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10 DOWNING STREET
LONDON SWI1A 2AA

From the Private Secretary 18 January 1989

NATIONAL HEALTH SERVICE REVIEW

The Prime Minister chaired on 17 January the nineteenth
and twentieth meetings of the group reviewing the National
Health Service. The group had before them a draft of the
White Paper on the review circulated by the Secretary of State
for Health.

I should be grateful if you and copy recipients would
ensure that this record of the discussion is handled strictly
in accordance with CMO arrangements.

Those present at the first meeting on the morning of
17 January were the Chancellor of the Exchequer, the Secretary
of State for Wales, the Secretary of State for Northern
Ireland, the Secretary of State for Scotland, the Secretary of
State for Health, the Chief Secretary to the Treasury, the
Minister for Health, Sir Roy Griffiths, Sir Robin Butler,
Mr Wilson and Mr Monger (Cabinet Office), Mr Whitehead (No 10
Policy Unit) and Mr Ingham.

Those present at the second meeting in the afternoon of
17 January were the Chancellor of the Exchequer, the Secretary
of State for Northern Ireland, the Secretary of State for
Scotland (for discussion of Chapter 10), the Secretary of
State for Health, the Chief Secretary to the Treasury, the
Minister for Health, Sir Roy Griffiths, Mr Wilson and
Mr Monger, Mr Whitehead and Mr Ingham.

Chapter 1

The group discussed first the statement in paragraph 1.2
that the NHS was 'free at the point of delivery'. It was
argued that this statement was not strictly true, because of
the existence of charges; that it was important not to close
options for the future unnecessarily; and that the drafting
did not recognise that the Service was financed by taxpayers
who were entitled to the best possible service and value for
money. It was also argued however that outside opinion would
attach great importance to a clear statement of the
Government's intention on the point, and that it was not
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realistic to expect any change on it during this Parliament.
The group agreed that the words 'free at the point of
delivery' should be replaced by a statement that the service
provided by the NHS was, and would continue to be, open to all
regardless of income. They agreed that the words 'financed
mainly out of general taxation' were right, and that 'mainly'
would be better than 'largely' in 2.4.

In paragraph 1.3, the group agreed that the words 'out of
all recognition' in the first sentence should be replaced by
such words as 'at a remarkable pace'.

The group noted that the figures in paragraph 1.3 for the
number of staff employed were 1986 figures. They agreed that
it was essential to use up-to-date figures. They also agreed
that the figures for total expenditure should be for 1989-90,
and that the paragraph should also say what the cost of the
NHS would be in that year for an average family, and how It
had changed since 1978-79. The group regarded it as important
to bring home the increase in NHS spending. There was still
considerable misunderstanding about this among the public and
even the profession.

The group broadly agreed the redraft of paragraphs 1.4 to
1.6 which had been put forward by Mr Ingham.

In discussion of the structure of paragraphs 1.7 and 1.8,
it was argued that the drafting lost sight of the paramount
importance of practical improvements in services to patients.
This theme was not introduced until paragraph 1.8 after the
'key changes' had been described in paragraph 1.7. One
possibility was to use the opening of paragraph 1.8 as a
preface to the list of key changes, although this had not
worked well in earlier drafting. The group agreed that
Mr Ingham should be asked to consider how the presentation of
paragraphs 1.7 and 1.8 could best bring out the importance of
improving services to patients. At the meeting on the
afternoon of 17 January, the group agreed the structure of the
revision of paragraphs 1.7 and 1.8 circulated subsequently by
Mr Ingham, subject to further consideration of the detailed
drafting by the Secretary of State for Health.

In discussion of paragraph 1.7, on 'key changes', the
group agreed that:

« 9 The second inset, on self-governing hospitals,
appeared to emphasise their ability to decide the pay of
their staff. This was wrong. It would be better to
replace the second sentence of the inset by:

'This will enable them, while remaining in
the NHS, to take fuller responsibility for
their own affairs, harnessing the skills
and enthusiasm of their staff';

and ending with:
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'Within annual financing limits, they will
be free to borrow money. And they will be able to
set the rates of pay of their own staff'.

ii. The last sentence in the third inset contained the
word 'best' twice. One of these references should be
deleted.

iii. The word 'defined' should be inserted before 'range'
in the first sentence of the fourth inset.

Finally, on paragraph 1.7, the group agreed that two
other key changes should be included:

b i The new audit arrangements. The Chancellor had
suggested an addition as follows:

'Fifth, steps will be taken to improve value for
money. The Audit Commission will assume
responsibility for auditing the accounts of health
authorities and other NHS bodies, and will undertake
wide-ranging value for money studies. Complementary
to this, arrangements for medical audit will be
extended throughout the health service, thus helping
to ensure that the best quality of clinical care is
given to patients'.

The group agreed this addition, subject to moving to the
front of the sub-paragraph the reference to improving the
quality of care for patients. They noted that the last
sentence of the first key point, which also reflected

the new audit arrangements, would have to be
reconsidered. It was anyway separate in substance from
the rest of the point.

ii. The organisational changes affecting health
authorities and FPCs should be covered. The wording
suggested was:

'Seventh, health authorities will be streamlined,
with functions delegated from regions to districts
and from districts to hospitals where appropriate.
Their membership will be reduced to make them more
management-oriented bodies. Local authorities will
no longer have the right to appoint members. Family
practitioner committees will in future report
through regional health authorities to the NHS
Management Board'.

The group agreed that the penultimate sentence of
paragraph 1.9 should end with words such as 'treats patients
as people'.

The group noted that the opening words of paragraph 1.10
might be misleading since the Government could not require the
hospitals to make the improvements listed. It was agreed that
they should be replaced by: 'The Government believes that
each hospital should offer:'.
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The group agreed that in paragraph 1.11, the word 'only'
in the first sentence should be deleted, the second sentence
should be omitted, and the third sentence should start with

the words, 'These improvements will bring greater appreciation
L]

The group agreed that the heading before paragraph 1.12
should be, "The best use of resources'.

In paragraph 1.14 it was agreed that the third inset
should refer explicitly to the Audit Commission.

The group agreed that the heading before paragraph 1.15
should be, 'Public and private sectors working together'.

In paragraph 1.16, the group agreed that the word
'prohibitive' in the second sentence was exaggerated and that
the second and third sentences should be recast to read:

'... many people who do so during their working life find
the cost of the higher premiums difficult to meet in
retirement. The Government therefore propose to make it
easier for people in retirement by allowing income tax
relrefon. ..ei e

It should be made clear that the relief would apply to
premiums paid on behalf of, as well as by, the elderly. At
the meeting on the afternoon of 17 January, the group also
agreed that the drafting in this paragraph must be brought
into line with the drafting agreed for paragraph 9.4.

The group decided that paragraph 1.17 should be deleted.

As to paragraph 1.18, the group agreed that the thought
in the last two sentences should be moved to the front of the
paragraph; and that 'some aspects' should be replaced by
'those aspects'.

Chapter 2

The group agreed that there should be a preamble along
the lines of the draft which had been circulated, but the
final words of the third inset should be: '... which treat
most patients'. On the opening paragraphs, the group agreed
as follows:

1 The figure of 'well in excess of £20 billion' in 2.1
needed to be precise. References elsewhere were to one
of £24 billion.

ii. In paragraph 2.3 the word 'dictated' should be
replaced by 'administered'.

The group then discussed the section on the central
management of the NHS in paragraphs 2.4 and 2.8. Summing up
this part of the discussion, the Prime Minister said that this
section was of considerable importance and had to be got
right. The group were agreed as follows:
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a. It was essential to make it clear that there would
be an effective chain of command running through the NHS
to the Management Committee and, through that Committee,
to the Secretary of State. The section as drafted did
not do this.

b. It was also essential to make it clear in the White
Paper that Ministers would not be answerable in
Parliament for day-to-day operation. A clear distinction
must be drawn throughout between the responsibilities for
policy of the Policy Board, chaired by the Secretary of
State, and those for operation of the Management
Committee (which was a better name than Management Board)
chaired by the Chief Executive (who would be a member of
the Policy Board). The respective responsibilities of
the Policy Board and the Management Committee had been
agreed at the last meeting of the group.

c» Defining the distinction between strategy and
operation would however require more work. Hospital

- closures would, for example, have to be regarded as a
matter of policy. It was also important to define more
clearly the responsibilities at ditterent levels within
the chain of command of the NHS.

d. The present draft involved the Department of Health
too much in management. The Management Committee would
not be part of the Department, although it would be
located there. There should be no misunderstanding of
the role of departmental officials, which was to advise
the Secretary of State but not to be involved in the
management of the NHS. The Management Committee was not
to consist of departmental officials, although there
might be one or two on it in a personal capacity. The
Policy Board should be kept small and include outsiders.

e. The Management Committee would not itself run the
detailed operation in the NHS. That would continue to be
the responsibility of the Health Authorities. The
relationship between the Committee and the Authorities
must be determined according to the principle of maximum
devolution of functions which underlay the White Paper.
The role of the Committee would be to exercise a general
oversight over the operation of the NHS.

f. There was some danger that establishment of the
Management Committee would increase bureaucracy. This
was because the Committee would be another layer in the
management structure and because the Committee and the
Regions might in practice take on more staff for managing
the relationship between them.

g. The danger of excessive bureaucracy also arose in
relation to the Regions. Many of their functions would
be increased by the proposals in the White Paper. While
it might be true that the Regions were needed to
implement the programme of reforms, that would not by its
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nature be a permanent task. In the longer term their
functions would diminish. They might become little more
than the regional arms of the Management Committee,
although it would be better not to say that in the White
Paper.

hs It was clear that the central structure had not yet
been fully worked out. 1In these circumstances, it would
be prudent for the White Paper to be as general as
possible in its description. Detailed work on the
structure should be set in hand.

The Prime Minister said that the Secretary of State for
Health should now redraft this section in the light of the
discussion. It clearly needed a good deal more work. The
drafting would have to be reconsidered as a whole, but some
particular changes in the text which the group had identified
were:

- Deletion of 'for the services which they finance' in 2.4.

- Replacement of 'in practice' in the fourth sentence of
2.4 by 'on the contrary'.

- Deletion of the last sentence of 2.4.

- Deletion of 'within the Department of Health' in the
first sentence ofi 2.5.

- Amalgamation of the first two insets in 2.5.
- Deletion of '"management' from the second inset in 2.5.

- Appointments to the Management Board should not be made
by the Chief Executive, as the third inset in 2.5 said,
but by the Secretary of State in consultation with him.

- In the last inset of 2.5, insert at the end of the first
sentence words such as 'except for policy'.

- Remove the implication in 2.7 that it is for the Regional
Health Authorities to review themselves and decide what
action to take on the reviews. They should be given
clear instructions on the points at issue.

The group also noted that there were points on paragraphs
2.23 and 2.28 which could be dealt with in correspondence.

Chapter 3

The group agreed that the drafting of the White Paper
should not preclude the possibility that some smaller
hospitals, with less than 250 beds, might be suitable for
self-government. This point was covered more fully in
discussion on Chapter 11 below.

It was also agreed that the requirement as to members in
the first inset of 3.4 applied only to the larger hospitals
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and that the White Paper should say so.

Chapter 4

The word 'crises' at the end of 4.7 struck the wrong
note. It might be better to refer to 'problems'.

Chapter 5

The group agreed the following points in discussion of
Chapter 5:

is It was essential to give up-to-date figures for the
number of consultants.

ii. The language of 5.2 was over-simplified, and should
be reconsidered.

iii. Paragraph 5.10 proposed a double check that
self-governing hospitals had an effective audit system.
This seemed excessive.

iv. The White Paper should state clearly that joint
enguiries covering both medical and management audit
would sometimes be necessary. The reference in the last
inset of 5.9 was not explicit enough.

Vi The words 'and the time they devote to the NHS'
should be added to the second sentence of 5.14.

vi. It should be made clear in this Chapter that in the
case of self-governing hospitals the hospitals themselves
would hold the consultants' contracts.

vii. At the end of 5.18 it should be made clear that the
timetable for concluding an appeal should be not more
than nine months, and the word 'normally' should be
deleted.

Chapter 6

The group agreed that in paragraph 6.8 the accuracy of
the first sentence would need to be checked; that the word
'‘direct' should be inserted after 'budgets' in the second
sentence; and that the reference to consultation with the FPC
should be omitted, in the interest of reducing the apparent
complexity of the arrangement.

The group discussed paragraph 6.13. They agreed that GPs
should have the maximum possible incentive to make savings,
and that they should accordingly be able to plough back
100 per cent of the savings into their practices. The group
decided therefore that the paragraph should say that GPs would
be able, as they judged best, to spend all such savings on
improving their practices and offering better services to
their patients.
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Chapter 7

In paragraph 7.14, the words 'the rate of increase in'
contained in the second sentence should be deleted.

In paragraph 7.21 the group agreed that there must be an
opening passage to explain why the problem arose and to pave
the way for the policy proposal. It was quite wrong that
people could set up as doctors whether or not there was
sufficient work for them to do, and the paragraph should
reflect this. The group asked the Secretary of State for
Health to agree a redraft of the paragraph with the Chancellor
of the Exchequer, in the light of the discussion.

The group agreed that the second indent of paragraph 7.23
should be amended by the addition at the end of: 'serving in
a personal rather than a representative capacity'.

The group also agreed that paragraph 7.24 needed
revision. It was not clear that the two sentences of the
paragraph were consistent with each other. The paragraph
should begin with a clear statement that the present committee
structure must be slimmed down and that only a reasonable
number of members could be co-opted to committees. The
Secretary of State was asked to revise the paragraph in
the light of these comments.

Chapter 8

It was agreed that the fifth sentence in paragraph 8.4
exaggerated the point it was trying to make, and should be
replaced by a statement that managers were not members of the
decision-making body.

It was also agreed that the word 'automatic' should be
deleted from the sixth inset in 8.6.

The group thought that paragraph 8.7 exaggerated the
value of the Community Health Councils and asked the Secretary
of State for Health to reconsider the drafting. A possibility
would be to delete both the second and third sentences.

Chapter 9

The paragraph on tax relief suggested by the Chancellor
of the Exchequer was agreed, subject to further consideration
of detailed drafting. The paragraph made it clear that relief
would be given on premiums paid on behalf of the elderly only
in certain circumstances, for example when they were paid by
other members of their family. The reference in 1.16 to tax
relief had to be amended to reflect the final wording adopted
in this Chapter.

The group agreed that the drafting of this Chapter should
be revised to give it a more positive tone about the actual
and potential contribution of the private sector to health
care. There were lessons to be learnt from the treatment of
this topic in the Chapter on Scotland. For example, it should
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be possible to say of England, as that Chapter did of
Scotland, that more people were looking to the private sector
for the diagnosis and treatment of their health problems. A
more positive flavour would also be given if the beginning of
9.2 made it clear that, at least in recent years, the private
sector had been growing; and perhaps if 9.2 and 9.3 were made
the opening paragraphs of the Chapter. The words 'the mixed
economy' in 9.1 were not right. The reference should convey a
sense of the growth of the private sector, and also of
co-operation between it and the public sector.

In paragraph 9.8, it was agreed that the Secretary of
State for Health should check the consistency of the figures
of 17 per cent and £1 billion a year. If they were
consistent, the paragraph should explain why.

In paragraph 9.11, it was agreed that the words 'without
capital funding from the health authority' at the end of the
second sentence were not right. It should be made clear that
such schemes could go ahead either jointly or without capital
funding from the Health Authority.

Chapter 10

In discussion of this Chapter, the group agreed that the
different treatment proposed in Scotland for central
organisation, size of boards, and audit resulted from the
different circumstances in Scotland. They also decided on the
following amendments:

a. The list of practical improvements in paragraph 10.4
would be reconsidered to see if it could contain all the
items in the corresponding list for England. There was
one item in the Scottish list that did not appear in the
English list: that authorities would work towards
ensuring that all out-patients were seen by a consultant
on their first visit. The Secretary of State for Health
was asked to consider whether this item could be added to
the English list.

B In paragraph 10.5, the words 'not later than' should
be inserted before '1992' in the third sentence.

Ce The wording in paragraph 10.17 had been temporary.
The Secretary of State for Scotland had now reached the
view that it would be right to appoint a Chief Executive
in Scotland, and the paragraph would be revised to say
this.

Chapter 11

The group agreed on the following changes in this
Chapter:

a. There would be a preface on the record of the NHS in
Wales.
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b The reference to a corporate strategy at the end of
11.3 should be deleted.

Cs In the passage on the timetable for self-governing
hospitals at the end of paragraph 4(i), the suggestion
that eligible hospitals would necessarily have to have
250 or more beds should be removed. Some smaller
hospitals might also be suitable for self-government, and
the drafting should reflect this. It should also be made
clear however that there must be safeguards against
smaller hospitals which became self-governing changing
their functions to the detriment of services to patients.
Finally, the word 'a' in the fourth line of the last sub-
paragraph of 4(i) should be replaced by the word 'any'.

dis The reference at the end of paragraph 4(vii) to
examining the arguments for bringing hospital and
community services and family practitioner services under
one management should be deleted.

Chapter 12

In discussing this Chapter, the group agreed that:

b It The Secretary of State for Northern Ireland would

reconsider the reference at the end of paragraph 12.3 to
'streamlining' the acute hospital service, since its

meaning was not clear.

ii. He would also remove the reference in 12.3 to 'care
in the community', since the White Paper did not deal
with this topic in England.

iii. An indented list of practical benefits to patients,
similar to the list for England, should be given in 12.4.

iv. There should be a reference to the timing of the
development of self-governing hospitals, probably 'not
later than 1992', as for Scotland.

Chapter 13

The group agreed on the following amendments to this
Chapter:

i The title of the Chapter should be 'The Programme
for Reform'.

ii. The timetable should reflect the fact that many of
the reforms did not require leigslation, and could be
implemented quickly. This was true for example of the
practical benefits for patients. Even in the case of
those which did require legislation, preparatory work
would be possible before the legislation was passed.

iii. The Chapter should not be confined to those changes

likely to be popular with those concerned. The list of
changes should be reconsidered with a view to making it
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more comprehensive. The reference to the changes
affecting consultants, for instance, should not be
confined to the increase in their numbers. There should
also be a reference to the new audit arrangements.

iv. The reference to consultation should be
reconsidered. It should be tied to the issue of the
detailed documents which were due to be published after
the White Paper. The reference to these documents should
be along the lines: 'Detailed documents on how to
implement the proposals will be published in the next few
days'.

Ve The reference to a review by the RHAs of their own
functions should be removed, in accordance with the
earlier decision by the group. It should be made clear
that they would be told to plan for delegation of
management to operational units, and the development of
self-governing hospitals.

Finally, the group agreed that the Chapter should begin
with 'wrap up' paragraphs which re-stated the main themes of
the Government's policy and proposals. It would not matter
that this would repeat or overlap with earlier Chapters.

Public Expenditure

The group accepted the draft paragraph on public
expenditure put forward by the Secretary of State for Health
and the Chief Secretary. No figure would be given for the
public expenditure cost.

Consultants

The group also accepted the draft paragraph on the
increase in consultants numbers put forward by the Secretary
of State for Health and the Chief Secretary. The paragraph
should not give a figure for the cost of or source of funding
for extra consultants, but it should make it clear, by an
amendment to the penultimate sentence, that this would be
above the cost of the two per cent annual expansion already
planned.

Title and Presentation

The group agreed that the title of the White Paper
required further thought, but they saw attraction in 'Better
Health'. They also agreed on the importance of an attractive
presentation and good illustrations. The Department of Health
had in hand arrangements to inform NHS staff of the proposals
in the White Paper. Copies should be available in hospitals.

Next Steps

The Prime Minister said that the Secretary of State for
Health should urgently circulate to the group new versions,
revised in the light of its discussion, of those parts of the
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White Paper of particular importance and difficulty in
Chapters 1, 2 and 13. The aim should be to clear these in
time for circulation of the entire draft to Cabinet and E(A)
on Friday, 20 January, with a view to a discussion in E(A) on

24 January and in Cabinet on 26 January, before publication on
31 January.

I am sending copies of this letter to the Private

Secretaries of the Ministers at the meetings, and to the
others present.

et
oA

PAUL GRAY

A. J. McKeon, Esq.,
Department of Health
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LONDON SWI1A 2AA
From the Private Secretary

6 January 1989

NATIONAL HEALTH SERVICE REVIEW

_ The Prime Minister yesterday chaired the eighteenth
meeting of the group reviewing the National Health Service.
The group had before them papers HC67, 68, 69, and draft
chapters of the White Paper contributed by the Secretaries
of State for Wales, Northern Ireland and Scotland (letters
of 20 December, 20 December and 21 December respectively).

I should be grateful if you and copy recipients would
ensure that this record of the discussion is handled
strictly in accordance with CMO arrangements.

Those present at the meeting were the Chancellor of the
Exchequer, the Secretary of State for Health, the Secretary
of State for Scotland, the Chief Secretary to the Treasury,
the Minister for Health, Sir Roy Griffiths, Mr. Wilson
(Cabinet Office) and Professor Griffiths (No.l1l0 Policy
Unit).

NHS REVIEW: FPS - HEADS OF AGREEMENT (HC68)

The group first considered a joint paper by the
Secretary of State for Health and the Chief Secretary about
the Family Practitioner Service (FPS). 1In discussion, the
following were the main points made:

a. The aim was to issue a consultation document at

the same time as the White Paper, explaining how the
Government expected indicative drug budgets to work in
practice and inviting views. But considerable work was
required and this timing might not be possible.

b. It was desirable that Family Practitioner
Committees should determine the size of drug budgets in
accordance with a formula as far as possible, but in
practice there would need to be considerable
flexibility to accommodate regional differences,
including the problems of rural areas, and wide
variations in prescribing patterns.
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c. The most satisfactory way of controlling GP numbers
would be through action on remuneration. It could be
arqgued that the proportion of average remuneration
accounted for by capitation fees should be raised from
46% to 75% rather than the 60% proposed in paragraph
8.7 of HC67. On the other hand, even the figure of 60%
would be controversial, and a substantial increase on
what had been proposed in the White Paper on Primary
Care. It was not realistic to go higher.

d. The way in which the Doctors' and Dentists' Review
Bodies (DDRB) determined the pay of GPs was insensitive
to the number of patients whom they treated. This
needed to be put right. One approach would be to
include the point in the White Paper, so that it could
be referred to in future evidence to the DDRB and form
a basis for possible later action. On the other hand,
eventual abolition of the Basic Practice Allowance in
some parts of the country would have a significant
effect; and it was important not to make the White
Paper too negative towards GPs.

The Prime Minister, summing up this part of the
discussion, said that the group endorsed the proposals
outlined in paper HC68. The Secretary of State for Health
would consider further whether the White Paper should
include a passage which could be referred to in future
evidence to the DDRB. Any such passage would need to be
drafted very carefully and given a positive flavour.

GP PRACTICE BUDGETS (HC69)

The group then considered a joint note by the Secrtary
of State for Health and the Chief Secretary to the Treasury
on GP Practice Budgets (HC69). In discussion, the following
were the main points made:

a. There was a risk that GPs would not be able to
exercise sufficient control over their budgets because
decisions determining expenditure would be taken by
hospital doctors. For instance, the costs of treatment
could be significantly different from what the GP had
expected if a consultant made an unexpected diagnosis.
On the other hand, GPs would be able to protect
themselves by placing fixed-price contracts with
hospitals. There would also be some averaging of risks
across all the patients belonging to the practice.

