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Part I: Introduction

1 The context

Jennifer Dixon

The National Health Service (NHS) has been no stranger to change.
Although its fundamental objectives have remained essentially the same
since 1948 — universal coverage and equity of access according to need —
the Service has continually developed in response to wider social,
economic, political, technological and environmental pressures.
Successful governments are those which are not only able to identify
these wider pressures, but also respond by designing and implementing
policies to shape public institutions, like the NHS, appropriately.

The 1991 reforms of the NHS introduced by the previous Conservative
Government represented the largest shake-up of the Service since its
formation in 1948. Like other initiatives before them, the reforms were
designed to respond to pressures upon the Service, in particular the
growing tension caused by rising demands and a limited supply of
resources. But, unlike others, they were significant in how they were
conceived, their scope and content, their speed of implementation and
evolution, and their reception by the Service. For example some reforms,
such as allowing the NHS to purchase care in private hospitals, stretched
the very notion of what a national health service actually is. But much
more significant, as far as the future of the NHS is concerned, was their
impact on the Service itself.

The aim of this book is to review the evidence on the impact of the three
main elements of the 1991 reforms — health authority purchasing and its
variants, GP fundholding and its later developments, and NHS trusts —
and consider the lessons that can be learned for the future. The review is
relevant for several reasons. The published evidence is scattered across
several disciplines and has not before been reviewed systematically or
published together. The results of this review will be timely to consider in
the light of the plans for reform of the Service put forward by the Labour
Government in the White Paper The New NHS (Secretary of State for
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Health, 1997). Lastly, there has been no real discussion of the type and
volume of research into the impact of the reforms, and how it could be
improved to aid policy-making in future.

Before reviewing the evidence, it is important to consider the context in
which the reforms were designed and implemented, as this bears on both
the impact of the reforms and the type and volume of research evidence
available. Much has been written about the prevailing political and
economic environment in the 1980s which led to the design of initiatives
set out in the 1989 White Paper Working for Patients (Secretaries of State
for Health, 1989), which in turn heralded the NHS reforms implemented
in 1991 (Butler, 1992; Gilmour, 1993; Young, 1993; Klein, 1995a;
Timmins, 1995a; Glennerster and Le Grand, 1995; West, 1997). It is not
intended to repeat this history here, but rather to sketch some of the key
events that are relevant to consider alongside the evidence of impact of
the reforms, presented later in this book.

Throughout the 1980s a Conservative Government was in power with
both a strong leader, Margaret Thatcher, and, for much of the decade, a
significant majority in the House of Commons. The Thatcher
Government had a strong conviction that the market was a better
mechanism by which to allocate resources rather than the State, and that
to create a more competitive and healthier economy, lowering public
expenditure and taxes were necessary. Furthermore the prevailing view of
the Government, and large sections of the media, was that public
services were characterised by outdated, inefficient practices, driven by
narrow professional interests and were insufficiently responsive to users.
The time for change was long overdue.

The activities and costs of all parts of the public sector therefore came
under intense scrutiny. The large public monopolies such as the water,
gas and electricity industries, were broken up and sold off to the private
sector. The NHS escaped wholesale privatisation because it consistently
enjoyed public support — even Mrs Thatcher conceded that the Service
‘offered high quality care ... at a reasonably modest unit cost’ (Thatcher,
1990) — and there was no consensus that privatisation would solve more
problems than it was likely to create.
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Nevertheless, significant problems were perceived as needing attention.
There was an overriding imperative to curb the growth in spending on the
Service to keep public expenditure down; unacceptably large variations in
performance in different areas were apparent; there was a marked lack of
information and choice for consumers; the Service was insufficiently
managed; and there was almost no reason for the medical profession to
consider the costs of treatment even though the NHS operated within a
cash-limited budget. Furthermore, perennial problems such as long
waiting lists and times, ward closures, staff shortages and difficulties in
admitting emergency cases remained stubbornly difficult to solve.

Some attempts were made to address these issues during the 1980s. For
example, following the Griffiths Report in 1983 (Griffiths, 1983),
general management was introduced throughout the Service. Managers,
on performance-related pay, were made responsible for running hospitals
and implementing Government policy, and were directly accountable to
the centre. There was a stream of directives from the Department of
Health exhorting the Service to improve efficiency in various ways; for
example through cost improvement programmes and cutting
management costs. In 1990 the remit of the Audit Commission was
extended from local government to include the NHS, increasing the
scope for conducting value-for-money studies and offering guidance to
the Service on improving efficiency.

Other policies introduced later in the 1980s took on a different flavour,
some of which heralded the later reforms. These included giving
incentives to local services, rather than central directives, to improve
efficiency, although the distinction was at times blurred. For example,
the resource management initiative (Packwood et al., 1991) meant
devolving budgets within hospitals to clinical directorates, which would
then buy and sell services from other directorates in a form of an ‘internal
market’. Hospitals were required to tender for ancillary services from a
range of competing providers — private or public.

Other initiatives focused on raising extra income for local services rather
than efficiency per se. For example, the 1988 Health and Medicines Act
increased the capacity of hospitals to generate income from private
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sources, provided that this did not disadvantage NHS patients. This
resulted in NHS hospitals undertaking a variety of entrepreneurial
activities: expanding the number of pay beds; charging for car parking;
renting space within the hospital to shops, banks and other businesses.

But few initiatives were directed at other significant problems, such as
the large variations in clinical practice or the general unresponsiveness of
the NHS towards patients. A start was made in 1990 with the
introduction of a national GP contract, which made explicit in broad
terms what was expected from GPs for the fees paid to them. More
significant action to scrutinise or modify clinical behaviour was ducked,
and the dominance exerted by hospitals over patients and their GPs
remained essentially unchallenged.

Despite efforts to improve efficiency and raise extra local revenue, the
same basic problems remained. Rising demand, coupled with the frugal
real growth in funding in the mid-1980s, helped to force a financial
crisis. Demonstrations by NHS staff over shortage of funds, closed wards
and cancelled operations were commonplace. The media highlighted
numerous cases of patients going without care due to shortages, including
the case of a child in Birmingham who had a life-saving heart operation
cancelled because of a lack of intensive care nurses. The stakes were
raised by the Presidents of three Royal Colleges who made a public
statement urging immediate government action to save the NHS from
imminent demise. The crisis reached its nadir over the winter of 1987,
forcing Margaret Thatcher to announce in January 1988 that a wide-
ranging review of the NHS was underway.

With hindsight it could be argued that the crisis was also forced by rising
anxiety and low trust within the NHS, and possibly the media, about the
future of the NHS. This anxiety came from the anti-public sector
thetoric put out by the Government at the time. The statement by
Margaret Thatcher that ‘the NHS is safe in our hands’ came too late to
reassure the public and the Service. The way that the subsequent review
of the NHS was conducted simply added to that anxiety, and very
effectively built resistance to any proposed change. The review was
conducted in secret, and there was next to no consultation with the
professions represented in the NHS or independent non-partisan outside

==



The context 5

bodies, such as the universities or voluntary sector. Indeed, the review
was conducted by no more than a handful of politicians and political
advisors strongly aligned to the Conservative Party. The result, it was felt
by many inside and outside of the NHS, could only spell trouble.

Initially everything was up for review, including the methods of financing
and organising the NHS, although alternative methods of funding to
general taxation and national insurance were dismissed early on and did
not appear in the subsequent White Paper (Secretaries of State for
Health, 1989). Ideas put forward by one visiting US economist, Alain
Enthoven, as well as two home-grown ones, Alan Maynard and Nick
Bosanquet, gained significant ground (Maynard, 1986). The ideas
mooted were essentially about splitting purchasing from providing in the
NHS, allowing providers to compete for NHS funds and to be rewarded
for quality and efficiency, and giving GPs budgets to purchase hospital
care (Enthoven, 1985).

The result of the review was the White Paper Working for Patients
(Secretaries of State for Health, 1989) in which the aims of the Govern-
ment’s proposals for reforming the NHS were spelt out. These were to
improve value for money, to reward efficient and higher quality providers
and to encourage greater responsiveness of services to patients, while
maintaining the founding principle of the NHS: equity of access for
equal need.

The proposed treatment was widespread reform of the organisation of the
NHS. The main feature was the separation of the purchaser and provider
functions: purchasers (health authorities or HAs) would buy services
from providers of acute or community health services (renamed NHS
trusts) through a contract on behalf of their resident populations. The
HAs would receive budgets from central government determined by a
weighted capitation formula.

The basic logic was that as money did not automatically flow from
purchaser to provider, providers would have to compete for business. The
resulting competition would encourage providers to be more efficient,
more responsive and offer better quality care. Thus an internal market
was to be created. The term ‘internal’, implying that both the buying and
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selling of services would occur within the NHS, was not entirely accurate
because NHS purchasers were subsequently allowed to purchase care
from private providers. Some commentators preferred the term ‘quasi’
market, drawing parallels with similar quasi-market developments
elsewhere in the public sector (Le Grand and Bartlett, 1993; Glennerster
and Le Grand, 1995).

The purchaser/provider split was universal and mandatory, resulting in
what has been called ‘dictated competition’. However, other reforms
outlined in Working for Patients allowed some local discretion. For
example, GP practices could volunteer to hold a budget to purchase a
restricted range of care (mainly elective surgery and drugs) for their
patients, provided that they had a registered population of 11,000 or
more and that they inspired confidence that they could manage a budget.
Their budgets were to be withdrawn from the host health authority
purchaser in whose boundaries they were located. The budgets were to be
set initially on the basis of the costs of their referrals for the relevant
procedures in the year prior to joining the scheme, but were supposed to
move eventually to a system of weighted capitation.

This ‘GP budget-holding’ (soon to be renamed ‘GP fundholding’) scheme
was essentially an afterthought by the then Secretary of State for Health,
Kenneth Clarke, (Timmins, 1995a). He thought it desirable to offer
patients an alternative purchaser of hospital care to a health authority. It
was assumed that GPs would have more ability to lever change than
health authorities, because they had more detailed local knowledge of
services and because hospitals were more likely to be responsive to GPs
than anonymous health authority managers. Furthermore, fundholding
practices were given a clear incentive to be more efficient: they were
allowed to keep any savings from their budget to use for patient care. In
contrast, health authorities were not allowed to keep any savings they
made, but instead were required by the NHS Executive of the Department
of Health to ensure that their providers produce 3% greater activity for
the same cost each year, and to reduce management costs by proportions
specified by the Government. Notably, fundholders were largely exempt
from these and other central requirements to improve efficiency.
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Similarly, acute hospitals and providers of community health services
were encouraged, not mandated, to become NHS ‘trusts’. These would be
semi-independent, non-profit organisations, still nominally within the
NHS but with certain freedoms of action concerning pay, skill-mix and
service delivery. Unlike fundholders, however, they were not allowed to
keep any budgetary surpluses. Boards of hospitals were slimmed down: out
went elected representatives from local government and Community
Health Councils, and in came members appointed by the Government,
often from the business sector and with Conservative Party sympathies,
who could be trusted to make the reforms a success.

The essential elements of these changes — a split between purchasing and
providing, devolved budgets, a quasi-market based on contracts — were
not unique to the NHS. Many public sector institutions, for example
school education, community care and the BBC, were reformed along
these lines at a similar time. The main features came to be included in
what was termed ‘the new public management’, and stemmed back to the
ideas of Osborne and Gaebler (1992) in the USA, who suggested that
public organisations should ‘steer’ (purchase, or influence the purchasing
of services) and not necessarily ‘row’ (provide the service). But this raised
heady questions within the NHS about the meaning of public service.
For example could private providers (who were heavily motivated by
profit), or even public providers (motivated to compete and maximise
income), deliver services to meet basic NHS objectives? To many, the
answer was an automatic negative, and the reforms were thought to be
incompatible with the notion of a national health service.

[t was significant that entry into the GP fundholding scheme and
becoming an NHS trust was discretionary and not mandatory. First, it
meant that only the most willing and able would join at the outset.
Volunteers were more likely to be product champions, inclined positively
towards the reforms in general, more able to make the policy work and
thus be a ready source of good news about the initial impact of the
reforms. The volunteers represented politically acceptable pilots: pilots
who were interested in succeeding rather than potentially sabotaging the
reforms. Indeed, the potential for sabotage, given the firm opposition by
the profession, was one of the main reasons given by the Secretary of
State for Health, Kenneth Clarke, for not first piloting the reforms in
several regions (Timmins, 1995a).
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Second, because not all GPs became fundholders and not all hospitals
became NHS trusts overnight, the details of the policy did not need to be
thought out in great detail before implementation. Instead, they could be
filled in over time as the need arose, using the volunteers as relatively
willing and sympathetic pilots. Although many called this ‘policy-making
on the hoof’, others argued that this approach was the most appropriate
and flexible given the nature of the reforms. Whatever the view, the
approach relied heavily on the ability of the NHS Executive to be able to
spot problems when the need arose and to make a swift response. This
was possible in the early days of the reforms because the small number of
trusts and GP fundholders were likely to have a close relationship with
either the regional health authority, regional trust units (set up to oversee
NHS trusts) or directly with the NHS Executive. Later on, as the number
of fundholders multiplied, all providers became trusts and, as the number
of staff in the regional health authorities and Department of Health
reduced, this capacity was necessarily diminished.

Third, the policy meant that the volunteers received considerable
investment to support the new responsibilities which accompanied
fundholding or trust status. This included financial investment through
computer and management allowances, and investment of the time and
energy of managers from the local and regional health authority and local
trusts. Organisations were thus rewarded financially for volunteering;
resources were diverted to those which were most willing and able to take
up the new opportunities, rather than to those in areas where funds were
most needed. This was less of an issue for hospitals, because most became
trusts by 1994. It was more an issue for GP practices, and it may have
widened the gap between the well-endowed practices who joined (such
as large group practices located in the wealthier suburbs) and the less
well-equipped (such as single-handed inner city practices covering
deprived areas) who did not. It also underlined a tendency of the
Government to ‘fund the fittest’ — those who were more likely to be
successful — rather than those who were the neediest; ensuring equity in
health services was not a prime objective at the time. All of these points
are important to bear in mind when considering both the methods and
results of subsequent evaluation studies.
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The proposals in Working for Patients were launched with a fanfare in
January 1989 and greeted with widespread scepticism mixed with
curiosity to see how they would work. The proposals were interpreted by
many to be the result of a highly ideological policy to ‘marketise’ the
NHS, and the environment into which they were launched was highly
charged with suspicion and mistrust. There was predictable opposition
from powerful interest groups, notably the British Medical Association
(BMA), which had not been consulted. The research community was not
slow to follow with predictions of the likely, mainly negative, impact of
the reforms and the unsuitability and unworkability of introducing a
business ethic into public service. The chorus of complaint and
opposition grew louder during, and after, a brief consultation period,

when the bulk of proposed reforms were made law in the NHS and
Community Care Act 1990 and introduced into the NHS on 1 April 1991.

The highly politicised atmosphere in 1991 split professional allegiances,
bewildered the public, and set both against the NHS managers
responsible for making the reforms work. This politicisation stretched
throughout the NHS from the civil service (Foster and Plowden, 1996)
to NHS managers, to the new chairs and non-executive directors
appointed on to health authority and trust boards, and extended into the
medical profession. Some GPs who became fundholders in the first wave
were clearly aligned to the Conservative Party and were initially
ostracised by their colleagues for joining the scheme. But most of the
hostility from NHS clinical staff and the public was reserved for NHS
managers who were charged with implementation of the reforms. Many
managers were enthusiastic and, having recently come from the private
sector, embraced not only business culture and jargon but the ‘one of us’
ethic encouraged by the Government at the time. But partly to allay
fears, not least in Whitehall, the Government encouraged a ‘steady state’
in the first year of the reforms. For example, health authorities were not
allowed to depart far from purchasing historical patterns of care. This
would allow, in the jargon of the day, a ‘smooth take-off’ and reduce the
chances of disaster.

In this environment it is not surprising that funds were not made
available by the Government to allow external independent evaluation
of the effects of its own highly controversial policies: conviction won
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over evaluation. There was thus no independent voice, such as from the
universities, which could help to defuse the highly charged atmosphere
by giving a more objective appraisal of events. As a consequence, for at
least two years there was an inevitable vacuum of information from
research — a vacuum filled by anecdotal claim and angry counterclaim
from those working within the NHS. Researchers were left to muster
resources where they could, with the inevitable result that investigation
was uncoordinated and mostly set up after April 1991. Thus the
opportunity was missed to set up rigorous studies which allowed before-
and-after comparisons to be made.

Apart from a lack of funding, the prevailing NHS environment also
meant that research was more difficult than usual to conduct. Managers
in some cases were less than willing to share information with researchers
(particularly information on costs), for reasons of ‘market confidentiality’
and possibly because of presumed ideological differences with university-
based researchers. The rush by hospitals to achieve trust status meant
that many invested in new information systems. This delayed access to
routine data by researchers and may have disrupted the flow of routine
data collection. As the NHS devolved into smaller units (purchasers and
providers), it became increasingly difficult to obtain information from
one central source, for example the regional health authorities, especially
after the latter were abolished in 1995. Finally, the rapid evolution of the
reforms after 1991, the delayed impact of other policies introduced before
1991, such as the 1990 GP contract, as well as the effect of policies
introduced subsequently such as the Patient’s Charter (Department of
Health, 1991a) and Local Voices (Department of Health, 1991b) added to
the researchers’ confusion. They were not just unsure of what to evaluate
but of how — in such a dynamic and increasingly cluttered policy
environment.

The results of evaluation by independent researchers were thus not only
absent from the public domain in the early 1990s, but also were not
available for the benefit of the Government or the Department of Health
to help understand how the policy was progressing. Instead, both relied
more upon operational information gathered through the usual links
between the Department, NHS Executive and the Service (for example
through analysis of routine data or routine meetings with NHS
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managers) or through more direct links with friendly pioneer fundholders
and trusts. There was an emphasis by the Government on collecting and
broadcasting good news from the product champions (such as
fundholders or trust managers or political appointees to trust and health
authority boards), although this was swiftly countered by opponents in
the NHS and by the political parties in opposition. Similarly, the earliest
available external research providing favourable news was quoted
repeatedly, whereas other studies were either ignored or dismissed.

However, despite the handicaps mentioned above, a steady trickle of
research findings were published and, by the mid- to late 1990s, had
accumulated into a modest pile. But, by this time, the purchasing and
providing landscape had changed dramatically as the 1991 reforms had
evolved. All providers had become NHS trusts. On the purchaser side,
some health authorities had merged with each other; and all merged with
their local Family Health Service Authority (FHSA). The ‘standard’
fundholding (SFH) model had been adapted to allow smaller and smaller
practices to take part, with the limit being steadily reduced until it
included practices with list sizes as low as 5,000. Partly in consequence,
standard fundholding had become increasingly popular, with over half
the population covered by fundholding practices by 1997, controlling
over 10% of hospital and community health service spending. In
addition, a new form of ‘community’ fundholding was introduced in
1996, in which practices of 3,000 to 5,000 patients could volunteer to
purchase all the non-hospital services contained in the SFH package, and
‘extended’ fundholding was brought in, expanding the range of services
which could be bought by SFHs. Arrangements developed in some areas
in which fundholding practices work closely together, either in consortia
or multi-funds. Consortia were informal alignments of SFH practices in
which the practices agreed to coordinate their purchasing intentions in
specific areas; multi-funds were more formal arrangements where
practices agreed to pool their SFH management allowances and
administrative arrangements. By 1997 there were over 50 multi-funds
covering around three million people. The fundholding scheme was
again extended in 1995/96 by setting up some 80 ‘total purchasing
pilots’(TPPs), where groups of SFHs joined together to purchase
potentially all the hospital and community health services for their
patients on behalf of the local health authority (Mays et al., 1997).
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In some areas, GPs who remained ideologically opposed to fundholding

formed GP commissioning groups; in others both fundholding and non-
fundholding practices were involved in locality commissioning (Colgan
and Rose, 1997), with or without a notional budget allocated to their
locality. Unlike the case with fundholding, this occurred without the
encouragement of the Government and, more importantly, without the
extra resources to support the management of these groups. The
increasing plurality of arrangements for purchasing was a challenge even

to describe and keep track of, let alone evaluate, or indeed to begin to
regulate (Mays and Dixon, 1996).

The political landscape had also changed. As the reforms bedded down,
and some benefits were apparent, it became obvious that many of the
changes had been accepted by NHS professionals who originally had
been implacably opposed to them. Even the BMA offered muted
concessions that the reforms had brought some benefits. Also, it was
realised soon after 1991 that the ‘internal market’ itself was not really a
market, and could never be in a realistic sense of the word. Competition
between providers in many areas of the country simply did not exist. The
tidal wave of cut-throat competition which had threatened to crash over
the NHS turned out to be little more than a gentle wave lapping at its
edges. Indeed, the word competition lost currency and was replaced by
‘contestability’ or potential for competition. However, even when such
potential existed, the extent to which purchasers (fundholding practices
or health authority purchasers) were using the threat of competition to
lever change was far from clear. In any case, health authorities at least
had a vested interest in supporting their local providers, in a relationship
based more on collaboration than threat.

There was also a growing consensus that separation of purchasing and
providing gave health authority purchasers some new levers to help
change local services (even if they were weak in practice). Also, giving
GP practices, or groups of practices, budgets had produced innovation and
some tangible benefits to patients. Indeed, many practices had shown that
it was perfectly possible to be a responsible and ‘ethical’ purchasing unit.

By 1996 and early 1997 more Government papers appeared: Choice and
Opportunity and Delivering the Future (Secretary of State for Health,
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1996a, 1996b). Both focused on primary care. In contrast to Working for
Patients, these were the product of a ‘listening exercise” an effort made by
the Government to take into account the views of those working in the
Service on the way forward for primary care. The proposals were far-
ranging; for example contracts for primary care services were envisaged
between health authorities and whole practices, and/or community NHS
trusts where health authorities could specify the services to be provided.
The White Papers were embodied as the Primary Care Act 1997, passed
in the dying days of the Major Government. The new Labour
Government confirmed that funds would be available to evaluate both
GP commissioning groups and the new Primary Care Act pilot schemes

(NHS Executive, 1997).

By the 1997 general election, a consensus had developed between the
political parties that the essential features of the reforms were worth
keeping — notably the split between purchasing and providing in the
NHS. Disagreements were more apparent over the details. These
included whether single GP practices or groups of practices in a locality
would be encouraged to hold budgets, whether contracting should take
place annually or over longer periods, or the extent to which the costs of
administration could be reduced. Both the consensus, and the
disagreements, were less informed by such evidence of the reforms as had
accumulated than by political gut-feelings.

December 1997 saw the publication of the new Labour Government’s
plans for the NHS in England: the White Paper The New NHS (Secretary
of State for Health, 1997). Despite the rhetoric in the White Paper that
the Tory reforms of the NHS-had been abolished, the high degree of
consensus between the old government and the new about the merits of
keeping the essential features of the 1991 reforms was obvious. The
purchaser/provider split was to remain, as were NHS trusts and, although
GP fundholding was to be abolished, groups of GP practices (primary care
groups) covering geographical communities of up to a population of
100,000 would be responsible for purchasing hospital, community and
primary care for their populations. The main differences were of
emphasis. ‘Cooperation’ not competition between purchasers and
providers would be encouraged, and annual contracts would be abolished
in favour of longer term ‘Health Improvement Programmes’ jointly agreed
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between trust, primary care group and health authority. It was claimed

that, as a result of scrapping yearly contracting and GP fundholding,
management and administrative costs would be reduced.

So, as we enter this new phase of reform in the NHS, it seems as though
there is a fair degree of consensus between political parties, and within
the Service, about the value of keeping the basic features of the 1991
reforms. But how far is this justifiable on the basis of the available
evidence! In the remainder of this book, we address this question by
reviewing the published evidence on the impact of the reforms.




2 Methods
Julian Le Grand and Nicholas Mays

This book reviews the research evidence concerning the NHS internal
market, and attempts to use the evidence to evaluate its impact. Policy
evaluation requires criteria against which a policy can be judged; the first
section of this chapter examines the criteria that we used. The next
section discusses the way in which the material that relates to the
different elements of the internal market has been organised. Finally, the
concluding section spells out the methods employed to review the
material.

Evaluation criteria

Many of the evaluative research studies in this area were far from explicit
about the criteria they were using, and it is not always easy to see which
criteria were implicit in the works concerned. However, it seems that the
impact of change can be assessed in relation to five broad headings,
similar to those used in earlier exercises of this kind (Le Grand and
Bartlett, 1993; Robinson and Le Grand, 1994): efficiency, equity, quality,
choice and responsiveness and accountability.

Efficiency

Efficiency is often identified with crude cost-cutting and so tends to be
unpopular among those who actually have to provide the relevant
service. However, a more sophisticated approach would acknowledge that
the way in which resources are used to achieve given ends is an
important matter of social concern and that, other things being equal,
the more efficiently such resources are used the better.

Two definitions of efficiency are familiar to economists: technical or
productive efficiency which maximises output for a given level of inputs;
and dallocative efficiency in which the best mix of outputs across different
service areas is selected. Much of the criticism of the pre-1991 NHS
implied that it was failing on both counts (that is, providers were
inefficiently producing the wrong output). Although technical efficiency
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is a provider concern, the purchasing role in combination with the
internal market was explicitly intended to produce a better match
between resources and needs: an allocative task. In what follows we
consider both kinds of efficiency as appropriate.

One particular efficiency issue concerns transactions costs. These refer to
the administrative costs of actually operating the internal market, such as
ensuring that contracts are well specified, negotiated and monitored. The
term is also used to refer to the extra management and administrative
costs associated with the market’s introduction. Transactions costs are
probably best interpreted as a technical efficiency concern; but because
of the salience of the issue in the policy debate, we discuss such evidence
as exists concerning these sets of costs separately.

Equity

A concern with equity or social justice was arguably the principal
motivation that led to the original foundation of the NHS; no evaluative
exercise can ignore the impact of the policy concerned on equity in some
form or another. However, equity is a contested term and there is no
universal agreement on how it should be interpreted in different contexts
(Le Grand, 1991). Most of the research that deals with equity in the
health care area, however, appears to adopt one of two interpretations.
The first is that of equal treatment for equal need: this means that the
amount of treatment that patients receive should be determined solely by
their need and not by any other factor such as income, race, class, gender,
etc. The second interpretation is similar, but not identical: it concerns
access to care and requires that this be equal for all, again independently
of any other factor. Both of these interpretations appear in what follows.

Quality

How different models of purchasing perform in relation to the quality of
care is an obvious criterion against which they should be judged. Working
for Patients gave as one of its two key objectives ‘to give patients ... better
health care’ (Secretaries of State for Health, 1989), and it is hard to
imagine this being seriously challenged as a policy goal.
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However, as with equity, the criterion is subject to many possible
interpretations. Quality may be defined in terms of indicators of health
outcomes: the improvements in individual health that are attributable to
the relevant policy intervention. Alternatively, it could refer to patient
satisfaction with treatment received. It might also refer to the outputs of
the system (such as hospital discharges or deaths), to indicators of the
processes that patients have to undergo (such as waiting times) or to the
system ‘inputs’ (quality of medical staff or service facilities). Here we
accept that quality is multi-dimensional and report on those dimensions
that have been investigated by the work under review.

Choice and responsiveness

As noted above, Working for Patients gave quality of care as one of the two
objectives for the reforms. The other objective concerned choice:
specifically, the importance of giving patients ‘greater choice of services
available’ (Secretaries of State for Health, 1989). Greater choice may be
seen as a desirable aim in itself; alternatively, it can be viewed as an
instrumental aim, a tool for achieving other ends such as efficiency and
responsiveness. In particular, the aim of improving the responsiveness of
the system was flagged up in the White Paper. It referred to the need for
those in the NHS who successfully responded to local needs or preferences
to be appropriately rewarded (Secretaries of State for Health, 1989).

Accountability

That the system should be accountable seems a reasonable requirement
for any public service. Purchasing and providing agents need to account
for their activities to the funders of those activities. Because, in the case
of the NHS, funding comes from taxpayers via central government,
accountability to the centre is clearly an important issue. However, other
forms of accountability (for instance, to local communities or to practice
populations) are also important and have been considered by some of the
studies under review. Accountability in all its aspects is difficult to study
empirically and has a strong normative component. Nevertheless, we
have attempted to bring together evidence pertaining to this aspect of
the structure and performance of the NHS.
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Methods

Published material was sought using three methods:

searching using electronic databases (King’s Fund Library dataset,

Medline, Health Planning).

searching in libraries for material not generally included on
electronic databases (offprint collections, published bibliographies,
unpublished reports, ‘grey literature’).

asking key experts from the academic research community and from
within the NHS, including all Directors of Public Health in England,
to identify relevant papers, and reports.

The definition of evidence used was broad, with all published material
being reviewed. This ranged from controlled statistical studies published
in peer-reviewed journals through to opinion and anecdote. More
specifically, the evidence can be grouped into seven categories:

prospective, including before-and-after studies with and without
control groups and contemporaneous studies with control groups

(CBA, PBA, CC).

retrospective or historic control studies with or without
contemporaneous comparison (HC).

routine monitoring (RM).

case studies (CS).

indirect research: systematic hypothesis generation, theoretically
informed commentary and literature reviews (IR).

opinion surveys (OS).

writer opinion and anecdote (AE).

The studies found are listed in the Appendices and assigned to one of

these categories.
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There was difficulty assessing the value of the information from each
category. Do writer opinions and anecdote carry the same weight as
controlled studies, for instance? If not, how much less weight? In view of
the difficulty of answering this kind of question, a strict ranking of studies
according to value was not possible. However, when summarising and
interpreting the results of published material, we tended to place a
greater value on certain types of studies over others, along the lines of the
ranking in the list above. Also, because of the large volume of news,
anecdote and writer opinion, material was only included if the
contribution was new or one which we judged to be substantial.

Organisation of the review

Reflecting the complexity of the internal market noted in Chapter 1, we
examined the research evidence under a variety of different headings.
These include the five different approaches to purchasing: health
authority purchasing (Chapter 3); GP fundholding (Chapter 4); locality
and GP commissioning (Chapter 5); and total purchasing (Chapter 6).
The evidence relating to NHS trusts and to the provider side in general
is discussed in a separate chapter (Chapter 7).

The evidence is used to assess the performance of the various elements of
the market against the set of criteria discussed above: efficiency; equity;
quality; choice and responsiveness; and accountability. In each case, an
attempt is made to assess the degree of consensus amongst writers of the
various merits and faults of the scheme. This assessment tries to make
clear the types of evidence that have been used to fuel these opinions,
and comments on the quality and strength of the evidence. Chapter 8
concludes with an assessment of how successful the different models have
been in meeting the criteria and, overall, the extent to which the
internal market can be said to have succeeded or failed.

The Appendices summarise the research evidence found and categorise
it. Each Appendix is a bibliographic table: one relating to HA
purchasing; one to GP fundholding; one to other models of devolved
purchasing; one to total purchasing; and one to trusts. Finally, the
Bibliography provides a full list of references.




Part II: The evidence reviewed

3 Health authority purchasing
Jo-Ann Mulligan

Our search of the literature revealed fewer formal evaluative studies of
health authority (HA) purchasing than of GP fundholding. This is also
reflected in the fact that the King’s Fund’s research initiative (Robinson
and Le Grand, 1994) evaluating the early stages of the reforms did not
include a study that specifically looked at the HA’s purchasing role. In
some respects, purchasing by HAs did not really capture the essence of
what the reforms meant to most people. It seemed in part at least a
‘rebadging’ of the previous planning system. Anecdotal pieces around the
time of implementation tended to concentrate on what was happening at
the front line of hospitals and GP practices. People were more interested
in how the reforms would affect patients directly rather than in changes
in the activities of HAs. Purchasing or commissioning by HAs was, at
least in the first year or two, a more remote concept than that of GPs
‘shopping around’ to cut waiting lists.

Moreover, the introduction of HA purchasing was not as ‘research
friendly’ as the introduction of GP fundholding. Fundholding was
introduced in clearly defined waves which at least allowed some
comparison between different periods. HA purchasing, on the other
hand, was introduced simultaneously throughout the country and
comparisons were impossible. Furthermore, in the first year of the reforms
HAs were told explicitly by the NHS Management Executive to aim for
‘steady-state’: that is, so far as possible, contracts should reproduce the
existing pattern of activity and referrals. In contrast, fundholders were
given more or less a free rein in their first year within the boundaries of
the elective procedures that they were allowed to purchase.

Another feature of the existing research is that it appears to have been
directed more towards the technical process of purchasing rather than
towards the question of how purchasing affects the population’s health or
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even the provision of health care compared to the previous system based
on planning. This is not surprising, given that the initial concerns of
most purchasers were much more to do with gaining the basic
information required to establish contracts and contracting
arrangements.

Consequently, most of the evidence presented here consists of indirect
research, descriptive case studies and opinion pieces with few
comparisons with the pre-reform situation. Although these types of
evidence might at first appear unsatisfactory when compared with proper
comparative studies, we should question what comparisons could or
should have been made. Is it reasonable to expect flawless before/after
studies, indeed any before/after studies when much of the data on
activity, costs and quality of services pre-1991 were not recorded in any
consistent way, if recorded at all? Also, the reforms themselves produced
changes in the ways in which routine data were collected. Linking
changes in the way services are delivered to measurable changes in
outcome, although highly desirable, is almost impossible given these
information inconsistencies.

Similarly, one could argue that contemporaneous comparisons with
fundholders would have been confounded by the fact that the two
models of HA purchasing and GP fundholding are inherently different.
Fundholders purchased a relatively small proportion of the more
predictable services, whereas HAs were left to face the task of purchasing
everything else, including unpredictable and rising emergency
admissions. Also, HAs had many roles other than purchasing, including
meeting national objectives and, after they had merged with Family
Health Service Authorities (FHSAS), responsibility for GP fundholders
themselves. Although fundholders were allowed to make and keep a
negotiated share of any savings and to use these resources as they saw fit,
HAs could not keep their surpluses and were constrained by the reality
that by moving much larger budgets they risked destabilising local
providers. Finally, fundholders could walk away from the scheme at any
time; HAs had to stay the course. In some ways, therefore, it should not
be surprising if fundholders appeared more efficient, dynamic and
proactive than HAs.
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It is with these issues in mind that the evidence on HA purchasing
should be approached. In line with the rest of the book, the evidence is
evaluated according to the five criteria outlined in the introduction:
efficiency, equity, quality, choice and responsiveness and accountability.

Efficiency

The question of how well HAs have brought about a better match
between resources and need depends on several things, including: the
level of activity purchased; their sensitivity in assessing need; the
transactions costs of specifying contracts; and the quality or outcome of
services purchased.

Technical efficiency

Although technical efficiency is largely concerned with the supply side,
it is still worth examining to see if any increases in activity can be linked
to the purchasing process. This is because the influence of HA purchasers
(as the principal type of purchaser), along with competitive pressures in
the internal market should, in theory, press providers to increase their
output and increase efficiency.

