitudes which was required
in the NHS.

One objection to the proposed structure was that it would
entrench NHS bureaucracy. The buying agencies would be
too much like the present District Health Authorities
under another name. It would be simpler for GPs to deal
direct with the hospitals, or at least to use an
intermediary body as no more than their agents. On the
other hand, it was argued that the structure proposed in
the paper was necessary to retain effective
cash-limiting, which was essential.

Another possible objection was that the role for the GPs
in the new structure was unclear. GPs might complain
that their freedom of referral would be effectively

reduced.

sy

SEGRET
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NHS REVIEW: FUTURE WORK

In the light of your meeting yesterday with the Prime Minister,
and now that Mr Moore's proposals for reorganisation on the basis
of healthcare "buyers" have been pretty well ruled out, a fair bit
of work will fall to the Treasury over the next few weeks in order
to bring practical proposals forward. Although we do not yet have
the note of your meeting with the Prime Minister it would be
helpful if we could take a few minutes of your meeting this
afternoon to <check with you and the Chief Secretary that we are

working on the right lines.

2 I understand the note will record that the package we
discussed with you last week together with the Chief Secretary's
suggestion that money should be targeted at the more effective and
efficient hospitals should form the principal basis for further
discussion of changes to the NHS. On this basis I have discussed
with the Cabinet Office the work which should now come forward for
the next two meetings of the Prime Minister's group on 7 June, and

in the week beginning 20 June respectively. These are

(a) .7 June - a paper from the DHSS on encouraging private
sector involvement in the provision of health care (this will

need a good deal of input from here)
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our paper on taxation; and, if possible,

a paper which developed the proposal for directing money at
the most efficient hospitals (if this cannot be done in time

for 7 June it will have to slip a fortnight later; and

(b) week beginning 20 June - a paper which setSYout the
package of proposals now on the table (this would be in the
name of the Secretary of State for Social Services but would
be presented, if agreed, in consultation with you); separate
reports 1in addition to their coverage in the main paper on
vEim audit and on consultants' contracts; and a joint
Treasury/DHSS paper on the control of capital allocations in
the future particularly in relation te self-governing
hospitals within the NHS.

3 You will want to feed in your ideas in response to the paper
Mr Studd has sent to us on the supply of consultants to the
private sector, and alongside the work we now do on the package of
proposals now agreed we should work up our profile of the overall
costs and benefits of the emerging shape of the review. And we
shall be doing this alongside our initial work on DHSS's PES bids.

4, If you and the Chief Secretary are content we shall now set

b

this work in hand.

HAYDEN PHILLIPS
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NHS Review: Submission by the
Royal College of Midwives

I attach for the information of members
of the NHS Review Committee a submission
from the Royal College of Midwives.

LAk iy =R, I am copying this letter to the Private
: st oait S Secretaries to the Chancellor of the Exchequer,
C/Lu- 3 s Chief Secretary, Minister of Health and
-:-Vvtyyptbj. to Sir Roy Griffiths and Sir Robin Butler.
s [mcumm,
i W M/Hkﬂx

MW‘

Geoffrey Podger, Esqg.,
Department of Health and Social Security.

(PAUL GRAY)



r*

week.16.5/m.19

SECRET
. FROM: H PHILLIPS
DATE: 26 May 1988
PS/CHANCELLOR
L cc PS/Chief Secretary
L\/ o L g i) ) Sir P Middleton
L&4AVLJ,!“L I Liz., Sir T Burns
Mr Anson

A/V\d H?V A \5 LJ\( (5' 3 Miss Peirson

Mr Turnbull

7\)0 O A '.& {r B J(,‘) (\/\'30/ ~ ﬂi Saunders

Parsonage
Mr Call
Mr Kuczys - IR

ﬁns REVIEW {\”"\“P il / (

The work programme set out in Mr Gray's letter of 25 May recording

the decisions of the Prime Minister's meeting sets a problem for

~us in adequately preparing one paper for the meeting planned on

7 June. This was touched on in my minute of 25 May to the
Chancellor about the work we now had to set in hand and, as you
know, we briefly discussed it with him. The paper in question
concerns the proposal for topping up allocations to the more

successful hospitals.

y We need to discuss this with the Chief Secretary (which we
will do tomorrow) then do the work, and submit it to Ministers for
their approval. If we were to meet the deadline of 7 June we
would have to circulate the paper by Friday 3 June. E' do  nek
think we can make a practical job of this in that time scale given
the bank holiday weekend and absences next week, and, in any
event, the Chancellor recognised that the agenda for 7 June is a

full one.

3. I have warned the Cabinet Office of this difficulty and they
accept this change but I think it would be helpful if you could
send a draft along the lines attached to No.l0.

4, The amount of paper for the meeting in the week beginning
20 June now looks formidable: a main paper on the 'package'; a

paper on topping up allocations; and separate notes on vEm audit,
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‘onsultants' contracts, and capital. This seems too much, and I
am also concerned that Ministers might be faced with an overall
paper without having satisfied themselves of key practical details

in controversial areas. What I would propose therefore is that

(a) the first meeting after 20 June considers
topping-up allocations;
self-governing hospitals (within broadly the present
structure) and capital (which 1is very much linked to
this change);
consultants' contracts and any other pay issues;

and vfm audit; and

(b) the first meeting in July takes an overall ‘'package'
paper, ie the first full step in summarising the results of

the Review.

5 This timetable would enable us to start work now on the
package, and on our overall assessment of its costs and benefits,
but not have it tabled until Ministers have probed the important
detailed papers, and the Chancellor has formed his own view of
costs and benefits. The DHSS will, I think, go along with this,
and if the Chancellor and the Chief Secretary are content, I will

tell the Cabinet Office of our revised plans.

6. Finally I should mention that DHSS have warned us that
Mr Moore may wish to put in a further note on contracting out and
rebates for 7 June. I told them that while I was not surprised he
wished to try to revive the issue we regarded it as sidelined by
the Chancellor's earlier paper and previous discussion. I imagine
they will want to see what we say on tax relief before deciding

what to do.

HAYDEN PHILLIPS
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NHS REVIEW

Your letter to Geoffrey Podger of 25 May recording the results of
the Prime Minister's meeting on 24 May invited the Chancellor to
arrange for a paper to be brought forward for 7 June about topping

up allocations to the more successful hospitals.

2 In view of the amount of work in hand for the meeting on
7 June, which has a pretty full agenda, and the desirability of
producing practical proposals in consultation with the DHSS, we
would be grateful if that particular paper could be postponed to

the meeting in the week of 23 June.

31 i am copying this letter to Geoffrey Podger and 4E§§:_

Richard Wilson in the Cabinet Office.

A Py
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CHIEF EXECUTIVE, NHS MANAGEMENT BOARD Cg/vf)/ «Nf \L\

You asked me to develop, in conjunction with the Special Adviser at
DHSS, further thoughts on the Jjob description for the Chief
Executive of the NHS Management Board. Margaret Peirson and I met
with Charles Hendry to pursue this. Charles has just arrived in
post and has not surprisingly given this little thought as yet. It
was not clear how advanced DHSS thinking is, but such enquiries
would more appropriately be followed up by officials.

2 When Victor Paige left the DHSS Management Board (MB) Tony
Newton took over the Chairmanship. The Chief Executive post was
created and Len Peach appointed. The Chief Executive took over
many of the managerial responsibilities of the o0ld post of
Chairman, although Treasury officials have not been able to locate
any job description specifically relating to Len Peach's appoint-
ment. Margaret Peirson has, however, unearthed some material which
describes the old post of Chairman and which casts useful light on
the responsibilities of the Chief Executive. For simplicity I have
laid out in Annex A the main responsibilities of the Chairman at
that time, indicating those which have been taken over by
Tony Newton or on which there is input from both. Following our
discussion with Charles Hendry, I have laid out in Annex B what
would seem to be the main points required in a job description for
the Chief Executive expected to pilot the changes resulting from

the Review. (I am sure this is not an exhaustive list.)



3 My view is that an assessment of the specific experience
required of candidates would be difficult until we have a much
better idea of the outcome of the Review. Until then, we won't know
where to look for candidates, although we can be fairly sure of the

general qualities which will be needed.

4. As important as the qualities and experience of the individual
would seem to be a clear understanding and acceptance of (and
hopefully enthusiasm for) the unique nature of the job. There are
key differences between the task facing the new Chief Executive of
the NHS MB and an equivalent post in a large commercial

organisation.

He would have to work within the constraints of the political
process, developing an effective relationship with the
Secretary of State and the Whitehall machine.

He would have to know how to deal with the media. Whatever the
outcome of the Review the Daily Mirror will probably continue

to run scare stories.

The NHS MB has little 'line authority'. Rather than managing
in a direct sense it "seeks to persuade and cajole" (Dick
Saunders' words) the Regional and District Health Authorities.

We, of course, may seek to shift the emphasis.

52 The worst outcome would be another successful businessman who
leaves atter a year claiming that it's impossible to run such an
organisation with the meddling of Ministers, the intransigence of

the producer interests, and the glare of the media.

6. The outline job description in Annex B is quite demanding. 1In
the absence of 'renaissance man' candidates it may be worth
considering splitting the job, and appointing a Chief Executive and
a 'managing director'. This would separate the leadership/external

responsibilities from the nitty gritty operational ones.



ilis On timing, Charles Hendry thinks its not impossible that
Len Peach might decide to stay on for another year. There seems to
me to be advantage in someone coming in who would see through the
changes, and that could take several years. If he does decide to go
in the Autumn, his retirement would best be announced soon,
otherwise it might be seen to be a protest resignation at the

outcome of the Review.

M

MARK CALL
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PAST DEFINITION OF NHS MB CHAIRMAN'S ROLE

The 'overall mission' of the NHS MB is summarised in the Moseley
Report as:

- to bring about continuing improvements in health services
to patients and to secure the implementation of the

Secretary of State's service policies:

= to provide authoritative and challenging leadership to

health authorities and their managers;

= to achieve a visible and positive impact on the
perception of the NHS by the public, by its staff, and by

Parliament.

The Chairman's responsibilities were seen as

07) developing a wide range of administrative, financial and
other functions relating to the management of the HCHS,
line management responsibility for 1900 (April 1986)
staff.

2) Secure effective implementation monitoring and improved
delivery of policies for health care in accordance with
the Secretary of State's policies and strategic

objectives.

3) Acts as senior adviser to the Secretary of State in
accounting to Parliament for the discharge of the
Secretary of State's statutory responsibilities in
relation to the HCHS.



4)

5)

6)

7)

Responsible for securing that the activities of
individual members of the NHS MB are co-ordinated and

geared towards common objectives.

Member of Health Services Supervisory Board, HPSS Policy
Committee; Departmental Research Committee, Departmental

Management Board.

