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1. The Cabinet Office paper for Friday's meeting is structured so
as to enable the Prime Minister to deal with the issues in the
following order:

e first, the broad direction of the long-term reforms which
the Group wants to bring about in the NHS (Part I);

ii. second, the short-term measures which the Government
could take to start moving the NHS in that direction (Part
IL)3

iii. third, the main steps which lie beyond that, which will
need to be taken to bring about reform (Part III).

2. The Prime Minister may therefore wish to use the paper as the
agenda for the meeting, working through it section by section.
There are a number of places where policy issues have not yet been
settled: the main ones (eg tax relief) have been put in square
brackets to highlight them. When the discussion comes to
consultants' contracts (paragraph 10(ii)) the Prime Minister may
wish to turn to the paper which Sir Roy Griffiths is circulating.

3. I have let the Chancellor and Mr Moore see the paper in draft
and have taken in their drafting comments (which were mostly
fairly minor). I suspect that the main area of difficulty will be
on Part III. The text summarises the key features of Lord
Trafford's note and Mr Moore's paper on self-governing hospitals.
The Chancellor may well however be opposed to the proposals and
suggest that it would be better not to say anything about them
publicly, even in a Green Paper.

Q.

R T J WILSON
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REVIEW OF THE NATIONAL HEALTH SERVICE

I enclose the paper which the Cabinet Office was asked to prepare
on the overall package emerging from this Review so far, as a
basis for the discussion on Friday, 8 July.

I am copying this letter and the enclosure to the private
secretaries to 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 Social
Services and the Chief Secretary, and to Sir Roy Griffiths, Sir
Robin Butler and John 0'Sullivan.

I would be grateful if recipients would ensure that the paper is
seen only by those who need to see it.

Yo evn
Kiovark .

R T J WILSON
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REVIEW OF THE NATIONAL HEALTH SERVICE

THE OVERALL PACKAGE: A SUMMARY OF CONCLUSIONS SO FAR
Note by the Cabinet Office

1. We were asked to prepare a paper summarising the main ideas
and conclusions emerging from the Review so far, as a basis for
the discussion on Friday 8 July.

2. A paper for this purpose is attached. It has been prepared on
the basis that the proposed White Paper willpgggggggg_igrm
Government decisions on the broad direction of long-term reform of
the National Health Service (NHS) and the immediate steps to be
taken in that direction (Parts I and II of the paper); but that
it will discuss the details of the long-term reform more tenta-
tively, in the manner of a Green Paper, as a basis for consulta-
tion and discussion (Part III of the paper).

3. The paper is not intended to be the text of a White Paper.
Presentation will need to be considered carefully when the policy
has been decided.

4. The Group is invited to consider:

7

i whether it is content with the overall package described
in the note and, if not, what changes should be made and what
further™work needs to be done;

/

x

ii. whether more work is needed on issues not so far covered
in the Review (possibilities are listed in Annex A);

e
iii. what the timetable for the rest of the Review should be
(a possible outline is in Annex B). Sl

Cabinet Office
6 July 1988
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REVIEW OF THE NATIONAL HEALTH SERVICE

THE OVERALL PACKAGE: A SUMMARY OF CONCLUSIONS SO FAR

1. The Government is firmly committed to ensuring that a high
standard of medical care is always available to all, regardless of
income. It has demonstrated this commitment by increasing net
expenditure on the National Health Service (NHS) from £7.8 billion
in 1978/79 to £22.6 billion now. The Government intends to
maintain this commitment and preserve what is best in the NHS.

2. The Government is also determined to modernise and improve the
NHS, where it is weak. The present system of centralised control
has enabled the NHS to escape large increases in costs and
expenditure experienced elsewhere in major Western countries.
Nevertheless, the NHS does not always provide as high a standard
of care for the patient, or as good a level of value for money for
the taxpayer, as it could; and the private sector in health care
is still relatively small. The Government believes that the law
of diminishing returns will apply to every increase in money
granted to the NHS, unless it is accompanied by a programme of
reform directed at greater efficiency, greater choice and better
quality of care.

3. In the following sections, Part I outlines the main direction
which the Government believes that the long-term development of
the NHS should take. Part II sets out a first package of measures
which the Government will implement to begin this process of
change, building on the management reforms of recent years. Part
ITII suggests further steps which might be taken later on to
develop the process of change, as a basis for consultation and
discussion.

PART I: BROAD DIRECTION OF LONG-TERM CHANGE

4, At present the NHS is a planned and centralised bureaucracy
which uses cash limits as the main means of controlling costs and
rationing to copé with ever-growing demand. There is a lack of
choice, "and no incentive for the Service to please its users.
Doctors have no incentive to be cost-conscious: many cling to the
belief that they should not be involved in the management of
resources. Budgeting and information systems are ill-designed.
Those who commit resources are not financially accountable and are
not given adequate information on the costs of
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what they are doing. Those who use resources efficiently are
often not rewarded for doing so. Indeed, hospitals may be

!
5. The Government believes that the |loag=term aim’ should be to
éﬂl;gevelop the NHS on the following lines.