We begin with activity. At face value, the statistics regarding NHS
activity are impressive. For instance, there was a 29% increase in the
number of finished consultant episodes (FCEs) per available bed from
1990/91 to 1994/95 and a corresponding decrease in length of stay from
an average of 11 to 8 days (Office of Health Economics, 1995). However,
statistics such as these can be criticised on several grounds. First,
increases in activity purchased by HAs say little about whether an
improvement in technical efficiency has occurred in the absence of
accurate information on costs. Moreover, how that activity is defined can
also affect the figures. Serious criticisms have been levied against FCEs as
a measure of activity, the main argument being that FCEs have the
potential to exaggerate NHS activity when compared with actual
admissions (Radical Statistics Health Group, 1992a, 1992b, 1995; Seng
et al., 1993; Appleby et al., 1993). Second, although a reduction in
average length of stay may be an indicator of increased efficiency, to be
really meaningful it needs to be linked with information on outcomes
and readmissions. The fact that people are leaving hospital earlier does
not mean that they.necessarily have the same or a better outcome.
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Furthermore, it is impossible to determine how much of this decrease can
be attributed to the internal market and the influence of HA purchasers,
and how much to other factors such as increased funding and numerous
policy initiatives affecting the supply side (such as the Day Surgery Task
Force initiative in the early 1990s and the Waiting List Initiatives). In
essence, activity in itself says little about either the effectiveness or
efficiency of the health service, although information on trends may offer
some insights, as we shall see.

The Cost-Weighted Activity Index (CWAI) and the newer Purchaser
Efficiency Index (PEI) are currently the only official ways in which
activity purchased is linked to costs. The CWALI is obtained by aggregating
the activity increases in various areas of hospital and community health
services (HCHS), each weighted by the proportion of expenditure they
receive (Department of Health, 1996a). The PEI is based on the CWAI
and is calculated by dividing year-on-year changes in purchased health
care activity by changes in districts’ financial allocations.

Table 3.1 shows trends in the CWAI and an index of real resources. It is
apparent that the CWAI has risen faster since the start of the reforms
than have real resources (that is, there were bigger increases in activity
than in expenditure). Moreover, it has risen at a faster relative rate than
before the reforms. However, the index has been rising since 1982 and
the large jump in 1991/92 may be more the result of better recording of
activity in the first year of the reforms (from providers keen to ensure
that they were reimbursed for what they carried out) than to the effect of
the reforms.
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Table 3.1 NHS efficiency history, 1974-96

rate of growth
1991/92 to
1995/96

Year Hospital and community Expendﬁure adjusted for Change in
health services (CWAI) changes in input unit costs ‘efficiency’™*
Index Increase over Index Increase over
1974/75 =100 previous year (%) 1974/75 =100  previous year (%)
1974/75 100.00 100.00
1975/76 97.14 -2.86 100.80 0.80 -3.60
1976/77 103.10 6.14 101.88 1.07 5.00
1977/78 105.66 2.48 104.81 2.87 -0.40
1978/79 106.89 1.16 107.41 2.48 -1.30
1979/80 107.07 0.18 107.43 0.01 0.20
1980/81 113.23 5.75 108.25 0.76 4.90
1981/82 115.22 1.76 110.74 2.31 -0.50
1982/83 114.63 -0.52 110.89 0.13 -0.70
1983/84 120.96 5.53 111.73 0.75 4.70
1984/85 124.57 2.98 111.79 0.05 2.90
1985/86 127.90 2.67 112.00 0.19 2.50
1986/87 129.28 1.49 112.36 0.32 1.20
1987/88 131.92 1.63 113.22 0.76 0.90
1988/89 133.05 0.86 114.03 0.72 0.10
1989/90 135.98 2.20 116.02 1.74 0.50
1990/91 137.75 1.30 1711 0.94 0.40
1991/92 144.95 5.23 120.16 2.60 2.60
1992/93 149.45 3.10 123.89 3.10 0.00
1993/94 155.41 3.99 125.86 1.59 2.40
1994/95 161.91 4.18 127.60 1.39 2.80
1995/96** 168.19 3.88 129.85 1.76 2.10
Average annual 2.33 0.79 1.54
rate of growth
1980/81 to
1991/92
Average annual 4.08 2.09 1.95

** 1995/96 figures are provisional

Source: Department of Health.

* Column 2 divided by column 4 (i.e. change in cost-weighted activity in relation to
change in expenditure adjusted for changes in unit costs)
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Each year, HAs are instructed to improve performance by a specified
percentage. It is thus no surprise that the PEI has also risen since the start
of the reforms, with Department of Health figures suggesting that the
target of 2.25% was achieved by the majority of HAs in 1994/95,
although the Department, commenting on earlier figures in 1995,
admitted that:

... data quality problems in the first year of the new index
mean that its initial estimates for 92-93 now appear to have overstated
the gain in that year.

(Department of Health, 1996a)

Furthermore, as the index weights inpatient activity more than
community and primary care services, analysts have argued that there was
an incentive for purchasers to concentrate on the acute sector (Clarke et
al., 1993). This is supported by one survey of purchasers’ contracts in
1994 in which 84% of HAs said that the PEI was a significant influence
when contracting for services, with 45% saying that it encouraged them
to focus on acute activity (Raftery et al., 1994). Clarke and others have
also argued that the index is fundamentally flawed because it assumes
that more episodes of care are synonymous with better health and ignores
other aspects of health care provision such as quality, effectiveness and
appropriateness (Clarke et al., 1993; Appleby and Little, 1993; Appleby et
al., 1993). Finally, the problem with any systematic attempt to measure
efficiency remains the inaccuracy of the routine data. Appleby et al.
(1993) have argued that poor accuracy of cost and activity data can lead
to a margin of error greater than the percentage efficiency improvements
that the index is intended to measure.

Allocative efficiency

It is difficult to link any increases in activity (real or artificial) to the
behaviour of HA purchasers, given the presence of other confounding
factors and pressures. Furthermore, PEIs provide little information on the
composition of what is provided or whether the activity purchased is
effective or appropriate. A more useful question to ask is to what extent
have purchasers moved activity between providers or services to achieve
overall value for money, assuming that quantity can be guaranteed and
measured easily. In other words, how have purchasers tackled the
allocative efficiency question?
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In a perfect market, the key factor which guides purchasers to the most
efficient producer is price. In an imperfect market such as the NHS, price
is less likely to be the sole reason for purchasers to move contracts.
Appleby’s survey of purchasers’ contracting intentions found that the
most significant factors influencing their decision to change contracts
were (in order of importance): the quality of the service; the ease of
travel for residents; and the contract price compared with other providers
(Appleby, 1994a). The same survey found that there had been little
change in the way that HAs as a whole allocated their budgets between
services over the period 1992/93 to 1993/94. On the other hand, there is
evidence to suggest that some purchasers have taken advantage of their
ability to move contracts and make savings by reorganising existing
services between providers. Redmayne et al. (1993) showed that, in
Greater London in particular, purchasers were able to release money to
invest in priority areas by switching to more local or cheaper providers.
Overall, however, there is an anecdotal impression that not much
switching between providers has gone on. That said, there is still no
properly documented national picture on what purchasers are actually
purchasing, and how this may be changing.

Transactions costs

Most of the debate and evidence into the transactions costs of contract
negotiations has been on the provider, and not purchaser, side (Wall,
1994; Audit Commission, 1995a). However, as Chapter 4 shows,
evidence does indicate that HAs are likely to have lower transactions
costs than fundholders (Glennerster et al., 1994a; Glennerster et al.,
1994b). Griffiths’ work on the costs and functions of HAs and GP
purchasers (see Millar, 1997) suggests that the management costs of GP
purchasers are on average 50-90% of those for HAs. However, GP
purchasers undertake only half the number of functions that HAs are
responsible for. The research showed that functions totalling about 40%
of HA costs were totally different from those of GP fundholders and
included the substantial costs that HAs incur in administering and
supporting the development of GP purchasing. In terms of the NHS
overall, it seems that the price of supporting two partially intersecting
commissioning systems is high.
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The growth in the number and complexity of purchasers’ contracts could
be considered a proxy indicator for a rise in transactions costs in the first
few years of the reforms. Appleby (1994b) found that the number of
contracts for 45 districts increased each year from 1,160 in 1991/92 to
3,309 in 1994/95. Similarly, the number of more ‘sophisticated’ contracts
(block contracts with ceilings and floors, cost and volume and cost-per-
case) also increased over the same period (Appleby, 1994a; Raftery et al.,
1994). Furthermore, evidence suggests that the paperwork generated by
extra-contractual referrals or ECRs (those referrals that fall outside of
contracts) has also imposed additional costs (Ghodse, 1995). However, it
is not clear who really bears the majority of these costs and it is likely
that a substantial proportion fall on providers who, in the early years of
the reforms at least, were much less likely to have the administrative
infrastructure to cope with the additional demands of contracting.

Separate but related costs are those associated with the management and
administration of HAs. It is important to distinguish between the two at
the outset because a downward trend in these costs (on which some data
exist) does not necessarily mean a downward trend in overall
transactions costs (on which very little direct information exists). The
trend toward fewer and bigger purchasers has meant that HAs can take
advantage of economies of scale in certain purchasing functions
(Exworthy, 1993a). For example Dorset Health Authority saved
£758,000 in management costs alone from merging East and West Dorset
Health Authorities (Health Service Journal, 1992). Appleby (1994a) also
found that spending on HA administration remained broadly constant

between 1991/92 and 1994/95.

A questionnaire sent to Regional Health Authorities (RHASs) by the
House of Commons’ Select Committee on Health (House of Commons
Health Committee, 1994a) sought to obtain their views on the impact of
purchasing on a range of issues including the costs associated with the
introduction of the purchaser/provider split. Predictably, most RHAs
responded that it was almost impossible to achieve a direct comparison of
costs devoted to administration before and after the reforms. One region
did state, however, that the costs associated with the reforms had
remained broadly constant over the years 1991/92 (the first year of the
reforms), 1992/93 and 1993/94, although no mention was made of how
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the RHA defined and measured these costs. The situation with regard to
establishing baselines for comparison has improved more recently with
the first publication from the NHS Executive of the amount of money
spent by HAs and FHSAs in running their affairs (NHS Executive,
1996). Overall, the cost of running HAs was planned to fall from £478m
in 1994/95 to £477m in 1995/96 and to £450m in 1996/97. However,
Butler (1996) has argued that management cost comparisons are still a
long way from being an accurate guide to relative efficiency or
performance. This is because each HA has its own specific roles and
functions beyond the core purchasing tasks and these are not currently
taken into account in the comparisons.

Finally, it is worth questioning how far traditional economic theory can
provide an adequate explanation of how HAs respond to rising
transactions costs in the face of bureaucratic incentives. Hughes et al.
(1997) studied the nine HAs in Wales and argued that the development
of NHS contracting policy is less about organisational adaptation than
periodic strategic and administrative shifts deriving from the centre.
They suggest that the finding that HAs have recently drifted towards
more cooperative relationships with their providers does not just reflect a
desire to reduce transactions costs and increase efficiency — it is at least
in part due to coercive pressures from the NHS Executive. This rejection
of an ‘evolutionary’ theory of quasi-markets implies that the future
direction of the NHS may lie in the stark choice between a hierarchical
vertically integrated NHS and a market in health care.

Qutcomes and cost effectiveness

There have been numerous initiatives by the NHS Executive to improve
information on outcomes that might in future be linked to costs. In many
respects they can be viewed as a follow-up package to the main elements
of the reforms to facilitate the development of the purchasing role.
Following the publication for consultation in 1993 of an initial set of
Population Health Outcomes Indicators (University of Surrey, 1993), the
Department of Health has supported various projects to facilitate better
assessment of health outcomes. Again, although there is so far no
evidence to link any of these initiatives with improvements in purchaser
efficiency, they do represent steps in the right direction.
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Similarly, it is likely that the NHS reforms have injected a growing
acceptance of the need to demonstrate the cost-effectiveness of what the
Health Service actually does. This has been largely led from the centre
by initiatives such as the Centre for Reviews and Dissemination, the
Effective Care Bulletins and the UK Cochrane Centre. There have also
been more local examples of purchasers working together to justify, on
the basis of evidence on cost-effectiveness, why providers should
discontinue existing services or introduce new ones (Stevens et al.,
1995). This suggests that an increasing number of purchasers have
become more interested in improving the efficiency and effectiveness of
what they purchase.

Financial management

One final measure of the efficiency of HAs since 1991 is the extent to
which they have been able to manage their own finances by, for example,
living within their budgets.

The annual publication NHS Summarized Accounts provides summary
information on the financial performance of NHS HAs, GP fundholders,
FHSAs and NHS trusts. Accounts are available for HAs to the end of the
year 1995/96. However, they also include information on the financial
performance of the directly managed units that remain under HA
control: RHAs and special HAs for the London postgraduate teaching
hospitals. Subject to these qualifications, the data are shown in Figure
3.1. They indicate that HAs underspent their revenue income by 0.9%
in 1991/92, by 0.4% in 1992/93, by 0.24% in 1993/94, and overspent by
0.24% in 1994/95 and by 0.89% in 1995/96. This trend closely mirrored
the trend of a slowing in the growth of revenue income in real terms over
the same period. In contrast, FHSAs overspent nearly 2% of their
income in 1991/92 and this reduced gradually so that by 1994/95 the

total overspend was just under 1%.




Figure 3.1: Difference between NHS income and expenditure for 1991/92 to 1995/96
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It is difficult to compare the extent of budgetary control of HAs and
FHSAs with GP fundholders. However, it is worth noting that over the
same period from 1991 to 1996, GP fundholders overall underspent on
their budgets each year. The percentage underspend reached a peak in
1992/93 at nearly 3.5% and then reduced so that by 1995/96 the overall
underspend was 1.45%. As with HAs, the reduction in the underspends
mirrored the overall reduction in the growth of real resources available to

the NHS over the period.

There are many reasons for this difference, including the extent and type
of purchasing capacity of the different purchasers and the different
resources allocated per capita (see Chapter 4 on GP fundholding). Other
reasons are: part of the FHSA budget was not cash-limited; HAs were
mandated over the period to implement national policies for which extra
funds were not available; fundholders had a more direct incentive than
HAs to make savings and had a greater potential to shop around for
better quality care and prices. So only some of the reasons why
fundholders were more able to underspend than HAs relate to their
efficiency as purchasers.

Equity

Despite equity of access to health care being a central tenet of the NHS
since 1948, the new NHS inherited many inequities in the provision and
use of secondary and preventive health services such as childhood
immunisation (Reading et al., 1993) and cervical cytology (Baker and
Klein, 1991). Because HAs are charged with the task of assessing the
health needs of their populations, this should encourage them to focus on
equity issues by, for example, monitoring access to services for certain
groups such as elderly people or ethnic minorities. The evidence which
suggests that HAs are at least looking at this issue is promising. A survey
of the five-year strategy documents published by HAs (Redmayne, 1995)
showed that equity and accessibility were the dominant values guiding
HAs in making their plans for the future. Of the 66 documents
examined, 60% included equality of access or creating accessible services
among their guiding principles.

Opinion surveys of health professionals on the whole, although fairly
positive towards the new role of the HA as a purchaser of health care,
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were much more lukewarm about the effects of the internal market on
the fundamental principles of the NHS such.as equity (Francome, 1991;
Marks, 1995). Other evidence suggests that HA purchasers appeared to
be focusing more on monitoring cost and activity levels rather than
examining equity considerations and that this was largely due to the
financial imperatives of contracting (Majeed et al., 1994). Evidence also
suggests that purchasing has so far not eliminated geographical inequities
in access to some specialist procedures such as coronary artery bypass
grafts (Ben-Shlomo and Chaturvedi, 1995). More significantly, the
Clinical Standards Advisory Group (CSAG) found that some doctors
believe that the introduction of the purchaser/provider split has had an
adverse effect on general equity of provision (Clinical Standards
Advisory Group, 1993a; James, 1993). Unfortunately, an exact
description was not given of how and why this inequity arose. Indeed,
the move towards strict capitation funding of hospital and community
health services (HCHS) at the HA level should have accelerated

progress towards fair allocation of funds by geographical area.

Analysts have become concerned with the notion of purchasing for
‘health gain’ with respect to its effect on certain sections of the
population. Klein and Redmayne (1992) and Whitehead (1994) both
note that, although the objective of improving the population’s health by
maximising health gain is a desirable aim, this can have unpredictable
implications for equity. Klein and Redmayne give an example of
investing in health promotion policies which may have a greater impact
on the well-educated middle classes than on more deprived sections of
the population. There is no direct evidence to suggest this has occurred.
With respect to the public health function, Whitty and Jones (1992)
have argued that public health has allowed itself to be ‘seduced’, by the
attractions of purchasing, away from the main concerns of the specialty
(the social and economic determinants of health). This has led to a focus
on the more immediate demands of contracting, thereby reducing the
likelihood that health inequalities will be tackled.

A key question for HAs concerns the degree to which different HAs
purchase different things. One good example is the provision of
specialised services. In the early days of the internal market, there were
fears that specialised services would become destabilised. But a recent
study by the Audit Commission (1997) has shown that these fears
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remain largely unfounded. For example, few HAs have subjected services
to tender or carried out thorough reviews that have resulted in decisions
to shift contracts between providers. Yet, if the predicted problems have
not taken place there have also been fewer positive gains. The Audit
Commission study found that HAs had been slow to challenge providers
of specialist services and influence the way that care is delivered. They
argued that one of the most pressing difficulties remained the unequal
patterns of access to specialist care; in many instances those living closest
to specialist centres were more likely to receive treatment than those
living further away. That said, the report concluded that HAs were
probably better placed than smaller purchasing units to commission these
low volume but high cost services.

A more visible and contentious form of priority setting is the explicit
decision by an HA not to purchase a particular procedure, perhaps most
memorably exemplified by the ‘Child B’ controversy. The extent to
which this varies between HAs must have clear implications for equity.
Since 1992, Klein and Redmayne have reported how HA purchasers
decide on their spending priorities and what those priorities are (Klein
and Redmayne, 1992; Redmayne et al., 1993; Redmayne, 1995, 1996). In
the most recent of these surveys they found that of 110 purchasing plans
in 1996/97, 26 contained one or more contract exclusions. This
compared with a figure of 11 for the 1994/95 plans. Most of the
procedures listed could be classed as marginal or ineffective services (such
as in vitro fertilisation, cosmetic surgery, removal of grommets, etc.).
However, even where clear evidence on effectiveness is available,
differences in access persist. A recent anecdotal example is provided by
Ludlam et al. (1997) in a letter to the British Medical Journal. The authors
argued that, despite the existence of evidence-based guidelines on
treatment for haemophilia, widely divergent arrangements for treatment
still remained. This means that the choice of treatment depended more
on postcode than anything else. Clearly, it is possible to come up with
many other examples and one could easily argue that such inequities
have always existed in the NHS. However, HAs are probably better
placed than other devolved models of purchasing to ensure that proven
effective treatments become available to those who need it. If they
cannot guarantee this, then the prospects for newer models to promote
this kind of equity look bleak.
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Quality

Perhaps the most important criterion against which the reforms might be
judged is whether they have delivered a better quality of health care. But
deciding by which criteria quality should be measured is problematic.
This is because measures that are easy to collect (e.g. activity and
mortality rates) are often meaningless without information on, for
example, case severity or baseline levels from which comparisons can be
made. Flynn et al. (1995) noted, from a study of three HAs, that these
problems are multiplied when applied to areas such as community health
services where there are problems in linking a specific intervention to an
effect, as well as problems in defining the ‘product’. They also found that
processes which seemed important in the provision of services (such as
inter-agency collaboration) were undermined by the mechanism of the
internal market which compelled purchasers to stimulate competition
between different providers.

Purchasers seemed to have faced several difficulties in maintaining and
improving quality of services. First, there is the continuous pressure of an
apparently inexorable increase in demand. Second, there are pressures to
concentrate on issues of volume and price, especially for districts losing
revenue through capitation funding (Gill, 1993). Third, a familiar theme
throughout this chapter, some HAs are still finding it hard to acquire
good information about the services they purchase. The finished
consultant episode says very little about what actually happened to
patients other than how quickly they went through the system and very
broadly what procedures were carried out. It says even less about whether
the care given was effective or appropriate (Clarke and McKee, 1992;
Sheldon and Borowitz, 1993). With respect to commissioning specialised
services, the Audit Commission (1997) found that many HAs ask only
for information on processes, such as waiting times, and not for
meaningful measures of patient outcome. Finally, Eve and Hodgkin
(1991) have argued that using statistics from provider units ignores the
fact that many clinical outcomes occur in the community, not in
hospital. Also, feedback from GPs, who initiate and follow up most
episodes of care, is not routinely built into the system.
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Initiatives which were implemented in parallel to, or shortly after, the
reforms such as the Patient’s Charter and the series of Waiting List
Initiatives confound traditional indicators of quality such as waiting
times. It is likely that the contracting process may have encouraged some
providers to meet waiting list targets, but the practice of using an
indicator as a target can result in it no longer being a reliable indicator.
For example, providers might aim to meet the target by other means such
as lengthening the time it takes to get on to the waiting list (Appleby,
1994b). Evidence from a recent study by Hamblin et al. (1998) also
suggests that shorter waiting lists encourage GPs to make more referrals
which can then result in even longer waiting lists.

Frater and Dixon (1994) surveyed purchasers in 1993 for the UK
Clearing House on Health Outcomes to determine to what extent HAs
were using outcome measures in setting quality standards in contracts.
They found that, although there was considerable interest in the area,
there was also uncertainty amongst purchasers in finding and applying
outcome measures either to determine purchasing priorities or for
monitoring the quality of services used by the resident population. The
initial lack of information available to guide purchasers in the
development of health outcome assessment compounded the problem.
Despite this, they did find evidence to suggest that HAs were using some
outcome measures to aid their purchasing. Of more than 60% of HAs
surveyed, health outcomes were measured in at least some of the
contracts, but were formally linked to financial arrangements in less than
20%. So, few purchasers exercised leverage by imposing financial
penalties (or incentives) if targets were not met.

Although quantitative evidence showing improvements in quality is
scarce, numerous case studies do show how HAs have used the purchasing
process to secure improvements in quality. Work by Carruthers et al.
(1995) sought to draw together the experiences of three HAs in
particular. For example, in Dorset all clinical contracts included a series of
quality criteria relating to clinical effectiveness, derived from such sources
as the Effective Health Care bulletins. Other service improvements
included improved local cancer services and improved access to speech
therapy, audiology and chiropody services. Similarly, in St Helens and
Knowsley, the authors draw clear links between new structures and
‘practical change’ to services such as ophthalmology and neurology.
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On the other hand, Moore and Dalziel (1993) showed that unpredictable
results ensued when HAs used the internal market to withdraw contracts to
improve the quality of services. One purchaser was unable to prevent
patients continuing to use a particular service after the contract was
withdrawn and the unit came under pressure, both financially and clinically.
The crisis was eventually resolved, the most important factor being
collaboration between purchasers and providers, not the internal market —
although the latter did provide the catalyst for action. The evidence so far
suggests that the internal market may have been an effective means of
highlighting the ‘inevitability of change’ but by itself did not seem able to
provide a satisfactory pattern of provision (Roberts, 1993).

Choice and responsiveness

The NHS Management Executive’s publication of Local Voices in 1992
(NHS Management Executive, 1992) sought to emphasise the
importance of giving people ‘an effective voice in the shaping of health
services locally’. One response to this initiative by North Derbyshire HA
(Layzell, 1994) was to undertake strategy and service reviews which
included the views of local people. Warning against the superficial use of
questionnaires and surveys, the HA found that, by using direct contact
with people who had used hospital services, they were able to address
quality issues such as discharge arrangements and communication.
However, the real issue is whether these findings make their way into
contracts with providers and subsequently into actual practice. There is
much less evidence on this.

Other direct evidence on responsiveness and choice is mixed. Freemantle et
al. (1993), in a study of the first two years of purchasing in eight HAs,
reported mixed findings in terms of the extent to which HAs had
undertaken assessment of health needs. They found that HAs proceeded
‘haltingly’ where ‘conditions are favourable’ but that they abandoned it
‘beyond a ritual activity’ where conditions were relatively unfavourable.
There is substantial anecdotal evidence suggesting there has been an increase
in user forums and user representatives on both purchaser and provider
advisory groups (Walsh, 1995). However, one study of health services for

elderly people before and after the reforms found no increase in, for example,
the choice of hospital between 1990 and 1992 (Jones et al., 1994).
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Fotaki (1998) interviewed GPs, consultants and patients concerning the
impact of the reforms on choices offered to patients for cataract surgery in
outer London and Stockholm (where market-oriented reforms similar to
the British ones have been introduced). She found no increase in
perceived patient or purchaser choice of either procedure or provider.
Indeed, if anything, choice for both purchasers and patients seemed to
have been reduced, with this effect being particularly marked in the UK.
However, there was a limited increase in the amount of information given
to patients. Interestingly, there were not enormous differences in any of
these respects between fundholders and non-fundholders in the UK.

Redmayne (1996), in her analysis of 1995/96 and 1996/97 purchasing
plans, found that HAs appeared to be placing more emphasis than before
on publicising their plans to local populations. They used a variety of
methods including roadshows, local press and radio and the distribution
of summaries of documents to all households. Furthermore, HAs had
developed mechanisms to encourage the public to register their views
through representative panels and postal reply coupons. However, HAs
reported less success in persuading the public to prioritise services and
Redmayne concluded that:

... the public may not want to have to make choices between services,
preferring their input to concentrate on what are important health
issues for them.

(Redmayne, 1996 )

Yet, even if considerable effort is invested in trying to elicit the views of
the public, to what extent are HAs influenced by the issues which
emerge during consultation? Evidence on this is not easy to find.
Redmayne (1996) reported that more HAs than before actually
presented the results of consultation exercises in their documents and
many stated that the process did have an impact. Unfortunately, little
confirming evidence is provided on the precise nature of this impact.

Flynn et al. (1995) and Pickard et al. (1995) looked at the extent to
which three HAs commissioning community health services viewed the
role of local people with respect to health needs assessment and other
aspects of the commissioning cycle. They found that, despite a
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willingness to involve local people, there were major uncertainties as to

how this should be achieved in practical terms. Several possible
limitations with regard to involving local users were identified; this
included uncertainty about how to build ‘local voices’” information into
purchasing plans and the continuation of block contracts that lacked
flexibility and sensitivity to the needs and preferences of individual users.
The degree of involvement and consultation is also clearly important. As
one unimpressed member of a user group commented:

Being sent a summary of the 1994/95 purchasing plan and allowed
two to three weeks to respond to it was neither adequate nor feasible.

(Pickard et al., 1995)

Other developments in locality-based commissioning designed to
increase the sensitivity to need are summarised in Chapter 5.

Indirect research on market conditions conducive for purchasers to
respond to patient wants (assuming purchasers know what these wants
are!) is not particularly positive. Appleby et al. (1994) noted several
reasons why we would not expect large shifts in purchasers’ behaviour in
response to patient wants. First, there is a straightforward lack of choice
where purchasers are faced with few providers within easily accessible
distance for their local population. Only 8% of acute service providers
have a monopoly of the main surgical specialties inside a 30-mile radius.
Second, there is a lack of detailed and accurate data to support
significant changes in providers’ activity. Third, the fact that any
information is usually only given by the providers themselves might also
make it less likely that the purchaser will act on it. Finally, patients
usually express wants via their GPs, rather than directly to their HA.

Propper (1995a) also examined the incentive structures facing purchasers
to determine the extent to which they seemed likely to act to increase
consumer responsiveness. The key point she stressed related to the
regulatory environment of HA purchasing. Where the Government
monitors an aspect of an HA’s performance this will increase output on
the dimension being monitored and reduce output in other areas.
Further, compared to the Government, individual patients and patient
representatives (such as Community Health Councils or HA non-
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executive directors) have far less influence over the HA (Propper, 1995a;
Whynes, 1993). The Government’s preoccupation will be with increases
in activity or volume at constant or reduced costs, whereas it is highly
likely that the wants of local people will be different. Therefore, to the
extent that the goals of the Government diverge from those of the local
population, the local population will lose out.

Finally, there is a potential conflict between satisfying the needs and
wants of the individual — the GP’s primary concern — and satisfying the
needs and wants of the population — the HA’s main concern. The extent
to which this divergence exists can be gauged by the growth of extra-
contractual referrals (ECRs). ECRs can be thought of as providing a
safety mechanism within the internal market to ensure that the needs
and wishes of individual patients and GPs are respected. Ghodse (1995),
in a study of ECRs in one HA over a six-month period, found that over
£2.5 million was paid for 2,400 ECRs representing just under 1% of the
total budget allocation. A disproportionate amount of this expenditure
(20%) was accounted for by just 16 ECRs. These referrals suggest that
GPs, on behalf of their patients, are exercising their freedom of choice
but they also involve a considerable additional administrative cost.
Ghodse estimated that almost £0.3 million may have been diverted from
patient care to administrative processes to support the £2.5 million of
ECR expenditure. Thus, if responsiveness and choice are obtained
through this mechanism, it is done so at a price.

Accountability

Accountability in the public sector has always been a complex process
requiring definitions of those to whom the account will be given, clear
objectives for the service and a well accepted currency for assessing the
service’s performance (Watson, 1994). There are two lines of
accountability: upwards to the Secretary of State; and a more general, but
fairly diffuse, accountability to the local community and patients. The
abolition of Regional Health Authorities in 1996 has meant that HAs
are now more accountable to the centre in the form of the NHS
Executive than before. Furthermore, although there is often a stated
commitment to public accountability, Watson (1994) found in a study of
HA members that this was difficult to carry out in practice. More often
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than not, accountability was measured by self-imposed standards rather
than by genuine dialogue with the public. Overall, the upward form of
accountability to the centre appears to have taken precedence over local
accountability in the form of an ever-increasing stream of Executive
Letters, National Guidance and directives to HAs. However, in a study of
accountability in the NHS, Wall (1996) noted two issues that were
relevant. First, communities and patients are only likely to hold their
purchaser (GP or HA) to account in so far as the purchaser chooses to
impart information and then only in so far as the patient is able to make
decisions based on that knowledge. Second, politicians and governments
in general often find it difficult to relinquish responsibility — at an
operational as well as policy level — for public services that were once
under their control. The political costs could be high if, for example,
hospitals are forced to close and patients go untreated through the
introduction of a market. In this context, it is perhaps understandable
that the Government has often chosen to intervene in such cases.

In terms of other criteria, it could be argued that separating the purchasing
from the provision of services should have improved accountability in that
the purchaser sets out a clear specification by which the provider can be
judged. Contracts have replaced the old hierarchical structures but little
evidence exists as to how such specifications incorporate citizens’ as well as
patients’ rights. However, recent initiatives such as ‘Citizens’ Juries’
indicate that HAs are beginning to develop ways of involving the public
directly in setting priorities (Lenaghan et al., 1996).

Although a common currency has been developed to assess an HA’s
performance — the Purchaser Efficiency Index — it is not universally
accepted as a useful measure, even though many HAs still use it to
influence activity (Raftery et al., 1994). However, some progress was made
in defining objectives that at least could be more easily interpreted by the
public (e.g. the Patient’s Charter and the Health of the Nation targets).

In terms of the future, Ham and Woolley (1996) have proposed one way
in which the public could make a judgement about the performance of
HAs. They argued that public accountability would be enhanced if HAs




Health authority purchasing 41

were to produce annual reports centred on the criteria of equity,

efficiency and responsiveness. These reports would summarise the

performance of the ‘local NHS’ in each of these areas and would enable

meaningful comparisons to be made between HAs.

Summary and conclusions

Although the evidence on HA purchasing is at best sketchy, most

analysts would agree on the following.

HAs as a whole are better placed than GP fundholders to plan and
assess the needs of large populations.

Although activity rose for the NHS as a whole by more than real
resources since the reforms and at a faster rate than before the
reforms, it is unclear how much of this was due to the activities of HA
purchasers.

There is no firm evidence on the extent to which HA purchasers
have succeeded in switching expenditure between services or between
providers. In many cases, fears of destabilising local providers proved
to be a more pressing concern.

Transactions costs are likely to be lower for HAs than other forms of
purchasing, chiefly because they can exploit economies of scale in
negotiating contracts or service agreements. But recent increases in
the use of more sophisticated contracts and a rise in ECRs may
operate against this.

HAs have in general moved into deficit, unlike GP fundholders. But
it is not clear whether this is due to poor financial management or to
the extra pressures to which they are subject.

There is evidence of variation between HAs in what they purchase.

Of HAs, 60% used some measure of outcome in their contracts but
only 20% linked them to financial performance.
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® The opportunities for promoting choice and responsiveness appear

more limited for HAs than fundholders.

® Although the evidence is limited, ‘upward’ accountability to the
centre appears higher than that to service users or the public.

While hard evidence concerning HA purchasing is limited, some
conclusions can still be drawn. First, a clear strength of HA purchasing
must be their ability to plan for the whole community and to assess the
needs of these communities. Moreover, the evidence suggests that the
principles of equity and accessibility of health services have at least
remained dominant values guiding HAs in making their plans for the
future. It is this strategic overview that the Labour Government’s latest
White Paper, The New NHS, hopes to maintain through the
development of local Health Improvement Programmes (Secretary of
State for Health, 1997). The evidence presented here shows that HAs
certainly have the potential to fulfil this task. But, the inevitable
conclusion must be that HAs who work alone cannot hope to be as
responsive to their populations as those which have found limited ways of
devolving responsibility for assessing and commissioning health services.

The Government’s decision in late 1994 to develop a primary-care-led
NHS (NHS Executive, 1994a) meant that the debate had already moved
on from a straight contest between HA purchasing and GP fundholding.
Instead, HAs, building upon recent developments in GP fundholding
and devolved purchasing, now need to consider how best to develop the
so-called ‘third way’ outlined in The New NHS. Although this is
probably easier said than done, it is encouraging that most HAs have
already started along this path.




4 GP fundholding

Nicholas Goodwin

There is no doubt that, of all the NHS reforms, fundholding has received
the most attention — both in popular debate and academic research.
Much of the literature comes in the form of writer opinion, anecdote and
individual case studies. Although the quantity of information from which
to make a judgement on fundholding is better than that available for, say,
trusts and HA purchasing, the ability to reach a conclusion on
fundholding is still impeded by the lack of rigorous evaluation of the
scheme as a whole. Furthermore, most research studies have focused
either on the fundholders’ own experiences and assessments of their
achievements or on their ability to be more effective purchasers in terms
of process. The information on fundholding’s impact on the quality of
patient care is very limited and very few studies have compared the
performance of fundholders with that of non-fundholders, HAs or other
forms of purchaser. There have been a number of review articles that
examined the evidence on fundholding (Dixon and Glennerster, 1995;
Coulter, 1995a; Hoey, 1995; Petchey, 1995). None of these, however, was
a systematic review of the evidence and each covered a different subset of
the available literature. So this chapter is based on a search significantly
extended beyond these reviews.

