CONFIDENTIAL

Prime Minister

You will wish to be aware of my plans for publishing the NHS

————

Management Board's Final Report on its Review of the Resource

Allocation Working Party (RAWP) Formula.

The Review was initiated in December 1985 with the aim of

improving the existing resource allocation arrangements. An

interim report, published in December 1986, made recommendations

for further analysis and research; the final report now describes

the outcome of this work programme and recommends revisions to

—— —

the formula. The Review has been the subject of considerable NHS

M . » . . .
and Parliamentary interest, and publication of the final report

is expected. But the RAWP work inevitably touches on issues

which have been raised in our wider Review of the NHS and we need

| to handle publication in a way which makes clear the distinction

T —————————

| between the two.

The RAWP Report itself makes some useful progress; it sets the

—

formula on a sounder analytical basis and takes some better

o

account of service costs (in so far as the all too familiar data

limitations allow). The net effect of the recommended changes is




an overall reduction in the range of Regions' distances from
target. Very broadly, the Regions of the North and the Midlands

now appear very close to target, while the Thames Regions

l collectively dre also closer to target than before. Although the

1.

remaining disparities between Regions will —require some
continuing ©process of redistribution, mainly because of
population movements and the faster growth in the elderly
population in some Regions, the general direction of the changes
is helpful, not least as it will enable us to improve the

resource position of the Thames Regions. ,ﬂhr Vo

This is not to deny that some aspects of the Report will prove
controversial. The measurement of need for health care is a
subject which inevitably attracts debate, and one where
definitive proof is rare. Any change in the balance of resource

allocation across the country is also likely to draw some adverse
J

prilﬂtcgﬁﬁggt f;gm_lcsing areas. Officials have however been working

(e

£

~

with the Regions concerned to ensure the Report as fair a wind as
possible. My judgement is that the best course now is to aim for
early, low__key publication of the Report, accompanied by a
statement making it clear that the Government accepts its
recommendations, but is prepared to rhase their impact on annual
allocations so as to minimise the disruption to health

authorities' existing plans.

An announcement on these lines of a short term revision of the

existing formula need not prejudice our wider Review. Indeed the




capitation-based core of the RAWP formula could offer a starting
point for a number of different models. In addition the RAWP
Review's attempts to improve the measurement of consumer need and
take better account of service costs are, in a limited way,
consistent with some of the themes of our wider Review. I
suggest therefore, that our statement on the RAWP Review should
simply make it clear that we are making practical improvements
within the existing resource allocation framework, and that these
improvements are without prejudice to the outcome of the wider

Review.

I have it in mind to issue an early publication of the Report
with a written Parliamentary answer along the 1lines I have
described. If you agree with this general approach, I will ask
my officials to 1liaise with vyours on the terms of the

announcement and its reference to the NHS Review.

A copy of this letter goes to Peter Walker, Tom King, Malcolm

Rifkind, John Major and to Sir Robin Butler.

/D May 1988
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&//7f/»_’//;;;—;;;me Minister yastefday held a further meetlng to discuss

/ the review of the National Health Service, , the fifth meeting in

9/"_EEEmBEEEEHE_EEEEEEJLQF%Ose presenta;g;%—%ﬁé/%hancellor of the
Exchequer, the Secretary of State for Social Services, the Chief
Secretary he Txeasury, thé Minister for Health, Sir Roy
Grlfflths,cﬂ—é%§¥§gﬁ€%%d Mr Monger (Cabinet Office) and Mr

O'Sullivan (Policy Unit). The meeting had before it:
!

|

'Charting the way éhead' a paper, HC1l8, by the Secretary
of State dated 22/Apr11

!
'a scheme for ConFracting out of the NHS' a minute by
the Chancellor da#ed 22 April;

'an outline timejable for the review' a note by the

Cabinet Office d!ted 4 May.

In discussion of the Laper by the Secretary of State the
following points were made:

The purpose of %he proposed new structure was to separate
buying from pro#ision of health care. This had been
identified by tPe group at a previous meeting as a
promising apprgach. It would introduce competition and
force the buyer to look for the most effective providers,
and the providérs to improve their services so as to

attract buyersg

A great deal §till remained to be worked out, however, as
to how the approach would work in practice. One of the
most important questions to be decided was the identity
of the buyer. It was argued that at least at first there

was little practical alternative to giving the District




Health Authorities (DHAs) that role. It would indeed be
consistent with the evolutionary approach to change which
the group regarded as desirable. But it was essential

not to entrench NHS bureaucracxE;nd_ngtwto,qumuﬂr4ﬂn§-~.
expertence Of the*ioca%wgovernment_review'in~the~l970%}u‘w

The case for some competition between buyers should also

be considered and so should the implications for the
future of the Regional Health Authorities. The group
needed to discuss a paper on the identity/ of the"buyeflat

its next meeting.

In principle an alternative to use of & statutory buyer
was direct referral by the GP to the hospital of his
choice. Bdflﬁhat—weﬁ%d—not in practi¢e be consistent
with effective financial control, whilch was essential.
Nevertheless, even within the system/ of statutory buyers,
there had to be some arrangement byfwhich the GP, if he
wished, could in—thelast—resort refer his patient to a
provider of his own choice. Recon¢iling GP freedom with
proper financial control would noﬁ be easy.