Has crucial role in Department's relations with Regional

General Managers and with Regional Chairmen.

Acts as spokesman on NHS matters to official bodies, such

as the Pay Review Bodies.

Tony Newton as Chairman taking some responsibility for numbers 3, 4

and 7.
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d. In view of these difficulties, the Group should consider
whether it could better achieve its main objectives by
changes which, at least at first, were within the present
structure. One of the most important of these objectives
was that money should follow the patient, so that
successful hospitals were rewarded rather than being
penalised, as at present. One method of doing this would
be by not allocating to hospitals in advance all the
money that was available, but withholding a proportion
which could later be distributed to those hospitals which
had been successful in attracting more patients by
greater efficiency. An important question to consider on
this approach was whether it might lead to higher
expenditure, because in practice the reserve might have
to be additional: in principle it should be possible to
make offsetting reductions in allocations to the less
efficient hospitals.

e. Whatever the precise approach adopted for the buying of
health care, other changes within the present structure
which would be important in meeting the Government's
objectives, and should be considered further, were: the
creation of independent hospitals (with each hospital
being independent as far as possible, although some
grouping might be necessary); acceleration of the
resource management initiative; better value for money
audit; medical audit; extension of competitive
tendering; reform of professional practices; and
encouragement of the private sector.

£ Changes of this sort in the short term were compatible
with moving in the medium and longer term in the
direction described in the Secretary of State's paper.
For example, more buying-in of services by District
Health Authorities was desirable on any account and taken
far enough would lead to the separation of buying and
provision of health care.

The Prime Minister, summing up the discussion, said that
the Group saw considerable attraction in proceeding by changes
within the present structure. They believed that it would be
unwise to try to do too much too quickly. They were
particularly interested in the proposal which had been put
forward for withholding part of the financial allocation to
the hospital service for later distribution to the more
successful hospitals. But the Group would need to consider as
a whole all the changes within the present structure which had
been identified at the meeting.

For the next meeting of the Group on 7 June, it had
already been agreed that they would consider a paper by the
Secretary of State on greater involvement by the private
sector, and a paper by the Chancellor on tax incentives to the
private sector. They would also wish to consider in more
detail at that meeting the proposal for topping up allocations
to the more successful hospitals. The Chancellor should
arrange for such a paper to be brought forward. At the
subsequent meeting in the week of 23 June they would want to

SEGRET
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consider a further paper bringing together the other changes
within the present structure which had been identified at the
meeting; and also a paper on the method of allocating captial
to hospitals. The Secretary of State should arrange for these
papers to be prepared, in close consultation with the
Chancellor of the Exchequer.

I am copying this letter to the Private Secretaries of
the Ministers at the meeting, and to the others present.

o

A

(PAUL GRAY)

Geoffrey Podger, Esqg.,
Department of Health and Social Security.
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APPENDIX B

MAIN ELEMENTS OF A JOB DESCRIPTION FOR NHS MB CHIEF EXECUTIVE

The Chief Executive should:

Understand and be willing to work within the constraints

of Government policy.

Have an ability to work with (and be familiar with?) the

Whitehall process.

Be able to steer the NHS through a difficult period of
change as the Review is implemented. This will involve
the development of cost and management information
systems. He will thus need proven management skills

relevant to a large organisation.

Be effective in handling internal communication. He will
need to provide leadership within the organisation, and
gain credibility and influence with RHA Chairmen and
DHAs, in the absence of 1line authority. (Communication
to individual NHS employees cannot be left entirely to

representative bodies.)

Be effective at handling external communications.
Through relations with the press and otherwise he would
be responsible for the management of the public
perception of the NHS. (The Secretary of State and

Minister of State would, no doubt, also input to this.)
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REVIEW OF THE NATIONAL HEALTH SERVICE:
A SCOTTISH PERSPECTIVE

I am grateful for the invitation in your Private Secretary's letter of 21

March to offer my suggestions to the NHS Review Group.

This minute discusses operational issues of service delivery: it does not
cover financial issues, including the balance between public and private

funding.

Our principal objectives must be to widen patients' choice and to improve
the performance of the Health Service in delivering patient care and value
for money. To do this, we need to introducc competition and to foster
sound management practices. An organisation of thc size of the NHS
cannot be reshaped or made to change direction overnight; and there are
limits on what can be done even within the lifetime of a Parliament. Our
strategy for change should therefore be clearly focused on creating the
necessary mechanisms within the Health Service to drive it effectively to

meet our objectives.

Everyone is a customer of the Health Service at various times of life;
and we must recognise that the demand for health services is almost
literally infinite. Increasing demand is fuelled not only by advances in
medical technology and rising expectations of the appropriate quality of
life at different ages, but also by the ignorance of consumers and
providers alike of the costs of their choices. There are a number of
themes which flow from this analysis. For convenience T group these

under the headings of patients, health professionals and management.

HMP14723 1




Patients

We need to ensure that patients are treated more like customers and less
like supplicants. The gap between best practice and what is tolerated in
some areas remains too wide. Our White Paper "Promoting Better Health"

had as one of its main themes making the primary care services more

responsive to the consumer. We need to develop this theme in relation to

the hospital services too, under the heading of the Patients' Charter.

The NHS already ensures free access to treatment: but too many people

have too little say in how, where and when that treatment is provided.

We know from our waiting list initiatives that we can make Health Boards
use their resources more effectively and so reduce some of the worst
delays. But we also need to stop these delays building up. This will
require more and co-ordinated investment in computers to provide the
information necessary as a basis for informed choice. We should
recognise, however, that one of the consequences of success here will be
an increased demand for resources; and this point must be addressed

along with the other funding issues arising from the review.

Health Professionals

The deficiencies of the present contractual arrangements between
consultants and their employing authorities are well recognised and have
been the subject of comment in this year's Review Body Report. The
very existence of a model contract, agreed between Health Departments
and the medical profession, may act as a disincentive to employers to add
to the contract to oblige consultants to take part in the evaluation of
clinical methods, to participate in reviews of resources, to contribute to
planning and budgeting processes, or to accept some corporate
responsibility for the functions of their authority. Clearly it would be
difficult to withdraw the model contract unilaterally; but we must seek
agreement on the incorporation of management objectives in consultants'
terms of appointment. We must also encourage management to evolve ways
of engaging the co-operation of consultants in setting and achieving these
objectives. Disciplinary procedures are presently under review: we must

find ways to speed these up.

HMP14723 2



Management

Scotland has a single integrated tier of management in the form of 15
Health Boards (and the Common Services Agency). These Boards also
cover the work of Family Practitioner Committees in England. While we
could operate at least as effectively with fewer Boards, the political
trauma of negotiating even a marginal adjustment in their number would
be considerable and, I judge, would divert our energies and the public's
attention from changes which promise more immediate benefits. I would
not reconsider the pattern of Health Boards unless it makes sense to do

so in the context of a fresh look at the structure of local government.

The composition of Boards needs to be revised in the aftermath of the
introduction of general management. Fewer members will make them less
cumbersome, though it would be difficult to avoid including certain types
of member to deal at local level with service committee appeals and

discipline.

The drive for efficiency in support services has already delivered
significant savings. The programme of competitive tendering will continue
that process and should be extended. The programme of rationalising the
NHS estate must continue (though disposal receipts will inevitably decline
as the historical pattern of our holdings changes to match present-day

requirements).

But we can also take the idea of competition closer to the care of patients
by developing the concept of an internal market for certain categories of
patient care. At present the allocation of resources for Hospital and
Community Health Services in Scotland is made through the SHARE
formula. One of the most significant adjustments to the basic distribution
reflects the treatment of patients resident in other areas -
cross-boundary flow. The data base for this adjustment is presently
three years old and it will never be practicable to reduce this lag to less
than two years. Thus the simplicity of the present arrangement is
bought at the price of delays in compensating Boards for the extra costs
they incur when they open new facilities offering services for which their

residents previously had to travel.

HMP14723 3



I think that there may be merit in removing the payments for
cross-boundary traffic in acute and obstetric in-patients from the SHARE
calculations and substituting a regime of direct payments from the
exporting to the providing board for these services. Much will depend
upon whether we can obtain adequate information on costs; and we will
need to develop ways of helping General Practitioners to take
cost-effective decisions about where to refer patients. Some progress, on
an experimental basis, might be possible in 1989-90. In the longer term,
the development of cost data on Diagnostic Related Groups may enable us
to consider more radical changes to the SHARE allocation system for wider

categories than cross-boundary flow - for example, all acute in-patients.

A regime of direct payments should promote more informed decision-
making and cost-effectiveness; and through time it ought to promote the
quicker development of innovative services. By contributing to a better

match of supply and demand, it should also help to reduce waiting times.

Preventive Medicine

Prevention is better than cure. Yet we remain preoccupied with cure and
give limited attention to prevention. Health promotion and health
education are notoriously difficult areas for both policy choice and
subsequent evaluation. We need to increase the importance which we give
to this work. I shall seek to ensure that this area of activity is given a

more positive steer at national level in Scotland
I look forward to joining in further discussions on the Review. It is
important that there is adequate time to consider the implications of the

emerging conclusions for the distinctive Scottish Health Service.

I am copying this minute to Nigel Lawson, John Moore, Peter Walker and
Tom King.

e

26 May 1988
HMP14723 4
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CHIEF EXECUTIVE, NHS MANAGEMENT BOARD

The Chancellor was grateful for your minute of 26 May, which he

found most interesting.

2 He has commented that he is inclined to agree with the
Paymaster that it may be most sensible to call in a search firm. He

believes the Paymaster may have a suitable one in mind.

M

MOIRA WALLACE
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NHS REVIEW

I enclose, for the information of members
of the NHS Review Group, a paper by Dr Clive
Froggatt, one of the participants at the
first Chequers Seminar, on medical audit
and incentives for change in general practice.

I am copying this letter to Alex Allan
and Jill Rutter (HM Treasury), Jenny Harper
(Department of Health and Social Security),
Sir Roy Griffiths (Department of Health and

Social Security) and Richard Wilson (Cabinet
Office).

PAUL GRAY

Geoffrey Podger, Esqg.
Department of Health and Social Security

CONFIDENTIAL




{’\ y F Dr. Clive Froggatt, C.C. 59 Hatherley Road

Cheltenham, Glos.
GL51 6EG.

0242 580911

Mr. Paul Gray,
Private Secretary,
10 Downing Street,

London SW1A 2AA 23rd May 1988

PV y 2

I encloée a letter and papers for the Prime Minister in respoOnse
to your lefter of 29th March.

I apologise for the delay in writing but Lord Trafford established
a group of which I was a member to submit collected views from those
to whom you had written. The enclosed papers, however, expand a little
more on those aspects about which you expressed a particular interest.

I shall be happy to expand on any aspects of these papers if
requested to do so.