Reviewing the literature on the impact of standard fundholding
highlights a number of other problem areas. First, despite the high-profile
nature of the fundholding initiative, there has been no centrally driven
systematic effort to evaluate it. Second, the research tends to be
Qocalised’ to specific geographical areas, making generalisation difficult
as fundholding may be a better solution in some localities than others.
For example, a fundholder with a choice of providers is more likely to
gain service improvements than a fundholder with a monopoly provider:
the former can use the threat of contract-shifting as a lever for service
improvements (although, paradoxically, fundholding was slowest to take
off in urban areas where choice was greatest). Third, much of the
evidence on the impact of fundholding is equivocal and thus consensus
exists in only a few areas.
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A fundamental point to consider when attempting to evaluate the
achievements of fundholding is the self-selected status of the fundholding
practices. As Petchey (1995) points out, innovating practices (implying
first-wave fundholding practices) were better resourced and fundholders
were also more likely to be located in affluent areas than in inner cities
(Audit Commission, 1995b). Fundholding practices, therefore, are not a
random sample and cannot be compared directly with non-fundholders
due to their relatively privileged location and background — although
they do give a ‘best case’ indication of the potential for the model.

By giving GP practices the option of holding budgets to cover the cost of
purchasing a range of mainly elective services, the Conservative
Government extended the principle of separating the purchase and
provision of services. In terms of expected tangible benefits, the
introduction of fundholding had a-number of specific objectives:
reducing inefficiencies in provider organisations; creating better quality
in secondary care; placing downward pressure on drug costs and
unnecessary referrals; enhancing practice facilities for patient care; and
promoting greater choice and responsiveness to local health needs.

Efficiency

GP fundholding was intended to encourage greater technical efficiency,
yet this measure of ‘value for money’ has not been examined directly. In
theory, GP fundholding was also intended to enhance allocative
efficiency because fundholders, being more aware of the needs of
individual patients, would be able to make more appropriate decisions
when allocating treatments. As purchasers, therefore, fundholders would
have to assess the health requirements of their local population in order
to contract for the appropriate care and become allocatively efficient.
However, there has been no published work examining how fundholders
have used evidence on the effectiveness of care to decide the type of care
they should purchase. Similarly, there has been no work that has
examined how fundholders set their priorities and deploy their resources
between types of care and between patients compared with how other
purchasers do this.

However, there has been work on some specific areas that have relevance
to questions of technical and allocative efficiency: prescribing costs;
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referral rates; shifts in the location of health care provision; financial
management; and transactions costs. Of these, prescribing costs, referral
rates, savings and transactions costs all relate to technical efficiency; they
are all concerned with affecting the costs of achieving a given level of
care. Shifts in the location of care concern the preferences of patients
and is therefore also an allocative efficiency issue.

Prescribing costs

The rising cost of prescribed drugs was a major concern of the
Government before the reforms. In 1988, GPs spent nearly £2 billion on
pharmaceuticals, an absolute rise of £696 million over 10 years (Green et
al., 1990). Furthermore, Working for Patients noted a wide differential in
drug costs between regions (from £26 to £48 per head) and attributed this
variation to doctors who had little interest in the cost of the drugs which
they prescribed. Thus Working for Patients argued ‘it is generally
recognised that some prescribing is wasteful or unnecessarily expensive’
and that a cash-limited drug budget would ‘place downward pressure on
expenditure on drugs in order to eliminate the waste’ (Secretaries of
State for Health, 1989). The Government anticipated that fundholding
would have a downward influence on the rise in drug costs.

Commenting on this before the introduction of the reforms, some
analysts feared that if drug costs did fall, this would not necessarily
benefit the patient. Patients might not be prescribed the drugs they
required, leading to a fall in the quality of care. Moreover, as Green et
al.(1990) suggested, the economic arguments in favour of the cash-
limited budget could also be flawed. They suggested that the fast growth
in the expenditure on drugs by GPs nationally arose because more people
needed treatment and better drugs were available to treat them with. It
was argued that the best drug treatment might reduce the number of
admissions to hospital, thereby significantly reducing the cost
(Drummond et al., 1988). Thus downward pressure on the drugs budget
might be a false economy.

Many studies have examined the question of whether fundholding has
had an impact on prescribing (Audit Commission, 1995b; Bradlow and
Coulter, 1993; Burr et al., 1992; Dowell et al., 1995; Healey and Reid,
1994; Howie et al., 1993, 1994, 1995a; Maxwell et al., 1993; Penhale et
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al., 1993; Whynes et al., 1995; Wilson et al., 1995; Stewart-Brown et al.,
1995; Wilson and Walley, 1995; Robinson, 1996; Harris and Scrivener,
1996; Rafferty et al., 1997). This research into the prescribing element of

fundholding has led to two reviews of the evidence (Gosden and
Torgerson, 1997; Purchasing in Practice, 1995).

There is a general consensus that, in the early years of fundholding, the
rate of growth in prescribing costs was lower in fundholding than in non-
fundholding practices. The Audit Commission (1995b), for example,
found that from a sample of fundholders the cost of prescribing rose by
10%, 8% and 8% in 1991, 1992 and 1993. For non-fundholders the
increases were 15%, 13% and 11%, respectively. It has been argued that
this difference was the result of the greater use of generic drugs and
reduced repeat prescribing in response to budgetary pressures among
fundholders (Dowell et al., 1995). Indeed, the authors of two of the review
articles accept that fundholders have been more cost-effective prescribers
because of this (Dixon and Glennerster, 1995; Coulter, 1995a).

However, it has also been argued that these trends for early fundholders
were not due to more cost-effective prescribing. Cost-containment
measures, for example, were often delayed by the practice until after
fundholding status was achieved, thereby boosting fundholding
prescribing budgets because these tended to be based (at least initially)
on historical spending (Dowell et al., 1995; Healey and Reid, 1994). This
implies that subsequent prescribing savings accruing to such fundholding
practices are likely to be inflated. Petchey (1995) and Hoey (1995) are
also sceptical of the efficiency of fundholders as prescribers. Petchey, for
example, points to methodological problems in the research;
observations in small samples of first-wave fundholders may not be
generalisable and, in some studies, non-fundholding controls
subsequently became fundholders. This casts doubt on the legitimacy of
the comparison practices used (Petchey, 1995). Furthermore, some non-
fundholders have shown the ability to restrain the rise in prescribing
costs as effectively as fundholders (Whynes et al., 1995), and Bain (1993)
suggests that if fundholding was extended to low-prescribing practices
then the budgetary incentive to reduce the drug budget would not be so
effective and the level of cost reduction would be lower.
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This argument is enhanced by more recent research on fundholding
prescribing in which a common observation is that fundholders have lost
the ability to reduce the rise in costs of prescribing relative to non-
fundholders. The study by Stewart-Brown et al. (1995) of prescribing in
the Oxford region reveals that the ability of fundholding practices to
lower the growth of prescribing costs relative to non-fundholding
practices reached a plateau; no significant difference now exists between
fundholding and non-fundholding practices. However, these studies are
not representative of the country as a whole because, in other areas,
fundholders increased prescribing in an attempt to reduce referral rates.
The Audit Commission (1996), in a more general analysis, concluded
that the difference in drug expenditure between fundholding and non-
fundholding practices was statistically significant only for first-wave
practices. Indeed, it appeared that, in some locations, fundholders were
becoming less effective in curbing costs than non-fundholders (Stewart-
Brown et al. 1995; Robinson, 1996; Trimble and Black, 1996). Kind et al.
(1993a) found that practice type did not help to explain variations in
prescribing between practices; of greater significance was the location of
the practice in terms of its associated FHSA.

However, the most recent and comprehensive research shifts the balance
again in favour of fundholding. Harris and Scrivener (1996) analysed
data concerning prescribing for all general practices in England. They
found that prescribing costs were reduced for fundholders compared with
non-fundholders by about 6% over the period. Successive waves of
fundholders showed a similar pattern of changes: a small relative
reduction in the pre-fundholding year; a maximum relative reduction in
the first year; and declining relative reductions in the second and third
years. After this, increases in costs were largely similar to non-
fundholders but the absolute difference in levels remained. Rafferty et al.
(1997) found the same pattern in a similar analysis for all Northern Irish
practices. In both cases the drop was brought about by lowering the
average cost per item rather than by prescribing fewer items.

The reason for the pattern of change, with a slowing of the relative
reduction, may be deduced from some unpublished material produced by
Glennerster in the course of the work that culminated in Glennerster et
al. (1994a). Interviews with fundholders in 1993/94 revealed that most of
the GPs with two years of savings had had their drug budgets reduced by
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the FHSA. Hence they felt that there was little point in continuing to
try to make reductions. If this is a general pattern, it is hardly surprising
that the rate of reduction in costs fell. In Northern Ireland, fundholders’
prescribing budgets are set explicitly on the previous year’s actual
expenditure (Marum, 1997); so incentives to continue cost-reduction are
heavily diluted, if not eliminated.

Referral rates

As well as differences in prescribing practices, the wide disparity in the
rate of referrals to hospital was also of concern to the Government before
the reforms. It was argued that GPs considered hospitals to be a free
resource and that they did not have any incentive to be more judicious in
their referral behaviour. By getting GPs to consider the costs of referral, it
was hoped that inappropriate referrals would be reduced thereby reducing

the cost to the NHS.

As with prescribing, there was another side to this coin. This was the fear
expressed at the outset of the reforms that a constrained budget would
inhibit GPs from appropriate referrals — that is, from referring patients
who really did require treatment — and that this under-referral would be
difficult to detect (May, 1989). Thus, although the White Paper’s
economic logic was to create a downward pressure on waste, the concern
was that doctors would reduce referrals for budgetary savings, leaving
patients without the clinical care they required. Practices could also
abuse the system by referring patients to their own private clinics
through the limited company scheme (later revoked), enabling
fundholders to buy and sell services from themselves. Critics, therefore,
pointed to the substantial conflict of interest with fundholders being
both purchaser and provider (Fundholding, 1991; Mays and Dixon, 1996).

In addition to under-referring, many analysts felt that a cash-limited
budget would lead to cost-shifting. Paton (1992), for example, suggested
that practices had the incentive not to treat patients immediately but to
wait until they became an emergency case, when the HA would bear the
cost and not the GP practice. It was also feared that, as fundholding
practices sought the best deals from providers, another cost-shift might
occur at the expense of the patient: the extra travel costs to a hospital
outside the boundaries of the district which provided a cheaper service

(Fundholding, 1991).
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The impact of fundholding on referral rates for outpatient care has been
investigated by a number of studies (Howie et al. 1994, 1995a; Heaney et
al. 1994; Coulter and Bradlow, 1993; Fear and Cattell, 1994; Surender et
al. 1995). These studies suggested that fundholding would create the
incentive to reduce referral rates compared to non-fundholding practices.
However, the evidence is mixed. One study showed an actual reduction
in the rate of referrals (Fear and Cattell, 1994), while the work of Howie
et al. (1994, 1995a) showed that the drop in referral rates in fundholding
practices in Scotland was matched by an increase in the use of direct
access services. By contrast, work undertaken in the Oxford region found
little difference in the rate of growth in referrals between fundholders
and non-fundholders and found no evidence to show that budgetary
pressures had caused first-wave fundholders to reduce referral rates
(Coulter and Bradlow, 1993; Surender et al., 1995). It is argued that the
method of budget allocation may have encouraged GPs to inflate their
referral rates in the preparatory year.

More recently, Ellwood (1997) looked at the influence of published
prices on the pattern of referral rates in the West Midlands. She found
that, despite the potential for large budget savings, fundholders seldom
referred to alternative providers because of lower prices. Price was ranked
least important by 20 of the 32 fundholding practices in her study. When
interviewed, GPs highlighted a number of factors impeding changing
their providers, not least the destabilising effect on the local providers
themselves.

The evidence on referrals for emergency care is small and partly
contradictory. One study indicated that fundholding had not changed the
growth in emergency admissions pre-dating the reforms (Harrison et al.,
1995). On the other hand, another study suggested that, while non-
fundholders have continued to experience a rise in emergency admissions,
the rate for fundholders has not changed by as much, although the latter
group did have higher absolute rates to begin with. The difference was
large: a 47% increase for non-fundholders compared with just 8% for
fundholders (Boersma, 1996). The incentive structure was thought to be
responsible for the differences because non-fundholders, struggling to
access elective services when the HA was according them at a low
priority, may have been diverting cases from elective to emergency.
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However, a before-and-after study in the South Western Regional Health
Authority (Toth et al., 1997) provided no evidence that fundholders had
responded to fundholding rules by seeking to delay elective admissions,
or have their patients admitted by emergency rather than elective routes.
The quantitative evidence does not lead to a definitive conclusion on
the overall impact of fundholding or referrals for emergency care.

The more qualitative evidence on referrals is similarly inconclusive. For
example, Corney (1994) suggests that fundholders are more critical of
their referral decisions and that referral rates have slowed in response to
the need for ‘savings’. However, Glennerster et al. (1992) found that the
referral rates for some first-wave fundholders rose more quickly than for
non-fundholding practices. A fundholding consortium, for example, was
able to bargain for shorter waiting times for its patients at the local
hospital but found that the growth in activity increased patient
throughput and rate of referral.

Shifts in the location of health care

Many surveys have reported that fundholders offer more services than
they did before the scheme was introduced, thus providing better access
to care for their patients (Howie et al., 1995a; Coulter, 1995a; National
Audit Office, 1994; Bailey et al., 1993; Macrae Todd, 1993). This growth
in practice-based services has generally taken the form of greater numbers
of outreach clinics taken by hospital clinicians (thus leading to a switch
in the location of secondary care). However, one study has attempted to
compare the growth in services provided by fundholding practices with
that documented in non-fundholding practices (Kind et al., 1992). This
unpublished survey of GPs revealed that there was a rise in the number of
clinics delivered in fundholding practices although this growth was
regarded by the GPs as a response to the 1990 GP contract rather than as
a specific outcome of fundholding. From other research, it is clear that
non-fundholding practices have also seen a growth in on-site services,
albeit smaller than for fundholding practices, and this has occurred

despite the lack of access to savings enjoyed by fundholders (Bailey et al.,
1993; Macrae Todd, 1993).

In addition to purchasing from NHS providers, fundholders are able to
use their budgets to purchase care provided outside the NHS and provide
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services in-house. Kerrison and Corney (1998) sought to establish the
contribution of the private sector in providing outpatient outreach
clinics. In a small sample of 14 fundholding practices, they found that,
since becoming fundholders, ten had set up at least one medical specialist
outreach clinic and 12 at least one paramedical clinic. Eight practices
also reported their provider arrangements for consultant outreach clinics
and paramedical clinics: 49% of the medical specialist hours and 46% of
total paramedical hours were provided by private practitioners. In her
study of fundholding in the West Midlands, Ellwood (1997) found wide
variations between fundholding practices in the use of the private sector.
She concluded that private health care had been used increasingly over
the fundholding years but its use was patchy and largely restricted to a
small number of fundholders. It is difficult to know the effect of these
findings on patient care as there is no system in the NHS to monitor the
types of activities undertaken or the relative quality of the services
provided either by public or private sectors.

Some studies have suggested that greater numbers of on-site services do
not necessarily mean a more cost-effective service. For example, Gillam
et al. (1995) show that, although ophthalmic outreach care was popular
with both patients and GPs and effective in filtering demand for care in
the hospital, the unit cost (per patient) of the outreach clinic (£48.09)
was much higher than for the conventional outpatient treatment
(£15.71). Studies of integrated care projects for patients with diabetes
and asthma services have similarly revealed that there was no advantage
over traditional hospital care, with a higher cost of operation in GP
practices (Greenhalgh, 1994; Grampian Asthma Study of Integrated
Care, 1994). Moreover, a wider range of services provided in a primary
care setting does not necessarily reduce prescribing or referral costs. For
example, although Hackett et al. (1993) found that on-site physiotherapy
reduced prescribing costs, Coulter (1995a) found that the use of
physiotherapy services did not reduce the rate of referral to hospital
consultants in orthopaedics or rtheumatology. Coulter (1996) has also
questioned the claim that primary care can always act as a more cost-
effective substitute for secondary care. Given the current lack of
evidence, shared care between primary and secondary care practitioners
may be a more desirable goal than transferring care wholesale to primary
care settings. However, in none of these cases was the differences in cost
to patients (in terms of differences in travel and waiting times) measured.
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If they had been, it is likely that differences in overall costs would have
been lower, if not eliminated.

There is no doubt that there has been a shift in the provision of care
from the secondary to the primary level. Given that this growth has
occurred in both fundholding and non-fundholding practices, it is
unclear to what extent this has occurred because of fundholding per se.
However, it does appear that fundholding practices have engineered
more changes in this respect than non-fundholders and it is possible that,
overall, the fundholding scheme has been the catalyst for this shift.
Whether the change has increased overall efficiency remains a moot
point. Questions also remain on the cost-effectiveness of specific on-site
services compared with that of more traditional alternatives.

Transactions costs

On its inception, some analysts predicted that fundholding would create
significant financial costs to both fundholders and providers through the
greater work required in negotiating and monitoring contracts,
formulating purchasing strategies and undertaking general administration
and accountancy work for a large number of small purchasers (Brazier et
al., 1990; Butler, 1992). Moreover, experience from the USA revealed
that high costs were not just associated with set-up arrangements but
continued into the longer term (Barr et al., 1989). There was thus
concern that any savings or efficiencies made by the fundholding
initiative would be swallowed by higher transactions costs.

This prediction was largely fulfilled. There is a consensus over the
existence of higher transactions costs associated with purchasing by
fundholding practices (Dixon and Glennerster, 1995; Coulter, 1995a;
Glennerster et al., 1994a, 1994b; Petchey, 1993). Although no detailed
studies have compared fundholding and HA transactions costs, it is clear
that fundholders have set more complex contracts than HAs, often on a
cost-per-case basis, requiring far greater time to collect information, to
manage and to monitor on behalf of both the purchasers and providers.
For example, a community trust estimated its costs in contracting with 13
fundholders for 4% of its income as four times higher per contract than
the costs of its contract with the HA for 91% of its income (Audit
Commission, 1996). Fundholding has also generated considerable costs
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in terms of the administration of the fund. It has been calculated that
this cost can be up to one day per week for some GPs, potentially
reducing the quality of primary care through a reduction in patient
contact and the greater use of locums whose services also have to be paid

for (Cornell, 1996).

Although high transactions costs appear to be recognised, they have,
until recently, been unquantified. There have only been a few published
estimates of the additional operating costs in certain localities.
Pennington (1995), for example, crudely estimated the three-year
operating costs of the Nottingham GP Commissioning Project at £3.9
million compared with an estimated £7.2 million for the fundholding
equivalent. The Audit Commission’s report found that the staff,
equipment and computing costs of managing fundholding amounted to
£232 million up to the end of 1994/95 (Audit Commission, 1996). The
audited underspend for the same period, however, was only £206 million.
Moreover, the estimated costs did not take into account the additional
costs generated for providers and the additional GP time requirements for
administering fundholding.

Financial management

It was noted in Chapter 3 that fundholders had generally made greater
savings than HAs on their budget. In aggregate, they underspent on their
budgets in each year from 1991 to 1996, compared with HAs who had
initially underspent (but by less than fundholders), and then overspent in
1994/95 and 1995/96 (see Figure 3.1). However, it is unclear what the
source of these differences was: the fundholder’s ability to be a more
efficient purchaser by being more economical in resource use or through
obtaining lower prices from providers; or other factors such as a possible
excess of funds allocated to fundholders, underbilling by providers; or
lower demands for care in fundholding practices due to a more healthy
practice population (Dixon and Glennerster, 1995).

There have been few studies investigating how fundholders have spent
their savings. In a survey of 22 fundholding practices, the National Audit
Office (1994) found that savings were used to enhance practice facilities,
buy more staff and develop more in-house services. Set against this, there
is anecdotal evidence to suggest that ‘savings’ may, on occasion, have
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been misused. Typical examples include the use of funds to purchase
inappropriate non-patient services (Timmins, 1995a; Committee of
Public Accounts, 1995) and to extend practice premises to increase the
capital value of the practice to the benefit of the partners (Glennerster,
1994), although it can be argued that improved premises lead to better
delivery of care. Moreover, only 17% of £111 million in audited
underspends had been spent by the end of 1993/94 (Audit Commission,
1995b). Of these, 35% had been spent on improvements to practice
premises, 25% on office and equipment supplies, 15% on medical
equipment and, of the remaining 25%, only a proportion had been spent
on extra hospital and in-house services. Thus, although savings were a
definite by-product of fundholding, the evidence is unclear as to the
source of the savings — and the efficiency with which fundholders used
such savings is much debated.

Equity

Three major equity issues have arisen with respect to fundholding: access
to care, ‘cream-skimming’ and budget allocation.

Access to care

On the introduction of the internal market, the most extensive predicted
criticism of fundholding was that it would create a two-tier system of
fundholding and non-fundholding practices. It was predicted that
hospitals would give differential access to the patients of fundholders,
particularly in cases where the fundholder could spend money on
reducing waiting lists for elective surgery (Butler, 1992). It was also
suggested that, if HAs failed to fund hospitals’ work-rates adequately,
elective surgery admissions for non-fundholders towards the end of the
financial year would be restricted in favour of fundholding patients who
could ‘jump the queue’ (Kingman, 1992).

In addition, it was argued that only the more advanced practices, with
good support structures, would enter the scheme due to the high
administration requirements of fundholding (Ham, 1991a). The scheme,
therefore, would reinforce existing inequalities in health care by
discriminating against small practices with fewer support staff which tend
to be found in the more disadvantaged areas of big cities (Benzeval and

Judge, 1991).
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A plethora of anecdotal evidence for ‘two-tierism’ exists due to its
inherent newsworthiness; reports were fuelled by comments from non-
fundholding GPs, consultants, hospital managers and others (Milhil, 1993;
Fisher, 1993; McCullough, 1993; Samuel, 1992; Luxton, 1993). A
substantial review of anecdotal and opinion-survey evidence on access to
care has highlighted a number of ways in which fundholders have been
able to obtain advantageous terms of treatment for their patients
(Association of Community Health Councils for England and Wales,
1994). In particular, fundholders have used their contracting power to
obtain priority treatments for their patients in hospitals and to reduce
waiting times for initial consultations. Moreover, fundholding patients
have had better access to local outreach clinics taken at local GP surgeries.
In addition, seasonal variations exist in access to hospital care because
hospitals have admitted disproportionately more fundholding patients at
the end of the financial year to maximise cost-per-case income once HA
block volumes have been met. This increases the hospitals’ incomes but
means that patients are not being seen in order of clinical priority.
Although the evidence presented is generated only from anecdote and
from opinion surveys, the study concludes that there are strong reasons to
believe that the patients of fundholding GPs have enjoyed better access to
hospital treatment than other patients. These conclusions are backed up
by an opinion survey of GPs in fundholding and non-fundholding
practices carried out by the Consumers’ Association (1995b).

However, research that has compared the referral rates and waiting times
for patients in fundholding and non-fundholding practices provide
evidence both for and against two-tierism. Research which suggests two-
tierism includes a referral survey undertaken by South Bucks Community
Health Council (1994). This survey revealed that patients of non-
fundholders waiting for orthopaedic operations in the South Bucks Area
waited on average 12 weeks longer than fundholders. Moreover, although
there was no difference in the waiting times for operation in gynaecology,
referrals for gynaecology appointments were longer for non-fundholding
patients. These results, however, must be treated with caution because
they are based on a very small sample of patients (54). A study based on
159,000 patients on referral rates to orthopaedic care by Kammerling and
Kinnear (1996), however, also concluded that fundholding patients were
seen more quickly than the patients of non-fundholders and that some
hospitals had provided special clinics exclusively for fundholding patients.
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A study on waiting lists in Oxford region by Peeke (1993) provided an

alternative to the commonly held view. It concluded that there was no
difference between the waiting times experienced by the patients of
fundholders and non-fundholders in Oxford — contrary to the widely held
beliefs of the local GPs. A study by Kind et al. (1992) also concluded that
claims of a two-tier system seemed unjustifiable; both fundholding and
non-fundholding GPs reported similar levels of difficulties with waiting
times for hospital consultations. Similarly, the Audit Commission found
that waiting lists for surgery had fallen in both fundholding and non-
fundholding practices and did not differ significantly overall (Audit
Commission, 1996). The Commission’s methodology has, however, been
severely criticised (Dowling, 1997).

The most recent evidence (Dowling, 1997), based on a database survey
of 57,000 patients, confirms the existence of significant differences in
waiting times. The research compared waiting times of fundholding and
non-fundholding patients for elective surgery covered by the fundholding
scheme at four providers over four years. It was found that the patients of
fundholding practices had significantly shorter waiting times than those
of non-fundholders for all four providers.

Overall, most commentators accept that fundholding has exacerbated
two-tierism. Glennerster (1994), for example, whose commentary is
broadly favourable to the scheme, suggests that the two-tier effect may be
a transitional one, reducing as more GPs become fundholders. He
suggests that as fundholders achieve improved services, much of that
advantage will become available to some non-fundholding practices. For
example, HAs may cannibalise aspects of fundholding contracts into
their own and providers may find it easier and cheaper to provide a
uniform service to all their GPs rather than just to fundholders. In the
latter case, non-fundholders would receive spillover benefits. However,
Glennerster concedes that the patients of non-fundholders are likely to
become disadvantaged in the short term, resulting in an equity gap
between the two kinds of patient. Glennerster’s emphasis is on how to
maximise the opportunities for spreading the benefits of fundholding to
all practices, rather than a concern with abolishing the scheme to deal
with temporary inequalities. It can be argued that the NHS has always
been multi-tiered because the competence and energy of GPs varies.
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Fundholding appears to have exposed previous differences and codified
them into two tiers. The main argument is whether there can be a
levelling-up process and whether non-fundholders can become
successfully integrated into the scheme in some form.

A further equity concern was that the most knowledgeable and able
individuals would be able to exert leverage on their GP whereas the least
able would not. The work of Scott et al. (1996) has shown that socio-
economic status does influence GP decision-making in that patients from
higher social groups were more likely to be given a diagnostic test and
less likely to receive a prescription. Although no study has examined
whether fundholding would have the effect of exacerbating possible class
gradients in access to care, the greater opportunity for patient choice and
influence in fundholding practices does allow this possibility.

Cream-skimming

A major concern of analysts was the fear that the budget allocation to
fundholders would be insufficient to cope with yearly variations and
deviations in patterns of illness (Glennerster et al., 1994a, 1994b; Butler,
1992). Crump et al. (1991) estimated the financial effect of fundholding
on practices with varying list sizes and concluded that volatile demand
for services would have a significant impact on practices, particularly
smaller ones, which would undermine the scheme. Indeed, Enthoven had
suggested that fundholders would require a list size in excess of 100,000
to insure against risk, far higher than the proposed minimum size for a
fundholding practice (May, 1989). Although a stop-loss arrangement was
included for fundholding, so that the HA would become financially
responsible for any individual case over £5,000 in one year, this did not
protect against multiple admissions below this level or an unexpected rise
in demand for care (Yule et al., 1994). As a result of these risk factors,
some observers believed either that practices would be forced to pool
savings as a safeguard for the future rather than spend them on practice
improvements and patient care for which the money had been intended,
or that they would indulge in extensive cream-skimming.

The danger of cream-skimming was a particular worry at the time of the
scheme’s introduction (Scheffler, 1989). Because practices would face
the cost of treatment for the first time, they would have an incentive to
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discriminate against high-cost patients in favour of low-cost ones (Barr et
al., 1989). Moreover, evidence from the USA suggested that Health
Maintenance Organisations, which were superficially similar to
fundholders, did indulge in discrimination against poor (Ware, 1986),
elderly and infirm people (Pauly, 1986; Petchey, 1997). As Brazier et al.
(1990) suggested, because variations in health need can never be
sufficiently accommodated into budgets, there will always be a range of
health profiles from which to select. Many analysts, therefore, predicted
extensive cream-skimming by fundholding practices.

Some authors claimed that cream-skimming has indeed occurred.
Cornell (1996), for example, unequivocally states that ‘a major drawback
experienced by some patients is that they have either been refused
registration with a particular GP or removed from a practice list on
grounds of their illness being an expensive drain on the practice budget’.
However, Cornell cites only the theoretical work of Crump et al. (1995)
to substantiate this claim and provides no empirical evidence for the
existence of cream-skimming. The Patient’s Association, for example,
has claimed that the removal of patients from GP lists is a growing trend
in order to avoid excessive costs from seriously ill patients (The
Independent, 1996). However, despite the allegations and the theoretical
incentives, they present no cases in which fundholders have indulged in
the process of cream-skimming.

The general view of the more sophisticated literature is that fundholders
have not undertaken cream-skimming despite the theoretical financial
incentives to do so. This may be due to a number of reasons including:
generous budgets; the fact that GPs are not at personal financial risk;
and, probably most important, the stop-loss insurance scheme by which
the HA would pick up the bill for a particular patient if the cost
exceeded a certain amount.

Budget allocation

At the beginning of the reforms, some analysts predicted problems with
the fundholding budget allocation. Many believed that fundholders
would be more generously funded to make the scheme a success — with an
associated detrimental impact on funds in the HA. There was also a
problem with the method of allocation. First, because fundholding
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budgets were to be set, at least initially, on the basis of historical levels of
activity, past inefficiencies and inequalities inherent in the system would
be ‘legitimised’ (Yule et al., 1994). Second, the process would be open to
abuse because greater activity levels recorded in the preparatory period
would lead to higher allocations (Coulter, 1992). The inequities of the
system led many observers to query whether there could ever be a fair
system of funding (Dixon, 1994) as no manageable formula existed by
which the needs of GPs’ populations could be gauged (Paton, 1992).

A key question addressed in the empirical literature, therefore, was
whether fundholders have gained a greater cash allocation than was their
fair share relative to non-fundholders. The evidence for this is mixed.
Dixon et al. (1994) suggested that fundholders received a higher than
equitable allocation in North West Thames in the early stages of the
scheme. They showed, for example, that the per capita funding for
inpatients for non-fundholding practices varied from 59% to 87% of that
for fundholding practices. Their work, however, was criticised for relying
too heavily on the low quality routine data available and a series of
‘tenuous’ assumptions (Bowie and Sturgeon, 1994). Nevertheless, it is
doubtful whether a better analysis of budget allocation could have been
made with the data available.

That fundholders are better resourced is disputed by Glennerster (1994)
who describes how national and regional comparisons do not suggest that
fundholders have been more generously funded. Using figures for
Regional Health Authorities, he shows that fundholders have not been
over-funded because the application of the national average costs per
capita for fundholding procedures suggests that fundholding practices are
getting 15% less than expected. Moreover, Brogan (1993) points to a
study in Oxford which showed that the budgetary allocation for
fundholding practices was 9% less than the regional average. In the light
of these figures, it is difficult to support the contention that fundholders
have been systematically over-funded. However, the methodology
employed in both these studies was not fully described, nor subjected to

peer review.
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Quality

In introducing the scheme, the Government believed that GP
fundholding would motivate GPs to search for a better quality of hospital
service. It was argued that poor care by hospitals would have a negative
impact on the GP in terms of time and resources. Thus, giving the GP
power to change provider would create leverage for change towards a
better quality of service.

The ability of fundholders to channel savings back into the practice was
seen as a major incentive of the scheme that would enhance primary
care. It was believed that savings from budgets could be used to improve
practice-based facilities and encourage the growth of outpatient clinics
and on-site services more accessible to the GP population. Savings could
also be used to buy more secondary care services and to clear waiting lists.
Some analysts disagreed. They predicted that the quality of care in both
the primary and secondary sectors would deteriorate. A particular
concern was that the high administrative workload engendered might
have a detrimental impact on the quality of primary care: reduction in
patient consultation time and a fall in GP energy (Keeley, 1993). It was
also predicted that the doctor—patient relationship would be threatened
because the fundholding GP’s role as patient advocate could become
undermined by rationing responsibilities and the potential to make
decisions based on financial rather than clinical grounds (Keeley, 1993;
Francombe, 1991). The potential adverse impact on quality resulting
from the budgetary impact on referrals and prescriptions has already been
described above.

Another perceived danger to the overall quality of care stemming from
the proposals for fundholding in the White Paper was a reduction in the
effectiveness of planning services (Paton, 1992). The creation of
fundholding would contribute to this decline in a number of ways. First,
it was evident that if fundholding practices overspent due to unforeseen
pressure for services, the onus would fall on the HA to bail them out
(Secretaries of State for Health, 1989). The demarcation of a
contingency reserve to insure against this problem would reduce HA
flexibility. Second, top-slicing the HA budget would weaken HA
responsibilities to plan health services in order to maximise health gain
and address inequalities in provision (Butler, 1992; Keeley, 1993). Third,
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it was argued that fundholders would be poor purchasers because they did
not have the skills or information necessary to make informed purchasing
decisions (Atkinson, 1989). Moreover, because the purchasing decisions
of fundholders would be uncontrolled the system would be inherently
unstable (Ham, 1991a). Thus, the potential for substantially different
purchasing priorities by GPs would undermine the strategic focus of the
HA and could potentially frustrate the attainment of local health targets
(Scheuer and Robinson, 1991). Finally, a reduced HA budget would
increase financial shortfalls in hospitals and create the need for providers
to ‘sell’ themselves to fundholders. In practice, this would reduce the
ability of providers to plan services based on long-term stable demand

(Paton, 1992).

The countervailing view was that fundholders would be far more
effective purchasers than HAs because they could identify with the
interests of the patient (Glennerster et al., 1994b). As Francombe (1991)
reveals, one of the perceived advantages of fundholding was the
promotion of the principle of meeting health need based on decisions
about individual patients. Because GPs had first-hand experience, if not
systematic knowledge, of both the needs of patients and the medical
consequences of the treatment they received, purchasing would be far
more effective than by a remote HA which purchased services through
the use of population-based demand and assessment of need. It was also
claimed that fundholders would be able to exert leverage on hospitals
and improve quality, resulting in better relations with consultants, cost
reduction, reduced waiting times and better specialist care (Benady and
Barr, 1991). Fundholding was also seen as an opportunity to increase the
responsiveness of hospitals, such as through more prompt discharge
letters (Taylor, 1991). It was also suggested that HAs would respond to
these benefits by improving quality specifications in their own contracts

(Bowling et al., 1991).

The empirical evidence of the impact of fundholding on the quality of
care provided falls into three categories: quality of secondary care
provided; quality improvements in contracts with providers; and quality
of practice-based services.
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Quality of secondary care

Only two published studies have sought-to assess the impact of
fundholding on the quality of secondary care provided (Howie et al.,
1994, 1995b). The earlier of these examined the treatment of patients
suffering joint pain in six Scottish fundholding practices before and after
the introduction of fundholding. It found that the length of GP
consultation and the prescription of pain-relieving drugs remained
unchanged after fundholding came into effect while patients reported
being less able to cope with their illness. In the more recent of these
studies, which investigated a dozen conditions, including asthma, angina
and diabetes, the conclusion was that the quality of care had been largely
maintained. However, in some clinical areas, such as patients suffering
with pain and patients with social and psychological problems, the
quality of care appeared to have declined. That some groups of patients
were less able to cope in fundholding practices raises a question about the
sense of imposing an additional administrative burden on busy GPs at a
time when patients’ needs appear to becoming more complex (Coulter,
1995b). Ellwood (1997) found that while service quality issues were
ranked by the majority of fundholders as the most important influence in
their referral decision, it only very occasionally led to shifts between
providers.

One limitation of the before-and-after analysis by Howie et al. was the
lack of a control group of non-fundholders. This means caution must be
taken in attributing to fundholding any observed changes in the quality
of care, because no study has compared the experiences of fundholding
and non-fundholding practices in this respect. Moreover, no work has
directly investigated whether fundholding has improved the quality of
clinical care provided by hospitals.