More generally, the problem of controlling expenditure
was not confined to GP budgets and could not be
decisive.

b. There was general agreement on the need to provide
incentives for GPs. It could however be argued that
the particular proposals in HC67 might lead to
impropriety if GPs were induced to divert patients'
money to their own income. On the other hand, the
arrangements for medical audit and for monitoring by
FPCs would provide protection against impropriety The
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risk of impropriety was not new: it applied in relation
to capitation fees. The proposals in the White Paper
were designed to allow GPs to plough money back into
improving their practices (paragraph 3.18 of HC67).

This was a desirable objective and it was important not
to have controls which were too bureaucratic.

c. It was important that the scheme should deal with
the problem of excessive referrals by GPs, as well as
with prescribing costs. The combination of medical
audit and tougher monitoring by FPCs was however
designed to achieve this.

d . The system for negotiating practice budgets in
paragraph 3.12 of HC67 was unacceptable. GP practices
would never know what to expect from one year to the
next. Moreover, there was a real risk that Regions
would adopt different approaches to different GP
practices and also that different Regions would follow
different approaches (as had happened with nurses'
pay); so that there would be no consistency. It was
essential that a satisfactory, workable approach should
be devised before the White Paper was published, which
ensured consistency. A straightforward formula, based
on the formula for allocations to District Health
Authorities, might be appropriate. If need be, there
might have to be a transitional period, starting with
existing patterns but moving gradually to the new
system.

e. The aim was to achieve maximum devolution of
responsibility, subject only to administrative
practicability. 1In England and Wales this pointed to
budgets only for practices with at least 11,000
patients. But a smaller number might be possible for
Scotland, at least in the light of experience.

The Prime Minister, summing up this part of the
discussion, said that the proposals on GP practice budgets
were as fundamental to the Reviews' conclusions as the
proposals on self-governing hospitals and would be set out
accordingly in the White Paper. It was however essential
that the arrangements for determining the size of budgets
should be revised, as indicated in discussion. The
Secretary of State for Health would review this aspect of
his proposals. The Secretary of State for Scotland would
consider whether anything could be said in the White Paper
about extending budgets to smaller practices in Scotland.

WHITE PAPER: FIRST DRAFT (HC67)

The group then turned to the first draft of the White
Paper (HC67), circulated by the Secretary of State for
Health.

Summing up preliminary discussion about the broad
structure of the White Paper, the Prime Minister invited the
Secretary of State for Health to arrange for the material to
be reorganised so that it fell into four main parts.
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The first part would be to set out the Government's
strategy for the NHS. This would be the key section which
would cover all the important points, so that readers would
know in essence what the Government was proposing and why,
even if they read no further. It would include the topics
in chapters 1 and 2 of the draft, but would go further as
indicated in discussion below. The draft provided by the
Secretary of State for Scotland struck the right sort of
note, particularly in its first seven paragraphs. There
would be no need for a separate foreword of the kind
proposed in chapter 1. There could however be a sihort
paragraph at the beginning signed either by the Secretary of
State for Health or herself.

The remaining three parts would spell out the
Government's proposals in more detail. Part two would deal
with the proposals concerning hospitals. It would need to
have an introductory section which explained the
Government's overall approach and provided a framework for
understanding the detailed material on hospitals, including
managing the hospital service and self-governing hospitals.
Part three would deal with the Family Practitioner Service
and GPs, including practice budgets. Part four would bring
together the remaining proposals.

Chapters 1 and 2

In discussion of chapters 1 and 2, the following were
the main points made:

a. It was essential to use the right language in these
and subsequent chapters. The drafting needed to show
constant awareness that the NHS provided health care
for individuals who contributed to the cost through
their taxes and were entitled to expect considerate
treatment and good value for money. It should avoid
giving the impression of an impersonal approach: it was
for instance more appropriate to talk about patients
rather than customers, and about choice and value for
money rather than competition and the market.

b. Similarly it was important not to use language
which could be interpreted as running down the NHS. It
would for instance be preferable to refer to improving
the NHS or making it better rather than bringing it up
to date. It was also important to draw attention in
this first part of the White Paper to the benefits
which the Government's proposals would bring to people
who worked in the NHS.

c. In paragraph 1.2 it would be more accurate to refer
to the NHS as being financed largely out of general
taxation.

d. In paragraph 2.4 the last sentence about bringing
the NHS up to date should be deleted.
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e. Another major theme of the White Paper which needed
to be reflected in this opening section was the
Government's wish to devolve responsibility. It had to
be made clear that Ministers could not be expected to
answer for every detail of the running of the NHS on
the floor of the House. One central principle behind
the Government's proposals was that the more
responsibility and accountability could be delegated to
people at the point where decisions were taken, the
better would be the service which they provided and the
more satisfyving would be their jobs. Hitherto they had
been too much constrained, and there were big
differences in their performances. The Government
wanted to put this right.

f. The language in paragraph 2.6 about talented people
being 'given their head' and everyone being encouraged
to 'give of their best' was not right. The Scottish
Office draft provided a better model.

g. In paragraph 2.12 it would be better not to refer
to "constraining" the rate ot growth in drug costs.
The point was that these costs had to be kept to
reasonable proportions.

h. Paragraph 2.14 on waiting times ended lamely and
needed to be more positive. In particular, the
proposal for appointing more consultants ought to be
mentioned. It was also an area which illustrated the
patient's interest in good value for money.

i. In paragraph 2.15, the second sentence should be
deleted. The paragraph needed to include a reference
to making it easier for patients to change their GPs.

j. Whenever figures were quoted in these and
subsequent paragraphs they should where possible be for
the UK as a whole, and not just for England and Wales.
The basis of the figures should always be made clear.

The Prime Minister, summing up this part of the
discussion, said the group were agreed that chapters 1 and 2
of the present draft needed to be merged and substantially
rewritten to reflect the points made in discussion, taking
account of the first seven paragraphs of the Scottish draft
and the material circulated by the Chancellor's private
office on 4 January. It was essential to bring out the twin
themes of, first, devolving responsibility and, second, the
money following the patient, which lay behind the proposals
for self-governing hospitals and GP practice budgets. Both
were designed to lead to greater choice and value for money
for patients who, as taxpayers, were providing huge sums for
the NHS. These themes had to be developed clearly in
language which was not impersonal. The Secretary of State
for Health would arrange for this redrafting to be done.

On the public expenditure implications of the
Government's proposals, the Prime Minister asked the
Secretary of State for Health to consult bilaterally with
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the Chief Secretary on the line to be taken, and to arrange
for his officials to clear the relevant passages of the
White Paper and all consultation documents with the
Treasury.

Chapter 3

Summing up discussion of chapter 3, the Prime Minister
said that the group had agreed the policy in this chapter
subject to revision of the approach on funding in paragraph
3.12. They were content that expenditure on accidents and
emergencies should not be included within practice budgets.
The proposal in paragraph 3.10 for practices to be able to
choose whether or not to include prescribing costs within
their budgets had been overtaken by the new proposals for
indicative drug budgets and would be amended. On paragraph
3.21 it was important to ensure that the timetable for
introducing a substantial number of subjects by April 1991
was consistent with the proposals for Scotland: at present
the Scottish text referred to 1991. More generally, the
language of the drafting in this chapter could be improved:
for instance, paragraph 3.4 was clumsy, and the reference to
extending competition in paragraph 3.6 was inappropriate.

Chapter 4

In discussion of chapter 4, the following were the main
points made:

a. It was very important to spell out clearly, right
at the beginning of the section on the hospital
service, that self-governing hospitals would remain
within the NHS.

b. On paragraph 4.3 it was wrong to refer to 'pushing
down' decision-taking since this implied resistance and
an inferior position. The Government would 'delegate'
and 'devolve' responsibility.

c. On paragraph 4.5 it should be made clear that
people who were non-executive members would all be
appointed in their own right and for the contribution
which they would make in a personal capacity; and that
there would be no representatives from any organisation
or special interest group, whether from those listed in
the text, from local authorities or from any other
body.

d. On paragraph 4.7, the reference to a hospital
'generating income by selling its services' was
inappropriate: ‘'earning its income from the services it
performs' was better. The use of 'buyers' in the
second sentence should be changed.

e. Paragraph 4.7 was incomplete without some reference
to, and explanation of, core funding.

SECRET CMO



f. The last sentence of paragraph 4.10 conveyed too
negative an impression. There should be no possible
implication that the Government had ever contemplated
an arrangement in which people requiring urgent
treatment might be turned away from a hospital.

g. The last sentence of paragraph 4.14, as drafted,

might help perpetuate restrictive practices. It would
be better if it read: "But subject to their contractual
obligations Hospital Trusts will be free either to...."

h. Paragraph 4.17 should refer to the group's decision
that self-governing hospitals would bid for an
allocation of capital from within the annual financing
Lamates

i. The point in the last sentence of paragraph 4.20
was important and had to be made. But the drafting
could be given a more positive flavour, for instance by
explaining that the closure of old hospitals was often
an unavoidable part of proposals designed to provide
new hospitals and a better service for patients.

j. The first sentence of paragraph 4.22 gave the
impression that Regional Health Authorities would have
a directive role in relation to self-governing
hospitals. It should be made clear that what was being
described was an aspect of core-funding.

k. Paragraph 4.24 should convey the flavour that the
Government expected many hospitals to be keen to win
self-governing status. The initiative in identifying
candidates would rest jointly with the Government and
Regional Health Authorities. This should be made
clear.

1. The logic of paragraph 4.25 was that where the
roles of DHAs declined they might eventually be merged
with FPCs. The paragraph should be drafted so as not
to exclude this possibility. Keeping open the option
of merger through natural evolution would give DHAs
some hope of a continuing role and would reflect the
views which had been expressed in earlier meetings of
the group.

The Prime Minister, summing up this part of the
discussion, said that the group had agreed the points made
in discussion and invited the Secretary of State to arrange
for them to be incorporated in revision of this part of the
White Paper.

Chapter 5

In discussion of chapter 5, the group first considered
the respective roles and responsibilities of the Secretary
of State, the Department of Health, and managers within the
NHS, as reflected in paragraph 5.2. Their discussion also
covered paragraphs 9.8 and 9.9, about the central management
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of the NHS. The Prime Minister, summing up this discussion,
said that Ministers could not be expected to manage the NHS.
The whole thrust of the Government's proposals was greater
devolution of responsibility, and the implications had to be
spelled out in the White Paper. The second sentence of
paragraph 9.2 should be amended by deletion of 'fully' and
'and for the services which they finance'. The third
sentence appeared to run contrary to the conclusions of the
review. Ministers would have benchmarks for judging
performance and would be able to ask the National Audit
Commission to investigate particular matters; but neither
they nor the Department should be involved in operational
management, nor would they direct it. Subject to the normal
arrangements for collective responsibility, the Policy
Board, chaired by the Secretary of State, would be
responsible for strategy on the NHS, its objectives, its
_tinance and the monitoring of the Management Committee. The
Management Committee, chaired by the chief executive, would
be responsible tor all operational matters, within the
policy framework laid down by the Secretary of State. The
Secretary of State should arrange for this approach to be
brought out clearly in the White Paper.

In discussion of the rest of chapter 5, the following
were the main points made:

a. The heading to paragraph 5.7 - leaner and fitter
regions - should only be used if it were true that
there would be a net reduction in the size of RHAs.
The group had earlier agreed that there should be.

b. The opening of paragraph 5.19 with its reference to
regional information strategies was obscure. It should
be shortened to read: "The Government remains committed
to introducing modern information systems to support.."

c. Paragraph 5.24 should be included. But 'market'
should be deleted from the first sentence. The second
sentence should be amended to read: "...national pay
spine, to reward individual performance and to take
account of market conditions".

The Prime Minister, summing up this part of the
discussion, said that the group invited the Secretary of
State to revise the chapter in the light of these points.

Chapter 6

In discussion of chapter 6, the following were the main
points made:

a. Paragraph 6.7 should make it clear that the results
of audits should be available to management, and that
there could be joint inquiries, as agreed earlier.

b. It should be possible for consultants to contract
to provide the NHS with a smaller proportion of their
time than nine-elevenths, say five-elevenths. The
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point could be met by amending the first sentence of
paragraph 6.13 to read "...their use of resocurces and
the extent of their services".

The Prime Minister, summing up this part of the
discussion, said that the group accepted the minor
modification of its earlier proposals indicated in the last
indent of paragraph 6.20, namely that distinction awards
should still be payable, but not pensionable, within three
years of a consultants' retirement. The Secretary of State
was invited to revise the text to reflect the points made in
discussion.

Chapter 7

In discussion on chapter 7, the following were the main
points made:

a. The gravh should be dropped.

b. The reference to "some two per cent" in paragraph
7.8 should be "three per cent" as agreed earlier.

c. In the penultimate sentence of paragraph 7.13 the
reference should be to changes managed "over a
transitional period".

d. The first sentence of paragraph 7.16 should be
deleted, as should 'where necessary' in the second
sentence. Both could be taken to suggest that there
had been some doubt about immediate access for

those needing urgent treatment.

e. The proposals in paragraph 7.18 for core services
to be funded on an annually negotiated contract could
lead to the perpetuation of existing inefficiencies.
There had to be some basis or formula for determining
core funding, other than by reference to existing
expenditure: the proposals would otherwise work to the
disadvantage of good, efficient hospitals. On the
other hand, the whole concept of DHAs buying health
care involved the concept of shopping around and of
negotiating the price at which core services were
provided.

f. Paragraph 7.31 on waiting-times should be expanded
and strengthened, if possible. Paragraph 7.32 on the
appointment of more consultants should include a
reference to the position of junior hospital doctors.

The Prime Minister, summing up this part of the
discussion, invited the Secretary of State to consider
further the passage in paragraph 7.18 on the funding of core
services, with a view to including some indication of the
criteria by which funding would be determined. More
generally, the Secretary of State was invited to revise the
chapter in the light of discussion.
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Chapter 8

In discussion on chapter 8, the following were the main
points made:

a. Paragraph 8.4 should make it clear that Family
Practitioner Committees will have access to the results
of medical audits of GPs. This would have to be built
into . their contracts.

b. Paragraph 8.5 should if possible give credit to GPs
as a profession for the contribution they had made to
the introduction of medical audit.

c. The heading 'Competition' before paragraph 8.6
should read 'Patient Choice'. The reference to
competition in paragraph 8.6 should be rephrased in
terms of better value for money.

d. Paragraph 8.8 was needlessly dismissive of the
contribution which some older doctors made to the NHS,
and needed substantial modification and revision. The
first and second sentences could be omitted, as could
the second of the two steps which it was proposed the
Government should take.

e. The heading 'Patients as consumers' before
paragraph 8.9 should be deleted.

f. The last four lines of paragraph 8.1l1 should be
deleted.

g. On paragraph 8.18 it would be better not to change
the name of FPCs to Family Practitioner Authorities.

The Prime Minister, summing up this part of the
discussion, invited the Secretary of State to revise the
text in the light of the points made. The group also agreed
that the White Paper should include an incentive for FPCs to
reduce drug bills, by allowing them to plough back 50 per
cent of savings into local services.

Chapter 9

The group had already discussed paragraphs 9.8 and 9.9.

Summing up discussion of the rest of the chapter, the Prime
Minister said that the proposal in paragraph 9.6 to allow
local authorities to be consulted by RHAs as part of the
normal appointments procedure for DHAs should not be made in
the White Paper. The group considered that it should be
kept in reserve as a concession to be ottered during the
passage of legislation.

Chapter 10

Summing up discussion of this chapter, the Prime
Minister said that the group were agreed that the White
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Paper should include the proposals agreed earlier for giving
tax relief in respect of private health insurance taken out
by, or on behalf of, people over 'the age of 60. The earlier
proposals in relation to company health insurance schemes
would not however be pursued. The Treasury would monitor
the growth of company schemes, in case action was needed at
a later date.

SCOTLAND, WALES AND NORTHERN IRELAND

Summing up discussion, the Prime Minister said that
there should be separate chapters on each of the
territories. The first seven paragraphs of the Scottish
chapter were excellent but the Secretary of State would wish
to reconsider later passages, in particular in paragraphs 8
to 10 and paragrapnh 15, in the light of the discussion at
the meeting. She was very concerned that the chapter on
Wales should give a more positive slant to the introduction
of self-governing hospitals and GP practice budgets, for
example by introducing a planned timetable; and the
rationale for these important developments should be brought
in line with the rest of the White Paper. (I have
elaborated her concerns more fully in my letter of 3
January). The Prime Minister invited the three Secretaries
of State to send revised texts of their chapters to the
Secretary of State for Health who would have overall
responsibility for preparing a complete new text of the
White Paper, reflecting the discussion.

NEXT STEPS

Concluding the meeting, the Prime Minister invited the
Secretary of State for Health to circulate the revised text
of the White Paper to the group on Thursday, 12 January, for
discussion at its meeting on Tuesday, 17 January.
Thereafter, the proposals would be considered by E(A) at the
meeting arranged for Tuesday, 24 January, and by Cabinet on
Thursday, 26 January. The aim would be publication on
Tuesday, 31 January.

I am copying this letter to the private secretaries to
Ministers on the group, to Sir Robin Butler and to the
others present.

PAUL GRAY

Andrew J. McKeon, Esqg.,
Department of Health
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You asked for a note about the technical papers which DoH are
proposing to issue setting out the Government's detailed plans.

NHS REVIEW: DETAILED DISCUSSION

2. The department's present idea is to issue 8 papers:
i, Self-governing hospitals
dids Contract funding
idi, Practice budgets
iv. Indicative drug budgets
Ve Other FPS issues (appointment of chief executives,

membership of FPCs, and arrangements for FPCs to
report to regions)

vi. Managing consultants (distinction awards, job
descriptions, part. time working)

vitls Medical audit, both in hospitals and in general
practice

viii. Capital charging.

3. The "firm aim" (as it was described to me) is to have all
these papers completed by 31 January, to be issued either just
before or just after the week-end following publication of the
White Paper. They are not intended as discussion documents, but
rather as detailed descriptions of how the measures in the White
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Paper will be implemented. They will be distributed to people in
NHS management and to the medical profession. Copies will be
placed in the House of Commons library, but no decisions have yet
been taken about wider publication. In practice, I am sure that
the press will want copies, and that the department will have to
meet their requests.

4. Thus far, I have only been shown a draft of one of these
papers, on practice budgets. I have been promised copies of the
rest by the end of this week. I attach for information (top copy
only) a copy of the draft which was sent to me, and of the letter
I sent back giving our extensive comments. To be fair, the paper
was an early draft, and does not yet have Mr Clarke's blessing.
Also, this was always likely to be the paper which gave us most
difficulty. But even so, it was not encouraging. A number of new
and potentially expensive wrinkles were included. And several key
details of the scheme were not covered, 1like which treatments
should be covered and which not, how to stop GPs getting round the
controls by telling their patients to report into casualty
departments, and the precise ways in which underspending could be
applied to "improving the practice". I am hoping the next draft
will be better.

5ie As to future handling, our intention will be to sort out any
differences between us and Department of Health at official level
so far as possible, but it may be necessary to involve Ministers
if there are particular sticking points. I shall let your office
have copies of the drafts, and our comments on them, as they
become available.

Ny >

R B SAUNDERS



Draft (20.1.89)

CHAPTER.1:. A BETTER HEALTH:SERVICE FOR-PATIENTS

Introduction

The achievements of the NHS

1.1 The United Kingdom enjoys high standards of health care.
The Health Service has contributed to longer 1ife expectancy,
fewer stillbirths and lower rates of perinatal and infant
mortality. There have been dramatic increases in the number
of people treated in hospital. Transplant surgery is now
commonplace. Doctors can carry out successful hip aperations
on people in their seventies and eighties. People are not
only living longer but are enjoying a better quality of 1ife.

1.2 The proposals in this White Paper aim to build on these
achievements by providing an even better service for patients.
The Government will keep all that is best in the NHS. It
supports and will not change the principles of the Service.
The service provided by the NHS is, and will continue to be,
open to all, regardless of income, and financed mainly out of
general taxation.

1.3 The NHS is growing at a truly remarkable pace. The
number of hospital doctors and dentists has increased from
42,000 in 1978 to over 48,000 in 1987, and the number of
nursing and midwifery staff from 444,000 to 514,000. Total
gross expenditure will increase from £8 billion in 1978-79 to
£26 billion in 1989-90, an increase of 40 per cent after
allowing for general inflation. Expenditure by the NHS will
then be equivalent to around £35 a week for an average family
of four, as compared with about £11 in 1978-79. This and
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improved productivity mean, for example, that NHS hospital
staff now treat over one and a half million more in-patients a

year than in 1978.
The need for change

1.4 Throughout the 1980s the Government has thus presided
over a massive expansion of the NHS. It has ensured that the
quality of care provided and the response to emergencies
remain among the best in the world. But increasingly the
country as well as the Government has recognised that more
needs to be done because of rising demand and an ever-widening
range of treatments resulting from advances in medical
technology. It has increasingly been recognised that the
injection of more and more money is not, of itself, the

answer.

1.5 It is clear that the organisation of the NHS - the way it

delivers health care to the individual patient - also needs to
be reformed. The Government has been tackling these
organisational problems. It has taken a series of measures to
improve the way the NHS is managed. The main one was the
introduction of general management from 1984. This is now
showing results and has pointed the way ahead.

1.6 The new management information systems have provided
clear evidence of a wide variation in performance up and down
the country. In 1986/87, the average cost of treating acute
hospital in-patients varied by as much as 50 per cent between
different health authorities, even after allowing for the
complexity and mix of cases treated. Similarly, a patient who
waits several years for an operation in one District may get
that same operation within a few weeks in another. There are
wide variations in the drug prescribing habits of GPs, and in
some places drug costs are nearly twice as high per head of
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population as in others. And at the extremes there is a
twenty-fold variation in the rate at which GPs refer patients
to hospital.

1.7 The Government wants to raise the performance of all
hospitals and GP practices to that of the best. The main
question it has addressed in its review of the NHS has been
how to achieve that. It is convinced that it can be done only
by delegating responsibility as close as possible to where
health care is delivered to the patient - predominantly to the
GP and the local hospital. Experience in both the public
service and the private sector has shown that the best run
services are those in which local staff are given
responsibility for responding to local needs and are held to
account for doing so.

1.8 This White Paper presents a programme of action,
summarised in chapter 13, to secure two objectives:

o to give patients, wherever they live in the UK,
better health care and greater choice of the
services available; and

> greater satisfaction and rewards for those working
in the NHS who successfully respond to local needs

and preferences.

The Government's proposals

Key changes

1.9 The Government is proposing seven key measures to achieve
these objectives:
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First: to maximise the Health Service's ability to

respond to the needs of patients, as much power and
responsibility as possible will be delegated to local
level. This includes the delegation of functions from
Regions to Districts, and from Districts to hospitals.
The detailed proposals are set out in the next chapter.
They include greater flexibility in setting the pay and
conditions of staff, and financial incentives to make the
best use of a hospital's assets.

Second: to stimulate a better service to the patient,

major hospitals will be able to apply for a new
self-governing status as NHS Hospital Trusts. This means
that, while remaining within the NHS, they will take
fuller responsibility for their own affairs, harnessing
the skills and enthusiasm of their staff. NHS Hospital
Trusts will be free to offer their services to other
parts of the NHS and to the private sector. They will
have an incentive to attract patients, so they will make
sure that the service they offer is what their patients
want. And in turn they will stimulate other NHS
hospitals to respond to local requirements. NHS Hospital
Trusts will also be able to set the rates of pay of
their own staff and, within annual financing limits, to
borrow money to help them respond to patient demand.

