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Abstract

This thesis examines the role of General Practitioners (GPs) as purchasers within the

National Health Service (NHS).

The GP purchasing role is considered in the light of two market policy objectives
which are explored within the broader context of the nature of the purchaser-provider
relationthi”p in terms of both its content and process. The two policy objectives,
outlined in the Government’s White Paper “Working for Patients” (Department of

Health 1989), are that GPs would stimulate: (1) improved efficiencies in secondary

care services; and (2) a transfer of resources from secondary to primary care.

The study adopts a qualitative approach, gaining insight into purchasing relationships
by way of interviews and non-participant observation, and by interpreting the data both
inductively and deductively. Economic and social theories, in particular transactions
cost theory and network theory, are used as a framework for the fieldwork and to

inform the analysis and discussion.

This thesis argues that GPs have fulfilled the two original market policy objectives of
stimulating secondary care efficiencies and resource transfer from secondary to primary
care. The means by which they have achieved this, however, 1s not via neoclassical
contracts negotiated in a competitive market context, as market proponents envisaged,
but through economically efficient, relational contracts within ideologically/culturally
and socially embedded networks, for which the market policy has been a catalyst.
These networks have developed at an inter-GP practice and at a purchaser provider
level, and are characterised by knowledge creation, innovation, learning, service

(re)design, partnering and the pursuit of economic and social goals, in particular the

enhancement of professional autonomy.

The study affirms the need for a socio-economic perspective in organisational studies,

and suggests directions for theory development and future research which can follow

from this study and which will further understanding and analysis of network relations

and of the NHS context in particular.
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Introduction

In 1990, Great Britain’s National Health Service (NHS) was the subject of
fundamental market reform. The creation of a market for health services, as
articulated in the white paper “Working for Patients” (Department of Health 1989),
represented one of the most important developments in social policy in recent years
(Wistow and Hardy 1996) and served as one of the most fundamental changes ever to
the "business’ of general practice (Bevan and Marinker 1989; NHS Management
Executive 1992; Duggan 1995). |

Two central objectives of the reform were to improve the efficiency of secondary
health care services (ie, improved efficiency of resource utilisation), and to encourage
the transter of resources from secondary care into primary care. These objectives
were to be achieved through competitive pressures brought to bear by the

discretionary purchasing activities of health service purchasers who were expected to

seek out providers offering the cheapest services.

Two types of purchasing agent were created to enact this purchasing role: large district

purchasers and small general practice purchasers. General Practitioner (GP)
purchasing, the focus of this study, was exercised, in the first instance, through a
voluntary budget-holding scheme (GP fundholding) (Department of Health 1989).
Practices who entered the scheme recetved budgetary control over staff costs,
prescribing costs and certain secondary care services. They were then expected to
engage in annual contracts with secondary care providers and to “negotiate the best

deals they can” (Department of Health 1989:51) for their patients.

In 1994, the GP purchasing role was augmented in two ways (NHS Executive 1994).
(1) the GP fundholding scheme was extended in order to embrace smaller practices and
to offer fundholding schemes which differed in terms of the scope of their budgetary
control (community/primary care fundholding and total fundholding); and (2) non-




fundholders were embraced in the purchasing process by being given a role in

contributing to Health Authonity (HA) (or in Scotland, Health Board (HB))

commissioning’ .

The creation of this NHS market, and in particular the purchasing role, not only
presented health service practitioners with a weighty and ongoing agenda for change,

but posed interesting macro and micro level challenges to the discipline of health

services research (Ham 1994a; Ham and Maynard 1994; Coulter 1995; Laing et al.
1996) and also to other disciplines such as social policy (Le Grand and Bartlett 1993;
Bartlett et al. 1994), economics (Donaldson 1993; Propper 1993; Matsaganis and
Glennerster 1994; Maynard 1996), management (strategy and marketing) (Ferlie 1992;
Prowle 1992 Freemantle, Watt, and Mason 1993; Ashburner, Ferlie, and FitzGerald
1996; Laing and Cotton 1996) and accounting and finance (Ellwood 1995, 1996;