(

penalised for efficiency.

ie Hospitals, either singly or in groups, should be given
much greater independence in running their own affairs, with
corresponding responsibility for the results.

fii. As part of this process, the medical profession should
(accept) that thei)have important management responsibilities,
as distinct from their clinical responsibilities.

iii. There should be a slimming-down of the present structure
of regional and district health authorities. The eventual
role of many District Health Authorities should be to act as
the buying authorities for their districts.

iv. These organisational reforms should lead to much greater
competition and trading of services between health authori-
ties, between hospitals and health authorities and between the
public sector and the private sector. The funding of
hospitals should be based on the work which they perform, and
those which are efficient should be rewarded correspondingly.
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V. There should be a majer expansion of the private sector
in the provision of health care, matched by the removal of
supply-side rigidities, inefficiencies and restrictive
practices (problems which need to be tackled in both the
public and private sectors). The private sector should
provide competition in those areas where it is the most
efficient supplier. It should be encouraged to co-operate
more closely in the operation of the public sector (eg through
contracting out or the purchase of spare capacity) wherever
this is the most cost-effective approach. And there should be
fair comparisons between the public and private sectors on the
cost of capital.

vi. There should be more effective arrangements for medical
audit, directed at monitoring the use of resources and
securing improved quality of health care.

vii. Those who wish to buy medical care for themselves and
their families should be able to do so.

The net result should be a better service and greater choice for
patients.

6. These changes cannot all be implemented immediately. They
involve major organisational reform, which will need careful
management. Moreover, the demand for health care exceeds the
supply: future growth in supply needs to be based on the removal

- -




\of inefficiencies and restrictive practices, if an explosion of
costs is to be avoided. There therefore needs to be a first
package of measures which prepares the way for later reform.

PART II: PACKAGE OF IMMEDIATE MEASURES

7. There are five main ingredients in the package of measures
which the Government proposes to introduce now.

8. First, a better deal for patients. The Government's proposals
for increased efficiency will mean that patients will benefit from
a more responsive NHS and a thriving mixed economy in health
provision. But there will also be qnore specific benefits in the
package. o .

o
.

that they can send their patients where they can be dealt with
more quickly for a consultation or operation.

2l GPs will have better information about waiting ljists so M

ii. New "top-sliced" financing arrangements will be directed
partly to cutting waiting times, based on a hospital's
performance in tackling waiting-list cases. This will build
on the present waiting-list initiative.

iii. GPs will be given incentives to carry out more minor
surgery (Primary Care White Paper).

iv. People over the age of 60 will get tax relief for private
health insurance taken out by on their behalf. [A decision
needs to be taken on whether there should be tax relief at the
higher rate for those paying tax at this rate.] [Those still
in employment should get parallel relief from the benefits-in-
kind charge on corresponding premiums. ]

company health insurance schemes and/or a scheme for con-

[v. A decision needs to be taken on P11D tax relief for y
tracting out.]

vi. There are to be more schemes under which patients can
pay for optional extras or more "topping-up". This will
generate income for the NHS and provide extra services for
patients.

9. Second, better use of NHS resources. There has been good
progress with management improvements in recent years. The
Government intends to build on this as follows.

: B Better information is essential. The Resource Management
Initiative will be accelerated, by extending it next year from
five experimental sites to the whole country. This will
enable proper clinical budgets and monitoring to be intro-
duced. It will also provide doctors with more detailed
information about each other's practices as a basis for
medical audit.




[ii. Better use of capital, and recognition of it as a cost,
are also important. Discussions between Treasury and DHSS in
hand. ]

iii. Independent outside scrutiny is_an essential counterpart
to betté;EIHEE?HET-§§§fEﬁ§T——P€fT6?EEHEe indicators are now in
place. New arrangements for independent audit of Value For
Money will be introduced: 1legislation will be needed.

iv. Arrangements for medical audit will also be strengthened.
Consultants can at present refuse to participate: in future
they will be contractually bound to do so. —_—

v. [The new "top-sliced" financing arrangements will be
designed to provide greater incentives to efficiency. They
will be linked to the introduction of market mechanisms, eg
for selected independent hospitals, and the pursuit of local
experiments. Present financing mechanisms will be improved to
respond more quickly to cross-boundary flows. ]

10. Third, full involvement of consultants. There is growing
acceptance by the medical profession that they have a management
role complementary to their clinical duties. Responsibility for
the use of resources will go hand in hand with accountability for
the stewardship of them. This will not affect clinical account-
ability which will continue to be to the patient and to the
doctor's professional peers.

is The Resource Management Initiative is directed at
involving doctors in management systems.

ii. Contractual arrangements will be revised. [Paper by Sir
Roy Griffiths will explore this further. Proposals so far
incIude the transfer of contracts to District Health Authori-
ties, short-term contracts for new entrants, reviewable job
descriptions, mobility between hospitals, reform of the merit
award system and encouragement of part-time contracts.]