With best wishes,

Yours sincerely,

Enc
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0242 580911
The Rt. Honourable Mrs. Margaret Thatcher, FRS, PC, MP,
10 Downing Street,
London SW1A 2AA 23rd May 1988
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Lord Trafford will submit shortly a Paper which embraces most of
my responses to your request for further information from me on medical
audit and incentives for change in general practice. I enclose a few
other perspectives in the accompanying papers.

Rational debate about the National Health Service seldom occurs
in public. The principle reason for this is that those working in
the NHS believe that the only way to obtain extra resources is to
stimulate public anxiety by highlighting whatever deficiences exist.
The Opposition exploit these anxieties and indeed are encouraged to
do so by the medical and allied professions. This is not only
disruptive to the NHS - and the Government - but also tends to
distort the pattern of provision since emotive issues gain maximum
publicity and quite often, therefore, more resources (e.g. AIDS).

It would be in the interests of both the National Health Service
and the Government to establish an alternative outlet through which
those working in the health service could channel their anxieties
and thoughts about the level of resources or quality of care provided.
In the accompanying papers, I refer to an independent medical audit
authority. This may be the appropriate body to which such concerns
should be made known.

I shall be happy to discuss these ideas or any other aspects of
the NHS review with your office in the future.

Yours sincerely,

CM:T“;‘

Enc



From Dr. Clive Froggatt, C.C.

NHS Review : Independent Medical Audit Authority

The absence of clinical and financial audit in the National
Health Service lies at the root of the problems confronting the
service today. Without financial audit it is impossible to make
valid comparisons between two health authorities or reliable
judgements on the value for money obtained from certain procedures.
Without medical audit the performance of the medical and nursing
profession cannot be assessed properly and decisions on clinical
priorities have to be taken on less objective grounds (making
managers more susceptible to the vagaries of medico-political
pressure groups). Demands for additional resources, either in
terms of finance or personnel, are more difficult to assess. This
makes inappropriate decisions more likely leading to secondary
problems for patients, those working in the health service and the
Government. Political challenges from the Opposition (or medical
profession itself) are clearly more difficult to counter unless
precise information on matters of fact is available.

Evaluation of the effectiveness of the health service is
highly complex and needs to embrace aspects such as quality of
care, the importance of patients perception of good care, clinical
freedom and the balance of quality and quantity of life. It is
made more complex by the vested interests of Government, DHSS
officials, politicians, RHA and DHA managers, consultants, nurses

and the patients themselves.

With greater autonomy and more responsibility for service

provision being devolved from the centre to the periphery, it
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becomes increasingly important for all concerned that an independent
body is charged with the responsibility to audit health care services.

Such a body must establish independence both from the Government,
Health Authorities and any other vested interests. It must establish
a reputation for analysing the problems of health care delivery and
it must make a practical impact on the delivery of health care
services.

The remit of the body should extend from financial management
into area of clinical audit with protocols being established centrally,
but implemented locally, by District Clinical Audit Officers working
alongside those responsible for financial audit. Together they would
work on value for money reviews of the services provided.

Like local authorities, health authorities face many new
challenges in the next few years. Demands on health services are
changing and the way in which resources are used will come under
ever increasing scrutiny.

Over the past five years, the Audit Commission has established
itself by demonstrating the strategic importance of audit and value
for money (VFM) review of many public and semi-public services
delivered locally. Its reputation for independence and penetrating
analysis makes it well placed to assume the responsibility for
independent medical audit. The organisational structure of the
commission lends itself to a fairly simple adaptation enabling it
to embrace the proposed responsibility for health care services.

At the outset the Audit Commission was viewed with considerable

scepticism and even hostility by local authorities. The health

service, particularly the medical profession, are likely to have a
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similar attitude. There may be some token resistance from the

med ical profession particularly on clinical audit, since it favours
peer review and self-audit - claiming that this is taking place
already to a significant degree. Evidence exists to show that this
is not the case. However, local authorities no longer oppose the
Commission's existence and engage now in a regular constructive
dialogue about its work and future direction.

The Audit Commission has undertaken special studies involving
the police, education and social services. Hostility and scepticism
were overcome by having seconded to the study group professional and
technical experts who enjoyed the confidence of those working in the
special fields under audit.

Special studies generate two products. The first is a report
which aims to describe best practice and demonstrates the way in
which others could move towards a best practice approach. It
indicates opportunities for savings and improvements in effectiveness.
The second product is a detailed guide for use at local level. It
gives comparable statistics, performance indicators and an analytical
approach so that key drivers of performance could be identified
quickly at a local level. The methodology of such studies already
undertaken in local authorities is directly applicable to the health
service. Other features of the Commission include a quality control
function with close links to the accountancy bodies which would be
invaluable to District Financial and Clinical Auditors.

The Commission has also developed coherent and disciplined
mechanisms for bringing the central work into the audit process and

vice-versa. These involve:
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*The development of unit cost profiles

*The preparation of VFM focussed audit guides

*Tracking systems to monitor efficiency gains achieved

Finally, having recognized that management structures and
competence are critical to efficient service provision, the Commission
has developed a methodology of analysing central management and
administration. The two local auditors, financial and clinical, will
combine an understanding of the principles of good management with
close knowledge of local circumstances and will be well placed,
therefore, to help those authorities which lack now a strong

corporate management.

Conclusion

The Audit Commission structure and methodology is readily
adaptable to the health service; and, its political independence
is acknowledged. It is placed uniquely to audit, advise and
stimulate the National Health Service. Its experience shows that
it can co-ordinate the skills and procedures required to promote
economy, efficiency and effectiveness in the running of the NHS and,
at the same time, provide hard data upon which the Government may

base its plans for future provision within the health service.
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Incentive for change

The single most important incentive is financial. Professional
satisfaction is highly valued but not as much as money.

The profession should be approached with a carrot and stick.
The carrot will be a modest increase in remuneration and the stick
will be contractual changes designed to ensure that greater attention
is given to the outcome for patients. The intention will be to

reward a better quality of patient care.

Quality

It is difficult to measure quality and impossible to define
Breciselz what makes one doctor better than another. However, by
broadening the basis of assessment, using a basket of performance
indicators, it would be possible to identify practices which are
either better than others, or better than they themselves used to
be.

A dynamic shift towards higher standards of care can be taken
as a sign of improving practice and should be rewarded appropriately.
Once the base-line levels of provision have been established,
practices can be given annual targets to achieve.

The parameters of assessment will include: levels of vaccination/
immunization, screening for cervical cancer and other aspects of care
which may be covered currently by the "items of service" category.

In addition, the assessment of quality will include information on,
for example, the percentage of a practice's elderly population that

have been screened, the number of patients who attend the practice
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based smoking cessation course, and the provision of, and use of, a
wider range of services, such as minor operations, hypertension and
diabetic clinics etc. Finally, comparative consultation rates,
average time taken to obtain an appointment, referral and admission
rates, prescribing patterns and practices, and, possibly, the
frequency of complaints could all be taken into account.

A district based clinical auditor will be able to assist in the
evaluation of the practice profile that will have been built up from
the performance indicators mentioned.

The parameters of assessment will be subject to variation from
time to time and will be biased towards areas and aspects of health
care on which the health service is required to focus.

Most of the information needed on performance indicators can be
gathered easily and cheaply directly from practices. Much of the
information would be appropriate for inclusion in the practices
Annual Report. With the introduction of information technology into
surgeries and FPCs, more specific and sensitive information can be

gathered.

Other Incentives

Contractual changes should be made which ensure that financial
incentives yield identifiable improvements in patient care. GPs need
no reminder that their independent contractor status should be valued
highly. As such they should demonstrate their entrepreneurial skills
by assuming greater responsibility for patients in primary care,
remunerated where appropriate by the local DHA. This should be
possible once DHAs are autonomous. Diversity of health care

provision should be encouraged.
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Professional satisfaction is enhanced by the proper, and full,
use of anciliary staff - including practice managers. FPCs should
ensure that an appropriate balance is achieved in the primary care
team.

Finally, continuing medical education (CME) is imperative.
Attendance has fallen at postgraduate centres since it ceased to
attract any remuneration. Resources need to be made available both
to GPs themselves and their clinical tutors. The content of CME
should be focussed on those areas which result in higher quality

patient care and better value for money for the NHS.

Conc lusion

The White Paper contains the framework for negotiations with

GPs which are under way now. Its references to contractual changes

are implicit and accepted by the profession.

With additional finance on the table, the profession must
accept a contract with the NHS which makes specific demands for
co-operation on clinical and financial audit. They should be
encouraged to be innovative and entrepreneurial. FPCs/DHAs should
be encouraged to promote changes in the delivery of care which may
involve contractual arrangements with local GPs.

GPs should be committed to CME to raise the standards of
patient care and give services which represent better value for

money.
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Treasury Chambers, Parliament Street, SWIP 3AG
01-270 3000

Paul Gray Esqg
10 Downing Street
LONDON SWwl

27 May 1988

Pear Paul,

NHS REVIEW

Your letter to Geoffrey Podger of 25 May recording the results of
the Prime Minister's meeting on 24 May invited the Chancellor to
arrange for a paper to be brought forward for 7 June about topping
up allocations to the more successful hospitals.

In view of the amount of work in hand for the meeting on 7 June,
which has a pretty full agenda, and the desirability of producing

practical proposals in consultation with the DHSS, we would be

grateful if that particular paper could be postponed to the meeting
in the week of 23 June.

I am copying this letter to Geoffrey Podger)and Richard Wilson in
the Cabinet Office.

Tows,

M aya-

MISS M P WALLACE
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ONE DOCTOR speaks angrily of the
recent day-when hospital managers
told him* that“money for miedicihes
had ruh out: A® college“of surgeons
warns that if the government does
not change its policies there will be
an exodus of medical staff. Through-
out the health service there are
grumbles about shortages of money,
and the heavy burdens and light pay-
packets of doctors and nurses.

Yet this report comes not from
Britain, where funding for the
National Health Service (NHS) has
become a contentious political issue.
It comes instead from France, where,
in the forthcoming National Assem-
bly elections, the health service is a

muted issue at best. France has been

cited by some British opposition MPs
as a model for the UK — at least in
the sense that it spends much more
on health care than Britain does. The
British Government’s response is
that the NHS’s problems will not be
cured by throwing money at them.
Ironically, both sides of the British

debate can find much in France to :

support their conflicting views of the
future shape of the NHS. On the one
hand, the French undoubtedly spend
liberally on health; on the other, the
system is insurance- rather than tax-
based, and can boast lively competi-
tion between the public and private
sectors, as well as much co-operation
between them.