Lapsley, Llewellyn, and Grant 1997). At a macro level, debates ensued concerning
issues such as the structure of the market (Bartlett 1991; Ham and Maynard 1994;
Hunter 1995), the extent to which purchasers would have sufficient degrees of power
to negotiate with providers (Le Grand and Bartlett 1993; Ham 1994a; Ham and
Maynard 1994), the availability of purchasing information (Propper 1993; Deakin and

Walsh 1996) and the transactions costs of a market-based contracting system (Ham

1994b: Deakin and Walsh 1996). At a micro level, issues included the ethics of the

fundholding scheme (Glennerster et al. 1994), whether GPs had appropriate purchasing
skills (Bowie and Harris 1994; May and Robinson 1995), and whether patients of
fundholders would be given preferential treatment (Bartlett et al. 1994; Glennerster et

al. 1994).

Attempts to research, evaluate and reflect on these issues have needed, however, to
contend with several difficulties. The government, for example, was opposed to
conducting any formal evaluations of fundholding (Robinson 1994). Simultaneous
policy changes (Le Grand 1994) and ongoing injections of resources into the NHS

(Petchey 1993) then made it impossible to isolate market factors from other influences.

! Commissioning and purchasing are terms which have differing definitions and are explained 1n
Chapter 2 (sec 2.6).




Nevertheless, despite these problems, a body of evidence began to grow.  The
evidence as it relates to GP purchasing suggested, however, that GPs had not changed
their referral patterns and were not concerned with stimulating hospital efficiencies but
had managed to initiate some transfers of resource from secondary to primary care and
were active in improving service quality. Furthermore, GPs were proving to be non-
price sensitive, reluctant to exercise buyer power and to switch provider, and were

actively loyal to traditional, usually local, providers with whom they collaborated.

Whilst the research evidence revealed consistent findings, it also raised a number of
questions about the underlying rationale for GP purchasing behaviour and the nature of
their purchasing role. It was not clear, for example, whether GPs were disinterested
in improving hospital efficiency or whether they might be creating pressures for
efficiencies through some means other than formal contracting. It was also unclear
how GPs were improving service quality and the nature of their relationship with their

providers, the rationale for provider loyalty and their opposition to switching were only

partially understood.

In response to these questions and the original policy objectives, this research aimed 7o
explore the role GPs are performing as purchasers and to identify which of the
purchasing-/market-related issues are of particular concern to them. More
specifically, it sought to consider whether GPs are seeking to stimulate efficiency in
secondary care, to find out whether GPs are seeking to initiate the transfer of resources

from secondary to primary care and to understand the relationship between GPs (as

purchasers) and hospital Trusts (as providers).

The pursuit of this research aim using a qualitative methodology, enables this thesis to
make a number of empirical, methodological and theoretical contributions. Personal,
local and NHS system-level socio-economic goals which motivate GPs are identified
which contribute to previous explanations of purchasing behaviour. Insights gained
through non-participant observation go on to show the ways in which pursuit of these

goals has an effect upon efficiency and quality improvements as well as resource

transfer. Exploration of the purchasing relationship in terms of content and process

further identifies important collaborative processes and network properties which




contribute to innovation, learning and knowledge creation within purchasing

relationships and thus allows a more informed evaluation of the purchasing function.

This study also makes a contribution to organisation theory by integrating economic
and social theory in order to understand GP purchasing relationships. In so doing, 1t
identifies network characteristics which encourage collaboration and which render

networks an efficient form of organisation, and identifies certain limitations in the use

of transactions cost theory, suggesting ways in which the theory needs to be further

developed.

Other contributions concern the methodology and directions for future research. The
thests demonstrates the importance of observation techniques in the study of
individual/organisational interaction and dynamic processes, and suggests two
perspectives which could be developed directly from this study and adopted in future

studies of general practice organisation and GP networks.