Quality improvements in contracts

The introduction of quality standards into contracts with providers has
been shown to be a feature of both fundholders and district HAs
(Coulter, 1995c¢). Studies which have investigated the impact
fundholding has made to contracting have tended to be surveys of the
views of fundholding GPs rather than detailed analyses of contracts.
Nevertheless, all of these surveys reveal that fundholders were convinced
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that fundholding had been the catalyst to improved quality in contracts
(Corney, 1994; McAvoy, 1993; Bain, 1992). These improvements appear
to be in the area of organisational/process arrangements rather than the
actual quality of clinical care. This is made clear by Glennerster et al.
(1994a, 1994b) who cite examples of how fundholders used their
purchasing power to improve information flows and engender a faster
response rate to their referrals and requests for information. Other studies
also agree that a change occurred in the power relationship between the
fundholding GP and the provider; the most important benefit of this has
been quicker and better communication links between fundholders and
providers (Roland, 1991; National Audit Office, 1994; Cornell, 1996;
McAvoy, 1993; Bain, 1992; Wisely, 1993). The main improvements for

patients were reduced waiting lists and, in one case, improved courtesy.

The evidence on creating better quality services through contracts
consists of descriptive case studies and anecdote. Although no study has
sought to compare fundholding contracts with those negotiated by non-
fundholders over the same period, there have been attempts to study the
adoption and implementation of quality standards from the perspective of
a GP multi-fund. Baeza and Calnan (1997), using a case study approach,
showed that quality standards in contracts were derived and adopted with
very little input from providers. The impact of these quality standards on
hospital consultants’ behaviour was negligible, there was very little
monitoring of the standards by the multi-fund, and providers admitted
accepting standards which they knew they could not meet. Furthermore,
reports from non-fundholders involved in GP commissioning groups have
made similar claims of improved standards through contracting (Black et
al., 1994; Eve and Hodgkin, 1991; Graffy and Williams, 1994; Corney,
1992; Willis, 1992). In the absence of a comparison between fundholding
and non-fundholding practices, it is unclear whether fundholding has
been the catalyst to these improvements or whether it is a general effect
of the purchaser/provider split.

Quality of practice-based services

The use of fundholding ‘savings’ to enhance practice-based services and
the ability through contracting to develop outreach clinics have been
regarded as major benefits of the scheme. As the section on efficiency in
fundholding showed, the evidence suggests that fundholders have been
able to offer more on-site services and clinics than non-fundholders.
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Although opinion surveys show that these initiatives are welcomed by
patients who generally prefer treatment locally within familiar
surroundings (Consumers’ Association, 1995a), as discussed above there
is some disagreement on whether the growth in on-site services
necessarily leads to health improvement (Harris, 1997; King et al., 1994;
Corney, 1992). Maynard and Bloor (1995) suggest that the popularity of
enhanced local care has spread as a reaction to cost inflation in the
hospital sector and because it has the advantage of being provided nearer
to the community, is less technologically dominated and more user-
friendly. However, they also warn that it may be ‘unwise to recoil from an
expensive, unproven hospital enterprise only to advocate increased
resourcing and emphasis on another activity which is resource-intensive
(particularly in pharmaceuticals) and also unproven’.

Overall, owing to the lack of empirical data on quality improvements in
clinical care and the lack of any systematic comparison between
fundholders, non-fundholders and other purchasers of care, it is
impossible to show that the quality of care has improved through the
introduction of fundholding. Except for the work of the Howie team, the
evidence is mainly in the form of case study and anecdote, with most of
the observed improvements being in terms of organisational changes
rather than in terms of health outcomes.

Choice and responsiveness

An important ingredient in the reforms was the ability of the
fundholding initiative to promote greater patient choice. Patients should
have more power to influence the quality of services they received under
the new system. This is because GP fundholders would be in competition
for ‘customers’, and patients would be able to judge which practices
offered the best service. As a result of this, the patient would have more
choice in deciding at which hospital to receive treatment because GPs
could respond to patient demand through their ability to exert leverage
on providers. Furthermore, fundholding would be more responsive
because it would be based on the GP’s knowledge of patients’ needs and
experiences in a way which was impossible for an HA.

An important element in this argument was the ability of patients to
make an effective choice between GP practices. However, some
commentators believed that only the most knowledgeable and able
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individuals would be able to exert leverage on the GP (Glennerster et al.,
1994a, 1994b; Barr et al., 1989). Thus, in the worst scenario, fundholding
might have the effect of exacerbating the class gradient in access to care
(Petchey, 1995). On the other hand, the mere fact that certain people
might leave a practice does not necessarily mean that those left behind
suffer a worse service. Indeed, the reverse is perhaps the more likely; a GP
faced with a reduction in his or her list has a strong incentive to improve.

Whether patients of fundholders receive a greater choice of hospitals for
their treatment has been measured through surveys of the views of GPs
and patients. Mahon et al. (1994), for example, found that fundholding
GPs reported: a greater willingness to take into account patients’
preferences than non-fundholders; more willingness to refer patients
greater distances for elective surgery; and a lower likelihood of
considering only one hospital for a referral. On the other hand, patients
of these GPs were unwilling to travel longer distances to be treated more
quickly and most were indifferent to the issue of choice. This indifference
is exemplified in another survey of patients which showed that 80% of
patients did not know whether their practice was fundholding or not
(Kind et al., 1993b). Thus, whereas fundholders have reported greater
willingness to offer patients more choice compared to non-fundholders,
patients perceived that there was little difference in the level of patient
choice. Moreover, a confounding factor to this research has been the
1990 GP contract which made it easier for patients to change doctor.

Studies of patient satisfaction are one way to get some insight into the
impact of fundholding on responsiveness. Although there is evidence to
suggest that satisfaction remains high in fundholding practices (Howie et
al., 1995a), patient surveys show that: the expectations of patients are
rising (Armstrong et al., 1991); patients of fundholders are significantly
more critical of their GP than patients of non-fundholders (Consumers’
Association, 1995b); and a reduction in patient—doctor trust has resulted
(Marks, 1995). It has been suggested that this reduction in trust has come
about as a result of the patient feeling that decisions made regarding
treatment or referral are being undertaken on monetary rather than
clinical grounds (Cornell, 1996). Alternatively, the observed growth in
criticism may be related to the greater assertiveness of patients in the
more affluent areas in which fundholding practices are located: patients’
willingness and ability to express dissatisfaction is often related to socio-
economic status.
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There remains some difficulty with interpreting satisfaction surveys
because there is a lack of comparison between fundholding and non-
fundholding practices. Moreover, results from studies investigating
patient choice are difficult to assess because they come from attitudinal
surveys of patients and GP fundholders. From the patients’ viewpoint,
involvement in the choice of hospital has remained very low whereas
satisfaction with the overall service received, irrespective of fundholding,
has remained high. Thus there is no evidence of greater responsiveness to
patients’ views.

Accountability

Fundholding was intended to make the NHS more responsive to its users
and be more businesslike (Wall, 1996). However, as power and resources
are passed to the fundholder, the more the fundholder must, like any
other spender of public funds, be made accountable for how budgets are
spent. However, the lack of an appropriate accountability mechanism,
both for the GP fundholders’ use of underspends and for their purchasing
decisions, was of increasingly widespread concern (NHS Executive,
1994a). Concern was also expressed over the lack of accountability of GP

fundholders to patients (Association of Community Health Councils for
England and Wales, 1995).

As a result, it has been generally regarded that accountability procedures
within fundholding must improve. This problem was partially addressed
by the Government through the launch of an accountability framework
for GP fundholders in December 1994 (NHS Executive, 1994b) but, as
the Audit Commission (1996) revealed, HAs had yet to develop explicit
systems to judge how wisely fundholders are purchasing, or whether their
purchasing represents good value for money.

Summary and conclusions

Although the evidence is in places controversial, it is probably safe to say
that there is a reasonable degree of consensus on the following findings
with respect to fundholding.

® The rise in prescribing costs was lower in fundholding practices
compared with non-fundholding practices initially, but this
differential appears to have been short-lived.
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@ There appears to be no difference in the increase in referral rates
between fundholding and non-fundholding practices.

® There has been more practice-based care in fundholding practices
than in non-fundholding practices.

® Providers have been more responsive to the demands of fundholders
than non-fundholders.

e Fundholding has created a high administrative workload and high
transactions costs for both purchasers and providers.

® There is a two-tier system in access to care; one for the patients of
fundholders and one for non-fundholders.

® There has been little change in the level of patient choice.

While these are areas of consensus, the review of the fundholding
literature also highlights a number of fundamental areas that have not
been the focus for research. In particular, there is no evidence on
whether fundholding makes a difference to the quality of primary or
secondary care. Also, the true size of administration and transactions
costs (particularly on providers) is unknown, which means that the real
cost effectiveness of the scheme cannot be properly measured.

If this literature review was used to put GP fundholding on trial, it would
be possible to form both a robust defence in favour of the scheme and to
construct a viable prosecution against it. This is because of the equivocal
nature of much of the evidence and, even where the effects are agreed,
they can be interpreted as good or bad. For example, fundholders have
generally shown greater capability for developing enhanced primary care
facilities yet interpretations differ on whether this means better care or a
more efficient use of resources than care provided in other settings.
Similarly, while the literature supports the exacerbation of two-tierism as
an outcome of fundholding, this has been interpreted in two ways. On
the one hand it has been seen as a catalyst to the levelling-up of the
quality of health care and a necessary interim product of the reforms
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(Glennerster, 1994). On the other hand, two-tierism is interpreted as a
major equity concern, benefiting the patients of affluent fundholders at
the expense of smaller and less affluent practices — with poorer
populations in greater need of care.

A further point to consider, which is fundamental to the evaluation of
fundholding, concerns the characteristics of general practices themselves.
The literature reveals, for example, that many non-fundholding practices
have achieved efficiency improvements equal to, and better than,
fundholding contemporaries. This greater efficiency may, therefore, be
more likely to be a product of innovation in practices than the result of
fundholding per se. Petchey (1995) supports this argument by citing work
that revealed the existence of a stratum of ‘innovator’ practices before
the existence of fundholding. Petchey goes on to argue that any
superiority attributed to fundholding practices might be due to their
status as ‘innovators’ rather than as fundholders. The report by the Audit
Commission (1996) supports this by concluding that most fundholders
are failing to secure the expected benefits for patients. Thus, while
fundholding status appears to have given practices the increased
potential for beneficial change, only certain innovative practices within
fundholding have transformed patient care.

Differences in the abilities of fundholders to use their status to its best
advantage suggest that, although fundholding has been an important
catalyst for change, a wider set of variables exist. These explain why some
fundholders appear to perform better than others and why some non-
fundholders appear to be more innovative than some fundholders. The
present Government’s decision to wind up the fundholding scheme in
1999 in favour of Primary Care Groups, ostensibly because fundholding is
both inequitable and costly to administer, could thus be missing the real
issue raised from the experience of fundholding. This is not how costly or
how inequitable the scheme has been, but how problematic it has proved
for general practice to use fundholding at its innovative best. The issue to
address, and one highly relevant to the arrangements for primary care
envisaged in The New NHS (Secretary of State for Health, 1997), is how
best to enfranchise general practice to take an active and innovative part
within the health system.



5 Locality and GP commissioning

Jo-Ann Mulligan

It is clear that GP fundholding has received most of the attention as a
mechanism for involving GPs in purchasing health services for their
patients. However, a range of alternatives to fundholding emerged soon
after 1991/92. At that time, HA managers and non-fundholding GPs
began to seek ways to imitate the aspects of fundholding which looked
appealing (such as GP input to purchasing decisions) and to avoid those

aspects which they objected to (such as the alleged two-tierism of
fundholding).

The term ‘commissioning’ rather than ‘purchasing’ was used to describe
these schemes which operated below HA level and within the framework
of HA purchasing (Mays and Dixon, 1996). The ‘purchasing’ undertaken
by fundholders was defined by its critics as going out into the market
place in the short term with a sum of money and buying from the range
of services already on offer. ‘Commissioning’, by contrast, was defined by
its proponents as working strategically with providers over a period of
time to develop the desired pattern of local services without necessarily
directly controlling the budget which would be used to purchase the
services at the end of the process. Thus the wide range of different
models of commissioning operated without budgets which had been
allocated to them as of right.

Two broad types of commissioning can be distinguished principally by
their origins (bottom-up versus top-down):

o GP commissioning in which groups of non-fundholding practices
(although over time fundholders began to join in) come together in
response to fundholding. They propose service changes and
developments to the HA on behalf of their patients, which the HA
incorporates into its contracts. In some instances, the GP
commissioning group is given a notional or indicative capitation
budget against which past activity and costs can be compared; this
covers a range of the hospital and community health services
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previously purchased on the GPs’ behalf by the HA. The range of GP
involvement can include: practice visits;- GP representatives on HA
purchasing teams; GP-HA meetings and seminars; GP liaison
managers; as well as forms of collective representation of GPs to the

HA through local GP bodies (Exworthy, 1993b).

e Locality commissioning in which the HA brings together all the
practices in a geographic area (typically an area with a population of
50—60,000). These form a group charged with eliciting the views of all
the GPs in the locality and channelling these constructively into the
HA’s purchasing process. This is done either by influencing the plans
of the HA directly or by working with local providers to agree
changes which could then be incorporated in HA contracts. Whereas
purchasing functions remain centralised, locality specific contracts
can be set on the basis of locally determined needs and service
development priorities. These groups normally have a paid
coordinator from the HA.

In practice, the two types of scheme had much in common. They were
collective, non-budget-holding alternatives to fundholding, working with
or through the agency of the HA on behalf of a subpopulation of the
authority. Both aimed to make HA purchasing more locally sensitive to
variations in needs and patients’ views, using GPs as the main source of
information and to overcome the perceived remoteness of the HA
bureaucracy. Both sorts of commissioning varied widely across the
country in the details of how they were organised and their precise roles
in relation to the HA. However, all relied heavily on their ability to
influence local providers and the HA, without necessarily having the
independent purchasing power to make their views count in the face of
concerted opposition. In general, neither model included an incentive
that any ‘savings’ created by cost-conscious purchasing could be retained
by the group to spend on additional services or facilities.

Models of devolved commissioning have evolved rapidly and to varying
extents across the UK. Smith et al. (1997b) have mapped the different
approaches and found that most HAs had at least three different
approaches to devolving responsibility for commissioning. Accordingly, a
large number of evaluative studies have been conducted albeit of very
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variable quality. Most of the evidence reviewed here comes from those
directly involved in the schemes; there have been few attempts to
compare these approaches with either GP fundholding or other
developments in HA-led purchasing. Moreover, none of the existing
studies compare the outcomes of GP commissioning with those of HAs
with poorly developed methods of involving GPs. Although, in view of
the increasing convergence between models and overlapping
participation by general practitioners, it would be difficult to control for
confounding factors even if well-designed comparisons had been set up.

The vast majority of the research evidence has therefore focused on how
the various models have evolved, rather than providing an absolute
comparison with either the pre-reform state or other models of local
purchasing. Among the case studies, descriptions and internal
evaluations, there has been only one substantive attempt to compare the
different ways in which GPs have become involved in purchasing
(Glennerster et al., 1996). The remaining literature has relied on
evaluating individual models against internal criteria. Notwithstanding
these criticisms, much can be learned from looking at the experiences of
the various schemes described.

Efficiency

Two aspects of efficiency are considered: management costs and service
efficiency.

Management costs

Possibly the best known GP commissioning scheme is documented by
Black et al. (1994). A total of 200 non-fundholding GPs in and around
Nottingham (representing at least 68% of the population) joined
together to act in collaboration with their HA. The HA continued to
hold the budget. The GPs reported that many of the benefits from GP
fundholding — responsiveness, choice and quality — could be achieved
without joining the fundholding scheme. The group were able to secure a
large capital investment and reduce waiting times in three targeted
specialties, yet estimated that its management costs were approximately
half those of fundholders. Because the group did not even hold a shadow
budget, the authors of the study believed that its success derived from its
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size, structure and rapid information dissemination. This meant they
could show their providers that they had ‘teeth’ and could persuade the
HA to take their business elsewhere if specified standards were not met.
The group also took credit for the fact that Nottingham was the fifth
most efficient teaching district in the UK in 1994/95.

In an unpublished evaluation of a GP commissioning scheme in Devon,
Dixon et al. (1996) calculated that if all the GPs within their
commissioning group had been fundholders then their management costs
would have been £821,824 compared to the £25,000 they currently
received from the HA. In common with all the studies reported here, the
authors were able to discuss in general terms the various ways in which
they had secured service improvements, but there was no attempt to
relate them to the considerable indirect costs of negotiation and
monitoring of service agreements.

A study by Balogh (1996) asked GPs and HA managers involved in
commissioning to rate the effectiveness of different models for involving
GPs in commissioning. The results indicated that GPs rated liaison with
providers as the most effective model and practice-sensitive purchasing as
the least effective. By contrast, managers rated project work and locality
advisory groups the most effective model, but agreed that practice-
sensitive purchasing was the least effective model. Although practice-
sensitive purchasing might involve less commitment from GPs than GP
fundholding, in terms of time and resources, these costs are likely to be
higher than for locality purchasing because information on activity has to
be broken down to a smaller level. Furthermore, other difficulties of the
scheme include developing a practical and equitable method of practice
resource allocation and ensuring that an adequate information
infrastructure exists. Other anecdotal evidence (Murray, 1993) suggests
that practice-sensitive purchasing is probably less efficient than most of
the alternatives, but the structure does have the potential to produce
some benefits. For example, the model has the advantage of being based
around practices that, in contrast to fundholding, have the option to
work together.

A different study (Hine and Bachmann, 1997) sought to describe the
impact and direct costs of locality commissioning in Avon. The authors
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found that locality commissioning successfully changed services with
limited extra funding and without delegation of hospital and community
health service budgets. Costs mainly comprised the time of staff in
primary care, secondary care and the HA. The local medical committee
had spent £57,687 on locality commissioning, which amounted to 6p per
capita. Although direct comparisons are not possible because most
fundholders in the area also participated in locality commissioning, it
does appear that the costs of locality commissioning compare favourably
with those of standard fundholding and its extension, total purchasing.
The Total Purchasing National Evaluation Team (1997) reported that
the median costs of the first ‘live’ year of total purchasing was £2.77 per
capita, whereas for standard fundholding the figure was £12.90 per capita
over the first four years. However, the authors of the Avon study were
not able to measure the effectiveness of each of the service changes that
were implemented as a result of locality commissioning. Furthermore,
only a limited range of costs were measured, reflecting the difficulty in
identifying the indirect costs of, for example, support from providers and

the HA.

Service efficiency

To be meaningful, efficiency must include some measure of benefits
gained for a given cost. Pickin and Popay (1994) have argued that there
appeared to be no obvious link between the level of costs and the benefits
achieved in the locality commissioning schemes they studied. Although
one might assume that costs will be greater than simple GP participation
at the HA level, early anecdotal evidence suggested that locality schemes
were still relatively ‘efficient’ (Ham, 1992a). One of the few detailed
studies in this area (Office for Public Management, 1994) used a variety
of sources of data (project documentation, financial schedules and
minutes of meetings) to evaluate locality commissioning against specific
criteria which included efficiency, responsiveness, quality and
accountability. In terms of whether the project provided value for money,
the authors found that it offered a cheaper administrative model than GP
fundholding, mainly because it could draw upon the skills and expertise
of the HA. However, although GPs had been involved in contract
negotiations, what constituted that ‘involvement’ was harder to define.
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Although not seeking explicitly to consider costs, Glennerster et al.
(1996) did describe and evaluate the relative. effectiveness of six schemes
including: locality groups; provider purchasing; practice-sensitive
purchasing; GP consultation groups; a district-wide GP commissioning
executive; and a total purchasing scheme. They commented that,
although the ‘minimalist’ schemes cost very little in administration, they
had not made much impact compared with fundholding. They also found
that the relative effectiveness of the models of involvement as perceived
by the GPs themselves varied considerably, and concluded that the
effectiveness of the various representative or locality schemes depended
on how far HAs were prepared to act as GPs’ agents. Crucially, where the
HA took this role seriously, GPs stayed with the schemes. Where they
did not, GPs moved into fundholding. Indeed, they concluded that the
non-fundholding schemes that had had the most success looked most like
fundholding. In other words, they gave GPs both autonomy and control.
In the absence of information on cost-effectiveness a further important
question for any scheme is the degree to which it is successful in
achieving its own objectives. Glennerster et al. found that, compared
with fundholders, locality commissioning groups were not as successful in
solving the problems that they had identified for attention.

Willis (1996) reported brief results, in terms of service efficiency, from
four GP commissioning groups around the country. One group in
Northamptonshire, by negotiating direct access to same-day
ultrasonography for patients, claimed that they had greatly improved the
service while reducing the number of patients admitted by over 50%, so
producing financial savings. Further money was saved by direct access to
a tonsillectomy list. Research undertaken by the Primary Care Support
Force in London (1996) claimed that GP involvement in the
commissioning process ended unnecessary duplication of some services.
The Nottingham non-fundholders reported prescribing costs 7% lower
than the national average (Nottingham Non-Fundholders, 1996). In
Devon, Dixon et al. (1996) showed that when negotiation with providers
failed to improve waiting times, the group demonstrated that they had
‘teeth’ by putting providers on notice stating that they intended to
remove contracts at full cost unless targets had been achieved or action
plans agreed. Service specifications were negotiated directly with
consultants, and trust managers’ studies showed that improvements had
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been achieved. These examples indicate that, when pushed, some GP-led
groups can achieve a degree of change. However, the evidence is mostly
descriptive and it is still not clear whether these groups are more, or even
at least as, efficient as fundholders.

Equity

Both locality and GP commissioning have been envisaged as ways of
overcoming the two-tierism associated with fundholding by involving all
GPs to help shape health services. The benefits can then be enjoyed by
the whole population. The mission statement of the Nottingham non-
fundholders’ group is typical:

To ensure the purchasing of quality secondary care which is equitably
available to the patients of all general practitioners, and to co-operate
in this endeavour with all interested bodies.

(Black et al., 1994)

Within the context of the Nottingham non-fundholders, this meant
guaranteeing equity of access to a trust’s services by negotiating explicit
statements into the contract together with appropriate penalties for
transgression. A considerable amount of anecdotal and hard evidence
appears to point to inequities in the fundholding model but, although the
pursuit of equity is often stated as a clear intent for non-fundholding
schemes, its execution seems to be more often assumed than explicitly
measured. We could identify no studies that compared waiting times,
referral rates or access to specialist services for fundholding schemes with
alternative devolved models of purchasing. In terms of access to services,
many GP commissioning groups cite that service improvements are
available to all patients not just to those belonging to their particular
group and that, by default, this promotes equity (Glennerster et al., 1996;
Dixon et al., 1996; Nottingham Non-Fundholders, 1996). For example,
Glennerster et al. reported that, although fundholding GPs and GPs
taking part in locality commissioning schemes shared the same criticisms
of services, the latter group were more reluctant to seek changes without
doing so for the whole area, giving equity considerations as a reason. This
suggests clear differences in motivation and in priorities between GPs in
different fundholding groups and those participating in locality
commissioning schemes.
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Quality
Two aspects of quality are discussed: the quality of health services and the
quality of GP involvement.

Quality of health services

A prime incentive for GPs to get involved in devolved purchasing is the
hope that the quality of health services can be improved. One GP ‘
commissioning scheme in Hackney was able to demonstrate positive ‘
findings in relation to this (Graffy and Williams, 1994). The Hackney
scheme is similar in many ways to the Nottingham non-fundholders
group (Black et al., 1994) where a single GP forum works to influence
health services. Graffy and Williams examined the minutes of meetings
of a GP forum and the contract between the HA and the main provider
to determine whether the forum had had an impact on service
developments. They found that not only did most GPs and managers feel
that the forum was representative, but that 55% of service developments
had originated from the GPs. As in the Nottingham scheme, the local
context was crucial; relatively few GPs within the Borough were
fundholders and this made it easier for them to gain credibility with
providers. The authors of the Devon study (Dixon et al., 1996)
concluded that the most important achievement from the perspective of
local GPs was a reduction in waiting times for all patients in the area.
Moreover, the authors claimed that fundholders in the same area had
been unable to bring about such changes. Research based on two locality
schemes in Newcastle and County Durham (Smith and Shapiro, 1996)
also found that there had been achievements in terms of both service
changes and the development of new relationships and alliances.

Glennerster et al. (1996) considered how far each of the six schemes in
their study had helped GPs achieve the changes they sought in four
different specialties. The authors found that fundholders not only
identified more problems with local services, but also were more
successful in achieving improvements than locality or GP commissioning
groups (68% success rate versus 40% for non-fundholders). However,
there are some confounding factors, not least the differential financial
support given to fundholding as opposed to non-fundholders. Proponents
of non-fundholding claim that their results would be different if they had



Locality and GP commissioning 77

equivalent support. Furthermore, locality commissioning groups were
much more reluctant to seek changes if these did not or could not accrue
to the whole area. On the other hand, fundholders were not obliged to
address area-wide issues of concern and this might explain their higher
success rates. Glennerster et al. concluded that, if locality and wider
commissioning were to work, then they would need significantly more
administrative resources.

The Avon locality commissioning scheme in Hine and Bachmann’s study
(1997) identified 20 initiatives which had changed services to patients.
The commonest initiatives concerned: primary mental health care; nurse
specialists for primary care of chronic diseases; referral and clinical
practice guidelines; and access to hospital outpatient departments. In
their discussion, the authors point out that most new projects arose when
additional funding became available rather than from moving existing
money. Furthermore, high-cost hospital services rarely encountered by
GPs did not feature. The authors suggested that this selective approach
could reflect the early stage of development, limited financial support, or
the preference of GPs to concentrate only on certain issues. The latter
conclusion supports findings from the national evaluation of total
purchasing (Total Purchasing National Evaluation Team, 1997) where all
participating practices focused only on selected issues, at least in the first
year of ‘live’ purchasing.

Experience from a locality commissioning scheme in Northumberland
has been mixed (Balogh and Thomasson, 1995). The local HA decided
that local suggestions for service enhancement would be incorporated as
locally sensitive variations in contracts. Many of these mirrored services
which fundholders had negotiated in different parts of the county.
However, the authors pessimistically concluded that:

... pressures over agreeing contracts for 1995-96 ... will inevitably
mean that the locality GPs’ lists of priorities may remain unfulfilled.

(Balogh and Thomasson, 1995)

These ‘pressures’ were unspecified but the quote highlights the fear that
unless additional resources for management of locality commissioning groups
are made available there is a danger that change will only be marginal.
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Jankowski et al. (1997) reported brief results from a locality commissioning
scheme in southwest London. They surveyed the elected lead GPs in 15
localities, members of the GP commissioning executive and HA link staff
working with GPs in localities. The authors found that most of the benefits
reported from the scheme were in primary care and community services,
such as improvements in physiotherapy services and the redistribution of
midwives according to need rather than historical practice. Both GPs and
HA staff agreed that locality commissioning ‘would lead to many benefits’.
The authors also found a significant degree of variation in how GPs
wanted different models to be developed in the future to achieve
improvements in services. Some wanted to manage real budgets whereas
others wanted to have more of an advisory role to the HA.

Quality of GP involvement

Research by the Primary Care Support Force (1996) also explored the
extent to which GPs were involved in making decisions about
commissioning. Their survey asked both GPs and managers to assess the
extent to which GPs were involved in a decision-making or advisory
capacity. The majority of GPs (81%) considered their role to be advisory,
whereas only 39% felt they had a role in making decisions. This result
contrasted with the managers, of whom almost equal numbers considered
GPs to be involved in making decisions and giving advice. The authors
noted that comments throughout the questionnaire completed by GPs
reflected a general feeling that their advice was taken only if it agreed

with the HA view.

The British Medical Association (1997) surveyed local medical
committees (LMCs) and HAs to determine the extent and nature of GP
involvement in the commissioning process. Not surprisingly, the study
found that a plurality of structures existed by which HAs elicited GP
participation. In terms of the effectiveness of that participation, 69% of
respondents from LMCs believed that the advice they gave was taken
into consideration by HAs. This figure was considerably higher than for
HA respondents (45%) suggesting that GPs might be more positive about
the impact they felt they were lending to the commissioning process.

Another dimension of quality concerns the extent to which different
purchasers encourage the Health Service to develop new techniques or
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new models of service delivery. The London Health Economics
Consortium (1996) reviewed the published and unpublished literature
and found that GP involvement as a whole had an important effect on
innovation, although it was not clear how far fundholding or other
models of GP-led commissioning were the ‘defining influence’ on this.
Significantly, the authors concluded that the influence of GPs on
innovation is quite specific and that it does not usually include a
mechanism for making strategic innovations without the coordination of
a third party such as the HA.

Choice and responsiveness

The evidence on consumer choice is limited and mixed. Unlike
fundholding, there have been few surveys of patients to measure
consumer satisfaction. In some respects, one could argue that the goals of
choice and responsiveness were not necessarily prime objectives of these
schemes in the way that they were under the introduction of the
fundholding system. But, as the section on fundholding showed, the idea
of patients smoothly switching from one GP fundholder to another in
order to get the best service didn’t happen in practice. In theory, GPs in
non-fundholding commissioning groups should be able to exploit their
clinical knowledge to act as a patient advocate to improve local health
services in much the same way that fundholders have claimed to have
done. There is certainly some indirect evidence which suggests that GP
commissioning groups are responsive to local health care needs and many
groups pride themselves on this aspect. The Hackney GP forum (Grafty
and Williams, 1994) surveyed its GPs and found that 74% agreed that
the forum was effective at influencing the health service locally.
However, research by the Primary Care Support Force (1996) indicated
that more progress may need to be made in this area. GPs who were
involved in the commissioning process (n = 93) were asked a series of
questions on the effectiveness of their involvement in seven aspects of
commissioning, two of which were responsiveness to local people and
relationships with local alliances. Less than a third believed that their
involvement was effective in either of these areas. Furthermore, both
areas received the lowest rating out of the seven aspects of
commissioning considered (the other aspects were: strategy, effective
contracts; knowledge base; relations with providers; and organisational
capacity). This is clearly important given that GPs are close to their
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patients and are supposed to have a detailed understanding of their
needs. The authors concluded by warning of the danger of using the
views of GPs as proxies for the views of service users or the public,
because their priorities for health care do not always coincide.

Many locality commissioning schemes have also hoped to demonstrate
various benefits such as changes in responsiveness to views of local
people (Ham, 1992b; Layzell, 1994) but again existing evidence of how
effective this has been is limited. In Newcastle and North Tyneside
(Smith and Shapiro, 1997) there is some evidence of schemes seeking
the views of local patients in planning services. Participants in one
scheme thought that, on the whole, localities were an appropriate
vehicle for engaging local people in assessment and prioritisation of
health needs. Freake et al.(1997) reported on the success of an initiative,
also in Newecastle, which involved the appointment of a researcher to
undertake interviews with primary care workers and over 50 local
community groups. The groups had the opportunity to raise concerns not
only about Health Service issues, but also about the wider issues of
community consultation and future participation. Importantly, the
groups were able to arrive at a consensus on three priority areas for future
work and these were noticeably different from priorities defined by other
localities. However, improved sensitivity to local needs and requirements
can also encourage wide variations in the extent and location of services.
In the same way as fundholding, policy makers will need to be clear how
these variations can be justified within a national service.

Accountability

As noted in the fundholding chapter, a frequent criticism of GP
fundholding is the perceived lack of accountability of GPs to the centre
for their purchasing decisions. Mays and Dixon (1996) have suggested
that developing effective means of making devolved purchasers
accountable for their decisions in general poses a major problem for the
NHS. Unfortunately, there is little evidence concerning the
accountability arrangements for GP or locality commissioning and none
to suggest that it is any more or less than for fundholding or locality
commissioning. Two forms of accountability are considered here:
accountability to the HA; and accountability to the GPs that the
commissioners are supposed to represent.
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Accountability to the health authority

A study of locality commissioning in London by the Office for Public
Management (1994) found that accountability arrangements had proved
unsatisfactory to a certain degree. The process by which the GPs were
held to account was not made explicit until GPs sought to act differently
from the approach recommended by the HA. Significantly, tensions then
arose around the different interpretation of the terms ‘accountable’ and
‘devolution’, because the HA had not spelled out how the devolution of
decision-making would work in practice.

A simulation exercise, also organised by the Office for Public
Management (Crail, 1997), attempted to model the impact of locality
commissioning over two years using the experience of one HA. The
results proved worrying in terms of public accountability. Without a
strong planning framework, the participants found there was a danger that
conflicting commissioning local decisions would act against the public or
patient interest. This was exacerbated by the fact that the locality teams
pursued largely independent agendas and ignored policy decisions being
taken at the HA. The net effect was confusion about the roles and
responsibilities of the HA and the new locality boards and little exchange
of information between localities. Another unforeseen consequence was
the conflict of interest for GPs between their roles as commissioners and
providers because the exercise resulted in the closure of a large acute
hospital leaving GPs with no local maternity, accident and emergency
(A&E) department or emergency admissions service. An obvious caveat
to interpreting these findings is that this was a simulation exercise and, as
such, the effects are exaggerated as participants ‘drive’ the system to some
logical end-point. Nevertheless, it still reveals the potential dilemma in
engaging GPs in a process which can lead to their involvement in making
quite difficult decisions. This has even more relevance in the context of
the primary care groups outlined in The New NHS.

Accountability to GPs

To what extent are GP and locality commissioning groups accountable to
those they claim to represent! The Primary Care Support Force (1996)
explored this issue in detail in its survey of GPs involved in
commissioning. The study looked at the method of selection to a
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commissioning group, which gives an indication of to whom GPs were
accountable. Of GPs, 39% had been nominated by a GP forum and 32%
by a Local Medical Committee, with 25% joining at the invitation of the
HA. Because representation of a defined constituency is one way of
achieving accountability, a number of HAs had arrangements for election
of GP representatives by GPs on a geographical basis. However, there was
ambivalence about how far HAs should pursue a ‘gold standard’ level of
representation; GPs felt it was more important that feedback to other
GPs occurred. However, although 96% of GP respondents consulted
colleagues, most of the consultation was reported as ‘informal’. In some
cases this meant using GP fora and practice meetings. Only 18% of the
GPs used formal methods such as surveys, newsletters and circulation of
minutes. In their survey, Graffy and Williams (1994) also asked GPs
whether a GP forum represented their views well. A total of 90% said it
definitely or probably did. In addition, 89% of the health service
managers agreed with the related statement: ‘the GP forum is
representative of local GPs’. This suggests that different models of GP
commissioning are achieving some success in terms of peer
accountability.

Summary and conclusions

The evidence for locality and GP commissioning can be summarised as
follows.

® Estimates for transactions costs are lower than under GP fundholding
but these estimates do not include negotiation time and other costs.

® There have been improvements in services but probably not to the
same extent as those claimed from fundholding.

® There appears to be greater scope for promoting equity compared to
fundholding.

® There is some limited evidence of peer accountability to GPs.