Third: to enable hospitals which best meet the needs and

wishes of patients to get the money to do so. The money
required to treat patients will be able to cross
administrative boundaries. A11 NHS hospitals, whether
run by health authorities or self-governing, will be free
to offer their services to different health authorities
or to the private sector. Consequently, a health
authority will be better able to discharge its duty to
use its available funds to secure a comprehensive
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service, including emergency services, by obtaining the
best service it can whether from its own hospitals, from
another authority's hospitals, from self-governing
hospitals or from the private sector.

Fourth: to reduce waiting times and improve the quality

of service, to help give individual patients appointment
times they can rely on, and to help cut the long hours
worked by some junior doctors, 100 new consultant posts
will be created over the next 3 years. This is in line
with the number of fully trained doctors ready for
consultant appointments in the relevant specialties. The
new posts will be additional to the two per cent annual
expansion of consultant numbers already planned.

Fifth: to help the family doctor improve his service to

patients, large GP practices will be able to apply for
their own budgets to buy a defined range of services
direct from hospitals. Again, in the interests of a
better service to the patient, GPs will be encouraged to
compete for patients by offering better services. And it
will be easier for patients to choose (and change) their
own GP as they wish.

Sixth: to sharpen up the efficiency and accountability of

NHS management, regional, district and family
practitioner management bodies will be reduced in size
and reformed on business lines, with executive and non
executive directors. The Government believes that, in
the interests of patients and staff, the era in which a
£26 billion NHS is run by authorities which are neither
truly representative nor fully management bodies must be
ended. The confusion of roles will be replaced by a
clear remit and accountability.

B:D7.40/4 SEGRE_T.



SECRET

Seventh: to ensure that all concerned with delivering
services to the patient make the best use of the
resources available to them, quality of service and value
for money will be more rigorously audited. Arrangements
for what doctors call "medical audit" will be extended
throughout the Health Service, helping to ensure that the
best quality of medical care is given to patients. The
Audit Commission will assume responsibility for auditing
the accounts of health authorities and other NHS bodies,
and will undertake wide-ranging value for money studies.

1.10 The Secretary of State for Health will publish shortly
eight working papers explaining in detail how major aspects of
the Government's proposals are to be implemented in England.
Similar papers will be published as necessary by the
Secretaries of State for Scotland, Wales and Northern Ireland.

‘Putting patients first

1.11 People sometimes have to wait too long for treatment,
and may have little if any choice over the time or place at
which treatment is given. The Government has already done
much to tackle this problem. Over the past two years, £64
million has been spent on a new initiative to reduce waiting
lists and waiting times, allowing over 230,000 additional
patients to be treated. Half of all waiting 1ist patients are
now admitted from the list within five weeks or less. In
1989/90, another £40 million will be spent on this initiative.

1.12 The changes proposed in this White Paper are intended
further to improve the quality of the service that the NHS is
able to offer to its patients. This applies not only to
waiting times for treatment. The service provided on
admission to hospital is sometimes too impersonal and
inflexible. This is not what either the Government or those
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working in the Health Service want to see. The best NHS
hospitals provide more than clinical excellence. They provide
a service which considers patients as people. The Government
is determined that this is what all the NHS should provide.

1.13 The Government believes that each hospital should offer:

* appointments systems which give people individual
appointment times that they can rely on. Waits of
two to three hours in out-patient clinics are
unacceptable.

i quiet and pleasant waiting and other public areas,
with proper facilities for parents with children and
for counselling worried parents and relatives.

% clear information leaflets about the facilities
available and what patients need to know when they
come into hospital.

» clearer, easier and more sensitive procedures for
making suggestions for improvements and, if
necessary, complaints.

* once someone is in hospital, clear and sensitive
explanations of what is happening - on practical
matters, such as where to go and who to see, and on
clinical matters, such as the nature of an illness
and its proposed treatment.

X rapid notification of the results of diagnostic
tests.

* a wider range of optional extras and amenities for
patients who are prepared to pay for them - such as
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a choice of meals, single rooms, personal telephones
and TVs.

1.14 In short, every hospital in the NHS should offer what
the best offer now. These improvements will bring greater
appreciation and recognition from patients and their families
for all the care that the Health Service provides.

The best use of resources

1.15 If the NHS is to provide the best service it can for its
patients, it must make the best use of the resources available
to it. The quest for value for money must be an essential
element in its work. This becomes even more important as the
demands on the Health Service continue to grow.

1.16 Those who take decisions which involve spending money
must be accountable for that spending. Equally, those who are
Aresponsib]e for managing the service must be able to influence
the way its resources are used. The Government believes that
most decisions are better taken at local level. Parts Two and
Three of this White Paper include a range of important
proposals for strengthening local management and improving
value for money in addition to those referred to in paragraph
1.9. They build on the introduction of general management and
on the proposals for the better management of the family
practitioner service (FPS) set out in "Promoting Better
Health" (Cm 249).

1.17 Among the most important aims behind these changes are:

% to secure a clearer distinction at national Tevel
between the policy responsibilities of Ministers
and the operational responsibilities of top
management;
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* to improve the information available to local
managers, enabling them in turn to make their
budgeting and monitoring more accurate, sensitive
and timely;

* to ensure that hospital consultants - whose
decisions effectively commit substantial sums of
money - are involved in the management of
hospitals; are given responsibility for the use of
resources; and are encouraged to use those
resources more effectively;

% to contract out more functions which do not have to
be undertaken by health authority staff and which
could be provided cost effectively by the private
sector; and

¥ to ensure that drug prescribing costs are kept
within reasonable limits.

Public and private sectors working together

1.18 The NHS and the independent health sectors should be
able to learn from each other, to support each other and to
provide services for each other. Anyone needing treatment can
only benefit from such a development. People who choose to
buy health care outside the Health Service benefit the
community by taking pressure off the Service and add to the
diversity of provision and choice. The Government expects to
see further increases in the number of people wishing to make
private provision for health care, but at the moment many
people who do so during their working 1ife find the cost of
higher premiums difficult to meet in retirement. The
Government therefore proposes to make it easier for people in

-}
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retirement by allowing income tax relief on their private
medical insurance premiums, whether paid by them or, for
example, by their families on their behalf.

Scope of proposals

1.19 Everyone is entitled to better health services with
higher quality and more choice, regardless of where they live.
The White Paper's proposals therefore apply throughout the UK.
The way in which they are implemented in England, Scotland,
Wales and Northern Ireland will need to reflect the different
organisational structures that have grown up in each country,
in the light of their own distinctive health care needs and
circumstances. Chapters 2-9 are written in terms which apply
primarily to England. Those aspects which are particular 1o
the other three countries are dealt with in chapters 10-12.
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PART TWO: THE HOSPITAL SERVICE

- Now that general management is established, the Government
is taking the next logical steps by delegating as much
decision making as possible to the local level. All
hospitals and other management units will be expected to
carry more direct responsibility for running their affairs.
This has implications for the role of the centre and of
Regional and District Health Authorities (RHAs and DHAs).
It means giving hospitals greater control over and better
information about their use of resources. (Chapter 2.)

- Hospitals will be able to opt for a new self-governing
status while remaining in the NHS. Major acute hospitals
are the obvious candidates but others may become
self-governing in due course. (Chapter 3.)

- At the same time, the Government wants to create more
incentives to better performance by changing the way in
which hospitals are funded. At present, hospitals which
offer the best value for money are often not rewarded for
doing so. Indeed, hospitals may be penalised for their
efficiency if they succeed in treating more patients than
they had budgeted for. The Government intends to reverse
this situation by ensuring that the resources flow to those
hospitals which treat most patients. (Chapter 4.)

- Delegation downwards must be matched by accountability
upwards. General managers are already formally accountable
for the spending of their Health Authorities but it is the
hospital consultants whose decisions in practice determine
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the way in which a hospital’s resources are used. It fis
therefore important to ensure that consultants are given
more responsibility for their use of resources. (Chapter
Bid
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CHAPTER 2: MANAGING THE SERVICE

Introduction

2.1 Since taking office, much of the Government’s policy
has been aimed at strengthening the management of the
hospital service and improving its performance through the
better use of resources. These changes have helped to
improve efficiency throughout the hospital service, and to
generate additional revenue from cash-releasing cost
improvements amounting to nearly #£900 million a year by
1988-89. In addition, receipts from land sales should
exceed #300 million this year.

2.2 The running of the hospital service cannot however be
administered in detail from Whitehall by Ministers or by
civil servants. The Government’s main task must be to set
a national framework of objectives and priorities. Local
management must then be allowed to get on with the task of
managing, while remaining accountable to the centre for its
delivery of the Government’s objectives.

DELEGATING RESPONSIBILITY

Central management of the NHS

2.3 The NHS will continue to be funded by the Government
mainly from tax revenues. Ministers must be accountable to
Parliament and to the public for the spending of these huge
sums of money. Such accountability does not mean that
Ministers should be involved in operational decisions. On
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the contrary, these decisions must be taken locally by
operational units and oversight of the operational units
will be the responsibility of the Chief Executive of the
NHS Management Executive. Ministers will be responsible
for policy and strategy.

2.4 The central management of the NHS must reflect this
division of responsibilities. The Government proposes that
responsibility for strategy will be for a Policy Board
chaired by the Secretary of State for Health.
Responsibility for all operational matters will be for a
Management Executive chaired by a Chief Executive. The
Management Executive will be accountable to the Policy
Board for the management of the NHS within the strategy and
objectives set by the Policy Board.

2.5 The specific proposals are:

¥ a new Policy Board, chaired and appointed by the
Secretary of State, will determine the strategy,
objectives and finances of the NHS in the 1light of
Government policy, and will set objectives for the
Management Executive and monitor whether they are
satisfactorily achieved. It will replace the former
Health Service Supervisory Board and will include
non-executive members drawn from inside and outside
the NHS;

¥ the Management Executive will be chaired by the Chief
Executive and appointed by the Secretary of State 1in
consultation with the Chief Executive. It will deal
with all operational matters within the strategy and
objectives set by the Policy Board;

¥ responsibility for the management of family
practitioner services will be brought under the

SECRET
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Management Executive.The better integration of primary
care and hospital services is an important objective.

2.6 The overall effect of these changes will be to introduce
for the first time a clear and effective chain of management
command running from Districts through Regions to the Chief
Executive and from there to the Secretary of State.

The role of regions

2.7 The Management Board could not directly exercise
effective authority over the current 190 District Health
Authorities (DHAs). Regional Health Authorities (RHAs) will
therefore continue to ensure that Government policies are
properly carried out within their regions. To be effective
they will need to concentrate their efforts on their essential
tasks. These include setting performance criteria, monitoring
the performance of the health service and evaluating its
effectiveness. They will have a key role to play in managing
the wider programme of changes that are set out in the White
Paper.

2.8 In addition, RHAs have traditionally provided a range of
operational and management services. These include
distribution centres, ambulance and blood transfusion services
which could not be provided economically in every District.
They also include legal, information and management services
to Districts themselves. Following the introduction of
general management and the re-organisation of regional
headquarters, many RHAs have reviewed the provision of these
services. As a result, some services have already been
streamlined, delegated to Districts or contracted out to the
private sector.

2.9 There remains, however, a wide variation in the size of
each Region’s operations. The Government believes that there
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is still considerable scope for reductions in the number of
staff directly employed by RHAs on these operations. The
Management Board will therefore review the provision of all
regionally managed services. It will only approve the
retention of services at the regional Tevel if it is
cost-effective to do so. As part of this exercise, Districts
will be asked whether they can provide more of these services
themselves or purchase them from the private sector.

The role of districts and hospitals

2.10 The Government also believes that there is further scope
for delegating decision-making from DHAs to hospitals and
their associated management units. Many large hospitals
already have a significant degree of self-determination. RHAs
should now satisfy themselves that, whenever possible, all
DHAs delegate operational functions to their hospitals, taking
account of the availability of staff in key disciplines and

‘the need to ensure that, overall, the management of services

remains cost-effective.

2.11 The Government's objective is to create an organisation
in which those who are actually providing the services are
also responsible for day-to-day decisions about operational
matters. Like RHAs, DHAs can then concentrate on ensuring
that the health needs of the population for which they are
responsible are met; that there are effective services for the
prevention and control of diseases and the promotion of
health; that their population has access to a comprehensive
range of high quality, value for money services; and on
setting targets for and monitoring the performance of those
management units for which they continue to have
responsibility.

SECRET
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MANAGING RESOURCES

Better use of staff

2.12 One of the keys to successful management of the NHS is
good management of people. Chapter 5 includes proposals for
ensuring that consultants are involved in the management of
hospitals and are given responsibility for the use of
resources. It is however the nurses who represent the largest
single group of professional staff in the NHS and who are
responsible for delivering direct patient care around the
clock.

2.13 There have been many developments in recent years in the
better use of nursing staff but the Government believes that
there is still scope for more progress at local level. It has
already endorsed the need to provide better training for the
non-professional support staff to nurses. As part of this
initiative, local managers in consultation with their
professional colleagues should re-examine all areas of work to
jdentify the most cost-effective use of professional skills.
This may involve a reappraisal of traditional patterns and
practices. Examples include the extended role of nurses to
cover specific duties normally undertaken by junior doctors in
areas of high technology care and in casualty departments; the
use of clerical rather than nursing staff in receptionist
work; and making full use of midwives as recommended in the
reports of the Maternity Services Advisory Committee. There
is scope also in other professions, some of which, such as
physiotherapists, speech therapists and chiropodists, make
little use of non-professional helpers.

Better information

2.14 The Government recognises that managers and professional
staff need better information if they are to make the best use
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of the resources that are available to them. The NHS has made
considerable progress in developing better information systems
in hospitals, but there remain some important limitations. 1In
particular, there is at present only a limited capacity to
link information about the diagnosis of patients and the cost
of treatment. The Government believes that the best way to
remedy this is by extending and accelerating the existing
Resource Management Initiative (RMI). This is intended to
provide a complete picture of the resources used in treating
hospital patients. A key feature of the RMI is that doctors,
nurses and other professional staff have much more information
at their finger tips about the care their patients are
getting. Their involvement in the development of the RMI has
also ensured that the new systems are actively used for the
benefit of patients.

2.15 1In order to encourage further the involvement of doctors
and nurses in the management process, the Government proposes
to implement the RMI programme in England in two stages:

* during 1989, to extend preparation for the RMI in up
to 50 acute hospital units, linked to improvements in
the coding of medical records and experimentation in
analysing activity data into case-mix groups. This
stage is aimed at producing activity data that can be
used for clinical audit and pricing purposes at all
larger acute units during 1990/91;

¥ starting late in 1989, to extend the full RMI process
to a further 20 acute hospital units with the aim of

building up coverage to 260 acute units by the end of
199%1/92.

SEQRET
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2.16 This is an ambitious timetable but the Government
remains committed to introducing modern information systems to
support both the clinical and operational functions in
hospitals.

Pay flexibility

2.17 In addition to giving managers the tools with which to
manage, the Government wants to give them greater control over
the resources for which they are responsible. Pay accounts
for over 70 per cent of all NHS expenditure. Getting pay
wrong can have serious effects on expenditure on the one hand,
and on the availability of staff on the other.

2.18 Chapter 3 proposes that self-governing hospitals should
be free to settle the pay of their staff. But throughout the
service, the Government's objective is progressively to
introduce greater flexibility to allow managers to relate pay
rates to local labour markets and to reward individual

performance.

2.19 Until recently, there has been no geographical variation
of pay (other than London weighting) for NHS staff. The
Nurses Pay Review Body, in its 1988 report, recommended London
supplements to be paid in addition to London weighting to
nurses and the professions allied to medicine, and these were
introduced from 1 April 1988. The Government has now asked
the Review Body to accept the case for more local
discretionary payments to nurses to help with particular local
staff shortages and nurse management problems.

2.20 The established performance pay arrangements applying to

general managers and other top managers are being extended to
senior and middle managers lower down the scale. The extended
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arrangements, unlike the original ones, include an explicit
local flexibility element for posts at these levels, so that
managers can react to local recruitment problems.

2.21 Negotiations are already under way to introduce
flexibility into the administrative and clerical pay scales.
This will be based upon a national pay spine, but it will
allow local discretion to take account of market conditions.

Conditions of service

2.22 The Government also wants to give local managers greater
flexibility to determine the conditions of service of NHS
staff. This will enable them to devise employment packages
that are most suited to local needs. At present, conditions
of service are determined mainly by national negotiations in
the Whitley Councils. An internal review of conditions of
service by the Department of Health is nearing completion.

Capital

2.23 Managers should also be able to make the most efficient
use of their physical resources. Capital in the NHS has been
treated for the most part as a “free good”. Once an
investment has been made, whether in land, buildings or
equipment, no further revenue charges arise from the
continuing use of these capital assets. This can lead to
inefficiency such as the under-utilisation of assets, and may
also mean that capital costs are not fully taken into account
when, for example, comparisons of cost and performance are
made between different parts of the NHS, or with the private
sector.

2.24 The Government proposes to introduce a new system of

charging for capital in the NHS. From April 1991, health
authorities will be charged for the use of their existing
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capital assets and any new capital investment. The charges
will be set to cover the costs of interest and depreciation.
Revenue allocations from Regions to Districts will be
increased to cover the initial cost of the charges. The
charges themselves will contribute to the funding of new
investment, so that there will be no additional cost to the
NHS as a whole. Future capital investment will incur
additional charges. The charging system will provide a strong
incentive for every authority to use its assets efficiently
and to invest wisely. It will also place NHS hospitals on a
more level footing with private hospitals, which have to meet
the costs of capital on a normal, commercial basis. The
Secretary of State will publish a technical paper shortly as a
basis for consultation on the details of the capital charging
scheme and its implementation.

2.25 Funds for capital investment will continue to be
financed by the Exchequer and , except for self-governing
hospitals, will be allocated by RHAs from within an overall
captial programme. There will therefore continue to be
strategic oversight of capital planning, within an overall
cash 1imit. But the capital charging scheme will ensure that
managers will be given clear financial signals when taking
decisions on capital deployment.

2.26 There are opportunities for Health Authorities to derive
income and large capital sums from property which is surplus
to requirements. There is little experience in the NHS of
undertaking complex and specialised property transactions.
Indeed, health authorities may only encounter this type of
scheme occasionally. 1In order to assist them in this, the NHS
will in future be able to call on the advice of a central
group of professionals, including members drawn from the
private sector with the necessary property, financial and
legal expertise.
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2.27 The Government also intends to delegate more decisions
about individual capital schemes. The expenditure limits
above which projects have to be referred centrally for
approval will therefore be increased. From now on only
schemes with a capital cost of over £10m (previously #£5m) will
be referred to the Department of Health for approval. Of
these, only those over Z|5m (previously #10m) will be referred
to the Treasury. These increases will be a welcome step
forward in speeding up investment approvals and giving health
service managers greater freedom over key resource decisions.

Private capital

2.28 As Health Authorities become more business-like in their
approach to the provision of services, and to the use of the
resources at their disposal, they are increasingly looking at
the scope for involving the private sector. Examples include
~joint ventures where the NHS provides land, and a developer
puts up a building, or where a major service is contracted out
to the private sector. There may also be opportunities for an
authority to work with a private developer to achieve a net
saving. The Government is determined to encourage these
schemes whenever they are consistent with value for money and
the proper control of public expenditure.

INDEPENDENT AUDIT

2.29 To assist in the aim of achieving better value for money
the Government intends also to make changes in the
arrangements for audit. At present, the statutory external
audit of the accounts of the Health Authorities and Family
Practitioner Committees is carried out by the Health
Departments. The Government’s objective is that there should
be more commitment to value for money studies, which would
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cover a wider range of NHS activity, by an audit body that is
demonstrably independent of the Health Authorities and FPCs,
and of the Health Departments.

2.30 Accordingly, the Government proposes to transfer
responsibility for the statutory external audit in England and
Wales to an independent body, the Audit Commission. The Audit
Commission is currently responsible for the audit of local
authorities in England and Wales; these audits are carried out
by a mixture of the Commission’s own staff and private sector
firms. The Commission has considerable experience and
expertise in areas of work closely related to the health
service, In particular, it is accustomed to working 1in
multi-disciplinary teams with professionals looking at the
professional aspects of services. This will mean the
involvement of independent professionals in audit work and
will be an important part of the Commission’s new role in the
health service.

2.31 The Local Government and Housing Bill to be published
soon after this White Paper will include a provision which
will enable the Audit Commission to undertake audit in the NHS
under authority of the Secretary of State. This will develop
the experience of the Audit Commission, and enable its staff
to start to work with the officials in the Department of
Health and Welsh Office who are currently responsible for NHS
audit. The Government intends to bring forward further
legislation formally establishing the Audit Commission as the
body responsible for the external audit of health authorities
and other NHS bodies in England and Wales which are at present
audited by the Department of Health and the Welsh Office. In
this capacity, it would report to the appropriate Secretary of
State. It is also likely that the bulk of the staff of the
present NHS statutory audit service who are civil servants and
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employees of the Department of Health and Welsh Office will
transfer to the Audit Commission. In this way there will be
continuity of expertise in the audit of the NHS.

2.32 The responsibilities of the Audit Commision will cover
the full range of organisations within the NHS as they
develop, including the proposed self-governing hospitals and
GP practice budgets. It will provide an independent source of
advice to Ministers. Its reports will be published under the
authority of the Secretaries of State for Health and Wales and
made available to Parliament and the public.

2.33 The role of the National Audit Office will remain
unchanged. As an Officer of Parliament, the Comptroller and
Auditor General will continue to report on value for money in
the use of voted funds, and to certify the aggregated accounts
of the NHS, drawing upon the audits carried out by the Audit
Commission, just as at present he draws upon the audits
carried out by the Health Departments.
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CHAPTER 3: SELF-GOVERNING HOSPITALS

Introduction

3.1 This chapter sets out the Government’s proposals for
enabling as many hospitals as are willing and able to do so to
run their own affairs, whilst remaining NHS hospitals.

3.2 The Government anticipates that major acute hospitals will
be the most suitable candidates for its proposals but, in due
course, other hospitals may also come within their fscope. Ehere
are currently over 320 major acute hospitals in the VK= ma Jor %
defined as having more than 250 beds. These are substantial
enterprises. Even the smallest of the management units which
currently run these hospitals may have revenue budgets in excess
of £10 million a year. The largest may have budgets in excess of
£50 million. Some of these hospitals already have substantial
responsibilities delegated to them for running their own affairs.
The Government intends to take this process much further by
providing for a full, self-governing status for hospitals.

3.3 The Government believes that self-government for hospitals
will encourage a stronger sense of local ownership and pride,
building on the enormous fund of goodwill that exists in local
communities. It will stimulate the commitment and harness the
skills of those who are directly responsible for providing
services. Supported by a funding system in which successful
hospitals can flourish, it will encourage local initiative and

greater competition. A1l this in turn will ensure a better deal
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for the public, improving the choice and quality of the services
of fered and the efficiency with which those services are
delivered.