This thesis begins by explaining the historical and theoretical development of the NHS
market and the purchasing models which were adopted, and emphasises the ways in
which the role of the GP as an agent for change has become a central tenet of health
service policy (Chapter 1). Key issues arising from market implementation and 1ts
social context are then discussed: firstly as they are dealt with in the NHS context
(Chapter 2) and secondly as they can be understood from the perspective of particular
social and economic theories (Chapter 3).  Attention then turns to consider the
empirical evidence concerning GP purchasing and fundholding and the research

questions which arise from reviewing the evidence (Chapter 4).

Following these background and theoretical discussions, consideration is then given to
the qualitative methodology employed in this research (Chapter 5). The interview,
observation and analysis processes which were adopted are explained and attention 1s

given to the limitations of the research before progressing to discuss the study’s

findings. The findings are presented as they relate to three relationship dimensions:
the GPs’ views of their purchasing role (Chapter 6); the interaction between GPs and

their providers (Chapter 7); and the relationship between GP practices (Chapter 8).




These discussions identify motives behind purchasing behaviour and characterise the

content of, and processes within, inter-organisational purchasing relationships.

Key findings are then reintegrated with the economic and social theory introduced
earlier (Chapter 9). These discussions identify important theoretical issues which arise
from the study and suggest ways in which the theory can be developed. The study is
then drawn to its conclusion by way of a summary of the findings as they relate to the
research aim and to the research gaps identified earlier (Chapter 10). The concluding
discussion is integrated with a presentation of the study’s contribution in terms of
policy, managerial, methodological and theoretical implications, after which the thesis

closes with suggestions for future research directions.



Chapter 1

The Case for Market Reform - Policy &

Economics




Introduction

In 1989 the government published “Working for Patients” (Department of Health
1989b), the policy which brought the NHS market into being and heralded the most

radical reform to have been brought to bear upon the NHS in its entire history. The
market was introduced in response to growing financial pressures on public spending.
In order to stem the flow of funds into the NHS, a split was created between
puréhésing and providing functions. Purchasing became the responsibility of district
health authorities/health boards and the newly created budget holding General
Practitioners. These purchasing agents were to be the engine to drive the reforms.
They were expected to stimulate competition between providers thus creating
efficiencies, driving down costs and improving quality. They were also expected to

stimulate a more efficient allocation of resources between primary and secondary care.

This introductory chapter explains the theory behind the market and in particular
behind the purchasing models adopted, whilst emphasising the underlying importance
of improving NHS efficiency. It does so by presenting an historical perspective on
the reforms which traces the formulation of the market notion and the origins and
development of the purchasing models. The chapter places particular attention on the
contribution of a non-government think tank, the Office of Health Economics, to the
market ideas; a contribution not generally recognised in reviews of the reforms.
Within this context, the chapter also discusses the central role of the GP as a

purchaser in the market place and as an agent for change.

1.1 The Climate for Market Reform

The 1990s have been a time of radical change within the NHS during which a health
care market was established and subsequently dismantled. The market was created in
order to stimulate improved efficiencies in the allocation and utilisation of resources
(Spurgeon 1993). The underlying philosophy represented a belief by the Conservative
government that the NHS contained pockets of inefficiency and needed to be subjected
to economic incentives and competitive forces in order to make efficiency gains and

contain the level of public spending on health services (Spurgeon 1993, Maynard

1994)



1.1.1 The Resource ‘Problem’

Since the creation of the service in 1948, demands for increased public funding have

grown, contrary to the expectations of the service’s founder, Aneurin Bevan. Bevan
had believed that there was a fixed pool of ill health which would disappear if
treatment was provided and that the cost of the NHS would thus reduce after initial
backlogs of ill health had been eliminated (Teeling Smith 1984a; Vaizey 1984). On the
contrary, however, demands for health services have increased. The UK has been
faced with a growing elderly population, consumers have become increasingly
educated about their rights to health care, and the costs of medical technology

continue to increase (Teeling Smith 1984a; Enthoven 1985).