- But neither higher spending nor a
large and prosperous private sector is
in itself a cure for what ails both the
French and British health services:
an ageing population, insistent public
demand for the latest, and presumed
best, medical technology, and a huge
and unwieldy health-care establish-
ment jealous of its privileges and
reluctant to change.

In 1985, the latest year for which
comparative figures are available,
total health-care spending in France
was 8.5 per cent of gross domestic
product (GDP). In Britain, the per-
centage was 5.9. The cash differences
were even larger. In US dollars,
adjusted for differing local purchas-
ing power, France spent $1,071 per
capita on health in 1985, and Britain
only $627. But those gross figures
conceal an important contrast
between the two countries. In France,
only 71 per cent of health spending is
public; in Britain, the figure is 90 per
cent.

Scontrasts it offers with Britain’

.per thousand people and the occu-

. tax revenues finance the NHS. In

~cent from the employer, with no

T
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7 But 1s France’s heaitn-care sy's“tém
proportionately “better” than
Britain’s? The question is almost
impossible to answer, since it raises
at least three other questions: What
is “better”? How responsible is the
health-care system for improvements
in health? And are the French getting

value for money? The Organisation

for Economic Co-operation and Devel-
opment (OECD) put the challenge
this way in a recent report: “The
principal problem in designing poli-
cies to achieve efficiency stem from
the difficulties in defining and mea-
suring the output of health systems,
as well as the general lack of clini-
cally agreed-upon standards of appro-
priateness for medical care.”
Superficially, to be sure, France's

hospital system 1s in better Shdpe
than Britain’s. There are more beds

pancy rate is about 70 per cent, com-

surgery has been postponed, as has
happened in Britain. Old people do
not hobble around for years waiting
for their worn-out hips to be replaced
with plastic ones. Waiting lists for
operations, even complicated oncs,
are measured in days rather than
weeks, months and even years.
Undoubtedly, though, the French
pay a high price. In Britain, general

France, health spending is covered
mainly by social security contribu-
tions: 5.9 per cent of gross income
from every wage-earner, plus 12.6 per

upper limits. Self-employed people
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1970
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‘85

Infant death rates France us Britaln
(male) per 1000 live births
1930 90.2 65.6 71.9
1950 52.1 33.4 32.7
- 1980s° 11.2 12.8 122 -

Life expectancy France us Britain
(male) at birth
1930 54.3 ST.7 58.8
1950 63.9 65.6 66.5
1980s" 70.9 70.9 713

* Various years 1980-85
British figures are for England & Wales

Source: OECD

pay 11.5 per cent of their gross

income. But that is not the final bill.
Most people covered by social secu-
rity also subscribe to one of the not-
for-profit mutuelles or 1o private
health-insurance plans. This is.
because social-security reimburse-
ments do not cover all medical bills,
particularly those for treatment that
the state regards as unnecessary or
too expensive.

Voluntary health-insurance cover
also means that people can afford pri-
vate rooms and the specialists of
their choice. Indeed, there is keen|
competition for patients between the
public and private sectors. Most of .
the 1,849 public hospitals, with more .
than 500,000 beds, are _muni_c_ipa]ly.

wned: together with uic wue: o=
8atx:a hospgitals, with about .212,000
beds, they must attract patients if
they are to pay their way. And, of
course, both sectors are competing
essentially for the same pool of francs
— social-sacurity relmbursgments.
Like most things in France this reim-
bursement system is highly bureau-
cratic, requiring doctors, pharma-
cists, hospitals and other health-care
providers to complete complicated
forms. The patient must pay, then
claim reimbursement — which 1is

ten slow to arrive. : ]
ofNotoriously, though, public hospi-
tals are oftcn more eXpensive than




private ones. A 1987 study done for
the Groupe Fondation de la Liberté, a
right-of-centre research group,
showed that an identical appendec-
tomy in the Paris region cost FFr
12,881 (£1,199) in a public hospital and
FFr 6,269 (£586) in a private clinic —
making the public hospital 105 per
cent dearer than the private one. The
most expensive private hospital in
the survey charged FFr 15,633, but
that probably included a private
room.

The private sector is more than
holding its own in competition with

the public hospitals. Althoughathey -
have only some 40 per cent of the -
beds, the privately-owned hospitals -

and clinics provide 55 per cent of the
surgery and more than half of all
maternity care, kidney dialysis, and

specialists, body-scanning, X-rays,
surgery, medicines, Why, ask:he crit-
ics, should social security pay exactly
the same daily rate for patients who
have very different treatments,
requiring varying services?

Another likely cause of the public
hospitals’ high costs is that bureau-
cratic inertia has spawned sloppiness
and sloth. For example, average staff
absenteeism in hospitals is 15 per
cent, which compares with 9 per cent
for the working population as a
whole (absenteeism is defined to
include maternity and sick leave.)
The practical effect is that the aver-

-age hospital must pay 1.92 people to.

lous and the management found
some more money next day. But it
shows what a mess we are in.”

Some staff members also complain
about being paid late, sometimes two
weeks or more behind time.. And
most have no fat on which to live.

-Salaried surgeons — after 15 years of

studies. — are paid FFr 15,400 a
month at the bottom of the career
ladder and FFr 26,000 at the top. To
be sure, they can earn overtime pay-
ments — FFr 800 for overnight duty
— and in teaching hospitals the pay

s slight_ly better. But in 1986 only 400

ensure that one is on duty. The hospi-...

tals’ paymaster, the social security
department of the Ministry of Health,
sets a poor example: it suffers from 25

What ails both French and British
health services is an ageing
population, insistent demand for

the latest technology and an. - .,
unwieldy health-care establishment ~*

cancer treatment. More than 84 per
cent of private clinics are small, with
fewer than 100 employees.

Taxed with their inefficiency, pub-
lic-hospital administratofs argue that
they support research and teaching
and invest in expensive equipment.
The argument is less than convinc-
ing. Only 27 per cent of the 1,849
public hospitals are designated as
“centres hospitalo-universitaires”. As
for costly equipment, the public sec-
tor gets less use out of it. A recent

study done for the hospital directors’
professional body showed ‘that on,
average a body scanner in the:public

sector was used for 55 hours a week
— and in private clinics for 71 hours.

Statistics for the public sector are
rarer than they should be, and usu-
ally late. Patients are presented with
“global” bills - typically, FFr 2,600 a
day for surgery. Everything is
lumped in together: consultation with
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per cent absenteeism in the depart-

ment that collects contributions and

a remarkable 35 per cent in its public
offices. In all; social security employs
180,000 people, 45 per cent of them in
the health department, and the rest
responsible for family allowances,
old-age pensions, and related func-
tions. The Inspection Générale des
Affaires Sociales estimates that 23,000
employees could be made redundant.

In theory; compulsory pay-roll
deductions™ should cover the state’s

share of health spending. In pragtice;-
the government has to chip in:with:

FFr-6bn‘in 1986.iSocial security also
borrows short-term from public-sec-
tor savings banks...And, every now
and then, because social-security pay-
ments are late, public-sector hospitals
run out of cash — which explains
why that surgeon was told there was
no more money for medicines. As he
recalls: “Of course, that was ridicu-

~taries -for ‘doing skilled, highly
:sresponsible:jobs, and working unso-

<

carididates 'sat competitive examina-
tions ‘for 555 vacant -surgical posts,

- and ‘only 214 passed. Internes and for-

eigners filled the gap. The College
National des Chirugiens warns: “In
the next 15 years France will lose half
its surgeons to countries where they
are paid better and respected more.”
The College sees 1992 as the year in
which the exodus will gather speed.

In that year remaining barriers to the

free movement of labour within the
European Community are supposed
to fall.

‘
-

. Nurses, some 92 per cent of them *
female, earn a starting salary for a 39
“ hour week of FFr 7,200 a month, ris-

ing to FFr 12,800. On top, they receive
bonuses equivalent to a thirteenth
month, usually paid well in arrears.
They also have five weeks of paid
holidays, now virtually standard for
salaried employees in both the public
and private sectors. Many nurses
complain of long, unpaid extra hours
and of staff shortages in public hospi-
tals. Agnés Jacquinot, who has
worked in private clinics and is now
with a large regional hospital, says

she prefers the public sector because

it offers “a good spirit and job secu-
rity. But it is terribly under-staffed.”

As in Britain, nurses argue that
they are being paid less than secre-

cial hours — though that term has
not yet entered the French lexicon of
complaint, even in translation. Only
a quarter of nurses belong to a union,
slightlv mor> than the national aver-
age for unic:. nembership, calculated
variously a* setween 15 and 18 per
cent of pecrie in work. The most

‘active union in the hospital service,
the politically centrist Force Ouv-
riére, is worried that if pay and condi-
tions do not improve soon there-could
be an outburst of unrest. “The situa-
tion is becoming intolerable,” says a
spokesman.

¢« But no quick fix is in sight, no
miracle cure. Public demand for
health care is pressing inexorably
against public willingness and ability
to pay for it. Ironically, the more that
medical science prolongs life the
more trouble it stores up for the
health-care system, in the form of
more old people requiring yet more
care for longer periods. In 1980, 14 per
cent of French people were over 65;
by the year 2010, according to an
OECD study, that percentage will be
16; and by 2030 no less than 22 (the
figures for Britain are 15, 15, and 19).
People aged more than 70 are only 8
per cent of the French population,
but they account for about 16 per
cent of total hospital costs and scme
15 per cent of other health-care cosfs.

Health reformers say there are ©..0
essential courses of action to cope

>

" with these alarming trends.

@ First, inefficiencies must be wrung §

out of the system, even if the bureau-
crats take to the barricades: the dif-
ference between costs in the public
and private sectors is simply indefen-
sible. Henri Guillaume, former direc-
tor of planning in the prime minis-
ter's office, puts it this way: “Our
institutional system has proved its
effectiveness, but places obstacles to
innovation.”

® Second, the French people — like }

the British — must do more to care
for their own health, instead of rely-
ing upon remedial treatment. For
example, 148,000 people were injured
in traffic accidents in 1953; last year

the figure was almost 248,000, of §-

whom some 53,000 were seriously
hurt, and 9,855 died (the British death
toll was 5,100). Virtually all road acci-
dents, says the Gendarmerie-Nation-
ale, are caused by bad driving - and
its root causes are impatience and
drunkenness. .