Hospital Trusts

3.4 The powers and responsibilities of each self-governing
hospital will need to be formally vested in a new and separate
legal body, to be known as NHS Hospital Trusts. Each NHS
Hospital Trust will be run by a board of directors. The
Government will bring forward legislation enabling the Secretary
of State to establish NHS Hospital Trusts and to appoint their
boards. The Government proposes that the board of directors of
NHS Hospital Trusts should be constituted as follows:

¥ each of the larger hospitals will have a balanced number
of executive and non-executive directors and, in
addition, a non-executive chairman;

¥ the chairman will be appointed by the Secretary of State;

¥ of the non-executive directors at least two will be drawn
from the local community, for example from hospital
Leagues of Friends and similar organisations. These two
“community” directors should be appointed by the Regional
Health Authority (RHA). The remaining three
non-executive directors will be appointed by the
Secretary of State after consulting the chairman. All
the non-executive directors will be chosen for the
contribution they personally can make to the effective
management of the hospital and not for any interest group
which they might represent. None will be an employee of
a health authority or hospital, of a trade union with
members who work in the NHS, or of a major contractor or
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other hospital supplier. For teaching hospitals, the
non-executive directors will need to include someone
drawn from the relevant medical school;

¥ the executive members will include the general manager of
the hospital, a medical director, the senior nurse
manager and a finance director. They will be full
members of the board and will be appointed by the
non-executive members acting with the General Manager for
appointments other than his own.

3.5 NHS Hospital Trusts will be empowered by statute to employ
staff; to enter into contracts both to provide services
themselves and to buy in services and supplies from others; and
to raise income within the scope set by the Health and Medicines
Act 1988.

Funding

3.6 A NHS Hospital Trust will earn its revenue from the services
it performs. The main source of revenue will be from contracts
with health authorities for the provision of services to their
residents. Other contracts and revenue will come from GP
practices with their own NHS budgets, private patients or their
insurance companies, private hospitals and employers generally,
and, perhaps, other NHS Hospital Trusts. This form of funding
will be a stimulus to better performance. There will be an
opportunity to finance improved and expanded services because the
money will flow to where the patients are going. Hospitals which
prove more popular with GPs and patients will attract a larger
share of NHS and other resources available for hospital services.
A successful hospital will then be able to invest in providing
still more and better services.

3.7 The funding arrangements for NHS Hospital Trusts are set out
in the next chapter. They will be based on contracts which will
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need to spell out clearly to each hospital what is required of
it, in terms of the price, quality, and nature of service being
provided by those who entrust patients to its care. A hospital
which fails to meet the terms of a contract will risk losing
patients and revenue. The arrangements set out in chapter 4 will
ensure that patients who are in need of urgent treatment are not
turned away from a hospital simply because their treatment is
not, or may not be, covered by a contract with that hospital. Of
course there will be no question of patients who need urgent
treatment being denied it.

3.8 Each Health Department’s Accounting Officer will have an
overall responsibility for the stewardship of public funds by NHS
Hospital Trusts. The Secretary of State will need specific
powers for use in reserve to prevent any NHS Hospital Trust with
anything near to a local monopoly of service provision from
exploiting its position, for example by charging high prices for
its services.

3.9 Health authority funding will continue to be cash-limited,
and this will place authorities under a strong incentive to
secure value for money through their contracts.
Performance-related contracts of employment will similarly
provide strong incentives for hospital managers to improve the
quantity and quality of the services on offer. Competition with
other hospitals, where it is effective, should also constrain
costs.

Freedom and responsibility

3.10 The Government proposes to give NHS Hospital Trusts a range
of powers and freedoms which are not, and will not be, available
to health authorities generally. Greater freedom will stimulate
greater enterprise and commitment, which will in turn improve
services for patients. NHS Hospital Trusts will be a novel part
of a system of hospital care alongside health authority-managed
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and private sector hospitals, and will increase the range of
choice available to patients and their GPs.

Employment of staff

3.11 The Government intends that NHS Hospital Trusts should be
free to employ whatever and however many staff they consider
necessary, except that junior doctors’ posts will continue to
need the approval of the relevant Royal College for training
purposes. The Government sees it as particularly important that
Trusts should employ their own consultants. Where consultants
work also for other NHS hospitals or in the private sector, a
Trust will need to employ them on a part time basis consistent
with their commitment to the Trust’s hospital.

3.12 The Government also intends that NHS Hospital Trusts should
be free to settle the pay and conditions of their staff,
including doctors, nurses and others covered by national pay
review bodies. Subject to their contractual obligations, NHS
Hospital Trusts will be free either to continue to follow
national pay agreements or to adopt partly or wholly different
arrangements.

Ownership of assets

3.13 Hospital Trusts will be constituted as public corporations.
Each hospital’s assets will be vested in its Trust, as follows:

¥ the Trust will be free to use the hospital’s assets to
provide health care, in accordance with stated purposes
laid down by the Secretary of State when self-governing
status is granted;
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¥ the Trust will be free to dispose of its assets, subject
only to a reserve power for the Secretary of State to
intervene if a disposal would be against the public
interest;

¥ when it is established, the Trust will be given an
interest-bearing debt equal to the value of its initial
assets. The effect of these and other arrangements for
servicing capital will be entirely consistent with that
of the new capital charging system proposed for all NHS
hospitals in chapter 2;

¥ the Trust will be free to retain surpluses and to build
up reserves with which to improve services and finance
investment. It will also be free to manage any temporary
deficits;

¥ the Trust’s operations will be subject to independent
audit by the Audit Commission in accordance with the
proposals in chapter 2. The National Audit Office will
have right of access to papers relating to the accounts
and audit of self-governing hospitals, and will be able
to include self-governing hospitals in their value for
money studies;

¥ the hospital’s assets will revert to the ownership of the
Secretary of State if for any reason the Trust is wound

up.

Borrowing powers

3.14 As public corporations NHS Hospital Trusts will be free to
borrow, either from the Government or from the private sector,
subject to an overall annual financing 1imit. The Government
will seek 1imited, reserve powers for the Secretary of State to
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use if this freedom is being abused or if the Trust is getting
into difficulties. The annual financing limit will be set each
year by the Secretary of State following the Government’s Public
Expenditure Survey. Borrowing from the Government will be from
funds voted by Parliament. NHS Hospital Trusts will have to
service their loans from their income, just as other NHS
hospitals will be charged for their capital.

Achieving self-government

3.15 The Government will lay down a simple, flexible process for
establishing a NHS Hospital Trust. It will be open to a variety
of interests either to initiate the process or to respond to any
initiative taken by the Secretary of State. These interests
could include the DHA, the hospital management team, a group of
staff, or people from the local community who are active in the
hospital’s support.

3.16 The Government is not proposing a rigid definition of what
a “hospital” should be for the purposes of self-government. For
example, it will often be sensible for a hospital to retain its
existing obligations to run a range of community-based services.
Similarly, neighbouring hospitals may want to combine into a
single management unit.

3.17 Hospitals will have to meet only a few essential conditions
to achieve self-governing status. There will be two main
criteria. First, management must have demonstrated the skills
and capacity to run the hospital, including strong and effective
leadership, sufficient financial and personnel management
expertise and adequate information systems. Secondly, senior
professional staff, especially consultants, must be involved in
the management of the hospital, and there should be a system of
medical audit along the lines proposed in chapter 5. The
Secretary of State will need to satisfy himself that
self-governing status is not simply being sought as an
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alternative to an unpalatable but necessary closure. The NHS must
not be obliged to retain hospitals which are redundant to its
needs.

3.18 The Government will look to RHAs to play an active part in
guiding and supporting hospitals which can be expected to meet
these criteria and are interested in achieving self-government.
In each case the Secretary of State will need to satisfy himself
at an early stage that there is a good prospect of being able to
approve the creation of a new NHS Hospital Trust. With the
advice of the RHA, he will also need to identify a “shadow”
chairman who can act for the hospital in preparing the ground.

3.19 NHS Hospital Trusts must also continue to provide
essential core services to the local population, including
accident and emergency facilities, where no alternative provision
exists. RHAs will need to ensure that this is so in preparing
and submitting a formal application to the Secretary of State.
They will also need to ensure that the proposal to seek
self-governing status is given adequate publicity locally.

3.20 The establishment of NHS Hospital Trusts will mean a
substantial change in the responsibilities of the DHAs which were
previously responsible for their management. As more and more
proposals come for establishing NHS Hospital Trusts, RHAs will
need to consider the viability of existing DHAs and the
possibility of sensible mergers with neighbouring Districts.
Larger Districts might eventually become candidates for mergers
with FPCs.

Implementation

3.21 The Government believes that NHS Hospital Trusts have a
major role to play in improving services to patients. It will
therefore encourage as many major acute hospitals as possible to
seek self-governing status. The Government’s aim is to establish
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a substantial number of Trusts with effect from April 1991, in
the wake of the necessary legislation. The experience gained
will then inform the process of establishing more Trusts in later
years. The Secretary of State will be issuing shortly a more
detailed document which will form a basis for discussion with
interested parties.

3.22 The Government and RHAs will identify suitable early
candidates for self-government and encourage them to seek and
prepare for self-governing status. The aim will be to ensure
that the hospitals concerned make productive use of the next two
years by building up their capacity to run their own affairs
effectively and by securing the maximum devolution of management
responsibility from their DHAs. Self-government will then be -
as it should be - a natural step forward from devolved management
within the present structure.
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CHAPTER 4: FUNDING HOSPITAL SERVICES

Introduction

4.1 Hospital services must be funded in a way which
encourages more choice and more value for money.

4.2 Chapters 2 and 3 of this White Paper set out the
Government's proposals for delegating to hospitals themselves
the main, operational responsibility for providing hospital
services. At the moment, District Health Authorities (DHAs)
provide those services and are funded to do so. The
Government believes that the primary task of each DHA should
be to secure the best and most cost-effective services they
can for their patients, whether or not those services are
provided by the District's own hospitals. This in turn
implies that health authorities should be funded for the
population they serve, and not for the services they provide.

4.3. Similarly, the Government believes that NHS hospitals
should be free to offer their services to their own Districts
and to other Districts in a way which enables them to attract
the funds they need in line with the work they are asked to
do. This means that hospitals should be funded more directly
for the volume and quality of the services they provide. At
present, a hospital which becomes more efficient and could
treat more patients may be prevented from doing so by the
budget imposed on it. Another, which is doing less work and
operating at lower levels of efficiency, may still be funded
at the same level. The Government is determined to change
this by making it possible for the money available to treat
patients to move more freely to the hospitals which offer
patients the best service and the best value for money.

R CRE g
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4.4 This chapter sets out the Government's proposals for
achieving these objectives.

Funding health authorities

The present system

4.5 Since 1977, money has been allocated to Regional Health
Authorities (RHAs) on the basis of a formula which seeks to
identify the health care needs of each Region's population.
The formula is known as RAWP (Resource Allocation Working
Party). Each year, when making financial allocations to
Regions, the Government decides how far actual allocations
should move towards the target shares indicated by the
formula. When the formula was introduced Regions were on
average over eight per cent away from their RAWP targets, with
-a range from 11 per cent below to 15 per cent above. Now 11
of the 14 are within three per cent.

4.6 RHAs tend to vary in the extent to which they rely on the
RAWP formula when allocating funds to Districts. In recent
years growth money has usually been allocated on the basis of
planned service developments - for example to enable a new
hospital to open - rather than by a simple application of the
formula.

4.7 The undesirable result of the present system is that
there is no direct relationship between the amount of money a
District is allocated and the number of patients its hospitals
are treating. This is partly because the movement of patients
across Regional boundaries is reflected only retrospectively
in the formula, and because the resulting changes affect only
target, not actual, allocations. Allocations to Districts
also reflect historical patterns of service use and pay
insufficient regard to varying levels of efficiency and
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performance. This confusing pattern is often the cause of
lTocal financial problems within a service whose total
resources have been rising rapidly.

A new approach

4.8 The Government proposes to simplify and improve the
arrangements for allocating funds to RHAs and DHAs. The
underlying principles to be applied are the same in both
cases. The Government recognises the need for a transitional
period, which will be longer at District than at Regional
level.

Allocations to RHAs

4.9 RHAs will be funded on a capitation basis, weighted to
reflect the health and age distribution of the population,
including the number of elderly people, and the relative costs
of providing services. The Thames Regions will receive a
slightly higher level of funding than the rest - some three
per cent higher per head of population - to reflect the higher
costs of and demands on services in the capital in particular.
The Government aims to move to this new system over a two year
period, starting in April 1990. There will be no separate
"targets": the change to weighted capitation will bring actual
allocations into line with a revised and simplified basis of
funding.

4.10 From April 1990 allocations will be based on each
Region's resident population. Regions will then pay each
other directly, and therefore more quickly and in full, for
the work they do for other Regions - so-called "cross-boundary
flows". RHAs will be asked to agree the cost of these flows
so that direct payment can start in 1990-91, initially by
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agreed cash 1imit adjustments until the Government has
obtained the powers needed to enable health authorities to
charge each other.

4.11 The arrangements described in paragraph 4.9-4.10 will
replace the use of the RAWP formula. The RAWP system has
proved a useful method of producing a better distribution of
resources nationally. But the Government has applied it over
the years to such effect that the major differences have gone
and it is no longer necessary. It would steadily become an
academic exercise to try to get all Regions ever closer to
complicated, ever-changing targets. We need to move on from
RAWP to a simpler and more predictable approach. Weighted
capitation will be a fair and easy to understand system for
providing health authorities with the means to buy the best
possible service for patients in every part of the country.

Allocations to DHAs

4.12 At present Districts are funded mainly according to
where hospitals happen to be located. In future, like
Regions, they will be funded for their resident populations.
Districts will pay directly for the services provided for
their patients by hospitals in other Districts. The
transition will take longer than at Regional level, and will
depend on improving local information about population, the
movement of patients and the costs of different treatments.
The Government expects some DHAs to be in a position to pay
each other directly from April 1991. Other authorities,
drawing on the experience gained, will be expected to follow
suit in the next year.

4.13 Even after adjusting for cross-boundary flows, there are
significant differences between current District allocations
and an approach based on weighted capitation. Residents in
Districts with more hospital services tend to use them more
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than people with fewer local facilities. Differences in the
quality of general practice or community-based services
locally can also affect the use of hospital services and their
cost. Districts will in due course be funded on broadly the
same basis as Regions, but the Government recognises that to
do so to the same timetable would in some cases involve sudden
and substantial changes in the money available to buy services
for each population. Such changes must be carefully managed
over a transitional period as the overall level of resources
grows. The Government will discuss with RHAs the detailed
implementation of these proposals.

Funding hospital services

4.14 The present system of funding offers only limited
incentives for hospitals to satisfy the needs and preferences
of patients or to take on additional work by improving
productivity. In future, each DHA's duty will be to buy the
best service it can from its own hospitals, from other
authorities' hospitals, from self-governing hospitals or from
the private sector. Hospitals for their part will have to
satisfy Districts that they are delivering the best and most
efficient service. They will be free to offer their services
to different health authorities.

4.15 The following paragraphs outline how this approach will
work. The Secretary of State for Health will publish shortly
a working paper which will set out the detail of how the
changes required will be implemented, as a basis for
discussion with interested parties.

"Core" services
4.16 There are many services to which patients need

guaranteed local access. These "core" services can be divided
into five broad categories:
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* accident and emergency (A and E) departments.

x immediate admissions to hospital from an A and E
department, including a significant proportion of
general surgery.

¥ other immediate admissions, such as most general
medicine and many hospital geriatric and
psychiatric services.

x out-patient and other support services which are
needed in support of the first three categories,
either on site or immediately available.

5 public health, community-based services and other
hospital services which need to be provided on a
local basis, either as a matter of policy - for
example services for the elderly or the mentally
ill - or on grounds of practicability - for example
district nursing and health visiting.

4.17 Where core services are provided by a hospital which
continues to be managed directly by its DHA, they will be
funded through a management budget. Management budgets will
enable DHAs to set clear targets for the quantity and quality
of the hospital's services, and to assess the hospital's
performance against these targets. As better cost information
becomes available Districts will be able to refine and improve
their target-setting and monitoring.

4.18 Alternatively, it will be possible for all or some of
these core services to be bought by a District from a
self-governing hospital, or from a directly managed hospital
in a neighbouring District, under an annually negotiated
contract. Under this arrangement hospitals will provide an

=

——

3

SE]

|

B:DC7(8431)



SECRETCNO uynNt:l 31JANBS

agreed range of services, for a fixed payment, to all patients
from the buying District who are referred or admitted.

4.19 The emergency services provided by a hospital will of
course always be available immediately, without any question
as to where the money is coming from. The Government will
develop and implement its proposals in a way which ensures
that the costs of emergency services and those requiring
immediate admission to hospital can be met for every patient
who needs them, irrespective of whether the patient is
resident in a District which has a contract with the hospital.

Other services

4.20 Where patients and their GPs have time to choose when
and where to seek hospital treatment Districts will be able to
buy services in a more flexible way. There are broadly three
categories of such services:

* those which most Districts provide but for which
patients may be prepared to travel if a better
service is available elsewhere. These are mainly
surgical operations, such as hernias and hip
replacements, which make up the bulk of waiting
Lists;

* those not provided in every District, such as ears
nose and throat (ENT), ophthalmology and oral
surgery.

® other services for which patients may wish to
choose the location, for example some long-stay

care for elderly people.

4.21 Most of these services will be provided under a contract
which specifies a minimum and maximum number of cases to be
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treated. An initial payment would cover the minimum volume of
work, with extra cases paid for as they arise, up to the
specified maximum. The minimum payment assures the hospital
of a contribution towards its fixed costs. This arrangement
will apply to most in-patient and day case treatment within
the services described in paragraph 4.20.

4.22 DHAs will want to keep a relatively small sum for buying
services case by case, at a price quoted by a hospital. This
opens up the scope for buying services at marginal cost as
hospitals seek to use any spare capacity.

4.23 DHAs will be expected to use these new arrangements to
offer more choice to patients. The range of choice available
Tocally will depend in part on the accessibildty of 'different
hospitals. Districts will be free to buy from the private
sector as well as from other Districts and self-governing

hospitals.

4.24 Offering choice to patients means involving GPs far more
in key decisions. When they place contracts, DHAs will need
to take account of the existing referral patterns of GPs who
have patients resident in their Districts. They will need to
discuss with GPs the possibility of changing those patterns
where they believe that better value for money can be obtained
by doing so. GPs for their part will want to make sure that
their views on the quality of care and shorter waiting times
are reflected in a DHA's contracts. GPs who take part in the
practice budget scheme set out in chapter 6 will be taking
these decisions for themselves.

4.25 Under the present arrangements, hospitals are
increasingly reluctant to accept referrals from GPs for
patients who are not local residents, because there is no
direct payment for cross-boundary flows. By enabling the
patient's own DHA to pay for the services required, the
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Government's proposals will mean that hospitals accepting
referrals from elsewhere will not have to do so at the expense
of increasing waiting times for local patients. DHAs will
need to allow for referrals by GPs to hospitals with whom no
contracts have been placed, keeping some funds in reserve for
this purpose.

4.26 For these new arrangements to work to best effect, GPs
and their patients will need to be well informed about the
choices on offer. The Government is putting further work in
hand to help with this. It will improve information for GPs
about their referral patterns. Information of this kind will
be needed anyway for the practice budget scheme. It will be
exploring how best to develop and publish indicators of
hospital performance which cover the quality as well as the
efficiency of the services provided. Subject to the
forthcoming Monopolies and Mergers Commission report on
restrictions on doctors' advertising, it will also discuss
with the General Medical Council how to make it easier for
hospital consultants to give GPs factual information about the
services they offer.

4.27 The Government believes that these new funding
arrangements will bring down waiting times for hospital
treatment. They will move money to where the work is best
done, and will make maximum waiting times an important feature
of contracts and management budgets. DHAs, and GPs within the
practice budget scheme, will seek to buy where waiting times
are shortest, and hospitals will have a stronger incentive to
reduce their waiting times in order to attract funds. In the
meantime, the Government intends to build on the current
waiting 1ist initiative. The central waiting list fund will
be targeted at Districts which show that they can use the
extra money effectively.

SECRET
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Specialist services

4.28 Specialist services can be divided into two broad
categories:

* so-called "supra-Regional" services. These are
provided from a few, chosen national centres and
are funded by central Government. They include
heart and liver transplants and neo-natal and
infant cardiac surgery.

% Regional and "supra-District" services. These are
designated by RHAs and may include cardiac surgery
for adults, neo-natal intensive care and
radiotherapy.

4.29 Most of these services will in future be bought by
Districts for their resident patients from their basic
allocations. Contracts will cover both direct referrals from
the A & E department or GPs and referrals to a specialist
consultant from another consultant. Some central funding will
be necessary for the development of supra-Regional services,
and RHAs may decide to adopt a similar approach to the funding
of some regional and supra-District services. The NHS
Management Executive will discuss with RHAs the detailed
application to specialist services of the new funding
arrangements the Government proposes.

Training and research

4.30 Most hospitals will incur costs which do not arise
directly from the treatment of patients. The main examples
are medical, nurse and other training; and research. Some of
these costs are directly attributable to the training or

SECRET
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research itself. Other costs arise from the impact of
training or research needs on service costs.

4.31 The Government is firmly committed to maintaining the
quality of medical education and research. It recognises the
complexity and special needs of these areas. Health
authorities involved in medical education incur additional
costs which will continue to be reflected in the new funding
arrangements through an improved "service increment for
teaching" (SIFT). The Government has set up an
inter-departmental Steering Group on Undergraduate Medical and
Dental Education to examine the special problems of providing
for medical education. The Group will develop its work, and
make recommendations in the 1ight of the proposals in this
White Paper. The Government will discuss with RHAs and others
concerned how best to ensure that other costs associated with
training and research are also met without putting one
hospital at an unfair disadvantage by comparison with another.

SEOREY
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CHAPTER 5: THE WORK OF HOSPITAL CONSULTANTS

Introduction

5.1 The NHS employs over 48,000 hospital doctors, of whom
nearly 17,000 are consultants. The reforms proposed by the
Government in this White Paper will make it easier for
consultants and their colleagues to get on with the job of
treating patients. The greater autonomy for hospitals
proposed in chapters 2 and 3 will remove unnecessary central
and regional controls. The new funding arrangements set out
in chapter 4 will steer resources to those consultants best
able to provide a good quality service and to treat more
patients. The expansion of the "resource management
initiative" outlined in chapter 2 will give them budgetary and
information systems more sensitively tuned to medical needs.

5.2 The decisions taken by consultants are critical to the
way in which the money available for the NHS is used. It is
therefore important to ensure that consultants are properly
accountable for the consequences of these decisions. This
chapter sets out the Government's proposals for striking a
proper balance between two legitimate pressures, both of which
are focused on patients' interests: the professional
responsibilities and rewards of the individual consultant; and
the responsibility of managers to ensure that the money
available for hospitals buys the best possible service for
patients.

Medical audit

5.0 A patient's primary concern, of course, is to be given a
correct diagnosis and then to receive the best possible
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treatment. Within the next two years, the Government would
like to see all hospital doctors taking part in what doctors
themselves have come to call "medical audit" - a systematic,
critical analysis of the quality of medical care, including
the procedures used for diagnosis and treatment, the use of
resources, and the resulting outcome for the patient.

B .4 Medical audit is essentially a professional matter. It
is a means of ensuring, through peer review of medical
practice, that the quality of medical work meets acceptable
standards. It necessarily requires both specialised knowledge
of current medical practice and access to adequate medical

records.