Two arguments have emerged in response to this increased demand and the
Government’s desire to contain costs. The first is that the NHS is under-resourced
and cannot cope with demand without continued investment. The second is that it is
inefficient in the way in which resources are allocated and utilised.  Such claims were
made as early as 1956 when, for example, the Guillebaud Committee (commissioned
by Sir Winston Churchill) reported that the NHS was under-resourced because its
founders had failed to take proper account of the impact on costs of demographic
change and inflation (Klein 1989). However, there was little strategic response to the
committee’s observations. Instead, the government at the time placed its emphasis

upon “keeping the machinery running, on care and maintenance rather than innovation

and change” (Klein 1989: 44).

Despite a subsequent period of rapid growth in public expenditure during the 1960s

and early 1970s, debates about allocative efficiency and resource utilisation increased.
The period became marked by an “emphasis on efficiency and rationality in the use of

resources... the development of an ideology of efficiency and the idea that policy
should be directed towards squeezing the greatest possible output of health care ... out
of an inevitably limited input of resources.” (Klein 1989:64). The then health mimster
Enoch Powell (within the Macmillan government) also acknowledged that the NHS’
capital stock had become run down due to a lack of modernisation since the war and

there was no mechanism by which strategic priorities could be identified and



implemented. Enoch Powell’s reflections and his proposed solution marked the
beginning of administrative/structural reforms which in turn were the prelude to the

managerial reforms of the 1980s (Klein 1989).

L.1.2 Administrative Reform

In 1974, an administrative arrangement was put in place whereby in England there
were 14 Regional Health Authorities (RHAs) who were responsible for planning,
finance and buildings. Below the RHA were smaller Area Health Authorities (AHAS).
A separate agency, the Family Practitioner Committee (FPC) was set up to manage the
4 branches of primary care: general practice, dentistry, pharmacy and optometry. The
arrangements in Scotland were slightly different. The regional functions (eg building

division, ambulance and blood transfusion services) were performed by the Common

Services Agency (CSA), District Health Authorities (DHAs) were known as Health
Boards (HBs) and there was no separate FPC. Responsibility for primary care was
contained within the HB remit. A new formula for allocating funding was then
developed in 1976 and funding targets were set based on demographic data. This
structure was altered in 1982 under the Thatcher government. AHAs were abolished

and 190 DHAs were set up under the existing RHAs. A review system was also
implemented and authority was delegated from the AHA level to individual hospital

managers. In other words, a degree of decentralisation was introduced in order to

enable the 1974 structure to function more effectively (see figures 1.1 and 1.2).

Figure 1.1: NHS Structure in England 1974/82-| | Figure 1.2: NHS Structure in Scotland 1974-1990

1990
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1.1.3 Managerial Reform

Subsequent changes during the remainder of the 1980s were, however, markedly
different. Whilst earlier reforms had addressed administrative systems, a change of
ethos 1n favour of general management occurred in 1984 (Pettigrew, Ferlie, and
McKee 1994) such that by the end of 1985, general managers began to appear in the
hospitals, challenging former management systems controlled by health professionals.
This policy change was not only to affect structural change “but more ambitiously it
was to change roles, ‘ways of doing things’, create a new cadre of ‘leaders’ who could
energise decision making and even produce ‘a new culture’.” (ibid. pp31-32). At the
same time, a Government level Supervisory Board and Management Board (known as
the National Health Service Management Executive (NHSME)) was installed to
enhance the co-ordination and central leadership of the NHS. Between 1985 and
1989, the use of performance indicators and management budgets for clinicians were
implemented, and the management mode moved from (clinical) consensus management

to (managenal) hierarchical control.

Despite the administrative reforms of the 1970s and the managernal reforms of the
1980s, demands for increased NHS resources continued. By the mid 1980s, it was

clear that the NHS was still proving to be ‘excessively’ resource intensive.

1.2  Health Care Reform - The Politicians’ Economic Dilemma

The creation of a market for health care was a direct and explicit response to the
government’s continued need to limit the amount of government spending on health.