Like Britain’s NHS, France's health |

system has been in large part a reme-
dial service, charged with repairing
the ills that people have brought on
themselves. In France, as in Britain,
the burden is becoming intolerable.
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* ' increases in revenue pressures in the form of
‘ double running costs which in this Region are
¢ now estimated to run between £5 and £6 million
5 ‘per annum.

e Capital for Gemeral Needs

The RHA is currently investing £10 million in the

{' development of a Regional Distribution Centre which
will provide a central supplies service. It is

f estimated that this will result in a revenue saving

) of £2.5 million per annum. A similar shceme

concerning a cook/chill method with catering

P services is being planned. The capital cost would
i

' be of the order of £15 million and would produce a

revenue saving of £3 million per annum.
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FROM: MISS M P WALLACE
DATE: 1 June 1988

MR SAUNDERS cc PS/Chief Secretary
Sir P Middleton
Sir T Burns
Mr Anson
Mr Phillips
Miss Peirson
Mr Turnbull
Mr Parsonage
Mr Call

NHS REVIEW: A SCOTTISH PERSPECTIVE

The Chancellor has seen Mr Rifkind's minute, offering his
suggestions for the NHS Review. The Chancellor has asked whether
any analysis has been done of the cost-effectiveness of health
promotion and health education, to which Mr Rifkind suggests
priority ought to be given.

AP -

MOIRA WALLACE
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Miss Peirson
Mr Turnbull
Mr Parsonage
Mr Griffiths
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Mr Call rdgss

NHS REVIEW: SUBMISSION BY THE ROYAL COLLEGE OF MIDWIVES

The Chancellor has seen the Royal College of Midwives' submission
to the NHS Review. He noted in particular the comment in
paragraph 5.4.3 that obstetricians may be generously interpreting
the criteria for "high technology" procedures such as
caesarean sections, where patients' health insurance covers them
for "complications of pregnancyq He thinks that this certainly
gives pause for thought, and there may be other instances of this

sort of thing.

MOMLLACE
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NHS REVIEW: TAX RELIEF ¢ \§ \
N ‘pgw >V A
Attached is a draft paper (with a short covering note) for you to

consider submitting to the Prime Minister's group for its meeting

on 7 June. There is also a brief for your use at the meeting.

2. The paper itself is substantially shorter than the previous
draft, and the passage on benefit-in-kind very short indeed. I
hope this reflects however the key points you wanted to make.
There may be a slight risk in this approach that colleagues may
ask for more detail and therefore for further work to be done,
especially if there 1is any pressure to look at proposals which
would cover employees other than in company schemes, and the self-
employed. Against that possibility the 1Inland Revenue will
provide you with some additional material about the costs of such

an extension.

3. In the short draft covering note to the paper I have included
a reference back to the general disadvantages of such schemes
which you dealt with in your earlier paper on contracting out, and
a reference, in square brackets, to an extension of charging in
the NHS. We <could run the argument that if we were ready to
tackle the problem of the 'cliff edge' for the elderly through tax
relief, this could be well balanced by increasing the scale or

scope of charging for others. But this might be too provocative
for the paper and might better emerge, if it does, from the

discussion.



. 4. Mr Corlett and I will talk to the general line of the paper
) in the official group tomorrow but without tabling a draft. Your

paper will need to go round on Friday 3 June.

.

HAYDEN PHILLIPS



DRAFT MINUTE FROM

pa/hp/5

SECRET

CHANCELLOR TO THE PRIME MINISTER

ccC

[DRAFT 1/6/88]1

Secretary of State for
Social Services
Minister of State (Heal
Sir Robin Butler
Sir Roy Griffiths

NHS REVIEW: TAX RELIEF
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TAX RELIEF FOR PRIVATE MEDICAL INSURANCE

Note by the Chancellor of the Exchequer.

§ 25 At the meeting on 9 May I agreed to provide a paper on two
possibilities identified by the Group: tax relief on premiums
paid for private medical insurance for the elderly; and tax
exemption for employees on premiums paid by employers under

company schemes.

Tax Relief for the Elderly

2 The elderly are heavy users of health services. At the
same time, they are less likely to be covered by private medical
insurance than the population as a whole.

35 The reasons for the low coverage are:

- In the past, insurers have been reluctant to provide cover

for new subscribers over 65. (However, BUPA have recently
introduced a new scheme, albeit with fairly limited cover,
for newfsubscribers up to 75).

- The price of insurance, even for existing subscribers,
rises sharply from age 65 onwards. And the restrictions in
the cover tend to bite harder on the elderly than on

others.

- Some of the major requirements of the elderly (eg for

long-term care) are not at present insurable on any terms.

4. The combination of these factors means that the elderly
represent a very heavy call on NHS resources. Many of those
with private medical insurance drop out on reaching retirement.
The question is whether tax relief on their private medical

insurance premiums would provide a practical, cost-effective and

)\



SECRET

f

: é? private sector for at least some of their need

51N On the practicalities, a tax relief scheme for the elderly

could be operated by the Revenue on the lines of the MIRAS
scheme for mortgage interest relief. That is, relief would be
given to subscribers "at source", by reduction of the premium,
with the Revenue reimbursing the insurance providers direct.
The relief could best be targeted on those who find it difficult
to afford medical insurance now, by making it ailable onl t
. S 3 N i ol ol AT
o the " ‘basic’ rate .of  tak. And a
Guelidvive. .
0p011c1es where the person insured was over 60, regardless of who

paid the premiums, people of working age might be encouraged to

pay for their parents' insurance.

6% A number of detailed questions about exactly what policies
would qualify for relief would need to be discussed by officials
in the Inland Revenue and DHSS.

A~ A
T The cost-effectiveness of the relief would(éea&etermineé—by)

the deadweight cost of giving relief to existing subscribers;

and by the extent to which it encouraged existing subscribers to
J/ maintain their cover on reaching 60 (or attracted new
subscribers, both under 60s and over 60s).

8% The deadweight cost of relief at basic rate only for the

over-60's would be £25 million. The behavioural effect - the

increase in the number of subscribers as a result of giving
relief - is,however’very ungertain. .. If the izﬁfease was only
marginal, then the extra;money going intocg;ivaé§>health care
would be less than the cost of tax relief. In that case, the
relief would not represent a good buy. An increase of at least

a third in the number ot over-60s covered would be needed before

we began to achieve "value for money" from the change.

9. While any view of the behavioural effect is necessarily
. : Somé s M,

speculatige, I believe there are

pa;éigzzéri;—éi we do not take too short-term a view:
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- As I have already noted, we need to take account of
those currently under 60. Where they have cover now,
they may be more inclined, with tax relief, to keep up
their subscriptions after they retire. And those who
do not have cover may be more inclined to start, if
they feel that tax relief will mean they can afford to
continue into old age.

- We are starting fromia very low base. Since only
4 per cent of the over-60s have private medical

insurance“hf w, an increase of a third means only

another 35 /Der cent of that age group.
)([ \Mw L\g,rg reflerernte (3 Q) ward Fw €9 \novER oL f’( G~ PHES, @ %fﬂt LJ:LLébﬂ
10.- On the wider political im%}licoit\iog?ut e‘p‘jﬁt oducti = of ‘j
this relief would, of course,E%un_ceuateé—t4%f%€“§é%%fglCé%ITéy
(St & have pursued - of reducing special reliefs for particular
sorts of expenditure, and of cutting tax rates across the board,
so as to leave people to make their own decisions about what
they do with their money. If exceptions to this general rule
are made, it is important that they can be tightly ring-fenced.
A relief targeted on the elderly would é::?:f?ftgggfg:gggﬁznd

should not give rise to irresistible pressure for extension to

other groups.

11. My conclusion, therefore, is that a scheme of tax relief
for the over-60's is practical, politically attractive and
containable; and, while there is no rantee that it will be

cost-effective there is (fégson to be optimistic about the
{oraev
effect in the Agghug?term.

Benefit-in-kind exemption

\\\\ﬂfe e e
12. I have also looked at 7éxempting from taxation, as
a benefit-in-kind in the hands of the employee, premiums paid by
employers under a company scheme.
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13. 'Com schemes covering employees are already growing
. : : — O Viie i
quite = of employees covered has been
[
rising at about 3%,pe;?year.

Cue frcor na thas g\smth\ ) okl gy e Q)-t.”’u«&if
14. ldzhere is already a substantial fiscal incentive for
employers to introduce such schemes. As compared with
a corresponding amount of cash pay, the employer saves NIC - at
10.45% - on the cost of the premium. And where the employee is
below the “pper E%rnings Lipit, there is also a saving of his

own contribution up . to 9%y

Lu%négwﬁﬁ_{_)»ﬁ
15, 8Sincey oyer = schemes ééréx‘already much larger than

insurance taken out by the elderly, the deadweight SSt of tax

exemption would also be much larger - some £80m, (:K d’ “its
///’"‘\ effectiveness in expanding cover could be less than with the
elderly since the incentive would be indirect - the employee's

tax position would be improved, but not the position of the

employer who has to pay the premium. It » Hs Wl M\(’J\ M

wwm%%aSMWRMW)% oM Nae o Fdwibina
o SPMI\( o~ P‘*’ et C A~ .

16. benefits-in-kind exemption would build on the existing

success of company schemes Bet it would be extremely difficult

to justify limiting a tax relief in that way, because it would
put employees g&:ﬁ:r-enough to have a company scheme at
a (further) advantage compared with e else who paid for
i b g niv \ME\J"-\ iv\-—‘{?h p

their own insurance —vother employees amd/ the self-employed.
And it could have wider repercussive effects, with pressure to

exempt other "worthy" benefits in kind (such as workplace

nurseries),

as.education)..

17. My conclusion is that this proposal is unlikely to be good
value for money and:f% would be very difficult to defend the
discrimination, which it necessarily implies, in favour of
employees in the big company schemes and against other employees
and the self-employed. It is, therefore, much less attractive

than relief for the elderly.

\*\.J
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NHS REVIEW: TAX RELIEF

The Chancellor was most grateful for your minute of 1 June,
attaching a draft paper and short covering note. The Chancellor
has made some drafting amendments to the covering note, notably

e P dropping the square bracketed sentence on charging and I attach his
redraft for information.

2 On the main paper itself, the Chancellor has Trade some
drafting comments whielhr—T =Feve set out below. In addition to
these, he would like'the paper further amended so that the order is
reversed first a no to company scheme relief, and then a qualified
yes to relief for the elderly. This may require some consequential
drafting changes.

c;nhyv4bhxg

3. His detailed draftng—amememerrts are as follows:
add. ok €m0 wovds:

(1) Paragraph 4, final sentence Wégﬁsug___dég___uuuﬁ
', pAp ] e l ! o T
sone~fu.theTr-1T8ds. Oor even of attracting new elderly

subscribers."




: ‘ (td:1.) Paragraph 5, final sentence - amend to read: "gnd if the

E relief were to be madejon all qualifying policies..."
@

v (iii) Paragraph 7, first sentence - amend to read: "The

cost-effectiveness of the relief would depend on the dead~/

(NUMX VVVYiB . welght cost..."