5.5 Medical audit must be developed and implemented with
care. Medicine is an inexact science, often lacking generally
accepted measures of the benefits to patients from different
techniques and services. Medical audit must not discourage
doctors from taking on difficult but essential clinical work.

5.6 The Government welcomes the initiatives which the medical
profession is already taking, both nationally and locally, to
foster the development of medical audit, and aims to work with
the profession to build on what has been achieved. For
example, the Secretary of State for Health has asked the
statutory Standing Medical Advisory Committee to consider and
report on how the quality of medical care can best be improved
by means of medical audit, and on the development of
indicators of clinical outcome. The Government will also
encourage all the Royal Colleges to make participation in
medical audit a condition of a hospital unit being allowed to
train junior doctors.

57 Management too has a responsibility to ensure that

medical audit becomes firmly established, especially at local
level. The Secretary of State will publish shortly a working
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paper which will set out the detail of how an effective
framework for medical audit might be implemented, as a basis
for discussion with interested parties. The Government's aim
is to secure such a framework in all NHS hospitals, including
self-governing hospitals, by April 1991.

5.8 The Government's approach is based firmly on the
principle that the quality of medical work should be reviewed
by a doctor's peers, whilst recognising also that management
itself is responsible for ensuring that resources are used in
the most effective way. The Government's main proposals are
as follows:

* every consultant should participate in a form of
medical audit agreed between management and the
profession locally.

* the system should be medically led, with a local
medical audit advisory committee chaired by a senior
elinician,

* District management should be responsible for ensuring
that an effective system of medical audit is in place,
and also that the work of each medical team is
reviewed at whatever regular, frequent intervals are
agreed locally.

* peer review findings in individual cases should be
confidential, but the general results of medical audit
should be available to management locally and the
lessons learned published more widely.

* management should be able to initiate an independent
professional audit, for example where there is cause
to question the quality or cost-effectiveness of a
service. The possibility of independent doctors
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working jointly with the Audit Commission is discussed
in paragraph £2.311.

5.9 The Government recognises that medical audit needs a
significant investment of time by doctors themselves, and
adequate support to ensure that the necessary information is
available. The Government is confident that this investment
will prove worthwhile by further improving the quality of
service to NHS patients.

Managing the Consultant's contract

5.10 Most hospital services are the responsibility of DHAs.
But, with the exception of those working in Teaching Districts
or for Special Health Authorities, consultants' contracts are
held by Regional Health Authorities (RHAs). This has tended
to cause confusion about the nature of a consultant's
accountability to local management and the DHA. It has also
tended to leave unclear what a District can and should expect
of 1ts ‘consultants:

5.11 The Government believes that it is unacceptable for
local management to have little authority or influence over
those who are in practice responsible for committing most of
the hospital service's resources. This does not mean moving
consultants' contracts from RHAs to DHAs, which would cause
unnecessary disruption. The Government proposes instead to
ensure that each DHA acts as its RHA's agent in agreeing with
consultants the scope and arrangement of their NHS duties in
each hospital. Self-governing hospitals will employ their own
consultants, as proposed in chapter 3.

Job descriptions

5.12 The key to this is that every consultant should have a
fuller job description than is commonly the case at present.
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This will need to cover their responsibility for the quality
of their work, their use of resources, the extent of the
services they provide for NHS patients and the time they
devote to the NHS. These job descriptions, which will be
reviewable annually, will be an essential tool for managing
all consultants' contracts. They will need to be sufficiently
detailed, for example as to the number of outpatient clinics
which a consultant is expected to hold, to enable District
management to monitor whether consultants are fulfilling their
contractual obligations.

5.13 DHAs will be asked to agree a job description along
these lines with each of their consultants. They will need to
do so in a way which preserves both the freedom of consultants
to take clinical decisions within the boundaries of accepted
professional standards and their 24-hour responsibility for
their patients. The Government will discuss with management
and the medical profession nationally how best to implement
this, including a suitable national framework for consultants’
job descriptions.

Appointments

5.14 There is currently no provision for District management
to take a full and formal part in the appointment of a
consultant. Consultant appointments are recommended by mainly
professional Advisory Appointment Committees, whose primary
consideration is the professional suitability of the
candidate. The Government will seek to amend the Appointment
of Consultants Regulations to enable District General Managers
to take part directly in the appointments procedure.
Professional suitability will and should remain essential, but
the general manager's presence will help the Committee to take
into account a candidate's willingness and ability to meet the
requirements of the post for the management of resources and
the development of services.
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Disciplinary procedures

5.15 The Government intends to complement these changes by
improving the present disciplinary procedures for consultants.
These procedures are at present cumbersome and inflexible.
They have recently been reviewed by a Joint Working Party of
the Health Departments and the profession, established by the
Government in 1987. The Working Party has made a number of
valuable recommendations. The Government will now open
negotiations with the profession on the basis of the Working
Party!s report.

5.16 The Government sets particular store by two of the
changes which the Working Party suggests. The first is the
introduction of new, local procedures for dealing with
circumstances which warrant disciplinary action short of

‘dismissal. The second concerns the right of a consultant

dismissed by his employer to appeal to the Secretary of State
against his dismissal. This can be a time-consuming and
costly process, the prospect of which may deter management
from embarking on dismissal proceedings in the first place.
The Government therefore welcomes the Working Party's proposal
for a timetable which should lead to concluding an appeal
within not more than nine months of the dismissal.

Reform of distinction awards

5.17 Some 35% of consultants are currently in receipt of a
distinction award. This takes the form of a superannuable
increase in salary at one of four levels. There are currently
some 3,900 'C' awards (£6,260), 1700 'B' awards (£14,200), 700
'A' awards (£24,850) and nearly 200 'A'+ awards (£33,720) in
Great Britain. Distinction awards are intended to reward
clinical excellence, and are payable until retirement. The
normal pattern is for progression through the levels of

B:DC7.7/39 SECRET



SECRET ©MO until 31JANBS

awards. New and increased awards are given on the advice of
an indépendent professional committee.

5.18 The distinction awards scheme was introduced in 1948,
and has remained substantially unchanged since then. In their
1988 report (Cm 358), the Review Body on Doctors' and
Dentists' Remuneration suggested that expenditure on the
scheme should result as far as possible in a benefit to the
NHS, as well as rewarding doctors for their individual
efforts. The Government agrees. It believes that the nature
and administration of the scheme should now be changed, with
two main objectives in view: to reflect the wider
responsibilities of consultants for the effective use of
resources, as well as the clinical merit of their work; and to
ensure that the scheme offers consultants stronger incentives
to maintain and improve their contribution to l1@cal. services,

5.19 The Government proposes to open discussions with the
medical profession nationally with the following changes in
mind:

* . to modify the criteria for 'C' .awards, so that in
future consultants must demonstrate not only their
clinical skills but also a commitment to the
management and development of the service. There will
be limited exceptions, to meet the circumstances of
consultants whose jobs include only a small management
content.

* to restrict progression to the remaining three levels
of awards to those consultants who have earned 'C'
awards.

* to change the composition of the regional committees
which nominate candidates for 'C' awards. In future
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each committee will be chaired by the RHA Chairman and

will include senior managers as well as clinicians.

* to change the composition of the national Advisory
Committee on Distinction Awards, to provide for a
stronger management influence on the choice of award
holders.

* to make new or increased awards reviewable every five
years.

* to make new or increased awards pensionable only if a
consultant continues working in the NHS for at least
three years. The Government believes that this will
meet the criticism made by the Review Body that awards
given to those approaching retirement, with the
additional pension benefits entailed, can hardly be
said to be in the best interests of the Service.

Additional consultants

5.20 The Government believes that faster progress in reducing
waiting times for treatment and in improving the quality of
services for NHS patients can be made by the creation of more
consultant posts. This would also help to improve the career
prospects, and to reduce the working hours, of junior doctors.
The Government therefore proposes to introduce a scheme under
which 100 additional, permanent consultant posts can be
created over the next three years. The cost of these posts
will be met over and above the cost of the 2 per cent annual
expansion in consultant numbers already planned. The scheme
will concentrate on increasing the number of consultants in
those acute specialties which currently have the longest
waiting times for treatment.
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PART THREE: GENERAL PRACTICE

_ The service offered by the family GP is one of the greatest
strengths of the NHS. On average, people consult their GP
between four and five times a year. For most it is their
first port of call if they are feeling unwell. The vast
majority of medical care is provided outside hospitals.

_ 0f those who go into hospital some may go or be taken there
direct, for example in an emergency. More usually, people who
need hospital services - consultation with a specialist,
diagnostic tests, or even immediate admission as an in-patient
_ are referred by their GP. The GP is each patient’s key
adviser. He or she is best qualified to advise on whether or
not someone needs to go to hospital, on which hospitals of fer
the best service, and on who are the best specialists to
consult. The GP — acting on behalf of patients - is the
gatekeeper to the NHS as a whole.

_ The GP‘s advice will therefore be crucial if patients are to
benefit fully from the reformed hospital service described in
Part Two of this White Paper. Part Three addresses more
directly the central role of the GP. Chapter 6 outlines a
scheme for giving larger GP practices the money with which
they can buy directly a defined range of the services they and
their patients want. Chapter 7 sets out proposals for
securing still better value for money from the family doctor
service itself.
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CHAPTER 6: GP PRACTICE BUDGETS

Introduction

6.1 The relationships which GPs have with both patients and
hospitals make them uniquely placed to improve patients’ choice
of good quality services. There are three main obstacles to
further progress:

® Hospitals and their consultants need a stronger
incentive to look on GPs as people whose confidence
they must gain if patients are to be referred to them.

X For the reasons set out in chapter 4, a GP who refers
a patient to another District’s hospital can cause
financial problems for the hospital if it accepts the
referral. As a result, waiting lists may grow and

waiting times lengthen.

¥ GPs themselves lack incentives to offer their patients
a choice of hospital.

6.2 To help tackle these problems in a way which builds on the
strong foundations of the family doctor service, the Government
will introduce a new scheme for enabling money to flow with the
patient from the GP practice itself. The practices and hospitals
which attract the most custom will receive the most money. Both
GPs and hospitals will have a real incentive to put patients
first. The Government believes that this reform will deliver
better care for patients, shorter waiting times, and better value
for money.

6.3 The Government also believes that the scheme will be
attractive to the many GPs who are keen to improve the services
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they offer. It will enable the practices which take part to play
a more important role in the way in which NHS money is used to
provide services for their patients. It will give them scope to
plough back savings into their practice. General practice will
become a still more satisfying job.

The practice budgets scheme

How practice budgets will work

6.4 At the start of the new scheme, GP practices with lists of
at least 11,000 patients (see paragraph 6.7) will be free to
apply for their own budgets for buying a defined range of
hospital services. They will be able to buy from either NHS or
private sector hospitals. The size of each practice’s budget
will depend primarily on the number of patients on the practice’s
list. There will be three categories of hospital services within
the scheme:

® outpatient services, including associated diagnostic
and treatment costs. With the exception of expensive
out-patient treatment which has to be provided on a
hospital site - radiotherapy, for example - continuing
out-patient treatment will be included.

¥* a defined group of in-patient and day case treatments,
such as hip replacements and cataract removals, for
which there may be some choice over the time and place
of treatment. The inclusion of this category will
make it easier for GPs to offer shorter waiting times
to patients who are willing to travel. The Government
will consult on the precise list of treatments to be
covered.
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x diagnostic tests, such as X-ray examinations and
pathology tests, which are undertaken by hospitals at
the direct request of GPs.

6.5 In addition, the Government intends the scheme to cover
three important aspects of the services provided by GPs
themselves:

o the 70% of practice team staff costs which is directly
reimbursed to GP practices at present and which will
be cash-limited under the Health and Medicines Act
1988. The inclusion of staff costs within the budget
will encourage practices to consider whether, for
example, to employ more nursing or other staff and
make less use of out-patient services.

* improvements to practice premises. The assistance
available to GPs in improvement grants and under the
cost rent scheme will also be cash-limited under the
1988 Act and will be included.

* prescribing costs. Chapter 7 sets out the
Government ‘s proposals for setting indicative drug
budgets for all GPs. GPs within the practice budgets
scheme will have their own drug budgets.

6.6 Participation in the practice budget scheme will be
voluntary, and practices which have joined the scheme will be
free to leave it again if they wish, after giving due notice.
Although the different elements within the budget will be
determined in different ways - as outlined in paragraph 6.9 below
— the result will be a single budget. The practice will be free
to spend the money as it wishes within the scope of the scheme.

B:DLY . 3541
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6.7 Practice budgets will need to be large enough to cope with
fluctuations in demand. The Government proposes that at the
outset‘of the scheme participation should be limited to practices
with 1ists of at least 11,000 patients, which is twice the
national average. This should ensure that most participating
practices will have annual budgets of at least £600-700,000. On
this basis over 1,000 practices will be eligible in the UK, which
is nine per cent of all practices covering between them about a
quarter of the population. The Government will consider relaxing
the 11,000 patient minimum if experience shows that budgets for
practices of this size are more than large enough to allow for
the necessary flexibility.

Determination of budgets

6.8 GP practices within the scheme will receive their budgets
direct from the relevant RHA. The Family Practitioner Committee
(FPC) will continue to hold the GPs’ contracts and be responsible
for monitoring expenditure against the budget.

6.9 The size of each practice’s budget will be settled by the
RHA with the practice within national guidelines designed to
ensure fairness and consistency. Each budget will be determined
along broadly the following lines:

* The hospital services element will be funded from the
revenue allocation which the RHA itself receives from
the Government for hospital and community health
services. Each practice’s share will be based on the
number of patients on their list, weighted for the
same population characteristics as are proposed in
chapter 4 for allocations to Districts. There are
social and other local features which affect usage of
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hospital services, and these too will be reflected in
the budget. The amount given to the practice will be
deducted from the relevant District allocations.

X The element of the budget which is attributable to
practice staff and premises improvements will be based
initially on the existing amounts which the FPC
provides to the practice for these purposes, together
with a proportional share of any additional cash
allocated to the FPC in future.

¥ The prescribing costs element will be found from
within the overall drug budget allocated to the RHA in
accordance with the proposals set out in chapter 7.

6.10 The Secretary of State will publish shortly a technical
paper which will set out the detail of how these and other
proposals described in this chapter will be implemented, as a
basis for discussion with interested parties.

The management of practice budgets

Buying hospital services

6.11 Where costs are to some extent under the direct control of
the practice itself, as with practice staff and premises
improvements, GPs should have relatively little difficulty in
keeping within budget. But the costs incurred by hospitals in
treating each patient referred by the GP are not within the GP’s
own control. It is essential that practices are able to manage
their total expenditure, without denying services to their
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patients. It is also important that they do so in a way which
enables them to negotiate the best deals they can.

6.12 To this end, practices within the scheme will need to make
full use of the range of methods of buying hospital services
described in chapter 4. To cover initial referrals for
out-patient appointments, for example, a practice may wish to
negotiate fixed-price contracts for each specialty with
particular hospitals. The hospital would then provide an agreed
range of out-patient services to patients referred from the
practice. In this way any patient who needed the urgent advice
of a specialist would be able to get it. Practices will want to
hold some money back, to keep open the possibility of buying
services at marginal cost where hospitals have spare capacity to
offer in the course of the year. GPs themselves will be
responsible for deciding the best mix of budgeting and
contractual arrangements for their practices, in the light of the
working paper on contracts referred to in chapter 4. The
Government will ensure that ideas and experience are widely
disseminated.

Scope for flexibility

6.13 Practices within the scheme will be well placed to generate
savings within their budgets. The Government intends that they
should be able to spend any such savings as they judge best to
plough money back into improving their practices and offering
more and better services to their patients.

6.14 Urgent treatment must always be available to patients in
all circumstances. If for good clinical reasons a practice finds
itself overspending its budget in any year, the Government will
allow it to overspend by up to 5% in that year. The RHA will
provide for that overspend within its overall cash Timit. Any
overspending will be recouped in the following year. If a
practice overspends in excess of 5%, or persistently overspends
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at a lower level, the FPC will initiate a thorough audit,
including a review by other doctors of any medical judgements
which seem to be causing budgetary problems. An overspend in
excess of 5% for two years in succession may result in a practice
losing the right to hold its own budget.

Management costs
6.15 Each practice’s budget will include a fee to cover the
management and other costs, including start-up costs, of

participating in the scheme.

Implementation

6.16 The Government’s aim is to encourage a substantial number
of GP practices to apply to manage their own budgets with effect
from April 1991, with more practices joining the scheme in
subsequent years. In the meantime the Government will seek the
_necessary powers to enable GP practices to buy hospital services
" in the ways proposed. It will also encourage and invest in the
development of the information systems which will be needed to
support the calculation of budgets, the pricing and costing of
hospital services to GPs, and the monitoring of prescribing
costs.

6.17 The Government will look to RHAs and FPCs to give a
positive lead in guiding and supporting GP practices which are
interested in joining the scheme. The decision on any
application will rest with the relevant RHA in each case, subject
to a right of appeal to the Secretary of State. In reaching its
decision the RHA will need to consider two main factors: first,
the ability of the practice to manage its budget effectively, for
example its practice management capacity, its technology and its
access to hospital information; and, secondly, the GPs~
commitment to, and policies for, taking individual decisions
within a collective budget.
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CHAPTER 7: MANAGING THE FAMILY PRACTITIONER SERVICES

Introduction

7.1 The reforms of the hospital and community services set
out in this White Paper make it possible and necessary to
build on the policies already set out in the Government's
White Paper on primary health care, "Promoting Better Health"
(Cm 249). General practice will play an even greater role in
assisting patient choice and directing resources to match
patient needs throughout the whole Health Service as a result
of the Government's new policies. The Government believes
that, in order to play this key role to the full, general
practice will need strengthening in four areas: patient
choice; medical audit; prescribing costs; and management. In
each case the Government's proposals complement those in the
rest of this White Paper by aiming to improve services for
patients, both directly and through achieving better value for
money .

Patient choice

7.2 In "Promoting Better Health", the Government described a
range of measures it intended to introduce to put the patient
first. A better informed public, a remuneration system geared
to patient choice, and better value for money, were seen as
key means to this end. This White Paper provides an
opportunity for the Government to develop further some key
objectives.

Capitation fees

7.3 At present, capitation fees form on average 46% of a GP's
income. "Promoting Better Health" stated the Government's

Ge=ler
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intention to raise this proportion. The Government remains of
the view that GPs will have a stronger incentive to satisfy
their patients if a greater proportion of their income is
attributable to the number of patients on their lists. The
Government intends, therefore, to raise average remuneration
accounted for by capitation fees from 46% to at least 60%, as
soon as possible. This will still allow scope for targeted
incentive payments, for example for childhood immunisation or
cervical cancer screening, and special arrangements for
practices in deprived inner cities and thinly populated rural
areas.

Choosing a doctor

7.4 The Government also remains determined that patients must
be able to exercise a real choice between GPs. "Promoting
Better Health" outlined two particularly important changes to
this end.

7.5 The first change is to give patients the opportunity to
make a better informed choice. GP practices will be
encouraged to produce and distribute information about the
services they offer. The Government believes that the
advertising of services offered by practices should become the
norm, subject only to safeguards necessary to protect the
quality of professional services available.

7.6 The second key change is to enable patients to register
with a new doctor without having to go through the present
restrictive procedure, which requires them first to approach
their existing doctor and FPC. Patients should be quite free
to choose and change their doctor without any hindrance at
all, and the Government will bring forward the necessary
amending Regulations as soon as possible.

ik d e

B:D10.44/3

CMC until 31JAN



SECRET cMO uat;i 31JANSE

Better information for doctors

7.7 If they are to make the best use of resources and
services on behalf of their patients, family doctors need good
information on, for example, waiting times, hospital referrals
and prescribing patterns. Many doctors' practices are already
computerised, but there is scope for considerable further
development to enhance the service which doctors can offer
their patients.

7.8 In "Promoting Better Health", the Government announced
its intention to encourage the continued development of
information and communication technology and computerisation
in primary care. The Government will make available
additional resources for the development of computer systems
in general practice and for RHAs and FPCs to develop systems
which improve the flow of information to GPs. The Government
will discuss it proposals for development in this field with
all interested parties.

Medical audit

7.9 As with the hospital service, the Government intends to
work with the medical profession nationally to establish a
system of medical audit in general practice. A good deal is
already being achieved by the profession itself, for example
through the Royal College of General Practitioners' "Quality
Initiative". The Government's aim will be to build on these
foundations.

7.10 The organisation of medical audit will be Tess
straightforward than in hospitals. Care is delivered in more
places; periods of treatment are less well defined; medical
records are usually less detailed. But the Government is
confident that these are difficulties which can be overcome.

o Iy o e
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It believes that the following key features will be generally
applicable to medical audit in general practice:

* medical audit locally should be based on both peer
review and on self-audit by GPs and GP practices.

* local practice and procedures should be led, supported
and encouraged by a medical audit advisory committee
established by each Family Practitioner Committee
(F P

* each FPC, in consultation with its GPs, should set up
a small ‘unit of ‘doctors: and other staff to support and
monitor the medical audit procedures of its practices.

* the local medical audit advisory committee should
guide the work of the medical audit unit and, where
necessary, help to arrange an external peer review of
a-GP o6r GP: practice.

* FPCs should have access to the general results of
medical audits of GPs.

7.11 The Government will consult the profession and FPC
interests fully on the detail of a framework for medical
audit. The Government believes that, once a satisfactory
system has been developed, all GPs should be required by their
contracts to take part.

Prescribing costs

The present position

7.12 The drugs bill is the largest single element - more than
a third - of total expenditure on the family practitioner
services (FPS). The cost of medicines accounted for £1.9

QE':(;':‘%'”@
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billion in 1987-88, more than the cost of the doctors who
wrote the prescriptions. Expenditure on medicines has grown
on average by four per cent a year above the rate of inflation
over the past five years.

7.13 There are wide differences in drug costs from one part
of the country to another, varying from £26 per head of
population in one locality to £48 in another. To some extent
these variations result from differences in population
structure and morbidity. But they also reflect varying
attitudes to prescribing by doctors who have no direct
interest in the cost of the drugs which they prescribe.

7.14 Following the introduction of the Selected List - which
saved £75 million in the drugs bill in its first year of
operation, to the benefit of the: vest "of the NHS . - the
Government invited the medical profession to take part in
voluntary measures to improve prescribing practices. The
major result of this was the introduction of a new prescribing
information system - known as "PACT" - which provides good
quality data on doctors' prescribing patterns and how they
compare with others'

Indicative drug budgets

7.15 The Government now proposes to build on these
arrangements through a system of indicative drug budgets for
GPs. The objective of this scheme is to place downward
pressure on expenditure on drugs, particularly in those
practices with the highest expenditure, but without in any way
preventing people getting the medicines they need. In this
way prescribing can be improved and wasteful expenditure
avoided, for the benefit of the NHS as a whole.

7.16 Each year the provision made for FPS drug costs in the
Parliamentary Estimates will be divided among the 14 health

et el
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Regions, and RHAs will set drug budgets for each FPC on the
basis of reasonable assumptions about prescribing costs in the
FPC's area. FPCs will then set indicative budgets for each
practice in discussion with the GPs themselves, taking into
account both existing prescribing costs and the average for
practices in similar circumstances. In determining the total
amount available for drug spending, the Government will
provide for the medicines which people need, to be supplied at
reasonable prices, and will allow for the introduction of new
drugs. The amount determined for a particular year may
subsequently need to be revised as a result, for example, of
severe cold weather or an influenza epidemic, but otherwise
RHAs and FPCs will be expected to work to the budget they have

been given.