The Government stated in its white paper for the market that:

“Throughout the 1980s the Government has ... presided over a massive
expansion of the NHS. It has ensured that the quality of care provided and the
response to emergencies remain among the best in the world.  But it has
become increasingly clear that more needs to be done because of rising demand
and an ever-widening range of treatments made possible by advances in medical

technology. It has also increasingly been recognised that simply injecting more
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and more money is not, by itself, the answer.” (Department of Health 1989b:2
para. 1.4)

Although the reforms stemmed from an NHS review instigated in 1987 by the then
Prime Minister Mrs Thatcher, this chapter discusses two initiatives to examine NHS
structures which occurred in parallel and which formed the basis of “Working for
Patients”.  One initiative was co-ordinated by the Office of Health Economics

(OHE)". who established a ‘think tank’ to begin developing ideas about NHS reforms.
Around the same time, Professor Alain Enthoven an American sociologist?, was invited
by Gordon McLachlan, Secretary of the Nuffield Provincial Hospitals Trust, to review

the management and organisation of the NHS.

1.2.1 The OHE ‘Think Tank’

Prior to Mrs Thatcher’s review, the OHE had recognised the need for NHS reform and
so brought together representatives from the pharmaceutical industry, the Kings Fund’,
the Department of Social Security and a number of Universities, to discuss the
economic problems facing the NHS and to consider possible solutions.  Two
particular meetings served as the forum for developing the market ideas. At the first

meeting in 1984, the group took its direction and focus from Lord Vaizey (the

Principal of St. Catherine’s Foundation) who had said,

“...1t 1s not too soon to be looking at how Britain’s National Health Service
should be developed to cater for the situation which can be expected in the
1990s ... An NHS conceived to deal with the medical and social problems

which existed in the 1930s and the 1940s cannot be expected to cater for the

problems of the 1990s.” (quoted in (Teeling Smith 1984a:3)).

' An autonomous organisation set up in 1962.

> Enthoven is professor of public and private management at the Graduate School of Business,
Stanford University.

3 The King’s Fund is an independent charity which undertakes health policy research and analysis
and which promotes good practice in health and social care. It is based in, and focuses its work on,

London.
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The group, chaired by George Teeling Smith (Director of the OHE), i1dentified seven

crucial problems with the 1946 Box 1.1: Problems with the 1946 NHS Act

. e The NHS was planned to deal with acute disease
NHS A | . P !
ct (See Box 1 1) which like Tuberculosis and other infectious diseases

they felt they needed to address which prevailed at the time.
 The NHS was to be primarily hospital based.
although they recognised their o It was a development of the earlier ‘poor law' or

‘panel’ health insurance schemes.

options were restricted. Private  |e [t was planned to be acceptable to a relatively non-

¥ affluent society.
and insurance based systems of |, [ "0 " 0 ed the NHS health care priorities
payment would undoubtedly be would be self selecting.
_ e It was based on relatively low technology medicine
rejected so “... if neither private in the 1930s.

® It assumed professional dedication to the cause of

enterprise market-oriented caring for the sick. (Teeling Smith, 1984)

health care nor insurance-based

pre-paid systems could solve the problems of the NHS, it is clearly time to examine

other avenues.” (ibid. p.5)

Whilst acknowledging some need for additional NHS funding, the group sought to
consider "new economic principles in relation to its organisation" and "to stimulate
economic experiments within Britain to test some of the new approaches which
economists and others have recently suggested to try and tackle the urgent problems of
the National Health Service" (Teeling Smith 1986c¢:3). Previous administrative
reforms had, in Teeling Smith's view, failed to improve efficiency so three new

approaches were proposed:-

1. greater efficiency
2. better allocation of resources

3. possibility of attracting alternative sources of funds for health care

To this end, group members brought various ideas to the meeting and in his account of
the discussions, Teeling Smith drew attention to two in particular which the group had

favoured. The first was that competition might be injected into the system:

"Competition versus control
A great deal of discussion centred on the role of competition in improving the

quality and efficiency within the NHS.  Although competitive sources of
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funding (ie multiple insurance funds) were agreed to be irrelevant, this was by
no means the case in respect of a multiplicity of providers ... If some form of

effective competition could be introduced between different parts of the Health

Service it could introduce the best features of a market system ...” (p34)