® Many schemes have shown an improvement in GP-HA relations.
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Although the evidence on locality and GP commissioning is not strong,
there are valuable lessons to be learned from it. This is because such
schemes tended to operate somewhere between the extremes of single
practice fundholding and large population-based HA purchasing in terms
both of scale and degree of direct budgetary control at local level. One of
the key questions is whether it is possible to make the same sorts of quality
and efficiency gains as were reported under fundholding, but at lower cost
because of the absence of devolved budgets to manage and separate
contracts to negotiate. Stand-alone studies of individual initiatives tended
to conclude that it is possible (Willis, 1996), but the only study which
attempted in any way to compare commissioning with fundholding came
to a less favourable conclusion (Glennerster et al., 1996).

It is apparent that much of the success of these schemes depends on the
local context and on the attitude of the HA. Shapiro et al. (1996)
concluded that the form and style of HA leadership seemed to be vital to
the nurturing of effective relationships in the commissioning process. In
many respects the working together of the HA, GPs and locality
managers was the most commonly cited benefit to date, by both GPs and
the HA (Smith et al., 1997a). Yet, as highlighted in Chapter 4, to what
extent are the GPs who join these schemes typical of GPs as a whole? In
other words, what or who are we evaluating — an effective scheme or a
particularly effective group of GPs?

Notwithstanding the above, in terms of contributing to the strategic
objectives of commissioning, locality and GP commissioning groups do
seem better placed to make an impact than GP fundholding and, when
allowed to be selective in approach (rather like standard fundholding),
they can make a difference to the quality of services. However, they
appear to be less successful than GP fundholders in negotiating with
providers, and the true costs of such groups are still largely unknown.
What is clear is that the concept of GPs being involved in the
commissioning process (in whatever form) is now so embedded in the
NHS that the uncertainty has moved from whether they should be
involved to finding ways of extending current approaches to GPs who
currently have little or no involvement.




6 Total purchasing
Nicholas Mays and Jo-Ann Mulligan

Total purchasing is possibly the most significant development in NHS
purchasing of health services since the introduction of GP fundholding.
The national total purchasing pilot (TPP) initiative was introduced by
the NHS Executive in 1994 following bottom-up local initiatives by
ambitious fundholders in pioneer projects. Under total purchasing,
volunteer standard fundholding practices, either alone or in groups, are
delegated a budget by their local HA to purchase potentially all of the
hospital and community health services not included in standard
fundholding for their populations. At the same time as the TPPs were
introduced, the NHS Executive also announced the setting up of a series
of extended fundholding pilots (EFHs). In these, standard fundholding
practices took responsibility for purchasing an additional area of service
beyond fundholding, such as maternity, inpatient mental health services
and specified complementary therapies such as osteopathy and

chiropractic.

The EFHs and TPPs are three-year experiments. Total purchasing is seen
as a development of GP-led purchasing, but in cooperation with the HA;
the total purchasing budget remains the ultimate responsibility of the
HA, projects are typically set up as subcommittees of the HA, and HA
staff support them. The rationale for the introduction of total purchasing
appears to have been that fundholding GPs would continue to innovate
as they had under standard fundholding and would develop new and
more sensitive ways of meeting patients’ needs than their parent HAs.
For example, they might substitute primary for secondary care because,
unlike ordinary fundholders, TPPs have no incentive for shifting costs to
budgets which are the responsibility of the HA. Total purchasing was
seen simply as the next step in the national evaluation of fundholding.

Unlike standard fundholding, the NHS Executive’s first-wave (n = 53)
and second-wave TPPs (n = 34) and maternity and mental health EFHs
(n = 9) are the subject of an extensive three-year national evaluation in
England and Scotland. The study is the first Government-funded
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evaluation of a major initiative resulting from the NHS and the
Community Care Act, 1990 (Total Purchasing National Evaluation
Team, 1997). The research methods include a mixture of quantitative
and qualitative methods and the findings presented here are based largely
on an interim report (Mays et al., 1998a) , supporting working papers and
a summary of the principal findings to date from the programme of
research prepared for the Department of Health and NHS Executive at
the end of October 1997. The national evaluation final report is due at
the end of 1998. In addition, we identified three other smaller scale
evaluations of a single TPP in Berkshire (Walsh et al., 1997), a single
TPP in West Yorkshire (Harrison, 1997b), and a primary-care-led
extended purchasing project very similar to the official TPPs in
Doncaster (Newbronner, 1996). These had all reported initial findings,
at the time of writing. Other evaluations of individual projects were in
progress but had not been reported.

It is still very early for a thorough assessment of the potential of total
purchasing because the first wave of national pilots only completed its
first ‘live’ year of purchasing at the end of March 1997. However, the
quality of the evidence already available is easily superior to that of
locality commissioning or GP-led commissioning. There is, of course, far
less evidence than accorded to standard fundholding.

The scheme has been implemented without a central blueprint and
minimal guidance, partly because of strong conviction from the centre
that GPs had great potential to improve the efficiency of services
through their purchasing and that they should be allowed as much
flexibility in implementation as suited local circumstances. Hence, as
shown for locality and GP-led commissioning in Chapter 5, there is
considerable variation between TPPs. This ‘hands-off’ approach has
presented considerable difficulties in assessing whether the projects have
been successful because the objectives of total purchasing as a national
scheme were never spelled out in detail. For example, TPPs are free to
choose which service areas they wish to work on. As a consequence, total
purchasing might be better relabelled ‘selective purchasing’ because none
of the TPPs is currently purchasing all the hospital and community
health services for its enrolled population. In addition, about 30% of the
53 first-wave TPPs did not even take control of a budget in 1996/97
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(Robinson et al., 1998), suggesting that not all the TPPs could have been
described strictly as ‘purchasers’ in the first year! On the other hand,
almost half of the lead GPs at first-wave TPPs reported that there were
straightforward arrangements in place for the project to retain any
‘savings’ from its budget to reinvest in further services, thus creating a
clear incentive for economical behaviour (Total Purchasing National
Evaluation Team, 1997).

At present, the scheme appears to represent an amalgam of standard
fundholding, GP commissioning, locality commissioning and joint
HA-GP purchasing (co-purchasing) activities with the emphasis varying
between projects. Some projects have not yet taken budgets and have no
independent contracts whereas others have a number of contracts that
include large amounts of secondary care expenditure. Some TPPs have
focused their efforts on purchasing services such as maternity and
emergency inpatient services which are new to GP-led purchasing.
Others have used their TPP status and budgets to concentrate on
developing primary care services, including many services already
included within the standard fundholding scheme.

Structurally, the first-wave TPPs vary widely. Of the original 53, 16 were
single-practice projects and 37 were multi-practice projects. The average
population was 33,000, ranging from 12,000 to 85,000 patients. There
was an average of 3.6 practices per project, ranging from one to ten
practices. At HA level, TPPs accounted for between 2% and 20% of the
HA population. The management arrangements have also varied
considerably because the vast majority of the single-practice projects
have operated without a dedicated project manager; the opposite has
been the case in the multi-practice projects where managers have been
appointed in the vast majority of cases. In addition, the projects differ in
the complexity of their managerial arrangements. The larger TPPs tend
to have a separate project board which is the subcommittee of the HA,
an executive board which makes the day-to-day decisions and originates
the strategy of the TPP, together with a range of permanent and ad hoc
subgroups responsible for specific aspects of total purchasing (Total
Purchasing National Evaluation Team, 1997).
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Efficiency

Two efficiency issues are considered: management costs and service
efficiency.

Management costs

Walsh et al. (1997) in their evaluation of the Berkshire Integrated
Purchasing Project, one of four pioneer TPPs which preceded the first
wave of national pilots, compared HA management costs with those of
the project. They warned, however, that such comparisons are fraught
with difficulties (and these apply to all comparisons with the HA)
because of:

® the statutory obligations of HAs which are not shared by TPPs and
which can occupy varying amounts of staff time;

® additional work at HAs as the local health services arm of central
government for many purposes;

e different packages of service purchased (TPPs have ‘blocked back’
certain services to the HA as selective purchasers);

® HAs now include the functions of the former Family Health Services
Authorities (FHSAs) in relation to planning primary care services
and monitoring prescribing; and

® the fact that the management costs of TPPs, unlike fundholding, are
negotiated from the overall management budget of the HA.

There are clearly many other differences that make comparisons
problematic. Initial findings from Berkshire suggest, however, that total
purchasing is more costly than fundholding because it is, in many ways, a
more ambitious scheme, which may also be reflected in higher
transactions costs.

The direct management costs of running the first-wave TPPs have varied
widely. In their preparatory year (at 1996/97 prices) they ranged from
£7,500 to £84,000 (median £37,500) per year for single-practice projects
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and from £5,100 to £339,000 (median £100,000) for multi-practice
projects. This reflects the diversity in scale, scope, ambition and
managerial infrastructure of the TPPs. The median cost for all TPPs in
1995/96 was £67,000 and in the following year it was £58,000. The
equivalent per capita figures for all TPPs were from £0.11 to £7.49 in the
preparatory year of 1995/96 with a median of £2.78. The direct
management costs associated with total purchasing in the first live year
(1996/97) also varied widely amongst the projects (Posnett et al., 1998).
The management cost data show that larger TPPs, not surprisingly, are
more costly in total to manage because of the need to establish a
managerial identity separate from individual practices, but that multi-
practice TPPs are no more costly to manage per capita than single-
practice projects. The 34 TPPs in the second wave had lower
management costs in their preparatory year than the first wave, both in
absolute and per capita terms. This is largely attributable to the higher
proportion of small multi-practice TPPs and a few much larger multi-
practice TPPs in this group.

Data from the national evaluation of TPPs indicate that the highest
performing TPPs in the first live year, as defined in terms of their
reported achievements, had considerably higher management costs than
the lowest performing projects. Projects with higher levels of ambition
for future purchasing in 1997/98 were also more likely to have higher
management costs, suggesting that the level of investment in
management infrastructure was associated in some way with the
effectiveness of the pilot project (Mays et al., 1998b). Higher-spending
TPPs tended to receive additional funds (to pay not only for locum cover
for their lead and for other GPs to take part in the scheme, but also
frequently an allowance for each GP or practice). This suggests that the
range and depth of GP involvement may be one source of better
performance.

Because the costs of devolved forms of purchasing have shown few signs
of directly reducing HA management costs, the relative cost of TPP and
HA purchasing and their combined cost to the NHS in the presence of
standard fundholding have important policy implications. A study by
Griffiths (1996) based on 11 HAs and nine GP purchasers (six
fundholders and three TPPs) in three regions in 1996/97 produced an
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average total management cost per capita of £9.93 for the HAs, £4.60 for
standard fundholders and £7.02 for TPPs; this included their fundholding
costs (i.e. a marginal cost over fundholding of £2.40 which is very similar
to the average of £2.82 reported in the national evaluation of total
purchasing (Posnett et al., 1998). It is possible that the total costs of
purchasing/commissioning could, therefore, be as high as £17 per head of
population, assuming little or no substitution between the different forms
of purchasing. Using data from Griffiths (1996) and the national
evaluation of TPPs, it is possible to estimate the purchasing costs of the
HA in order to compare them directly with the purchasing costs of GP-
led purchasing, including total purchasing and standard fundholding.
The comparison indicates that even with a move to more collective
forms of GP-led purchasing such as TPPs, the costs are likely to be
greater than if purchasing were to remain with the HA. There is little
evidence that management costs per capita for TPPs decline as they get
larger, although there are fewer over 50,000 population. Therefore the
policy issue may turn on the ability of the different approaches to bring
about efficiency improvements in services.

Despite the concerns of providers that TPPs would generate considerable
additional costs for them, early findings from the national evaluation of
first-wave TPPs suggest that the full transactions costs of total purchasing
(as against the direct management costs at project level) in the first live
year have fallen disproportionately on the projects themselves,
particularly on the leading GPs involved (Posnett et al., 1998). Total
transactions costs thus correlated closely with the management
allowance negotiated between the TPP and its host HA. The marginal
transactions costs of total purchasing over standard fundholding at the
eight TPPs studied in detail varied between £1.43 and £4.11 per capita in
1996/917, suggesting that it is difficult to generalise about the additional
costs of TPPs. For some acute providers, the presence of a TPP reduced its
transactions costs of negotiation with local fundholding practices. In
general, the costs of contract specification and negotiation were lower in
the presence of a TPP than had been the case under standard
fundholding alone, suggesting that there are some economies of scale in
dealing with larger purchasing entities. The additional costs generated by
total purchasing for the health system as a whole were largely associated
with activities such as general coordination and information gathering,
which would remain even if the internal market and contracting were
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abolished. For example, time and effort is required to reach a consensus
between a group of GPs on potentially sensitive issues such as rationing
resources or using clinical protocols (Harrison, 1997b).

Service efficiency

Reflecting the early stage of these projects, there is only limited evidence
about the progress that has been made towards service efficiency
objectives. The authors of the Berkshire Integrated Purchasing Project

evaluation sum up by commenting:

Our overall assessment at the end of the first live year is that the project
group has spent a lot of time setting up new systems and not so much
time focusing on the project objectives.

(Walsh et al., 1997)

In terms of reducing inpatient admissions, data from the Berkshire
Integrated Purchasing Project showed that there was no significant
difference in the number of emergency admissions for the TPP compared
with non-TPP practices locally. Similarly, there were no significant
differences in average length of stay. The analysis of changes in hospital
activity between 1995/96 and 1996/97 for first-wave TPPs in the
national evaluation was still incomplete at the time of writing due to HA
delays in providing data. However, early analysis of data on six of the
nine TPPs which had explicit objectives to reduce acute lengths of stay
and/or admissions indicates the potential of TPPs to alter patterns of
hospital use (Mays et al., 1998a; Raftery and McLeod, 1998). Four TPPs
achieved their main objectives in relation to acute hospital utilisation

and two had made some progress.

A typical example of a success was a TPP which had aimed to reduce
total activity at its main acute provider by 10% by early discharge of
elderly patients to a new rehabilitation facility at the local community
hospital. The TPP succeeded in reducing its number of occupied bed days
for medicine and surgery by 10.7% at the acute hospital. Average length
of stay fell from 15.9 days in 1995/96 to 10.9 days in 1996/97 compared
with 16.2 days and 15.6 days, respectively, for local non-TPP practices
sharing the same main provider. Although a substantial volume of work
was transferred to the community hospital, the daily cost of the
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rehabilitation beds was lower than that charged by the main acute
provider. Another successful TPP reduced acute admissions by increasing
the resources of a local hospital-at-home scheme whereas local non-TPP
practices saw an increase of their admissions. Because the subsample
analysed to date included the first-wave TPPs most likely from their
purchasing objectives for 1996/97 to have made changes in their use of
acute hospital services, these findings show the potential of selected total
purchasers to influence the use of beds rather than the impact of a
representative group of TPPs. It is likely that TPPs without independent
contracts will have made fewer changes.

Although direct data on the overall efficiency implications of these
changes in bed use are not yet available, it does appear that the TPPs are
able to reduce activity at higher-cost providers and increase it at lower-
cost providers. However, in system-wide efficiency terms, much will
depend on whether or not overall treatment rates rise, fall, or stay the
same. It will also depend on whether the acute hospitals are able to
reduce their running costs commensurate with their reduced activity
levels so that resources are genuinely released rather than costs passed
onto other purchasers. In the absence of comparable routine activity data
in all types of hospitals and in primary care, it is impossible to tell
whether any TPPs have been able to purchase a greater volume of care
for the same resources than their local HAs and, in turn, impossible to
say whether this represents an efficiency gain. All that can be confidently
said at this stage is that TPPs can successfully take initiatives designed to
reduce or improve the efficiency of hospital spending.

Although not directly relevant to service efficiency, data are available
from the national evaluation of TPPs on the reported ability of the TPPs
to bring about their purchasing objectives in 1996/97 by service area. In
general, the evidence suggests that the projects were motivated to
attempt to bring about change by the GPs’ perceptions of local problems
rather than a strategic assessment of patients’ service requirements. A
considerable number were devoted to maintaining local acute services
when these were threatened by centralisation plans (Harrison, 1997b). In
addition, many of the objectives of the TPPs were couched in general or
process terms (e.g. provision of high quality care as locally as possible, or
increasing GP influence over purchasing decisions) making it difficult to
assess their consequences.
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First-wave projects reported having achieved about half of their main
objectives in the first live year (very few TPPs achieved all their four
main purchasing objectives). They tended to be more effective in altering
and developing primary and community health services than in bringing
about change in the way secondary care providers operated, especially in
the case of mental health services. For example, although TPPs reported
achieving 82% of their objectives in relation to developing the primary
care team or services in primary care, they reported achieving only 33%
of their mental health objectives and 41% of their objectives in relation
to altering the way in which emergency medical care was provided (Mays
et al., 1998b). In part, these first-year findings indicate the time required
to bring about service change in more complex service areas, particularly
when national policy does not provide a straightforward framework for
GP action (e.g. in mental health where there is a tension between
specialist agencies targeting the most severely ill and GPs increasing
provision in primary care to those with less severe problems — see Gask et
al., 1998). The difficulties encountered in realising objectives in relation
to secondary care were also caused by a widespread, although not
universal, difficulty which TPPs faced in releasing resources from the
hospital sector due to overwhelming pressure on the acute sector from
rising emergency admissions (Harrison, 1997b; Mays et al., 1998a).

Equity

On the whole, studies of total purchasing have devoted little attention to
equity, either as an objective or as a consequence of projects. This is at
least partly due to the overriding task of getting the projects off the
ground operationally. However, the Primary Care 2000 project
evaluation in Doncaster (Newbronner, 1996) did ask GPs and HA
managers about ‘cream-skimming’. In particular, they were asked whether
working to a budgetary limit might affect the GPs’ clinical decisions or
deter them from accepting potentially expensive patients onto their lists.
None of the GPs felt that working to a budgetary limit would actually
affect whether they treated a patient who was in real need. However,
they did recognise that it might affect how or where the patient was
treated. Neither the GPs nor the HA contributors believed there was any
real danger of potentially expensive patients not being accepted onto a
GP’s list. The main reason for this was ethical, but there were also
practical considerations too. As all GPs in PC2000 were relatively close
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together geographically, it is likely that if a patient were turned away
from one practice they would simply end up on the list of another
PC2000 GP. In this respect, total purchasing is like locality
commissioning and might have greater scope for promoting equity than
standard fundholding.

Similar questions were asked of GPs, project managers and HA staff in
the preparatory period as part of the national evaluation of first- and
second-wave TPPs. As in the Doncaster study, the respondents
consistently stated that cream-skimming and related forms of unfair
treatment of more costly patients were not likely to be problems in total
purchasing. In part, this may have been because the TPPs were selective
purchasers and did not have full financial responsibility for all the needs
of their patients. In part, this response may have been based on a
judgement of the political reality that if a patient were known to be
being denied urgent treatment on cost grounds by a TPP, the Service
would have to over-spend and bail the TPP out in order to pay for the
patient. It may also have been a reflection of the relative generosity of

the TPP budgets.

An important aspect of equity in relation to total purchasing, as for other
forms of devolved purchasing, lies in the way in which the TPPs’ service
budgets are set. Budget-setting was the most contentious issue in the
preparatory period for the projects and remained a major problem for the
second wave. Most HAs with TPPs have used a mixture of capitation and
historical activity and costs to estimate budgets. The proportion of TPPs
funded simply on the basis of past spending has tended to reduce with
time. The difficulty of disentangling TPP population expenditure from
the rest of the HA’s expenditure and delays in setting budgets for specific
service areas involved in total purchasing, mean that it has not yet been
possible to assess the relative resource levels of TPPs and their parent
HAs as part of the national evaluation of TPPs.

Quality
Although most practices entered total purchasing to enhance the quality

of service provision, we know very little as to whether services have
actually been improved. This is compounded by the fact that HAs do not
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investigate the appropriateness of services purchased by TPPs. Only six
out of 45 HAs with first-wave TPPs mentioned that they would monitor
quality standards (Dixon et al., 1998). Instead, monitoring and audit is
dominated by accounting concerns and rarely appropriateness or value-
for-money. The national evaluation uncovered only one HA that
mentioned the possibility that there might be standards against which
the performance of GP-led purchasers could be assessed, although they
could not actually name any!

An indirect means of assessing the potential for TPPs to bring about
quality improvements is to study the extent to which they use research
evidence to guide their purchasing objectives. The national evaluation of
TPPs has shown that poor activity and cost data hamper many TPPs’
attempts to change services (Mahon et al., 1998). In addition, although
most TPPs report an understanding of the importance of using evidence
from research on the effectiveness and cost-effectiveness of treatment to
support service development and purchasing, few are using evidence in
any substantial way. The main input to purchasing decisions is the GPs’
own knowledge based on experience of the problems and limitations of
the local health system.

Choice and responsiveness

Relatively little information currently exists about the impact of
fundholding or total purchasing on responsiveness to patients. In their
evaluation of the Berkshire Integrated Purchasing Project, Walsh et al.
(1997) examined the following:

e what patients knew about fundholding, total purchasing and other
related organisational changes within primary care;

e whether patients in these practices experience higher levels of
satisfaction than patients in non-fundholding practices; and

e the impact of total purchasing on patient choice and involvement.

The patient questionnaire (n = 715) found that satisfaction with all
aspects of care was higher among patients from the TPP practices than
from comparison practices. Furthermore, 51% of TPP patients compared
with 35% of non-fundholding patients agreed that they were given
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enough choice by their GPs about the different kinds of treatment and
resources available. However, few patients had noticed any new or
different services over this period. Significantly, a large majority of patients
from both TPP and comparison practices wanted more involvement in
practice decisions, particularly those related to service changes.

The national TPP evaluation reported that, although some TPPs were
consulting the public before changing services (albeit, in a limited way
through practice meetings and leaflets, etc.), most were more reluctant,
stating that, as GPs, they already had a good idea about what their
patients wanted (Dixon et al., 1998). Many consulted the local
Community Health Council (CHC) in some way and a few TPPs had
CHC representatives on their project boards. TPPs reported similar
difficulties to HAs in developing effective dialogue with their patients
and/or the local public (Harrison, 1997b; Mays et al., 1998a). However, it
was clear that consulting and involving patients was not a high priority,
at least not in the first two years of the first-wave projects.

The evaluation team for the Berkshire Integrated Purchasing Project
argued that there was clear scope for the project to develop the level of
patient involvement further as there were no current requirements placed
upon GPs to account for their purchasing decisions to their patients.

Accountability

Two forms of accountability are considered: managerial accountability
and financial accountability.

Managerial accountability

Although GPs are directly allocating resources, the HA still has overall
responsibility for the deployment of those resources under the current
arrangements for total purchasing. The national evaluation of TPPs
identified a ‘loose, informal framework of accountability’ (Dixon et al.,
1998). HAs seemed reluctant to hold TPPs to account more formally. In
many ways, the fact that each TPP is effectively a subcommittee of the
HA (in contrast to fundholding) makes it convenient for the HA to
monitor the TPP less explicitly, given other priorities. This might also
have reflected a desire not to antagonise the GPs, particularly in the
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early days of the scheme, together with the deliberately laissez-faire
manner in which total purchasing as a pilot initiative was introduced by
the NHS Executive. An interview survey of regional fundholding and
total purchasing lead managers at each of the English Regional Offices of
the NHS Executive was undertaken at the end of the preparatory year for
the first-wave projects. It showed clearly that Regional Offices were
adopting a ‘hands off’ policy regarding the TPPs. They were relying on
their normal performance management relationship with the parent HA
on the grounds that, viewed externally, the TPPs were indistinguishable
in accountability terms from their host HAs because their budgets
remained the responsibility of the authorities (Strawderman et al., 1996).
In fact, many HAs, in their turn, appeared to be not only unwilling to
hold the TPPs to account more rigorously using explicit criteria, but also
did not appear to have the capacity. However, the evaluation team for
the Berkshire Integrated Purchasing Project (Walsh et al., 1997) argued
that local accountability among GPs and between the practices and the
HA had been strengthened as new forms of organisation had been
formed, linking general practices with one another and to the HA.

The accountability arrangements for TPPs and their successor primary
care groups (PCGs) will require further development, given that both
schemes entail the delegation of many millions of pounds of public
money and a substantial potential to shape the development of local
health services to groups of independent contractors.

Financial accountability

Conventional financial accountability has received far more emphasis
because TPPs are responsible for more NHS funds than standard
fundholders. GPs can act as both purchasers and providers, raising the
possibility of conflicts of interest (Mays and Dixon, 1996). It is therefore
important for them to avoid such accusations. The national evaluation
showed that monitoring of financial performance occurred regularly
(monthly or quarterly) through meetings of the project board (Dixon et
al., 1998). Typical activities included monitoring expenditure and
activity against budget, attempting to explain variances and encouraging
the TPP to take action to avoid overspends. In the first live year
(1996/97), most of the projects were able to keep their spending within
budget, though only a third had agreed protocols for modifying spending
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to stay within budget (Bevan et al., 1998). However, there was practically
no activity by HAs to query the rationale for, or appropriateness of
expenditure on, specific NHS services. For example, only six out of 45 HA
managers mentioned monitoring the quality of services purchased by TPPs
and none gave specific details.

Summary and conclusions

The evidence as it relates to total purchasing can be summarised as
follows.

® TPPs vary greatly in size, management arrangements, objectives,
whether they have budgets and their reported achievements in
1996/97. All are, in fact, selective purchasers.

® In general, total purchasing appears more costly to run than standard
fundholding, primarily because it is more ambitious. It has added to
NHS costs. However, the direct management costs of running the
first-wave TPPs varied widely. The TPPs which reported a higher
level of achievement had higher management costs in the first year of
purchasing.

® There is limited evidence on whether TPPs have achieved service
efficiency objectives, but projects have shown the potential to alter
the use of acute hospital services both in terms of admissions and bed
days. They have reported being able to achieve about half of their
self-defined objectives. They have found it difficult to shift resources
out of acute hospitals because of the increased demand for such
services across the country.

e Although studies of total purchasing have devoted little attention to
equity, total purchasing probably has greater scope for promoting
equity than standard fundholding. This is because many TPPs are
collectives of practices, but it will depend upon the precise way in

which TPP budgets are negotiated with the host HA.

® Although improving the quality of services is almost always the stated
objective of TPPs, we still know very little about whether the quality
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of services has improved under total purchasing. Most TPPs did not
formally assess their patients’ needs or systematically use research
evidence to inform their service specifications.

® There has been little emphasis on accountability considerations other
than ensuring financial accountability. TPPs have not given high
priority to informing or involving their patients in their purchasing

decisions.

Because the resources deployed by TPPs are delegated to them by their
parent HA and remain the ultimate responsibility of the HA, total
purchasing is, essentially, a GP-led collaborative venture with the HA.
Thus it is not possible to compare TPPs as purchasers with HAs in any
straightforward way. Originally, TPPs have much in common with GP-
led commissioning groups and those TPPs which had not yet taken a
budget in 1996/97 were also very similar in resource management terms.
In essence, TPPs seem to be hybrids, lying between the practice
partnership and the HA bureaucracy (Harrison, 1997b). However, the
most interesting aspect of TPPs lies in the fact that they represent, albeit
on a smaller scale, a dress rehearsal for elements of the Labour
Government’s proposed system of primary care groups (PCGs) which will
commission hospitals and community health services for larger
populations of about 100,000 people. The TPPs evaluated in this chapter
are closest to the so-called ‘level 22 PCGs outlined in the White Paper of
December 1997 (Secretary of State for Health, 1997). The larger scale of
PCGs poses a major organisational development task (see Chapter 9 for
details of the PCG scheme). The evidence on TPPs indicates that the

more successful PCGs will need to:

e recruit highly skilled managers and put in place good information
systems which will not be compatible with significant reductions in

local NHS management costs;

e develop a new form of organisation linking a larger number of
previously independent GPs, including ways of taking strategic
decisions and managing cash-limited budgets in common;

@ retain the capacity to negotiate their own independent contracts with
providers;
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® develop mature, long-term relations with the local HA and local
providers while reserving the right to move resources away from
existing providers if necessary.

The interim report of the national evaluation of total purchasing
discusses the implications for PCGs in greater detail than there is space

for here (Mays et al., 1998b).




7 Trusts
Richard Hamblin

Within six years of the creation of the internal market all providers of
NHS health care in the United Kingdom had become NHS trusts. These
are self-governing organisations, such as hospitals or groups of hospitals
with the exclusive responsibility of providing services. However, NHS
trusts have attracted little research attention compared with the
purchasing side of the internal market. Furthermore, the available
evidence is of variable quality, with the majority of studies being at the
lower end of the hierarchy set out in Chapter 2. Why is this so?

One explanation, as stated in Chapter 1, is that the then Secretary of
State, Kenneth Clarke, was reluctant to allow evaluation of the NHS
reforms. Clearly, this reluctance did not stop a far larger amount of
research on GP fundholding (see Chapter 4), but the comparative
independence of GPs meant that they could decide whether or not to be
studied. Trusts were very much part of a new system, directly accountable
to the Secretary of State. Indeed, the reforms made providers more
accountable to the Secretary of State; they had previously been part of
HAs which were, in turn, accountable to the Regional Health Authority.
It was, therefore, much less likely that a trust would allow access to data
in order to be evaluated, particularly when the Secretary of State had

effectively discouraged their cooperation in research.

Another explanation is that the pattern of development of trusts turned
out to be unfavourable to rigorous studies comparing them with similar
non-trust providers, known as directly managed units (DMUs). The first
wave of trusts (1991/92) was restrained from making major changes to
the provision of services, since the first year of the internal market was
planned as a so-called ‘steady state’ in which purchasers contracted for
historical, pre-reorganisation, levels of activity. The second wave
(1992/93) was dogged by political uncertainty, because there was a
general election within a week of their inception with both opposition
parties committed to the abolition of the internal market. In both cases,
research was difficult. By the time the third wave of trusts emerged, the
numbers of DMUs remaining were too small and too atypical to offer an

effective comparison.
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A further explanation is the absence of real competition following the
introduction of trusts. Working for Patients (Secretaries of State for
Health, 1989) sets out a series of improvements which were expected to
follow from the introduction of trust status. These accord to four of our
five criteria for evaluation: efficiency; quality; choice and responsiveness;
and accountability. The first three were seen as the inevitable result of
the introduction of competition into the NHS, whereas the last can be
seen as a part of the intention to ‘create a stronger sense of local
ownership and pride’. There is no mention of equity.

The belief that the introduction of competition into the NHS would lead
to greater efficiency, quality, choice and responsiveness was part of the
‘wider Conservative policy of reshaping the public sector that has
consciously drawn on the private sector for ideas’ (Harrison, 1993).
However, it is questionable whether real competition was ever
introduced. Prior to the introduction of the NHS reforms, some
expressed doubts that competition could be achieved for the majority of
hospitals in the country which are outside conurbations. Because
competition was seen as the key to achieving these improvements, it is
not surprising that little evidence of them taking place has been
uncovered.

Most of the evidence presented here consists of anecdotal and indirect
research. The exception is for efficiency, where a number of more
rigorous studies have taken place. As in the other chapters, the five
criteria of efficiency, equity, quality, choice and responsiveness and
accountability, are used to structure the presentation of the evidence.

Efficiency

The expectation of increased efficiency in NHS trusts is explicit in
Working for Patients, and it is clear that this was expected to result from
the introduction of competition into the NHS. It was also apparent in
the Government’s belief that the supposed greater managerial autonomy
associated with trust status would enable better, more business-like
management to be pursued, resulting in greater efficiency. There are a
number of inter-related ways in which trusts could become more
efficient: through reducing their unit costs; through introducing more
cost-efficient techniques; by responding to the demands of a more
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stringent financial regime; and by increasing the amount of activity
carried out with the same resources. Critics of the reforms such as
Moonie and Galbraith (1989) argued that trusts would actually be less
efficient than DMUs because the internal market would require a new
bureaucracy to service it (for example, departments to negotiate and
monitor contracts), thus increasing transactions costs. We consider unit
costs, financial regime, cost-efficient techniques, increased activity and
transactions costs in turn.

Unit costs

Bartlett and Le Grand (1992, 1994a, 1994b) found some evidence that
trusts had lower costs than DMUs, but noted that first-wave hospitals
appeared to be a self-selected group which had had lower than average
costs before becoming trusts. They therefore concluded that claims that
the better performance of trusts was due to the reforms must be treated
with caution. Second-wave trusts showed slightly lower costs than
DMUs, but the authors argued that this was probably due to their case
mix, size, patient flow and location rather than inherently better
management performance.

The view that first-wave trusts had lower costs prior to the reforms has
since been challenged by Séderlund et al. (1997), who argued that when
variation in case mix is included in the analysis, ‘costs decreased
significantly with the change from directly managed to trust status’. They
conceded that it was possible that hospitals were intentionally less
productive before becoming trusts so that large gains could be shown on
changing status. They also found evidence that hospitals which already
had effective cost control mechanisms in place might have been more
likely to have become trusts, so some of the productivity gains might
have happened irrespective of trust status.

The balance of the evidence suggests that, although the early waves of
trusts appeared to have lower unit costs than the remaining DMU, it is
far from clear that trust status was the cause.
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Financial regime

The expectation that the new financial regime of trusts would increase
their efficiency once their capital assets ceased to be treated as a ‘free
good’ has been challenged by Shaoul (1996) on three grounds. First,
Shaoul questions the relevance of applying charges for the use of capital,
arguing that this is a surprising route to efficiency when less than 10% of
all health expenditure is on capital. In contrast, pharmaceutical
prescriptions, which make up a greater proportion of total NHS
expenditure, are governed by an agreement with the pharmaceutical
industry, the Pharmaceutical Price Regulation Scheme, which allows
pharmaceutical companies to make a generous 20% return on their
capital. Furthermore, Shaoul challenges the assumption that, because
capital was a ‘free good’ before 1991, it led the NHS to be wasteful and
inefficient in its use. Shaoul argued that comparisons with the private
health sector are meaningless because private hospitals can ‘cherry-pick’
treatments that maximise their incomes. Shaoul also argued that if NHS
hospitals are to appear as ‘efficient’ as private hospitals under these terms
‘The implication for the NHS is that the hospitals must also throw off
the shackles of socially necessary service provision in order to meet their
financial obligations’. This would have a negative effect on both quality
of service and equality of access. Moreover, charging for capital has
negative effects for choice, equity and quality. Hospitals which had
difficulty meeting what Shaoul regarded as inappropriate statutory
financial targets would have to reconfigure and/or merge. This usually
requires the closure of services which can reduce quality, ease of access to
care and patient choice.

Another criticism of the financial regime for trusts was that the rules
contained numerous perverse incentives which punished so-called more
‘efficient units’. Adams (1995) outlined the case of the Oxford
department of neurosurgery, the acronym of which (OxDONS) had
become synonymous with these problems. In particular, he argued that
money did not ‘follow the patient’ as was envisaged in the White Paper.
Furthermore, the requirement that ‘prices have to follow cost’ (the
demand for a 3% efficiency gain each year) and the demand that private
income be used for revenue, not capital funding, led to the financial
demise of the unit. On the basis of this analysis, he argued that ‘efficient’
in Health Service terms is, in fact, a euphemism for ‘under-resourced’.
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Efficient techniques

The increased freedom that trusts were to enjoy, combined with the
demand for increased efficiency, led to expectations that trusts would be
in the vanguard of introducing more efficient clinical techniques. Smee
(1995) analysed the implementation of day surgery (supposedly a more
cost-effective mode of treatment for some conditions that require
elective surgery) in first- and second-wave trusts compared to DMUs and
special health authorities (SHAs). He found a far from straightforward
picture. First-wave trusts did have higher rates of day surgery than
DMUE, but second-wave trusts had lower rates. Both waves of trusts had
lower rates than the SHAs, but the evidence did not suggest that trusts
were more efficient than DMU.