7.17 FPCs will need to monitor spending during the year and
discuss with any practice which appears likely to exceed its
indicative budget the reasons for this - which may of course
be entirely acceptable - and any steps it should take to curb
spending. RHAs in turn will monitor the performance of FPCs.
Any overspending will be taken into account when the following
year's overall regional allocations are determined. The PACT
information will be used initially to monitor spending against
budgets, but because this is derived from prescriptions sent
by pharmacists for pricing and payment there is inevitable
delay in providing doctors with the necessary information. An
improved information system will therefore be needed before
the new scheme can operate fully. Subject to further
consideration of the details of the scheme, the Government
will aim to introduce it with effect from April 1991. In the
meantime action to encourage more economical prescribing,
through the dissemination of information and monitoring of
GPs, will continue.
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The operation of the scheme

7.18 The Secretary of State for Health will publish shortly a
working paper which will set out the detail of how the scheme
will be implemented, for discussion with interested parties.
The paper will cover:

o the factors to be taken into account and the weight
to be attached to each of them in setting
indicative budgets for practices;

- how best to provide up-to-date information about
doctors' prescribing;

b the place of local formularies (locally agreed
lists of drugs which would normally be prescribed
in the majority of cases) by which FPCs and DHAs
can establish rational prescribing policies
covering both the FPS and the HCHS in the area.

7.19 Where a GP practice exceeds its indicative budget, the
FPC's first recourse will be to offer advice and, where
necessary, to bring a process of peer review to bear on the
GPs' prescribing practices. The Government will also seek
powers to enable FPCs to impose financial penalties on GPs who
persistently refuse to curb excessive prescribing. The
technical paper referred to in paragraph 7.18 will cover the
detailed application of these sanctions.

7.20 An FPC and those of its GPs who have not opted for their
own practice budgets will be able to agree with their RHA a
target for underspending on its annual drug budgets. Where
this target is achieved, half of the underspend will be
retained by the FPC and spent on schemes of improvement in
primary health care in their areas as agreed with their GPs.
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For the first time, this will give the medical profession a
positive incentive, linked to their interest in improving
primary health care, to encourage cost-effective and prudent
prescribing.

Management

1%24 In "Promoting Better Health", the Government set out its
intentions to strengthen the management of the family
practitioner services (FPS). This becomes even more important
as a result of the additional tasks which those responsible
for the FPS will acquire under this White Paper. The rest of
this chapter sets out the Government's proposals for
strengthening the management of the FPS.

GP numbers

7.22 It is the Government's responsibility to ensure that
there is adequate access to primary care services across the
country; that opportunities exist for good doctors to enter
general practice; and that there is a sensible, overall
balance between the numbers of doctors in hospitals on the one
hand and in general practice on the other. The Government
proposes to take two further steps to enable it better to
control the total cost of the service while ensuring that
sufficient opportunities remain in general practice. First,
it will seek reserve powers to control, if necessary, the
number of GPs entering into contract with the NHS. Secondly,
it will seek in due course to reduce from 70 to 65 the
retirement age for GPs which has been introduced through the
Health and Medicines Act 1988.

Composition of FPCs

7.23 FPCs currently consist of 15 members from the contractor
professions and 15 lTay members, plus a Chairman. The
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Chairman may be either professional or lay. A1l the members
are appointed by the Secretary of State. The 15 professional
members are drawn from nominations made by the professions'
local representatives. Four of the lay members are drawn from
DHA nominees, and a further four from local authority

nominees.

7.24 The Government does not believe that a committee with 30
members can lead the management of the FPS as effectively as
the changes now envisaged will require. Further, it is
difficult for the management of contracts with practitioners
to be the responsibility of bodies on which half the members
are nominated by representatives of the practitioners whose
contracts are to be managed. The Government will therefore
seek powers to change the composition of FPCs so that their
membership consists of:

X a maximum of 11 members in total, including a
Chairman appointed by the Secretary of State.

" four professional members - a doctor in general
practice, a dentist, a community pharmacist and a
nurse with experience of community care - all
appointed by the RHA and serving in a personal, not
a representative, capacity.

* up to five lay members, appointed by the RHA and
chosen for their experience and personal qualities.

* a chief executive, appointed by the Chairman and
lay members.

The Government will ensure that the new lay membership will
preserve a measure of continuity with FPCs as currently
constituted.
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7.25 The currently extensive FPC sub-committee structure will
be considerably slimmed down. The working paper will set out
the basis on which FPCs will be able to co-opt members to the

remaining sub-committees.

7.26 The local committees representing the practitioner
professions will continue to have an important role to play in
the development of services, and FPCs will consult them in
carrying out their functions.

Executive management

7.27 The Government proposes to create new chief executive
posts in all FPCs, to be filled by open competition. The
salaries for these new posts will be set significantly above
those of the present FPC Administrators, to be attractive to
good quality managers from both inside and outside the NHS.
FPCs will also need to strengthen their management and
administration generally. The main task of the new chief
executives will be to supply the drive needed to manage
change, working closely with the contractor professions
themselves.

Accountability of FPCs

7.28 Since the 1985 reorganisation, the Government has
achieved some substantial improvement in the performance of
FPCs. A good deal has been done in setting objectives for the
FPS and in carrying out performance reviews to assess the
progress made by FPCs in achieving those objectives. It has
been possible to introduce and complete a computerisation
programme, so that every FPC can now not only do its work more
efficiently but can also call and re-call patients for
essential preventive services such as cervical cytology.

B:D10.44/3
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7.29 The Government now intends to make FPCs accountable to
RHAs, as are DHAs. This change will bring responsibility for
primary health care and hospital services together at a
strategic level. It will then be easier to plan and monitor
effectively comprehensive policy initiatives spanning both
services, for example in the field of health promotion and
disease prevention. It is no longer necessary for the
Department to be so directly involved in local management or
for it to hold directly accountable as many as 90 different
bodies.
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CHAPTER 8: HEALTH AUTHORITY MEMBERSHIP

Introduction

8.1 Today s health service is a complex, multi-billion pound
enterprise. Demand is continually increasing while resources

are inevitably limited. The Government recognises the demands
that this places on Health Authority Chairmen and members and

is very appreciative of their efforts.

8.2 Chairmen and members of Health Authorities will, in
future, continue to have a vital role in the management of the
health service and will need to spearhead the changes that the
Government is proposing in the White Paper. Because so much
management responsibility is now to be devolved from the
centre, the Government has decided that the membership of
Authorities should reflect this new role.

Composition of health authorities

8.3 Regional and District Health Authorities currently
comprise a Chairman and between 16 and 19 members. The
Chairmen and members of RHAs are appointed by the Secretary of
State. The Chairmen of DHAs are also appointed by the
Secretary of State, and most of the members are appointed by
the relevant RHA. The RHA is required to consult various
interests, and must appoint a representative of the
appropriate university. Between 4 and 6 of the members of
DHAs are directly appointed by relevant Local Authorities.

B:D7.44/4 SECRET
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8.4 At District level, the arrangements for appointing
members reflect a long-standing lack of clarity about the role
of Health Authorities. At present they are neither truly
representational nor management bodies. Many members, such as
those appointed directly by Local Authorities or on the advice
of trades unions and professional bodies, usually regard
themselves as representatives. But as a body they are often
confronted by the need to take detailed decisions on key
management issues. And the actual managers themselves are not
members of the Authority. The Government believes that
Authorities based on this confusion of roles would not be
equipped to handle the complex managerial and contractual
jssues that the new system of matching resources to
performance will demand. The members needed to work on the
new system should be appointed on the basis of the skills and
experience they can bring to the Authority.

8.5 1If Authorities are to discharge their new
responsibilities in a business-1ike way, they need to be
smaller and to bring together executive and non-executive
members to provide a single focus for effective
decision-making.

8.6 The Government therefore proposes that, with effect from
the earliest possible date following the necessary
legislation:

¥ RHAs and DHAs will be reduced from their present 16-19
members to 5 non-executive and up to 5 executive
members plus a non-executive chairman;

¥ the executive members will include the general manager
and the finance director. They will be appointed by
the non-executive members acting with the general
manager for appointments other than his own;
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¥ the Secretary of State will be responsible for
appointing the Chairmen and non-executive members of
RHAs and the Chairmen of DHAs;

¥ RHAs will be responsible for appointing the
non-executive members of DHAs;

¥ non-executive members will be appointed solely on the
basis of the skills and experience they can bring to

the Authority;

¥ Local Authorities will no longer have a right to
appoint members to DHAs;

¥ Teaching Districts will continue to include someone
drawn from the Medical School;

¥ RHAs will include an FPC Chairman.
8.7 The interests of the local community will continue to be

represented by Community Health Councils (CHCs) which act as a
channel for consumer views to health authorities and FPCs.
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CHAPTER 9: WORKING WITH THE PRIVATE SECTOR

Scope of independent health sector

9.1 Since 1948 the Health Service has been complemented by an
independent health sector made up of a broad spectrum of
private, voluntary and charitable bodies. The independent
sector has re-inforced the Health Service not only in areas
such as elective surgery where public provision is universal,
but also in areas where NHS coverage is limited. These range
from hospices, nursing and convalescent homes to fitness
training, screening and chiropody. Its contribution to health
care in the UK is now very substantial:

* 5.34 million people or 9 per cent of the population
of the UK are covered by private insurance;

* its acute hospitals have 6 per cent of acute beds
and treat over 510,000 in patients and day cases a
year;

¥* it carries out 17 per cent of all elective surgery

in England, including 28 per cent of all hip
replacements and 19 per cent of all coronary artery
by-pass grafts;

¥ it provides some 70 per cent of all hospice beds;

* there are some 78,000 beds in nursing homes which
accounts for virtually all nursing home provision.
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9.2 The advantages brought by the independent sector are that
o

® increases the range of options available to general
practitioners and patients;

¥ contributes, and could contribute more, to the cost
effective treatment of NHS patients. It increases
the options available to NHS management as well as
to individual patients;

* responds flexibly and rapidly to patient needs.

These advantages can be developed to the benefit of all
patients. Just as the private sector has no monopoly of
efficiency or quality of hotel services, so public provision
has no monopoly of caring or quality of clinical treatment.

9.3 More and more people are looking to the private health

sector for diagnosis and treatment. Between 1981 and 1986,
the number of inpatients treated in independent hospitals in
England and Wales grew by nearly a half to over 400,000.
During the same period, the number of day cases doubled to
100,000.

9.4 The Government welcomes this increase, not only because
it relieves pressure on the NHS but also because it increases
the opportunities for the NHS and the independent sector to
learn from each other, to support each other and to buy and
sell services to each other. The Government’s reforms will
open up further opportunities for the two sectors to work
together for their mutual benefit.

9.5 There is already a growing partnership between the NHS
and the independent health sector. In 1986, contractual
arrangements between the NHS and independent sector led to
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over 26,000 inpatient treatments at a cost of some £45
million. Many of these are long term contracts. As part of
the Government’s drive to improve hospital waiting 1ists, many
health authorities have entered short term contracts with
private hospitals specifically to treat waiting l1ist cases.

9.6 The Government believes that there is considerable scope
for building on these initiatives. Under the proposals set
out in Chapter 6 general practititioners and their patients
will be able to choose treatment in the private sector for
certain conditions if this offers better quality or better
value for money than buying NHS services. Similarly, health
authorities carrying out their new role of purchasers rather
than providers of care will buy in services from the private
sector if they offer a better deal than is available from NHS
hospitals.

9.7 If health authorities are to make the best use of private
sector facilities, they will need to be satisfied that the
standard of medical care being offered is comparable to the
standards expected within the Health Service.

Choosing independent health care

9.8 A key factor in the development of the private sector has
been the spread of private medical insurance. The number of
people insured has grown significantly in the past few years:
the biggest single element has been the increase in the
provision of medical insurance cover by companies for their
employees. But in most cases this cover stops when an
individual retires. As a result, he is faced with the choice
of whether to take out cover as an individual at a time when
his income has fallen and when medical insurance premiums
rise.
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9.9 To help meet this problem, and to encourage both the
provision of medical insurance for older people and its
take-up, the Government has decided to introduce legislation
to give income tax relief from April 1990 on all premiums for
those aged 60 and over, whether paid by them or, for example,
by their families on their behalf.

Competitive tendering

9.10 The Government launched a competitive tendering
initiative in 1983 for domestic cleaning, catering and laundry
services. Five years later that initiative has generated
savings on these services approaching #120 million a year
across the UK - some 17% of previous costs. This is not
simply a reflection of efficiency in the private sector since
some 85% of contracts were won in-house, despite the keen
competition. Competition has not only produced substantial
savings. It has also led to clearer performance criteria,
improved productivity, innovative ideas and techniques, and

better management.

9.11 The range of support services which NHS management at
local level is now testing or planning to test through
competitive tender is widening all the time and the total
value of NHS services now subject to regular tendering is well
in excess of £1 billion a year. Examples include portering,
estate services, linen rental, computer services, security,
distribution, design, and sometimes individual package
contracts which cover a wide range of support services on the
same site.

9.12 The Government believes that there is scope for much
wider use of competitive tendering, beyond the non-clinical
support services which has formed the bulk of tendering so
far. This can extend as far as the wholesale “buying in” of
treatments for patients from private sector hospitals and
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clinics, as has proved effective in the Waiting List
Initiative. But competitive tendering should not be just a
“top down” exercise. The Government’s objectives of
delegating decision making to the operational level and
introducing more competition into the provision of services
will greatly increase the opportunities for managers to buy in
services from the private sector where this will improve the
services to patients. Health authorities and their managers
will be required to consider such opportunities as an option

in carrying out their new role.

Joint Ventures

9.13 There is a range of schemes open to health authorities
which involve co-operation with the private sector and, by
allowing the shared use of expensive facilities, can spread
the costs to the benefit of each partner. These include:

* sharing the construction of hospital facilities with
costs apportioned according to the use each sector
plans to make of them. These create opportunities
for trading between the two sectors, with the
private sector selling capacity to the NHS and the
NHS selling diagnostic services for example to the
private sector;

* leasing NHS land, buildings or other facilities to
the private sector, which develops and runs health
or other facilities on an NHS hospital site. The
lease can be on conventional repayment terms, or can
enable the NHS as landlord to share some of the
profits generated by the lessee;

¥ leasing part of a hospital site to a housing
association to provide low-cost accommodation for
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NHS staff. The housing association can either build
afresh or refurbish existing accommodation.

9.14 In addition, the imaginative use of private sector
skills - and sometimes financing - can result in more
cost_effective and quicker development of new and existing
services. For example, the Government intends that, subject
to the approval of individual schemes, it will be possible for
a private developer to provide a new hospital for a DHA on a
green-field site. In effect, the developer is providing
bridging finance for the DHA between the construction costs
and the land sales receipts. The objective would be a
hospital with lTower running costs, built more quickly.

9.15 The professional advisers referred to in paragraph 2.26
will be available to advise authorities on the most effective
use of under-used assets or development potential.

9.16 Taken together, the Government believes that schemes of
this kind hold major potential benefits for each partner. The
Government expects all health authorities to consider the
opportunities for co-operative ventures as part:of thetr
regular reviews of performance.
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(20.1.89)
CHAPTER 10 - SCOTLAND
Introduction

1. Scotland enjoys high standards of health care available to
all regardless of income. The proposals in this White Paper
will build on these and on a proud tradition of medical~and
nursing education. Among the achievements published in “The
Scottish Health Service” last November were longer life
expectancy; fewer still-births; lower rates of perinatal and
infant mortality; more inpatient, day cases and outpatient
attendances; increased numbers of patients receiving renal
dialysis, kidney transplant operations, and operations to
replace joints and treat cataracts. There has been progress
too in reducing inpatient waiting lists, increasing care for
the elderly in their homes, increasing numbers of doctors and
nurses and raising the level of the Health Service building
programme. Total expenditure in the NHS in Scotland has risen
by over 33% in real terms from £1,053 million in 1979-80 to a
planned #2,755 million in 1989-90.

2. The means of achieving further improvements in the
efficient delivery of health care set out in this White Paper
apply fully to Scotland. Scotland will maintain its high
standards of medical care, the benefits of greater patient
choice, modernised and improved buildings, and equipment, and
a service which is responsive to the needs and wishes of
individual patients. The necessary changes can be brought
about only by giving staff a more satisfying measure of
responsibility coupled with clearer accountability for the
results they are expected to produce. This applies not only
in hospitals but also in the community and family practitioner
services which normally provide the first contact patients
have with doctors and nurses.
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Putting Patients First

3. Better patient care is the primary aim of the Review. A
key element in how patients view the hospital service,
however, is the waiting time for treatment, and there is no
doubt that many people are still having to wait too long. The
Government has already asked Health Boards to reduce the time
patients have to wait for hospital treatment, and the
increased funds made available for this purpose over the past
two years have paid for such things as 175 extra hip
replacement operations in Highland and 1,200 extra orthopaedic
outpatient consultations in Greater Glasgow. In 1989-90 up to
Z7m will be available to Health Boards to continue this work.

4. Health Boards will now be asked specifically:

% to plan and deliver their services in a way which aims
to meet the expressed wishes of patients

¥ to provide hospital and clinic appointment times that
patients can rely on

¥ to provide clear and helpful leaflets for patients

¥ to work towards ensuring that all outpatients are seen
by a onsultant on their first visit, rather than by a
junior doctor

%¥ to treat patients as valued customers and to ensure
that any complaints are handled promptly and
sensitively

The Secretary of State will be considering further how to

ensure that Health Boards seek and act upon their patients’
views.
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Primary Health Care

5. Primary health care services are Jjust that: family
doctors, dentists, chemists, community nurses and health
visitors are normally the first point of contact between
patients and the Health Service. Responsiveness to patients’
needs was a key element in the White Paper on improving
primary health care services - “Promoting Better Health”. Its
detailed implementation is currently being discussed with the
professions concerned and Scottish interests are fully
represented. The Government believes that primary health care
providers should improve their service to patients by better
management of their own activities and better co-ordination
with those of the hospital service. The Government intends to
build on the proposals in the White Paper on primary health

care services by:

¥ encouraging GPs to take more responsibility for the
resources they use

% pressing ahead with plans to let patients have more
information about GP services and to make it easier
for them to change their doctor

% 4increasing competition among GPs by raising the
portion of their pay which is related to the number of
patients on their lists from 46% to 60% as soon as
possible, while safeguarding the position of doctors
in the less populated areas in Scotland

% encouraging more economical drug prescribing by giving
Health Boards reasonable budgets for their expenditure

on drugs, and giving GP practices indicative budgets
for their prescribing costs.

B:D12.49/7

SECRET

CMO unti: 31.JANED



SECRET CMO unt; 31 JAN 89

H

6. In considering how these changes can best be made, the
Government has reviewed the arrangements under which Health
Boards not only run the hospitals but the community health and
family practitioner services as well. This integration has
worked well since 1974 and still seems appropriate for
Scotland, given the scale of the Health Service and the
distribution of population served by each Health Board. The
present framework will therefore be retained, but Health
Boards will obviously have to make adjustments to give the
increased emphasis to accountability and consumer choice
proposed in this White Paper.

7. In Scotland, as elsewhere in the UK, general practitioners
should have more freedom to manage the resources which pay for
the health care of their patients. Large group practices will
be able to choose to have their own budgets from which to buy
a range of operations and treatments for their patients, such
as hip replacements and cataract removals, direct from
whichever hospital can best provide them. These budgets will
cover the spread of outpatient services, tests and inpatient
treatments described in Chapter [ ], improvements to
premises, the costs of prescribing drugs, and the 70% of the
cost of employing practice staff already paid by the
Government.

8. Health Boards administer family practitioner, hospital and
community services, and so should be well placed to run such a
scheme. But they will need adequate information systems for
the purpose, as will the general practices. GPs who wish to
have practice budgets will have to demonstrate to the Health
Board that they are capable of managing them but they will be
able to appeal to the Secretary of State against refusal or
withdrawal of authorisation. GPs will have the financial
freedom and flexibility within these budgets described in
Chapter [ "Js
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9. At first, practices with lists of at least 11,000 will be
eligible to opt for GP budgets. This represents about sixty
practices in Scotland or 5% of the total, a smaller proportion
than in England since Scottish list sizes are smaller than
average because of the more scattered population. Smaller
practices in Scotland will however be able to group together
if they wish to do so in order to opt for GP practice budgets;
and once some experience has been gained the option could in
any event be extended to smaller practices. Details of the
scheme will be set out in a paper which is being published
following the Review, and the Government will work out
suitable arrangements with the Health Boards in whose areas
group practices opt for these budgets.

Medical Audit

10. Medical audit is a fundamental principle of the Review.
Briefly, it is the systematic process by which doctors
continually assess and evaluate their ¢1inicaT practice, the
organisation of services, their managerial function and
educational activities. Doctors and managers require such
information to enable improvements to be made in services to
patients, to plan ahead, and to improve quality. It enables
an efficient and effective use to be made of resources.

11. It is doctors, not politicians or managers, who treat
patients and the Government is therefore seeking the full
co-operation of the profession. There have already been
consultations on audit with Scottish medical educational
interests, including the Royal Colleges, the Universities, the
Health Boards, the British Medical Association and the
Scottish Council for Postgraduate Medical Education; and the
Secretary of State will produce a consultation document
shortly. Pioneering work by doctors in Lothian has
demonstrated how they can examine the effectiveness of
clinical care and take steps to improve their own performance.
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12. Medical audit in primary health care will make use of the
micro-computer software already issued free to general
practitioners on request - the General Practitioner
Administration System for Scotland (G-PASS). This system
already assists with repeat prescribing, patient
administration, recording details of illness, and the
call-and-recall of patients for screening and inoculation.
Future versions will help to record information about the
outcome of treatments given to patients. Over a third of
practices, spread all over Scotland, now use G-PASS. The
Government intend to extend its availability to all GPs who
use a microcomputer and to make sure it fits in easily with
the information systems being developed for the hospital

service.

13. Another pilot project in Lothian, which the Government
plans to extend to an increasing number of general

" practitioners, provides information on the properties, effects
.and costs of modern medicines. An interactive viewdata system
(VADIS) gives doctors and pharmacists clinical and
pharmaceutical information on a wide range of commonly used
and new drugs and comparative costs of drugs with the same
therapeutic properties. Future developments could give
doctors information about their own prescribing costs, with
comparisons of local and national averages, and the cost of
alternative products. In time, GPs should be able to call up
on a visual display screen on their desk information about
medicines and about hospital waiting lists so that their
patients can be given right away the best obtainable immediate
treatment plus information about any subsequent hospital
referrals which may be necessary. This should reduce the
anxiety and inconvenience which any illness and its treatment
inevitably bring.
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14. There are occasionally reports of alleged
over-prescribing by GPs and machinery exists to investigate
such cases in the interests of patients and of containing the
costs of the Health Service. The Government proposes to make
these arrangements more effective, and will consult the
profession about changes in the respective roles of Health
Boards and area medical committees to make sure that a more
obviously impartial judgement can be made in each case.