The second idea was that the role of general practitioners be augmented particularly by

way of budget holding:

“Developments in general practice

The most important and interesting part of the discussion dealt with the future
role of the General Practitioner ... For the future, it was predicted that General

Practice would become even more important ... However, there will need to be
changes if General Practitioners are to exploit to the full their potential role in

improving the quality of care in Brnitain. First, it was emphasised that the
General Practitioners' contract must be made more meaningful. At present 1t
was largely a description of how they should be paid; 1t devoted too little
attention to what their objectives should be. In connection with their contract,
there was some suggestion that General Practitioners should in future be

salaried employees of the NHS ...

The General Practitioner as a 'budget holder’

Within the discussions on general practice another speculative and fascinating
idea emerged. This was that the GP should in a very real sense become a
Budget Holder' for the whole of the health service. That is, funds for health
care should be channelled through the General Practitioner instead of being
distributed downwards from the DHSS, through Regional and District
Authorities ..." (Teeling Smith 1984b:34-36)

The importance of general practice was further reflected in the fact that the second of
the OHE meetings (in October 1985) concentrated specifically on general practice.
The groups’ membership altered to suit the emphasis on general practice and included
members of the Royal College of General Practitioners and the Department of Health

and Social Security, practising GPs, university academics and journal editors. Their
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discussions ranged from the role of primary health care teams, health promotion and
GPs as micro-epidemiologists to the future of training in general practice and the
nature of illness. Crucially though, it was at this meeting that Alan Maynard proposed
the idea of budget holding GPs (Maynard 1986: T'eeling Smith 1986a).

Maynard suggested that general practitioners should become the ‘budget holders' for

the NHS on the basis that:

" ..when a general practitioner sent a patient to hospital, the practitioner would
at the same time be allocating part of his budget to cover the cost of the

hospital treatment ... the more efficient hospital departments would attract
extra patients, and, at the same time, extra funds. Less efficient units would
attract fewer patients and would decline and eventually be closed. There would
still need to be some central overall control to ensure a fair geographical
distribution of resources, but within a much looser central planning system

market tforces would again stimulate efficiency and improve the quality of care

..” (Teeling Smith 1984a:13-14)

Maynard also proposed that GPs be encouraged to compete with one another and that
additional income be used to “buy-in' hospital and other services as needed. Such
services could be bought in from the private or the public sector whichever 1is

cheapest." (Maynard 1986). Maynard also believed that there would be sufficient
incentives to ensure that GPs would manage resources efficiently. For example,

careless use of drugs, diagnostic tests or hospital care would impose direct opportunity

costs on the GP by reducing the resources available for alternative uses.

1.2.2 Alain Enthoven’s Reflections on the NHS

That some form of health care purchaser be created was also the conclusion reached by
Alain Enthoven following his review of the NHS. ‘Rather than GP budget holding,
however, he recommended large district purchasers based on the American Health

Maintenance Organisation (HMO) model (Enthoven 1985) . HMOs cater for a
population of around 500,000 patients providing them with a comprehensive list of

medical services on a per capita basis. HMOs prosper by keeping their patients

14



healthy and satisfied and if any patients are dissatisfied, they can move to an alternative
HMO (Newman 1995). Enthoven proposed that the DHAs operate in the same way as

HMOs, receiving a per capita allocation of resources. They would then be free to

provide or to purchase the care for their population from other (public or private)

organisations and more efficient districts could sell services to less efficient districts.
He believed that the market would mean « . managers would be able to use resources
more effectively; they could buy services from producers who offered good value and
use the possibility of buying outside as bargaining leverage to get better performance

from their own providers” (Hudson 1994). (Chapters 2 and 3 discuss fundholding
and HA/HB purchasing in more detail.)