The more effective the provisionfof health care became,
the greater the potential press%&e on f%ources would
become. The need for financial;controls in the new
system was therefore paramountJ One solution might be to
impose cash limits on the buyefs. Medical audit would
also have an important part tdfpay in ensuring financial
discipline. And it was essential that funding should
follow the patient, so that ccessful hospitals were
rewarded, as they were not upder the present system. The
group should consider the fihancial arrangements, on the
basis of a further paper, aff its next meeting.

f

The same arrangements would{not necessarily apply under

the new structure to accid#nt and emergency (A&E) cases

as to others. It was important to identify practical and
politically acceptable arréngements for dealing with A&E

cases. But there might be a number of ways of doing so.

Even under the present system there were a number of
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options, depending for example on the degree of ’
centralisation of A&E treatment within an area. Fprther
study might disclose ways of reducing the costs of this

treatment.

Paragraph 7 of the paper envisaged the possibility that
not all hospitals would be self-governing and that the
providers might be based on larger management uhits. It
was not clear that this was right. It was argﬁed that
the presumption should be that the providing dnit was the
hospital and that all hospitals were self—govérning. SfI'he
Special Health Authorities set up under the present sﬂ?em

might provide a useful precedent.

The system could work only if there was agequate
information about costs, so that buyers dould choose the
most efficient providers. Although somefprogress had
already been made towards setting up a ﬁetter information
system, it was disappointing that it %és not already in
place. A paper should be prepared on;the subject for the

group to consider at its next meetii?.

/
/ . : -
e Prime Minister, summing up this part of the dlscu351on/sa1d

hat more work was needed on the details offthe new structure. It

was essential for the group to be satisfie?ethat it would work on
A number of aspects had been fidentified on which

further discussion was required, in partiéular the identity of the
buyers, the arrangements for funding andfcontrolling expenditure,
the nature of the contracts between buye&s and providers, and the
development of adequate information systems. The Secretary of
State should arrange for a paper to be prepared on these and other
practical aspects of the proposed structure for the group to
consider at its next meeting. |




The Chancellor of the Exchequer, introducing his paper on
contracting out of the NHS, said that, as the group a asked, it
considered how a contracting out system could best b¢é made to work.
But his own study of the option had led him to the conclusion that
it was unattractive. This was mainly because of thé high
deadweight cost and the probability that it would lead to pressure
for a similar concession for education. There was however an
option of providing relief for private health insurance premiums
paid by the elderly. There were disadvantages in this too but
there was some political pressure for it and it seemed a more

promising option to pursue.
In discussion the following were the main/ points made:

There was a strong case for encouraging a movement towards

the private sector. This was necessd&y to provide downward

pressure on NHS costs in the long rup.

!
One means by which this movement miiht take place was through

the expansion of company health schémes. The group should

consider how such an expansion migh£ be promoted. One
apparently promising possibility woﬁld be to exempt premiums
paid by employers under a company s%heme from taxation as a
benefit in kind in the hands of thel employees.

The idea of a contribution rebate needed further consider-
ation. If the NHS were made more g¢fficient and responsive to
consumers, the private sector might become comparatively less
attractive and the upward pressure on NHS costs would become
still greater. The assessment of/ the balance of advantage in
a contribution rebate should be based on a dynamic not a
static analysis. More particulaély, a rebate for contracting
out of the NHS for cold surgery would help to reduce waiting
lists, which were made up mainly{of those awaiting such

treatment.




i
]
MN S 40

d. A possible improvement in the working of the NHS which should
be examined further was the removal or modificat/ion of the
present restrictions on the number of consultants. These
restrictions resulted partly from the application of cash
limits but partly also from restrictive practices operated by
the profession itself. An increase in the fumber of
consultants, accompanied by a reduction infthe time
individual consultants had to give to the’NHS, eeutd- help to
contain public expenditure. / -3LL

/

/
/

The Prime Minidgi, summing up this part/éf the discussion, said
that the d@ﬁup were agreed that it was des@éable to encourage the
growth in the private sector. Before they/could form a view on the
part which action on tax or contributions/might play in achieving
this more work and discussion was necessaAry. A meeting on the
subject should take place in the_week bé;inning 6 June. Meanwhile
the group had identified two g;;;;;ggg/possibilities: tax relief
for private health insurance premiums!baid by the elderly, and
exemption from tax as a benefit in kiﬁd of premiums paid by
employers under a company scheme. Tﬂe Chancellor should arrange
for a paper to be prepared on these/options, for consideration at

the meeting in the week of 6 June. /

/

8
Finally, summing up a brief d#scussion of the Cabinet Office

note on the future timetable for [the review, e Prime Minister
said that the group endorsed itq’proposals aszgs their forthcoming
meetings. The form in which thé outcome of the review was
published would need to be conz&dered at a later stage. But there

was a distinction between the fhanges that would have to take place

quickly and those that would evelop ov the longer term. For
purposes of presentation it qaght prove desirable to concentrate on
the immediate changes. ;
;
I am sending copies of ﬁhis letter to the Private Secretries to

the Ministers at the meetin@, and to the others present.
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