Self-Governing Hospitals

15. The proposals for self-governing hospitals set out in
Chapter 3 will make a significant contribution to improving
services to patients. In the absence of a regional tier in
the Scottish Health Service, the Scottish Home and Health
Department will be responsible for guiding and supporting
those hospitals which meet the criteria, and want to become
self-governing, to achieve this status. Subject to
legislation, at least 2 major acute hospitals might attain
self-governing status not later than 1992; but in the longer
term some 30 Scottish hospitals might be regarded as potential
candidates. The Secretary of State will consult interested

parties on the implementation of these proposals.
Central Management of Scottish Health Care

16. Following the successful introduction of general
management, the Government now aims to develop and to
strengthen the role of general managers by delegating to them
more decision-making on operational matters. Ministers will
retain full responsibility for strategic policy and for
ensuring the cost-effective use of public money. Delegation
downward must be matched by accountability upward. General
Managers are already formally accountable for the spending of
their boards. Building on existing monitoring of progress,
the Government will introduce an Annual Round of
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Accountability Reviews and Target-Setting at which each Health
Board will discuss with the Scottish Home and Health
Department the Board's performance over the past year and will
agree targets for the coming year.

17. The responsibility for health service policy will
continue to rest with the Scottish Home and Health Department,
reporting to the Minister for Education and Health and the
Secretary of State. However, it is desirable that the
management of the Health Service should be strengthened and
the Government has decided to appoint a Chief Executive for
the NHS in Scotland. The Chief Executive will be responsible
for the efficiency and performance of the Health Service and
for the overall supervision of the execution of policy. He
will have responsibility for the establishment of appropriate
and adequate information and data systems required to ensure
effective delivery of patient services.

18. The Scottish Health Service Policy Board will, however,
be abolished. In the initial stages, following its launch in
1985, the Board contributed substantially to the work of
introducing general management to the Scottish Health Service.
Over the last two years, however, it has met infrequently
because broad issues of policy can be dealt with more
effectively by Ministers directly, seeking advice as necessary
through meetings with representatives of Health Boards and
other bodies and, in future, through the work of the Advisory
Council which will replace the present Health Service Planning
Council.

19. The decision to replace the Planning Council has been
taken in the light of responses to a widely circulated
consultation document which sought to establish how best to
respond to the changing needs of the Health Service. The
Secretary of State will appoint to the new Advisory Council
individuals representing health service management, the
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professional and other staff, the universities, the private
health sector and other related interests. This will provide
the best advice available to the Secretary of State on the
exercise of his health functions from people who can provide a
range of skills and experience of every aspect of providing
modern health care. The Council will also, with his
agreement, offer guidance on good practice to Health Boards
and others delivering health care. Further details of the
composition of the new Council and its committees will be
announced, and the necessary legislation prepared, in due
course.

20. The role of Health Boards has already begun to change
with the advent of general management. Their future
membership should reflect and assist this process. In
particular, general managers should sit on boards as members.
Greater emphasis on the role of health boards in
commissioning, contracting for, and purchasing services from
providers (rather than, as now, supplying most services at
their own hand) will make it particularly valuable to have
members with business skills and experience on Boards. In
future Boards will be somewhat smaller than the present range
of 14-22 members and their composition will reflect the
changing requirements, with members appointed on the basis of
the personal contribution which they can make.

Finance

21. Money for the current expenditure of the health service
in Scotland is distributed to the 15 Health Boards according
to the Scottish Health Authorities Revenué Equalisation
formula (SHARE). This measures the relative needs of the
different areas by weightings for the age and sex structure of
the population and its morbidity (as indicated by standardised
mortality rates).
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22. The Government proposes to simplify the formula by
removing central adjustments for cross-boundary flows. In
future “the money will follow the patient” across Health Board
boundaries, so that wherever patients are examined, tested or
treated, the board where the patient lives will pay for the
work done by the board where the work is carried out.

23. This change will require prices to be set for a wide
range of hospital and laboratory procedures. To begin with,
an indicative tariff for acute hospital procedures, based upon
their classification into diagnosis-related groups (DRGs) may
be set centrally; but in due course providers should be able
to set their own prices. The Secretary of State will consult
interested bodies during 1989 about what modifications to
SHARE might be introduced in 1990-91.

24. Considerable further investment in computers and
information technology will be needed to produce accurately
costed, patient-based, information. Once an accurate
information base is available, however, it may be possible to
move away from the SHARE formula altogether and to reimburse
providers entirely on the basis of work done rather than on
the basis of a forecast of needs.

25. The Government believes that more managerial freedom will
produce a better Health Service for patients. One of the ways
of helping the process of change 1is through the increasing
value for money work carried out by those who audit the
accounts of the health authorities. This work is currently
done by the Scottish Office Audit Unit, which is not part of
the Scottish Home and Health Department, but is answerable to
the Secretary of State. The audits of two Health Boards have
recently been contracted out to commercial auditors. The
Secretary of State will keep these arrangements under review
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in order to ensure that they are still the best and most
effective means of securing value for money in the Health
Service in Scotland.

The Private Sector

26. Scotland’s growing independent health sector has 7,000
beds. Most of them give nursing and convalescent care to
frail elderly people. In fact, a third of Scotland’s
long-stay beds are in the private sector. Health Boards
already draw on this resource - over 800 nursing home places
are taken by National Health Service patients. Many other
residents have their fees paid through Social Security funds.
Nursing homes can offer the very elderly - a fast growing
group - congenial surroundings, nursing care, and a choice of
location. The Government expects them to play a big part in
providing services for the very elderly and, with that in
mind, has Jjust made new regulations, to be backed shortly by
guidelines of good practice, to promote standards of care.
Scotland’s voluntary sector — which has already made a large
contribution to hospice care - also has an important part to

play.

27. More Scots are looking to the private sector for the
diagnosis and treatment of their health problems. Over the
last year, private hospitals have worked closely with the NHS
to tackle waiting lists for operations like hip surgery, and
cooperation should continue and expand. With the introduction
of GP practice budgets, general practitioners in Scotland
should be able to choose, if they wish, to buy operations for
their NHS patients directly from private hospitals or from
self governing NHS hospitals. The results should be shorter
waiting times for operations, and more choice for patients.
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28. Medical procedures, like renal dialysis, could also
benefit from private sector involvement, and Health Boards in
Scotland are already looking at how private companies might
help them to provide more, and more convenient, dialysis
places.

Conclusion

29. The Government is determined to build on the achievements
of the Health Service by making it more responsive to the
needs and wishes of individual patients. Following this
Review patients will have more freedom in choosing their
general practitioner and in deciding where they should go for
hospital treatment. They will be able to exercise a
preference for general practices and hospitals which treat
them quickly, courteously and effectively. The changes will
require staff to have more responsibility and clearer

: accountability for their work; and the Government has every
“confidence that they will respond fully to the confidence
which is placed in them. This applies not only in hospitals
but also in the community and family practitioner services.
Through the means described in this Chapter the Government
will seek to ensure that the large amounts of money already
spent on the Health Service in Scotland are even better
managed and are channelled towards those who can provide the
best quality of patient care in the most efficient way.
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CHAPTER 11 - WALES

1. The people of Wales will benefit fully from the improvements
which will flow from the Review, and which will make the NHS more
responsive to the needs of patients. There are distinctive
health care needs and circumstances in Wales. This Chapter
describes these and the distinctive programme of action for the
Principality.

2 These improvements will build on the remarkable record of
achievement of the NHS in Wales over the 1last decade. NHS
expenditure per household in Wales (each year) has risen¥from £568
in 1978/79 to the record level of £1,854 planned for 1989/90, a
rise of over 44% in real terms. This has made possible the
highest ever number of front line staff. By 1987 there were 327
more hospital,medical and dental staff than in 1979 - an increase
of nearly 18%,~and 4,733 more nursing and midwifery staff - a
real increase of 13% (ie after allowing for the reduction in the
standard working hours for nurses). Over £600million (at 1988/89
prices) has been spent since 1978/79 on new and improved
hospitals and other health service facilities. Most important of
all, record numbers of patients are receiving the treatment they
need: comparing 1987 with 1979, over 99,000 more in-patients were
‘treated (up over 28%); over 88,000 more new out-patients (up over
20%); and over 45,000 more day cases (up nearly 150%).
Additional and recurrent Welsh Office investment ( £13.75million
in 1988/89) has made possible an unprecedented expansion of
community services for those with mental handicaps, at the same
time as improvements in the hospitals. Mental illness services
are receiving similar recurrent additional investment (over
£10million in 1988/89).

3. There is no regional health authority in Wales. Some of the
functions of the regional health authorities in England - such as
the holding of medical consultants' contracts - are the
responsibility of district health authorities in the Principality.
Others are carried out on authorities' behalf by the Welsh Health
Common Services Authority (WHCSA), and there is the special remit
of the Health Promotion Authority for Wales, which works in
co-operation with the DHAs and other interests, to prevent ill
health and promote better health.

4. Other regional functions, such as determining the capacity,
location and funding of regional services (such as renal
dialysis) resource allocation, regional manpower planning, and
strategic investment in information systems and technologies are
the direct responsibility of the NHS Directorate in the Welsh
Office. The NHS in Wales works under the strategic direction of
the Health Policy Board, which is chaired by the Secretary of
State. An Executive Committee of the Board is 1led by the
Director of the NHS in Wales and is responsible for carrying into
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effect the decisions of the Board. The Director is also the
Chairman of WHCSA. These arrangements, which were introduced
following the NHS management inquiry of 1983, have proved their
worth and will continue. They will be focused to ensure the
delivery of the programme of action described in this chapter.

PUTTING THE PATIENT FIRST: THE PROGRAMME FOR ACTION

Increased autonomy for hospitals

5)i- The introduction of general management at all levels of the
NHS in Wales has already brought a significantly improved focus on
quality of care and cost effectiveness. Unit general managers
have been appointed to run hospital and community services at
local level and given clear responsibility, working in
co-operation with medical, nursing and professional staffs, for
budgets and results. Wales is in the vanguard of the UK-wide
drive to introduce the information systems and technologies which
are needed to show what individual medical treatments cost.

6 The managerial autonomy of hospitals will be further enhanced
and hospital management and clinical staff will be given direct
responsibility for the services they provide. They will move as
quickly <as' possible to & position where ‘they are, in effect,
contracted to provide a given level, range and quality of service.

an
7 It will be possible by the early 1990s for ajmajor acute
hospital that so desires to become self-governing, provided that
it shows clearly that it will have the capacity to provide
efficiently and effectively an adequate range and depth of
services to the population it serves. The Secretary of State will
determine that range and depth of services. During the 1990s a
wider range of Welsh hospitals might be regarded as potential
candidates for self-government providing the Secretary of State is
satisfied that they can carry out the functions required of them.

Widening the choice of health care

8= These changes in the management of hospitals will take place
against a general background of widening choice of health care.

9. Private sector hospital care is relatively poorly developed
in Wales, with just 215 in-patient beds. And there are just 54
pay beds in NHS hospitals. These facilities will need to expand
to increase patient choice.

10. Health authorities in Wales have begun to purchase private
sector care where .this represents the best deal for patients.
These initiatives will be built on to lead a sustained drive to
reduce waiting times. Special consideration will be given to the
establishment of treatment centres to ensure the rapid turn-round
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of cases, with direct referrals by GPs for key disabling
conditions where waiting times are too long, such as hip and knee
replacements, cataracts, varicose veins and hernias.

11. The drive to widen choice in health care for the benefit of
patients will be supported and encouraged by changes in the way

in which resources are allocated. Money must move with the
patient so that hospitals which are efficient and effective, and
attract more work, get the resources they need. Detailed

proposals will be the subject of consultation.

Assuring quality of care

12. The Welsh Office will work jointly with the other UK Health
Departments and the professions to introduce as rapidly as
possible a comprehensive system of medical audit. There will be
close working with the professions and the representative bodies
in Wales to build on the work which has already been done. The
NHS in Wales will embark upon a programme to improve the quality
of acute care and other services, commencing with proposals in
1989 for better ways to inform patients about services and to
take account of patients' views in the development of services.

Additional Consultants

13 Between 1982 and 1987 there was an increase of 121, or
18.5%, in the whole-time equivalent number of medical consultants
in Wales. Proposals for additional permanent posts will be

e

announced shortly.

Closer involvement of doctors in management

14. Wales is well advanced in developing the role of clinicians
in management, in particular through the pilot resource
management project and the development of costings for individual
treatments. This work will be accelerated, so that information
systems to enable doctors to work with general managers and
ensure the most cost-effective use of resources are in place
throughout Wales by 1992.

Developing the role of the GP

15. The NHS in Wales has taken the lead in encouraging the
closer involvement of GPs in the planning and development of
hospital services, through an experiment under which the
decisions of GPs about where patients receive hospital treatment
will be reflected in the DHA's planning and budgeting. The
experience gained will be used to develop the role of GPs in
service planning across Wales.

16. There is already a sustained drive to equip GPs with the
management systems and technologies they need to make effective
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referrals to hospital services. The central elements are
information about waiting 1lists, waiting times and the costs of
treatment. This programme will be accelerated so that by 1992 all
GPs in Wales will have up-to-date information on which to base
their decisions.

17. As these initiatives take effect, and as GPs are able to
demonstrate their management capacity in these new ways, the
programme to enable GPs to hold budgets for their expenditure,
and those of key areas of hospital services, will be extended to
Wales. At first, practices with lists of at least 11,000 will be
eligible to apply to hold budgets; this represents about 30
practices in Wales. Details of the scheme will be set out in the
detailed document which the Secretary of State will publish
following the Review. Subject to suitable arrangements being
worked out with the appropriate health authorities, the
Government would like to see a number of GP budgetz in operation
by the early 1990s.

Promoting better health

18. There is far too much avoidable illness and premature death

in Wales. Levels of coronary heart disease, strokes and most
forms of cancer are significantly higher in Wales than on average
in the United Kingdom. A sustained drive to tackle these

problems is central to the future of a prosperous Wales. The
Secretary of State has set up the Health Promotion Authority for
Wales to lead this drive, building on the success of Heartbeat
Wales. Detailed proposals for action will be published later
this year.

The health authorities

19. Health authority memberships will be reconstructed with the
creation of new style boards on which the non-executive members,
including the Chairman, will be appointed by the Secretary of
State. There will be a strong emphasis in these appointments on
leadership and top level management qualities. The Secretary of
State will continue to appoint at least one member to each
authority in Wales from the University of Wales College of
Medicine. The executive directors of the board will include the
district general manager and the medical, nursing and finance
directors. The non-executive directors will form a majority.

20. The new boards will sharpen the focus on the delivery of
cost effective services and the quality of care, through the
development - of the DHAs' role as enablers and purchasers of
services, rather than simply as direct providers.
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The Family Practitioner Committees

21. The Family Practitioner Committees have major leadership and
management tasks, which are taken further by the proposals in
this Review. They too will therefore have newly structured
memberships, along the lines set out in Chapter 7. Each FPC in
Wales will have a Chief Executive, selected by the Committee
following open competition, who will be a member of the
Committee.

The consumer voice

22 There are 22 community health councils (CHCs) in Wales.
Their memberships come from the voluntary sector, the local
authorities, and by direct appointment by the Secretary of State.
In the light of the new style boards of DHAs, there is a strong
case for there being one CHC for each DHA area, to represent the
consumer voice in a clear and more focused way. The Secretary of
State will publish proposals along these lines for consultation.

Value for money

23. All of these proposals are aimed to secure better patient
care and to see that the maximum benefit is obtained from the
large resources that will be available. To help authorities
achieve targets for cost improvement programmes and the
generation of income, a value for money unit will be set up in
the NHS Directorate. There will be increased emphasis on
independent value for money studies. To help secure this the
external audit of the NHS in Wales will become the responsibility
of the Audit Commission.
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CHAPTER 12 - NORTHERN IRELAND

The Achievements of the Service

124

12,

1

The people of Northern Ireland already enjoy a high standard
of health care. Hospital and other health facilities
throughout the province have a well-deserved reputation for
responding to needs across the whole community, ranging from
the provision of complex regional services at major centres
of excellence such as the Royal Group of hospitals, to the
continuing care of elderly people. The majority of family
doctors practise from health centres in association with
primary care staff. The combined planning and management of
health and personal social services have brought real

advantages in continuity of care.

Recent years have seen substantial enhancements in service
and improvements in efficiency. Since 1978 funding for the
health services in Northern Ireland has increased in real
terms by almost 30%; there are 20% more doctors and 13% more
nurses employed than 10 years ago. Annual hospital
admissions have grown by 15% to over 210,000 and almost
30,000 people now receive treatment annually as day cases.
There have been major developments in regional services: the
kidney transplant programme in Belfast is recognised as being

the most successful in the United Kingdom, and important
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medical advances have have been achieved in other fields such
as mobile coronary care and neurosurgery. In the family
practitioner services, major initiatives aimed at promoting
more cost-effective prescribing have brought about

substantial savings in the Province's drug bill.

These major improvements could not have been achieved without
the continuing commitment of staff at all levels. But there
is clear scope for improving the quality and promptness of
service that patients receive, and the efficiency with which
scarce and expensive resources are used. The proposals in
this White Papers will be applied in Northern Ireland to
achieve these aims within the objectives of the Government's

health strategy for the Province.

Key Changes

20

The Government's principal objective is to show real

improvements in service for every patient. This will involve:

* delegating as much power and responsibility as possible
to the local level, including the appointment of Unit
General Managers in major acute hospitals and the
reorganisation of the management of the major teaching

hospitals in Belfast;

SECRET
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* engaging doctors in the management of the services and

obtaining their commitment to medical audit;

% encouraging a small number of hospitals to progress

towards self governing status as Hospital Trusts;

x encouraging larger GP practices to opt for their own
budgets for buying particular services direct from

hospitals;

L reconstituting Health and Social Services Boards as

management bodies;
* developing a simpler system for resource allocation which
will fund Boards for the population they serve rather

than the services they provide;

* strengthening arrangements for the external audit of the

services to ensure better value for money.

Service to patients

12 15 These key changes must be accompanied by the pursuit of
clinical excellence, as well as a desire to treat patients as
people. Too often the service is impersonal and inflexible
and the patient's sense of vulnerability is heightened by a
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failure to give clear and sensitive explanations of what 1is
happening. The Government is determined to enhance the

quality of the care provided to patients by encouraging:

* the publication of guides to the services available in

individual hospitals and GP practices;

% the establishment of appointment systems which give
people individual appointment times which they can rely

on;

* the publication of information on expected waiting times
for first appointments, diagnostic tests and in-patient

treatment;

* the provision of a wide range of optional extras and

amenities for patients who are prepared to pay for them;

® the establishment of straightforward procedures for
making suggestions for improvements and if necessary,

complaints;

% the provision of quiet and pleasant waiting areas with
proper counselling facilities;
* the rapid notification of the results of diagnostic tests.

SECRET
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More Effective Management

12 .6

12,

2.8

1259

There have been General Managers in the Boards at area level
since 1985, while Units are still managed by Unit of
Management Groups. Boards have recently completed detailed
management audits which show that further decision making

should be devolved to the local level.

The Government believes that management at local level would
now support, and to be fully effective requires, the
appointment of Unit General Managers in major acute
hospitals. These complex institutions increasingly need a
management focus capable of securing the co-operation and
support of the various professional groups on whom the

successful implementation of effective change depends.

Similarly, the Government believes that the management of the
major Belfast teaching hospitals requires to be brought
together and strengthened to ensure their complementary
working. It therefore supports the development of a unified
management structure for these hospitals within the Eastern

Board.

Boards will now be asked to review their management

structures generally and to submit proposals.
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Hospital Consultants

12.10 The Government welcomes the increasing willingness of
hospital consultants to assume managerial responsibility. It
wishes to extend and strengthen medical participation in
Management so that the profession can contribute more
effectively to decision making and so influence the future
direction of the services. To this end, the Government is
providing financial and technical support for resource
management initiatives which are under way at the Royal
Victoria and Tyrone County Hospitals, and will be extending

such systems to all major hospitals.

12.11 The Government wishes to see all hospital doctors in Northern
Ireland participating in medical audit, through peer review.
Discussion will take place with the medical profession over
the introduction of an effective system of medical audit
which will critically review the quality and effectiveness of

medical care provided to patients.

12.12 Within the national framework to be developed between the
Government and the medical profession, Health and Social
Services Boards will be asked to agree fuller job
descriptions for each of their consultants. It is also
intended to change appointment procedures for consultants to
enable General Managers to participate in the process in

order to ensure that the successful candidate meets the
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requirements of the post for the management of resources and
the development of services. Parallel changes to those in
Great Britain will be made to disciplinary procedures and the

distinction awards system.

Self Governing Hospitals

12.13 The introduction of Unit General Managers in major acute
hospitals will facilitate progress towards self-governing
status for a small number of hospitals by 1992. The same
conditions for self-governing status will apply as elsewhere
in the United Kingdom, and similar management arrangements

will be needed.

12.14 It will be necessary for hospitals to demonstrate the
existence of a settled management structure, involving senior
professional staff. Improved information systems for both
management and clinical purposes and a widespread system of
medical audit will be required. Self-governing hospitals
will continue to provide essential core services to their
local population including accident and emergency services.
There will be appropriate linkages to services in the
community in order to ensure continuity of care.
Self-governing hospitals will also, where appropriate,
undertake necessary teaching and research activities.
Effective safequards will prevent any self-governing hospital
abusing its position as a monopoly supplier.

SECRET
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The Family Practitioner

12515

12:16

12517

General practitioners have a key part to play in maintaining
the health of the population and ensuring that hospital
services are used appropriately. Patients look to their GP
for advice and to provide access to specialised services, and
their role needs to be strengthened to makes these services
more responsive to patients' needs. Improved information
systems will be required, including information on hospital

waiting lists and GP referral patterns.

There are proportionately fewer general practices in Northern
Ireland large enough to opt for a practice budget, but the
Government is keen to encourage and facilitate those which
wish to take this course. Enhanced information systems and
training programmes will be needed for general practices
which wish to hold their own budgets and could be in place in

the early 1990s.

The other proposals in this White Paper in respect of the
Family Practitioner Services will be implemented, through the
local structures in Northern Ireland. These include the
development of medical audit in general practice, the
encouragement of greater competition with better information
and streamlining of procedures for changing GP, changes in

payment structures and in the retirement age and in criteria
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for appointing single-handed GPs. The Government will
continue to support a programme of computerisation in general
practice, which will itself help to enhance the quality and

effectiveness of the care provided.

The Government also intends to arrange for Health and Social
Services Boards to be given budgets to cover the prescribing
costs of practices in their Area, and to give in turn
indicative budgets to individual practices. This will be the
subject of local consultation with the professions and other

interests,

In parallel, the Government will continue with its existing
initiatives to improve primary care services in the Province,
including the greater involvement of GPs in the delivery of

co-ordinated health and social services at the local level.

Membership of Health and Social Services Boards

12,20

Boards will be reconstituted as management bodies on similar
lines to NHS authorities in Great Britain. District Councils
and professional organisations would thus no longer be
represented on the Boards, but would have a continuing voice
in an advisory and consultative capacity. The present
District Committees have a limited remit and a highly
localised focus. The Government intends to replace them by 4

Area Committees, one relating to each Board, with stronger
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advisory and consultative powers and representation largely

from District Councils and voluntary interests.

Financial Management

12.21 The Government intends to replace the present PARR formula
for the calculation of target allocations of revenue
resources by a simpler system, as in Great Britain. The
adoption of the new system will require better and more
timely information on the extent and cost to each Board of
treating patients, including the cost of cross-boundary
patient flows. In essence, each Board will be funded on a
capitation basis, weighted to reflect the health and age
distribution of the population, to secure services for its
resident population, and to pay for services in its own or
other hospitals. There will be separate funding for teaching
and research, and the new arrangements will need to be

introduced on a carefully phased basis.