Increased activity

Increased activity carried out by trusts has often been presented as an
increase in efficiency. Department of Health figures have repeatedly
shown an increase in trusts’ activity as measured by the cost-weighted
activity index or CWAI (NHS Management Executive, 1991; NHS
Executive, 1994c, 1995). However, the assertion that this represents an
increase in efficiency has been challenged on a number of grounds.

The Radical Statistics Health Group (1992b) has argued that the
increase in finished consultant episodes (FCEs) which underlies the
CWAI has been misleadingly interpreted as an increase in the number of
individual patients treated. In fact, the increase in the number of FCEs
between 1990/91 and 1992/93 was almost entirely due to the number of
episodes lasting up to one day. They concluded that this increase could
not be attributed unequivocally to the internal market, rather it was
likely to have been caused by changes in medical technology. A similar
argument can be made that at least part of the increase in FCEs was due
to an increase in serial admissions, namely patients having a high number
of short stays in hospital rather than one long one, due to changes in

clinical practice.

Furthermore, the change from patient episodes to FCEs as a measure of
activity just before the reforms (1988/89) makes it difficult to judge
whether an increase in the numbers of FCEs is part of a longer-term trend
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or a result of the internal market. A new FCE is initiated each time a
patient is referred to another consultant within the same hospital
episode. This is further complicated because the use of the FCE has a
tendency to inflate activity levels. This issue has been well rehearsed by a
number of researchers (Seng et al., 1993; Clark and McKee, 1992;
Garrett, 1996; Harrison et al., 1995). The ratio of FCEs to hospital stays
has grown since the introduction of the internal market. This suggests
that hospitals are paying increased attention to recording all transfers
made by patients between specialists within the hospital during a single
episode of care. This phenomenon further complicates any attempt to
measure true increases in activity. One can only conclude that the
evidence attributing increases in activity to trust status is at best unsafe.

Transactions costs

Critics of the reforms claimed that trusts were likely to lower the level of
efficiency because the costs of managing the purchaser/provider split
would increase their costs and those of the purchaser. Any possible
reduction in unit costs of services would have been more than offset by
increases in the transactions costs required by the contracting (Wall,

1994; Moonie and Galbraith, 1989).

Evidence frequently cited for this is an increase in the number of
managers, which is seen as diverting funds unproductively from patient
care. However, the evidence is not easy to interpret. Although the
number of senior managers in the NHS increased by 10,000 between
1991 and 1994, it is not clear how much of this increase can be
attributed to the introduction of trusts. The Conservative Government’s
explanations for the increase in the number of managers since the
reforms included the claim that most of the increase had been due to the
reclassification of senior nursing, health professional and administrative
staff as managers and necessary strengthening of administrative functions
(e.g. personnel management) rather than additional bureaucracy to
support the reforms themselves (Government Statistical Service, 1994,
1995). Appleby (1995) also points out that the absolute increase in the
number of NHS senior managers between 1987 and 1991 (that is, before
the reforms) was as great as the increase between 1991 and 1994.
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Further analysis of this issue is provided in the Audit Commission’s A
Price on Their Heads (1995a) which discussed the complex issue of how
management costs should be calculated and, in particular, which staff
should be counted as managers. The Audit Commission argued that the
cost of managers was calculable, but that this was not to be equated with
the cost of management, citing the example of one trust where 11 out of
62 staff classified as ‘managers’ had primarily clinical roles.

The evidence that trusts have increased efficiency is therefore at best
inconclusive. Even where studies have shown trusts with lower unit costs,
it is difficult to prove that this was due to trust status per se rather than
any other factor. Neither does routine monitoring of activity imply that
trusts have been more efficient than DMUs. Similarly, claims that trusts
have directly contributed to observed increases in activity in the NHS are
questionable. Contemporaneous changes in medical practice have had a
significant effect on the number of FCEs — a measure that is not without
its own problems as it may ‘inflate’ the apparent activity of a trust. On the
other hand, claims that trusts have been responsible for a decline in
efficiency through increasing management costs are equally unproven.

As increased efficiency was expected to follow the introduction of
competition and self-management, the difficulty in proving that trusts
increased efficiency in the NHS may be linked to the lack of competition
between them. In theory, competition between hospitals should have
been possible. The likelihood of competition was studied by Appleby et al.
(1994) who concluded that, in at least one region, the conditions existed
for competition between most acute hospitals in the NHS in 1991/92.
Similarly, Propper (1995a) estimated that only 8% of the sample of acute
service providers had a monopoly of general surgery, orthopaedics, ENT
and gynaecology inside a 30-mile radius. In other words, 92% of these
acute trusts were in a contestable market for these services.

However, actual competition and contestability are distinct. The lack of
local monopolies (however local is defined) may point towards a
‘contestable’ market, yet genuine competition may have been impossible
at the time of the reforms. In arguing for the necessity of regulation of
the internal market, Propper (1995b) pointed out that instead of a
competitive market, what resulted was a series of bilateral monopolies
between purchasers and providers.
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Equity

Working for Patients made no claim that trusts would increase equity in
the NHS. However, their introduction held the potential to threaten
equity in two ways. First, as Shiell (1992) suggested, trusts could choose
to ‘cream-skim’ — i.e. only offer those services which guaranteed the
highest income-to-expenditure ratio rather than provide the services that
the local population needed — or refuse to offer costly treatments. This
would mean that patients in some parts of the country would not be able
to receive treatment available elsewhere. Second, they could have ‘two-
tier’ relationships with their purchasers — favouring some (GP

fundholders) over others (HAs).

Cream-skimming

There is little evidence on cream-skimming. The issue of withdrawing
expensive treatments seems more a problem produced by allowing
purchasers to have discretion over setting priorities, the most notable
example being the case of ‘Child B’ suffering from leukaemia. A more
widespread, but less newsworthy, example is the varied availability of beta-
interferon for multiple sclerosis sufferers in different areas of the country.

Two-tierism

The position regarding the second potential source of inequity is less
certain. Although there is little systematic research, there is much
anecdotal evidence that trusts have adopted, or have considered
adopting, a differential access policy between the patients of GP
fundholders and non-fundholders. The ease with which fundholders can
change the provider with whom they contract for a service compared
with larger HAs may act as an incentive for trusts to have differential
access policies to ensure that waiting times for fundholders are lower and
that they will, therefore, not be tempted to remove a contract.

The Association of Community Health Councils for England and Wales
(1994) chronicled 23 separate alleged examples of trusts admitting
patients more rapidly if they were referred by fundholders. It may be that
some of these examples were instances of HAs completing their elective
contracts early in the year whereas fundholders had not. Yet if this was
the case, it highlights that a systemic source of inequity in the internal
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market was instituted, with fundholders able to ‘ring-fence’ their elective
work because they did not need to purchase emergency care.
Significantly, there was a common perception that trusts treated
fundholders more favourably than HAs. Francombe (1996), surveying a
sample of London doctors, found that 88% of the sample believed that
fundholders were treated differently by trusts. Further evidence is
discussed in Chapter 4.

Quality
Working for Patients (Secretaries of State for Health, 1989) saw competition

between individual trusts and DMU as a force for improving the quality of
the services provided. Paragraph 1.9.(ii) is explicit:

... [trusts] 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 sumulate other hospitals to respond to what people
want locally.

In contrast, Wall (1994) expressed concern that the continuity of patient
care could be adversely affected by conflicts of interests between different
types of trust. For example, acute trusts would have an incentive to
discharge patients as early as they possibly could; whereas community
trusts would have incentives to prevent acute trusts doing this.

The effect of trusts on the quality of patient care is difficult to measure.
One could, for example, present individual case studies of clinical
advances and service improvements made at trust hospitals following the
reforms as evidence of the success of trusts in this area. However, there
are two compelling reasons for rejecting this approach. First, advances in
the quality of care in hospitals have been made both before and after the
introduction of the NHS reforms, and in both trusts and DMUs. Second,
it is hard to see how quality improvements could be attributed
uncontroversially to trust status alone. Thus, we make no attempt to
present case studies of service improvements in NHS trusts as evidence of
increased quality. Rather we seek more substantial evidence of quality
improvement. This falls into three categories: attempts to review the
quality of services in trusts, particularly in comparison with DMUs;
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consideration of the effect on the continuity of care of dividing health
services’ provision between a number of separate trusts; and the question
of waiting times for elective treatment.

Systematic studies of quality

There appears to be little evidence comparing the quality of care in trusts
with the quality in DMUs. Furthermore, there are no before-and-after
studies. Jones et al. (1994) looked at the quality of care of elderly people
during the early stages of the reforms. Unfortunately their study took
place inside an entirely non-trust environment. The survey of Directors
of Public Health reported by Marks (1995) showed that most felt that the
introduction of trusts had led to an improvement in services rather than
a deterioration.

More compelling evidence on the effect of trusts on quality derives from
the Clinical Standards Advisory Group (CSAG) (1993a—e, 1994a—d,
1995a—c). The CSAG was created, in response to medical criticism of
the reforms, to provide an independent source of expert advice to health
ministers and the NHS on standards of clinical care and access to
services experienced by NHS patients. Yet, the extent to which CSAG
reports consider the effect of trusts, and indeed any aspects of the
internal market, is limited. Some of the reports do not even make a
distinction between trusts and DMUs. For example, the report on back
pain used data prior to the reforms and the report on schizophrenia notes
only that ‘good’ providers and purchasers tend to be found together. On
the other hand, the report on emergency admissions compared the
performance of trusts and DMUs and found that DMUs generally
admitted patients slightly more quickly through accident and emergency
(A&E) departments than trusts did. However, the report also found that
whether a hospital was a trust or not had far less impact on the time
between arrival at the A&E department and admission to a ward than
the referral source (i.e. 999 or GP-referred), the condition of the patient,
the specialty to which the patient was admitted, and whether the
hospital was a single-site or multi-site unit. In a number of CSAG
reports, clinicians also expressed concern that quality of care for
specialist services would suffer because purchasers would make choices
based on price rather than clinical judgement. However, no evidence of
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this happening was presented in these reports. As an assertion, it is more
commonly considered to be an effect of purchasers’ behaviour rather than
that of trusts.

Continuity of care

As Wall (1994) has pointed out, acute and community trusts potentially
had conflicting incentives which threatened the quality of continuing
care. Muijen and Ford (1996) have further elaborated this theory for
mental health. They argued that trusts, health purchasers and local
authorities all had different incentives concerning the provision of care
for patients with mental health problems. This led to the development of
integrated community care for seriously mentally ill people being
undermined at a time when everyone was demanding its improvement.
Strong evidence of the poor quality of working across boundaries was
produced by the King’s Fund London Commission (Johnson et al., 1997;
Warnes, 1997). However, this was concentrated particularly on the
boundaries between health services, social services and housing
departments rather than between different types of trust.

Waiting times

Just as activity increases have been claimed as increases in efficiency and,
in turn, attributed to the effect of trusts, so the Conservative
Government claimed that reductions in waiting times were an
improvement in quality attributable to effective trust operation. Indeed,
reducing waiting times could be said to have been the central priority of
the Government’s acute hospital policy in the mid-1990s. The average
length of time spent waiting undoubtedly decreased since the
introduction of the reforms, and it has been claimed that the reforms
themselves, rather than increases in overall funding and in the priority
given to waiting list cases, were responsible.

However, these claims can be questioned for two reasons. First, the
various waiting time initiatives predated the NHS reforms, having started
in April 1987, two years before Working for Patients and four years before
the establishment of first-wave trusts. Thus, the attempt to reduce
waiting times for elective procedures, and importantly the funding
associated with it, were distinct from the ‘Working for Patient’ reforms.
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Any success of the waiting time initiative may be just that, the success of
a specific policy with specific funding, rather than a product of the
internal market.

If the latter had been true, one would have expected to find that trusts
reduced their waiting times more quickly than DMUs in the early years
of the reforms. Smee’s figures questioned this (Smee, 1995). The
percentage of patients waiting over one year fell between 1991 and 1993
at trusts and DMU s alike, yet the rate of decline was faster in DMUs than
in second-wave trusts. Similarly, the total numbers waiting increased at
both trusts and DMUs, yet the figures rose nearly twice as quickly at
second-wave trusts than at DMUs. It is not clear that trusts were
instrumental in reducing these waits. These data also exemplify how hard
it was to make trust/DMU comparisons in such a changing situation.

Overall, there is no systematic evidence that trust status has, of itself,
increased the quality of care for patients as was expected in the White
Paper. Indeed, the lack of evidence of the effect of trusts on quality of
care is of note and concern. It can also be argued that the structure of the
purchaser/provider split, combined with separate acute and community
trusts, had the potential, at least, to disrupt the continuity of care.

Choice and responsiveness

Working for Patients saw increased patient choice as essential to
improving the efficiency and quality of health services. However, there is
little empirical evidence of increased patient choice created by trusts. To
consider the effect of NHS trusts on patient choice, it is necessary to ask
whether trusts were even capable of increasing choice.

There are two convincing a priori arguments as to why trusts were
unlikely to have increased choice. The first has been made by Propper
(1995a), who pointed out that trusts did not offer choices directly to
patients, but to purchasers, whether HAs or GP fundholders. The effects
of this were shown in the study of whether the conditions for
competition were present in the West Midlands by Appleby et al. (1994).

They argued that, in the early stages of the internal market, purchasers
were more concerned with maintaining continuity with what had gone
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before and satisfying the wishes of GPs in the placement of contracts
than with taking notice of the wishes of patients or their theoretical
representatives. Given the NHS Executive goals of ‘smooth take off’ and
‘steady-state’ in the first year, at least, this is not surprising. Nonetheless,
it suggests that trusts did not facilitate increased patient choice.

Second, the comparative lack of freedom to establish new services
because of the strict rules about capital development, exacerbated by the
introduction of the private finance initiative (PFI), made it difficult for
trusts to create alternatives to established services, thus limiting increases
in patient choice through this means. This point has been made by a
number of commentators (Propper, 1995b; Caines, 1994; Centre for the
Evaluation of Public Policy and Practice, 1997).

The bureaucracy introduced by the requirement placed on trusts to
produce a ‘business case’ for all innovations may have limited their
freedom to offer increased choice to patients. However, one can argue
that its real purposes were to restrict the power of clinicians and ensure
that developments were in line with national priorities. The use of a
carefully defined process in which any proposed development had to
demonstrate that it supported national priorities reduced clinicians’
power to influence the future development of health services in the
locality. A positive view of this was that it prevented what was termed
‘decibel planning’ where clinicians with strong power bases inside
hospitals and good contacts in regional health authorities were able to
secure funding for their ‘pet’ projects regardless of whether or not they
should have been a priority. A negative view sees this process as taking
the decision for the future planning of health care away from clinicians
who were knowledgeable and placing it in the hands of managers who
were less so. They were also more likely to ensure that developments
were in line with national priorities. This strengthened the control of the
political centre, but did little to increase patient choice.

This finding of the limited freedom eventually granted to trusts and the
increased control of central government, conflicts with the impression of
increased freedom to make decisions more quickly. This has been noted
in a survey reported by Traynor (1995). However, as Harrison (1996)
suggests, although trust managers have had greater freedom to implement
certain internal managerial systems as they have seen fit, there have been
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a number of external pressures limiting freedom. The direction of service
delivery was driven by centrally imposed directives, such as the Health of
the Nation initiative, thereby limiting the freedom of trusts to determine
local priorities.

At the heart of the difficulty in understanding why trusts have had so
little freedom lies the following paradox: decentralisation of bureaucracy
has been used as a means to make the NHS respond more effectively to
central directives. An impartial observer of the structure of the NHS in
1998, knowing nothing of the aims of the reforms as expressed in Working
for Patients might well conclude that the system created by the reforms
was dominated by close control of individual hospitals by central
government; notably through the use of central directives such as the
Patient’s Charter, Health of the Nation and waiting list initiatives.
Official measures of the achievements of trusts have been made against
the targets contained in these directives. The creation of trusts so that
their managers were directly accountable to the Secretary of State has
meant that the management agenda has been heavily influenced by
central initiatives and that local influences on the management of the
trust have been removed. This is exemplified by the abolition of regional
health authorities, whose considerable power and budgetary control
under the old system meant that they would have had the capacity to act
as a ‘filter’ between the Department of Health/NHS Executive and
individual trusts. From this one could argue that the effect of trusts, if not
their rationale, has not been to create an internal market in health care,
but to alter managerial procedures so that hospital management responds
more directly to a national policy agenda.

Accountability

Working for Patients envisaged that trust status would increase the local
population’s sense of ownership and pride in their hospital. Critics of the
reforms argued that the governance of trusts by boards appointed by, and
reporting to, the Secretary of State reduced accountability to the local
population. For example, the Association of Community Health
Councils of England and Wales (1989) was sceptical about the new
arrangements. However, as their solution was to ensure the
representation of CHCs on trust boards one might argue that their
concern about this issue was prompted by self-interest. A further, and
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more subtle, concern about the accountability of trusts was made by Ham
(1991b), who argued that trusts were symbolic of an increased blurring
between public and private sectors. He saw the introduction of trusts as
likely to lead to more interdependence between the private and public
sectors. NHS trusts as providers would have an incentive to sell services
to private purchasers. He also expected joint ventures between trusts and
the private sector to take place and argued that trusts would increasingly
operate like private, not-for-profit hospitals.

Concerns about the accountability of trusts, particularly in relation to
the composition of trust boards, have been frequently expressed. While
in opposition, the Labour Party sought to make political capital from this
issue (Labour Party, 1992). Labour claimed that non-executive directors
with a business background had been disproportionately represented on
trust boards — the implication being that their private sector background
would make them more inclined to worry about the financial position of
the trust rather than ensuring equity of access to and high clinical quality
of the trust’s services. It was also argued that business people would not
understand or represent patients’ wishes. It is unclear if these accusations
are true. Ashburner (1994) presents similar figures for the number of trust
non-executive directors with a business background, but reveals that over
half of the non-executives surveyed had had recent involvement in
voluntary groups such as charities or had been on Community Health
Councils. Perhaps more worrying was a significant under-representation
of people from minority ethnic groups and the 10% of non-executives
who confessed to believing that commitment to the NHS was not an
important attribute for holding their position.

A further criticism was that NHS trust boards were part of the
‘quangocracy’, disproportionately representing middle-class Conservative
Party supporters (Labour Party, 1992). The Department of Health
(1996b) produced their Public Appointments Annual Report partly in
response to these concerns but only a tiny minority (those appointed to
boards after July 1995) had to declare their political interests. So the
suspicion that political appointments were made to smooth the passage of
the 1991 reforms cannot be confirmed by these data (Harrison and New,
1997). However, since the 1997 election, 80% of trust appointees who
did declare their political affiliations have been active on behalf of the
Labour Party (Department of Health Press Release, 98/070).
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Summary and conclusions

The evidence about NHS trusts can be summarised as follows.

The quality and quantity of evidence on trusts is relatively low
compared with, say, fundholding.

There is only limited evidence that trust status made hospitals more
efficient than they would otherwise have been.

Although the conditions for competition between individual trusts
existed in most parts of the country, there is no evidence of
widespread competition between trusts. The incentives faced by
purchasers and providers seem to have led to a series of bilateral
monopolies.

There is no evidence of trusts engaging in cream-skimming.

It is difficult to prove that trust status was directly responsible for
improvements in the quality of services. There are some concerns that
different trusts had conflicting incentives which threatened the
continuity of care.

There is no evidence that trusts increased patient choice and there
are several convincing arguments why it was impossible for them to
do so.

There is no evidence that trusts became more accountable to their
local populations and there are anecdotal indications that trust boards
were chosen, in part, for their political allegiances.

I the main aim of the quasi-market reform in the NHS was to provide

market participants with greater incentives to improve efficiency and

responsiveness to patients’ needs, the evidence presented here appears to

show little progress towards the latter and only lukewarm signs of the

former. However, the experiences of trusts have not been uniform. In

their study of the impact of competition on NHS trusts, Propper and
Bartlett (1997) concluded that market forces had ‘real though variable
effects’. They found that where clinicians had more influence over
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decision-making, goals such as improving quality and throughput were
likely to be given more weight than meeting financial targets. With
respect to management costs, the newly created trusts did seem to have
achieved lower costs than DMUs but this may have been because they
were a self-selected group. It is clear that the reforms were accompanied
by a high degree of regulation which limited trusts’ freedoms and reduced
the scope for competition between them. Rather, a set of bilateral
monopolies developed between trusts and their larger HA purchasers
(Propper, 1995a). In addition, as discussed elsewhere in this book, NHS
purchasers were less effective than predicted at putting trusts under
pressure to assess the strengths and weaknesses of their services in
comparison with others. As a result, it is impossible to tell from the UK
experience whether the impact of competition would have been
detrimental or beneficial.
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8 The reforms: success or failure
or neither?
Julian Le Grand, Nicholas Mays and Jennifer Dixon

On balance, does the evidence, such as it is, indicate whether the internal
market was a success or a failure? Whichever it was, what lessons can be
drawn from the experiment? And have the lessons been learnt? Is their
influence apparent in the proposals for the internal market’s successor, as laid
out in the Labour Government’s White Paper, The New NHS (Secretary of
State for Health, 1997)? This chapter addresses these questions.

However, before attempting to answer each of the questions, we reflect
briefly on the inherent limitations of any effort to assess changes at the
level of an entire health system and some of the particular difficulties
faced in this instance.

The difficulties of researching health system change

The aim of this book has been to provide the research evidence to assess
the impact of the quasi-market changes introduced in the NHS in 1991.
From the outset, we were aware that this was an ambitious undertaking
and that we were certain to fall short of our goals. In the field of complex
organisational change, research can illuminate — but it can rarely deliver
unequivocal answers to simple questions, such as whether innovation A
is better than past practice B. The role of context guarantees that the
answer has, at the very least, to specify the conditions and the nature of
the participants necessary for the superiority of A over B. Nonetheless,
we believe that it is useful, particularly for future historians, to have a
record, however flawed, of all, or as many as possible, of the studies
undertaken in the period after the changes, accompanied by some near-
contemporary guidance on their interpretation.
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The first difficulty encountered, seen throughout this book, was the lack
of any comprehensive programme of evaluation covering the main
dimensions of the quasi-market changes and their effects. There was no
official support for independent evaluation in the early stages of the
changes and resistance within the NHS to external research during the
crucial period before the changes were implemented. As time has passed,
an increasing body of research evidence has accumulated, but there are
major gaps and limitations in it. For instance, the comparative absence of
research on HAs as purchasers versus the attention given to the
fundholding scheme. The advent of the quasi-market also disrupted and
altered routine NHS data systems, further hampering simple monitoring.

The second main difficulty faced in producing a balance sheet of
evidence concerned the changes themselves. The Conservative
Government’s own aims and predictions were typically abstract and
expressed in general terms. However, more importantly, the changes were
themselves multi-faceted and evolutionary. The proposals in Working for
Patients (Secretaries of State for Health, 1989) were sketches with the
details to be completed later during the process of implementation. As a
result, policy makers and managers adapted the outlines which they had
been presented with and muddled through. It can be argued that
continuous adaptation and policy muddling is the strategy of choice in
dynamic, democratic societies, particularly when dealing with large,
multi-level institutions (Lindblom, 1979). The orthodoxy tends towards
the exclusion of monolithic solutions to institutional design, relying
instead on a range of strategies in specified contexts.

However, Klein (1995b) identifies the intellectual and political tensions
inherent in the NHS changes themselves as contributing additionally to
their emergent character. He argues that, ‘a market system was injected
into the shell of a hierarchic paternalistic institution, in which the
providers .... had been able to exercise veto power over change ..." while
at the same time the NHS remained centrally funded, centrally directed
and centrally accountable. As a result, the reformed NHS failed to reach
a steady state. It was constantly changing precisely because it was a
hybrid with in-built tensions. This thesis helps explain the flexibility and
elusiveness of many parts of the changes as they were implemented; for
example, the varying interpretations placed on the concepts of a ‘market’
and of ‘competition’ within the NHS.
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Another aspect of the changes themselves which affected the ability of
researchers to capture what was going on related to the speed of some of
the changes; particularly to the pace at which acute hospitals and others
volunteered to become new NHS trusts. Comparative research between
trusts and directly managed units (DMUs) rapidly became impossible. A
related difficulty concerned the volunteer nature of parts of the reforms,
especially early applications for trust status and fundholding. As a
consequence, it was always hazardous to attempt to separate out the
effects of trust or fundholding status from the selected nature of the
participants and the attention devoted to them as pioneers.

The third difficulty encountered in trying to summarise the overall
effects of the quasi-market was the potentially confounding effects of
other factors. These included initiatives that were either already in place
before 1991, but not necessarily related (e.g. the introduction of general
management in the mid-1980s), or that were developed alongside such as
the Patient’s Charter. There were also major developments such as the
private finance initiative (PFI) (Gaffney and Pollock, 1997) and a shift
in responsibility for long-term care away from the NHS (House of
Commons Health Committee, 1995b) which have been, it is argued, at
least as significant as the direct effects of the quasi-market in changing
the nature of health care in the UK. Again, these were not intrinsically
related to the introduction of the quasi-market, but they may have
obscured the effects of changes which were related to the use of market-
type incentives. Perhaps the most potent complicating factor was the
level of resources put into the NHS by the Government over time. Thus,
substantially more money was invested in the period immediately after
1991 to smooth the implementation of the internal market. Rightly or
wrongly, this book tries to concentrate on the main components of the
internal market changes introduced in 1991/92 while recognising that
this results in some over-simplification of the picture of change between

then and early 1998.

The final difficulty of trying to focus on empirical research of the effects
of the internal market changes was in relation to measurement. Many of
the potential changes brought about by introducing quasi-market
arrangements concern aspects of the health system such as culture,
working practices and assumptions, knowledge, and the distribution of
power and influence. The research methods of conventional health
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services are good at dealing with phenomena which are relatively
straightforward to measure and to count. It is possible that the focus of
studies and/or the tools which were used to track change simply failed to
register important phenomena. Other subtle effects are hard to interpret.
For example, it is likely that the development of the purchasing function
encouraged managers, public health physicians and fundholders to
become more aware of issues of health care quality, of cost and of the
need to set priorities between different forms of care. This can be seen as
a welcome development in a cash-limited system, but it is far more
difficult to trace its effects through to measurable change in the pattern
and volume of services delivered and their cost-effectiveness.

With these caveats in mind, we can answer the questions posed at the
beginning of this chapter.

Success or failure

We begin by examining the record of whether the internal market was a
success or a failure with respect to our criteria of efficiency, equity, choice
and responsiveness and accountability.

Efficiency

With respect to overall efficiency, as shown in Chapter 3, Table 3.1, over
the period since the reforms were introduced there was an increase in
activity, as measured by the Cost-Weighted Activity Index (CWALI), that
was greater than the increase in resources over that period. The cost per
unit of activity went down and, hence, if the CWALI is accepted as a
reasonable measure of NHS output (and, as discussed in previous
chapters, there may be many reasons for not doing so), efficiency
increased. The same was true of the period before the reforms; however,
the increase was greater after 1991, suggesting that the rate of
improvement in NHS efficiency increased.

This apparent improvement in efficiency in a crude sense happened
despite well-publicised increases in transactions costs and specifically in
management costs. These increases certainly occurred, although their
origins and magnitude is a question of dispute. Although it is likely that a
health care system based on contracts will be more expensive to organise




o

Conclusion 121

than one based on integration of purchasers and providers, particularly
when there are a large number of small purchasers alongside HAs in the
form of fundholding general practices, the observed increase in NHS
management costs has more complex origins. From official figures, the
proportion of revenue attributable to administration in HAs and trusts
reached about 12% in 1994/95, having been about 9% in 1988/89 (Audit
Commission 1995a; Gerald Malone, Parliamentary Answer, 23 February
1995). However, the increases began before the implementation of the
reforms and can just as convincingly be attributed to other changes in
the NHS making new demands on managers, such as new requirements
for improved corporate governance, and better complaints procedures.
During 1995, for instance, 145 Executive Letters were issued by the
centre — 43 more than in the previous year — in addition to 200 other
management letters and instructions of various kinds (Harrison, 1997a).
It is often forgotten that the period of the internal market reforms was
also marked by increased central controls and upward accountability in
the NHS which came at a price in management terms.

Moreover, because management costs are included in the overall measure
of the costs of resources going into the NHS, and because activity
increased faster than resources overall, any cost-inflationary impact that
they had was more than outweighed by other positive factors
contributing to greater efficiencies. Precisely what those positive factors
were is difficult to determine from the evidence. With respect to hospital
trusts, the main agents delivering the services captured in the CWAI,
newly created trusts do seem to have had lower costs than non-trusts.
Whether this was due to the reforms or due to their being a self-selected
group remains controversial. Hospitals which opted for trust status in the
early stages of the reforms may have either done so because they had
lower unit costs or because they had reasonable expectations of being
able to increase productivity for quite different reasons than the supposed
greater freedom granted by trust status. There is also conflicting evidence
as to whether trusts adopted more efficient techniques, and, if they did,
whether this was attributable to the reforms or to other factors such as
the general march of medical technology. It is interesting to note that
the degree of competition between hospital trusts did not seem to be
significantly associated with higher productivity. Overall, the conflicting
nature of the evidence on trusts and the impact of trust status can be
attributed simply to the very small numbers of studies on any aspect of
their behaviour and the short time available for comparisons.
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Because purchasing as a role did not exist before the reforms, it is
impossible to judge whether it has been performed more efficiently after
1991. In addition, it must be remembered that HAs and fundholders
(perhaps the most interesting contemporary comparison) were charged
with different responsibilities and so were not strictly comparable.
However, there is some evidence concerning the relative efficiency of
different kinds of purchasers derived from comparisons of general
practices served by the two approaches. For example, there was an initial
difference in the rate of growth of prescribing costs between fundholders
and non-fundholders; and the difference in levels persisted, although the
differentials stopped growing. Fundholders also generated more ‘savings’
or surpluses than HAs. On the other hand, of all the purchasing models
surveyed, fundholding appeared to have the highest transactions costs.
This may be because fundholders were more effective in their
contracting; or it may be because smaller units have proportionately
larger transactions costs — although among the studies of fundholding we
surveyed, there was no direct evidence of either economies or
diseconomies of scale in management and administrative costs. (More
collective forms of GP budget-holding such as total purchasing might be
expected to be less costly per capita to manage than single-practice
fundholding, but here too there is little evidence of any economies of
scale, perhaps due to these being offset by the additional coordination
costs of managing a budget collectively across increasing numbers of
independent practices). The higher transactions costs may lead to
relative technical inefficiency; and this may partly or wholly offset any
gains in allocative efficiency that result from any improvements in
quality, choice and responsiveness that the smaller purchasing units are
able to achieve. Indeed, it has been argued that not only did fundholding
increase administrative costs for trusts, but it encouraged the negotiation
of marginal cost deals (see below). In both cases, it is argued, the process
was subsidised by the HAs which, for example, bore the additional costs
of fundholders’ lower prices. As a result HAs faced higher prices and
were, therefore, more likely to run deficits quite apart from any pressures
they faced from rising emergency admissions. Seen in this light, not only
were fundholders and HAs not strictly comparable as purchasers, they

were operating in two separate markets with different rules.
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Equity

The principal equity issue that worried many analysts at the start of the
internal market was the danger of cream-skimming: the deliberate
selection of patients both by hospitals and by fundholding practices who
were easier or less costly to treat in order to protect budgets (Scheffler
1989; Le Grand and Bartlett, 1993). However, there is no evidence that
this has been a problem, either on the purchaser or provider side
although it is not easy to study. Given that several parts of the internal
market apparently offered incentives for cream-skimming, it is not
immediately obvious why this particular dog did not bark. One
explanation might be that the professional ethic of medical practitioners
restrained them from denying treatment to those most obviously in need.
Another is that the incentives to cream-skim were actually quite limited.
In the case of GP fundholders, for instance, perhaps the most obvious
candidates for engaging in this practice, there was an ‘insurance’ scheme
by which fundholders were not liable for the extra costs associated with
very expensive patients — a fact which significantly reduced any
incentive they may have had to exclude such patients from their lists. In
addition, unlike the situation in the USA with respect to health
maintenance organisations which bear some similarities with
fundholders, a fundholding GP’s personal financial well-being was not
directly dependent on the health of the fundholding budget, thus sharply
reducing the incentives for cream-skimming. This feature of fundholding
reflects the wider reality that, throughout the reform period, the NHS
continued to be managed and regarded explicitly as a public service
rather than a system in which providers or purchasers could put their
financial targets ahead of ‘needed’ health care.

Instead, the chief equity concern that exercised press, public and
politicians was the so-called ‘two-tier’ issue, whereby the patients of GP
fundholders apparently received preferential treatment over patients
being paid for by HAs. That this did indeed occur is borne out by most
studies of the question. The only area where there remains significant
disagreement concerns the extent to which this arose because
fundholders were better purchasers or because they were better resourced.
Whether or not fundholders were systematically ‘over-funded’ in certain
regions, as more practices joined the scheme, it became apparent that
fundholding practices were increasingly being shifted towards fairer
capitation funding.
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However, it is worth noting two points with respect to two-tierism. First,
no-one has claimed that it resulted in patients of non-fundholding
practices being actually worse off than before the reforms. If they were
not, then the problem was one of differential rates of improvement,
rather than an absolute worsening for one group. Second, the
phenomenon arose not because of the intrinsic nature of an internal
market, but because this particular internal market had two different
kinds of purchaser. Two-tierism was not a product of the internal market
as a concept, but simply of the way that this particular one was set up.
Fundamentally, as West (1997) points out, there remains an inescapable
degree of inequity in giving GPs budgets and incentives to use them,
because if they are able to negotiate lower prices for the same volume of
services, their patients will have an advantage over other practices’
populations. Two kinds of purchasers will inevitably lead to two-tierism,
if one kind of purchaser is more successful at its job than the other.

Quality

Our review of the evidence with respect to the principal providers of
secondary care, hospital trusts, found no evidence of improved quality
that could be attributed to trust status. However, the reviews of the
evidence with respect to purchasing did find some improvements, mostly
attributable to fundholding. There was a greater provision of outreach
services by fundholders than non-fundholders; and they obtained quicker
admission for their patients and, more generally, more response from
providers. GP and locality commissioning schemes also had some
successes in achieving greater responsiveness from providers, although
the most successful looked the most like fundholders in that they had
some form of budget and clear responsibility for commissioning certain
services which was independent of the HA (Glennerster et al., 1996).
The Berkshire Integrated Purchasing Project — a pioneer TPP — seemed
to be producing greater satisfaction among its patients compared to a

control group of similar neighbouring practices (Walsh et al., 1997).