1.2.3

Improving NHS Efficiency - The Introduction of Market Forces
Both the OHE and Enthoven’s recommendations included the introduction of market
forces in order to improve NHS efficiency and to do so, as Glennerster later pointed

out, within a spending limit (Glennerster 1995),

“... The UK health reforms were not concerned with halting the rise in health
costs. Cost control had already been achieved. Rather, the reforms were

aimed at coping with the consequences of imposing limits to the growth in

health spending.”

Teeling-Smith was all too aware of the social context of the NHS and the likely

opposition to market forces. He considered that market solutions were unpopular
because they were seen on the one hand as a challenge to the independence of the

medical profession and on the other as a threat to the integrity of the National Health
Service (Teeling Smith 1986b)  As the following excerpt demonstrates, after

discussion, a specific type of market was regarded as the optimal solution:-

“It has often been pointed out that there are in principle only two ways of

allocating resources. One is through the market, where people buy what they

want provided they can afford it. The other is through a bureaucracy, in which

resources are allocated centrally, usually in the belief that in that way they will

be more equitably distributed.
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Unfortunately, it seems to be inevitable that any large bureaucracy should
contain pockets of inefficiency. Things are done according to the rule book
rather than according to common sense: outdated practices continue because
no one has the entrepreneurial initiative to challenge them: and without local

ways of measuring efficiency and performance personnel may sometimes be

- poorly motivated to do what is best for the organisation as a whole.

1.2.4

On the other hand, the market mechanism on its own is wholly inappropriate
for the allocation of health care resources. Those most in need are usually
those least able to pay for treatment or care. For this reason, almost all of the
advanced countries in the world have comprehensive pre-payment schemes for

the provision of health services. The British National Health Service is just one

variant of the schemes which exist in other countries.

It has recently been suggested that the conflict between the unfairness of a
market system for purchasing health care and the inefficiency of a

bureaucratic system of central allocation can be resolved. The proposed

solution has been referred to as an internal market within the National Health

Service.” (1bid. p12)

A Market for Health Care

It was not long before the proposed internal market solution was adopted. In 1989, the

government published its proposals for the internal market (Department of Health

1989b) in which it created a purchaser-provider split, introduced purchasing agents

and established independent hospital trusts.

Key features of the market were:-

e NHS hospitals could volunteer to become independent of the Health

Authority, and to adopt Trust Status. In so doing, Trusts became directly
accountable to the NHSME.
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* DHAs and HBs were to focus on purchasing, from the public or private

sector, the services needed for their patient population and ceased to have

responsibility for managing those NHS hospitals which became Trusts®

 General Practitioners could volunteer to become budget-holders and

purchase a limited range of secondary care services for their patients.

The reforms introduced both types of purchasing agent proposed by the OHE and by

Enthoven: GP budget holders and large district purchasers. The adoption of the

former was, however, something of a last minute decision since the fundholding model

proposed by Maynard had been unpopular with the government (Glennerster et al.

1994),

Having created a split between providers and purchasers of health care, an annual

contracting system was developed as the vehicle by which GP fundholders (GPFHs)

and HAs would purchase care from NHS or private sector providers (see Figures 1.3

and 1.4). The contracting mechanism is discussed fully in Chapters 2 and 3.

Figure 1.3 The NHS Market Structure in England: || Figure 1.4 The NHS Market Structure in

1990 - 1999
DEPARTMENT OF lr[EALTEr
Residert Population minus 1 RHAs {
Practice Budgets J
—
r{ DHA;—' | | FPCs |
I Fees & Allowances /
w Staff’ & Improvements tndicative
'/ Prescribing

!

Self- :
Govermng Private Contracts
Trust Sector

1.3 GP Fundholding

Scotland: 1990 - 1999

SCOTTISH OFFICE MANAGEMENT EXECUTIVE ,l
&
[ SECRETARY OF STATE

—

l

L
Contracts
| Ordinary Fundholding
Resident Population GP GP
- .