12.22 The Government intends to strengthen existing arrangements
for the external audit of the health and personal social
services, including the greater use of the private sector, to

ensure better value for money.
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Concluding Remarks

12.23 One of the major themes of the current Regional Strategy for
the Health and Personal Social Services in Northern Ireland
is to encourage members of the public to assume greater
responsibility for maintaining their own health. At the same,
time when ill-health strikes, it is essential that
individuals should receive treatment which is fully
responsive to their needs and of the highest possibly
quality. The best way to ensure this is to place more choice
in the hands of individual patients and to shift
responsibility, as far as possible, to those who are in a
position directly to satisfy the needs of patients. Better
use of resources will in turn speed up the achievement of the
objectives of the strategy. The proposals in this White
paper will be effective in achieving these objectives no less

in Northern Ireland than in England, Scotland or Wales.
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CHAPTER 13: PROGRAMME FOR REFORM

13.1 The proposals in this White Paper put the interests and
wishes of the patient first. They offer a new, exciting and
potentially rewarding challenge to all who work in the NHS.
They add up to the most significant review of the NHS in its
40-year history. And they amount to a formidable programme of
reform which will require energy and commitment to carry it
through.

13.2 The Government is planning to implement the programme in
three main phases:

* Phase 1: 1989

The Secretary of State for Health will establish a new
NHS Policy Board and reconstitute the NHS Management
Board as a Management Executive.

The Health Departments, and RHAs in England, will
identify the first hospitals to become self-governing
as NHS Hospital Trusts, and plan for their new status;
will devolve further operational responsibility to
Districts and hospitals; and will begin preparing the
ground for GP practice budgets.

The Government will introduce Regulations to make it

easier for patients to change their GPs.

The first additional consultant posts will be created;
Districts will begin agreeing job descriptions with
their consultants; and a new framework for medical
audit will begin to be implemented.
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The resource management initiative will be extended to
more major acute hospitals.

Preparations for indicative drug budgets for GPs will
begin.

The Audit Commission will begin its work in the NHS.
Phase 2: 1990

The changes begun in phase 1 will gather momentum.
Devolving operational responsibility, changing the
management of consultants' contracts and extending

medical audit throughout the hospital service will near
completion.

"Shadow" boards of the first group of NHS Hospital
Trusts will start to develop their plans for the
future.

RHAs, DHAs and FPCs will be reconstituted, and FPCs
will become accountable to RHAs. Regions will begin
paying directly for work they do for each other.
Phase 3: 199]

The first NHS Hospital Trusts will be established.

The first GP practice budget-holders will begin buy1ng
services for their patients.

The indicative drug budget scheme will be implemented.

DHAs will begin paying directly for work they do for
each other.
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13.3 The reforms in this White Paper will enable a higher
quality of patient care to be obtained from the resources
which the nation is able to devote to the NHS. The provision
for spending on health in the coming financial year, 1989/90,
announced in the Autumn Statement, included the likely costs
of preparing for the reforms and for the legislation which
will give effect to them. Over time, any extra costs should
be offset by the improved efficiency which will stem from
them. The total provision for spending on health will take
account of the progress made in implementing the reforms -
including the increased efficiency savings. The costs of
implementing the reforms in future years will be considered in
the annual public expenditure surveys.

13.4 A number of the changes proposed will require
legislation, which will be introduced at the earliest

opportunity.

13.5 Throughout this programme, the Government will hold to
its central aims: to extend patient choice, and to delegate
responsibility to those who are best placed to respond to
patients' needs and wishes, and to secure the best value for
money. The result will be a better deal for the public, both
as patients and as taxpayers. The Government will build
further on the strengths of the NHS, but will not flinch from
tackling its weaknesses. This is the way to give the NHS a
healthy future.
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From the Private Secretary

SECRET - CMO

10 DOWNING STREET
LONDON SWIA 2AA l/ -

24 January 1989

D Ay,

NATIONAL HEALTH SERVICE REVIEW

The Prime Minister chaired today the twenty-first meeting
of the group reviewing the National Health Service. The group
had before it a note by the Secretary of State for Health 'NHS
review: central management of the NHS'.

I should be grateful if you and copy recipients would
ensure that this record of the discussion is handled strictly
in accordance with the CMO arrangements.

Those present were the Secretary of State for Health, the
Secretary of State for Scotland, the Chief Secretary to the
Treagury, the Minister for Health, Sir Roy Griffithsy, Sir
Robin Butler, Sir Christopher France, Mr. Wilson and
Mr. Monger (Cabinet Office), Mr. Whitehead (No.1l0 Polliiey Unit)
and Mr. Duncan Nichol (Chief Executive, National Health
Service Management Board).

In discussion of the paper by the Secretary of State for
Health the following were the main points made:

(a) The Department of Health appeared to have a large
number of staff involved in NHS management. It was
doubtful whether this involvement on such a scale was
appropriate. The functions and number of this staff
should be reviewed. Of the 8,900 staff employed by the
Department, nearly 6,000 were to be transferred to
Special Health Authorities and the Audit Commission, or
were in areas being considered for Next Steps Agencies;
and a proportion of the 3,000 staff at Headquarters were
involved on work which it seemed right to retain in the
Department including public health, licensing and
regulation of pharmaceuticals and personal social
services. Nevertheless, many of the Headquarters staff
could be said to be involved in NHS management work. The
Department of Health would need to examine their
functions to see what savings could be made.

(b) NHS procurement work now done by Departmental staff
was an obvious example of work which might be better

undertaken by the NHS direct. The Health Authorities and
self-governing hospitals should be responsible for their
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own purchasing policies. But there were also advantages
in maintaining a central buying function to exploit the
NHS's strength as a very large buyer, where authorities
and hospitals themselves wished it to continue to be
available. An outside businessman was in charge of the
Department's procurement work and had already produced
considerable savings for the NHS.

(ie) Another example of work which needed to be reviewed
critically was personnel work. This covered mainly
central negotiations on pay through the Whitley Council
machinery. It was common ground that centralised pay
bargaining in the NHS should be broken up in the
interests of greater flexibility. This was an area where
the Department aimed to make savings. The Secretary of
State was already taking action to give the Chief
Executive a direct role in pay negotiations.

(d) Relations between the Secretary of State, the
Management Executive, especially the Chief Executive, and
the regions needed clearer definition. If the Chief
Executive was to be responsible for all operational
matters in the NHS, he needed to have the powers to
enable him to discharge this: otherwise he would be in a
position of responsibility without power. The power to
appoint and dismiss Regional General Managers, for
instance, seemed fundamental. At the same time, it could
be argued that the system would work in practice. The
pay received by the Regional General Managers would
depend on the Chief Executive's assessment of their
performance. If a Region proved unresponsive to the
wishes of the Chief Executive, he could appeal to the
Secretary of State, who had the power of appointment and
dismissal over Regional Chairmen. The Secretary of State
therefore had the powers necessary to ensure that the
system worked, and was determined to exercise them so as
to achieve that. To go further and give the Chief
Executive the explicit power to appoint General Managers
would be inconsistent with having separate Regional
Health Authcorities and cut across the devolution of
responsibility rightly emphasised in the White Paper.

(e) There needed to be a clear statement of the
functions and powers of the Management Executive. They
should be established clearly before the composition of
the Executive was decided. The Department had conducted
in 1983 a major review of the management structure and
the chain of command down the line, but its conclusions
had never been implemented. That analysis should now be
reconsidered and brought up to date.

() A clear statement of responsibilities would also be
needed for Scotland. The Scottish Office was working
along the same broad lines as the Department of Health.
The recent decision to appoint a Chief Executive for the
NHS in Scotland would make it easier than hitherto for
Ministers there to distance themselves from management
matters.
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(g) There were major disadvantages in more far-reaching
structural changes such as the establishment of an
English Health Authority or a Health Service Corporation.
They would be seen as forming another layer of
bureaucracy and might in practice become lobbies for more
spending on health.

(h) There were numerous examples of waste in the NHS.
One area which needed attention was policy on stocks.
Maintaining stocks was expensive and there was much to be
said for reducing and in some cases even eliminating
stocks held by the NHS as opposed to its suppliers. Some
progress had already been made in this direction.

Another area needing attention was that of employment of
nurses. The NHS at present hardly attempted to provide
proper management of nurses, partly because the Royal
College of Nursing had always insisted that it could be
undertaken only by trained nurses, who might not have the
necessary aptitudes. Greater use of general management
for nursing services needed to be considered. But
improvements in this area, and other areas where NHS
management was deficient, should result from the new
competitive pressures arising from the Government's
reforms as a whole.

The Prime Minister, summing up the discussion, said that
the group accepted the case against more far-reaching
structural changes like the establishment of an English Health
Authority or a Health Service Corporation. They accepted that
there should be a Management Executive, located in the
Department, but with a separate and defined status under the
Secretary of State for Health.

All central operational and management work on the NHS
carried out in the Department should be brought under the
Management Executive, as the Secretary of State proposed.

This central management structure should however be kept small
and effective, in accordance with the White Paper objective of
maximum devolution of decision-taking; and not be allowed to
become a large bureaucracy. The Secretary of State for Health
had said in the discussion that he would continue his scrutiny
of the size of the Department and in particular hoped to make
further reductions in the number of staff involved with NHS
management matters. This objective should be pursued.

A lot more work was needed on the detail of the new
arrangements and how they could work in practice. A written
statement for the purpose should be prepared. Tt would need
to cover the relationship between the Secretary of State and
the Chief Executive, including what powers would be delegated
to the latter,what powers the Secretary of State would retain
and what the position would be in grey areas, for instance
where the Chief Executive was only able to act with the
consent or support of the Secretary of State. The note would
also need to define clearly the powers, responsibilities and
functions of the Chief Executive - and of the Management
Executive - in relation to the Policy Board, the Department,

SECRET - CMO



' ».‘.

SECRET - CMO

4

the Regional health authorities and the NHS below them
including self-governing hospitals, bearing in mind the
importance of maximum delegation throughout. The arrangements
would need to include the setting of budgets, monitoring, the
use of medical audit and financial audit and sanctions for
non-performance. Consideration would also need to be given to
membership of the Management Executive in the light of
conclusions reached on these matters, which where necessary
could include Departmental officials.

A review should now be undertaken to prepare an agreed
written statement on these lines, drawing on the analysis done
in 1983 as appropriate. The work could probably be better
done in house, perhaps drawing on the expertise of one or two
good managers from within the NHS, but the Department would be
able to use outside management consultants if it wished. The
work should be completed in not more than three months and the
proposed outcome should be reported back to herself and other
members of the Ministerial group. A similar statement would
need to be prepared for Scotland. ‘

I am sending copies of this letter to the private
secretaries to Ministers on the group, to Sir Robin Butler and
Sir Christopher France and to the other officials present at
the meeting.

it
A

(PAUL GRAY)

Andy McKeon, Esqg.,
Department of Health.
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APPOINTMENTS IN CONFT!ENCE

10 DOWNING STREET

From the Principal Private Secretary

6

MR. WOOLLEY

REVIEW BODY FOR NURSING STAFF, ETC:

APPOINTMENT OF MEMBERS

Mrs. Cameron and Miss Whittingham have

now accepted the invitation “o join the
Review Body. Both have reg:ested further
briefing or. the work ot th  Review Body.

Can I leave it to you to arrange this through
the OME.

I am copying this minute to Mr. Allan (HM Treasury)
and Mr. McKecn (Derartment of Health).

AT

2 June, 1989.

APPCIHTMENTS IN CONFIDENCE
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NHS REVIEW: CENTRAL MANAGEMFENT OF THE

At the last meeting of the Ministerial Group, held on 25 April, my
Secretary of State was asked to look in more detail at some of the
practical implications of the decision to establish the NHS
Management Executive within and as a part of the Department of

Health.

2 The enclosed paper reports on:

- management arrangements, including the handling of key
staff appointments in the Management Executive;

- the treatment of analytical and other support services;

- Vote and accounting arrangements (to be reviewed in
1992);

- Lhe Department of Health's size and the devolution of
its functions.

3% Delegation to the Chief Executive of the Secretary of State's
powers eg in relation to Regional Health Authorities, and devolution
within the NHS will be dealt with through the continuing work of the
Policy Board and the Management Executive. The Policy Board has
already considered its own functions and work programme and those of
the Management Executive; looked at the management systems operating
between the Executive and the NHS; and agreed planning guidelines
for the NHS for 1990/91, for issue by the Executive. My Secretary
of State is confident that the Policy Board will be able to monitor
the relations between the Management Executive and Regional Health
Authorities and (through the Management Executive) secure devolution

within the NHS.

- 2 To avoid duplication and double-banking of staffs, we have
concluded that responsibility for policy and execution in the Family
Practitioner Services area should remain in a single Group for the
time being. Those responsible for the General Medical Services will
report to the Chief Executive and for pharmaceuticals and the
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General Dental and Ophthalmic Services to the Permanent Secretary,
each through the same Group Head at Grade 2. This treatment of the
Family Practitioner Services departs from the White Paper in that it
leaves outside the Management Executive those primary services which
have relatively infrequent and minor links with the Hospital and
Community Health Services The reason for this departure, with
which the Chief Executive agrees, is to make it possible to manage
the transition to the changed accountability of the Family
Practitioner Services in such a way that it does not lead to
duplication of effort in the Management Executive and the rest of
the Department, nor to overload of the Chief Executive. This
transitional arrangement will be reviewed in 1992.

B My Secretary of State is content with these arrangements, as
are Sir Roy Griffiths, Sir Christopher France and Duncan Nichol.

6. I am copying this letter and attachments to the Private
Secretaries to the Chancellor of the Exchequer, the Chief Secretary,
the Secretaries of State for Scotland, Wales and Northern Ireland
and the Minister for Health, and to Sir Roy Griffiths,

Sir Robin Butler, Sir Christopher France, Duncan Nichol,

Ian Whitehead and Richard Wilson.

A J McKEON
Principal Private Secretary
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CENTRAL, MANAGEMENT OF THE NHS

e It was agreed at the meeting with the Prime Minister that:

* The NHS Management Executive should be within, and a
part of, the Department of Health; its Chief
Executive will report direct to the Secretary of
State tor Health.

* The Management Executive will discharge certain
specified functions relating to the management of the
NHS, on behalf of the Secretary of State.

% Each year, and, having consulted the NHS Policy
Board, the Secretary of State will issue to the
Management Executive key objectives for achievement
within the resources available. These will include
performance targets covering quality, outputs and
value for money.

* The policy side of the Department will make its
formal input to the running of the NHS through the
Permanent Secretary’s attendance at the Policy Board
and his briefing of Ministers on policy and resources
issues.

2= This paper sets out some of the practical arrangements
that have been put in place to give effect to these decisions.

3 MANAGEMENT ARRANGEMENTS Wwithin the existing management
structure there is a clear distinction between the separate
commands of the Permanent Secretary, the Chief Executive and
the Chief Medical Officer, each with his own budget within the
single Administration Vote; and each with a defined and inter-
connected set of objectives within the overall aims set by the

Secretary of State.

4. The Chief Executive must have the powers and budget to
enable him to discharge his responsibility for operational
matters in the NHS, and to make Senior Open Structure
appointments, subject to clearance by the Secretary of State
and Permanent Secretary, who will seek the necessary central
approvals. The Chief Executive believes that the budgets for
which he will be responsible will provide the flexibility he
needs in respect of the employment of civil servants and the
present scale of secondments from the NHS. If the work of the
Management Executive required a significant increase in the



scale of people with NHS background and experience, it might be
necessary to develop further arrangements for secondments and
the use of agencies including, possibly, a central NHS body to
provide the Chief Executive with a base for the NHS support he
may require. Thus, in addition to permanent Civil Service
appointments, the Chief Executive will have available to him a
number of options:

* secondments
X consultancy contracts
* the establishment of functions in health authorities

(existing or new)

* an agency of a kind appropriate to provide NHS
appointments.

51 ANALYTICAL AND OTHER SUPPORT SERVICES At the meeting on
25 April, Ministers stressed the need to eliminate double
banking between the executive and the policy side of the

Department. Officials have concluded that providing common
analytical and support services will keep staff numbers to a
minimum and eliminate duplication of effort. To split these

functions would be inefficient and uneconomical: additional
posts would be needed and there would be constant cross-
checking - the very double banking the Department must avoid.
There would also be the damaging possibility of the Management
Executive and the Policy Group holding different and
incompatible sets of information.

6. Officials in the support services functions are well used
to working for the Permanent Secretary, the Chief Executive and
the Chief Medical Officer as necessary. It is proposed to

continue these arrangements as representing the most effective
way of running the Department.

T VOTE ACCOUNTING ARRANGEMENTS. Consistently with the
above, it is not proposed to split the Administration Vote: to
do so would effectively split the Department into two. This
would 1lead inevitably to duplication of staffs in each
functional area, the one concerned with policy and the other
with execution, with significant increases in costs and loss of
efficiency; and to fruitless and time consuming arguments about
facts, information and the conclusions following from them. A
summary of the proposed changes to the Vote Accounting
arrangements is provided at Annex A.

8. SIZE OF THE DEPARTMENT AND DEVOLUTION OF FUNCTIONS The
Department’s management task will be to examine closely all its
work to determine what can be done only at the centre, what
should be discharged elsewhere, and what staff reductions can
be made. The Department is currently implementing plans to
remove the work of some 4,800 staff from the Department over



the next two years. The major part of what they do will be
transferred to the NHS. Consideration is also being given to

devolving a number of other functions, involving a further
1,200 or so posts, to the NHS or agencies in a second tranche
starting -in 1991, If it is concluded that agency status or

transfer to the NHS is the right approach for the latter group
as well, some 6,000 posts in total will be shed from the ME or
the DH policy core over a period of three to five years. This
would reduce the current 8,600 Departmental staff to a small
"Policy" group and ME of 2,700 staff or less. These numbers
will fall as a result of the management plan which the
Department is developing, and might be reduced still further
when the new NHS arrangements are 1in place, making fewer
demands on central management.

9. Annex B sets out the current staffing of the Department,
whilst Annex C provides details of those functions which are
currently being devolved and those which are seen as candidates
for further devolution.

10. IMPLEMENTATION OF THE NHS REVIEW There are at present
extra staff in post to secure implementation of the NHS Review.
These numbers - 135 in 1989/90 and 133, 51 and 22 in 1990/91,
1991/92 and 1992/93 respectively - although significant, will
certainly reduce as implementation proceeds. Treasury has
agreed the bid for this year; the numbers for further years are
included in the Department’s proposals to be considered in the
1989 Public Expenditure Survey.

Department of Health
Richmond House

14 July 1989



ANNEX A
ACCOUNTING OFFICER RESPONSIBILITIES
Changes to the Vote arrangements are needed in order to:-

(a) Separate out those parts of non-cash limited Votes which
are to become cash limited in 1990 (GP practice premises and

ancillary staff) and in 1991 (the drugs bill) and

(b)

to provide

a Vote structure

which

aligns

Accounting

Officer responsibilities with management responsibilities.

o The situation now is:-

Vote

i
Accounting Officer Cash Limited

i

4.

Hospital, Community
Health Services
(HCHS)

Family Practitioner
Services (FPS)

DH Administration and
Centrally Financed
Services (including
Family Practitioner
Committees
Administration)

NHS Superannuation

T
|

Chief Executive

Permanent Secretary
Permanent Secretary

Permanent Secretary

Yes

No

Yes

No

3 The arrangement proposed from 1/4/1990 is:-

HCHS plus a new
sub-programme on
cash limited parts
of General Medical
Service and FPC
Admin [and the
drugs bill from
Vote 2 in 1991]

FPS - excluding GMS

DH Admin and CFS
(excluding FPC Admin)

NHS Superannuation
GMS (other than cash

limited aspects in
Vote 1)

Chief Executive

Permanent Secretary

Permanent Secretary

Permanent Secretary

Chief Executive

Yes

No

Yes

No

No




Chiefl Exeoutive y his pravate off i 5 P Ta3ienT Sooratary ko nis privace office

Healith Authority Finance 34 CHT A ris -rivate office <

Hzalth kailding Dirsctorare (Note 13 107

brocurement Direcinrate (Note 1) 161

Regional Liaison &a g ¥aternily & brevention bolicy -
¢ S=rvices  Policy S

Kealth Service Infommation {Mote 1) I8 Services Policy -

NMHS Tnformation Technology (Note 1) 38 v Care Policy
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FPCs and General Practitioner Services 116 rractiticner Services 5

Professional Staff:

Medical 549 163
Nursing 28 33
Pharmaceutical 3 12

"""""" 30

9 S0 British Pharmazopoeia (Note 2) 34




istius & Kapaaeesnt niormation i8N e 20
Staryat icians 4
Computer stafl 44
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kesearch Maragement
Infrommation Division
Departmental Personnel
Crntral Kesource Management
Library

Uftice Services Management
Mecsengers

Security Otficers

Paper & Cffice Keepers
Typing & Reprograpnics
Telephonists

5. Other Buthoritios/Croups Accountas:2 3o the Secretary cf Stat

Special Hospitals (Note 5)

NHS Superannuation (Nste 2)
Youth Treatment “entres (Note Z)
NHS Statutory Audit (Note 6)

Sacial Services lnspectorate (Note 2)

Dental Reference Service (Note 7)

Regional Medical Service

Mental Health Act Commission & Review Tribunals

National Development Team for the Mentally Handicapped (Note 8)

Health Advisory Service (Note 8)

Medicines Control Agency (Note 9)

Disablement Services Ruthority (Note 10)

GRAND TOTAL

32

(2701

123

1l
46

10
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CONFIDENTIAL

ANNEX C

DEVOLUTION OF DEPARTMENTAL FUNCTIONS

PHASE 1: BEING IMPLEMENTED - 4,800 POSTS

*

The Disablement Services Agency (1,057 staff) became a
Special Health Authority in July 1987 tasked with arranging
a full transfer to the NHS by 1 April 1991. It is included
in the Department only because the Authority is, for the
present, staffed mainly by DH officials.

The Medicines Control Agency (270 staff) became a self-
financing agency, within the Department, with an agreed
framework from 1 April 1989.

Special Hospitals (3,204 staff) are becoming a Special
Health Authority within the NHS by 1 October 1989.

The Dental Reference Service (61 staff) is to be transferred
to the Dental Estimates Board on 1 October 1989.

NHS Statutory Audit (213 staff) is to be transferred to the
Audit Commission between October 1990 and April 1991.

PHASE 2: UNDER CONSIDERATION - 1,200 POSTS

*

The NHS Superannuation Branch (520 staff) as a possible Next
Steps Agency in 1991/92.

All but a small core of the Social Services Inspectorate
(187 staff) as a candidate for Next Steps Agency status.

Youth Treatment Centres (183 staff) also as a candidate for
Next Steps Agency status.

Merging the National Development Team for the Mentally
Handicapped (5 staff) and the Health Advisory Service (10
staff) and putting them onto a self-financing basis.

As part of implementing the NHS Review, the Department is
examining the possibility of devolving much of the Health
Building, Procurement, and Estate and Property Management,
and possibly some NHSIT and Health Services Information
functions either to a Common Services Authority or other
agency. Up to 350 posts are involved.