It is possible to obtain some more general indication of satisfaction from
the annual survey of the public’s attitudes to the NHS carried out by the
British Social Attitudes Survey. Since 1983, this has asked questions on
the level of satisfaction with the running of the NHS in general, on the
level of satisfaction with specific services and on attitudes towards
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increased public spending on the NHS. Dissatisfaction with the overall
running of the NHS rose substantially during the 1980s, before the
reforms, from 25% in 1983 to 47% in 1990 — the year before Working for
Patients was implemented. In the 1990s, dissatisfaction fell, reaching a
low of 38% in 1993. However, findings from the most recent survey
carried out in 1996 indicated that the upward trend in dissatisfaction had
resumed. Dissatisfaction with the overall running of the NHS had risen
to 50%, its highest level ever (Judge et al., 1997).

There are obvious difficulties in interpreting levels of satisfaction and
dissatisfaction with the NHS and the trends are open to a number of
interpretations. For example, it is hard to determine the extent to which
the trends reflect changes in the NHS itself or shifts towards a more
consumerist, demanding culture outside the NHS. If the former, were the
key factors the internal market, the Patient’s Charter, an overall scarcity
of resources — or something more ephemeral such as a media-orchestrated
‘crisis in the NHS'? Increasing dissatisfaction could well reflect rising, but
as yet unfulfilled, expectations as to the appropriate quality of service

which the NHS should deliver.

The dip in dissatisfaction in the early 1990s could have indicated that
the NHS reforms were beginning to be seen to work. However, a more
compelling explanation for the rise in satisfaction in the period
immediately after the introduction of the internal market was the
unusually large injection of new money. This happened for three years in
succession from 1990 and helped allay fears that the Service was
underfunded. Backing for this interpretation comes from Mulligan and
Judge (1997) who have shown that trends in dissatisfaction with the
NHS as a whole have closely matched public perceptions as to whether
the NHS was underfunded or not. The increased levels of funding in the
early 1990s thus enabled the reforms, together with other high profile
initiatives such as the Waiting List Initiative and the Patient’s Charter,
to get the best possible start. More recently, however, the NHS has faced
much more constrained levels of funding resulting in an almost daily diet
of media ‘doom and gloom’ stories. It is not difficult to see how the
poorer funding position, combined with an awareness of deficiencies in
performance highlighted by the Patient’s Charter and newer initiatives
such as the publication of hospital league tables, should have led to an
increase in dissatisfaction with the general running of the NHS.
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Another potential, but very different, indicator of quality is that of
waiting lists. These were subject to a series of initiatives both before and
after the adoption of an internal market. Waiting lists have continued to
grow in the 1990s as they did in the 1980s. The number of people
waiting for ordinary (inpatient) and day treatment combined rose from
948,200 in March 1991 to 1,071,100 in September 1994. It fell back
slightly to 1,061,600 in September 1996 and increased to 1,164,400 in
March 1997 (Le Grand and Vizard, 1998). By September 1997, the
aumber had risen still further to 1,207,500. Provisional figures released in
February 1998 showed that 1,262,300 patients were waiting in December
1997, an increase of 54,700 (4.5%) over the previous quarter and 14.2%
over the same quarter a year earlier.

However, although waiting lists have been growing in length, mean
waiting times have been falling. The Conservative Government was
successful in eliminating the small group of people waiting for very long
periods of time for treatment. And people waiting for NHS treatment
have, on average, been waiting for shorter periods of time. Thus in
September 1991, of the total number of people waiting for inpatient and
day treatment, 11.8% (111,840 people) had been waiting for between
one year and two years, and 4.6% (43,598 people) had been waiting for
more than two years. The proportion of people waiting for between one
and two years steadily declined to 5.8% (62,124 people) in September
1994, and to 1.4% (14,862 people) in September 1996. However, the
figures point to a reversal of this trend in late 1996 and 1997. In
September 1996, according to official figures, 1.4% (15,000 people) were
waiting for between 12 and 17 months. This proportion increased sharply
to 2.7% (31,160 people) in March 1997 and to 4.7% (56,900) in
September 1997.

Waiting times of more than two years were totally eliminated in March
1993, and had not reappeared by September 1996. The current Patient’s
Charter standard aims for the treatment of all patients within 18 months
of being placed on the waiting list. In September 1996, there were only
25 patients recorded as having waited more than 18 months in England,
which is less than 0.1%. By the end of September the following year, this
number had risen to 818 or 0.8% of the waiting list. The latest
provisional figures from the Department of Health indicate that, by the
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end of December 1997, this number had risen to 974, but remained no
more than 0.8% of the total list. Although there was a reduction in
average waiting time in the mid-1990s and, particularly, in longer waits,
the average waiting time in the 1990s as a whole was broadly the same as

it was in the 1960s and 1970s (Hamblin et al., 1998).

These data taken together suggest that the NHS is continuing to
maintain a standard of elective service based on an average wait of
around 13 to 14 weeks, but it is impossible to tell whether the internal
market has significantly contributed to or hindered this. What is plain is
that maintaining the 13-14 week average wait overall requires record
increases in, and record levels of, elective activity. For example, despite
an increase of over 800,000 in the annual rate of treatment of patients on
the waiting list between 1990/91 and 1994/95, the waiting list
lengthened by over 100,000, as over a million more patients were
referred to it. It appears that, at least as far as average waiting times are
concerned, the NHS has to run faster and faster to stay in the same place.

Choice and responsiveness

The evidence suggests that choice for patients has not increased. One
study found no increase in choice of hospital for elderly patients as a
result of the development of purchaser—provider negotiations. A study by
Fotaki (1998) of the impact of the reforms on choices offered to patients
for cataract surgery found no increase in choice of either procedure or
provider for patients of both fundholders and non-fundholders; indeed, if
anything, choice for both purchasers and patients seemed to have been
reduced. However, there was a limited increase in the amount of
information given to patients.

With respect to HAs and responsiveness, there is anecdotal evidence of
user consultations and forums, but no systematic information on the type,
extent and consequences of such activities for patients. Incentives for
HAs to respond to individual patient preferences seemed to be weak
(compared with, for example, those to respond to NHS Executive
directives to achieve centrally determined targets). No ‘exit’ was possible
by dissatisfied users, and methods of expressing patient ‘voice’ (e.g.
through Community Health Councils, or HA non-executive directors)
were limited and little altered, if at all, by the reforms. On the other
hand, HAs were encouraged to undertake more assessment of population
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needs which, when linked to contracting might, in theory, affect what
services were provided for patients by clinicians. However, any effects of
this were indirect and not easily detectable.

Fundholders appeared more successful than other forms of purchaser in
obtaining responsiveness from providers. However, there was little
evidence of increased choice for their patients. GP and locality
commissioners were motivated to obtain views of patients, but there is
relatively little evidence concerning the impact of their efforts on
services. Total purchasers appeared to be more reluctant to consult
patients directly, but appeared to offer more choice to patients than a
control group of non-total purchasers in one project site. Like
fundholders, GPs involved in TPPs had been encouraged, by the way in
which the scheme was presented, to regard themselves as well-informed
agents for their patients who, therefore, did not need systematically to
canvass patients’ views. They were also aware, in many cases, of the
difficulties inherent in efforts to secure patient involvement, which HAs
have faced to a similar degree.

There is no evidence that trusts have increased patient choice and
several convincing arguments why it has been impossible for them to do
so. West (1997) argues from his extensive experience as a management
consultant and analyst in the post-reform NHS that the reform process
has not really penetrated to the ‘factory floor’ (i.e. to the working of
individual clinics and clinician—patient relations); most staff still ‘treat
patients as a guaranteed commodity which will never go away’.

Accountability

There is a general view that ‘upward’ accountability of HAs to the centre
is high, and that for GP fundholders relatively low. GP and locality
commissioners were ostensibly more accountable than fundholders to
HAs, but clashes occurred in practice. For total purchasers, there has
been little emphasis on accountability considerations other than ensuring
conventional financial accountability. Although trusts were clearly
accountable to purchasers, there is no evidence that trusts have become
more accountable to their local populations and there is some suggestion
that trust boards were chosen in part for their political allegiances. There
is no sense in which the decision-making of either HAs or trusts has
become more transparent to the public.
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Overall: little change?

Perhaps the most striking conclusion to arise from this survey of the
evidence is how little overall measurable change there seems to have
been related to the core structures and mechanisms of the internal
market. Indeed, in some areas where significant changes might have been
expected, there were none. For instance, there seems to have been no
difference between fundholders and non-fundholders in referral rates for
elective surgery, despite the fact that one set of GPs was making referrals
from a fixed budget for which they were responsible and the other set
were not. There were signs that individual TPPs which set out to alter
the level of use of acute hospital services by developing alternatives could
bring about appreciable changes. However, in general it is hard not to
agree with a leader from The Independent (25 February 1997) which
concluded that, ‘The Thatcher-Clarke reforms — GP fundholding, the
quasi-market — are neither pernicious nor notably efficacious.” West’s
recently published personal review of the same terrain comes to a
strikingly similar conclusion: ‘“There is no reason to believe that the NHS
has got manifestly worse under the reforms’ (West, 1997). Although this
may be seen as a paltry result given all the effort and resources which
have been devoted to a huge organisational change since 1991, it is also
reassuring, given the very real potential for destabilising the system
inherent in the radicalism of the original reform proposals.

This apparent absence of obvious change attributable to the internal
market may be because there was indeed little change. Or it may be
because there was change, but the studies concerned either focused on
the wrong indicators or focused on the right indicators, but their
deficiencies of technique were such that they could not pick up the
relevant changes in those indicators.

It is clear that in some, possibly unmeasurable ways, the NHS has
changed fundamentally since the 1991 internal market reforms.
Purchasing has involved significant organisational change. The criteria
we have used to evaluate the evidence have not related directly to
measuring this type of cultural and managerial shift. Our sense is that
there has been a considerable degree of cultural change involving HAs,
fundholding and non-fundholding practices. This is especially in terms of
the extra attention being paid to the concerns of GPs of all types and an
alteration in GPs’ standing within the system, if not always in their
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coercive power. Smith and colleagues (Smith et al., 1997b; Smith and
Shapiro, 1997) have shown the numerous ways in which new
partnerships are developing between groups of practices and with HAs;
and it would now be unthinkable not to involve GPs and, increasingly,
other primary care professionals in local commissioning processes in one
way or another. Also, there seems to have been a considerable increase in
cost-consciousness throughout the Service. Finally, there appears to be a
wide, but not total, agreement that the device of separately identifying
the purchaser role from that of the provider has proved broadly successful
and should remain in some form. At the very least, the contracting
process has probably forced some greater clarity into the interchange
between purchasers and providers as to what should be provided, for
whom, to what standard and at what price.

But why did these organisational and cultural changes not result in more
demonstrable impacts in the areas that we have investigated? Although it
is possible that there were significant changes, and the studies that we
have surveyed simply did not pick them up, this seems unlikely to be the
whole explanation. Although no one can be more aware than the authors
of this book of the problems with the published evidence, there do seem
to have been a sufficient number of competent studies that would have
picked up changes and differences if they had been large enough.

The explanation must, therefore, lie with the way in which the internal
market was implemented. And here there is a ready economic answer: the
incentives were too weak and the constraints were too strong. Put another
way, the motivations for change were relatively weak, especially when
compared with the pressures for stability from outside. For markets of any
kind (pure, internal or quasi) to work, all the relevant agents must be
motivated by the relevant market signals; and they must have freedom of
action to respond to those motivations (Le Grand and Bartlett, 1993).
Yet most of the key actors in the NHS internal market had, for a variety
of reasons, little direct incentive to move in the direction indicated by
market developments; and both the actors and the market signals
themselves were heavily constrained by central government
intervention. So, HAs could not keep or invest any surplus they
generated, leaving them with the sole incentive to come in exactly on
budget. The investment and, even more significantly, the pricing policies
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of trusts were strictly controlled; as a consequence, the opportunities for
competition between them were highly restricted. HAs could not switch
providers easily without destabilising them; also they were instructed to
bail out trusts in financial difficulties, with the consequence that for
many trusts budget constraints became viewed as ‘soft’, rather than ‘hard’.
Again, this had implications for competition. Trusts not only had limited
opportunities to compete with one another; they had little incentive to
do so, knowing that they could not keep any surpluses if they succeeded
and that they would be bailed out if they failed. More generally, both
HAs and trusts were not really treated as independent agents, but viewed
more as partially decentralised instruments of central government policy.
They were certainly not in any sense, free market agents.

All this is reinforced by the evidence concerning the relative
performance of HAs and the one agent not mentioned above: GP
fundholders. HAs had little incentive to develop a surplus on their
budgets, because it would simply disappear at the year’s end. At the same
time, they were subject to a stream of directives from the centre —
concerning priorities, waiting lists, Health of the Nation targets, etc. They
were also under considerable pressure, both from the centre and from
local interests, not to destabilise local providers by any abrupt changes in
their purchasing strategies. It is, therefore, hardly surprising that many of
them concentrated on simply keeping the system going while trying to
meet central priorities. In contrast, fundholders could retain their
surpluses and use them to improve their facilities. In this connection, it is
of interest to note that if incentives were reduced, for example, when
savings in drug budgets led to reduced allocations in the following year,
their behaviour changed significantly; they were less likely to strive to
tind less expensive drugs for their patients. But fundholders also had
strong non-pecuniary incentives — arising both from their professional
ethos and from direct patient pressure — to see that their patients were
promptly and effectively treated. Equally significantly, they were less
constrained than HAs; they were subject to a weak accountability regime
and, being relatively small, could switch their purchasing without
massively destabilising providers. Instead, they represented an attractive
source of marginal income to trusts. They had both more opportunity and
more capacity to be innovative. It is no coincidence that the area where
it has been easiest to detect some significant changes is where the
incentives were strongest and the constraints the weakest.
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Other operational difficulties with the internal market concerned its
capacity, and the difficulties of promoting entry and exit. Most markets
operate with some spare capacity so that businesses can, if the
circumstances permit, expand to take work from their competitors.
However, the NHS had spent the previous 40 years attempting to plan to
make the fullest use of its hospitals and other facilities to avoid waste
(Dawson, 1995). So capacity was at a premium. Furthermore, entry into
this quasi-market was and remains extremely difficult because of the scale
and complexity of investment required to set up a modern acute hospital;
while for a hospital or other provider to ‘exit’ from the market through
closure often encountered insuperable political difficulties. As a result,
although there have been isolated instances of trusts’ activities driving
other trusts out of business, the predominant response to competition in
the internal market, paradoxically, has been trust mergers within some
wider strategic framework based on the view that services are
interdependent.

Another way of characterising the limitations of the reforms from a
market point of view is to point to the inherent contradictions in the
notion of a ‘managed market’ in which policy makers and managers have
sought to reconcile the objectives of competitive efficiency with other
NHS strategic goals such as equity of access (Flynn and Williams, 1997;
Spurgeon et al., 1997). Long before the change of Government in May
1997, we find the Department of Health encouraging the Service to find
the appropriate balance between competition and ‘constructive
cooperation’ while also acknowledging the pragmatic advantages of
contestability — the possibility that alternative providers might displace the
existing ones in the absence of current competition (Department of

Health, 1994).

Finally, a yet more fundamental explanation for the failure of the internal
market to have the impact its proponents hoped may lie in the
motivations of the actors concerned. For markets to work effectively,
individuals need to be motivated by the furtherance of their own
interests. However, those working in the Service often continued to see
themselves as engaged in the provision of public services based on
relations of mutual trust (Broadbent and Laughlin, 1997; Flynn et dl.,
1996). In part, contracting had less impact than was expected because of
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the difficulty of specifying the content of services with sufficient clarity
for contracting without threatening the relations of trust, professional
discretion and long term cooperation on which the effective production
of many services largely depended (Flynn et al., 1996). Checkland (1997)
showed that the form of the contracts was not an important element in
the way in which the contracting process was translated into the
production of services. Relationships between purchasers and providers
continued to develop alongside the formal contracting process as much as
through it, according to Spurgeon et al. (1997). All in all, both
purchasers and providers were not perhaps as single-minded in the
pursuit of a narrowly defined self-interest as the internal market required;
in the terminology of one of the authors, they continued to operate more

like ‘knights’ than like ‘knaves’ (Le Grand, 1997).

The lessons to be learned

Even though much of the evidence is inconclusive, there are some
lessons to be learned from the British internal market experience. First,
although we do not have direct evidence, because assessing the overall
effect of the internal market in a definitive way is almost certainly
impractical, most analysts of the internal market would agree on the
following: the split between purchaser and provider, together with the
development of contracts or service agreements between purchasers and
providers that the market necessitated, were desirable innovations which
should be retained in any future development of the system — despite the
fact that, for some commentators, the extent of regulation excessively
weakened the incentives inherent in the system. However, there would be
less agreement on the desirability of the other key aspect of the internal
market — the introduction of competition — and this is discussed below.

On the purchasing side, if the policy aims are to promote quality, choice
and responsiveness, then it seems to be important to have devolved
purchasing with some degree of GP (or other local) involvement in, or
even leadership of, the purchasing or commissioning process. Further, the
evidence, whether from fundholding, locality commissioning or total
purchasing, seems to suggest that the best way to sustain productive GP
involvement is for the agency, of whatever kind, to have a measure of
budgetary control. The budget gives a degree of potential leverage over
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providers that simple advice or exhortation does not; holding budgets
across several practices, as in the TPPs, also plays a role in cementing
these organisations together. Increasingly integrated budgets allow
commissioners to shift resources productively between sectors,

particularly between secondary and primary or community care.

The conclusions with respect to equity and efficiency are not so clear cut.
Devolution of power to smaller purchasing and commissioning units, of
whatever kind, inevitably means that some will do different things from
others. This in turn, is likely to mean that the more effective purchasers
may provide a better service overall and certainly better aspects of part of
their service than others. This has obvious implications for both the
equity and the efficiency of service delivery. However, if the effective
strategies of the more successful purchasers are known to the centre in a
national service, then these can be used to lever up the performance of
the poor performers. The most important prerequisite for equity appears
to be rather that each purchasing agent should have equal resources
relative to the composition of its population. To insist that every local
group do the same would stifle innovation as well as undermine the
rationale for local purchasing of services. Recent advances in formula
funding suggest that fundholding is possible on a subdistrict level.

There are other efficiency problems that appear to arise with devolved
purchasing. Smaller units may have problems of managerial capacity and
support; their risk pool may be too small, leading to budget fragility
(although here the precise size of population is crucial because even
purchasers of 30-40,000 patients appear to be able to manage the clinical
risk of most rare and costly referrals (Bachmann and Bevan, 1996)); they
may encounter difficulties in obtaining the necessary experience,
expertise or personnel to carry out effective purchasing. For example, the
Audit Commission’s investigation into the purchasing of specialised
services identified a scarcity of expertise in the NHS as a whole (Audit
Commission, 1997). Also smaller purchasing units can create problems
for provider planning and stability; the provision and maintenance of
expensive facilities may require guarantees of future income streams that
are difficult to obtain from a host of small purchasers.

This raises the general question of the appropriate size of purchasing unit,
or, more generally, the appropriate level of decision-making for
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purchasing or commissioning. It is possible that different services are best
purchased at different levels. It may be that neither fully centralised
purchasing nor completely devolved purchasing is appropriate for all
services. There are inevitable trade-offs between: minimising total
management costs; the richness of specialist knowledge; having an
appropriate pattern of purchasing sensitive to patients’ needs; the level of
financial risk; and ensuring good access to services (Smith et al., 1997b).

Table 8.1: Possible distribution of purchasing responsibilities for
different types of services

Type of service  Examples Population size  Purchasing level

Rare Organ transplantation  >500,000 Regional/central
Neurosciences

Common ‘Routine’ 50,000-500,000 Health

and expensive  emergency care authority/PCGs
Elective surgery 10,000-50,000 PCGs

Common Community 3,000-10,000 GP practices

and cheap health services

Table 8.1 illustrates how some of these trade-offs might be played out in
terms of the appropriate level of purchasing. Expensive and/or rare,
unpredictable services where financial risk needs to be spread over a large
population (although this aspect is probably less important) and where
expertise is unlikely to reside at practice level, might need to be
purchased at regional or supra-district level (e.g. intensive care, organ
transplantation, neurosciences, secure units, trauma care), perhaps with
populations between 500,000 and 2 million people. There may even be
services which should be planned nationally: forensic psychiatry might
be an example. In turn, ‘routine’ emergency care such as general
medicine and geriatrics might be purchased on behalf of populations of
50-500,000 by current HAs. Elective treatments and routine tests, and
investigations such as those included in the fundholding scheme and
other services such as palliative care, might be purchased by primary
care-based organisations with 10-50,000 populations, leaving
community health services to be purchased by organisations responsible
for 3-10,000 people, say, individual general practices. Services such as
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those for the seriously mentally ill and those with learning difficulties
which require specialised purchasing expertise and effective links
between health and local social services could be planned at district and
local authority level; they would have joint budgets for specific services
such as community psychiatric nursing delegated to, say, groups of
general practices, to purchase specific packages of care for clients at a

population level of 10-50,000.

There are some other lessons that arise from the literature with respect to
purchasing and contracting. First, although budgetary control appears to
be desirable for achieving changes in the desired direction, it is clearly
not sufficient on its own. The Audit Commission noted, for instance,
that many fundholders were failing to secure the expected benefits for
patients (Audit Commission, 1996). It seemed that, although
fundholding may have created greater potential for change, it was only
the innovative and well-organised practices within fundholding that
transformed patient care. As the report argued, most fundholders had had
only modest ambitions, perhaps because they tailored those ambitions to
what they felt they had control over. In consequence, most services in
fundholding practices were delivered in the same way by the same
providers with few measurable extra benefits to patients. Many of the
successes of GP commissioning also appear to depend on innovative
practices. It may, therefore, be that one test of different models of health
service organisation is their ability to release the innovator and to sustain

innovations once introduced.

Second, although there are areas of consensus, it is important to point out
that the interpretation of whether the changes which occurred are good
or bad varies. For example, there have been questions as to whether
greater practice-based care is better care or a more efficient use of
resources than care provided in other settings. In the case of ‘two-tierism’,
this can be interpreted, on the one hand, as a catalyst to the levelling-up
of the quality of health care and a necessary interim product of the 1991
NHS reforms. On the other hand, a ‘two-tier’ system can be seen as a
major equity problem, benefiting the patients of affluent fundholders at
the expense of smaller and less affluent practices with poorer populations

in greater need of care.
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On the provider side, the principal lesson concerns the question of
competition. For the reasons already outlined, the competitive element
within the internal market was not actually as great as its proponents had
hoped, although still apparent in some areas and for some services
(Propper and Bartlett, 1997).This may have been a major reason why the
internal market did not have the dramatic consequences predicted. It
appears that, if an internal market is to work properly, real competition
must be encouraged. Providers must be allowed to succeed (and to retain
the rewards of their success); they must be allowed to fail (and to suffer
the consequences of their failure); they should have freedom of action in
key areas of competitive practice, such as pricing. Overall, and most
importantly if the argument at the end of the last section is correct, it is
important to get both the incentives and the constraints right.

But all of this begs the fundamental question of whether there should be
competition at all. Here our review of the evidence offers little help.
Because, in practice, competition was patchy, we do not know, on
balance, whether its impact was detrimental or beneficial — or what the
consequences would have been if it had been extended. The issue of the
relative merits of a non-competitive resource allocation system versus a
competitive one is not one that can be resolved straightforwardly by the
evidence reviewed. The evidence, such as it is, indicates the
contradictory and ambiguous nature of both national policy and local
behaviour in the internal market, with a constant tension between, on
the one hand collaboration and cooperation and, on the other,
competition and managerial surveillance of health professionals
(Williams and Flynn, 1997). Thus Propper and Bartlett (1997) have
shown that, whereas generally the way in which the internal market has
been ‘managed’ has greatly reduced the theoretical incentives embedded
within its structure and has reduced competition, this process has not
been uniform and has had different consequences depending on whether
managerial or clinical influence has predominated within trusts. They
argue that where general managers have predominated, the pursuit of
financial goals has assumed pre-eminence, but that where clinician
control has been stronger (e.g. under a system of clinical directorates),
other goals such as improving quality and increasing throughput have
been more salient. They conclude:
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Under some circumstances patient interests may be well
served by the introduction of efficiency-improving competitive markets
which undermine the ‘vested interests’ of the medical profession,
while in other circumstances trusts may be able to exploit their
monopoly power at the expense of consumers. The Department of
Health’s attempt to minimize the potentially adverse impact of the
quasi-market on levels of health service provision, and to minimize
some of the more inequitable effects of markets appear to have been
only partially successful. Howewer, attempts to regulate the market
may be ineffective where trusts can effectively evade regulation, and
probably give rise to perverse and unintended incentives.

(Propper and Bartlett, 1997)

The Labour White Paper: The New NHS

In December 1997, the Labour Government published a White Paper in
England (Secretary of State for Health, 1997) proposing a further
reorganisation of the Health Service. Do the new proposals suggest that
the lessons of the internal market experience have been learned? Do they
constitute, as the Government has claimed, a ‘third way’?

The most relevant of the new proposals for this discussion are

summarised below.

e The purchaser/provider split is to remain. But the emphasis is to be on
cooperative relationships, not competitive or adversarial ones. Health
improvement programmes, which are local health and health services
strategies, have to be agreed with all relevant parties, including local
authorities as well as purchasers, and trusts. As a last resort, purchasers
can switch their purchasing away from their current providers.

® Purchasers are to become primary care groups (PCGs), led by GPs and
community nurses. PCGs will include up to 50 GPs and cover around
100,000 population. PCGs will hold budgets; they will be able to
retain surpluses, which can be spent on services or facilities of benefit
to patients. All GPs will be required to join PCGs, but PCGs can
begin to operate simply in an advisory capacity to the HA (Level
1), before graduating to the control of their own budgets and to
merging their commissioning and primary care provider roles in new
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primary care trusts (Level 4). The current trusts will remain and will
also be able to retain surpluses.

e Fundholders will be absorbed into PCGs. HAs will lose their
purchasing role, except for certain highly specialised services, but will
become the lead for Health Improvement Programmes and instru-
ment for PCG accountability.

e Annual contracts will be replaced by three-year service agreements.

® A new performance ‘framework’, with new performance indicators
emphasising effectiveness and outcomes, will be put in place.

® There will be two new national bodies: one to set standards — the
National Institute for Clinical Excellence (NICE); the other to
enforce them — the Commission for Health Improvement (CHIMP).

The first striking point about these proposals is that, despite some
rthetoric to the contrary, key elements of the internal market are to be
retained. The purchaser/provider split remains. The negotiated
arrangements between purchasers and providers are unlikely to differ
significantly from current contracts, except perhaps in being rather more
long-term. The new GP-led commissioning organisations will hold
budgets, and so will look remarkably like the existing total purchasing
groups of fundholding practices (TPPs) — which some people regard as
the ultimate extension of fundholding. Trusts and PCGs are both to be
allowed to retain their surpluses. And purchasers will be able to switch to
other providers if they are dissatisfied with their existing ones: so
competition, or at least contestability (the potential in extremis for
competition), will remain.

All this seems consistent with the lessons to be learned from the internal
market experience which were laid out above. As noted, the
purchaser/provider split was generally thought to be one of the more
successful elements of the internal market. The evidence on the
experience of different purchasing models showed that GPs with budgets
tended to be the most effective purchasers. We noted the importance of
retention of surpluses for purchasers and trusts. And it would be
impossible to retain the purchaser/provider split without some possibility
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of competition. If purchasers did not hold the ultimate sanction of being
able to take their business elsewhere, they would have no lever over
providers. However, we also noted that contestability was likely to be
limited, in practice, in most settings and that the nature of health care
meant that longer-term collaborative relations between purchasers and
providers were frequently as, or more, important for service development
— thereby supporting the proposals to move to longer-term service level
agreements rather than annual contracts.

There are areas where problems might arise. For instance, is 100,000 the
‘right’ size for the PCGs? What incentives are there for GPs to take part
and what sanctions will PCG leaders have over ‘free-riding’ colleagues?
GPs do not always find it easy to work together, particularly when they
have not chosen their colleagues. The experience of the TPPs in their
first live year of purchasing suggests that the smaller groups did better,
largely because they had less need to invest in inter-practice
organisational development (Mays et al., 1998a, 1998b). Time will tell
whether the larger TPPs in some sense catch up with the smaller, less
complex pilots. Another concern relates to the size of the PCGs. The
bigger the commissioning authority, in a politically sensitive, highly
managed system, the greater the danger that their purchasing constitutes
too large a portion of local trusts’ income, thereby restricting their ability
to shift business elsewhere, if necessary. This problem was particularly
acute for the old HAs, which, as we noted, often found that their
attempts to alter their pattern of purchasing significantly were stymied by
the threat of collapse (either genuine or synthetic) from the trusts losing
business. On the other hand, as we also noted, there are some services
which may be better purchased at the level of larger population
groupings; and, if there is only to be one kind of principal purchaser, the
proposed size may be the best compromise.

Another potential problem with PCGs relates to the cost of managing
the 500 devolved purchasing organisations in England which will result
from the setting up of PCGs, given the fact that the vast majority of the
purchasing responsibility is currently exercised by around 90 HAs.
Despite the fact that money will be saved by the abolition of single-
practice fundholding and some HA functions can be taken over by
PCGs, allowing a reallocation of management costs, there are doubts
about whether the government is realistic in aiming to reduce overall
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management spending while initiating PCGs. The experience with the
first-wave TPPs highlighted two factors: the scale of the organisational
development task required to link previously independent practices; and
the fact that those pilots which were best able to achieve their own
purchasing/commissioning objectives, at least in the first year, tended to
spend more on management than other pilots (Mays et al., 1998a, 1998b)
and, in any event more than the Government is likely to allow PCGs in
future. Within the range of population sizes in the total purchasing
scheme (approximately 12-85,000 patients), there did not appear to be
obvious economies of scale in management costs (Posnett et al., 1998).
Management and transactions costs were one of the main weaknesses of
the previous internal market and could remain a problem for the future.

There may also be problems concerning the ‘replacement’ of competition
by cooperation. For cooperation to work, particularly between purchasers
and providers, there have to be either no conflicts of interest (unlikely)
or else mechanisms for resolving any conflicts which arise. It is possible
that keeping the possibility of competition as a last resort is just such a
mechanism; and, again, given the difficulties of ensuring a properly
competitive environment, it may be that this is an appropriate
compromise. However, the precise effects of the new shift of emphasis
will depend on the detailed, day-to-day interpretation of the future
guidance and regulations by managers throughout the NHS.

Perhaps the area of greatest worry concerns the role of the centre. The
performance management framework in the Labour White Paper is quite
centralist in tone with a large number of performance indicators (37 are
currently proposed) and with the introduction of institutions (NICE and
CHIMP) designed to monitor performance and, if necessary to intervene.
There will also be a series of nationally determined service frameworks
which will govern the limits of the discretion permitted to the PCGs as
commissioners of services. Care will have to be taken that the
Government does not make the mistakes of its predecessor in paying lip
service to the ideal of decentralisation while at the same time trying to
retain a strong grip from the centre

Overall, the White Paper’s proposals deserve a guarded welcome, not
least because they have preserved some of the features of the internal
market that, as best as can be determined, have been demonstrated to
work, while dispensing with some of its less successful aspects.




142 Learning from the NHS Internal Market

Unsurprisingly, problems remain. But here another aspect of the
proposals is to be applauded: their avoidance of a ‘big-bang’ introduction
of untested reforms. Instead there is the staged development of PCGs
over five to ten years. The White Paper demonstrates an important
lesson: that we can learn from experience.

Summary

e Post-reform, NHS activity rose faster than resources (and rose at a
relatively faster rate than before the reforms). This suggests that,
overall, despite some well-publicised increases in transactions costs,
there was an increase in efficiency in the NHS that is attributable
to the reforms.

e Although analysts widely predicted that cream-skimming would
create equity problems, no cream-skimming was observed in practice.
The principal equity concern arose from the existence within the
market of two types of purchasers, one of which (GP fundholder)
appeared to get shorter waiting times for its patients than the
other (HA). Fundholders also managed to hold down prescription
costs relative to non-fundholders and were better able to generate

surpluses on their budgets than HAs.

e GP purchasers and GP commissioners in their various forms did
appear to generate some improvements in the responsiveness of
providers. However, there was no evidence of any increase in choice
for patients; and, although there were changes over the period in
indicators of quality such as waiting lists and patient satisfaction
surveys, it was difficult to attribute these specifically to the reforms.

e Accountability to central government for HAs was high; that for
fundholders relatively low. Trusts were accountable to purchasers,
but did not seem to have become more accountable to their local

populations.

e Overall, despite some changes in culture, measurable changes were
small and perhaps not as great as was predicted (or feared). This was
partly because competition within the market was limited, and this in
turn may have been because the essential conditions for a market to
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operate were not fulfilled. More specifically, the incentives for the
relevant agents were too weak and the constraints imposed by central
government were too strong. This interpretation is reinforced by the
fact that the area where there was the largest measurable change,
GP fundholding, was one where the incentives were greatest and the
constraints weakest.

Lessons to be learned include the importance of devolving purchasing
to GP-led groups. This is recognised in the Labour Government’s
proposals for ‘replacing the internal market’, especially those relating
to the formation and development of PCGs. The proposals also
include some welcome improvements in the incentive structures for
trusts and purchasers. However, there is a potential for concern over
the imposition of yet stronger central government constraints through
the establishment of a performance framework and its monitoring
institutions.




Appendix 1:

Part IV: Appendices

Research evidence on health authority purchasing

OReference | Study | Topic Main findings
type*
Appleby RM Survey of 45 HA e The number of contracts and their
(1994a) contracts in complexity had increased over
England the first 3 years of the reforms.

e There has been little change in the
way HAs as a whole have allocated
their budgets between services.

Appleby Os Survey of e Most purchasers thought the

et al. purchasers in the purchaser/provider split a good thing.

(1994) West Midlands on e Most purchasers believed that
attitudes to the assessment of needs would result in
reforms changes to their purchasing intentions.

Audit CcC Purchasing e HA information on service quality

Commission specialised services is poor.

(1997) e Not clear whether HAs have reduced

inequities of access to services.

e Concluded that HAs are still
probably best placed to purchase
specialised services.

Carruthers CS Development of e HAs have been effective in tackling
etal. purchasing in 3 weaknesses in service delivery and
(1995) HAs using their resources to increase
efficiency and raise standards.
Flynn R Review of e Argues that the internal market
etal. contracting for undermines other objectives of HAs
(1995) community health such as pursuing inter-agency
services collaboration.
Francombe | OS National survey e Majority of DPH doctors felt the
(1991) of HA DPHs on reforms had changed the basic principles
the principles of of the NHS.
the NHS e Purchaser/provider split welcomed.

e No change in quality.

e Some improvements in waiting times.

e Patient choice deteriorated.

e No change in clinical freedom.

Frater and RM National survey e Health outcomes were measured in at

Dixon of purchasers’ use least some of the contracts of more than

(1994) of outcome 60% of HAs surveyed but were formally
measurements in linked to financial arrangements in less
contracting than 20%.

* For acronyms, see Abbreviations on page viii
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Freemantle | CS Examined the Mixed findings on whether contracts have
etal. developments of been placed to actually influence the
(1993) health care pattern of care.
commissioning Weighted capitation formula has the most
within 8 important influence upon the strength of
purchasing the purchasing function within the internal
organisations market.

Ghodse CS Study of ECR ECRs expose HAs to a significant

(1995) referrals in one HA degree of risk and may undermine

commissioning strategies.