(iv) Paragraph 9, first sentence - amend to read: "...I

believe there are some grounds for optimism, provided we
[
do not take too shgrt—-tgrm.ef view"

(v) At the end of paragraph 9, the Chancellor would like a

a reference to the progress that is already being made
Fk?ﬁﬁ¥41\&L”d“; (specifically the BUPA scheme for the elderly), améd—to—the-

» wewrld heed
VJCQ&N&VA& aeed—éef—théaaHS%kto make clear to private insurers that
%Q£l%5%“»§7ai’a ohce-such.a.relief.wasih-placeq it was up to them to go
O»V “’&:v*rduwb ut and get the business. 53
1§ W w

Paragraph 10, first sentence - amend to read: "On the

wider political implications, the introduction of this
relief would, of course, be an exception to the general

tax policy we have pursued..."

——-%& (vii) -;DParagraph 10 - amend final words to read: "There is some

reason to be optimistic about the effect in the longer term".

(viii) Paragraph 12 - amend to read: "I have also looked at the case

for exempting from taxation, ...."

(C15x) Paragraph 13 - amend to read: "Company schemes covering

——

employees are already growing quite satisfactorily - in
recent years the number of employees covered has been rising
at about 3 per cent a year."

(x) Paragraph-.l4 - amend to read: "One factor in this growth is
undoubtedly the fact that there is already a substantial
fiscal incentive...". And amend final sentence to read: "And
where the employéi; %elow the Upper Earnings Limit, there is

also a saving of his own contribution of up to 9 per cent.

(x1) Paragraph 15 - amend first sentence to read: "Since the

coverage of employers' schemes is already much larger than
ééh( insurance taken out by the elderly, the deaq~yeight cost of

tax exemption would also be much larger - some £80 million and



rising." And add new final sentence to read: "It is most
unlikely that the overall effect of a scheme of this kind
would be other than a reduction in private spending on health

"
care". 5[«:(’ ‘»\-H/ﬂ , -

Paragraph 16 - amendeo read: "Moreover, while_edr benefits—-in=—
kind exemption would build on the existing success oﬂf
companies schemes, it would be extremely difficult to justify
1imitingémfax relief in that way, because it would put
employees' fortunate enough to have a company scheme at a
(further) advantage compared with everyone else who paid for
their own insurance - not merely other employees but also the

self-employed." At end of paragraph delete words frmm: "or to

opt out of other forms"“ Of' Sb-—"-e [’WA‘; Yoo (&L\DL 4
e tehon) »

MOIRA WALLACE
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NHS REVIEW: TAX RELIEF

The Chancellor was most grateful for your minute of 1 June,
attaching a draft paper and short covering note. The Chancellor
has made some drafting amendments to the covering note, notably

dropping the square bracketed sentence on charging and I attach his
redraft for information.

2% On the main paper itself, the Chancellor has some drafting
comments set out below. In addition to these, he would like the
paper further amended so that the order is reversed: first a "no"
to company scheme relief, and then a qualified "yes" to relief for

the elderly. This may require some consequential drafting changes.

3 His detailed comments are as follows:

(1) Paragraph 4, final sentence - add at end words: "...or

even of attracting new elderly subscribers."



(ii)

(1ii)

(iv)

(v)

(vi)

(vii)

(viii)

(ix)

(x)

Paragraph 5, final sentence - amend to read: "And if the

relief were to be made available on all qualifying
policies..."

Paragraph 7, first sentence - amend to read: "The

cost-effectiveness of the relief would depend on the

dead-weight cost..."

Paragraph 9, first sentence - amend * to.freads - T LT

believe there are some grounds for optimism, provided we
do not take too short-term a view"

At the end of paragraph 9, the Chancellor would like a

reference to the progress that is already being made
(specifically the BUPA scheme for the elderly). He also
thinks we should spell out at this point that if we
introduced a relief of this kind the DHSS would need to
make clear to private insurers that it was now up to them
to go out and get the business.

Paragraph 10, first sentence - amend to read: "On the

wider political implications, the introduction of this
relief would, of course, be an exception to the general
tax policy we have pursued..."

Paragraph 10 - amend final words to read: "There is some

reason to be optimistic about the effect in the longer

term".

Paragraph 12 - amend to read: "I have also looked at the

case for exempting from taxation, ...."

Paragraph 13 - amend to read: "Company schemes covering

employees are already growing quite satisfactorily - in
recent years the number of employees covered has been

rising at about 3 per cent a year."

Paragraph 14 - amend to read: "One factor in this growth

is undoubtedly the fact that there is already a

substantial fiscal incentive...". And amend final



(x1)

(xii)

sentence to read: "And where the employee is below the
Upper Earnings Limit, there is also a saving of his own

contribution of up to 9 per cent.

Paragraph 15 - amend first sentence to read: "Since the

coverage of employers' schemes is already much larger
than for insurance taken out by the elderly, the
deadweight cost of tax exemption would also be much

larger - some £80 million ,and rising." And add new final

)
sentence to read: /"It is most unlikely that the overall
effect of a scheme of this kind would be other than a

reduction in private spending on health care".

Paragraph 16 - amend slightly to read: "Moreover, while a
benefits-in-kind exemption would build on the existing
success of companies schemes, it would be extremely
difficult to justify limiting a tax relief in that way,
because it would put employees fortunate enough to have a
company scheme at a (further) advantage compared with
everyone else who paid for their own insurance - not
merely other employees but also the self-employed." At
end of paragraph delete words: "or to opt out of other

forms of State provision (such as education).”

M@w

MOIRA WALLACE

>y
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’DRAFT MINUTE FROM THE CHANCELLOR TO THE PRIME MINISTER
e e o e

——

cc: Secretary of State for Social Services
Minister of State (Health)
Sir Robin Butler
Sir Roy Griffiths

NHS REVIEW: TAX RELIEF

As requested, I attach a paper, for discussion at our meeting on
7 June, on two possibilities:

- tax relief for private medical insurance premiums paid by
the elderly; and

o1 - exemption from tax as a benefit in kind of premiums paid

by employers under company schemes.

My conclusion is that, if we are to do anything in the way of

4

encouraging private medical Egsufance through the tax system, it
should be confined to the first option. While in general our tax
policy is cne of the lowest pogsible rates on the broadest possible
base, tax relief for the elderly could be presented as a
well-targeted special case designed in particular to help people
stay in insurance schemes at the point where at present they tend
to be priced out. Any relief for employees in company schemes
would be unlikely to prove cost effective; and it would lead to
pressure, which in my view would be very hard to resist, to do
something for other employees and the self-employed - not to
mention tax incentives in other areas, for which there 1is
considerable pressure.

More generally, these schemes tend to share the disadvantages of
contracting out which I addressed in my minute of 22 April; helping
those who can already afford private health insurance and,at the
end of the day,failing to deliver a net increase in private sector
provision. At least a tax relief confined to the elderly minimises
these pitfalls.



‘I am copying this minute, and attachment, to John Moore,
Tony Newton, Sir Robin Butler and Sir Roy Griffiths.
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Thank you for your letter of 27 May.
The Prime Minister is content for the
Chancellor's paper on topping up allocations
to the more successful hospitals to be
postponed on the basis you propose.

NHS REVIEW

I am copying this letter to Geoffrey
Podger (Department of Health and Social
Security) and Richard Wilson (Cabinet
Office).

\/@N'
el

PAUL GRAY

Miss Moira Wallace,
H M Treasury
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GERMAN HEALTH SERVICE

« I attach an information sheet on the German health service which
the German Embassy has circulated to MPs as background briefing.
The Chancellor thought you and others might be interested in the
proposed reforms described on the last page, which are to limit the
health care provided under insurance schemes to "what is medically
necessary and essential”. In principle, the Chancellor thinks
there would be a strong case for importing something on these lines
into UK practice, and we have asked our Embassy in Bonn to find out
more aboutzdit is proposed that the border-line will be drawn.
Subject to the outcome of their further researches, the Chancellor
thinks we may want to consider putting in a paper on this to the

Review.

P

MOIRA WALLACE



For background information May 24, 1988.

THE GERMAN HEALTH SERVICE

The health service operates within the framework of the
German social security system, which covers the entire
population of 62 million people. It makes provision for the
aged, for dependants' allowances and for misfortunes such as
sickness, accident, mental or physical handicap, accidents

at work and unemployment.

The protection comes mostly fram the statutory insurance schemes, either
public or private and collectively known as the health insurance scheme.

The health insurance scheme

The health insurance scheme is divided into two categories: P
a. Employees with a monthly incame of up to DM 4,500 must be insured under
one of the statutory health insurance schemes — a variety of local,

company and wage earners' schemes;

b. Anyone whose earnings are above the ceiling can opt for exemption fram
this insurance liability and join one of the 49 private schemes,
where premiums are generally higher but the policies are geared to
individual requirements and kept within limits by the insured paying
directly part of the medical expenses involved.

At present almost 5,200,000 people are privately insured out of a total
work force of 26 million. The vast majority of the German population is
therefore covered under the National Health Insurance Programme (Gesetzliche
Krankenversicherung) which since it was launched in 1883 has been the mainstay
of German health policy.

There are many separate sickness funds, such as for example local
sickness funds and those looking after farmers, seamen or miners. The fund
boards and the medical profession together are legally responsible for seeing
to it that the members get the services they are entitled to. In effect, the
responsibility nowadays falls almost entirely on doctors joined together in
regional health insurance physicians' associations (Kassendrztliche

Vereinigungen) .

DEDN FROM THE FEDERAL REPUBLIC OF GERMANY %

EMBASSY: 23 BELGRAVE SQUARE LONDON SW1X 8PZ TELEPHONE 01-235 5033




The funds themselves retain two main functions: collecting members'
contributions and paying for the services given. Because the insured person
does not have to pay for his treatment, doctors get payment through their
regional association -—- which acts as an intermediary with the sickness fund
administrators. The funds are self—governing, with equal representation of
the insured and the employers on the two decision-making bodies of each fund,
the asseambly and the board.

The statutory health insurance schemes are financed by matching
contributions fram insured employees and employers. How much an employee pays
depends on his or her incame. Up to a certain level every contributor pays
the same percentage of gross incame for medical insurance, so that people with
higher incomes pay more. A maximum amount for which the percentages are
calculated is set out and adjusted with salary increases.

The huge rise in expenditure has forced the schemes to increase
contribution rates considerably in the last few years: in 1970 the rate was
8.2 per cent, in 1987 12.6 per cent. The employee and employer each pay half,
with lower rates for special categories such as pensioners or students. .

Choice of doctors

Members of statutory health insurance schemes and spouses or children insured
with them are free to choose any doctor or dentist registered with a sickness
fund and any hospital. General practitioners can refer patients to a
specialist or a hospital where they deem it necessary.

The treatment voucher (Krankenschein) the patient gets fram his sickness
fund -- and which is valid for a period of three months -- entitles him to
free treatment. The cost of the treatment carried out by the physician is
paid by the funds according to agreed rates which the physician claims on the

voucher.