11. Fourth, a better organised NHS. A key feature of the proposed
long-term reforms is greater independence for hospitals to enable
them to operate within market mechanisms rather than top-down
controls. This will require legislation in due course. In the
meantime, first steps will be taken towards greater devolution of
responsibility to hospitals (or groups of hospitals) within the
existing framework of the NHS, including the following:

(. making clinicians, who are the main users of NHS
resources, accountable for the use which they make of those
resources. This ties in with the proposals for better
information systems and for revising consultants' contracts;

ii. requiring District Health Authorities to agree with
hospitals under their control what their performance targets
aré, both for local 'baseldad' services such as accident and
emergency departments and for elective surgery. Hospitals
which meet their performance targets will be guaranteed an




agreed level of funding. There will also be agreed arrange-
ments covering the provision of services to other Districts or
the private sector, and tertiary referrals;

/{If? giving hospitals more freedom to determine local pay and
conditions, and to deploy staff flexibly, within a reformed
Whitley system;

iv. setting up pilot experiments (eg for teaching hospitals)
to try out new arrangements for independence, leading towards
autonomy on the lines of paragraph 14 at an early date;

V. revision of the role of the NHS management board, to take
account of these changes.

12. Finally, a thriving mixed economy of health care. The private
sector is an integral part of the nation's health care. A strong
private sector is good for the NHS, and vice versa, as a source
both of competition and co-operation. The Government welcomes the
joint ventures which have begun to take place. It will encourage
the growth of an efficient private sector by:

- encouraging more joint ventures;

ii. extending contracting-out to clinical work as well as

laundry cleaning and catering. Competitive tendering will

initially cover clinical support services such as patholog

but the scope for further extension (eg to certain types of
elective surgery) will also be considered;

iii. asking all NHS hospitals to review the scope for selling
spare capacity to the private sector;

B e == S
iv. encouraging more pay beds in NHS hospitals, particularly
the introduction of new private wings (eg in accommodation
which becomes surplus following rationalisation);

V. tackling medical restrictive practices to free up the
supply of key personnel, especially consultants;

[vi. introducing tax relief to encourage some forms of
private health insurance (see above).]

PART III: POSSIBLE MEASURES FOR THE LONGER TERM

13. Taken together the measures in Part II are in themselves a
formidable programme of change. But they need to be part of a
programme for the longer-term development of the NHS, designed to
give a better deal to the patient and the taxpayer. The details
of this programme will be decided in the light of further
consultation and discussion. But the Government's present
thinking is as follows.




14. The process of devolving responsibility to hospitals should
lead to the establishment of self-governing hospitals with
statutory independence. To qualify for independence each hospital
would need to demonstrate to the satisfaction of the Secretary of
State a record of sound financial, professional and management
competence. New hospitals would provide a particularly good
opportunity for experiments in autonomy. Once independent,
hospitals would be separate legal entities, free for instance to:

s grade, deploy and pay staff - including consultants who
would be hospital employees - as their management board
thought fit;

ii. enter joint capital ventures with the private sector;

iii. develop new services to meet demand or reflect new
technology;

iv. sell their services to whichever District Health
Authorities, or private sector health insurance companies ‘
wished to buy them.

15. General Practitioners would continue to act as the gateway to

hospital services. They would continue to have freedom to refer

patients to consultants: indeed they would have better informa-
tion about where to refer patients. DHAs would need to set aside
funds to cover special or ad hoc referrals to hospitals not
covered by their main contracts. The present functions of Family

Practitioner Committees could be transferred to DHAs, and

cash-limited funds for primary care could be channélled through

DHAs. GPs would remain independent contractors, but their

&ontracts would be with DHAs. The provision or otherwise of their

contracted services could be used as performance indicators (eg

the rate of referrals to consultants, home visiting, the carrying
out of minor surdery and prescription rates).
e

16. As operational management responsibilities shifted to
hospitals, there would be a corresponding change in the role of
District and Regional Health Authorities. DHAs would be the
buyers of services and would place contracts with whichever
hospitals could provide the best package of services. Contracts
would be contestable by other public and private sector hospitals.
The constitution of DHAs would be revised to end their existing
exposure tolocal political and other pressures. The shift in
responsibility to hospitals would mean that the size - and perhaps
the number - of DHAs could be greatly slimmed down. So too could
the size and number of Regional Health Authorities, perhaps to the
point where they could become regional offices of the DHSS.

Funding would then flow direct from the DHSS to the Districts.

Cabinet Office
6 July 1988




POSSIBLE AREAS ON WHICH FURTHER PAPERS MAY BE NEEDED

Restrictive practices in professions other than consultants.

al -?
Manpower and Training Issues.

-

The role of the NHS Management Board.

Private §§ptbr: actiqg/pian.

Competitive tendering.

Information technology and the Resource Management Initiative.

Independent Audit: report by Treasury and DHSS.




TIMETABLE FOR COMPLETION OF REVIEW

26 July

Week beginning 12 September

Week beginning 3 October

Week beginning 9 October
November /December

January 1989 onwards

Meeting to consider further work
commissioned on 8 July.

Meeting to consider first draft
of White Paper.

Meeting to consider second draft
of White Paper.

Party Conference.

Publication of White Paper.

Consultations followed by
legislation in 1989-90 Session.