Gill AE Quality in No evidence that HAs are incorporating

(1993) purchasing meaningful quality indicators in contracts.

Ham and CS Review of Evidence of improvements in specific

Shapiro experience of services.

(1995) integrated The local context was important to the
purchasing success of such schemes.
between HAs
and FHSAs

House of RM Evidence HAs have not made extensive shifts in the

Commons submitted to pattern of resources and have instead

Health Select Committee tended to concentrate on setting priorities

Committee on Health on at the margin.

(1995a) purchasers’ shifts
in priorities

House of oS Evidence Most RHASs said it was impossible to

Commons submitted to achieve direct comparisons devoted to

Health the House of administration before and after the

Committee Commons Select reforms.

(1994b) Committee on RHAs could quote many examples of
Health on RHA innovation in the field of priority setting.
views of the costs
and prospects of
the internal market

Hudson and | CS Investigation into Success depended on local circumstances

Willis (1995) the approach to rather than precise prescription.
joint Case studies found no clear way of
commissioning in engaging with GPs in the commissioning

Hudson 4 different process.

(1996) localities in the Providers still held most of the power
Northern region with which to shape the joint

commissioning agenda.

Hughes CS/IR | NHS contracting Concluded that the development of NHS

et al. in Wales contracting policy is characterised by

(1997) periodic strategic shifts which cast doubt

on the theory that quasi-markets
independently ‘evolve’.
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Jones et al. PBA | Study of Found no increase in patient choice T
(1994) community health between 1990 and 1992.
services for elderly
people in 3 HAs in
South Wales
Kirkup and IR Review of Information asymmetries between
Donaldson purchasing providers and purchasers have prevented
(1994) effective purchasing.
Because relatively small shifts in contracts
can affect the overall viability of a
provider, purchasers may be reluctant to
make big changes in purchasing
intentions.
Klein and IR National survey Purchasers were not explicitly rationing
Redmayne of purchasing or providing evidence for the basis of their
(1992) policies purchasing decisions.
HAs are attempting to engage GPs in the
purchasing process.
Layzell AE Incorporating Some limited progress has been made in
(1994) local views responding to the views of local people.
into purchasing
Light AE Review of The introduction of trusts and GP
(1994) integrated fundholders has conflicted with the goal of
purchasing from an merging budgets.
international True integrated purchasing requires large
perspective start-up funds and a breakdown of
cultural barriers.
Ludlam AE Equity of access to Treatment decided by patient’s postcode
et al. treatment for rather than need.
(1997) haemophilia
Majeed R Review of Evidence suggests that the reforms have
etal. purchasers’ use of not yet stimulated HAs routinely to
(1994) routine data to monitor the equity implications of their
monitor equity in purchasing decisions.
primary and
secondary care
Marks oS Follow-up national 56% of DPHs thought that equity
(1995) survey of DPHs considerations had been weakened.
on the objectives No overall conclusion on whether the
of the NHS NHS was providing a comprehensive
service.
69% of DPHs thought that the NHS was
meeting the needs of the population.
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Maynard IR Review of the Purchasing function remains undeveloped.
and Bloor purchasing Purchasers have been cautious in
(1996) function implementing evidence-based data into
contracts.
McKee and | AE Review of Purchasers’ guidelines and protocols are
Clarke 1995 | guidelines and limited in the extent to which they can
(1995) protocols in deliver more effective care.
purchasing
Millar CS Reports on work Costs of supporting two partially
(1997) by Jenny Giriffiths intersecting commissioning systems
on HA and GP is high.
purchaser HAs spend marginally less per capita
transactions costs on contracting than GP purchasers.
Moore and CS The effects of the The internal market cannot always deliver
Dalziel internal market a satisfactory and appropriate level of
(1993) on local services unaided.
ophthalmology
services
NHS AE Consultants’ review Strategic planning is incompatible with an
Consultants’ of the NHS market internal market.
Association Commercial confidentiality exists at the
Health expense of cooperation and accountability
Policy between purchasers and providers.
Network The internal market has doubled the
(1995) administrative running costs of the NHS.
Paton IR/ Based on Purchasers avoid accountability of their
(1995) (O} interviews with rationing decisions by ‘passing the buck’
managers in the to providers.
NHS on the Management costs must inevitably
purchaser/provider increase as contracts become more
split sophisticated.
Disaggregated purchasing leads to
uncertainty in hospitals and a fragmented
NHS as well as perverse incentives.
Pickard CS The role of local Despite a commitment to involving local
etal. people in people, HAs are still not clear about how
(1995) informing the to actually achieve it.
assessment of
health needs in
3 HAs
Raftery RM Survey of HA HAs have employed more detailed
et al. contracts contracts since the start of the reforms.
(1994) HAs claimed the purchaser efficiency

index encouraged a bias towards acute
activity.
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Redmayne CcC Analysis of HAs' e There is evidence of a shift of resources j
et al. spending priorities towards primary and community care.
(1993) e Services for elderly, mentally ill and
people with learning disabilities have
suffered.

e Little evidence that decisions are made on
the grounds of effectiveness.

e Purchasers are not examining variations in
the distribution of budgets among different
services and client groups.

Redmayne CS Analysis of HAs' e FEquity and accessibility are the dominant

(1995) 5-year spending values guiding HAs’ 5-year plans.

plans e 60% of plans include equality of access

and 42% include the provision of
equitable services.

Redmayne CS ﬁ»Analysis of HAs’ e Purchasers are experimenting with a

(1996) spending priorities number of ways of gaining the public’s
input into priority setting with limited
success.

e Explicit rationing is on the increase.

Roberts IR Managing the h Annual cycles of contracting are
(1993) internal market inappropriate for long-term planning.

e Purchasing is under-regulated and it is not
clear if purchasers are ultimately
accountable to the government, the HA or
the public.

Shapiro CS Examined e Organisations that collaborate seemed
(1994) collaboration more likely to achieve their stated
between HAs and objectives.
smaller purchaser e Locality models which relate to GPs seem
groupings in to be effective for collaborative work with
England and both non-fundholding GPs and
Scotland fundholders.
Sheldon AE Review of e Simply measuring activity is not enough to
and purchaser measures assess quality and performance.
Borowitz of quality in e Most contracts did not specify what is
(1993) the NHS meant by quality and how it will be
measured.

e Purchasers are unable to reward
appropriate treatment such as ‘watchful
waiting’ because it results in no activity.

Walsh AE Review of the HAs are not truly representative.
(1995) NHS reforms e No evidence of improved responsiveness
or efficiency.
L |




Appendix 2: Research evidence on General Practitioner Fundholding

Reference Study | Topic Main findings
type*
Association | OS/ Access to care Concludes that there is strong evidence to
of CHCs AE suggest that patients of fundholders (FHs)
for England get better access to hospital treatments.
and Wales
(1994)
Association | AE Accountability Argued that accountability measures need
of CHCs procedures to be improved.
for England
and Wales
(1995)
Abel-Smith AE NHS reforms FH has created a two-tier system yet FH is
(1995) clearest evidence of success because FHs
get better deals for their patients.
Armstrong (O GP referrals Pressure by patients for referrals
et al. in Bromley, Kent appears to explain some of variation in
(1991) GP referral patterns.
Audit RM National survey FHs more common in suburbs and shires
Commission of FH practices, than in cities.
(1995b) late summer 1994 £65m underspend by FH practices overall.
Only 3% of FHs overspent their budgets.
Audit RM National study FH has made little overall change to
Commission of GP FHs: delivery of services.
(1996) questionnaire survey No evidence that FH prescribe more
of all first to economically.
5th-wave FHs: Accountability and audit poor.
response rate 5% 1in 5 FH overspent in 1993/4.
Costs of staff, equipment and computing
for FH estimated at £232m. Underspends
£206m.
High transactions costs for providers.
Improved GP-provider communications.
More on-site services.
Bailey RM Outreach clinics More specialist activity in FH than non-FH
etal. in England and practices.
(1993) Wales Little interaction between GP and
specialist has resulted.
Bain () FH in FH has high demands on staff time.
(1991) Calverton, Trent Efficiency gains and waiting times
Bain improved.
(1992) Budget holding decreases barriers for
t change.

* For acronyms, see Abbreviations on page viii
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FH has lowered cost of prescribing

Bain CS Prescribing in .
(1993) Calverton, Trent through greater use of generic and reduced
repeat prescribing.
Bradlow CBA | Prescribing costs in | @ FHs have curbed increase in prescribing
and Oxford Region: costs more effectively than non-FHs.
Coulter 8 FH practices,
(1993) 7 non-FH practices
Burr et al. CBA | Prescribing patterns | o Drug expenditure increased 2.4% in FH
(1992) in mid-Glamorgan: practices and 7.5% in non-FH practices.
4 FH and 4 e FHs make greater use of generic drugs.
non-FH practices
Consumers’ | OS GP views on FH e Strong belief that two-tier system exists.
Association nation-wide: 1017 e Quicker access to hospital care for FH.
patients. non-FHs and 679 e FExtra services provided on-site.
(19953) FH GPs
Consumers’ | OS Patients’ views on e Patients of FHs less satisfied with services
Association FH: 1618 patients received than patients of non-FHs.
(1995b) interviewed
Cornell IR Effect of FH on e FHs gain process advantages and greater
(1996) patient care amount of practice-based care.
e Improved quality in contracts and reduced
waiting times.
e Reduction in doctor—patient trust.
e Growth in transactions costs.
e Cream skimming did occur.
o Two-tierism present.
e Funding has not been equitable.
e Lack of research — particularly with
comparison to other models of purchasing.
Corney (0N FHs in SE Thames e Greater responsiveness of providers to
(1994) RHA demands by fundholders.
Coulter IR Review of FH e Claims that FHs have improved efficiency,
(1995a) literature responsiveness and quality of care is not
supported by the evidence.
Coulter AE Shifting balance e Primary care may not be an acceptable
(1995b) from secondary to substitute for secondary care.
primary care
Coulter IR Review of e There is a need for well funded, co-
(1995¢) evidence ordinated research on risks, costs and
on FH benefits of FH compared to other models

of care purchasing.
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Coulter and | CBA Referrals in Referral patterns largely unchanged. No
Bradlow Oxford region: evidence of shift from specialist to GP
(1993) 10 FH practices care.
and 6 non-FH
practices
Dixon and IR Review of FH FHs have curbed prescribing costs, given
Glennerster literature leverage to improve hospital services,
(1995) reduced waiting times.
FHs may receive more money than non-
FHs.
Impact on quality, equity and transactions
costs unknown.
Dixon HC Distribution of FH practices seem to have been funded
et al. funds between more generously than non-FH practices.
(1994) non-FH and FH
practices in NW
Thames RHA
Dowell CS Prescribing Mean cost per day’s treatment fell by
et al. changes in one 9.4%.
(1995) FH practice in Volume of treatment fell by 10.7%.
Scotland Generic prescribing rose from 30 to 50%.
Dowling HC/ Effect of FH on Patients of FH practices had shorter
(1997) RM waiting times in waiting times than those of non-FHs.
West Sussex
Ellwood CS Influence of price Few changes in referral patterns even
(1997) and quality on 35 though the potential savings from
GP FH referral changing were high.
patterns in the
West Midlands
Fear and HC Referrals in Overall pattern of referrals unchanged.
Cattell community old Significant decrease in domiciliary
(1994) age psychiatry in consultations requested by FH GPs
South and East suggest shortfall in number of referrals.
Clwyd: 185 GPs
of which 88
became FHs
Fisher AE Equity of access FH patients receive preferential treatment.
(1993)
Glennerster | IR Review of FH Tangible efficiency gains by leverage of

(1994)

evidence

hospitals and practice innovations offset
by poor budget allocation mechanism.
Justifiable fears of equity losses.
Accountability poor.
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Glennerster
etal.
(1994a,
1994b)

PBA

Various reform
issues in nation-
wide sample: 10
1st-wave, one
2nd-wave and 16
3rd-wave FHs

Tangible efficiency gains by leverage on
hospitals and practice innovations offset
by poor budget allocation mechanism.
Justifiable fears of equity losses.

Gosden
and
Torgerson
(1997)

Review of
literature on FH
prescribing and
referrals

No evidence to suggest that prospective
FHs inflated costs prior to FH.

FHs constrain rise in prescribing and
referrals more successfully than non-FHs.
Early FHs had high referral rates and used
less generic drugs. Hence their ability to
contain prescribing costs enhanced.

Harris and
Scrivener
(1996)

HC

Prescribing costs at
all general practices
in England

Absolute prescribing costs increased over
the first 5 years of fundholding, by 66%

in non-FHs and by 56-59% for FHs.

Most of the reduction in the rate of
increase for FHs was obtained in the first
year of FH.

After the 3rd year, the rate of increase was
the same for both FHs and non-FHs.

Healey
and Reid
(1994)

HC

Prescribing costs
and referrals in
Grampian Health
Board: all 88
practices of which
6 1st-wave FHs, 16
2nd-wave FHs

and 64 non-FHs

No significant difference in prescribing
costs in pre- and post-reform periods for
all FH and non-FH practices.

FH outpatient referrals decreased by 7%.
Evidence that FH practices delayed cost
containment measures in pre-FH period
to gain greater drug budget allocation.

Heaney
et al.
(1994)

PBA

Referrals in 6
FH groups in
Scotland

Reduction in outpatient referrals.
Referral allocation leading to inequity due
to historical cost basis.

T%oey
(1995)

IR/
OS

Review of FH
literature and
survey of FH and
non-FH GPs

The system discriminates against non-FH
patients. FHs out of touch with patient
views.

Howie
et al.
(1993)

PBA

Prescribing in 6 FH
groups in Scotland

FH prescribing has remained stable.
Little change to outpatient referrals.
Patient satisfaction reduced slightly.

Howie
etal.
(1994)

-

PBA

Quality of care
and prescribing in
6 FH groups in
Scotland

Pain relief prescriptions remained steady
over the study period.

Referrals for joint pain fell significantly.
Quality of care for patients with pain had
been maintained in terms of consultation
time.
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Howie PBA Prescribing, Prescribing volume has reduced and the

et al. referrals, clinical quality maintained.

(1995a) care, Little change in referral activity.
administration Downward trend matched by upward
and perceptions trend in use of direct-access services.
of cost and benefit Clinical care of patients has remained
in 6 FH groups in stable.

Scotland Shift of ownership of care to primary
level has been beneficial to GPs and
patients.

Patients remain generally satisfied over
period.

Lead doctors perceptions of benefits
higher than non-lead doctors.

Howie PBA Quality of care Consultation lengths remained constant

et al. for patients in 6 overall.

(1995b) FH groups in Benefits to some patients may have been
Scotland matched by disadvantage to other groups.

Kammerling | CC Referral rates in 10 FH patients referred more quickly than

and FH practices and 22 non-FH patients.

Kinnear control practices in Some hospitals provide clinics especially

(1996) one HA for FH patients.

Kerrison CSs Private provision Considerable private provision of FHs’

and of outreach clinics outreach clinics.

Corney in FH practices No system to monitor the impact of this on

(1998) the quality and cost of services provided.

Kind oS GP views of FH in Two-tier system not justified in terms of

etal. Yorkshire region: waiting times for hospital consultations.

(1992) 364 GPs of which Quality of services advanced in terms of
34 1st-wave, 20 more practice-based services. This may be
2nd-wave, 65 more due to GP contract than to FH.
preparing for 3rd-
wave, 243 non-FHs

Kind HC Prescribing in Practice type does not seem to explain

et al. Yorkshire Region: variation between practices in prescribing.

(1993a) 101 practices. 21 The location of the practice is of greater
1st-wave significance.
fundholders

Kind (ON) Patients views on 80% patients did not know whether their

etal. FH in Yorkshire practice was an FH practice or not.

(1993b) region: 417 FH
patients and 166
non-FH patients

Leese and oS GP views on GPs dissatisfied with level of workload

Bosanquet fundholding in 6 and administration.

(1996) GP FHSAs in 38% of GPs said general practice had

different locality
types

improved since 1990 GP contract.
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Luxton AE Equity of access FH patients receive preferential

(1993) treatments.

Macrae AE Qutreach clinics FH ask for practitioners to undertake

Todd outreach clinics.

(1993)

Mahon (0N Patient choice Survey of patients before and after FH

et al. for hospital (about 300 in each case).

(1994) Level of patient choice for hospital
remains low — reforms have had little
impact.

Marks (O Survey of DPHs, 28% (n = 121) commented that FH

(1995) April 1994. scheme had deleterious effects on two-tier
system. Also a reduction in patient-doctor
trust.

Marwick IR Review of FH for FH practices get quicker and easier access

(1994) New Zealand to secondary services.

Government FH practices have more on-site services.
FH able to reduce growth in prescribing
costs more effectively than non-FHs.

No evidence of poorer outcomes, reduced
quality or reduced patient satisfaction.

Maxwell HC Prescribing patterns Both FH and non-FH practices reduced

et al. in Scotland: drug volumes prescribed.

(1993) comparison of 6 Costs rose less in FH than in non-FH

FH groups and 6 practices.

non-FH groups

Maynard IR Aspects of the Rise in prescribing costs has been short

and Bloor NHS reforms term.

(1996) FH has diversified practice-based services
but this may not be cost-effective.

FH studies are mainly descriptive and do
not use adequate controls.

Consensus that FHs gain better process
efficiency from providers.

McAvoy AE Observation of First-wave FH more dynamic.

(1993) events in 6 ‘Spectacular’ changes in services for FH

practices: 4 FH patients.

and 2 non-FH Polarisation of FH and non-FH practices.

McCullough | AE Equity of access FH patients get preferential treatment.
(1993)

Mithil AE Equity of access Two-tier system supported by

(1993) Government.
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National RM Audit of FH FH report success in reducing waiting
Audit scheme: times, getting a more responsive service
Office 110 1st-wave and and additional practice-based services.
(1994) 110 2nd-wave FH make more use of generics and
increase in drug costs lower than in non-
FHs.
Accountability could be enhanced by
more rigorous evaluation.
Budget setting inaccurate — need for
national methodology.
Little consultation between FH and HA
over purchasing intentions.
Newton oS Review of Greater responsiveness of hospital
et al. fundholding in consultants.
(1993) Northern Region: No change in patient choice.
19 GPsin 10 FH Extra staff taken on and high
practices administration time.
Uncertainty of making savings year on
year.
Peeke CcC Waiting times in No significant difference in the waiting
(1993) Oxford region times for hospital treatment between FH
and non-FH patients.
Penhale CC Prescribing costs: Mean number of asthma and total
et al. 118 non-FHs and prescriptions were lower in FH practices
(1993) 20 FHs by 15% and 8.4% respectively.
Pennington | AE Transactions costs Nottingham Non-FH Group claim that
(1995) in Nottingham costs for running as a non-FH over £3m a
year less than if they went for FH.
Petchey IR Review of first Claims of increased efficiency hard to
(1993) year of FH substantiate.
* Fundholders budgets seem over-allocated.
Petchey IR Review of Few reliable conclusions about FH can be
(1995) fund- drawn from existing research.
holding literature
Purchasing | IR Review of FH has helped to hold back increases in
in Practice literature on FH prescribing costs.
(1995) prescribing FHs may be more cautious about adopting
new and/or more expensive drugs.
Rafferty HC Prescribing patterns Prescribing costs increased throughout the
et al. in Northern Ireland; study.
(1997) 23 Tst-wave FHs, Among the FHs the rate of increase in

34 2nd-wave FHs,
9 3rd-wave FHs
and 268 non-FHs

costs after FH was lower than among non-
FHs.
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HC

(1995)

FHs, 86 non-FHs

Robinson Prescribing in First-wave FH spent less on drugs prior to
(1996) Avon: 156 GPs FH..
Second-wave FH practices were highest
spending group on prescriptions.
No significant difference in rate of
increase between FH and non-FH
practices.
First-wave FHs unable to sustain reduction
in cost growth after initial period.
Samuel AE Equity of access FH patients receive preferential
(1992) treatments.
South Bucks | RM GP referral rates Waiting time for orthopaedic operations
CHC in South Bucks: 54 12 months longer for non-FH patients.
(1994) patients of which Gynaecology referrals for appointment
24 FH, 30 non-FH longer for non-FHs although operating
waiting times the same.
Stewart- CBA Prescribing patterns Early success of FH in curbing prescribing
Brown in Oxford region: costs have not been borne out over the
et al. (1995) 8 1st-wave FH longer period.
practices and 5
non-FH practices
Surender CBA Referral patterns No significant fall in referral rates.
et al. in Oxford region: GPs may have inflated referral rates in
(1995) 10 FH practices preparatory year.
and 6 non-FH
practices
Timmins AE Inappropriate use FH practice sets up on-site shop for
(1995b) of savings income generation.
Toth et al. HC Impact on No evidence that FH had an impact on
(1997) emergency referrals: the proportion of emergency admissions.
21 FH practices
and 521 non-FH
Trimble HC Prescribing in FHs make initial savings but their costs of
and Black Nottingham: FH prescribing are now higher, and rising
(1996) and non-FH more rapidly, than non-FHs.
practices in entire Reduction in costs very small compared to
Nottingham overall costs.
district Nottingham Non-FH Group reduce rise in
costs more effectively through linked
prescribing and purchasing budget at
district level.
Whynes HC Prescribing costs FHs were more successful in meeting drug
etal. in Lincolnshire: 19 budget targets than non-FHs.

.
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Wilson HC Prescribing in FHs have reduced rate of increase in
et al. Mersey RHA: prescribing costs compared to non-FHs
(1995) 100 FHs and 312 and increased use of generics.
non-FHs
Wilson HC Prescribing costs The earlier difference in prescribing has
and not been maintained since dramatic rise in
Walley use of generics by non-FHs.
(1995) FHs still contain costs more effectively
than non-FHs.
Wisely AE FH experiences Describes own experiences with 6
(1993) in Grampian shadow FHs.
Quality changes are possible through
negotiation with hospitals.
Wright (0N FH GPs in Perceived improvement to relationship
(1994) Yorkshire RHA: with provider units and their consultants.
9 FH lead GPs

interviewed




Appendix 3: Research evidence on locality and general practitioner

commissioning
Reference Study | Topic Main findings
type*
Balogh IR Review of the Documented progress of purchasing
(1996) literature on mainly limited to operational issues in the

locality purchasing

first 2 years of the reforms.

Successful locality commissioning
dependent on policy context and existing
relationships between key stakeholders.

Balogh & ()
Thomasson
(1995)

Locality
commissioning in
Northumberland

Pressures over agreeing contracts meant
that locality GPs' lists of priorities
remained unfulfilled.

Without additional resources,
achievements could only be made in
marginal ways.

Black et al. CS
(1994) 1994

Non-FH in
Nottingham

As a large purchaser but with low
management costs the group claimed to
have secured access to quality secondary
care without incurring inequity of
access.

Many of the benefits of GP fundholding
(responsiveness, choice and quality)
could be achieved without joining the
scheme.

British OS
Medical
Association
(1997)

GP involvement in
the commissioning

69% of LMCs compared to 45% of HAs
thought that GPs had a positive impact on
process HA purchasing.

Crail IR
(1997)

Locality
commissioning
simulation exercise

Revealed a conflict of interest for GPs
between their roles as commissioners and
providers of services.

Danger that conflicting commissioning
decisions by different groups will act
against the public/patient interest.

Dixon CS
et al.
(1996)

GP commissioning

Significant improvements were achieved
in waiting times and their management
costs were approximately half as great as
those of FHs.

* For acronyms, see Abbreviations on page viii
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Eve and CS Pilot study of 8 e Monitoring of quality by GPs is likely to

Hodgkin non-FHs who sought provide an independent source of

(1991) to collaborate in objective, valid information, without the

monitoring quality need for FH.
of care

Freake (&) Involving local Involving patients in locality

etal. community groups commissioning has led to the

(1997) in locality identification of locally relevant priority

commissioning areas.
in Newcastle

Glennerster | CC Comparison of FH more successful then non-FH in

et al. fundholding with solving problems they had identified.

(1996) alternative HA-led Non-FH less likely to push for

purchasing models change if benefits did not accrue to whole
area.
Those non-FH schemes which most
resembled FH were the most successful.

Graffy and oS GP participation Most GPs and managers thought that the

Williams in an HA’s forum was responsive.

(1994) purchasing forum 75% of quality targets and 55% of service

in Hackney developments were contributed to by GPs.

Ham CS Review of 6 Data requirements were considerable.

(1992a) locality purchasing Complicated to devolve budgets equitably.

projects around Lack of infrastructure to support schemes.

Ham the country

(1992b)

Hine & CS Locality 20 initiatives were identified that had

Bachmann commissioning changed services to patients.

(1997) in Avon Locality commissioning had selectively
changed services with limited extra

* funding.

Hudson- CS Locality GPs appeared to have had more of an

Hart et al. commissioning advisory and informative role rather than

(1997) being directly responsible for purchasing.

Jankowski CS GP involvement Most of the benefits reported were in

et al. in locality primary and community services.

(1997) commissioning Some GPs reluctant to take on extra work.
Lack of clarity about what locality
commissioning was trying to achieve.

London IR The influence of No clear difference between FH and GP

Health GP commissioning commissioning in terms of innovation.

Economics and FH on HAs appear to be the best adapted to

Consortium innovation in the promoting innovation.

(1996) NHS
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Murray
(1993)

Literature review
of alternative
models of locality
commissioning

Locality commissioning appears to provide
a more sustainable basis on which to
involve GPs closely without the need for
FH.

Office for
Public
Management
(1994)

CS

Evaluation of a
locality purchasing
scheme in London

Savings were achieved for the same level
of activity.

Specific service gaps filled.

Improved access to some services.

Only limited GP participation.

Pickin and
Popay
(1994)

CS

Review of locality
purchasing
schemes in England

No obvious relationship between the level
of costs and benefits between different
schemes.

Locality commissioning seemed to
improve integration between primary and
secondary care.

Primary
Care
Support
Force
(1996)

CcS

GP involvement
in commissioning

GPs complained that despite clear
evidence of the potential benefits of
changing provider, HAs were unwilling to
move contracts.

Only 39% of GPs felt they had a role in
making decisions.

Less than a third of GPs believed their
involvement led to greater responsiveness
to patients/public.

Mixed views on how accountable GP
groups were to the public and HAs.

GPs rated liaison with providers as the
most effective model of involving GPs in
commissioning.

GP involvement ended unnecessary
duplication of some services.

Salfield
(1997)

AE

Locality
commissioning

Locality commissioning may be a way to
ensure equity, if budgets are set fairly.

7 Shapiro
et al.
(1996)

S

GPs involvement
in commissioning

The form and style of HA leadership was
considered vital to the effective
relationship between GPs and HAs.

Smith et al.
(1997a)

CS

Primary care led
commissioning
and provision in
the West Midlands

Fieldwork revealed a vast array of
initiatives with primary care.

Diversity is to be encouraged in the
absence of definite evidence on the
benefits or otherwise of various schemes.

Smith &
Shapiro
(1996)

Smith &
Shapiro

L(1997)

CS

Evaluation of
locality
commissioning in
County Durham

There were achievements in terms of
service changes and the development of
new relationships and alliances.

There was some evidence of localities
seeking the views of patients on a local
basis in planning services.
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Wainwright | IR GP commissioning | e The existence of localities should not

(1996) exclude the possibility of district-wide
service reviews and strategic planning.

Willis Ccs/ Evaluation of 4 GP | e Participants claimed that GP

(1996) IR commissioning commissioning was ‘cost-effective’ and

groups

brought about significant quality
improvements.

e However, it is unclear how cost-

effectiveness was measured.




Appendix 4:

Research evidence on total purchasing

Reference Study | Topic Main findings

type*
Baxter CS Budgetary and risk Most TPPs were able to keep within
etal. management of budget.
(1998) TPPs
Bevanetal. | CS Budgetary and risk Most TPPs were able to keep their
(1998) management of spending within budget.

TPPs However, only one third had agreed
protocols for modifying spending within
budget.

Dixon CS Accountability Loose informal framework of
etal. framework for accountability.
(1998) TPPs TPPs have focused most on financial
accountability.
Harrison CS One TPP in The TPP has tended to concentrate
(1997b) West Yorkshire attention on maintaining local acute
services.
Mahon CS How TPPs inform Poor activity and cost data have hampered
et al. themselves for many TPPs’ attempts to change services.
(1998) purchasing
Mays, etal. | CS Management costs Direct management costs associated with
(1998a) of TPPs total purchasing in the first live year varied
from £0.02 to £6.97 per capita.
Larger TPPs are more costly in total to
manage but multi-practice TPPs are no
more costly to manage per capita than
single practice TPPs.
Mays et al. CS Achievements of 82% of TPPs achieved their objectives in
(1998b) 1st-wave TPPs in relation to developing primary care but
their first live year only 33% achieved mental health
objectives.
Newbronner | CS Doncaster Primary Transactions costs of the project were
(1996) Care 2000 project relatively high.
None of the GPs involved in the project
believed that TP would prevent them from
accepting potentially expensive patients
onto their lists.
Possibility of fragmentation in planning
and provision because not all GPs in the
area were part of TP.
Raftery & cs/ Total purchasing Evidence from 11 TPPs to suggest that TPPs
McLeod CcC and hospital have made progress in reducing the
(1998) activity changes number of occupied bed days.

* For acronyms, see Abbreviations on page Viii
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Robinson
et al.
(1998)

TPP contracting

30% of 1st wave TPPs did not take control
of a budget in 1996/7.

Total
Purchasing
National
Evaluation
Team
(1997)

National Evaluation
of Total Purchasing:
preparatory year

The costs of the preparatory year of TP
ranged from £0.26 to £8.05 per capita;
both lower than the fundholding average.
Limited evidence to date on whether
quality of services has improved.

Limited evidence of a strong accountability
framework other than for financial
accountability.

Walsh
(1997)

Berkshire
integrated
Purchasing Project

Little evidence of service efficiency to date.
Some evidence that patient satisfaction
among TPP patients higher than
comparator patients.




Appendix 5:

Research evidence on trusts

Reference Study | Topic Main findings
type*
Adams CS Financial regime Financial regime contains perverse
(1995) incentives which punish efficient
providers.
Appleby RM Management costs The absolute increase in NHS senior
(1995) managers between 1987 and 1991 was as
great as that between 1991 and 1994.
Appleby IR Cost-Weighted CWAI fails to include any activity not
and Little Activity Index counted in Korner statistics which acts as a
(1992) (CWAI) disincentive to innovation.
Accuracy of raw data used in its
calculation is questionable.
Calculations of finance distorted by
inclusion of non-recurrent funding.
Appleby PBA | Managed Conditions existed for competition to take
et al. competition place in 1991/92.
(1994)
Ashburner OS Accountability A large proportion of trust non-executives
(1994) have a business background.
Over half have had recent involvement
with the voluntary sector.
There was significant under-representation
of minority ethnic groups.
Association | AE Accountability Trust boards threaten accountability.
of CHCs of The solution is to have CHC
England and representatives on trust boards.
Wales (1989)
Association | AE Two-tierism Gave several examples of trusts having
of CHCs of preferential access policies for GP FHs.
England and
Wales
(1994)
Audit IR/ Management costs Defining what should be counted as a
Commission | RM management cost is not straightforward
(1995) because the cost of managers is not the
I same as the cost of management.

* For acronyms, see Abbreviations on page viii
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Bartlettand | CC Trust unit costs Trusts have lower costs than DMUSs, but:

Le Grand first-wave trusts were a self-selected group

(1992, with lower costs prior to trust status and

1994a, second-wave trusts have lower costs due

1994b) to case mix, size, patient flow and
location.

Caines AE Trust freedoms Trusts have had their proposed freedoms

(1994) curtailed and this has limited their
effectiveness.

Centre for CC Trust freedoms Trusts have had fewer freedoms than grant-

the compared to maintained schools or housing

Evaluation housing associations.

of Public associations

Policy and and grant-

Practice maintained schools

(1995)

Clarke and IR FCEs FCEs have a tendency to inflate activity.

McKee

(1992)

Clinical CcC/ Quality of care DMUs generally admit patients through

Standards RM/ | for specific A&E slightly quicker than trusts.

Advisory CS services Good providers of services for

Groups schizophrenia tend to be found in the

(1993- same areas as good purchasers.

1995)

Francombe | OS Two-tierism 88% of London doctors believe FHs get

(1996) better treatment from trusts.

Government | RM Management costs Increase in management costs more due to

Statistical reclassification of existing clinical posts

Service than an increase in bureaucracy associated

(1994, 1995) with the creation of the internal market.

Ham IR Accountability Trusts are symbolic of a blurring of

(1991b) and boundaries between public and private

privatisation sectors.

Labour AE Accountability The Conservatives have filled trust boards

Party with their supporters.

(1992)

Labour AE Management costs Expenditure on managers’ cars rose 350%

Party after the introduction of the internal

(1994) market.

Marks (eN Quality of care A majority of DPHs felt that services had

(1995) improved following the introduction of

trusts.
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Moonie and | IR Management costs Expenditure on bureaucracy likely to
Galbraith increase as a result of the internal market.
(1989)
NHS RM Activity levels More patients have been treated since the
Executive NHS reforms.
(1994c,
1995)
Propper IR Managed Only 8% of acute providers had a
(1995a) competition monopoly of general surgery,
orthopaedics, ENT and gynaecology inside
a 30-mile radius.
Competition did not take place.
Bilateral monopolies between purchasers
and providers formed.

Radical RM Activity levels Increase in FCEs fraudulently passed off as

Statistics an increase in patients.

Health Increased FCEs part of longer term trend

Group due to changes in medical practice rather

(19923, than the reforms.

1992b,

1995)

Seng et al. IR FCEs FCEs have a tendency to inflate activity.

(1993)

Shaoul RM/ | Financial regime Charging for capital has negative effects for

(1996) IR choice, equity and quality.

Smee RM Introduction of Trusts do not uniformly have higher day

(1995) efficient techniques case rates than DMUs.

and length of Trusts have not uniformly reduced waiting
waiting time times quicker than DMUs.

Soderlund CBA | Trust unit costs Costs decreased with the change from

et al. directly managed to trust status.

(1997) Some hospitals may have been
intentionally unproductive before
becoming trusts so that large
improvements could be shown on change
of status.

Traynor oS Trust freedoms Trust managers have felt increased

(1995) freedom to make decisions.

Wall IR Effect of trusts on Administering the internal market would

(1994) efficiency and be likely to increase management costs.

quality Different trusts have conflicting incentives
which may damage the continuity of
patient care.
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The 1990 NHS and Community Care Act was the most radical
upheaval of the NHS since its foundation 50 yeérs ago and
attracted world-wide attention. Learning from the NHS Internal
Market draws upon a comprehensive review of the evidence on
the impact of the main elements of the NHS reforms - health
authority purchasing and local commissioning; GP fundholding and
total purchasing; and NHS trusts - to answer the following
questions:

® Did the reforms improve health services or did they destroy the
principles of the NHS?

® How far did competition occur?

® What was the impact of the internal market on efficiency,
equity, choice and responsiveness, quality and accountability?

@ Did the Labour Government’s 1997 plans for the NHS
demonstrate that lessons had been learned from the

experience?

The book will be essential reading for health services researchers,
policy analysts, managers and anyone interested in the impact of
major health care reform.
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