Hospital treatment

If hospital treatment is necessary the sickness funds pay standard rates which
cover the costs for adequate care and all the treatment considered necessary.
This rate is the same for all hospitalised patients, regardless of which fund
they are insured with, but it only includes the actual costs arising fram use
of the facilities and treatment. Calling on extra services means the patient

has to pay fram his own funds or have an additional insurance on top of his



S

statutory one. Additional insurance has became increasingly popular as the

patient can then opt for special services such as a private doctor or a roam

to himself.

For people carrying private insurance the financing scheme is different:
they have to pay bills in advance and they are then reimbursed after the
treatment (Kostenerstattungsprinzip).

The sickness funds cover not only medical and dental treatment. They are
also financially responsible for:

- Measures for illness prevention and early diagnosis of disease, such as
annual cancer tests for women over 20 and for men over 45; various
vaccinations; tests for children up to their fourth birthday;

- Provision of medicines and courses of therapy;

Unlimited hospital treatment;

- Subsidies for dental protheses.

Apart from these benefits a patient can receive certain payments fram.the
fund, such as:

- Sick pay up to five days when having to care for a sick child under

eight;

- Sick pay in cases of disablement after the legal obligation of the
employer to continue paying wages has ceased (Krankengeld);

= Costs of hiring domestic help when hospitalised;

= In-hame sick care;

G Maternity assistance and pay before and after childbirth;

= Death allowances to help pay for burial costs.

Price of health
The benefits which the statutory health insurance schemes give their members
are expensive. Due to better medical care and longer life expectancy, health
care expenditure has been steadily increasing in the last few decades.

In 1960 benefits paid out by statutory health insurance schemes totalled
DM 9,000 million. By 1970 the total had grown to DM 23,800 million and in
1985 it was DM 113,600 million.

Review needed
Because of the huge increase in costs, the health service is running short of

money. To control the cost explosion in the health sector a number of



measures were introduced to reduce expenditure without lowering standards of
medical care. A first step was the 1977 Cost Reduction Act
(Rostenddmpfungsgesetz), but this had only a temporary effect.

New reforms envisaged in the Health Expenditure Bill expected to reach
the statute book in Bonn this year affect the actual structure of the
insurance scheme.

Health care will ramain guaranteed but the health insurance schemes will
only have to pay for what is medically necessary and essential. Anyone
wanting more extensive (or expensive) benefits must pay for them himself. To
a certain extent patients will also be charged for medicines, medical aids and
special items such as hearing aids.

Sickness prevention plays an important role in the Bill to be adopted
later this year. 1In addition, the Government and the medical profession,
teachers and academics are encouraging the public to pursue health life
styles. The governing principle is that it is not for the state but for the
individual to ensure a healthy way of life and to make sure that when the need
for treatment arises everyone involved has an interest in effecting a cure’ as

econaomically as possible.

Total expenditure of statutory health insurances 1985 in DM billion
(1985 total DM 113.6 bn)

350

1. Treatment by physicians 7. Sick pay

2. Treatment by dentists 8. Maternity pay

3. Dental prothesis 9. Death grants

4. Medicines and dressings supplied 10. Sick care at hame/
by pharmacies transport costs

5. Social remedial courses & therapies 11. Sickness prevention

6. Hospital treatment 12. Administration costs

&=
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GREAT ORMOND STREET

Issue

1. An out of court settlement with one of the contractors
responsible for the faulty construction of the Great Ormond Street
cardiac wing has resulted in a payment by the contractor of £8m.
Treasury officials have advised that this should be surrendered to
the Consolidated Fund in line with normal policy in respect of
windfall receipts. Mr Newton has now written to argue that DHSS
should be allowed to keep its share of the receipts (£5.6m) which
would be spent on AIDS and drug misuse programmes. (The remaining
£2.4m would be for the use of the UGC.)

Recommendation

2. We do not consider that DHSS have made out a satisfactory case
for the receipts to finance additional expenditure. We therefore
recommend that they should be surrendered. HE and GE agree with
this advice. A draft reply to Mr Newton is attached.

Timing
3. Routine.

Backgrcund

4. The cardiac wing of Gt Ormond St children's hospital was built
with substantial defects and has required very substantial
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remedial work. Claims have been pursued against the contractors
and in turn there have been various counter-claims. So far the
total cost to the hospital of the remedial work and litigation has
come to about £22m ( the bulk being incurred in the years 1983 to
1987). This has mostly been borne on the HCHS capital Vote,
although the University Grants Committee has contributed about a
third. We have not made any additional money available to cover

these extra costs.

5. Two claims have now been settled out of court with the
hospital's receiving some £8.4m (including a contribution to its
legal costs). We are satisfied that in the circumstances this was
the best policy, given the likely length of the legal proceedings
and their uncertain outcome . One claim and counter-claim remain
to be settled but there is little chance of any further receipts
(claim and counter-claim are roughly equal and have similar
chances of success so attempts are being made to reach agreement
on the basis of both being dropped).

6. Given that they have had to find so much more money for the
cardiac wing than forecast and provided, DHSS feel it is only
right that the receipts should accrue to them and were originally
proposing to broker them to the RHAs. We did not consider this
warranted making an exception to our general rule that extra in-
year receipts should be surrendered to the Consolidated Fund. DHSS
had made no case for extra capital expenditure nor was a claim on
the Reserve in prospect if the receipts were not retained.

7. Unsurprisingly DHSS have now responded that, if'they-are
allowed to retain the money, they will not have to come to us with
in-year bids. The money would be spent on two areas: continuing
the public education campaign aimed at drug misusers; and
implementing the recommendations of the Advisory Committee on
Misuse of Drugs (ACMD) regarding AIDS and drug misuse. Both areas
would be current rather than capital spending. This is presented
as a compromise solution,although most of the compromise would
come from the Treasury. (It is not clear what use the UGC would
make of their share of the receipts and HE see no reason why they

should receive extra funds this year.)
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Discussion

8. Whether the DHSS keep these receipts or whether they are
surrendered has no bearing on Great Ormond Street itself. There
are no plans to give it any more funds for capital expenditure

this year.

9.There would clearly be little point in our insisting that the
receipts be surrendered if there were genuinely pressing claims
on the Reserve of an equivalent size. But equally we should guard
against the use of windfall receipts to support expenditure for
which provision would not otherwise have been made. We would
therefore want to see as good a case for the retention of the
receipts as we would for a claim on the Reserve. Mr Newton's

letter does not make this case.

10. On the basis of the information we have at present we would
certainly be doubtful about the case for providing more money for
the drugs education campaign. It has already been decided that
AIDS campaigns should be linked with this programme and there is
obviously a case for considering a single campaign to avoid

wasteful duplication.

11. The ACMD proposals do have resource implications but again at
this stage it is not clear what additional provision might be
necessary. The Government have accepted the ACMD's advice that
services for drug misusers should be developed but the only
decisions taken so far on the detailed recommendations have been
negative ones: the expansion of syringe-exchange schemes is not
being pursued at least for the time being; nor will cohdoms be
made available in prisons. It should be noted that there is
already provision for the expansion of services for drug misusers.
Health authorities were allocated £5m per year from 1986/7 to
develop drug treatment and rehabilitation services and a further
£lm p. a. in 1987/8 and 1988/9 to curb the spread of HIV infection

among drug misusers.



12. It is possible that we may eventually decide to provide extra
resources for these areas but there is at present no case for
allowing DHSS to appropriate the Gt Ormond St receipts.
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DRAFT LETTER TO :-

The Rt Hon Tony Newton OBE MP
Minister for Health

GREAT ORMOND STREET, AIDS AND DRUG ABUSE

Thank you for your letter of 23 May.

I see no reason why we should be unable to establish a sensible
way forward on these issues but our starting points are rather
different. Though I should be willing to consider proposals for
increasing expenditure to combat drug misuse, they must be
assessed on their individual merits. The latter are far more
important than the fact that additional expenditure could be

financed by hypothecating windfall receipts.

At present I am not convinced that there are compelling reasons
for the extra provision you are now seeking for the drugs misuse
and AIDS programmes. I recognise that we have acknowledged the
importance of _the issues raised by the Advisory Council for Drug
Misuse report and accepted the need to develop services for drug
misusers. But we have yet to commit ourselves on the detailed
recommendations other than those such as the expansion of syringe
exchange schemes and the availability of condoms in prisons which
we have specifically rejected - at least for the time being. I

therefore consider that it would be premature to discuss the



question of any additional provision at this stage. As regards the
drug misuse education campaign, I am again unconvinced of the need
for extra funding. As you have noted, there are existing resources
which could be re-allocated if the continuation of the campaign

is judged to be a top priority.

In the circumstances therefore I consider that the receipts from
the Great Ormond Street settlement should be surrendered to the

Consolidated Fund.
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The Rt Hon John Major MP

Chief Secretary to the Treasury
H M Treasury

Treasury Chambers
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GREAT ORMOND STREET

As you may be aware a settlement has now been achieved in the long-standing
matter of claims against one of the main contractors by the Hospital for Sick
Children at Great Ormond Street in respect of serious structural faults in the
cardiac wing. The settlement is worth £8 million. The settlement owes much to
the determination of the Authority and its General Manager, and it has received
considerable publicity because it closely coincided with the opening of the new
wing by the Prime Minister on 27 April. We are advised by leading counsel that
it is the best available in the circumstances though it is significantly less
than the £20 million rebuilding and £2 million litigation costs that have been
incurred, and which we have met by topslicing health authorities' allocations.

Against this background I was dismayed to learn that your officials have not
been able to agree that the compensation payment should be retained by &he NHS
(and the UGC in respect of whom £2.4 million applies). The argument I gather
is that under Government Accounting rules the sum must be surrendered to the
Consolidated Fund. I find this hard either to understand or accept, in view of
the fact the money in question had to be taken from what would otherwise have
been available to Regions.



Leaving the narrow accounting argument aside, however, may I suggest that thec
most sensible coursc would be to allow the NHS to keep its share of the
compensation (and the UGC likewise), in order to avoid us having to come to you
for relatively small sums to deal with the sort of small but politically
sensitive issues which keep cropping up during the year? I have in mind at the
moment particularly two points on the inter-related issues of AIDS and drug
misuse. One is the continuation of the public education campaign aimed at drug
misusers, which we can only secure by taking money from some or all of proposed
campaigns on teenage smoking, alcohol abuse and nurse recruitment. The other
is a modest amount of £3-4 million needed to implement recommendations of the
Advisory Committee on Misuse of Drugs; this we cannot find at all, and our
inability to do so, which is a cause of concern both to the Expert Advisory
Group on AIDS and to Home Office Ministers, looks like causing considerable

embarrassment.