Management Budgets

minus Practice Budgets

The introduction of fundholding heralded the beginnihg of a purchasing role for GPs

which was to serve as one of the most fundamental changes ever to the ‘business’ of

* Hospitals converted to Trust status over a period of time. In the meantime, non-Trust status
providers were known as DMUs (Directly Managed Units).
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general practice (Bevan and Marinker 1989; Duggan 1995: Meads 1996b). The

scheme offered GPs the opportunity to have a greater say in the treatment of their

patients and the costs and conditions of primary and secondary care services.

Practices who could demonstrate to their HA/HB that they were able to manage a

budget and who had at least 11,000 patients’, were invited to apply for fundholding

status.

The scheme offered practices decision making authority over a range of

expenditures relating to staff costs, prescribing, investigative procedures, elective

procedures and certain community services (see Box 1.2 for details). Having decided

on their purchasing priorities, practices would then negotiate contracts with providers

(see box 1.3 for contract types).

Box 1.2: The Scope of the Fundholding Budget

“all practice team staff costs and practice
accommodation costs. ..

all expenses incurred during management
of the fund and other costs associated with
participation in the fundholding initiative
all drugs prescribed and dispensed

any diagnostic investigation of patients or
specimens ordered or performed by the
GP...

initial and continuing out-patient services
delivered by hospital-based staft

costs relating to a defined group of surgical
in-patient and day-case treatment - the list
COVeErs most elective procedures
...Emergency admissions and medical
admissions are excluded

costs relating to direct access services -
physiotherapy, speech therapy and
occupational  therapy, dietetics and
chiropody

health visiting and community nursing,
elements of mental health and learning
disabilities services.”

(Pinie 1994)

Box 1.3: Fundholding Contract Types

1. “Block contracts will cover the provision of a
defined block of services in return for an
annual fee

2. Cost and volume contracts - providers will
receive a defined sum for the provision of a
baseline level of activity. Beyond that level,
payment will be on a cost per case basis

3. Limited volume contracts - payment for a
defined volume of cases

4. Cost per case contracts will be payments on
the basis of a sum for each case treated.”

(Pirie 1994)

In financial terms, the average annual
budget in 1994/95 (in England and Wales)
was £1.7mil (or £160 per patient for around
10,600 patients) (Audit Commission 1995).
Hospital and community services accounted

for approximately 55% (£940,000) of the

5> The entry level was amended incrementally from the original minimum list size of 11,000 to 9,000
(April 1992), then 7,000 (Aprl 1993) to 4,000 (April 1995).
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budget whilst the remaining 45% was split between prescribing (38%/£660,000) and
practice staff (7%/£115,000)°. This e€quates to a sizeable amount of public finance
For example, in 1996 there were 2,221 fundholders in England and Wales who, if the

average of £1.7mil per practice is assumed, controlled in excess of £3775mil

1.3.1 GPs as Drivers of Efficiency

One important assumption underpinning the reforms was that GPs would respond to
the opportunity to have some control over the costs of hospital treatment (Department
of Health 1989b:51) and would “negotiate the best deals they can” (Department of

Health 1989b:52). Although HA/HB purchasing represents the majority 70%-75% of
NHS purchases (Burnett 1994) GPs had a significant contribution to make to service

improvements and efficiency gains:

“[GPs] will move money to where the work is best done, and will make
maximum waiting times an important feature of contracts and management
budgets. [Fundholders] ... will seek to buy where waiting times are shortest,

and hospitals will have a stronger incentive to reduce their waiting times in

order to attract funds.” (ibid. p37)

By building in the flexibility for practices to make savings from their deals, there was
an added incentive for GPs. Savings could be reinvested in the practice to improve
existing services, introduce new services and improve practice premises thereby

creating competitive advantage over neighbouring practices. Attracting new patients

increases the GPs’ per capita income and thus the GPs individual wealth as a partner 1n

the business.

The benefits from an increase in the range of activities within primary care does not
only favour the practice. More minor surgery, and specialist clinics etc within the

primary care setting should mean concomitantly fewer in the more expensive

® Hospital and community services can be further broken down as follows: mental health and learning
disabilities - 6%; diagnostic tests - 6%; direct access - 3%, outpatients - 40%,; inpatie<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>