I do hope you can see your way Lo accepting this compromise.
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FROM: R B SAUNDERS

(/\/Pv\/ DATE: 2 June 1988
MISS WALLACE

o Mr Phillips
Miss Peirson

C/L\/ g,
& o1

POLICY ISSUES IN AMERICAN HEALTH CARE

David Willetts has invited me to attend a "private seminar" which
the CPS are organising on this subject on 21 June. There will be 3
American guest speakers - an academic economist, a private sector
health manager and Dr William Roper who heads the federal agency
which runs Medicare and Medicaid, and is a former adviser to
President Reagan.

2. I am disposed to accept the invitation, but perhaps you could

let me know if you think it likely that the Chancellor would see
any difficulty.

R B SAUNDERS
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Thank you for your letter of 27 May.
The Prime Minister is content for the
Chancellor's paper on topping up allocations
to the more successful hospitals to be
postponed on the basis you propose.

2 June 1988

NHS REVIEW

I am copying this letter to Geoffrey
Podger (Department of Health and Social

Security) and Richard Wilson (Cabinet
Office).

®
e

ey
PAUL GRAY

Miss Moira Wallace,
H M Treasury

SECRET
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FROM: CHIEF SECRETARY
DATE: 2 June 1988

CHANCELLOR

\ cc:
" A § Mr Anson

S Sir Anthony Wilson
YYW Ve Mr H Phillips
Miss Peirson

\}_pv Mr Turnbull

Mr Saunders
Mr Griffiths
Mr Call

INDEPENDENT AUDIT AUTHORITY

I attach a copy of a letter and enclosure from Mr Clive Froggatt
who attended one of the Prime Minister's seminars. His note arises

from a conversation over lunch.

It is of interest:-

(a) because it is clearly similar to our thinking and

(b) because Mr Froggatt 1is part of a small group under

Tony Trafford reporting direct to the Prime Minister.

By coincidence I bumped into Tony Trafford in the Commons
canteen and he told me (gratuitously) that he had just sent a report
” on the NHS to the Prime Minister (presumably the one Mr Froggatt

refers to). —1
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¢ F;orn Dr. Clive Froggatt, C.C.. 59 Hatherley Road,
Cheltenham, Glos.

‘ GL51 BEG.
0242 580911

The Rt. Honourable John Major, PC, MP,
Chief Secretary for the Treasury,

H.M. Treasury,

Whitehall,

London S.W.1. 23rd May 1988

Mo Wigor,

When we met in March at Chequers for a discussion on the NHS
Review I mentioned the relationship between input and output in the
Health Service. You asked me to expand my thoughts.

I am sorry that it has taken so long to respond but since that
meeting Lord Trafford has formed a group which included Ian McColl,
Cyril Chantler, John Butterfield and me and most of my thoughts have
been included in a report which he has prepared for the Prime Minister
and will be sending to her before Whitsun.

I enclose now some expanded notes on the establishment of an
independent audit authority. In my view, this is the way forward
to improving the relationship between the resources (both financial
and in personnel) made available to the Health Service and the
outcome for patient care. We need to establish much more information
not only on unit costs but also quality of care. Once the base line
has been established targets can be set against which performance can
be measured and incentives provided accordingly. I should be happy
to expand on any aspect of these papers.

With best wishes,

Yours sincerely,

A

Enc
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‘rom Dr. Clive Froggatt, C.C.

NHS Review : Independent Medical Audit Authority

The absence of clinical and financial audit in the National
Health Service lies at the root of the problems confronting the
service today. Without financial audit it is impossible to make
valid comparisons between two health authorities or reliable
judgements on the value for money obtained from certain procedures.
Without medical audit the performance of the medical and nursing
profession cannot be assessed properly and decisions on clinical
priorities have to be taken on less objective grounds (making
managers more susceptible to the vagaries of medico-political
pressure groups). Demands for additional resources, either in
terms of finance or personnel, are more difficult to assess. This
makes inappropriate decisions more likely leading to secondary
problems for patients, those working in the health service and the
Government. Political challenges from the Opposition (or medical
profession itself) are clearly more difficult to counter unless
precise information on matters of fact is available.

Evaluation of the effectiveness of the health service is
highly complex and needs to embrace aspects such as quality of
care, the importance of patients perception of good care, clinical
freedom and the balance of quality and gquantity of life. It is
made more complex by the vested interests of Government, DHSS
of ficials, politicians, RHA and DHA managers, consultants, nurses

and the patients themselves.

With greater autonomy and more responsibility for service

provision being devolved from the centre to the periphery, it
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From Dr. Clive Froggatt, C.C. -, P

becomes increasingly important for all concerned that an independent
body is charged with the responsibility to audit health care services.

Such a body‘must establish independence both from the Government,
Health Authorities and any other vested interests. It must establish
a reputation for analysing the problems of health care delivery and
it must make a practical impact on the delivery of health care
services.

The remit of the body should extend from financial management
into area of clinical audit with protocols being established centrally,
but implemented locally, by District Clinical Audit Officers working
alongside those responsible for financial audit. Together they would
work on value for money reviews of the services provided.

Like local authorities, health authorities face many new
challenges in the next few years. Demands on health services are
changing and the way in which resources are used will come under
ever increasing scrutiny.

Over the past five years, the Audit Commission has established
itself by demonstrating the strategic importance of audit and value
for money (VFM) review of many public and semi-public services
delivered locally. 1Its reputation for independence and penetrating
analysis makes it well placed to assume the responsibility for
independent medical audit. The organisational structure of the
commission lends itself to a fairly simple adaptation enabling it
to embrace the proposed responsibility for health care services.

At the outset the Audit Commission was viewed with considerable

scepticism and even hostility by local authorities. The health

service, particularly the medical profession, are likely to have a
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similar attitude. There may be some token resistance from the

med ical profession particularly on clinical audit, since it favours
peer review and self-audit - claiming that thiis is taking. place
already to a significant degree. Evidence exists to show that this
is not the case. However, local authorities no longer oppose the
Commission's existence and engage now in a regular constructive
dialogue about its work and future direction.

The Audit Commission has undertaken special studies involving
the police, education and social services. Hostility and scepticism
were overcome by having seconded to the study group professional and
technical experts who enjoyed the confidence of those working in the
special fields under audit.

Special studies generate two products. The first isi ai repert
which aims to describe best practice and demonstrates the way in
which others could move towards a best practice approach. It
indicates opportunities for savings and improvements in effectiveness.
The second product is a detailed guide for use at local leive L Tt
gives comparable statistics, performance indicators and an analytical
approach so that key drivers of performance could be identified
quickly at a local level. The methodology of such studies already
undertaken in local authorities is directly applicable to the health
service. Other features of the Commission include a quality control
function with close links to the accountancy bodies which would be
invaluable to District Financial and Clinical Auditors.

The Commission has also developed coherent and disciplined
mechanisms for bringing the central work into the audit process and

vice-versa. These involve:
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*The development of unit cost profiles

*The preparation of VFM focussed audit guides

*Tracking systems to monitor efficiency gains achieved

Finally, having recognized that management structures and
competence are critical to efficient service provision, the Commission
has developed a methodology of analysing central management and
administration. The two local auditors, financial and clinical, will
combine an understanding of the principles of good management with
close knowledge of local circumstances and will be well placed,
therefore, to help those authorities which lack now a strong

corporate management.

Conclusion

The Audit Commission structure and methodology is readily
adaptable to the health service; and, its political independence
is acknowledged. It is placed uniquely to audit, advise and
stimulate the National Health Service. 1Its experience shows that
it can co-ordinate the skills and procedures required to promote
economy, efficiency and effectiveness in the running of the NHS and,
at the same time, provide hard data upon which the Government may

base its plans for future provision within the health service.
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Incentive for change

The single most important incentive is financial. Professional
satisfaction is highly valued but not as much as money.

The profession should be approached with a carrot and stick.
The carrot will be a modest increase in remuneration and the stick
will be contractual changes designed to ensure that greater attention
is given to the outcome for patients. The intention will be to

reward a better quality of patient care.

Quality

I+ is difficult to measure guality and impossible to define
Ereciselx what makes one doctor better than another. However, by
broadening the basis of assessment, using a basket of performance
indicators, it would be possible to identify practices which are
either better than others, or better than they themselves used toO
be.

A dynamic shift towards higher standards of care can be taken
as a sign of improving practice and should be rewarded appropriately.
Once the base-line levels of provision have been established,
practices can be given annual targets to achieve.

The parameters of assessment will include: levels of vaccination/
immunization, screening for cervical cancer and other aspects of care
which may be covered currently by the "items of service" category.

In addition, the assessment of quality will include information on,

for example, the percentage of a practice's elderly population that

have been screened, the number of patients who attend the practice
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based smoking cessation course, and the provision of, and use of, a
wider range of services, such as minor operations, hypertension and
diabetic clinics etc. Finally, comparative consultation rates,
average time taken to obtain an appointment, referral and admission
rates, prescribing patterns and practices, and, possibly, the
frequency of complaints could all be taken into account.

A district based clinical auditor will be able to assist in the
evaluation of the practice profile that will have been built up from
the performance indicators mentioned.

The parameters of assessment will be subject to variation from
time to time and will be biased towards areas and aspects of health
care on which the health service is required to focus.

Most of the information needed on performance indicators can be
gathered easily and cheaply directly from practices. Much of the
information would be appropriate for inclusion in the practices
Annual Report. With the introduction of information technology into
surgeries and FPCs, more specific and sensitive information can be

gathered.

Other Incentives

Contractual changes should be made which ensure that financial
incentives yield identifiable improvements in patient care. GPs need
no reminder that their independent contractor status should be valued
highly. As such they should demonstrate their entrepreneurial skills
by assuming greater responsibility for patients in primary care,
remunerated where appropriate by the local DHA. This should be
possible once DHAs are autonomous. Diversity of health care

provision should be encouraged.
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Professional satisfaction is enhanced by the proper, and fulls;
use of anciliary staff - including practice managers. FPCs should
ensure that an appropriate balance is achieved in the primary care
team. ‘

Finally, continuing medical education (CME) is imperative.
Attendance has fallen at postgraduate centres since it ceased to
attract any remuneration. Resources need to be made available both
to GPs themselves and their clinical tutors. The content of CME
should be focussed on those areas which result in higher quality

patient care and better value for money for the NHS.

Conclusion

The White Paper contains the framework for negotiations with

GPs which are under way now. Its references to contractual changes

are implicit and accepted by the profession.

With additional finance on the table, the profession must
accept a contract with the NHS which makes specific demands for
co-operation on clinical and financial audit. They should be
eéncouraged to be innovative and entrepreneurial. FPCs/DHAs should
be encouraged to promote changes in the delivery of care which may
involve contractual arrangements with local GPs.

GPs should be committed to CME to raise the standards of
patient care and give services which represent better value for

money.



